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Introduction

HIS YEAR, the Economic Council of Canada is celebrat-

ing 1ts tenth anniversary. Since 1its inception, it has

published many works dealing with all aspects of the
Canadian economy, and this body of analysis has contributed to a
better comprehension of the mechanisms that aid or impede
progress towards the major objectives of Canadian society.

Under the Act establishing it, the Counecil is required to 1ssue an
annual assessment of medium- and long-term prospects. While in
the first years the Reviews complied by devoting a chapter to
economic performance and prospects, in 1970 and 1971 they dealt
with special topics, leaving performance assessment to separate
reports. From now on, however, we shall be making the analysis of
performance the only subject of the Annual Review. Studies on
special subjects will be issued without a predetermined timetable,
when the relevant research work has been completed to the
satisfaction of the Couneil.'.

This Tenth Annual Review is divided into two parts. The first
describes the Council’s theoretical approach and presents an anal-
ysis of economic events within the framework of the performance
indicators introduced by the Council last year. The second part
comprises supporting analysis covering a range of relevant topics.

! In the past year, the Council has undertaken research in the following areas: Canadian
commercial policy; cyclical instability in the construction industry; the development of social
indicators; financial markets; the labour market; the long-term future; and regional
development.
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Chapter 1 describes the role that we hope will be played by our
system of performance indicators and explains some of the rela-
tionships between the concept of potential previously used by the
Council and the one now derived from simulations of the CAN-
DIDE model. In Chapter 2, recent economic conditions are
assessed in the light of the interim objectives proposed in last
year’s Review. We then propose, in Chapter 3, a new set of
indicators relating to the years 1973 to 1976. This chapter also
contains our general conclusions and recommendations.

The second part contains a comprehensive analysis of recent
cyclical developments and structural changes in the Canadian
economy. Chapter 4 summarizes recent cyclical developments in
Canada in a medium-term perspective, while Chapter 5 discusses
the external environment—particularly foreign growth and prices,
and their effects on our trading position. Each of the next four
chapters deals with a particular aspect of cyclical or structural
changes in more detail. In Chapter 6, we examine important
medium-term developments in the public sector, discussing both
revenues and expenditures by type and by level of government.
Chapter 7, on industrial structure, describes sectoral trends by
sector in production, employment, and output per person
employed. Chapter 8 contains a short preliminary study of the
structure of unemployment, and the final chapter gives a detailed
description of recent Canadian price and cost changes in a cyclical
context.

Our analysis of the overall economic situation is focused on the
period from 1968 to 1972. In certain cases, we refer to a more
remote past in order to identify significant trends and, in others,
we look ahead to 1975 or 1976 in an attempt to discern future
events.




Part 1




The Role of

Performance Indicators

OR SEVERAL years now, the Economic Council of Canada

and a number of other agencies have been calling for more

effective co-ordination between the different levels of gov-
ernment, and between the government and private sectors, in the
formulation of economic policy. Despite marked progress in some
areas, such co-ordination has never been institutionalized or organ-
1zed so as to provide an effective basis for jointly examining
problems and opportunities. In the Council’s view, not the will but
the mechanism was lacking. No one yet knows the best way to
proceed in order to evolve, choose, and implement a set of policies
that will enjoy the widest possibie support from Canadian citizens.
It is evident that political institutions are at the core of policy-
making processes, and 1t 1s important that they be used at every
stage of the co-ordination process.

Although a fully satisfactory solution to these problems may
never be found, it is important to strive towards it. In 1ts Ninth
Annual Review of 1972, the Council proposed, as a limited but
operational basis for the co-ordination of economic policies, a
framework of performance indicators. In addition, the Council
recommended that use be made of an existing institution—the
series of federal-provincial conferences—to harmonize government
actions in developing and implementing medium-term expendi-
ture objectives. For the private sector, a National Economic Con-
ference is being organized, at the Council’s suggestion, to foster a
broad exchange of information in the context of systematic and
regular discussions of the indicators.
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These recommendations, which define a coherent approach to
economic policy-making, are elaborated in this chapter.

The Potential of the Economy

From its First Annual Review 1n 1963, the Council has centred its
analysis on economic potential—i.e., on an estimate of the produc-
tive (and consumptive) capacity of the economy in a long-term
perspective. Potential was defined as being essentially the output
of goods and services capable of being produced if the economy
were to operate at full capacity—that is, if unemployment were at
a low level, initially set at 3 per cent, and price pressures were not
excessive. Economic potential is, by definition, a measure of the
long-term equilibrium growth rate.

The initial concept of potential, which was defined by reference
to employment only, had certain shortcomings. With the develop-
ment of the CANDIDE model, the Council was able last year to
present conceptually more refined estimates of potential than
those previously developed. The current notion is that potential is
realizable in many ways, depending on anticipated conditions and
developments, thus offering alternative choices. In fact, in the
Ninth Review, we described the results of six separate development
paths, representing alternative configurations of demand, which
are variants of the potential to be achieved.

Statistical assessments of potential typically cover a relatively
long period and define a future in which productive resources will
be fully employed. However, they do not solve the problem of how
to move from a given situation towards potential without gen-
erating excess demand, although this 1s the type of problem
confronting economic policy-makers.

The Performance Indicators

Any forecasting or planning agency can identify a number of
options for the future, but it cannot predict which option will be
chosen, or when. To shape the future, it is not enough to identify
one or even several patterns of demand consistent with the
achievement of the long-term potential of the economy. A medium-
term growth path must also be defined that will serve as a
bridge between the present and the long term. Another require-
ment 1s the adjustment of this growth path, if necessary, as
information on the actual growth of the economy becomes
available.
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To provide a framework for such assessments, the Council last
year developed a set of interim performance indicators covering
the period three years into the future.

These indicators are primarily medium-term targets. Contrary to
the opinions of certain analysts after reading the Ninth Review,
these indicators are not forecasts, and their validity is not affected
by the degree of precision with which they can predict in 1972 the
developments in 1973. In no way is the validity of an objective
lessened if actual performance falls short of it. Neither should
conformity of an indicator to the subsequent situation be consid-
ered as confirmation of accuracy or reason to praise the Council’s
shrewdness.

It is important to understand that the indicators are averages
applied to a three-year period. Economic life is, however, charac-
terized by continual change. Thus the indicator averages may
apply to a period characterized by different annual rates of
change. It is clear, then, that a given indicator cannot be chal-
lenged on the basis of one observation only. It will be some time
before full assessment of our indicators will be possible. The
indicators represent, in the Council’s opinion, performance over a
given time period that is both satisfactory and attainable. Before
selecting these particular indicators, the Council had to analyse a
whole range of possibilities and then select the particular set of
objectives that reflected the Council’s priorities. The implications
of such a target-setting process is that Canada has the power and
the means to influence the economy, and that Canadians know
what objectives they wish to achieve. This approach is, by nature,
essentially normative. It is based, however, on what might be
called the “econometrics of consistency’’—i.e., on at least a concep-
tual cognizance of all feasible combinations.

The targets that result are expected to serve two purposes: (1) to
reduce feelings of uncertainty among decision-makers about the
overall development of the economy and i1ts main components;
and (2) to reduce forecasting errors and thus prevent some waste of
resources. This double effect should result in greater efficiency of
resource use and in a slightly lower average expected rate of return
on investment. The time period covered by the targets should
lengthen the time period now used by businesses, according to
information available, as a basis for forecasting investment
requirements. If it does, adoption of these targets may have the

7
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additional effect of reducing the magnitude of cyclical
fluctuations.

Since we have limited our preoccupations to such matters as
overall growth and medium-term stabilization policies, the present
indicators cover a relatively narrow area of social concern. They
can, however, be extended at will, and it will eventually be
necessary to include targets pertaining to social issues and priori-
ties for the longer-term allocation of resources, thereby reflecting
society’s preferences relating to protection of the environment, the
quality of life, preferred activities, and similar considerations.
Such an extension will require a great deal of effort and will
depend on our success in solving certain theoretical and quantita-
tive problems. Nevertheless, work is already under way, and the
Council hopes to release some preliminary results in the near
future. At that time, the full significance of the approach will
become clearer.

A second component of the approach is the assessment of medium-
term economic performance. The following chapter contains such an
evaluation, drawing upon the analysis of recent economic condi-
tions that comprises the second part of this Review, and an
attempt i1s made to identify the gaps that are likely to occur
between actual and target performance over the next three years.
This kind of performance assessment, together with a reappraisal
of the targets, must be undertaken annually. It is logical, and
indeed essential, that the indicator values be adjusted every year
to take into account changing circumstances, new government
policies, and possible miscalculations on our part. If the range of
possibilities i1s altered, the scope for desirable achievements also
changes. Thus we present, in Chapter 3 of this Review, a new set of
indicators for the years 1973 to 1976. These indicators represent our
current judgment as to what, in the medium run, is the most
desirable of the possible outcomes.

An important third element of our approach is the identifi-
cation of a set of medium-term economic policies that would result in
attainment of the targets. This may be described as the “econo-
metrics of the optimum”. We start with a system of equations
provided by the CANDIDE model that conceptually permits us to
explore the full range of alternative paths of development. The
exercise then consists of a search for an optimal solution, taking
into account the major goals of economic policy. The resulting
recommendations for economic policy can be of a general or a

8
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specific nature but must, of course, reflect the mandate of the
institution that makes them. Thus the Economic Council, by its
very nature, can only suggest a general policy orientation and
must—rightly—Ileave to the public authorities responsibility for
translating its recommendations into specific actions. However,
even 1if only for the sake of ensuring internal consistency, the
Council must ensure that there is at least one solution compatible
with the attainment of the whole set of targets put forward.

A further essential feature of the Council’s proposals is the
“concertation” process implied by the two suggested conferences.
The French term concertation can be viewed as having two quite
different meanings. The first and weaker sense of the term would
imply that the main purpose of a conference is to disseminate
information more effectively than would otherwise be possible,
The importance of this dimension is generally underestimated,
because 1t is taken for granted that economic decision-makers are
able to keep themselves well informed through their own channels.
We are not of this opinion. The National Economic Conference
will primarily be a vehicle for the transmission of information and
also a political exercise in the weak sense of the term ‘‘concerta-
tion”. The stronger meaning implies efficient harmonization of
decisions and therefore involves commitments by the participants.
Specifically, we think that federal and provincial governments,
within the framework of their own conferences, should adopt, as
soon as possible, one or more performance indicators relating to
overall government expenditure. Genuine harmonization of feder-
al and provincial expenditures is, in our opinion, highly desirable.

The reason for setting up such an institutional concertation
process 1s to generate a consensus around the basic national objec-
tives we are striving to achieve. Once precisely defined, these
objectives would serve as a focus for public and private decisions,
provided sufficiently broad agreement had been reached, both by
the public at large and in the government sector.

Further, it would be highly desirable for the federal govern-
ment—at some future time—to adopt the system of performance
indicators. The private sector could then make decisions with a
clear and precise perception of the future orientation of economic
policy. Immediate adoption of the indicators would, however, be
premature, as they are still at testing stage. The system has to be
tried by decision-makers, first, to determine whether it would be as
useful 1n practice as it seems to be in theory.
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The Council’s approach to the formulation of economic policy
may be summed up in four words: targets, assessment, recommenda-
tions, and concertation. While the Council’s perspective is long-
term, as reflected in the basic concept of economic potential
underlying its work, it also recognizes the essential need for flexi-
bility in proposing the system of interim, medium-term perform-
ance indicators. In conclusion, we believe that, for the sake of
efficiency, it would be useful to bring together businesses, trade
unions, and intermediate bodies in a comprehensive process of
collective decision-making.

Now that our intentions are clear, we turn to the body of the
Review.

10




Technical Note

TECHNICAL NOTE

The performance indicators suggested last year (see Table 2-1) were proposed
average rates of change Intended to cover the three time periods 1972-73, 1973-74,
and 1974-75. When these indicators were developed, 1972 was not very far advanced,
and available statistics covered only the very early months of the year. They were,
therefore, actually developed from 1971-75 projected average rates of change. In the
course of 1972, short-term developments in certain sectors resulted in performance
that was either above or below these medium-term target rates. If the indicator
rates of change were applied to the actual 1972 values, the implicit levels for 1975
would, in some cases, be significantly different from those we had estimated to be
appropriate. Accordingly, we here apply the rates of change to realized 1971 values,
rather than to realized 1972 values, in establishing the 1975 levels indicated on the
charts in Chapter 2. In future, we shall eliminate this difficulty by including the
current year in the period covered by our performance targets as well as the
following three years. Our revised indicators, for example, cover the four-year
period 1972-76. The value of each indicator in the base year 1972 is known, and the
average growth rate can be applied to it in calculating an implicit 1976 level. If the
change in an indicator between 1972 and 1973 is above or below the average target
rate for 1972-76, the average change in the years 1973-76 will have to be adjusted
accordingly. Our target rate of growth for real Gross National Product, for example,
1s 6 per cent for the 1972-76 period. If a growth rate of 7 per cent is actually
achieved in 1973, the implicit target average for the years 1973-76 will drop to
5.7 per cent.

In undertaking this year’s assessment of the economy’s performance, we have
faced great difficulties stemming from the revision of the Mational Accounts in the
summer of 1972. CANDIDE Model 1.0, which was used in the simulations reported
in the Ninth Annual Review, was necessarily based on unrevised National Accounts
data. Despite the considerable amount of work we have put into re-estimating the
model using the new data (Model 1.1), the results were not available for use in this
report. To enable us to make comparisons for assessment purposes between recent
data on the new Mational Accounts basis and the target levels on the same basis
(particularly in the charts), it was necessary for us to apply the target rates of growth
derived from simulations of Model 1.0 to the 1971 revised National Accounts values.
Our judgment was that the National Accounts revisions primarily affected the
levels rather than the recent and prospective rates of change of the variables
concerned, and this approach therefore seemed sound. Such a procedure will be
unnecessary in future, as the performance indicators will be based on simulations of
CANDIDE Model 1.1 as soon as it is operational. The projected values will then be
directly comparable with the published figures.

il




Currvent Conditions
and the Performance Indicators

AST YEAR, the Economic Council proposed a set of per-

formance indicators, or quantitative targets, that were con-

sidered to represent desirable and attainable economic
achievement for Canada over a three-year period. Since both
the objectives and the potential of the economy change with
circumstances, our overall approach to the indicators allows for the
annual reassessment of such targets to take account of new statisti-
cal information on the recent past and of modified objectives as
they relate to the following three years.

The purpose of this chapter is to make such an evaluation. Our
horizon will be that of the first set of indicators—namely, the years
1973 to 1975.! Our analysis of recent developments will cover, for
the most part, the years 1968 to 1972, though in some cases our
examination of trends and development will take us as far back as
the beginning of the 1960s.

In the following sections, we first provide an overview of the
economy’s performance in relation to the set of targets as a whole
and then examine performance in relation to each indicator
individually.

A Summary View

The Economic Council’s Ninth Annual Review recommended the
following set of 15 performance indicators to serve as guides for
action between 1972 and 1975.

! As the indicator values are annual percentage changes, it will be understood that the
target for 1973 is the change in 1973 with respect to 1972. Thus, by convention, the expressions
“the period 1972-75" and “the years 1973 to 1975 refer to the same time period.

13



Shaping the Expansion

‘The tirst year covered by these indicators 1s 1973. As the year is
not over (at time of writing), it is obvious that our assessment of
performance in relation to the targets will be forward-looking,
rather than retrospective. However, comparison of 1972 experience
with the relevant estimates in our underlying projections gives
some indication of the attainability of the subsequent targets.
Before discussing individual indicators, we present a summary
view of the main results.

TABLE 2-1—PERFORMANCE INDICATORS, 1972-75
(Applicable to constant (1961) dollar data)

Proposed
Average Annual
Percentage Change

Part 1

Gross National Expenditure. . ............... ... ... ... ... 6.0
Consumer expenditures. . .............. ... ... .. 5.5
Total investment. .. ... ... .. ... ... ... .. ... 9.0

Investment in machinery and equipment, and nonresidential
CONSEEUCEION . . . . ..o 10.0
Residential construction.. ... ......... ... .. ... . . .. 5.0
Government, current expenditures. . .............. . ....... 5.0
Exports of goods and services..................... .. .... 6.0
Imports of goods and services................. ... ... ... 6.5

Real disposable income per capita............ ... ... .. ...
Total output per person employed................... .. ..
Output per person employed in manufacturing.............
Total employment. . ... ... .. ... ... .. ... ... . ...
Implicit price index of Gross National Expenditure... ... ...

Ww o
S= oo~

Yearly Averages

WNumber of housing starts (thousands).................... 245
Rate of unemployment in 1975 (percent)................. 4.5

Source: Economic Council of Canada, Ninth Annual Review: The Years to 1980 (Ottawa:
Information Canada, 1972).

Aggregate growth in 1972 was not far out of line with the average
rate proposed for the following three years, but it was markedly
lower than we had expected for that year. We had anticipated

14
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substantially faster growth in 1972 and 1973 than in 1974 and 1975
The present expansion of total output, which has been under way
since early 1971, proceeded in 1971 and 1972 at a pace (5.8 per cent
per annum) only a little above the long-term (1966-77) “potential”
rate of growth of the economy (5.5 per cent per annum). The gap
between “actual” and “potential”’ output therefore narrowed only
slightly, from 4.4 per cent in 1970 to 3.9 per cent in 1972. However,
the pace of the expansion accelerated sharply in late 1972 and in
early 1973, and the gap has therefore been closing quite rapidly.
For 1973 as a whole, it could average out at substantially less than
2 per cent’ Growth in real output for other countries is, in the
aggregate, broadly in line with our projections, with extra strength
in the United States offsetting some weakness overseas.

The fiscal stance of the government sector, as measured by the
National Accounts surplus or deficit, has been more expansive
than we envisaged in our simulations. While the current dollar
revenues of all levels of government combined were rising between
1970 and 1972 at about the anticipated rate, government sector
expenditures after mid-1971 were rising much more rapidly than
our projections allowed for. The result was the emergence of a
substantial deficit in 1971-72, in contrast with the substantial
surplus anticipated in our projections. The degree of stimulus that
is now being applied to the Canadian economy is therefore consid-
erably in excess of what then appeared necessary to achieve the
performance targets. However, much of the difference 1s explained
by upward revisions in the National Accounts estimates of govern-
ment spending. Also, with unemployment higher than estimated,
transfer payments have been considerably above the amounts
projected, particularly with respect to the more generous benefits
disbursed under the provisions of the new Unemployment
Insurance Act.

Prices are also rising more rapidly than we had envisaged,
reflecting strong demand pressure (in some cases, worldwide in
scope) for a number of commodities, poor productivity improve-
ment—at least in the early stages of the expansion—and probably
failure of the CANDIDE model to portray every significant

2 Qur expectations were based on the time paths indicated by the simulations of the
CANDIDE model reported in the Ninth Review.

3 We would caution that potential is a zone, rather than a sharply defined boundary. The
gap estimates should therefore be regarded as useful primarily for indicating changes in the
degree of demand pressure on supply. The existence of a gap—particularly if it is small—
should not be equated with the complete absence of excess demand pressure.

15
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feature of the extremely complex processes of wage and price
determination. Growth of the labour force has been proceeding
somewhat more rapidly than envisaged earlier, mainly because of
a rapid unexpected rise In male participation. As a net result
of these factors, unemployment has remained higher than
anticipated, although falling sharply during 1973.

Individual Indicators
and Actual Performance

With the broad developments in mind, we now begin an exami-
nation of performance in greater detail, comparing actual and
projected results for each of the main performance indicators.

Gross National Product

The performance indicator for real Gross National Product was
a growth rate to 1975 of 6.0 per cent. Actual increases since 1968 are
set out in Table 2-2, and a visual portrayal of the 1975 target, in
relation to both longer-term experience and recent quarterly move-
ments, is provided by Chart 2-1. As the chart indicates, recent
GNP growth, on a quarterly basis, has been quite erratic. Follow-
ing a soft third quarter, growth in the fourth quarter of 1972 picked
up strongly, and the strength continued into 1973. On an annual
basis, the 1971-72 growth rate of 5.8 per cent 1s somewhat below the
rate of 6.0 per cent established as the performance indicator for
GNP. The slow growth experienced in 1972 was, as we noted
earlier, rather surprising, as we had expected a somewhat stronger
pick-up in the early years of the 1971-75 period, with some slowing
down in later years. In this context, it is important to take a close
look at the components of Gross National Expenditure in order to
locate the causes of this unexpectedly sluggish performance.

TABLE 2-2—CHANGE OVER PREVIOUS YEAR IN REAL
GROSS NATIONAL PRODUCT, 1968-72

1968 1969 1970 1971 1972
(Per cent)
5.8 5.3 2.6 5.8 5.8

16




Current Conditions and the Indicators

CHART 2-1
GROSS NATIONAL PRODUCT
(Billions of 1961 dollars)
Ratio Scale

100

70

30

20
1960 1965 1970 1976 76

*The growth rates shown on the charts in this chapter are mean year-to-year
percentage changes, based on revised data. They are not directly comparable with the
Council estimates provided in the Ninth Annual Review. On the other hand, since 1970
was a year of economic slowdown, the present expansion is apparent only in the
1970-71 and 1971-72 changes for most variables. This is the reason why the growth rate
for 1970-72 is shown separately on all charts.

Note: In all the charts of this chapter, the 1975 target level implicit in the average

rate of change recommended last year is shown as a black dot.
Source: Based on data from Statistics Canada and estimates by the Economic Council
of Canada.

The areas that appear to have been particularly lacking in
vigour, given external conditions and the expansive shift in the
fiscal posture of the combined government sector, are exports less
imports, and investment. Consumer expenditure and government
current expenditures have both been growing at about the
anticipated rates. On the external side, exports are weaker and
imports considerably stronger than might have been expected,
perhaps partly because of the effects of appreciation of the
exchange rate since 1970 and the higher-than-expected relative
rate of Canadian inflation vis-a-vis that of the United States in
1972. In the investment sector, the outstanding development was
an unexpected decline in nonresidential construction in 1972. Nor-
mally, at this stage of the expansion, significant additions to plant
capacity would have been under way, as indeed the CANDIDE
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model solutions indicated. We consider this matter further in later
sections devoted to the investment targets.

It is apparent that considerable acceleration in activity emerged
in late 1972 and early 1973. In his February 1973 budget statement,
the federal Minister of Finance indicated that the government
anticipated 7 per cent real growth in the Canadian economy in
1973. This forecast could well turn out to have been conservative.
It implied the realization of an average level for 1973 that would
be over 4 per cent higher than the level achieved in the fourth
quarter of 1972. Such a rate of increase is compatible with the
target average of 6 per cent growth in the three years 1973 to 1975
only if slower growth rates are experienced in 1974 and 1975. If the
widely forecast 1974 moderation in the rate of expansion of the
U.S. economy 1s in fact realized, bringing with 1t a slower rate of
increase in Canadian exports, such a deceleration in the Canadian
rate of expansion will take place. However, one should not ignore
the fact that the 1972-73 expansion has been very rapid in the
United States and Canada, thereby moving the level of activity
back very close to the potential zone.

Consumer Expenditures

The performance indicator for consumer expenditures on goods
and services called for an average rate of increase in real terms of
5.5 per cent per annum. Actual rates of increase in previous years
have been as shown in Table 2-3. The strong 1971-72 performance
1s also apparent in the graph provided in the inset panel of
Chart 2-2, which depicts expenditures on a quarterly basis. Con-
sumer expenditures have in fact been rising sharply since the start
of the present expansion in early 1971.

TABLE 2-3—CHANGE OVER PREVIOUS YEAR IN REAL
CONSUMER EXPENDITURES, 1968-72

1968 1969 1970 1971 1972
(Per cent)
5.0 4.6 251 5.5 7.8
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CHART 2-2

CONSUMER EXPENDITURES
(Billions of 1961 dollars)

Ratio Scale
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20

1960 1965 1970 1975 76

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

Underlying the strength in consumer expenditures have been
marked gains in expenditures on durables and semidurables, as
indicated in Table 2-4.

TABLE 2-4—INCREASE OVER PREVIOUS YEAR IN COMPONENTS
OF REAL PERSONAL EXPENDITURE, 1968-72

1968 1969 1970 1971 1972

(Per cent)
Durables. . ................... 7.0 5.5 —5.5 13.1 14.2
Semidurables. ................ 3.9 4.8 1.0 6F\ 7 9.3
Nondurables................ .. 1.6 4.5 5.5 5.4 6.3
Services...................... 785 4.3 2.9 281 5.6

Source: Based on data from Statistics Canada.

Overall, the performance of consumer spending in 1972 was
about in line with expectations. Growth in real personal disposable
income was considerably higher than allowed for, however, so that
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in relation to the growth in disposable income, the rise in consumer
spending has actually been less buoyant than it might have been.
A reflection of this weakness in relation to income is the recent rise
in the rate of personal saving to quite high levels (Table 2-5).

TABLE 2-5—PERSONAL SAVING* AS A PERCENTAGE OF
PERSONAL DISPOSABLE INCOME, 1968-72

(Caleulated from current dollar data)

1968 1969 1970 1971 1972
(Per cent)
5.1 4.8 5.8 T2 8.1

*Excluding farm inventory change.
Source: Based on data from Statistics Canada.

The reasons for this rise in savings are not entirely clear, but the
1972 change, in particular, may have been related to the strong
increase in personal disposable income associated with recent sharp
increases in transfer payments and the less pronounced rise in the
bite of personal income taxes (see Chapter 6). Recent higher rates
could also reflect increasing down payments on houses, which are
not included in consumer expenditures and therefore inflate the
measured savings rate. Finally, some part of the rise may also be
accounted for by feelings of uncertainty on the part of consumers,
leading to rather cautious, conservative spending behaviour in
relation to income. In any case, the achievement of this relatively
high savings rate means that there could well have been a pro-
nounced improvement in the net asset position of the personal
sector and that, as a result, further strong gains in consumer
expenditures could occur.

Both the target rate of growth in real consumer expenditures of
5.5 per cent and the new higher target rate proposed for the years
1973 to 1976 (Chapter 3) implicitly take into account the likelihood
of larger increases in such spending in the early stages of the
current expansion than in the later years, which are likely to be
characterized by higher investment spending. Thus the above-
target rate of increase apparent in 1972 (and probably in 1973) does
not by itself indicate any lack of realism in the proposed target
average increase for the entire period covered by the indicators.
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However, in the next chapter, we propose a higher target rate to
take into account an upward adjustment to the employment
target.

Total Fixed Investment

As we noted earlier, total investment has until very recently
been performing rather less buoyantly than might have been
expected on the basis of apparent past relationships and the phase
of the business cycle. Total fixed investment represents the sum of
the following four National Accounts categories of investment:
government gross fixed capital formation; residential construc-
tion; business nonresidential construction; and business machin-
ery and equipment purchases. The performance target of
9.0 per cent takes into account the need for investment to rise
sharply, in line with the step-up in the rate of growth of output, if
the stock of capital is to grow in line with the volume of output.

CHART 2-3

TOTAL INVESTMENT
{Billions of 1961 dollars)

Ratio Scale

1960 1865 1970 1975 76

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

This target rate of growth in total invesument is quite rapid,
particularly in relation to experience over the past few years, as 1s
apparent from the annual data presented in Chart 2-3 and
Table 2-6. Total fixed capital spending, as indicated by the private
and public investment survey conducted by Statistics Canada and
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the Department of Industry, Trade and Commerce, 1s projected to
rise by about 13 per cent in current dollars in 1973, compared with
8.4 per cent based on preliminary results in 1972. This would imply
real growth about in line with the target average for the period
1972-75.

TABLE 2-6—CHANGE OVER PREVIOUS YEAR IN TOTAL
REAL FIXED INVESTMENT, 1968-72

1968 1969 1970 1971 1972
(Per cent)
0.1 4.9 0.9 7.9 3.6

Source: Based on data from Statistics Canada.

It 1s worthwhile looking rather more closely at changes in the
individual components of fixed investment, which are set out in
Table 2-7. While residential construction and machinery and
equipment expenditures reveal significant gains over the period—
particularly over the past two years—nonresidential construction
has been weak. The 1972 level of $3,930 million (in 1961 dollars) is
almost identical to the $3,931 million achieved in 1966.

TABLE 2-7—CHANGE OVER PREVIOUS YEAR IN COMPONENTS
OF TOTAL REAL FIXED INVESTMENT, 1968-72

1968 1969 1970 1971 1972

(Per cent)
Government gross fixed capital
formation. ........... .. ..., 0.8 —-2.4 —0.6 12.6 0.7
Residential construetion. ... ... 14.6 12.8 —8.2 18.9 9.1
Nonresidential construction. . ... —-0.8 —0.6 7.2 4.2 -3.0
Machinery and equipment. ... .. -6.6 9.1 2.3 2.4 7.2

Source: Based on data from Statistics Canada.

Table 2-7 emphasizes the volatility of the various components of
fixed investment and indicates the need for sustained increases in
plant and equipment spending if the target rates are to be
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achieved. Because the 1972 increase in total investment was only
3.6 per cent (in 1961 dollars), it would now have to increase at a
rate somewhat above 9 per cent until 1975 to achieve the target
level indicated for 1975. This target level allows for certain
amounts likely to be associated with the development of natural
resources, 1in addition to the normal volume of investment associat-
ed with changes in output, relative prices. and a number of other
economic influences. Such expenditures are clearly difficult to
predict accurately; yet the amounts involved are sufficiently large
as to dominate year-to-year changes in total fixed investment.
Realistic target-setting 1s therefore particularly difficult in rela-
tion to this area of expenditure. We discuss this matter further
when analysing the business component of fixed investment in the
next section.

Business Investment in Machinery and Equipment
and Nonresidential Construction

The performance indicator for business investment is an
average rate of growth of 10 per cent per annum to 1975.

CHART 2-4
INVESTMENT IN MACHINERY AND EQUIPMENT

AND NONRESIDENTIAL CONSTRUCTION
{Billions of 1961 dollars)

Ratio Scale

1960 1965 1970 1975 76

Source: Based on data from Statistics Canada and estimates by the Economic Council
of Canada.
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This rate of increase, which in turn strongly influences the target
rate of rise of total investment discussed in the previous section,
appears at first to be extremely high. It is particularly useful,
therefore, to set these rates in longer-term perspective, as is done in
Chart 2-4.

During a period such as that from the early to the middle 1960s,
when growth accelerated and the gap between actual and potential
output closed, investment tends to rise sharply. Such a movement
is illustrated by Chart 2-4 and also by Table 2-8, which sets out the
year-to-year percentage changes in machinery and equipment and
nonresidential construction investment from the early to the late
1960s.

TABLE 2-8—CHANGE OVER PREVIOUS YEAR IN REAL
EXPENDITURE ON BUSINESS MACHINERY AND EQUIPMENT
AND NONRESIDENTIAL CONSTRUCTION, 1961-68

1061 1962 1963 1964 1965 1966 1967 1968

(Per cent)
Expenditures
Machinery and
equipment. . ... —-8.8 6.9 8.4 18.0 17.3 19.2 1.9 -6.6
Nonresidential

construction... 1.0 -—2.1 4.6 16.2 10.5 14.5 —-6.4 —-0.8

Total change. . . ... -3.8 2.2 6.5 17.1 13.9 16.9 -2.0 -4.0

Source: Based on data from Statistics Canada.

The rise in real GNP from 1961 to 1966 was about 6.4 per cent
per year, double that of the slow-growth period 1958-61. This
compares with an implicit 1970-75 target growth rate of about
5.9 per cent—about a third higher than the rate experienced during
the slow-growth period 1967-70. The acceleration of the real growth
rate 1s substantially less than that in the early- to mid-1960s, and a
smaller jump in investment could well be appropriate in such
circumstances. Nonetheless, a significant acceleration of invest-
ment does seem to be called for and is indeed indicated by our
simulations. Increases of about 19 per cent are now foreseen for
total 1973 business fixed capital spending in the 1973 mid-year
survey of capital spending intentions reported in Private and
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Public Investment in Canada.' In real terms, the increase is perhaps
about 15 per cent, considerably above the average target growth
rate of 10 per cent until 1975. Most of the strength is seen as
coming from expenditures on machinery and equipment. The real
1973 increase 1n business nonresidential construction is expected to
be about 7 per cent.

Until quite recently, the behaviour of business investment, par-
ticularly nonresidential construction, was somewhat sluggish.
However, it must be borne in mind that output growth in 1971 and
1972 was somewhat disappointing and less than anticipated.
Since growth in total output partly determines investment, some
of the lack of strength in investment was therefore probably
simply a reflection of the below-target rate of growth arising from
the other factors already mentioned: a higher rate of import
growth than anticipated, slower export growth, and a high
personal savings rate.

Certain other factors also impinge directly on investment deci-
sions. Among these are changes in the taxation of mining compa-
nies and many uncertainties that appear to have contributed to
earlier hesitancy in the growth of business investment—e.g., for
manufacturing, as to rates of tax and depreciation allowances; for
foreign companies, as to legislation to screen foreign takeovers; for
mining and petroleum companies, as to provincial actions affect-
ing royalties and other aspects of future operations; and, for
virtually all industry, as to Canada’s future trading relations with
the United States and overseas countries. Within institutional
investment, the decline in university enrolment is an evident
source of weakness 1n university construction.

Earlier, it was pointed out that our target rates of growth for
investment incorporated an allowance for certain additions to
business capital formation likely to arise from resource-related
development projects. These somewhat arbitrary additions, over
and above the amounts calculated by the CANDIDE model equa-
tions, amounted to $225 million in 1973, $300 million in 1974, and
$450 million in 1975, all in 1961 dollars. If these amounts had been
excluded, the target growth rate for investment in plant and
machinery over the next three years would have been reduced by
about 14 percentage points.

4 Statistics Canada and the Department of Industry, Trade and Commerce, Private and
Public Investment in Canada: Outlook 1973, Mid-Year Review and Regional Estimates (Ottawa:
Information Canada, 1973).
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Housing Construction and Housing Starts

In the housing sector, the performance indicator called for a
5 per cent growth rate to 1975 in real residential construction
investment and for an average of 245000 housing starts a year
(Chart 2-5). While the latter figure still appears to be appropriate,
the growth rate figure for residential construction expenditure
(originally based on growth to 1975 from a calculated 1971 value)
now appears to be too high, as well as inconsistent with the
proposed starts figure. Revision of the original target rate is called
for in this case. Growth to 1975 of a little less than 1 per cent
(0.8 per cent) per year from the 1972 value appears to be a more
appropriate estimate. This 1s the rate implicit in the 1975 target
level shown by the black dot in Chart 2-6.

CHART 25
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Source: Based on data from Statistics Canada and estimates by the Economic Council
of Canada.
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CHART 2-6

HOUSING CONSTRUCTION
{Billions of 1961 dollars)

Ratio Scale

1960 1965 1970 1975 76

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

As indicated In Charts 2-5 and 2-6, housing activity has
increased rapidly in the past few years. Starts climbed from an
average level of around 160,000 in the mid-1960s to 250,000 in 1972.
The actual numbers of starts from 1968 on are set out in Table 2-9.
Residential construction expenditure also indicates strong growth
1n each year except 1970. Year-to-year percentage changes in these
expenditures are given in Table 2-7 above.

TABLE 2-9—TOTAL HOUSING STARTS, 1968-72

1968 1969 1970 1971 1972

(Thousands of units)

196.9 210.4 190.5 233.7 249.9

Source: Based on data from Statistics Canada.
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The level of starts in the middle and latter part of 1972 was quite
high, as indicated in Chart 2-5. Consequently, a substantial carry-
over into 1973 took place. The 1973 mid-year issue of Private and
Public Investment in Canada reports that government and private
expenditures on housing in 1973 will probably be somewhat above
those in 1972, in current dollars—that is, $4,933 million, versus
84,736 million. In real terms, this would involve some decline. In
general, the housing target appears broadly realistic. An area of
mounting concern, however, has been the rapidly rising costs of
construction and serviced land in 1972 (Tables 2-10 and 2-11).

TABLE 2-10—CONSTRUCTION COST PER SQUARE FOOT,
NHA SINGLE DETACHED DWELLINGS, 1968-72

(1961 = 100)
1968 1969 1970 1971 1972
130.5 139.8 142.5 146.4 156.1

Source: Central Mortgage and Housing Corporation, Canadian Housing Statistics, 1972.

These strong increases may help to explain the fact that the rate of
Increase in the volume of housing expenditures in 1972 was rather
less than we had anticipated on the basis of our CANDIDE
projections.

TABLE 2-11—LAND COST, NHA SINGLE DETACHED DWELLINGS,

1968-72
(1961 = 100)
1968 1969 1970 1971 1972
144.0 161.5 163.6 187.8 200.8

Source: Central Mortgage and Housing Corporation, Canadien Housing Statistics, 1971;
data for 1972 direct from CMHC.

It is worth drawing attention to the fact that, while costs of
construction increased by 61 per cent in the 11 years after 1961—
substantially more than the rise in the implicit GNE deflator and
the Consumer Price Index (Appendix Table 16)—serviced land
prices doubled. Contributory factors have been the growing
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relative scarcity of land in general and serviced land adjacent to
urban areas in particular.

Government Current Expenditures

Last year, a performance indicator growth rate for government
current expenditures of 5 per cent per year was judged to be
compatible with the growth specified for the other components of
aggregate demand and to represent satisfactory medium-term
economic performance. Current expenditures, which constitute
only a part of total government spending, cover government
defence spending, wages and other employment costs, and the
goods and services that governments buy from the private sec-
tor of the economy, but exclude government investment and all
redistributive-type payments. Recent current expenditure levels
are placed in the perspective of historical experience and the
target to 1975 in Chart 2-7.

CHART 2-7

GOVERNMENT CURRENT EXPENDITURES
(Billions of 1961 dollars)

Ratio Scale

1960 1965 1970 1975 76

Source: Based on data from Statistics Canada and estimates by the Economic Council
of Canada.
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After picking up sharply in 1970, following a period of severe
restraint during the government anti-inflation campaign in 1969,
government current expenditures grew about in line with the
suggested trend rate in 1971 and fell somewhat below it in 1972
(Table 2-12). By level of government, the gains recorded during
the last two years were mostly concentrated at the provincial and
municipal government levels and reflected strong employment
growth. Rapidly increasing medicare payments have also been a
factor at the provincial level, although to a somewhat lesser extent
in 1972, since the implementation of medicare programs is now
complete in all provinces.

TABLE 2-12—CHANGE OVER PREVIOUS YEAR IN REAL
GOVERNMENT CURRENT EXPENDITURES ON GOODS AND
SERVICES, 1968-72

1968 1969 1970 1971 1972
(Per cent)
7.6 3.7 10.0 5.3 3.4

Source: Based on data from Statistics Canada.

'Statistics Canada and the Department of Industry, Trade and Commerce, Private
and Public Investment in Canada: Outlook 1973, Mid-Year Review and Regional Estimates
(Ottawa: Information Canada, 1973).

Looking into the future, whether the rate of growth in govern-
ment spending proposed in the performance indicator is realized
appears to depend on whether increases in federal spending
are forthcoming. Provincial governments, which were responsible
for an important part of the expenditure increases in 1971 and
1972, will no longer be experiencing a temporary upsurge in
expenses related to medicare. Already, some provinces have
indicated their intention to reduce growth in operating expendi-
tures appreciably in the 1973-74 fiscal year. At the municipal level,
governments will be facing important budgetary constraints, par-
ticularly in view of the sluggish growth in real property tax
receipts in 1972—the smallest since 1964. At the federal level, the
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projected 15.8 per cent rise in current nondefence expenditures and
the 6.6 per cent increase in current defence expenditures (both in
current. dollars) announced by the Minister of Finance in the
February 19, 1973, Budget will provide an important offset to
reduced growth in spending by other governments. Although a
high price tag is traditionally attached to current government
spending because of the conventional assumption that productivi-
ty of public employees does not increase, the planned real
Increases appear nevertheless to be substantial. In summary, the
government sector current expenditure target seems broadly
appropriate. It does not appear likely to be significantly exceeded
in the immediate future.

Government Transfer Payments

In its Ninth Review, the Council did not propose an indicator for
government transfer payments to persons but noted that current
dollar increases of around 10 per cent per annum would be consis-
tent with the other indicators. The 10 per cent rate of increase, it
was observed, would permit not only the maintenance of existing
social programs, but some extension of them.

Actual growth rates of government transfers were close to
20 per cent in 1971 and 1972, following increases of 13 per cent in
each of the years 1969 and 1970. The 1971-72 increases were thus at
roughly double the rate felt to be consistent with achievement
of the 1972-75 set of performance indicators. This naturally raises
the question of whether these high rates may be expected to con-
tinue during the period covered by the performance indicators.
Government transfers to persons in the period 1972-76 may be
approximated by projecting longer-term trends in existing pro-
grams and by making reasonable assumptions about the impact of
recently introduced and proposed changes. Our results and
methods of calculation are presented in Table 2-13.

The average annual rate of change for 1972-75 1s 15.5 per cent,
and the corresponding average for 1972-76 is 13.5 per cent. These
projected rates are also substantially in excess of the average rate
recommended in the Ninth Review. It may be noted that transfer
payments are projected to increase more rapidly at the provincial
level than at the federal level, even if the new family allowance
scheme is taken into account. This matter is taken up again in
Chapter 3, which presents our conclusions and recommendations.
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Ezports and Imports of Goods and Services

For exports, the performance indicator suggested an annual
average rate of real growth of 6 per cent to 1975. Its implications in
relation to past performance are illustrated in Chart 2-8.

CHART 2-8

EXPORTS OF GOODS AND SERVICES
(Billions of 1961 dollars)

Ratio Scale

1960 1965 1970 1975 76

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

Annual percentage changes since 1968 are set out in Table 2-14.
The 6.7 per cent increase registered in 1972 was somewhat above
the average target rate to 1975, but was nonetheless somewhat
below what we anticipated for the year. Exchange appreciation in
relation to the United States has played some role in dampening
Canadian export growth. It seems, however, that offsetting factors
in the future will be the recent improvement of Canada’s competi-
tive position vis-a-vis other countries. In addition, the devaluation
of the U.S. dollar should stimulate the U.S. economy and, as a
result, increase Canadian exports. At the moment, the export
indicator still appears realistic.
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TABLE 2-149—CHANGE OVER PREVIOUS YEAR IN REAL
EXPORTS OF GOODS AND SERVICES, 1968-72

1968 1969 1970 1971 1972

(Per cent)
12.4 9.8 9.4 56 1 6.7

Source: Based on data from Statistics Canada.

For imports of goods and services, the performance indicator
suggests an average growth rate slightly in excess of that for
exports, at 6.5 per cent. Its implications in comparison with past
performance are illustrated in Chart 2-9.

CHART 29

IMPORTS OF GOODS AND SERVICES
(Billions of 1961 dollars)

Ratio Scale
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Source: Based on data from Statistics Canada and estimates by the Economic Council
of Canada.

Imports are sensitive, above all, to overall demand and have
picked up strongly since the slowdown experienced in 1970. The
year-to-year percentage changes are given in Table 2-15. As in the
case of exports, the appreciation of the Canadian exchange rate
vis-a-vis the U.S. rate appears to have favoured foreign suppliers.
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An additional influence appears to have been machinery and
equipment expenditures in 1972 that were considerably stronger
than anticipated (see Table 2-7). A strong rise in imports 1s expect-
ed in 1973 as well, so that achievement of an average rate of
growth as low as the 6.5 per cent called for by the performance
indicator would call for significantly lower increases in 1974 and
1975. These seem unlikely to materialize, and some upward adjust-
ment to this target thus appears to be appropriate. In view of its
critical importance, the matter of Canada’s trade performance in
relation to the targets receives more extensive discussion In
Chapter 5.

TABLE 2-15—CHANGE OVER PREVIOUS YEAR IN REAL
IMPORTS OF GOODS AND SERVICES, 1968-72

1968 1969 1970 1971 1972
(Per cent )
8.8 13.3 -0.4 7.7 115

Sourck: Based on data from Statistics Canada.

Real Disposable Income Per Capita

The performance indicator proposed for real disposable income
per capita was an average annual rate of change to 1975 of
4.7 per cent. This is set against past experience in Chart 2-10.
The actual year-to-year percentage changes since 1968 are
provided in Table 2-16.

TABLE 2-16—CHANGE OVER PREVIOUS YEAR IN REAL
DISPOSABLE INCOME PER CAPITA, 1968-72

1968 1969 1970 1971 1972

(Per cent)

207 3.2 1.3 6.0 6.7

Sourcke: Based on data from Statistics Canada.

The most recent rates of increase are appreciably higher than
the target rate and reflect, to a considerable extent, the stage of
the expanston. This target rate is an average rate and, as such, is
consistent with higher rates of increase early in the expansion and
lower rates in the later years. Nevertheless, personal income, less
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transfer payments from governments, has risen faster than expect-
ed, despite lower increases in real GNP up to the end of 1972. In
addition, transfer payments from governments have risen much
more rapidly than expected in the past two years, while transfers
(other than direct taxes) from persons to governments first leveled
out and then declined, instead of rising as expected. The rise in
personal disposable income in current dollars has therefore been
greater than allowed for and has been accentuated by the realiza-
tion of somewhat lower than projected rates of population growth.

CHART 2-10

REAL DISPOSABLE INCOME PER CAPITA

(Doliars)
Ratio Scale

4,000

3,000

2,000

1,000

1960 1965 1970 1976 78

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

It is clear that this highly important measure, which records the
average real income per capita available for private consumption
expenditures, is subject to many influences and is particularly
sensitive to government fiscal measures, as might be expected.
Table 2-17 lays out the major factors determining the way this
measure has evolved over the last few years. What stands out
clearly in the table is the dramatic shift in the role of taxes and
transfer payments in the determination of disposable income.
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Personal income taxes have risen from 11.8 per cent of personal
income, excluding transfer payments, in 1968 to 15.8 per cent in
1972. Similarly, transfer payments to persons have risen from
10.9 per cent of personal income, excluding transfer payments in
1968 to 13.7 per cent in 1972. The importance of transfer payments
in income 1s illustrated by the fact that in 1972 they represented
17.3 per cent of total wages, salaries, and supplementary labour
income. They exceeded the net income of unincorporated busi-
nesses (other than farm) by more than 60 per cent and were over
six times the income received in agriculture.

Table 2-18 shows the year-to-year percentage changes in the
various components of personal disposable income appearing in
Table 2-17. In addition to bringing out the jump in taxes and
transfers, Table 2-18 shows the slowdown in wages and salaries
during the 1970 recession and indicates the even sharper contrac-
tion occurring in the growth of other forms of personal income. Per
capita real disposable income rose by only a little over 1 per cent
in 1970. This is, of course, an average figure and does not exclude
the possibility of real income losses for some individuals.
By contrast, in 1971 real disposable income per capita rose by
6.0 per cent; in 1972, by 6.7 per cent. The latter increase is more
than twice as high as the average for the 1960s (2.9 per cent) and
represents a rather remarkable development. [t has been a para-
doxical feature of the recent economic situation that, while unem-
ployment (usually considered to be an indication of hardship)
reached over 6.3 per cent of the labour foree, real per capita living
standards rose very rapidly at the same time.

Increases of this magnitude, which arise from the conjunction of
cyclical developments and shifts in the fiscal position of the
government sector, are obviously not sustainable for long. If
demand pressures continued unabated, inflation would accelerate,
bringing about a growing gap between nominal and real income.
More likely, the pace of the advance will slow down somewhat in
1974 and 1975. A substantial slowdown in per capita real income
growth is thus likely, and it now appears that it would be a
difficult task to attain our objective of 4.7 per cent growth between
now and 1975. A new target rate for the years 1973 to 1976 is
proposed below.
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Current Conditions and the Indicators

Output per Person Employed

For output per person employed, the proposed target is an
annual growth rate of 2.8 per cent per annum to 1975. The 1975
level implied by this target rate of change is compared with the
performance of the 1960s in Chart 2-11.

CHART 2-11

OUTPUT PER PERSON EMPLOYED
(1961=100)

Ratio Scale

1360 1965 1970 1975 76

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

Table 2-19 reveals the cyclical sensitivity in output per person
employed. In 1970, the growth of total Real Domestic Product
slowed to a greater extent than that of total employment.

TABLE 2-19—CHANGE OVER PREVIOUS YEAR IN
OUTPUT PER PERSON EMPLOYED, 1968-72

1968 1969 1970 1971 1972
(Per cent)
3.0 2152 1.1 2.2 148

Source: Based on data from Statistics Canada.
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Although moderate productivity gains were recorded in 1971,
estimated 1972 performance was poor, perhaps attributable in part
to the very disappointing third quarter, when output growth came
to a virtual halt’ As noted earlier, our expectations were for a
substantially stronger output performance in 1972. With stronger
gains In total output being realized in 1973, stronger gains in
output per employee could also be realized. But achievement of
gains of the size that would now be required for attainment of the
1975 target level appears to be a rather formidable task.

Further perspective may be gained by considering realized
longer-term productivity performance. The postwar (1948-70) trend
rate of growth was 24 per cent. In the 1960s, growth averaged
2.3 per cent, although it was, of course, somewhat higher in the
expansion of the early 1960s, as indicated in Table 2-20. Between
1961 and 1966, the average rate of productivity advance was about
3.2 per cent. Over that period, the rate of increase in Real Dom-
estic Product was 6.7 per cent, compared with the 6.6 per cent
implied for 1972-75 (change from the actual 1972 level to the level
projected for 1975 in Chapter 4, Ninth Review). Although the
percentages compare closely between decades, net excess capacity
was considerably greater in 1961 than in 1972, making possible the
exceptional rate of productivity increase from 1961 to 1965. These
considerations and the results of simulations with modified ver-
sions of the CANDIDE model suggest that the 2.8 per cent target
was somewhat too challenging and that a slightly lower rate would
be more realistic. A revised target is suggested in Chapter 3.

TABLE 2-20—CHANGE OVER PREVIOUS YEAR IN
OUTPUT PER PERSON EMPLOYED, 1961-67

1961 1962 1963 1964 1965 1966 1967
(Per cent)
0.5 4.0 2.9 3.1 3.2 2.6 0.0

Source: Based on data from Statistics Canada.

5 An alternative measure of global productivity is output per man-hour in the total
economy. It reveals even more variability than output per person. The estimated increase in
1972 would still be small, as indicated by the following percentage changes over previous-year
estimates: (1968) 5.7; (1969) 3.0; (1970) 2.1; (1971)4.1; and (1972) 1.7.




Current Conditions and the Indicators

Output per Person Employed in Manufacturing

For output per person employed in manufacturing, an even
more challenging rate of growth of 5 per cent per annum was
proposed to 1975. The implicit target level, in comparison with
recent and historical levels, 1s portrayed in Chart 2-12. Since
productivity is cyclically quite variable, 1t is appropriate here to
look at the recent and projected annual changes in relation to
those experienced during earlier periods of cyclical expansion
(Table 2-21).

CHART 212

OUTPUT PER PERSON EMPLOYED IN MANUFACTURING
(1961=100)

Ratio Scale

250

200

100
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70

1960 1965 1970 1975 76

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

It is apparent that a rate of increase in manufacturing produec-
tivity above 5 per cent was achieved only in 1962, 1965, and 1968.
The overall experience of the 1961-66 period of strong expansion
was 44 per cent, and the overall postwar trend rate was
3.2 per cent. The 1968-72 trend rate was 2.6 per cent, and only a
3.1 per cent increase is estimated to have been achieved in 1972,
Although stronger growth in total manufacturing output should be
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accompanied by higher growth in output per person employed, the
50 per cent growth target now appears high. A moderately lower
rate of increase now seems to be more realistic, and a revised target
1s suggested below.

TABLE 2-21—CHANGE OVER PREVIOUS YEAR IN OUTPUT
PER PERSON EMPLOYED IN MANUFACTURING

1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972

(Per cent)

5.4 3.1 3.1 959 0.5 1.8 7.5 3.4 0.2 48 3.1

Source: Based on data from Statistics Canada.

Employment

For employment, the proposed performance indicator value 1s
3.1 per cent per annum. This rate was, in fact, achieved in 1972.

CHART 2-13

TOTAL EMPLOYMENT
(Millions of persons)
Ratio Scale

1960 1965 1970 1975 76

Source: Based on data from Statistics Canada and estimates by the Economic Council
of Canada.
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Chart 2-13 presents the implicit target level for 1975 and realized
levels over the recent and longer-term past. Actual year-to-year
percentage changes since 1968 are set out in Table 2-22.

It 1s evident that the output, employment, productivity, and
unemployment indicators are interrelated. If the productivity
target is not realized, achievement of the output target will call for
increases in employment above the target rate. Our judgment that
the proposed rate of productivity advance represents too optimis-
tic a target, therefore, implies the need of a somewhat higher rate
of employment increase than envisaged earlier, if the output
target is to be retained. Since the labour force is rising more
rapidly than anticipated, a somewhat higher rate of increase in
employment in fact appears to be feasible and likely. The implica-
tions for the achievement of the output target depend on whether
the effects of lower productivity would be entirely offset by higher
employment. Our estimates indicate that, over the period in ques-
tion, this could be the case. The aggregate real output target
therefore remains feasible. A higher employment target for the
years 1973 to 1976 is proposed in the new set of indicators provided
in Chapter 3.

TABLE 2-22—CHANGE OVER PREVIOUS YEAR
IN EMPLOYMENT, 1968-72

1968 1969 1970 1971 1972
(Per cent)
2.1 3.2 1.3 2.5 3.1

Sourre: Based on data from Statistics Canada.

Implicit Price Index of Gross National Expenditure

In the sensitive matter of global price performance, as measured
by the implicit GNE deflator, the suggested rate of increase was
3.0 per cent per annum to 1975. This rate was based on the rates of
price increase yielded by the various CANDIDE model simula-
tions presented in the Ninth Review. These, in turn, embodied the
assumption of no change in Canadian indirect tax rates,
as well as price increases anticipated in the United States.

45




Shaping the Expansion

CHART 2-14

IMPLICIT PRICE INDEX OF GROSS NATIONAL
EXPENDITURE
(1961=100)

Ratio Scale
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Source: Based on data from Statistics Canada and estimates by the Economic Council
of Canada.

The implicit target level for the Canadian deflator is compared
with past levels in Chart 2-14. Actual year-to-year changes since
1968 are shown in Table 2-23. The recent increases appear particu-
larly high when account is taken of the fact that appreciation of
the Canadian exchange rate vis-a-vis the U.S. dollar since 1970 has
had the effect of tending to reduce the prices of imports from the
United States and competing Canadian products.

TABLE 2-23—CHANGE OVER PREVIOUS YEAR IN THE IMPLICIT
DEFLATOR OF GROSS NATIONAL EXPENDITURE, 1968-72

1968 1969 1970 1971 1972
(Per cent)
32 4.5 4.6 3.1 4.6

Source: Based on data from Statistics Canada.
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It must be frankly admitted that neither the CANDIDE model
nor the sources we relied on for our U.S. price projections ade-
quately captured the 1972-73 strength in prices, which, as shown in
Chapter 9, originated to a significant degree in a number of
complex and particular demand/supply situations. For example,
the U.S. projections called for price increases of 4.7 per cent in
1971, 3.1 per cent in 1972, 3.7 per cent in 1973, and 4 4 per cent in
1974, whereas actual increases were 4.7 per cent in 1971, 3.3 per cent
in 1972, and over 6 per cent at annual rates in the first two quarters
of 1973. In the light of the renewed increase in the Canadian GNE
deflator 1n 1972, as well as additional evidence of continuing
inflationary pressure, 1t appears unlikely that any significant
deceleration in the rate of price increases will occur in the period
immediately ahead, given the stage of the expansion, some contin-
uing bottlenecks, and selective shortages of labour. On the other
hand, the strains underlying some of the more spectacular recent
price increases will be easing in 1974. Moreover, the growth rate of
the U.S. economy 1is also widely expected to experience a signifi-
cant slowdown next year. The surge in prices that followed Phase 2
will have been expended and the effects of Phase 4 will be
increasingly felt, as will fiscal and monetary restraints. Working
against these influences in the United States will be the delayed
effects of the two devaluations of the U.S. dollar, and possibly
continuing grain shortages. On balance, however, it appears that
prices may well increase more slowly 1n 1974-75.

Against this background, and with some slowing down in output
growth 1n Canada likely in 1974, Canadian prices should not
accelerate beyond 1973, and the rate of increase may even moder-
ate. All things considered, however, we must accept the fact that
achievement of an average rate of price increase as low as
3 per cent in 1972-75 1s quite unlikely. We revert to this question in
the next chapter, where we propose a new goal for prices.

The Rate of Unemployment

The suggested target rate for unemployment 1s 4.5 per cent at
the end of 1975. As may be seen in Chart 2-15, this level would be
somewhat above that achieved in 1965 and 1966 but, of course, well
below recent levels.
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CHART 2-15

AGGREGATE RATE OF UNEMPLOYMENT
(As a percentage of labour force)

1960 1965 1970 1975 76

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

The actual values of the annual figures plotted on Chart 2-15
are set out for more convenient reference in Table 2-24.

TABLE 2-24—AGGREGATE RATE OF UNEMPLOYMENT, 1960-72

1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972

(Per cent)

7.0 7.1 59 55 47 3.9 3.6 4.1 48 4.7 59 6.4 6.3

Source: Based on data from Statistics Canada.

Several particularly important questions arise in connection
with this indicator. As noted earlier, the various performance
targets are quite closely interrelated—i.e., the unemployment rate
1s determined by the labour force and employment; employment
1s determined, in turn, by the demand for output and productivity.
Currently, labour force growth is running ahead of our earlier
projections because of strongly rising participation rates. Continu-
ance of this trend—which appears quite possible—will necessitate a
higher rate of employment growth, if the same unemployment
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target 1s to be achieved; but this, in turn, would call for a lower
rate of productivity increase if the output target is retained. In
fact, changes in both the productivity and employment targets are
proposed below. In the present context, the 1975 unemployment
target of 4.5 per cent still appears realistic but, as suggested earlier,
a reduced rate of output growth in 1974 and 1975 will be required
to prevent excessive pressures from developing in the labour
market and elsewhere.

Our concept of the potential volume of output is geared to a
particular value for the aggregate unemployment rate. As we
indicate in Part 2, there are reasons for believing that a low level
of unemployment today involves more intensive utilization of the
economy’s capacity than was the case a decade ago. The rate of
unemployment is also perhaps our most important single social
indicator. In this role, it is used more as a measure of human
suffering than as an indicator of labour market tightness. How-
ever, in elther case, this indicator is too rudimentary to measure
adequately the complex social realities with which social and
economic policies must deal. Those framing such policies need at
least to take account of the main components of unemployment,
such as the actual financial situation and behaviour of those
affected. Some of these questions are briefly discussed 1n
Chapter 8. A more definitive discussion must await the completion
of the broader Council study of the labour market currently under
way. The preliminary findings presented in this Review imply
simply that there have been some significant shifts in the composi-
tion of unemployment over the past few years and that the
implications of a given aggregate rate will have to be interpreted
rather more carefully than in the past.

Conclusions

The assessment of performance in this chapter has been within
the framework provided by the performance indicators. The
studies in Part 2 complement this approach by providing a fuller
analysis of developments in particular sectors. We have, in fact,
referred to this analysis a number of times in writing this chapter.

In relation to the projections underlying our set of indicators,
the major features of recent performance appear to be: slower
growth of output; lower productivity; higher unemployment; and
more rapid increases in prices. The slow growth of output, in turn,
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appears mainly attributable to stronger imports, lower exports,
lower nonresidential construction, and higher savings rates than
were allowed for. The delayed effects of earlier exchange apprecia-
tion, plus some continued appreciation in 1972, coupled with poor
relative price performance, seems to be the source of the deteriora-
tion of the balance of trade. Slightly higher expenditures on
machinery and equipment than expected have also contributed to
the increased imports. As for nonresidential construction, the
delayed recovery may partly reflect uncertainty stemming from
insufficient profits, since 1t was only at the end of 1972—after a
period of five years—that they regained previous levels, measured
as a percentage of GNP. It is not easy to explain the higher rates
in personal savings, but consumer caution and uncertainty may
have been contributory factors.

Productivity has not been as high as might have been expected,
especlally considering the cyclical phase we have been going
through. Unemployment was higher than anticipated, partly
because of the unexpected growth of the labour force, but the
aggregate rate i1s perhaps less significant than it was in the past.
Finally, price increases were higher than anticipated, but the more
rapid rises seem to stem, at least in part, from the fact that salaries
and wages are now less sensitive to slack demand (as measured by
the aggregate unemployment rate). They also reflect the emer-
gence of particular bottlenecks, as renewed expansion in the
United States and Canada was concentrated in certain sectors such
as housing. Finally, they have resulted from cyeclical and long-
term changes in the preferences of consumers—for example, with
respect to meat consumption—and from poor harvests both in
Canada and elsewhere. Cyclical pressures on prices normally
accompany periods of expansion. What is exceptional in the
present circumstances 1s that they have been superimposed on a
situation in which previous inflationary pressures had only partly
subsided and that they have been strongly reinforced by a number
of special circumstances.

The conclusions we have drawn from our analysis have affected
the establishment of our objectives for the years 1973 to 1976 in
various ways. Where we thought it necessary, we adjusted the
CANDIDE model equations to yield more realistic solutions. We
also modified the initial objectives that appeared to be too ambi-
tious. These questions are examined more closely in the next
chapter.
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Conclusions and Recommendations:

Refining the Objectives

UR ANALYSIS has involved a systematic assessment of

the Canadian economy within the performance indicator

framework that the Council proposed a year ago in the
Ninth Review. Later in this chapter, we propose a new set of
indicators for the period 1972-76, thus adhering to the flexible
approach to economic stabilization that we suggested last year.
First, however, we look at the implications of our discussions in
Chapters 5 to 9 inclusive.

Conclusions

Here we discuss, in turn, our conclusions with respect to the
external environment, fiscal posture, monetary policy, the
structure of industry, unemployment, and prices.

External Environment

Our analysis of external conditions and prospects leads us to
three main conclusions:

(1) The Canadian dollar should continue to float at least until
such time as the stability of the international monetary
system is re-established—probably throughout the 1973-75
period or even longer. The reasons for not fixing the
exchange rate under present conditions have been set out in
a study by A. F. W. Plumptre.! Unfortunately the recent

'A. F. W. Plumptre, Exchange Rate Policy: Ezperience with Canada’s Floating Rate,
Princeton Essays in International Finance, no. 81, 1970.
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general floating of major currencies has increased the
possibilities of countries working at cross-purposes in their
policies. It is therefore urgent to press on with international
monetary reform.

(2) Canada should exert every effort to contribute towards the
successful beginning of the 1973-75 GATT trade negotia-
tions in Tokyo this fall and towards the forwarding of these
negotiations to successful completion. The issues of interna-
tional trade negotiations and monetary reform are being
treated as parts of one subject by the United States and 1ts
main trading partners. Since President Nixon’s view appears
to be that the status quo does not figure in the list of
options, the choice for the participating countries thus lies
between freer trade and more protection.

(3) The basic trading circumstances of the United States have
changed dramatically since 1971 as a result of the devalua-
tion of the U.S. dollar. This change will take time to affect
the U.S. trade accounts, but considerable repercussions are
sure to follow. A larger share of Canadian imports will come
from the United States, and imports to North America as a
whole from overseas countries will be reduced. Exports to
overseas countries, 1n contrast, should increase, stimulating
North American activity levels. However, some moderation in
the rate of U.S. growth during 1974 is inevitable. Thus
Canada cannot be certain of export-led growth throughout
1974,

Fiscal Posture

As 1s indicated in Chapter 6, the fiscal position of the govern-
ment sector as a whole, on a National Accounts basis, swung from
strong restraint in 1970 to a more stimulative posture in 1972, as
did the balance on direct transactions between the government and
personal sectors. These shifts will influence expenditure decisions
for some time to come. In view of the acceleration in 1973 in the
rate of U.S. and Canadian expansion, the emergence of an increas-
ing number of bottlenecks, and current shortages of certain types
of skilled manpower, it appears that further stimulation of the
Canadian economy would tend to aggravate inflationary pres-
sures, while not necessarily bringing about an appreciable reduc-
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tion in the number of unemployed? In fact, the full-employment
budget surplus, on a National Accounts basis, had built up to well
over 1 per cent of potential GNP in the first quarter of 1973,
although 1its value was then inflated by special factors. In the fiscal
year 1973-74, federal financing requirements will apparently be
lower than anticipated at the beginning of the year. A continued
fiscal posture for the combined government sector, involving a
small full-employment budget surplus, appears to be appropriate
at this time and compatible with attainment of the performance
indicators in the years 1973 to 1976.

Of course, such a position could be achieved with different
patterns of revenue and expenditure. We therefore wish to under-
line the importance of moderating the expansion of the public

sector, a point we made explicit last vear. In 1972, government
transfer payments increased at a rate almost twice as high as we

had suggested. Our forecasts for the next few years imply the
continuance of these high rates of Increase, and we make a
recommendation on this subject later.

Monetary Policy

The money supply has increased greatly during the last two
years. Until recently, expansion resulted from the need to stimu-
late domestic expansion and from the upward pressure on the
Canadian dollar which, when superimposed on the effects of the
1970 appreciation, threatened the export industries. Present cir-
cumstances and prospects are rather different. As is evident, the
economy has demonstrated many signs of strain in the past eight
or nine months of extremely rapid growth, and continuance of the
trend of the past few months towards a more moderate rate of
growth 1n the money supply seems to be called for. If, in the
pursuit of this policy, market conditions were such as to tend to
give rise to an increase in the exchange rate of the Canadian
dollar, we feel that some increase could be permitted to take place,
provided 1t were limited to two or three points over the level
prevailing in June 1973. Such a limited appreciation would serve
to moderate the rate of overall price increase in Canada.

*We empbhasize, in our discussion of unemployment on p. 54. the need for a selective
approach to reducing unemployment still further, based on knowledge of the location of
unemployment by region, the incidence of unemployment by age. and the behaviour of those
considered to be unemployed.
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The Industrial Structure

Our analysis of industry output, employment, productivity,
compensation, and prices in Chapter 7 was prepared with two
objectives in mind. First, we wish to acquaint deciston-makers in
industry with the implications of our Ninth Review stmulations in
a format that will assist them in their planning. Therefore, we
indicate major current trends—particularly in the output of the
various sectors—and set out projections for 1973-76. Second, we
hope the analysis will serve as a working document for discussions
at the forthcoming National Economic Conference, where sectoral
problems will be analysed within the total framework of the
performance indicators developed by the Council. We believe that
a fully rounded assessment of an industry’s prospects requires
careful examination of many complex questions, which can only
be carried out by experts from the industry concerned. The consts-
tent set of projections we have provided should represent a useful
complement to the individual studies of industry prospects being
prepared by the Conference committees.

The analysis does not lead to any policy conclusions at this
stage. However, we note that, with roughly comparable rates of
wage and salary increases in different sectors but with sharply
differing rates of productivity growth, unit labour costs and prices
in the different sectors follow quite divergent trends. Since price
differences tend to induce buyers to increase purchases from sec-
tors in which productivity has improved, flexibility in the estab-
lishment of relative prices should be allowed to continue. Only
under such conditions would the mix of goods and services
produced represent the optimum for consumers.

Unemployment

Our analysis of unemployment in Chapter 8 1s in a sense a
progress report on the broader study of the labour market being
undertaken by the Council and thus deals mainly with the struc-
tural aspects of demand and supply. In the context of the present
chapter, we concentrate on the following question: Is it necessary
to stimulate the economy further or, on the contrary, should
restraint be imposed, given the present view of medium-term
prospects?

In July 1973, the seasonally adjusted unemployment rate sank
to 52 per cent, after diminishing steadily (except in June) from
December 1972, when it reached a peak of 6.7 per cent. This
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significant reduction in unemployment was accompanied by a
strengthening of overall economic expansion. Thus even if the rate
remains at its present level or increases slightly before the end of
the year, a notable improvement in the labour market will be
registered for 1973 as a whole, compared with 1972. Thus consider-
able progress will have been made towards achieving the
4.5 per cent unemployment rate we proposed last year as a target
for 1975. In fact, labour market tightness is already evident in a
number of industries and regions of the country, and a more
detailed examination of present conditions reveals signs of strain.
In July 1973, the unemployment rate for men and women 25 and
over was down to a seasonally adjusted level of 3.9 per cent, and
the overall rate for Ontario was 3.7 per cent.

In the light of these developments, we feel that 1t would be
inappropriate to apply additional measures to stimulate overall
demand in order to foster more rapid growth in employment. Nor
would it be appropriate to impose strong restraint, considering the
prospects for the next three years, both domestic and foreign. At
most, we suggest some measures of consolidation, as 1n monetary
policy, which we discuss later.

Certainly the possibility of fiscal intervention at the regional
level should again be examined. While unemployment has come
down to a reasonable extent on a nationwide basis, it is still high
in certain regions of the country such as the Atlantic Provinces,
Quebec, and British Columbia, where the seasonally adjusted rates
of unemployment in July 1973 were 9.0, 7.0 and 5.9 per cent,
respectively. If these statistics accurately reflect the true situation,
there is no reason to moderate economic expansion in these areas.
In fact, we stress the need to support expansion in regions of high
unemployment, both with policies aimed at stimulating local
demand and with more widespread measures designed to reduce
production costs.

It would not be appropriate here to review the regional policies
presently in force nor to propose specific recommendations in this
area, because the Review is concerned with the performance of the
economy as a whole. However, the Council will have an opportuni-
ty to examine certain particular aspects of regional disparities in
its study of the labour market, which will, it i1s hoped, provide
necessary information on the behaviour of the unemployed and on
the influence of general employment conditions and social pro-
grams on their behaviour. Specifically, the study will examine
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unemployment rates for particular age groups and regions in
order to evaluate the degree of strain in each of the various labour
markets and to determine the appropriate orientation of demand-
management policies. Whether greater emphasis on assessing the
implications of these disaggregated unemployment rates is appro-
priate is also, of course, one of the issues to be examined. Until this
work is completed, we retain our interim target of 4.5 per cent for
the aggregate unemployment rate in 1975 and 1976.

Prices

While the employment situation is relatively satisfactory, recent
price performance has not been so. With temporary controls being
imposed in the United States, Canadian prices climbed more
rapidly than U.S. prices in 1972, due mainly to jumps in the prices
of food and wood products. Food prices rose because of supply
difficulties related to poor crops and increases in production costs,
and because of strong foreign demand for grains. High meat prices
also reflect imbalances that result from the strong demand
associated with the secular increase in both domestic and foreign
consumption, the cyclical rise in incomes, and other temporary
factors. Prices of wood products climbed because of pressure result-
ing from a very strong surge in domestic housing demand and a
similar surge in foreign demand. The origin and selective nature of
the increases show that, until fairly recently, the rising price level
did not reflect excessive growth in aggregate demand. Unavoid-
ably, however, such price increases tend to spread to the extent
that they exert pressures on production costs, particularly salaries.
This overall tendency could now be moderated by reducing the
growth of total demand, however. The average growth rate in
GNE that we propose for the years 1973 to 1976 is also lower than
that recently experienced. To stabilize or reduce food prices, we
believe that incentives to increase farm production would be
appropriate. Such immediate direct measures need not be insti-
tuted for wood products and other construction materials because
the pressure on their prices should slacken during the winter of
1973-74, following a period in which the number of housing
starts should have stabilized.

Despite the importance that is rightly accorded to the need to
keep inflation under control, we must recognize that there are
practical limits to our freedom of action. The general level of
prices in Canada is closely related to that in the United States,
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and no extensive research is required to determine which predomi-
nates. As the Council pointed out in its First Annual Review:*

“One of the most mmportant factors affecting the level and structure of prices
in Canada is the influence of world prices in general, and Unites States prices
in particular. This influence is most apparent in the prices of products which
play an important part in international trade, for example, major export
commodities like wheat, base metals and newsprint, and major imports such
as manufactured goods, industrial materials, and fresh fruits and vegetables.
For products which are not normally traded across international boundaries,
important price movements can occur in response to special pressures of
domestic demand or supply. However, these internal price pressures tend to
be held in check in Canada because of proximity to potential supplies in the
United States. Influences from abroad which lead to widespread increases in
domestic prices for manufactured goods will eventually be reflected in wages
and prices for a wide range of services even though the latter initially might
be relatively unaffected. It is clear that the Canadian economy cannot
effectively be insulated from major price movements abroad.”

The dependence of prices in Canada on those abroad holds for all
countries that participate extensively in international trade. Dif-
ferences between them relate to the speed with which each is
obliged to align its prices (through exchange rate changes) with
those in the rest of the world. Some can rely on a period of grace of
as much as five or ten years, while others—Canada among them—
must adjust rapidly.

Theoretically, the necessary alignment of prices can be effected
through the variation of the exchange rate, and it may be argued
that the adoption of a flexible exchange rate allows a country to
pursue an Independent policy with regard to domestic prices.
However, we believe that, in practice, Canada is not in a position
to apply a price policy that 1s significantly different from that of
its partners. If attempts were made to reduce rates of price and cost
increase below those being experienced in other countries, mone-
tary restriction would likely lead to higher interest rates, an influx
of capital, and an increase in the exchange rate, well before costs
had in fact been lowered. The result would be a deterioration in
the competitive position of the export industries and, consequent-
ly, lower output and higher unemployment. Canadian develop-
ments at the end of the 1950s, and again 10 years later, provide
ample support for such a conclusion.

3 Economie Council of Canada, First Annual Review: Economic Goals for Canada to 1970
(Ottawa: Queen’s Printer, 1964), pp. 103-4.
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Unfortunately, there 1s a tendency to interpret such statements
as suggesting a “policy of surrender”. Nothing could be further
from reality. Once full employment was achieved, it would be
quite disastrous to let prices rise faster in Canada than abroad,
because relative inflation would then involve a net loss.

We do recognize, however, that Canada enjoys some degree of
freedom in applying its policies. In a situation in which Canadian
and foreign prices were performing satisfactorily but the level of
Canadian unemployment was excessive, it would be appropriate to
stimulate the economy in order to increase employment, even if
such action involved a slightly higher rate of price increase, com-
pensated by devaluation of the Canadian dollar. The reverse
situation would be one of rapidly rising prices in Canada and
abroad, but of lower domestic unemployment. This would call for
a more restrictive policy in Canada than in other countries. We
wish to emphasize once more the need to pursue a set of objectives
in a consistent manner, so that no single one—not even price
stability—is achieved by sacrificing others. Our new performance
indicator for prices (see below) was set in accordance with this
guiding principle.

Recommendations

In developing new indicators for 1972-76, the Council had to use
the version of the CANDIDE econometric model employed for the
simulations reported in the Ninth Review, based on National
Accounts data that have since been revised. For the simulations
that underlie the analysis in the present Review, this model was
“tuned” so as to line up calculated values with recent actual
values.

This process involved changes in interest rates, wages, some
prices, and certain labour force participation rates. The manufac-
turing investment and inventory change equations were similarly
modified. New exogenous estimates of relative import and export
prices were used to improve the tracking of the import estimates.

Somewhat more fundamental adjustments were made to a
number of labour demand equations so as to lower several of the
implicit projections of labour productivity growth yielded by the
model, which appeared too high. The overall result was a down-
ward adjustment of the calculated rate of aggregate productivity
increase and better estimates of the volume of employment in
most industries. Additions were made to several equations for
imports and for machinery and equipment investment.
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Other important changes included the incorporation of new U.S.
variables from the March 1973 solution of the Wharton Annual
and Industry Forecasting Model, indicating a very strong expan-
sion in 1973 and a slowdown in the rate of growth in 1974.
Government transfer payments were increased to allow for a con-
tinued high rate of payment of unemployment insurance benefits
and for increases in family allowance payments in 1974. Effective
tax rates on personal Income were also raised to cover these
increased outpayments, to reflect the apparently higher progress-
ivity of this tax than had originally been allowed for, and to
dampen down otherwise excessive aggregate demand.

The simulations also incorporate additions to investment that
are rather more specific than previous figures in their depiction of
the time paths of certain large-scale investment projects, such as
the Mackenzie Valley gas pipeline and the James Bay power
development. These investment projects are assumed to involve
very substantial expenditures within the 1972-76 period covered by
the new indicators.' To accommodate expenditures of this size, we
assumed a substantial increase in imports and some moderation in
export growth, implying some deterioration in the current account
balance and a corresponding increase in the extent of foreign
financing. Alternative assumptions would have been a higher
domestic savings rate or higher taxes. The former appeared
unlikely, in the absence of new incentives to saving, and the latter
appeared unreasonable, as the new simulation already involved an
effective tax rate of 29 per cent in 1976 and 33 per cent in 1980,
compared with 25 per cent and 27 per cent, respectively, in the
Chapter 4 solution of the Ninth Review?

We believe that, as a result of these modifications, the new
indicators represent realistic target values for the years 1973 to
1976. The old and new indicators are compared in Table 3-1, and a
pictorial comparison of the initial and revised targets is provided
by Chart 3-1.

¢ The James Bay project has already been started, and substantial expenditures are
forecast for a number of years. Our calculations also assume that the Mackenzie Valley pipeline
will be built and that the expenditures involved will increase rapidly between 1974 and 1976,
reach their peak in 1977, and then decrease gradually.

$ These rates compare with an actual effective rate of personal income tax on taxable
income of 23.5 per cent in 1970. The effective rate of tax may be defined as the sum of personal
income taxes paid by all taxpayers as a percentage of total taxable personal income. As such, it
is determined by the average tax rate in each income group and by the weight of each group in
total taxable personal income. Nominal rates of income tax would not necessarily have to rise
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The new indicator values reflect both recent economic develop-
ments and various adjustments to the objectives. They also incor-
porate the effects of adding the year 1976 to the period of coverage
of the indicators and take into account the impact of major
long-term developments both within and beyond this period.

For Gross National Expenditure, a 6 per cent growth rate is
retained for 1972-76, reflecting the persistence of a significant
amount of slack in the Canadian economy in 1972. (The potential
rate is only 5.5 per cent.) If the 6 per cent target for GNE growth is
attained, the slack in the Canadian economy will be largely
eliminated before or by 1976 ° If | as appears possible, real growth in
Canada in 1973 reaches over 7 per cent, average growth in the
following period would need to be less than 6 per cent.

Consumer expenditures are set at 5.9 per cent, reflecting an allow-
ance for some decline in the personal savings rate. The indicator
for total fired investment remains the same, at 9 per cent, with
targets lower for residential construction but higher for business fixed
imvestment because of assumed strong increases in energy-related
investment from 1974 on. The government expenditure and export
targets are unchanged, but the tmport indicator has been raised to
correct for recent and current underestimation of imports and to
allow for extra imports likely to be associated with the major
energy-related investments.

by the same percentage as the effective rate. As average incomes rise, the proportion of
taxpayers in the higher nominal income groups, subject to higher average rates of taxation, also
increases, raising the effective rate of tax. The 1970-80 increase in the effective rate projected in
the Chapter 4 solution of the Ninth Review (from 23.5 per cent in 1970 to 27.0 per cent in 1980)
was judged to be the effect of this interaction between rising income levels and the progressivity
of the tax structure, as it stood in 1970, with unchanged nominal rates of taxation.

With this tax structure, our projection of higher rates of effective taxation than in the
Chapter 4 simulation of the Ninth Review would imply higher average nominal rates of
taxation. However, since 1970, two important changes have occurred. The 1971 fiscal reform
enlarged the fiscal tax and modified the previous relationship between effective and nominal
tax rates to an undetermined extent. The second change, the indexing of taxes proposed for
1974, will result in reducing the rate of increase in the effective tax rate. The implications of our
projected rise in the effective tax rate for increases in nominal rates are therefore uncertain,
although it seems clear that the latter would have to increase substantially.

Finally, we reiterate that the increase in effective rates that we have assumed is subject to
the validity of our projections of economic conditions and the requisite budgetary surplus.

¢ The “gap” between actual and potential, with the latter defined as the output that would
be produced if the unemployment rate were held at 3.8 per cent, is estimated at 3.9 per cent for
1972. However, as indicated in Chapter 2, potential is not precisely definable and is best
regarded as a zone rather than a sharply defined boundary. It was also pointed out earlier that
the aggregate unemployment rate is not necessarily an accurate indicator of the degree of
tightness in the labour market or in the economy as a whole. This point is further discussed in
Chapter 8.
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TABLE 3-1—PERFORMANCE INDICATORS, 1972-75 AND 1972-76

(Calculated in 1961 dollars)

Proposed Average
Annual Percentage Change

1972-75! 1972-76°

Gross National Expenditure. ... . ... .. N T
Consumer expenditure. . .................... ... .....
Total investment. .. .................... ... ... ...
Investment in machinery and equipment and non-
residential construction. . ........ ... ... .. ..
Residential construction. . ......................
Government current expenditures. ...................
Exports of goods and services. . . ....................
Imports of goods and services. ... ...................

Real disposable income per capita....................
Total output per person employed. ..................
Output per person employed in manufacturing. .. ... ...
Total employment. .. ................. ... .........
Implicit price index of Gross National Expenditure. . . . .
Differential between Canadian and foreign pricess. ... ..

(Per cent)
6.0 6.0
5.5 5.9
9.0 9.0
10.0 12.0
5.0 1.5
5.0 5.0
6.0 6.0
6.5 7.5
4.7 4.2
2.8 2.4
5.0 4.5
3.1 3.4
3.0 —

— 0

Yearly Averages

Number of housing starts (thousands)................
Rate of unemployment in 1975 and 1976 (per cent). ...

245 245
4.5 4.5

1As shown in the Ninth Annual Review of 1972.

21972 is the base year with respect to which the average annual percentage changes are
applicable; 1973 is thus the transition year included in the period covered by the indicators
for calculation purposes; the years 1974-76 are the years to which the indicators apply for

policy purposes.

*Absolute difference between the percentage change in

the Consumer Price Index in

Canada and the percentage change in the weighted index of consumer prices in the United
States, the United Kingdom, West Germany, Japan, France, and Italy.
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CHART 3-1

RECENT PERFORMANCE OF SELECTED MEASURES
OF ECONOMIC ACTIVITY, AND IMPLICIT TARGET LEVELS,
FOR THE 1972-75 AND 1972-76 PERFORMANCE INDICATORS

Ratio scale

GROSS NATIONAL EXPENDITURE CONSUMER EXPENDITURES
{Billions of 1961 dollars)

{Billions of 1961 dollars}
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35

INVESTMENT IN MACHINERY AND
EQUIPMENT AND NONRESIDENTIAL
TOTAL FIXED INVESTMENT CONSTRUCTION

{Billions of 1961 dollars) (Billions of 1361 dollars)
25 5

GOVERNMENT CURRENT
EXPENDITURES

HOUSING CONSTRUCTION {Billions of 1961 dollars}

{Billions of 1961 doliars)

EXPORTS OF GOODS & SERVICES IMPORTS OF GOODS & SERVICES
30 {Billions of 1961 dollars) {Billions of 1961 dollars.

3 3
1968 1969 1970 1971 1972 1975 1976 1968 1969 1970 1971 1972 1975 1976
el evel of the objective in 1975 impticit in the Ninth Annual Review recommendations.
olLevel of the objective in 1976 implicit in the Tenth Annual Review recommendations.
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CHART 3-1 (concl'd.}

REAL DISPOSABLE INCCME
PER CAPITA OUTPUT PER PERSON EMPLOYED
{1961=100)

(Thousands of 1967 dollars)

247!

TOTAL EMPLOYMENT
{Millions of persons}

QUPTUT PER PERSON EMPLOYED 100
IN MANUFACTURING
(1961=100)

NUMBER OF HOUSING STARTS RATE OF UNEMPLOYMENT®
{Thousands of units) {Per cent)

0
1968 1969 1970 1971 1972 1975 1976

30
1968 1969 1970 1971 1972 1973 1974 1975 1976

*Arithmetic scale

The drop in the growth rate of real disposable income per capita

arises mainly from lengthening the period covered by the indica-
tor. It was depressed during the 1970 recession but came back very
strongly with a renewal of expansion and the strong shift in the
balance of government receipts from, and payments to, the person-
al sector. These influences are estimated to diminish in the period
ahead, and the rate of growth should therefore slow markedly in
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comparison with that experienced in the early stages of the
expansion.

The decrease to 2.4 per cent in the indicator for total output per
person employed results from adjustments to the employment func-
tions in the CANDIDE model so as to yield industry productivity
growth estimates more closely in line with historical experience. A
similar adjustment accounts for the lowering of the target for
manufacturing output per person employed to what is judged to be a
somewhat more realistic figure. One result of these changes is a
faster projected rate of increase in total employment. However, as
the labour force also increases more rapidly than expected earlier,
the unemployment rate is not affected, and we retain a target rate
for unemployment of 4.5 per cent in 1976. The housing target stays at
245000 units, consistent with the leveling-off in the target for
residential construction expenditures mentioned above.

For prices, we propose a new indicator that would establish a
relative standard rather than an absolute one. This indicator
compares changes in Canadian prices with those in other leading
industrial countries. Since there are immense difficulties involved
in insulating the Canadian economy from the influences of inter-
national price movements, we believe that Canadian rates of
overall price increase cannot be made to differ substantially from
those of our main trading partners without adversely affecting the
achievement of other important economic objectives.?

Chart 3-2 presents a graphic illustration of the proposed measure
of comparative price performance. From 1968 to 1971, consumer
price increases in Canada were usually lower than those in the
other major industrial countries mentioned. Adoption of the pro-
posed standard would imply that there would be no immediate
and inevitable need for strong response if Canadian price levels
rose, provided the rise was in line with a broadly based increase in
the international price level. However, the measure would signal

? The higher rate of increase in real disposable income per capita than in output per person
employed results from the fact that population is expected to grow far less rapidly than
employment.

& In its First Annuai Review, the Council proposed an initial goal of 2.0 per cent for the rate
of change of the GNE deflator, and noted on page 105 that:

“We have [...] assumed that there will not be strong international price pressures

affecting the Canadian economy and, in particular, that reasonable price and cost stability

will be maintained in the United States.”
Unfortunately, in the decade since, this assumption has not held true. The Council's present
recommendation that a relative price indicator be adopted is based on its perception of poorer
prospects for international price stability now than apparently existed in the early 1960s.
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the need for both close analysis and possible policy action if
Canadian rates of price increase differed significantly from those
occurring elsewhere or appeared likely to do so.

CHART 3-2

DIFFERENTIAL RATES OF PRICE CHANGE BETWEEN
CANADA AND MAJOR INDUSTRIAL COUNTRIES

PERCENTAGE
POINTS

2.0
1.0
+
0
(.0
2.0

3.0

4.0

5.0

1968 1969 1970 1971 1972

Note: This chart records the absolute difference between year-to-year relative
changes in the Canadian Consumer Price index and year-to-year relative changes in the
weighted index of the Consumer Price Indexes of the principal OECD countries: United
States, United Kingdom, West Germany, France, Japan, and Italy. The weights used for
the latter are the proportions that each country’s total bilateral import and export trade
with Canada represents of the total import and export trade of the six countries
combined with Canada. The trade weights are based on 1968-71 data.

Use of the price indicator will involve both judgment and
flexibility. It has to be viewed in the same medium-term perspec-
tive that applies to other indicators. Thus significant departures
from the zero level of the new index presented in Chart 3-2 could
be observed or expected over relatively short periods without
necessarily requiring changes in ongoing demand-management
policies. Moreover, since some freedom of action should be
retained so as to permit price policies to accommodate other
objectives, we propose that for practical purposes a zone be

65



Shaping the Expansion

established around price parity. Thus domestic prices might be
allowed to move within a band, the limits of which would be half a
point on either side of parity, even in the medium term.

TABLE 3-2—INTERNATIONAL COMPARISON OF CONSUMER
PRICES, CANADA AND SIX OECD COUNTRIES, 1960-72

Weighted Index
Canada  of Six Countries
(A) (B) (A — B)

(Average annual rates of change)

607w e e - el LB T 5 - e 1.34 1.60 —0.26
1961. ... ... . 0.81 1.57 —-0.76
1962. .. .. ... 1.19 1.83 —0.64
1963........ ...l 1.73 1.78 -0.05
1964..... ... ...l 1.81 1.71 0.10
1965, .. . .. oo e e 2.44 2.19 0.25
1966........... .. ... 3.75 3.16 0.59
LOGF R - - o e e 3.55 2.81 0.74
1968. ... oo 4.10 4.20 —0.10
969N e ol o e 4.50 5.32 -0.82
LOT0k xaow o | NG e e T 2.83 4.83 —2.55
L e & 2 B B0 i 2.83 4.84 -2.01
N o o Olla G & 0 6 6 o o A & 2 0 6 Sl o 4.76 3.81 0.95

Nore: The annual data are ordinary averages of the values for four quarters, obtained
with the formula £ )

Source: From O‘r;anisation for Economic Co-operation and Development, Main
Economic Indicators.

Table 3-2 provides average annual price changes in Canada and
elsewhere since 1960. Clearly, during this period, inflation has
increased markedly on a worldwide basis. Before 1965, prices
increased at annual rates of less than 2 per cent. However, from
1968 to 1972, they rose at an average annual rate of 4.8 per cent
according to the index that we have developed for the price
changes of our main competitors. An upward movement is evident
in Canada, as elsewhere, despite our past efforts at restraint.

If the criterion provided by the new price indicator (and the
bounds suggested above) were to be applied year by year over the
period since 1960, it would suggest that changes in Canadian prices
were too high in 1966-67 and 1972} so that stricter policies might

where P, is the quarterly Consumer Price Index.

% In this respect, 1972 is obviously a special case because of the controls imposed by the
United States and the high weight associated with U.8. price changes in the new index.
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have been adopted. Price changes were too low during 1961-62 and
1969-70. These two periods were both characterized by unfavour-
able performance elsewhere in the economy and by relatively
high levels of unemployment.

The application of the price indicator assumes, of course, that
medium-term forecasts of foreign price behaviour exist. Among our
own forecast assumptions, we have included one that deals with
U.S. prices (mentioned later: implicit GNE deflator for 1972-76,
3.9 per cent a year). In future Reviews, we shall try to take account
of external price prospects in the same way that we provide bases
for all the other indicators.

In establishing the new set of indicators, we have been made
aware of the real possibility that impressive growth in the
Canadian economy over the next few years will be accompanied
by an intense struggle among competing uses for the available
capital and manpower resources. We foresee further large-scale
expansion of social programs, as well as major new investment
projects. Thus the present set of indicators 1is based on the assump-
tions of substantial increases in tax rates, partly to finance the
enlarged social welfare programs, and the foreign financing of a
substantial portion of the investment program. Alternatively, of
course, either social welfare expenditures or energy investment
could be curtailed. Analysis of such alternatives would be greatly
assisted if governments themselves were to set out explicit targets
for their revenues and expenditures during the period covered by
our indicators.

From the foregoing, it will be apparent that, in developing the
revised set of indicators, we have had to make a number of quite
critical assumptions about the pattern of economic developments
over the next three years. In view of their importance, it will be
useful to summarize the major assumptions for the period 1973-76
inclusive:

1. In the period 1972-76, GNE in the United States will grow
at 8.4 per cent annually in current dollars, with 3.8 per cent
attributable to price increases.

2. Unemployment in the United States will maintain an aver-
age rate of 4.1 per cent in 1973-76.

3. U.S. commercial paper will yield 5.9 per cent.

4. The U.S. industrial bond rate will average 7.6 per cent in
1973-76.
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5. For Canadian trade, export volume will grow at an average
rate of 6 per cent and imports at 7.5 per cent, implying an
increase in the current account deficit.

6. Labour force participation will continue at recent high
levels.

7. Productivity increases in Canada (1.e., increases in output
per person employed) will continue their long-term histori-
cal trend of 2.4 per cent per annum.

8. For investment expenditure, there will be large additions to
the normal growth pattern, as described above.

9. In the public sector, the budget surplus will rise to
1.6 per cent of GNP in 1976. Government transfers to the
personal sector will grow at an annual 13.1 per cent to 1976,
and average effective rates of personal income tax will reach
29 per cent in 1976, compared with 23.5 per cent in 1970.

We now turn to the presentation of a number of formal
recommendations.

Recommendation No. 1

We recommend the adoption of the interim performance indicator
values for the years 1973 to 1976 set out above, including the new
relative price indicator calling for domestic prices to remain in line
with foreign prices.

* ok ok k%

In Chapter 6, we draw attention to transfer payments to persons.
We note here that these payments rose by 18.4 per cent in 1971 and
19.3 per cent in 1972. According to our projections, they will
increase by 14.5 per cent in 1973 and 21.0 per cent in 1974. Trans-
fers will increase by about $2.4 billion in 1974, while total govern-
ment expenditures will rise by about $5.8 billion. Thus the increase
in transfers will represent about two-fifths of the increase in
government expenditures. As Table 3-3 shows, transfers have
increased much more rapidly than GNP or public expenditures in
the last few years. This trend is expected to continue in the years
1973 to 1976 covered by our indicators.

This rapid growth of transfers 1s a source of concern. In our
projections for the near future, the rise in transfers occurs at a time
of strong economic activity when government expenditures are
expected to follow roughly their medium-term trend. Unless we
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assume that the public sector will make room for the increase in
transfers by significantly reducing the rate of growth of other
government expenditures, it will have to finance the additional
transfers through increased taxation. We have, in fact, assumed
that this will occur. As we pointed out earlier, the increase in the
volume of taxes may have to be substantial, if account is taken of
the significant budgetary surpluses that the anticipated economic
conditions could well require. In Chapter 6, we show that the
burden of financing public expenditures has fallen increasingly on
personal income taxes. This tax has essentially affected low- and
middle-income taxpayers who receive the bulk of income.” It may
be noted that only 15 per cent of all assessed income in Canada in
1970 was received by those earning $15,000 or more. Therefore,
redistribution through personal taxation mainly takes place
among groups whose incomes are lower than $15,000."

TABLE 3-3—GROWTH OF TRANSFER PAYMENTS
AND OTHER VARIABLES

Total
Government,
Expenditures
Total Gross Total Excluding
Transfers National Government Transfers
to Persons Product Expenditures to Persons
(Average annual percentage change)
1968-72....... 15.8 9.3 12.9 1291
1972-76....... 13.1 10.6 11.0 10.3

Note: Based on current dollar data. The 1972-76 figures are from the solution of the
CANDIDE model undertaken for this Review. The transfer payment figures differ slightly
from those shown in Table 2-13, as the simulation was carried out prior to the release of
revised National Accounts figures for such transfers in June 1973.

0 In 1970, the latest year for which data are available, over 80 per cent of total income
taxes were paid by people earning under $20,000 per year. The approximately 12 per cent of
taxpayers in the $10,000-t0-820,000 range paid over 28 per cent of total income taxes. The
41 per cent of taxpayers in the 85,000-t0-810,000 group paid approximately the same percentage
(41.6 per cent) of total taxes.

1 The distribution of assessed income will have been changed somewhat as a result of the
1971 tax reform, which now requires the incorporation of realized capital gains in declared
income. It appears unlikely, however, that the resulting change in income distribution could
seriously affect the conclusions we have drawn.
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On the other hand, as we indicated last year, this tax increase
could stimulate inflation. It could also multiply distortions, since
not all workers have the same capacity to maintain their real
disposable income. Because of complex adjustment mechanisms on
both the supply and the demand side, one can therefore conceive
of a situation in which transfer payments would reach a level at
which they would no longer serve the interests of those whom they
are intended to help.

All things considered, we have reached the conclusion that the
expected rate of increase of transfer payments for the 1972-76
period should be reduced.

As it happens, these observations are made at a time when the
federal government is implementing a new family allowance pro-
gram that will generate an increase in transfers of $1.2 billion in
1974. While it would be easy to interpret our recommendation as
opposition to this particular program, we feel, on the contrary,
that this reform has taken too long in coming and that, among all
social security measures with the exception of old age pension,
increased family allowances may be the least likely to interfere
with the workings of the labour market.

It would have been desirable, however, to apply this program
more gradually. For the future, our recommendation means that
an effort should be made to find means of reducing payments
based on the number of dependents under other social programs,
such as assistance, unemployment insurance, and retraining. Fur-
thermore, it will be necessary to seek other measures aimed at
moderating the increase in transfers, as we feel that equity requires
compensation of the victims of inflation, which will undoubtedly
produce an increase in disbursements made under existing
programs.

In short, we wish to emphasize that we are not opposed to social
security programs in general, nor to any program in particular. We
are opposed to an increase in transfer payments that i1s too rapid,
especially in a period of strong economic activity.

The degree of acceptable or tolerable increase is necessarily
rather arbitrary. We are most unlikely to move from prosperity to
disaster overnight. We have established the upper limit of the
increases in transfer payments at an average annual growth rate of
11.2 per cent between 1972 and 1976. This is the increase recorded
during the 1960s, and we incorporated it in our “high transfer
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payments”’ solution for the 1970-80 decade in the Ninth Review. It
is also a limit that corresponds roughly to the expected rise in total
government expenditures for 1972-76 (see Table 3-3). We would
have preferred to adhere to the 10 per cent rule mentioned last
year for the 1972-75 period. However, because of previous spending
commitments by government, there is no possibility of keeping it
that low. Even the 11.2 per cent target that we propose now will be
difficult to achieve: present forecasts indicate cumulative outlays
of $56.3 billion for the years 1973-76, which is $4.6 billion more
than would be realized if the growth rate were 11.2 per cent a year.
It goes without saying that reductions must be made in provincial
as well as federal programs dealing with transfers to the personal
sector.

Now that our position is stated, 1t 1s appropriate to underline the
chief role played by the political authorities in the determination
of national priorities and in the acceptance of the costs related to
each particular set of priorities.

If, in the light of their overall responsibilities, governments
decide to maintain or even to accelerate the pace of increase in
transfer payments beyond the level recommended by the Council,
we suggest they do so only after a thorough appraisal of the goals
and of the ultimate effects of the fiscal implications. As far as we
are concerned, it 1s important that all the essential aspects of this
question be aired publicly, whatever the final decision.

Recommendation No. 2

We recommend that the growth of government transfer payments to
diwiduals not exceed an average yearly rate of approximately

11 per cent during the period 1973-76.

* ok ok ok %

To achieve national interim economic targets such as those
proposed by the Economic Council of Canada in its Ninth Annual
Review, a number of important decisions must be made in both the
public and the private sectors.

For the public sector, the Council recommended that, each year,
one of the federal-provincial meetings of prime ministers or of
ministers of finance be devoted to an examination of the medium-
term performance indicators and to their implications for each
government. The purpose of this recommendation was to secure
better co-ordination between the federal and provincial levels of
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government on expenditure policies directed towards the achieve-
ment of longer-term stabilization objectives. A first important step
was taken when the Council was invited earlier this year to submit
an outline of its views to a meeting of the federal and provincial
ministers of finance.

The next step would be for the federal and provincial govern-
ments to direct a body of officials to undertake preparatory work
towards formal harmonization of policies, which is virtually
indispensable to the achievement of national economic targets.

Recommendation No. 3

We recommend that the federal and provincial governments estab-
lish, for themselves and for the public sector as a whole, one or more
indicators of the desirable level of increase in public expenditures for a
three-year period. To this end, we recommend that they entrust the
preparation of background documents to the continuing commattee of
offictals on fiscal and economic matters or to the Economic Council of
Canada.

* ok ok %k

For the private sector, the Council recommended that, each
year, a National Economic Conference be convened, to bring
together representatives of the various sectors of economic activity
in order to assess medium-term economic prospects within the
framework of the performance indicators. After consultation with
the federal government and other interested parties, the Council
decided to organize the first of these conferences. A series of
regional preparatory workshops and meetings with businessmen,
union leaders, and other representatives of private organizations,
has been held to discuss the projections to 1980 in the Council’s
Ninth Annual Review, the framework of performance indicators,
and the target values for each of the indicators, as well as plans for
the National Economic Conference. The first such conference,
which will be convened in Montreal on December 13 and 14, 1973,
will provide a forum in which information and views concerning
medium-term economic prospects in the economy as a whole and
in the major sectors of activity may be exchanged. A report on its
findings will subsequently be published.

In addition, an appropriate public institutional setting should
be established to ensure the co-ordination and continuity of all
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major policies that affect the national economy. Canada enjoys a
rich base of statistical information and benefits from abundant,
varied, and comprehensive economic analyses and reports. These
include, for example, the National Accounts published by Statistics
Canada, the Economic Review of the Department of Finance, the
Annual Report of the Governor of the Bank of Canada, the Private
and Public Investment Outlooks prepared jointly by Statisties
Canada and the Department of Industry, Trade and Commerce,
the Annual Reviews and Reports of the Economic Council of
Canada, certain analyses carried out by provincial governments,
and the reports of private economic forums.

We must now find effective means of applying the results of
such work to where the decisions will have the greatest impact. We
invite the private sector to express its views within the framework
of the National Economic Conference, and we have proposed that
governments further co-ordinate their actions within the frame-
work of the federal-provincial conferences. It would also be emi-
nently desirable for Parliament to support these efforts by
strengthening its capacity to participate in establishing national
priorities for the medium and long term.

Parliament itself is in the best position to determine the form in
which new initiatives are to be undertaken. Whatever form these
may take, however, two conditions appear necessary: first, that
appropriate witnesses be heard; second, that a report be tabled
and debated.

Recommendation No. 4

We recommend that the House of Commons assign to an appropriate
committee the task of periodically reviewing the overall economic
situation of the country in the light of the performance indicators and
debate the commattee’s report.

This proposal is analogous to one advanced in the Economic
Council’s Third Annual Review of 1966. However, it is considerably
broader in scope in that it envisages not simply a discussion of
annual budget policies, but a full appraisal of economic
developments in a medium-term perspective.
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Recent Progreﬂ

of the Canadian Economy

EFORE focusing on particular aspects of our economic

performance, 1t is useful to review the underlying progress

of the economy in terms of its broad aggregates. In this
chapter, we first provide a synoptic view of the main contours of
recent economic developments, giving particular attention to
output in relation to its potential level. Next, we turn to an
examination of major fiscal and monetary developments and indi-
cate their crucial role in determining the overall economic climate.
Then we discuss the changing patterns of final demand and the
associated movements in the main types of income.

A Synoptic View

From the early to the middle 1960s, Canada and the United
States experienced an economic upswing, which culminated in an
investment boom 1n 1964-66. During this period, activity levels in
relation to potential rose in both countries. By 1966, Canadian
unemployment had dropped to 3.6 per cent, and output tempor-
arily exceeded its potential level. Following a slowdown in 1967,
economic activity again raced ahead rapidly in the United States,
under the stimulus of increased military expenditures on the war
in Viet Nam, and strong inflationary pressures developed. In
Canada, growing fiscal restraint was accompanied by a widening
gap between actual and potential output. Unemployment rose,
and price inflation in Canada slowed in relation to that of most
other countries, including the United States. It nonetheless
remained appreciable.
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CHART 4-1

ACTUAL AND POTENTIAL LEVELS OF
REAL GROSS NATIONAL PRODUCT
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Source: Based on data from Statistics Canada and estimates by the Economic
Councit of Canada.

With the aim of further reducing inflationary pressures, fiscal
and monetary policy in Canada became very restrictive during
1969, as in the United States. The result was markedly slower
output and employment growth in 1970. As the labour force in
Canada continued to grow rapidly, unemployment climbed to
nearly 6 per cent. Since early 1971, with demand-management
policies in Canada and the United States moving towards a more
expansionary stance, economic activity in Canada has recovered
and gained momentum. This has paved the way for resumed
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expansion of employment, but an unexpectedly high rate of
growth in the labour force until recently has prevented the unem-
ployment rate from declining very much.! While slowing down
following the 1970 weakness in the economy, the rate of inflation
began to accelerate again during the past year, as selective short-
ages—some worldwide and attributable to special circumstances—
appeared in the supply of primary outputs in relation to rapidly
expanding demand.

The recent behaviour of actual output in relation to potential
output is summarized and placed in longer-term perspective in
Chart 4-12

Chart 4-1 also depicts the 1975 target level implied by the
Council’s performance indicator. It will be apparent that achieve-
ment of this target will significantly reduce the estimated gap
between actual and potential levels of GNP by 1975. As now
defined, this gap widened during the 1970 slowdown to about
4.4 per cent from 1.7 per cent in 1969 and 1.5 per cent in 1968. By
1972, the estimated gap had been reduced to about 3.9 per cent as

' In the period from July 1971 to July 1973, total labour force and employment grew at an
average of 3.4 and 3.9 per cent per year respectively.

2 The estimate of potential output shown for the period prior to 1966 is the same as that
employed by the Council in previous publications. For the 1966-77 period, the estimate of
potential is that implicit in data obtained from simulation of the CANDIDE model reported in
Chapter 4 of the Ninth Annual Review. It has been obtained by passing a smooth growth trend
through the estimated output levels associated in 1966 and 1977 with 3.8 per cent aggregate
unemployment. In some respects, this is a more refined concept of potential than could
be calculated by other means. The estimate of potential growth from 1966 to 1977 is about
0.3 per cent higher than earlier estimates—that is, about 3.5 per cent compared with
5.2 per cent. This is attributable to higher rates of participation in the labour force than
envisaged in earlier Council work. Additional simulations of the CANDIDE model since
publication of the Ninth Annual Review suggest a potential growth rate to 1977 in real GNP of
5.3 per cent. The causes are the higher labour force growth mentioned above and a lower
productivity growth than calculated in the Ninth Review. If these difference are confirmed, the
slightly higher growth of potential will thereby be shown to be more dependent upon the
continuance of recent high labour force participation rates than previously estimated.

The level of potential output shown in the chart, it should be noted, is defined as the
estimated level associated with a 3.8 per cent aggregate unemployment rate. This definition of
potential implicitly assumes (a) that the 3.8 per cent unemployment rate is achievable without
imposing excessive demands on labour markets, and (b) that the 3.8 per cent rate represents the
same degree of overall economic slack irrespective of time. Neither of these assumptions has
been verified and there are some grounds for believing that, for any given unemployment rate,
there may be less slack in the labour market (and in the economy as a whole) today than was
the case a decade ago. Consequently, the present estimate of this gap is an approximate one.
Reduction in the size of the ‘gap’ from the very low proportion of potential GNP that it
represented in 1973 should proceed slowly and with considerable caution, taking into account
supplementary information relating to the degree of pressure in labour and product markets.
The objective should be to crawl along the potential ceiling but avoid breaking through it.
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the actual growth of the economy exceeded the potential rate by
about three-tenths of 1 per cent in both 1971 and 1972. In 1973,
with growth in the economy exceeding the potential rate by a
substantial margin, a further marked reduction in the size of the
gap has been taking place, reducing it to a very small fraction of
potential.

Demand-Management Policies

Fiscal and monetary policies in recent years have taken the form
of:

—a vigorous move towards fiscal policy restraint from
early 1968 to mid-1969, with the maintenance of a
relatively tight fiscal-policy setting up to mid-1971
and the adoption of a strong expansionary stance
from mid-1971 to date; and

—severe monetary restraint between the spring and
autumn of 1969, followed by very strong expansion up
to mid-1972 and a return to more moderate money
supply growth in recent months.

These developments are illustrated in Charts 4-2 and 4-3 and are
described more fully below.

Chart 4-2 illustrates the evolution of the high-employment
budget surplus at all levels of government between 1968 and 1972.
According to this measure} fiscal policy may be described as a
sequence of strong restraint, gradual easing, and significant expan-
sion. A useful illustration of this sequence 1s provided by the
orientation given to federal Budget Speeches over that period.
Between late 1967 and early 1973, nine federal Budget Speeches
were delivered. The first four (November 1967, October 1968, June
1969, and March 1970) were highly restrictive in tone and aimed at
reducing inflationary pressures in the economy through the almost
exclusive use of government-revenue policy levers. During that
period, the National Accounts full-employment budget surplus
position, of all levels of government combined, moved from about
$460 million in the second quarter of 1968 to $2.9 billion a year
later and hovered around $2.4 billion until the end of 1970. Fiscal

3 The government sector's high-employment budget surplus position, on a National
Accounts basis, is not the only indicator of the degree of fiscal restraint or ease. Financing
requirements may also be a useful measure. This question, insofar as it concerns the federal
government, 1s discussed in Chapter 6.
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policy then shifted towards less restraint, with the December 1970
Budget providing for increases in a number of government expen-
ditures. However, it was only with the June 1971 Budget, the
program of October 1971, and the following two Budgets—May
1972 and February 1973—that a strongly expansive fiscal posture
was adopted, with a mix of increased expenditures and tax reduc-
tions being employed as policy instruments. Over the past two
years, the budget surplus has come down substantially, reflecting
major shifts not only at the federal level, but at provincial and
municipal levels of government as well.

CHART 4-2

ESTIMATED HIGH-EMPLOYMENT BUDGET SURPLUS OR DEFICIT*
ASPERCENTAGE OF POTENTIAL GROSS NATIONAL PRODUCT,

% ALL LEVELS OF GOVERNMENT
4

1967 1968 1969 1970 1971 IK9e2 = 73]

*High employment is defined for this purpose as the level of employment associated
with 3.8 per cent unemployment. The high-employment budget position is calculated on
a National Accounts basis and is derived by estimating the change in revenues that would
be realized at high employment; expenditures are assumed to remain unchanged.

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

In contrast with fiscal policy, monetary policy was slower in
moving towards restraint and faster in shifting towards ease (see
Chart 4-3). The period from the autumn of 1967 to early 1969 was
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CHART 4-3

MAJOR FINANCIAL VARIABLES
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RECENT CHANGES IN THE SUPPLY OF MONEY™*
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*The supply of money is here defined as follows: Canada — Currency outside banks
and Canadian-dollar chartered bank deposits held by the general public; United States —

Currency plus demand deposits, plus time deposits of commercial and mutual savings
banks.

Source: Based on data from Bank of Canada and the U.S. Federal Reserve Board.
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characterized by a stop-go monetary policy, with monetary
authorities split between the conflicting objectives of defending
the value of the Canadian dollar on exchange markets and stimu-
lating economic activity. By early 1969, however, as inflationary
pressures continued to develop despite the application of severe
fiscal restraints, money supply growth slowed down and monetary
policy became more determinedly restrictive as the year pro-
gressed. Then, coinciding with a growing amount of slack and the
prospect of an improving price performance, there was a gradual
increase in the money stock, which accelerated appreciably as
strong upward pressures on the Canadian dollar began to be felt.
Following the floating of the Canadian dollar in May 1970, mone-
tary policy remained moderately expansive. By the end of 1970
and early 1971, the expansion of the monetary supply was linked
to the fact that short-term interest rates in Canada had risen above
those in the United States, inducing capital inflows and further
upward pressures on the exchange rate. By the end of 1971 and at
the beginning of 1972, the exchange rate was moving upwards
again; money supply therefore rose even faster, registering annual
rates of increase in excess of 20 per cent during the first half of
1972. With some of the pressures off the exchange rate, money
supply growth decelerated considerably during the last half of
1972 and the first half of 1973.

These marked changes in the orientation of economic policies,
and the accompanying slowdown and upturn in economic activity,
are also reflected in the changing patterns of demand and income
over the period 1968 to 1972.

Changes in Demand

After providing much of the stimulus in 1968, exports moderated
substantially in 1969, when major strikes considerably reduced
shipments and more slack developed in the U.S. economy. As the
year progressed, weakness in the external sector was accompanied
by some softening in the growth of domestic demand, as restraints
imposed by fiscal and monetary policy in 1968 and early 1969
began to be felt. By late 1969 and early 1970, the slowdown in
domestic demand was becoming more widespread, but renewed
support from the external sector, as exports to overseas markets
picked up and imports fell, prevented a more severe downturn
from materializing. In fact, most of the increase in total demand in
1970 was attributable to the surplus in the current account balance.
In contrast, the economic recovery in 1971 and 1972 was due to
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CHART 4-4

MAJOR SOURCES OF CHANGE IN THE VOLUME OF GROSS
NATIONAL EXPENDITURE OVER THE PREVIOUS YEAR
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Note: The bottom panel shows the total percentage change in the volume of Gross
National Expenditure from the previous year. The other panels indicate the percentage-
point contribution of the major components of demand to this total change.

Source: Based on data from Statistics Canada.

84




Progress of the Economy

domestic demand. The GNP components sensitive to short-term
fiscal and monetary measures, such as consumer durable expendi-
tures and housing outlays, have been particularly strong. Govern-
ment expenditures on goods and services have also played an
important role in supporting the recovery of demand. As an offset,
exports have been growing less rapidly than in 1970, and the
current account balance on a National Accounts basis has swung
from a substantial surplus to a moderate deficit. In some respects,
net external demand has acted as a buffer in recent years, prevent-
ing the economy from falling much farther below its potential and
preventing 1t from rising too rapidly. Chart 4-4 summarizes the
contribution of the major final demand categories to the change in
real Gross National Expenditure over the period 1968 to 1972.

Of the major components of demand, residential construction
outlays made the strongest recovery from the 1970 trough. After
declining in the last half of 1969 and the first half of 1970,
house-building activity staged a sharp comeback under the stimu-
lus of easier credit conditions and increased CMHC loans for
low-cost housing. In 1971, housing starts reached 234,000 units—an
increase of some 43,000 units over the level prevailing in 1970. In
1972, housing starts reached roughly 250,000 units.

Personal consumption expenditure was the other leading sector
in the 1971 recovery. Durable goods outlays, which had declined
by 5.5 per cent in volume in 1970 because of the slowdown in the
growth of after-tax income and stringent credit conditions, showed
the strongest gains at the consumer level in 1971. An upsurge in
automobile purchases and household expenditures led the rise. In
1972, durable goods spending continued to increase rapidly,
accompanied this time by improvements in expenditures on semi-
durable and nondurable goods and services. Overall, the volume of
consumer expenditures rose by 5.5 and 7.8 per cent in 1971 and
1972 respectively, compared with increases of 4.6 per cent in 1969
and 2.1 per cent in 1970.

As might be expected, business fixed capital investment did not
contribute much strength to the increase in expenditure in the
early stages of recovery, although business inventory investment
apparently rose during 1971 and continued to strengthen in 1972
and early 1973. In 1971, plant and equipment outlays stood at only
3.3 per cent in real terms above the level reached in 1970. During
1972, with corporate profits continuing the upward trend apparent
through 1971, demand remaining strong, production rising, and
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rates of capacity utilization moving up, investment in machinery
and equipment picked up strongly. Nonresidential outlays
responded more sluggishly to the resurgence of aggregate demand,
and the 1972 volume of expenditures was only marginally higher
than that in 1970. An increase of about 12 per cent in current
dollars is expected for 1973.

Following severe restraints in 1969, government spending was
a major source of strength in 1970 and 1971. Government cur-
rent expenditures on goods and services increased by more than
10 per cent in real terms in 1970 Government investment also
contributed to the rise in demand, increasing by 12.6 per cent in
volume in 1971, after having run a flat course since 1967. During
1972, with governments putting heavier emphasis on policies to
promote growth in personal incomes, the rate of rise of current and
investment outlays weakened slightly.

From late 1970 to late 1972, there was some deterioration in the
external sector. On the one hand, merchandise exports to the
United Kingdom and overseas countries stagnated, following a
major jump in 1970. On the other hand, imports climbed rapidly,
propelled by the rise in domestic activity and further stimulated
by the rise in the exchange rate. As a result, the merchandise trade
balance was cut substantially—from a surplus of more than
$3.0 billion in 1970 to about $1.5 billion in 1972. Given Canada’s
traditional deficit on nonmerchandise transactions—which
increased only slightly over that period—the current account bal-
ance on a National Accounts basis swung from a surplus of about
1 per cent of GNP in 1970 to a deficit of three-quarters of 1 per cent
of GNP in 1972.

The leading role of consumer and housing outlays, and to a
lesser extent that of machinery and equipment, in the recent
expansion of economic activity is closely linked to increasing
incomes.

Changes in Incomes

Real disposable income per capita—a measure of the average
standard of living—turned up strongly in each of the last two
years, increasing by 6.0 and 6.7 per cent in 1971 and 1972

¢ Part of the increase was due, to some extent, to medicare programs and may therefore be
merely a transfer of existing expenditures from the personal sector. Excluding provincial
current expenditures on medicare, it is estimated that current expenditures on goods and
services rose by approximately 7.5 per cent in 1970.
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respectively, compared with only 1.3 per cent in 1970. This increase
resulted from a pick-up in wages and salaries and other personal
income, and from the marked change, alluded to earlier, in the
impact of fiscal policy.

Within personal income, unincorporated business and invest-
ment income showed the most pronounced acceleration from the
cyclical low 1n 1970, rising by 10.1 per cent in 1972 compared with
2.9 per cent in 1970. Wages and salaries and other labour income
also resumed an upward trend after 1970 but, when account is
taken of the strong employment growth, labour income per worker
has accelerated only modestly, to only 7.4 per cent in 1972 from
7.2 per cent in 1970, with average increases remaining well below
the peak reached in 1969.

Government policies, through rapidly rising transfer payments
and a decelerating fiscal take, were also 1nstrumental in sustain-
ing the rise in personal disposable income over the last two
years. Transfers from governments to the private sector rose by
184 per cent in 1971 and 19.3 per cent in 1972. Concurrently,
growth in direct taxes and other transfers from persons slowed to
119 and 104 per cent in 1971 and 1972 respectively. This is in
sharp contrast with the period 1968 to 1970, when governments
adopted a highly restrictive policy stance, permitting direct taxes
on persons to increase considerably faster—close to double the rate
in 1969—than transfer payments to persons.

At the corporate level, profits before taxes recovered sharply
from their 1969 and 1970 trough levels, increasing by 16.2 per cent
in 1971 and 206 per cent in 1972. Part of the rise, however,
reflected large inventory gains due to rising prices and thus was
not directly attributable to current production. When adjusted for
this factor, the gains nevertheless remain appreciable. In relation
to Gross National Product, corporate profits regained their long-
term average share, which now stands only marginally below that
of 1968.

* ok ok ok 3k

The Canadian economy is now in its thnird year of expansion.
Over the first two years, government policy became progressively
more expansive, and GNP grew more rapidly than its potential
rate. The recovery in economic activity has broadened to include
most of the major sectors of the economy, and the structure of
income has established a more normal historical pattern.
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T IS AXIOMATIC that external developments are crucial in

any analysis of Canada’s economic performance and prospects.

Similarly, in our stmulations of future Canadian economic
developments, the accuracy of our projections of external develop-
ments, particularly those in the United States, is critical. Since our
1972-75 performance indicators were based on such simulations, it
is important to verify our assumptions about the external world.

Trade Performance

Canada’s trade has been rising rapidly. Between 1968 and 1972,
for example, merchandise exports and imports each increased in
value by roughly 50 per cent, or about $6.3 billion. Recent trade
performance has been influenced by massive changes in external
conditions as well as the floating of the Canadian dollar in May
1970. External changes include U.S. policies that led to a prelimi-
nary realignment of many exchange rates in December 1971, with
further changes in 1972 and 1973, and the entry of Britain into the
European Economic Community (EEC). More specific influences,
such as the Soviet crop failure in 1972 and strikes in several
countries, have visibly affected the annual pattern of Canadian
trade.

Prospects for 1973 and later are more uncertain than usual, since
the effects of the general floating of currencies and the monetary
negotiations are hard to assess. In addition, the possibility of
restrictive trade action by the United States or other countries
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TABLE 5-1—GROWTH RATES OF REAL GROSS NATIONAL PRODUCT
IN THE MAJOR INDUSTRIAL COUNTRIES: ACTUAL GROWTH
VS. GROWTH ASSUMED IN NINTH REVIEW (CHAPTER 4)

1960-70 1971 1972 1973* 1970-73 1970-80

(Average annual percentage change)

United States

Actualt. . ... ............ 4.4 287 6.4 6.8 5143 N/A

Assumed................ N/A 2.7 5.9 5.9 4.8 4.5
EEC Six

Actua]h sy 5 reem - o 5.2 3.5 4.0 5.4 4.3 N/A

Assumed................ N/A 5.3 543 5.3 5.3 5.3
Japan

Actual®.................. 11.2 6.2 9.5 12.4 9.4 N/A

Assumed................ N/A 10.0 10.0 10.0 10.0 10.0
United Kingdom

Actuald. .. .............. 2.7 1.3 2.8 6.9 3.6 N/A

Assumed................ N/A 3.2 3.2 382 3.2 3152
Weighted Averages:
Overseas countries

Actuald. . ............... 6.1 3.5 5.2 8.0 55! N/A

Assumed................ N/A 6.0 6.0 6.0 6.0 6.0
United States and

overseas countries
Actuals. . ............... 5.0 2.9 6.0 752 S N/A
Assumed................ N/A 3.8 5.9 5.9 552 5.0

N/A: Not applicable.

'Figures for the year 1973 are estimates based on data available early in 1973.

2Data to 1972 are based on U.S. Department, of Commerce, Survey of Current Business.
The figure for 1973 is based on a July 1973 solution of the Wharton Annual and Industry
Forecasting Model of the U.S. economy.

3Figures are based on data in the National Institute of Economic and Social Research
Review, May 1973, London, United Kingdom.

‘Figures are on a calendar-year basis. Data from Japan Economic Research Center,
June 1973.

SFixed weights of 32.5, 30.0, and 37.5 are employed for the EEC Six, Japan, and the
United Kingdom, respectively. Weights are based on recent Canadian export patterns.
The same weights were used in the Ninth Review to combine industrial production indexes.

8Fixed weights of 66.7 and 33.3 are employed for the United States and overseas countries,
respectively. Weights are based on recent Canadian export patterns. The same weights
were used in the Ninth Review to combine industrial production indexes.
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cannot be ruled out. Both the United States and Canada are
concentrating on the 1973-75 GATT negotiations, and, although
bilateral issues such as the Auto Agreement are the source of less
tension than heretofore, we cannot lose sight of the fact that they
are far from settled.

Nevertheless, we have good reason to expect a substantial
increase in exports and 1mports this year. Both prices and volume
of major exports (grain, minerals, and forest products) are notably
higher than they were last year. The economies of the United
States, Europe, and Japan are generally booming, and the
Canadian economy 1s following suit. Such strong domestic growth
always results in an increase in imports.

Foreign Growth

Recent patterns of external growth are set out in Table 5-1,
which also shows the assumptions reported in Chapter 4 of the
Council’s Ninth Review. The table suggests that U.S. growth in
1970-73 has been and will be faster, and overseas growth slower,
than assumed in that scenario,’ although the estimates for 1973
were made about mid-year and are therefore still tentative.
Exchange rate changes this year, the results of which are tanta-
mount to floating as well as devaluing the U.S. dollar, will tend
to accelerate U.S. growth and to retard Japanese and European
growth ?

Price Patterns

Export prices of manufactured goods have risen faster in
Canada than in the United States since 1968 (Chart 5-1). The more
rapid rise of prices in overseas countries, however, has provided
some offset to the decline in Canada’s position vis-a-vis the United
States.

During 1968-72, Canadian export prices of goods and services
increased by an average of 2.1 per cent per annum, while import
prices increased by an average of 2.4 per cent per annum. The
respective rates in the year 1972 were 2.9 per cent and 2.6 per cent.

! Thie conclusion also holds for the five-year period 1968-73, since assumed and actual
foreign growth rates for 1968-70 are identical.

2 The U.S. and Canadian dollars were substantially devalued in early 1973 in relation to
important overseas currencies. Subsequently, both dollars floated even lower in relation to
overseas currencies. The estimates of Japanese and European growth shown in Table 5-1 take
most of these exchange rate changes into account.
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CHART 5-1

PRICE INDEXES IN CANADIAN DOLLARS, 1968-72
(Foreign price indexes adjusted for
exchange rates)

EXPORT PRICES OF
MANUFACTURED GOODS

115

[0

105

100
68 1970 72
*Weighted average of the export price indexes for manufactured goods of the five

countries — i.e., the United States, the United Kingdom, France, West Germany, and
Japan. The weights are based on Canadian two-way trade with these five countries.

Source: Data derived from International Monetary Fund, Internatienal Financial
Statistics, Bank of Canada Review, National Institute of Economic and Social Research,
Review; and Statistics Canada. Data for 1972 are preliminary.
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This year, trade prices might rise by around 9 per cent, with
export rises exceeding import price increases. Revaluations of
foreign currencies this year will tend to raise import prices more
rapidly than would otherwise be the case® These 1973 rates would
imply a 1968-73 average price increase of about 2.9 per cent per
annum for exports and 2.8 per cent for imports. Our 1972 scenario
assumed an average rate of rise of about 2.0 per cent per annum
from 1970 to 1980 for aggregate trade prices. In 1972, and apparent-
ly also in 1973, the strength of world demand has caused export
prices to rise faster than import prices. Specific demands for
Canadian products—grain, minerals, wood—have inflated export
prices rapidly. In 1973, the prices of nearly all exported products
are much higher than in 1972. Foreign inflation, plus devaluation
of the Canadian dollar vis-a-vis overseas currencies, appears to
have had a less substantial impact on import prices recently.

The patterns of foreign and Canadian prices during the balance
of 1973 and into 1974 will be determined 1n part by exchange rates,
which are largely floating. For this reason and others, the rate of
price inflation is hard to predict.! The Canadian dollar itself has
been floating independently since May 1970. The Japanese yen,
the British pound, and the Italian lira are also floating independ-
ently. On the other hand, the German mark, the French franc, and
some other European currencies are floating jointly—i.e., main-
taining fixed rates among the group and market rates of exchange
vis-a-vis other major currencies.

The trading nations of the world are now operating a system of
generally floating currencies. In relation to nine major overseas
currencies, the U.S. dollar depreciated in value by nearly a third
between 1967 and June 1973, or by about 22.5 per cent if the
lesser Canadian dollar appreciation relative to the U.S. dollar is
included in the average® A substantial part of this enormous

3 In the first half of 1973, export prices of goods and services rose by about 8.3 per cent;
over the first half of 1972, import prices rose by roughly 6.3 per cent.

¢+ For example, severe world food shortages and export controls by the United States and
other countries may or may not continue into 1974, depending on 1973 world crop conditions.

5 The nine overseas countries are Australia, Belgium, France, West Germany, Italy, Japan,
the Netherlands, Switzerland, and the United Kingdom. The changes in exchange rates that
have occurred began in 1967 with the devaluation of the pound sterling. From 1966 to mid-1973,
exchange rate changes in these countries and Canada ranged from about a 7 per cent
depreciation of the pound sterling to about a 65 per cent appreciation of the German mark
relative to the T7.S. dollar. The average figures in the text are calculated on the basis of
two-way U.S. trade with each of the above countries in 1972,
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depreciation of the U.S. dollar occurred during 1973. The infla-
tionary consequences of the depreciation, particularly in the
United States, require careful monitoring. The prices data in
Table 5-2 indeed indicate a high rate of inflation for the U.S.
economy between 1973 and 1975. The lagged effects of deprecia-
tion might result in rather more inflation than is indicated in
Table 5-2.

TABLE 5-2—PROJECTED GROWTH OF U.S. GROSS NATIONAL
PRODUCT AND GNP PRICES, 1972-75

Average
1973 1974 1975  1972-75

(Annual percentage change)

GNP Growth
Wharton Model, July 1973....... ... .. 6.8 2.3 2.3 3.8
Wharton Model, March 1972%, . ... ... 5.9 3.1 4.1 4.3
GNP Price Increase
Wharton Model, July 1973............ 4.1 4.1 2.2 355
Wharton Model, March 1972*%. ... ... 3.7 4.4 3.7 3.9

*This 1972 solution is the one employed for the Chapter 4 discussion in the Council’s
Ninth Review. The U.S. figures in Tables 5-1 and 5-2 are based on the annual version of
the Wharton Model. The quarterly Wharton Model (short-term) has indicated lower rates
of U.S. growth in 1973 and 1974 than Table 5-2 suggests.

Merchandise Trade
and Balance of Payments

Table 5-3 provides a quantitative view of Canadian merchandise
trade and the current account balance between 1968 and 1973°
(The data for the current year are, obviously, preliminary esti-
mates.) One feature highlighted by the table is the rise and decline
of the merchandise trade surplus between 1968 and 1973. The
current account balance moved into surplus in 1970 and back into
deficit by 1972. The turnaround in the current balance from 1971
to 1972 was about $1.0 billion—a substantial drag on the economy
at a time when domestic demand was weak. Also notable is the fact
that the current account balance in 1973 will be almost the same as
in 1972.

8 The 1973 figures appear consistent with the growth and price developments already
discussed and take account of information from a number of forecasting sources. However, they
are not the product of a systematic exercise using a short-term model that displays the
structural characteristics of trade.
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TABLE 5-3—CANADA’S MERCHANDISE TRADE AND
BALANCE OF PAYMENTS, 1965-73

1968 1969 1970 1971 1972 1973

(Billions of current dollars)
Merchandise Exports

Farm and fish products. .. 1.61 1.46 1.87 2.10 2.33 3.20
Crude materials.......... 2.47 2.46 3.06 3.19 3.54 4.50
Fabricated materials. ... .. 4.86 5.16 5.87 5.79 6.53 7.50
End produets............ 4.28 5.32 5.63 6.31 7.06 8.00
Total, including special

transactions and re-

exports. .. ............ 13.256 14.93 16.82 17.75 19.98 23.75

Merchandise Imports

Farm and fish products. .. 0.92 1.07 1.12 1.16 1.40 1.70
Crude materials.......... 1.13 1.09 1.17 1.32 1.54 1.80
Fabricated materials. ... .. 2.43 2.91 2.89 3.14 3.58 4.00
End products............ 7.62 8.89 8.62 9.82 11.99 14.40
Total, including special
transactions. .......... 12.36  14.13 13.95 15.61 18.74 22.15
Current Account Balances*
Merchandise............. 1.41 0.97 3.05 2.40 1.50 1.60
Services and transfers..... —1.57 —1.80 —-1.97 —-2.00 -2.08 -2.30
Total................... —0.16 —0.92 1.08 0.40 -0.58 —0.70

*Adjusted to balance-of-payments basis.

Source: Based on data from Statistics Canada and estimates for 1973 by the Economic
Council of Canada. The 1973 projection is qualified by comments in the text. The merchandise
detail is on & Trade of Canada basis.

Merchandise exports rose in current dollar value by 12.6 per cent
in 1972, and our calculations suggest a rise of 18.8 per cent in
1973. The comparable figures for imports are 20.0 per cent and
18.2 per cent. The 1970 appreciation of the Canadian dollar was a
major factor in the strong rise of imports in 1972 and, moreover,
the recent depreciation of the Canadian dollar relative to curren-
cies like the yen and the mark may tend to moderate the rise in
import value after a time. Since services and transfers—the other
major category of exports—change slowly from year to year, the
increase 1n the export value of goods and services together in 1972
was only 9.6 per cent. The increase in imports of goods and services
together was 14.1 per cent in 1972. The rates of increase for trade in

? The appreciation in foreign currencies will tend to raige import prices and reduce import
volume and, eventually, they will tend to reduce import value. For a short time, the price effect
could outweigh the volume effect, resulting in a temporary tendency for import value to rise.
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goods and services 1n 1973 are expected to approximate those for
goods alone.

Some temporary factors helped to produce the high merchandise
trade surplus in 1970. First, overall growth slowed that year, and
imports decreased. Further, the automotive strike reduced imports
more than exports. Other strikes had depressed some exports in
1969, and these shortfalls were largely recouped in 1970. Grain
exports also turned sharply upwards in 1970.

The data in Table 5-4 show the growth of Canada’s trade in
goods and services between 1968 and 1973, according to the Chap-
ter 4 scenario of the Ninth Review and according to later estimates
available to the end of 1973. These estimates suggest that, by the
end of 1973, import volume will have risen somewhat more rapidly
than was indicated in the Ninth Review, despite the fact that real
GNP actually grew less rapidly for the 1968-73 period

TABLE 5-4—GROWTH RATES OF CANADIAN TRADE, 1968-73:
ACTUAL AND EXPECTED VS. NINTH REVIEW SCENARIO

Average Annual
Percentage Rate

Exports of goods and services

Actual and expected*........... ... ... ... ... 8.0

Ninth Annual Review, Chapter 4. . ................... 7.9
Imports of goods and services

Actual and expected™...... ... ... ... 8.4

Ninth Annual Review, Chapter 4. . ................... 8.1

*That is, including performance expected in 1973 on the basis of short-term projections
included in this chapter.

Source: Based on data from Statistics Canada and estimates by Economic Council
of Canada, in 1961 dollars, on a National Accounts basis.

The Council’s performance indicators for exports and imports in
the three-year period 1973-75 show average annual growth rates of
6.0 per cent and 6.5 per cent, respectively. The indicators for trade
should be approximately realized during 1973, as illustrated in
Table 5-5. The actual growth of export volume from 1972 to 1975
may be higher because of special strength in sectors such as
grain. Import volume is also likely to grow significantly faster if

¥ According to our estimates, the actual growth of real GNP is estimated to average
5.3 per cent per annum over the period 1968-73. The comparable rate in Chapter 4 of the Ninth
Annual Review was 5.6 per cent.
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the Canadian economy continues to grow rapidly in 1974. It is
worth noting that the relative inflation of Canadian prices vis-a-
vis those in the United States (taking into account the effects of
the appreciation of the Canadian exchange rate) has contributed
to the rapid rise in the volume of imports.

TABLE 5-5—PROJECTED ANNUAL GROWTH RATES OF TRADE IN
GOODS AND SERVICES, 1973 TO 1975

(1961 dollars)

1973 1974 1975

(Percentage change
over previous year)

Ninth Review
Chapter 4 export pattern. .. .............. 9.5 4.2 4.2
Later independent projection.............. 9.4 n.a. n.a.
Ninth Review
Chapter 4 import pattern. . ............... 10.6 3.9 4.9
Later independent projection. ............. 10.5 n.a. n.a.

n.a.— not available.

Source: Based on the CAMDIDE model solution associated with Chapter 4 of the
Ninth Annual Review. The independent projection is a more recent estimate by Council
staff, on which thedfigures in Tables 5-3, 54, and 5-5 are partly based.

Canadian price increases have been greater in relation to U.S.
prices than was assumed in the Ninth Review and, partly as a
result, imports have grown faster than projected (Table 5-4).
Chart 5-2 shows that, from 1968 to 1972, U.S. prices corresponded
closely with our assumptions. The Canadian GNP price index,
however, rose faster in 1971 and 1972 than assumed. In addition,
during 1972 the Canadian dollar was valued about 2.0 per cent
higher in relation to the U.S. dollar than was assumed in the
scenario; up to the middle of 1973, the Canadian dollar had been
valued about 1.3 per cent higher than was assumed.

A direct comparison of prices in the United States and in
Canada is also relevant. Between 1968 and 1972, the GNP implicit
price index in the United States rose 4.5 per cent annually on
average, as against a 4.3 per cent rise in Canada. In Canadian
dollars, after adjusting for appreciation of the Canadian exchange
rate, the GNP price index in the United States rose by 2.3 per cent
per annum, or significantly more slowly than Canadian prices,
measured 1n the same currency.
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CHART 5-2
U.S. AND CANADIAN GNP PRICES, 1968-72

U.S. PRICES (1958=100) CANADIAN PRICES (1961=100)
{$U.s) ($ Can.)

150 150

140 140

130 130

120 120

68 69 1970 T 72 68 69 1970 71 72

Source: Data from U.S. Department of Commerce, Survey of Current Business;
Statistics Canada; and the CANDIDE and Wharton Model solutions associated with
Chapter 4 of the Ninth Annual Review of the Economic Council of Canada.

Concluding Comments

Although there are year-to-year differences, the overall pattern
in the balance of payments shown in Table 5-3 agrees fairly well
with that calculated for the Ninth Review scenario. The current
account balance appears to have returned to its traditional pattern
of deficits. The years 1970 and 1971 are not typical when viewed in
this perspective.
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The analysis in this chapter implies that the export performance
indicator will be met in 1973. There are also reasons for believing
that exports will be close to the projected track in 1974 and 1975/
although U.S. growth is now expected to be lower than indicated
in the 1972 scenario (see Table 5-2).

Since the overseas economies of Britain, the EEC Six, and
Japan are still in a period of strong recovery (Table 5-3), it is
reasonable to expect that growth in those areas will continue in
1974 Exports of the major product groups that are subject to
special influences—namely, grain and crude oil—are likely to
continue at high levels in 1974. The devaluation of the Canadian
dollar in relation to overseas currencies in 1973 should stimulate
exports to overseas countries.

Table 5-4 indicates that actual import volume has risen faster
than projected, despite the fact that actual GNP growth in
Canada has been slower. This situation suggests that import
growth in the 1973-75 period could exceed the 6.5 per cent average
stated in the performance indicators, although import growth this
year is not expected to be out of line (as noted in Table 5-5).

® Provided, of course, that the nonquantitative assumptions associated with the Chapter 4
scenario hold—that is, that there are no sustained interruptions to trade as a result of
governmental policy actions or long-lasting strikes, etc.

© The Japan Economic Center has projected Japanese growth at 11.0 per cent (at annual
rates) in the first quarter of 1975.

99




The Public Sector

HEN THE National Accounts for 1972 were released,

government expenditures, excluding intergovernmen-

tal transfers, had reached 38.5 per cent of GNP at
market prices.' In other words, close to 40 per cent of the country’s
Income 1s now passing through the government sector, in the form
either of purchases of goods and services or of transfer payments.
This percentage clearly illustrates the extent of responsibilities
now entrusted to the public sector; based on longer-term trends,
the Ninth Review projected a share only marginally higher by
1980.

Since the end of the Second World War, all levels of government
have been called upon to provide the population with an increas-
ing and varied range of goods and services, at the cost of increas-
ing their share of national output. From a timid beginning, the
tendency towards expansion of the public sector has accelerated in
recent years. Total expenditures of the three levels of government
combined, which represented 22 per cent of GNP at the start of the
1950s, grew progressively but irregularly to close to 31 per cent up
to 1966. Since then, their relative share has increased very rapidly.
While 1t took 16 years to increase the share of public spending
from 22 to 31 per cent, only 6 years were required to make it climb
from 31 to about 39 per cent! This extensive participation of the
public sector in economic activity has naturally necessitated

! Throughout this chapter, the treatment of government expenditures and revenues is in
current dollars.
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increased revenues. Thus the government revenue share of GNP
has paralleled that of public spending, except that the trend has
been smoother.

As noted in our Ninth Review, such a rapid enlargement of the
role of governments in economic activity deserves careful examina-
tton. This chapter focuses on the period 1968 to 1972, using the
experience of the early 1960s as a basis for comparison. The year
1972 is dealt with separately because of the partial and prelimi-
nary nature of available statistical information at the time of
writing and because 1972 witnessed the implementation or expan-
sion of major programs such as the tax reform, the new Unemploy-
ment Insurance Act, the amendments to the Old Age Security
Program, and the Local Initiatives and the New Horizons Pro-
grams, to name only a few at the federal level of government.
There was also a marked change in the orientation of policy itself,
with governments moving into a substantial deficit posture after a
period of considerable restraint between 1968 and part of 1971. The
main findings are that, among the broad components of expendi-
ture, transfer payments to persons have shown the most pro-
nounced acceleration in recent years. On the government revenue
side, personal income tax receipts have clearly dominated. The
impact of government budget decistons on the personal sector and
the overall fiscal position of governments is analysed in the last
section.

Public Expenditures, 1968-71

Public expenditures consist of expenditures on goods and serv-
ices and transfer payments. The sum of these two categories 1s
equal to the sum of the better-known functional categories of
expenditures, such as social welfare, health, defence, and educa-
tion (with minor differences due to variations in accounting sys-
tems). Expenditures on goods and services, which are by far the
most important, are usually divided between current and invest-
ment expenditures. Transfer payments include those paid to per-
sons—such as family allowances, unemployment insurance bene-
fits, and old age security payments—and those paid to other
sectors of the economy in the form of subsidies and capital assist-
ance. Interest on the public debt is also included in transfer
payments. While expenditures on goods and services represent a
direct claim on the country’s resources, transfer payments involve
the transfer of resources from one group of the population to
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another. Table 6-1 and Chart 6-1 show the annual rates of change
and the distribution of government expenditures, by main
categories.

TABLE 6-1—-GOVERNMENT EXPENDITURES (NET OF
INTERGOVERNMENTAL TRANSFERS), BY TYPE, 1968-71

(Calculated in current dollars)

1961-68* 1968-69 1969-70 1970-71 1968-71!

(Average annual percentage change)
Total expenditures on goods and

Services. ................... 11.2 10.2 14.3 12.3 12.5
Current expenditures. . . . .. 11.7 12.3 16.6 11.3 13.6
Gross capital formation?. ... 9.5 1.6 o 17.5 7.3

Total transfer payments....... 11.2 13.1 14.3 14.9 14.2
To persons. .............. 11.4 12.6 13.1 18.4 14.8
To othersd. . .............. 11.0 14.0 16.2 9.3 13.2
Total government expenditures.  11.2 11.3 14.3 13.2 13.1
Current Gross National Product 9.3 10.0 7.3 9.1 8.6

!Throughout this chapter, average annual growth rates are calculated using ‘‘restricted
least squares’’, a method that takes into account individual, not terminal, years. A de-
scription of this method is contained in Economic Council of Canada, The Economy to 1980:
Staff Papers, Annex to Paper No. 1 (Ottawa: Information Canada, 1972), pp. 19-23.

2Includes the value of physical change in government inventories.

3Includes subsidies, capital assistance, current transfers to nonresidents, and interest
on public debt.

Source: Based on data from Statistics Canada.

Between 1968 and 1971, government expenditures grew rapidly
relative to both historical experience and the overall growth in the
economy. Appendix Table 1 shows that, during that period, total
government expenditures, net of intergovernmental transfers, rose
from $24.5 to $35.2 billion. In terms of average annual change, this
gain was slightly more rapid than that experienced in the early
years of the 1960s—13.1 against 11.2 per cent—with provincial
governments leading in the faster growth? While the two broad
categories of public spending grew at about the same rate from
1961 to 1968, transfer payments started to grow faster after 1968,

due to heavier emphasis on policies that redistributed income.

2 This implies a continuation of the shift in the proportion of expenditures accounted for
by the various levels of government, with the federal share declining and the provincial-
municipal share showing a corresponding rise. Thus, in 1961, provincial and municipal expendi-
tures (net of intergovernmental transfers) accounted for about 43.9 per cent of net government
expenditures. By 1968 their share had risen to 52 per cent and, in 1971, it stood at 34.8 per cent.
Conversely, the share of federal expenditures declined from 49.7 per cent in 1961 to
40.3 per cent in 1968 and 37 per cent in 1971.
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CHART 6-1

GOVERNMENT EXPENDITURES
(NET OF INTERGOVERNMENTAL TRANSFERS), BY TYPE

(Billions of current dollars)
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*Include subsidies, capital assistance, current transfers to nonresidents, and interest
on public debt.
Source: Based on data from Statistics Canada.

Exzxpenditures on Goods and Services

In the category of expenditures on goods and services, current
expenditures—wages and other employment costs, depreciation,
and purchases from the private sector—grew significantly faster
than investment in the course of recent years. By level of govern-
ment, as Appendix Table 1 shows, the largest increases were regis-
tered by the provinces and the smallest by the federal government.
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This slower growth in federal spending owes much to the virtual
stagnation in expenditures related to national defence. For federal
nondefence expenditures, increases were somewhat less in 1968-71
than during the early 1960s. A leveling-off in federal civilian
employment growth following the austerity program initiated in
1969 caused wage and salary payments to decelerate (Appendix
Table 2), but its effects were partly offset by more rapid increases
in average rates of pay. Other federal current expenditures have
also slowed down appreciably in recent years, reflecting lower rates
of increase in both depreciation and purchases of goods and
services. At the provincial level, current expenditures generally
expanded faster during the period 1968 to 1971, with nonwage
expenditures exhibiting the most pronounced acceleration, reflect-
ing the inception and/or extension of medicare programs during
the years 1969 and 1970.

In contrast with current expenditures on goods and services, the
rate of increase in government sector investment was substantially
lower from 1968 to 1971 than from 1961 to 1968—7.3 per cent on
average per annum compared with 9.5 per cent (Appendix
Table 3). The most significant slowdown appeared at the federal
level, but municipal governments and hospitals also decelerated
their investment spending. Only provincial investment outlays
accelerated. By type of expenditure, the slowdown 1n government
sector investment was attributable, to a large extent, to expendi-
tures on machinery and equipment. During the course of the most
recent pertod, these grew by only 44 per cent compared with
11.3 per cent during the earlier years of the 1960s. Nonresidential
construction expenditures also slowed as a result of a decline in
school construction, which reflected the flattening-out of school
enrolment and the progressive phasing-out of capital assistance
programs for technical and vocational training facilities. Despite
this drop, nonresidential construction investment maintained an
average annual growth rate of 8.5 per cent during the 1968-71
period owing to increased spending on the construction of high-
ways, buildings other than schools, and other engineering
construction ?

3 Available data do not permit a breakdown of investment expenditures by type and by
level of government.
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Transfer Payments

The period 1968 to 1971 witnessed a marked increase of
14.2 per cent in transfer payments compared with 11.2 per cent for
the period 1961-68 (Table 6-1). Interest on the public debt was a
significant component of this increase, reflecting the considerably
higher interest rate paid on borrowing. This is particularly perti-
nent to provincial governments, where the sums necessary to serv-
ice public debt almost doubled during the period 1968-71, increas-
ing from $485 million to $884 million. Subsidies slowed down
appreciably after 1968 as a result of reduced payments to railways
and of lower payments by the Canadian Dairy Commission.

Transfer payments to the personal sector ‘ have grown much
faster in recent years—at an average rate of close to 15 per cent per
year. Most of the acceleration in transfers to persons since 1968 has
been related to a deterioration in economic conditions and an
accompanying rise in unemployment, as illustrated in Chart 6-2.
At the federal level, the more rapid increases have been attribut-
able to the payment of unemployment insurance benefits (Appen-
dix Table 4). These benefits, which declined from 1961 to 1966,
resumed a sharp upward trend starting in 1967. Between 1968 and
1971, paid benefits more than doubled, from $438 million to
$891 million, reflecting the increase in the number of unemployed
as well as increases in the rates of benefit paid. At the provincial
and municipal levels of government, direct relief payments
increased by an average of 22 and 31 per cent per year, respective-
ly. This increase reflects, in part, the introduction of the Canada
Assistance Plan in 1966, which provided a basis for co-ordinating
the various provincial welfare programs, with the federal govern-
ment contributing 50 per cent of the sharable costs. The rise also
reflects the gradual worsening of the employment situation, since
a large proportion of payments are made to hard-core unemployed
persons. In the period 1966 to 1971, the sum of unemployment
insurance benefits and direct relief payments increased from
$527 million to more than $1.8 billion, rising as a proportion of
GNP from 0.9 to about 2.0 per cent.

“In addition to persons, the personal sector includes nonprofit institutions (universities,
social welfare agencies, cultural and recreational associations, etc.).
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CHART 6-2

UNEMPLOYMENT INSURANCE BENEFITS
AND DIRECT RELIEF PAYMENTS
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Growth 1n other transfers to persons was generally slower
between 1968 and 1971. At the federal level, family and youth
allowances have been pretty well flat since 1968, in line with the
number of children eligible for them, while increases in old age
security disbursements slowed down to 12.7 per cent per year from
13.9 per cent on average between 1961 and 1968. It will be recalled,
however, that pensions increased between 1961 and 1968; an
annual guaranteed supplement was introduced; and adjustments
were made for increases in the cost of living. During the 1968-71
period, the growth reflected the more rapid rise in the number of
eligible persons, the continued gradual reduction in the age at
which pensions were paid, and a major rise in the guaranteed
income supplement. At the provincial level, the single most impor-
tant program was that of grants to postsecondary educational
institutions. During the period 1968 to 1971, such grants grew
at a slower rate, in parallel with some easing in the growth of
postsecondary school enrolment.

Government Revenues, 1968-71

Public revenues are, by definition, the means of financing
expenditures; thus the revenue and expenditure trends are rough-
ly parallel. For particular years, however, rates of change may
differ because revenues are closely tied to variations in the general
economy and the overall fiscal policy of government.

Over the period 1968 to 1971, total government revenue grew at a
somewhat slower rate than during the early 1960s—11.7 per cent
compared with 12.6 per cent per year—in line with the slowdown in
the growth of nominal Gross National Product. This general slow-
down, however, masked very different rates of increase by type of
revenue. Indeed, personal income tax receipts accelerated in
comparison with the period 1961 to 1968. On the other hand, in-
direct taxes, corporate tax revenue and, to a lesser extent, taxes
on nonresident income slowed down appreciably, as shown in

Table 6-2 and Appendix Table 5.

As a result, important changes occurred in the shares of the
different sources of total revenue. Between 1968 and 1971, direct
taxes on persons—including social security—and other transfers
increased their share from 35.5 to 39.9 per cent; indirect taxes
declined from 41.3 to 37.0 per cent. The slow growth of direct taxes
on corporations resulted in a reduction in the share of this type of
revenue from about 114 to 9.7 per cent. Finally, other public
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receipts increased their share from 11.9 to about 13.4 per cent.

Chart 6-3 portrays the growth of government revenue, by type.

TABLE 6-2—GOVERNMENT REVEXUE, (NET OF
INTERGOVERNMENTAL TRANSFERS), BY TYPE, 1968-71

(Calculated in current dollars)

1961-68 1968-69 1969-70 1970-71 1968-71

(Average annual percentage change)

Direct taxes on persons........ 18.3 22.0 14.6 12.7 15.7

Income taxes............... 17.5 26.0 18.0 15.1 18.7
Contributions to social insur-
ance and public pension

funds'................ ... 20.4 11.6 4.8 4.9 6.7
Other transfers from persons?... 14.3 36.7 28.0 3.4 19.9
Indirect taxes................ 10.6 10.9 5.6 8.4 7.9
Corporate taxes............... 7:6 12.9 —4.8 11.7 5.1
Taxes on nonresidents. ........ 10.5 12.0 15.0 353 10.1
Investment income. ........... 14.5 27.9 19.6 15.5 19.9
Total government revenue. . . .. 12.6 16.7 9.5 10.7 LY

'Includes succession duties.

2Various fees, hospital and medicare insurance premiums, automobile licences, and
others.

Source: Based on data from Statistics Canada.

By level of government, increases in revenue, net of intergovern-
mental transfers, were more uniform over the period 1968-71,
in sharp contrast to the period 1961-68, which had been charac-
terized by numerous changes in federal-provineial tax-sharing
arrangements. The growth rates for federal and provincial govern-
ments were 11.4 and 13.6 per cent, respectively. Municipal govern-
ment and hospital revenue grew somewhat less, but a large propor-
tion of their revenue (almost all revenue in the case of hospitals) is
derived from transfers, mostly from provincial governments, which
are not shown here’ Finally, governments have benefited in recent
years from rapidly increasing revenue from the Canada and
Quebec Pension Plans.

5 In 1971, as a proportion of total revenues, federal and provincial-municipal revenues (net
of intergovernmental transfers) stood at about their 1968 levels—i.e., 48.8 and 46.6 per cent,
respectively. During the 1960s, the federal share declined from 59.6 per cent in 1961 to
48.9 per cent in 1968, while provincial-municipal revenues rose from 39.9 to 46.6 per cent.
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CHART 6-3

GOVERNMENT REVENUE
(NET OF INTERGOVERNMENTAL TRANSFERS), BY TYPE
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Direct Government Revenues from Persons

In the period 1968-71, an increasing proportion of government
revenue was raised through personal income taxation. Personal
income tax receipts increased at an annual rate of 18.7 per cent—
about twice as fast as assessed income—as illustrated in Chart 6-4.
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CHART 6-4
GOVERNMENT REVENUE FROM PERSONS
(1961 =100)
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This pattern reflects the inherent progressivity of the tax. When
money income growth is maintained even though unemployment
1s rising, there is an upward movement in the income structure, so
that higher rates of taxation are levied across the board and a
thinner and thinner fraction of income is exempted from tax.
In addition, increases in rates have occurred in several provinces,
and new taxes, such as the social development tax and the
3.0 per cent surtax at the federal level, have been introduced.

In addition to income taxes, governments derive two other kinds
of direct revenue from persons: contributions to social funds and
public pension plans; and other transfers consisting of hospital
and medicare insurance premiums, automobile licences, and vari-
ous fees. Growth in receipts from both has accelerated sharply
when new programs have been introduced or the scope of existing
programs has been expanded. Contributions to social security grew
rapidly in the 1961-68 period, particularly following the implemen-
tation of the Canada and Quebec Pension Plans in 1966, but have
decelerated since. In the case of other transfers from persons, the
sharp acceleration is attributable to increases in hospital and
medical insurance premiums in certain provinces and to the intro-
duction of medicare programs in others during 1968, 1969, and
1970. A pictorial view of these two sources of government revenue
1s presented in Chart 6-4.

Duirect Taxes on Corporations

In contrast to personal income taxes, direct taxes on corporations
increased by only 5.1 per cent per year over the period 1968-71,
compared with 7.6 per cent in the 1961-68 period. However, as is
evident from Chart 6-5, corporate profits decelerated faster than
corporate taxes in the same period—the gap between the two lines
being reduced appreciably during the latter part of the decade.
This development reflects, first, the federal 3.0 per cent surtax on
the taxable income of corporations in 1968—later extended to
mid-1971—as well as increases in the rate of levy in some prov-
inces. Second, the ratio of taxable profits to total corporate profits
increased markedly because of two sets of stabilization measures
initiated prior to 1968. One was the accelerated depreciation pro-
gram in effect between 1963 and 1966 for manufacturing and
processing investment, which, while it lasted, had the effect of
depressing taxable income—and thus of depressing taxes in rela-
tion to profits—but when terminated had the opposite effect. The
second consisted of the reduction of capital cost allowances for a
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period of three years in certain classes of assets purchased between
1966 and 1967, which again had the effect of boosting taxable
profits up to 1970°

CHART 6-5
DIRECT TAXES ON CORPORATIONS
(1961 =100)
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Indirect Taxes

Indirect taxes—the other large source of government revenue—
also decelerated during the period 1968 to 1971, rising by
7.9 per cent compared with 10.6 per cent between 1961 and 1968. All
levels of government participated in this slowdown, which resulted
from different patterns of growth among the various types of tax
bases and taxes. These are shown in Appendix Table 6 and
illustrated in Chart 6-6.

The most important deceleration appears at the provincial level,
where growth in retail sales taxes—the single largest source of
provincial indirect tax revenue—declined to 11 per cent per year
between 1968 and 1971, from 21.1 per cent between 1961 and 1968.
This considerable slowdown is largely the result of greater stability
in the rates of taxation, provincial governments having made

¢ For a brief elaboration of this point, see C.D.P. Bernier, “Forecasting the Yield of the
Federal Taxes”, Canadian Taz Journal 16, no. 6 (November-December 1968).
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CHART 6-6

INDIRECT TAXES AND ESTIMATED ECONOMIC BASE
(1961 =100)
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liberal use of this policy lever during the early 1960s. At the
federal level, excise taxes have also grown at about half the rate
registered during the period 1961 to 1968, reflecting mainly the
slowdown in the growth of the base on which this tax is levied (see
Chart 6-6). The rapid growth of these taxes between 1961 and 1968
was the result of the gradual increase in taxation on building
materials, and machinery and equipment, at a time when invest-
ment in Canada was booming, in addition to the growth in sales of
a wide array of consumer goods.

Customs 1mport and excise duties, and the profits of provincial
liquor boards, on the other hand, accelerated modestly during the
late 1960s and early 1970s. The import duty pick-up occurred
despite a slight moderation in the rate of import growth and would
seem to reflect some flattening-out in the proportion of duty-free
imports to total imports. This proportion, which had increased
sharply from 46.0 to 59.3 per cent between 1961 and 1968, declined
to 57.6 per cent in 1970, the latest year for which such data are
available. As for excise duties and the profits of provincial liquor
boards, the acceleration noted corresponds to increased consump-
tion of alcohol and tobacco, reflecting the general growth in
income and the size of the adult population.

Real property taxes grew at a fairly regular rate over the two
periods considered here, as can be inferred from Chart 6-6. The
rates amount to 9.5 and 9.2 per cent, respectively, for the periods
1961-68 and 1968-71, reflecting higher mill rates as well as higher
assessments. o attempt is made here to examine the behaviour of
property taxes in more detail, because mill rates and assessment
practices, as well as types and levels of municipal services
provided, vary widely from one local administration to another.

Other Government Receipts

Other government receipts consist of the withholding tax on
investment income pald by nonresidents and government nontax
receipts. Over the period 1968-71, revenue from the withholding
tax increased by an average of 10.1 per cent per annum—a slight
moderation from the rates experienced earlier (Appendix Table 5).
Government investment income, on the other hand, expanded
much more rapidly between 1968 and 1971—by an average
of 199 per cent against 14.5 per cent between 1961 and 1968—
following the sharp upward trend in interest rates over the period
1968 to 1970. Also of considerable importance over that period was
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the investment income of the Quebec and Canada Pension Plans—
which, since their inception, have contributed to rapidly increasing
amounts of revenue—and the remittances from government
business enterprises, which more than doubled over that period.

The Public Sector in 1972

In sharp contrast with previous years, the government sector
moved into a much more expansionist position in 1972. The
emphasis on transfer payments to persons has been accentuated
further, especially at the federal level, through an important
revision of the Unemployment Insurance Act, which substantially
increased benefit rates and introduced more liberal conditions of
elegibility for benefits, and through the introduction of various
community programs. Coupled with increased transfers, there have
been important reductions in personal income tax rates, which,
although mostly initiated during the latter half of 1971, had their
major impact in 1972. As a result, the government fiscal position
swung from that of surplus to deficit for the first time in almost a
decade. Table 6-3 and Appendix Tables 7 and 8 show the percent-
age change in the broad aggregates of public receipts and
expenditures for the year 1972,

TABLE 6-3—GOVERNMENT EXPENDITURE AND REVENUE CHANGES
(NET OF INTERGOVERNMENTAL TRANSFERS), 1971-72

(Calculated in current dollars)

Government Expenditure Government Revenue

(Year-over-year percentage change)
Expenditures on goods and

SEIVICES. . ... ..o 10.3 Direct taxes on persons. .. .... 11.8
Current expenditures. . . .. 11.1 Other transfers from persons... —6.2
Gross capital formation... 6.8 Indirect taxes................ 11.4

Transfer payments. .......... 17.6 Direct taxes on corporations... 10.6
To persons. ............. 19.3 Taxes on nonresidents. . . ... .. 3.6
To others............... 14.5 Government investment income 11.8
Total Government Expenditure 13.0 Total Government Revenue. .. 10.9

Sourcke: Based on data from Statistics Canada.

The accounts indicate that total government spending in 1972,
net of intergovernmental transfers, rose by 13.0 per cent—a rate in
line with the average rate of the previous three years. The major
increases again took place in transfer payments to persons and
other transfers, which rose respectively by 19.3 and 14.5 per cent in
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1972. The strong advance in transfer payments to persons is
attributable, in turn, to a 31 per cent rise in federal transfers.
Among these, paid unemployment insurance benefits more than
doubled in 1972, under the effects of the new unemployment
insurance legislation and the continuing high levels of unemploy-
ment. Higher old age pension rates and the introduction of the
Local Initiatives Program also contributed to the increase in feder-
al transfers. Within other transfers, interest on the public debt, and
subsidies, registered the most noticeable gains. In 1972, current
expenditures grew by 11.1 per cent, due mainly to higher wage and
salary payments, including substantial retroactive amounts at the
provincial and municipal levels. Government capital outlays con-
tinued to increase the least among public expenditures, registering,
in 1972, a rate even lower than that for the 1968-71 period.

Growth in government revenue slowed slightly in 1972, down to
10.9 per cent from the 11.7 per cent average of the 1968-71 period.
This slowdown was due largely to direct taxes on persons, reflect-
ing a deceleration in the rate of personal income tax growth. This,
in turn, reflected the repeal of the 3.0 per cent surtax in the
June 1971 Federal Budget and the 3.0 per cent personal income tax
cut in the October 1971 program, as well as other tax cuts at the
provincial level. Other transfers from persons, which had increased
rapidly in the preceding few years, declined by 6.2 per cent 1n 1972,
due to the elimination of hospital and medicare premiums for the
aged 1n Ontario. Direct taxes on corporations and indirect taxes,
on the other hand, rose markedly—the former reflecting the siz-
able gain in corporate profits; the latter, the upsurge in consumer
spending, as well as some increased rates of taxation on alcohol,
tobacco, and gasoline at the provincial level. The pick-up in
indirect taxes took place at the federal and provincial levels; real
property taxes, the most important source of indirect taxation at
the local level, rose only modestly in 1972.

With total expenditures rising more rapidly than revenues, the
government sector swung from a surplus of $100 million in 1971 to
a deficit of $634 million in 1972, on a National Accounts basis and
including the Canada and Quebec Penston Plans. Most of this
expansionary stance was beneficial to the personal sector because
of the strong acceleration in transfer payments to persons and the
slower income tax growth. We return to the effects of government
operations on the personal sector in the next section of this
chapter.
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Net Budget Position

This brief review of government operations during the period
1968 to 1972 naturally leads to the conclusion that the enlargement
of the role of the public sector in economic activity has been, to an
important extent, attributable to acceleration in transfer payments
to persons, on the expenditure side, and to more rapid growth in
personal income tax receipts, on the revenue side.

To the extent that, on a net basis, transfer payments have been
made to persons other than those taxed, government intervention
has altered the distribution of income within the Canadian econo-
my. Chart 6-7 provides a broad indication of the amounts involved
in income redistribution in recent years. It shows that transfer
payments to persons as a proportion of personal disposable income
rose from 11.7 per cent in 1968 to 14.9 per cent in 1972 and that this
increase was accompanied by a rise in the relative importance of
the tax burden, as reflected by the decline in the ratio of personal
disposable income to personal income—from 84.1 to 81.0 between
the same two years.

In fact, government operations from 1968 to 1970 had the effect
of increasing taxes far more rapidly than transfers (Chart 6-7).

CHART 6-7

EFFECTS OF GOVERNMENT OPERATIONS ON
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CHART 6-8

GOVERNMENT FISCAL POSITION
IN DIRECT OPERATIONS

AFFECTING THE PERSONAL SECTOR

2000 —
b (Billions of dollars) GOVERNMENT REVENUE
Rotio Seale FROM PERSONAL 5/
SECTOR(INCLUDING ;
|00 CANADAAND 7
CI= QUEBEC Y
30— PENS|0NPLAN/
= CONTRIBU-
60— TIGNS)
| /
V7,
40—
GOVERNMENT REVENUE
FROMPERSONAL
20— SECTOIR_‘,/
7
GOVERNMENT PAYMENTS
TO PERSONAL SECTOR?
8=
wiEN |
.slllllllllllllllLJlllLJ
3,000 ——
- {Millions of dollars) INCLUDING CANADA /\\
ANO QUEBEC /[ \
2,000 — PENSION PLAN /
CONTRIBUTIONS,
GOVERNMENT SURPLUS /J
1.000F - OR DEFICIT =
i WITH THE
| PERSONAL SECTOR
2,
0 >
500 —
G s ol o ol wymnag o a o il aong
47 1950 1955 1960 1965 1970 72

Uincludes direct taxes and other transfers from persons to government but excludes
Canada and Quebec Pension Plan contributions.

2|ncludes transfer payments to persons, transfers from provinces to hospitals, and
current expenditures on goods and services related to medicare.

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

119




Shaping the Expansion

Thus governments developed a large surplus in their direct opera-
tions affecting the personal sector, and this constituted the essence
of the policy of vigorous fiscal restraint applied during most of
that period. By contrast, in 1971 and 1972, growth in personal
disposable income turned up strongly, partly as a result of a shift
in the position of the government vis-a-vis the personal sector.

The fiscal position of government with respect to direct opera-
tions affecting the personal sector is given in Chart 6-8. Govern-
ment direct payments to the personal sector include, in addition to
transfer payments to persons, grants from provinces to hospitals’
and current expenditures on goods and services estimated to be
incurred by provinces due to the implementation of medicare
programs. Government revenues originating in the personal sector
include personal income tax receipts, other transfers received from
persons, and contributions to social security. Government receipts
are shown both inclusive and exclusive of contributions to public
pension funds. Chart 6-8 shows that, after an extended period of
deficits between the years 1958 and 1963, the government fiscal
position vis-a-vis the personal sector swung into surplus. Starting
in 1964 and continuing up to 1968, a modestly rising surplus,
averaging about $300 million per year (excluding pension fund
receipts), developed in favour of the public sector. Between 1969
and 1971, this surplus grew to an average of over $1.3 billion. By
1972, reflecting the 1mpact of stimulative policies, it had fallen
back to $330 million. When pension plan contributions are counted
with public sector revenue, the average surplus over the period
1969 to 1971 increases to $2.4 billion, against $800 million during
the 1964-t0-1968 period, and remains substantially high in 1972, at
about $1.5 billion.

The evolution of the government sector budget position, on
a National Accounts basis® may be seen in Chart 6-9.

" Classified as transfer payments prior to 1961 but removed from this category with the
reclassification of hospitals to the public sector in 1961.

& In addition to the items discussed vis-a-vis the personal sector, the overall fiscal position
of government includes current expenditures on goods and services, fixed investment outlays,
other transfer payments, and the change in the value of inventories, on the expenditure side;
and indirect taxes. direct taxes on corporations, taxes on nonresidents' income, and government
mvestment income, on the revenue side. The level of surplus or deficit in direct transactions
with the personal sector (as defined here) is less important than the changes observed from one
year to another,

120




CHART 6-9
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Fiscal policy between 1968 and 1971 was characterized by a sequence
of vigorous restraints in 1968 and 1969 and the maintenance of
a relatively tight setting up to mid-1971° The fiscal position
of all levels of government, including the Canada and Quebec

® Three budget concepts are currently used to assess the government fiscal position: the
administrative budget, the statement of government cash transactions, and the National
Accounts presentation of the budget. The latter accounting base has been selected for the
purpose of this chapter since it allows government operations to be tied in with other sectors of
the economy—e.g., the personal sector—and it permits a comparable analysis of the accounts of
the federal, provincial, and municipal levels of government. The following table illustrates the
federal government position on the two most comprehensive accounting bases—the Govern-
ment of Canada financial requirements excluding foreign exchange transactions and the
National Accounts surplus or deficit position of the federal government excluding the Canada
and Quebec Pension Plan transactions. The table shows a difference in level between the cash
and the National Accounts balances. However, the stance of fiscal policy, as indicated by the
year-to-year change in the surplus or deficit position, appears to be roughly the same under
both accounting systems for the period under study.

ALTERNATIVE PRESENTATION OF THE FEDERAL
BUDGET POSITION

Year-to-Year Change in the

Actual Surplus or Deficit Actual Surplus or Deficit
Position Position
National National
Fiscal Accounts Total Financial Accounts Total Financial
Year Presentation Requirements® Presentation  Requirements*

(Millions of current dollars)

—404 —958
—187 —314 217 644
396 24 583 338
593 49 197 25
236 —708 —357 —757
—147 —1,420 — 383 712
5 —895 222 525
969 185 894 1,080
—52 —1,182 —1,021 —1,367
—194 -1, 547 —142 —365
—474 n.a. —280 n.a.

*Excluding foreign exchange transactions.

n.a.—not available.

Source: Based on data from Statistics Canada, and Department of Finance, Economic
Review, April 1973, p. 72.

For a brief elaboration of the three budget concepts, see Economic Council of Canada,
Performance and Potential: Mid-1950s to Mid-1970s (Ottawa: Information Canada, 1970),
pp. 46-48; and Canadian Tax Foundation, The National Finances, 1972-73, Toronto, 1972,
pp. 32-36 and pp. 238-42.
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Pension Plan operations, moved from a surplus of $148 million 1n
1967 to a surplus of $502 million in 1968, reached a peak of
81,915 million in 1969, and then declined to $811 million and
$100 million in 1970 and 1971 respectively. This has been followed
by a strong expansionary stance from mid-1971 onward, generating
a deficit of about $630 million in 1972.

Both the federal and provincial governments participated in this
policy of restraint and subsequent expansion, although to varying
degrees, while municipal governments and hospitals combined,
which were largely financed through intergovernmental transfers,
registered increasing deficits. At the federal level, fiscal policy
moved towards restraint late in 1967 and maintained a highly
restrictive posture till the end of 1970. The degree of fiscal
restraint was subsequently reduced during the first half of 1971
and has been substantially eased since.” Fiscal policy followed a
similar pattern at the provincial level. After maintaining a rather
neutral posture between 1962 and 1967, provincial governments
swung into a growing surplus position in 1969. They shifted
towards less restraint in 1970 and by 1972 had come back to an
easier stance (see Chart 6-9).

Concluding Comments

In the introduction to this chapter, we drew attention to the
greatly expanded role of the state in economic activity. Apart
from the increase that has taken place in the share of the govern-
ment sector in national output, we have seen that profound
changes have also taken place within the public sector. Taxes on
the private sector have been rising strongly, accompanied by a
redistribution of income. The share of each level of government in
total expenditures has also continued to change in recent years,
with expenditures becoming increasingly diffuse as a result of the
increased proportion accounted for by provincial and local
administrations. All of these changes have implications for the
future of the economy, particularly in relation to economic
stabilization, income redistribution, and the maintenance of
growth. It therefore appears to have become increasingly impor-
tant that programs and policies be harmonized within the govern-
ment sector itself and that these, in turn, be integrated with
decision-making in the private sector, to better ensure the
attainment of long-term national economic objectives.

10 Federal fiscal policy is discussed in somewhat more detail earlier in this Review (see
Chapter 4.
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Another area of concern is the large swings that have taken place
in fiscal policy in recent years and the shifts that have occurred in
the balance of direct transactions between the government and the
personal sector. The extended period of restraint between 1968 and
part of 1971 appeared at a time when economic activity in Canada
had slowed down and a gap had emerged between potential supply
and actual demand, accompanied by a rising rate of unemploy-
ment. At the same time, the rate of price inflation, although high,
was significantly lower than that experienced by our major trading
partners. If taxes on the personal sector had not risen as much
after 1968, the overall government fiscal posture would have shift-
ed away from one of large surplus. The increase in the fiscal
burden of the personal sector may have been conducive to the
intensification of cost-inflation pressures 1n the economy despite
the anti-inflationary purpose of the restraints. The hypothesis has
previously been suggested by the Council that workers, in order to
maintain their real after-tax income, tend to attempt to compen-
sate for tax increases as well as for price increases by making
higher wage demands." This hypothesis seems the more plausible
in relation to the period considered here, because the gap was
growing between the amounts levied on and received by the
personal sector; because the increased transfer payments involved
elements of redistribution that benefited only certain groups of
taxpayers; and because the increased fiscal burden has been borne
by a decreasing proportion of the working-age population.

In its Ninth Revew, the Economic Council proposed orienting
demand-management policies towards the achievement of a set of
interim performance targets that implied bringing the economy
steadily back towards 1ts potential level of operation. The pro-
posed indicators were compatible with some flexibility in stabiliza-
tion policy, although they precluded large fluctuations. However,
as economic objectives can be achieved in various ways, particular-
ly by increasing or lessening the importance of the government
role, it 1s important to agree on general orientation. It 1s therefore
desirable that not only the government sector in toto, but each
government separately, should share in working out and harmoniz-
ing economic policies. We have dealt with this matter in our
recommendations.

" See Economic Council of Canada, Ninth Annual Review: The Years to 19580 (Ottawa:
Information Canada, 1972), pp. 100-102; and idem, Performance and Potential. op. cit., pp. 29-30.
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N THIS chapter, which deals with changes in industrial struc-

ture and productivity, the focus is on recent industrial growth

compared with past performance and with prospects for the
immediate future. First, output, employment, and productivity
measures are presented, and trend growth rates since 1948 and over
the recent 1968-72 period are compared. This comparison is provid-
ed for the 11 major industrial sectors included in aggregate Real
Domestic Product. Next, year-to-year changes for each sector in
the 1968-72 period are compared with the changes projected for
1972-76 in the CANDIDE model solution reported in Chapter 4 of
the Council’'s Ninth Review. Chart 7-1 provides a visual summary
of historical and recent experience and the projections to 1976.
Finally, additional detail is given concerning real output changes
by industry, particularly industries within the manufacturing
sector. The object of all these comparisons is to illustrate the
industrial dimensions of past growth and to facilitate appraisal of
the 1972-76 projections.

Recent and Longer-Term Performance

Overall, 1968 to 1972 has been a period of slow growth, centred as
it Is on the recession year 1970. Real output dropped from a
historical trend rate of about 5 per cent a year to about 4 per cent.
Perhaps surprisingly, the contraction was reflected solely in prod-
uctivity; the long-term rate of growth in employment was main-
tained. Individual sectors, of course, had diverse experiences.
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CHART 71

INDEXES OF QUTPUT, EMPLOYMENT, AND
OUTPUT PER PERSON EMPLOYED, BY SECTOR, 1948-76
(1961=100)
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CHART 7-1 {cont'd.}
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*Employment growth in the past few years has been running somewhat
below expectations, implying a higher rate of increase in output per man than
expected. The actual numbers involved are quite small, and the relationship
between changes in output and employment over short time periods is rather
tenuous.
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CHART 7-1 {cont'd.)
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CHART 7-1 (concl'd.)
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**Includes Housing.

Source: Based on data from Statistics Canada and estimates by the Economic
Council of Canada.
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The Industrial Structure

Table 7-1 shows the average growth rates for the 1948-70 and
1968-72 periods, ranking the 11 sectors according to their long-term
rates of growth of output in the 1948-t0-1970 period. Utilities and
mining headed the list as output leaders in both the historical and
recent periods, although their employment and productivity
characteristics differed significantly. For utilities, although output
growth rates were maintained throughout 1968-72, high historical
employment growth gave way to a leveling-off of employment, so
that productivity (output per person employed) increased marked-
Iy, reaching a rate of 85 per cent a year over the period.
In contrast, mining experienced a high output growth rate in
1968-72—7.2 per cent a year versus a historical 6.5 per cent—but
this was realized mainly through more raptd employment growth.
while the rate of productivity growth showed little change av
5 per cent per year.

The more cyclically sensitive manufacturing industries, which
placed third in the output-growth-rate ranking in the historical
period, slid to sixth place in the 1968-72 period. Declining output
in 1970 and a weak recovery in 1971 combined to drop the output
rate to 3.7 per cent, in contrast with a historical rate of 5.4 per cent.
This weaker output growth particularly hit employment, the
increase 1n which declined from 2.0 per cent a year to 1.0 per cent.

The next three sectors roughly maintained their respective rank-
ings in the 1968-72 period, after allowing for the drop in the
position of manufacturing. Services are usually characterized by
high employment and low productivity growth rates. However, the
transportation, storage, and communication industry had an
exceptionally high trend growth rate of 3.6 per cent a year in
productivity compared with a growth rate of 1.6 per cent a year in
employment. The community, business, and personal service, and
the wholesale and retail trade industries were more typical in that
the trend growth rate for output was generated by high employ-
ment growth rates—6.2 and 2.9 per cent, respectively. The latter
two industries also had in common somewhat weaker output
growth in the 1968-72 period, reflected in a slowing of employment
growth rather than productivity growth. Actually, community,
business, and personal services experienced declining productivity
rates in both periods. However, it should be emphasized again that
there are difficult problems in defining and measuring output in
such areas as health and education; thus output and productivity
in this industry may be underestimated. Further, the CANDIDE
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employment measures are taken from the Labour Force Survey,
which provides the only global employment measures for the
Canadian economy, and these are hardly the most accurate series
for sector employment statistics. Ideally, too, one would wish to
obtain employment and output data from the same source, but it
is not possible.

There are few similarities in behaviour among the remaining
sectors in Table 7-1, although, with the exception of public
administration and agriculture, all experienced significant slow-
downs in output growth in the 1968-72 period compared with their
trend values over the 1948-70 period. Growth 1n agricultural output
in the more recent period was markedly higher. The continuing
improvement 1in agricultural productivity and the associated
decline in employment are particularly worthy of note. In both the
construction and the finance, insurance, and real estate sectors, the
cutback in output growth resulted in a sharper contraction in
productivity growth than in employment growth, as it did in the
economy as a whole.

Past Performance and Projections

In Table 7-2, our projections for 1972-76 are compared with the
long-term growth rates and the recent annual changes of output,
employment, and productivity. The projections are from the simu-
lation of the CANDIDE model reported in Chapter 4 of the
Council’s Ninth Review. The input-output system in the model
enabled us to estimate the volume of output in each industry that
would be consistent with the consumer, government, investment,
export, and other demands on the economy that have been project-
ed for the 1970s. Obviously, detailed industry projections such as
these are subject to a considerably wider margin of error than are
the aggregate figures—and, of course, they are dependent on the
special set of assumptions underlying this particular simulation.
Further, some of the CANDIDE model labour demand equations
used in the Ninth Review simulations yield rates of productivity
mncrease that are somewhat high by historical standards. Thus both
the industry productivity and employment figures are judged to
be of a lower order of accuracy than the industry output estimates.
Nevertheless, estimates for individual sectors are consistent within
themselves and with the final demand projections, both domestic
and foreign, reported in the Ninth Review.
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Our justification for releasing these admittedly tentative esti-
mates 1s twofold. First, the Council is well aware that many
decision-makers in the private sector of the economy find it dif-
ficult to relate their activities directly to the behaviour of national
economic aggregates, although they can relate them to the behavi-
our of their own industries. Second, while the Council recognizes
the severe limitations inherent in using a national econometric
model to project sector trends, because much of the information
relevant to an industry’s future is available only from industry
sources and at the industry level, it also believes that industry
projections undertaken without reference to national aggregate
developments are likely to be deficient. Clearly, realistic appraisal
of future developments calls for both industry-specific and
economywide information. In presenting these estimates by sector,
as uncertain as they are, the Council is attempting to initiate a
necessary dialogue with the industry experts who are directly
concerned with making such appraisals. The proposed National
Economic Conference, sponsored by the Council and planned for
December of this year, is oriented towards discussion of industry
problems and prospects, and will, it is hoped, carry this dialogue
forward.

In Table 7-2, then, the employment figures are rough and
subject to substantial margins of error, particularly where the
absolute numbers involved are quite small, as in utilities and
mining. It will be apparent from the table that the slowdown in
output in the 1970 recession was particularly marked in manufac-
turing, construction, and trade. The overall effect was a slowdown
in total Real Domestic Product to a 24 per cent growth rate in
1970 from over 5 per cent in the preceding two years. The pick-up
since 1970 has been disappointing, with 1972 achieving only a
44 per cent growth rate—down somewhat from the 4.8 per cent
rate of 1971. The fall-off in aggregate growth in 1970 occurred in
both employment and productivity, with each dropping to about
half 1ts long-term trend rate; since then, employment growth has
surpassed trend rates, while productivity growth has been lagging
significantly. The projected improvement in growth rates as sug-
gested by the Ninth Review simulation for the period 1972 to 1976
1s substantial. Total real output growth at a rate of 5.8 per cent a
year 1s almost one full percentage point above the trend rate—in
other words, a boom. Productivity is projected to hold at about the
trend rate, with the pick-up being reflected in faster employment
growth.
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The effect of the 1970 recession in manufacturing was an actual
contraction in output and employment and a drop in the produc-
tivity rate to about half its trend rate of growth. By 1972, manu-
facturing output had surpassed the trend rate, but it fell short of
the rates achieved in 1968 and 1969. Productivity growth in 1972
was relatively weak considering the strength expected in the early
stages of a recovery. However, for the period 1972 to 1976,
increased productivity 1is seen as the main impetus to accelerated
growth. An output growth rate of about 6 per cent—somewhat
above the longer-term trend rate—is expected to be achieved by a
productivity growth rate of about 4 per cent,' leaving employment
to grow at about the long-term trend rate. This higher, growth in
manufacturing is compatible with the above-trend rate of growth
projected for total real Gross National Product from 1972 to 1976.

Other cyclically sensitive industries are construction, and whole-
sale and retail trade. Construction declined sharply in output and
employment in 1970. In wholesale and retail trade, productivity
growth apparently fell significantly more than employment
growth. Both the construction and trade industries recovered in
1971 and 1972, with trade showing exceptional advances in real
output in both years and a strong overall advance in productivity.
In the projection period, sharp advances are envisaged for both
output and employment in construction, as a result of a projected
upsurge in nonresidential construction, while more modest
advances are expected in wholesale and retail trade.

Other important industries, in terms of weight and contribution
to the overall advance in real output to 1976, are community,
business, and personal services; finance, insurance, and real
estate; and transportation, storage, and communications. With the
exception of the latter, these service industries have experienced,
in the past, high output growth in conjunction with high employ-
ment growth, but with negligible productivity growth. For the
projection period, however, productivity 1s estimated to take the
lead, and employment growth is relatively unchanged from previ-
ous trends. In the case of transportation, storage, and communica-
tions, traditionally high productivity growth rates are projected to
ease somewhat 1n the projection period, with employment
accelerating in line with the higher rate of output growth.

! The high productivity rate of 5.5 per cent for 1972 to 1976 in Table 7-2, projected by the
CANDIDE model, is suspect. A rate of 4.5 per cent is suggested as more reasonable in the light
of historical experience (see Chapter 3). The labour demand functions within the CANDIDE
model are currently being reassessed.
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The projected growth rates in Table 7-2 show some interesting
divergences from those in Table 7-1, although they are not
implausible in relation to projections featuring above-average
aggregate growth, high investment, and a return to potential.
Construction takes over first place from utilities, moving up from
seventh place. A growth rate of 7.8 per cent is projected, compared
with a trend rate of some 5 per cent, reflecting the high projected
growth rate of nonresidential construction to 1976. The increased
output 1s projected to result mainly from increased employment
growth. The same situation prevails for mining, which maintains
its second place because of expected continuing strong domestic
and foreign demand. The growth rate increment from the trend
rate of 6.5 per cent to the projected 7.1 per cent is estimated to be
achieved through a pick-up in employment growth, to a rate of 2.8
per cent compared with a historical 14 per cent. Industries are
ranked much the same as over the long-term 1948-70 period, except
that the utilities sector is now followed by community, business,
and personal services. This industry, which has the highest
employment content of the major groups and has been a leader in
employment growth, is projected to increase output from a trend
growth rate of 5.2 per cent to 6.6 per cent in the projection period.
The increment to output is projected to come from an improve-
ment in productivity, as the high 6.2 per cent employment growth
will remain unchanged. Manufacturing now follows the com-
munity, business, and personal service sector, where, as already
mentioned, output is projected to increase significantly until 1976.

More Detailed Projections

Finer industrial detail within mining; manufacturing; and com-
munity, business, and personal services is presented in Table 7-3,
permitting important areas with divergent growth trends to be
distinguished. Within mining, for instance, the growth rate of gas
and petroleum—at some 10 per cent per year in the 1948-70
period—is twice that of all other mining. This high rate was
maintained over the 1968-t0-1972 period, whereas other mining
showed considerable variation. Production in 1969-70 was affected
by strikes. In the projection period to 1976, the higher-than-trend
output rate projected for total mining is attributable to increased
“other mining”’ output, as the rate for gas and petroleum output is
estimated to vary somewhat from the trend rate.
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Only a selection of manufacturing industries is presented in
Table 7-3, although, in aggregate, these represent about 70 per cent
of the weight of total manufacturing. Sizable variations in long-
term growth rates, varying from 3.1 per cent a year for pulp and
paper mills to 9.5 per cent for motor vehicles and parts, are
apparent within this industry selection. Apart from the food and
beverage sector, all industries listed experienced either contrac-
tions or reduced growth rates in one or both of the years 1970 and
1971. Declines in output were recorded in 1970 by textiles, knitting,
and clothing; motor vehicles and parts; and electrical products.
However, with the exception of electrical products, they have since
recovered. Pulp and paper showed considerable weakness in 1970
and 1971, when U.S. demand weakened and the effects of the
Canadian exchange rate appreciation exerted a depressing effect
on this export-oriented industry. For metals, machinery, and
chemicals, the rebound in 1972 fell short of a genuine recovery
from the slack-growth years of 1970 and 1971.

In comparing past and projected medium-term growth of the
selected manufacturing industries presented in Table 7-3, it will be
noted that electrical products, one of the leaders in output growth
historically, is projected to increase output from 7.4 per cent a year
to 8.9 per cent. Some falling-off in growth rates is projected for
such industries as motor vehicles and parts, and chemicals, both of
which previously experienced high output growth. Of the remain-
ing industries mentioned, all are estimated to roughly maintain
trend rates, with the exception of pulp and paper, which is project-
ed to improve its output rate to about 5 per cent a year from about
3 per cent.

Education and health—two important categories within the
community, business and personal service industry—conform to
the pattern of growth apparent at the total level, where a general
weakening set in during 1970 and continued into 1971 and 1972.
Similarly, in the education and health services categories, growth
rates declined sharply in 1970, with the weakening continuing into
1972. Rates below 2 per cent a year in 1972 contrast with trend
rates of 8.0 and 5.5 per cent a year for education and related
services, and health and welfare services, respectively. For the
aggregate industry, however, the projection for 1972 to 1976 is a
growth rate of 6.6 per cent, significantly above the trend rate of
5.2 per cent.
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In conclusion, we reiterate that the projections presented in this
chapter depend upon the particular set of assumptions underlying
the Chapter 4 simulation in the Ninth Review, and upon the
structure of the economy portrayed by the equations of CAN-
DIDE Model 1.0 used in that simulation. The projections contain
some surprises and raise some questions not answered in this
chapter. The reconciliation of these projections with industry-
specific analyses and forecasts will be an interesting and useful
task. The National Economic Conference will provide the forum
for initial steps in this reconciliation.
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HE UNEMPLOYMENT rate is perhaps the most quoted

indicator of the state of the economy. It is variously

interpreted to reflect the cyclical phase of the economy,
the degree of utilization of potential, the tightness of the labour
market, and the extent of social “hardship”.

Those who use this convenient yardstick—economists, business-
men, politicians, and others—are beginning to recognize that 1t 1s
merely the net outcome of a complex array of underlying forces
and interrelationships. For example, behind the overall rate lie
considerable differences in unemployment, by region, by industry
and occupation, and by age and sex group. These variations are
themselves the result of changes in such factors as the working-age
population, participation rates, and labour demand, which in turu
reflect many social influences that affect labour force participa-
tion, job turnover, and job search behaviour. It is hardly surpris-
ing, then, that the aggregate unemployment rate may constitute a
less than adequate indicator for some of the purposes to which it is
put.

To gain a better understanding of the many factors affecting
unemployment, the Economic Council has initiated a study that
will explore their relationships in detail.! This chapter, in its
presentation of preliminary statistics, emphasizes the need for such
a study to enable the aggregate unemployment rate to be
interpreted 1n the light of its underlying structure.

! The results of our work in this area will be published in 1974.

143



Shaping the Expansion

While the experience of the recent past is frequently useful to
help formulate short-term projections, the perspective of a longer-
run historical pattern is necessary to identify structural changes.
Accordingly, the time span of the following examination some-
times goes back as far as 1953, although more generally the focus is
upon the 1960s and the 1970s up to the end of 1972. In the first
section, data concerning the major labour market variables—popu-
lation, participation rates, labour force, employment, and unem-
ployment—are examined for various segments of the labour
market at the national level. The following three sections present
breakdowns by region, by age and sex, and by industry and
occupation. These are followed by a discussion of the duration of
unemployment, and the last section provides a summary and our
conclusions.

Major Components of Labour Supply
at the Aggregate Level

A number of broad trends are readily discernible in the compo-
nents of labour supply for the period 1953-72, as can be seen in
Appendix Table 9. First, the historical significance of immigration
for the Canadian economy is clearly evident in this period. A large
proportion of the annual increase in the labour force—typically
about one-third—has been accounted for by immigrants.

Second, the role of the female worker in the labour market is of
increasing quantitative significance: participation rate, labour
force, employment, and unemployment figures for women have
followed a continuous upward path almost without exception.

Third, a rapid and uninterrupted increase in female participa-
tion rates has more than offset the continual decline, at a more
modest rate, of male participation. The net effect, combined with
increases in the working-age population, has produced one of the
most rapidly expanding labour forces of any industrialized coun-
try. These two components of labour force growth—changes in the
participation rate and increases in population—are portrayed in
Chart 8-1. The effect on the growth of the labour force of changes
in the participation rate 1s seen to be rather volatile; indeed, in
1954, 1958, and 1959—and again in 1961, 1962, and 1963—when the
Canadian economy was cyclically depressed, the net effect was
negative. By contrast, in 1966, 1971, and 1972, the participation
rate exercised a substantial positive effect upon labour ferce
growth.
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CHART 8-1
GROWTH OF THE CANADIAN LABOUR FORCE, 1954-72
(Thousands of persons)
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Source: Estimates based on data from Statistics Canada.

Fourth, unlike the situation in other industrial countries, includ-
ing the United States, rates of unemployment for women have
remained consistently below those for men. This fact is depicted
graphically in Chart 8-2, which indicates a considerable narrowing
of the gap between the male and female rates during the 1960s.

Two further aspects of the total labour market statistics deserve
comment. First, Canadian unemployment rates are high by inter-
national standards; for the latter half of the 1960s they exceeded
those of West Germany, Japan, Sweden, France, Italy, Britain,
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and the United States’ Second, part-time work has greatly
increased In importance in Canada. In 1972, about 12.5 per cent of
employment was part-time, as opposed to less than 4 per cent in
1953. Moreover, close to 6 per cent of the unemployed in recent
yvears have been persons seeking part-time work. The quantitative
significance of this phenomenon is apparent from the fact that
exclusion of persons seeking part-time work from the calculation of
the unemployment rate reduces the rate by 0.3 percentage points
in each year from 1968 to 1972 (Table 8-1).

CHART 8-2
UNEMPLOYMENT RATES IN CANADA, 1953-72

53 1955 1960 1965 1970 72

Source: Based on data from Statistics Canada.

2 N. Tandan, “A Comparison of Unemployment in Selected Industrial Countries’’, Notes on
Labour Statistics, 1972, Statistics Canada, Cat. No. 72-207, annual, pp. 55-64.
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TABLE 8-1—THE UNEMPLOYMENT RATE, EXCLUDING PERSONS
SEEKING PART-TIME WORK, CANADA, 1968-72

Unemployment

Rate,
lixcluding
Unemploved Per=ons
Seeking Total Seeking
Total Part-Time  ['nemplovment  Part-Time
Unemployed Work Rate Work
(Thousands) (Per cent)
1968. ... ..... 382 23 1.8 +.5
1969............ 382 23 4.7 1.4
1970......... ... 495 30 5.9 5.6
1971............ 552 29 6.4 6.1
1972............ 562 34 6.3 6.0

Source: Based on data from Statistics Canada.

Labour Market Patterns at the Regional Level

The national data described in the preceding section obviously
mask considerable regional differences in unemployment.
Appendix Table 10 shows that, while Ontario and the Prairies
have experienced unemployment rates consistently lower than the
national average, Quebec, British Columbia, and the Atlantic
Provinces typically have rates higher than the average. The rate
for each region is, of course, a function of the complex underlying
patterns of change in participation rates, labour force, and the
process of job creation’ These structural features are presented in
Appendix Tables 11, 12, and 13, respectively.

The Atlantic Region, which has been characterized by the high-
est rate of unemployment in recent years, has a comparatively low
participation rate (10 to 15 percentage points lower than in the
other regions of Canada) and the slowest rate of labour force

3The basic labour market relationships may be seen from the following simple identities:
(WP=L+ N, (2 L=E+ U=rP.and(3) u= U/L. where P is the working-age population;
L is labour force; N stands for not in the labour force; E and U are employment and
unemployment, respectively; ris the participation rate; and u is the nnemployment rate. From
2 d (3) we may write rP — E
@ amd ©) Y 4) v = P ,oru=1— E/rP,

:

which clearly shows that the unemployment rate depends upon what iz happening to the size of
the working-age population, the participation rate. and the process of job creation, for the
particular age-sex group. region, or industry under consideration.
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growth. By contrast, Ontario’s participation rate has been higher
than average and the rate of umemployment lower than average.

The rate of job creation also differs among the regions. British
Columbia and the Atlantic Region, for example, both have above-
average unemployment rates, but British Columbia’s average
annual percentage increase in employment far outstripped the
corresponding growth in the Atlantic Provinces during the 1960s
(Chart 8-3).
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CHART 8-3

PERCENTAGE INCREASE IN EMPLOYMENT
BY REGION, 1960-72
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It is clear, then, that the regional pattern is far more complex
than a simple division into regions of high and low unemployment
would suggest. Ontario, with above-average participation, labour
force growth, and job creation, and below-average unemployment,
clearly leads the other regions. The intermediate ranks are held by
the Prairies, British Columbia, and Quebec. The Prairie Region
has experienced unemployment rates even lower than those of
Ontario, but its job creation record is surpassed by all regions.
British Columbia’s rate of employment creation has exceeded that
of all other regions, but its very rapid labour force growth has
nevertheless resulted in above-average rates of unemployment.
Quebec’s net position 1s also a mixture of different forces;
although it has the second highest unemployment rate, its record
of job creation has been superior to that of the Prairie and Atlantic
Regions. Its labour force has grown faster than in either of these
two regions, however—possibly due in part to a lower rate of
out-migration. Finally, the Atlantic Region, with its high unem-
ployment rate, low participation rate, slow labour force growth,
and relatively poor record of employment creation, ranks lowest
on the scale.

The Age-Sex Composition of Unemployment

The age-sex structure of unemployment presented in Appendix
Table 14 shows typically high rates of unemployment for young
persons (aged 14-19) of both sexes and a consistently low rate for
women as a group. More interesting, perhaps, is that some trends
are visible, and these have been depicted graphically in Chart 8-4.
First, the ratio of the unemployment rate of “prime working-age”
males—1.e., men 25-54—to the national unemployment rate
decreased throughout the 1960s and, after a leveling-off from 1969
through 1971, again in 1972. Second, the equivalent ratio for
females rose consistently throughout the same period, with
exceptions only in 1968 and 1970.

Examination of the labour force growth rates for these groups in
recent years (shown in Table 8-2) yields a partial explanation of
the prevailing high levels of unemployment: the labour force of
teenagers, with consistently high unemployment rates, has
increased rapidly in recent years. The labour force growth of men
aged 25-54, whose relative unemployment rate has declined, has,
by contrast, been comparatively modest.
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CHART 84
RELATIVE UNEMPLOYMENT RATES* FOR SOME
SELECTED AGE-SEX GROUPS
CANADA, 1960-72
PERCENTAGE
POINTS
2.6

2.4

28

2 AY,

0.9

0.7

0.5

0

1960 1965 1970 72

*Defined as the ratio of the group unemplioyment rate to the national rate.
Source: Based on data from Statistics Canada.

The important role of participation rates in determining the size
and composition of labour supply is clearly apparent in Table 8-2.
The generally declining rates for men 25-54 in the period 1968-72
produced a negative effect upon the labour force growth of that
group. For women, by contrast, the participation rate contributed
positively to net labour force growth throughout the period. Par-
ticipation rates for teenagers, which had been falling for a number
of years, increased in 1971 and 1972 and made rather large
contributions to the group’s labour force growth.
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With shifts taking place both in unemployment rates and in the
relative size of the labour force in the different age-sex groups,
substantial changes have emerged in the composition of total
unemployment. Whereas men in the 25-54 age group accounted for
48.7 per cent of total unemployment in 1960, they accounted for
only 32.6 per cent in 1972. On the other hand, women represented
only 13.5 per cent of the total unemployed in 1960 but 27.9 per cent
in 1972% These shifts are graphically displayed in Chart 85.

CHART 8-5

UNEMPLOYMENT SHARES FOR SOME SELECTED
AGE-SEX GROUPS, CANADA, 1960-72

NUMBER OF UNEMPLOYED IN EACH GROUP
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lo AS A PERCENTAGE OF TOTAL UNEMPLOYMENT
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Source: Based on data from Statistics Canada.

1 In 1960 and 1972 the corresponding labour force shares for men 25-54 were 49.3 per cent
and 41.% per cent, respectively; for women, 25.8 per cent and 33.2 per cent, respectively.
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However, it i1s probable that the same total unemployment rate
that in one case included mainly men in the 25-54 age group and
in another a much greater proportion of women or younger people
would have different implications for the state of the labour
market, as well as for wages and prices, and for the appropriate
orientation of stabilization policies’ That is the reason for
studying the structural aspects of unemployment.

Composition of Employment and Unemployment,
by Industry and Occupation

The type of work an individual performs, and the industry in
which he performs it, are two factors affecting the probability of
his being unemployed. Therefore, despite the well-known problems
concerning the attribution of unemployment to a particular occu-
pation and/or industry source/ such a breakdown is of obvious
interest because it permits an examination of the structural shifts
in unemployment that accompany the process of growth. More-
over, the production characteristics of particular industries affect
an important aspect of Canadian unemployment—namely. its
seasonality.

As Table 8-3 shows, the level of the unemployment rate differs
considerably among imdustry sectors. It has been particularly high
in recent years for construction workers—2.5 times greater than for
the economy as a whole. Further, when quarterly unemployment
rates are expressed as percentages of the annual average. it is clear
that, while unemployment varies with the season in all industries.
the movements are marked in construction and the primary indus-
tries, and rather slight in the service industries. In construction in
1971, for instance. unemplovinent was three times higher in the
first quarter than in the third.

Each industry’s share of total labour force and total unemploy-
ment 1s shown in Chart 8-6, and several useful items of informa-
tion are discernible. First, it can be determined whether a sector
has a proportionate or disproportionate amount of unemployment.

* See, for example, Economic Council of Canada, Performance in Perspective. 1971 (Ottawa:
Information Canada, 1971), Appendix A.

“See S. Ostry and M. Zaidi, Labour Economics in Canada (Toronto: Macmillan, 1972),
p. 137, fn. 11.
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CHART 8-6

PERCENTAGE DISTRIBUTION OF LABOUR FORCE
AND UNEMPLOYED, BY SECTOR
CANADA, 1961 AND 1971
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Uincludes agriculture; forestry; fishing and trapping; and mines, quarries and oil wells.

Zincludes community, business and personal services; public administration; and
finance, insurance and real estate.

3Comprises unemployed persons who never had a full-time civilian job lasting two
weeks or more.

Source: Estimates based on data from Statistics Canada.

The construction industry, for example, accounted for only
7 per cent of the labour force, but 15 per cent of the unemployed,
in 1971. Services, by contrast, accounted for 37 per cent of the
labour force but only 21 per cent of the unemployed. Second, a
comparison of labour force shares in 1961 and 1971 indicates which
industries have grown over the decade and which have declined;
the expansion of the service industries is apparent, as 1s the decline
of the primary industries. Third, a comparison of the unemploy-
' ment and labour force shares in the two years shows whether the
relative incidence of unemployment in an industry has changed.
The construction industry affords a good example.
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While the labour force in construction has remained at about
7 per cent of the total, the industry’s share of unemployment has
dropped from 21 per cent to 15 per cent. These observations
obviously apply only to the two years 1961 and 1971, and do not
necessarily indicate a trend.

The shares of labour force and unemployment, by occupation,
also show changes over the decade. The figures for 1961 and 1971
are shown in Chart 8-7. First, the shares of craftsmen and of
%abourers in unemployment exceed their shares in the labour force.

CHART 8-7

PERCENTAGE DISTRIBUTION OF LABOUR FORCE
AND UNEMPLOYED, BY OCCUPATION
CANADA, 1961 AND 1971
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Vincludes managerial, professional, and technical; clerical, sales, and communication
occupations.

2 Includes farmers and farm workers; fishermen, trappers and hunters; loggers and
related workers; miners, quarrymen and related workers.

3 Comprises unemployed persons who never had a full-time civilian job lasting two
weeks or more.

Source: Estimates based on data from Statistics Canada.
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Next, it can be seen that the relative shares of labour force and
unemployment increased markedly for office and professional
workers, and declined for transportation workers and workers in
primary industries. However, the relative incidence of unemploy-
ment among office and professional personnel has increased. This
group’s labour force share increased by 17 per cent over the decade,
while its share of unemployment rose by 43 per cent. On the other
hand, 1t is worth noting that this category experienced much lower
unemployment than the others, accounting for 46 per cent of the
labour force in 1971, but only 20 per cent of total unemployment.

Duration of Unemployment

In this section, the focus is on the incidence of unemployment of
different duration among specific age-sex groups in the work force
over the period 1966-72. As might be expected during a period of
steadily increasing unemployment, the distribution of unemploy-
ment has shifted somewhat from the shorter- to the longer-duration
categories (Table 8-4).

TABLE 8-4—DISTRIBUTION OF UNEMPLOYMENT, BY DURATION
CATEGORY, CANADA, 1966 AND 1972

On
Temporary Less More Total
Layoff than 1-3 4-6 than Unem-

up t0 30 Days 1 month  Months  Months 6 months ployment

(Percentage of total)
1966. ... .. 7.4 31.2 37.4 14.2 9.9 100

1972.... .. 5.3 22.4 35.0 19.4 18.0 100

Source: Data supplied by Statistics Canada.

The details of this shift are documented in Appendix Table 15,
which shows the percentage distribution of the unemployed in
each age-sex group by duration of unemployment in each year
from 1966 to 1972. The detailed figures tend to support the general
shift suggested by Table 8-4. However, for several age-sex groups,
1971 appears to be a turning point. Thus the proportion of unem-
ployed males 14-24 years old who were unemployed for less than a
month declined from 1967 through 1971, then increased in 1972.
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Meanwhile the proportion of the same group who were unem-
ployed for more than six months increased through 1971 and then
decreased in 1972.

Because of 1ts serious economic and social implications, consider-
able attention 1s devoted to long-term unemployment—what is
popularly referred to as the “hard core”. Examination of this
phenomenon 1s facilitated by the calculation of so-called “long-
term unemployment rates”’” Table 8-5 shows the number of long-
term unemployed (six months or more) in particular age-sex
groups as a percentage of the labour force in each group. Two
main features are apparent: first, the incidence of long-term job-
lessness is greater for men than for women; second, the rates for
prime-age workers are consistently lower than for younger or older
workers. These percentages take on added significance when it Is
recognized that in 1972 the chronically unemployed rose to 101,000,
divided almost equally among the three age groups in Table 8-5.

Concluding Comments

A number of points emerge from the data presented in the
foregoing sections. First, 1t is apparent that significant composi-
tional changes have been taking place in the Canadian labour
force—particularly the continually increasing proportion of
women and, except for a slowdown in the late 1960s, of teenagers.
Moreover, the aggregate unemployment figures hide wide varia-
tions in unemployment among geographical areas, industries,
occupations, and age-sex categories. In addition, the relative
unemployment experience of subgroups within these categories has
been changing.

It 1s therefore questionable whether the aggregate unemploy-
ment rate, alone, 1s adequate as a measure of the state of the
labour market or of the well-being of the population® One sugges-
tion that has appeared with some frequency of late is that the total
unemployment rate should be studied in conjunction with the

7 See Qstry and Zaidi, op. cit., p. 139.

8 G. L. Perry, for example, has argued that because of such developments, “the aggregate
unemployment rate in recent years has been an increasingly misleading proxy for evaluating
the current labour market”’. See “Changing Labor Markets and Inflation”, Brookings Papers on
Economic Actinity, No. 3 (Washington, D.C.: The Brookings Institution, 1970), p. 411. See also
Economic Council, Performance in Perspective, 1971, op. cit., Appendix A, and Helen Buckley,
“Interpreting the Unemployment Statistics”, Notes on Labour Statistics 1972, Statistica Canada,
Cat. No. 72-207, pp. 5-8.
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CHART 8-8

TOTAL UNEMPLOYMENT RATE AND
UNEMPLOYMENT RATE OF MALES 25-54, QUARTERLY
CANADA, 1968-72

1968 1969 1970 1971 1972 73

Source ; Estimates based on data from Statistics Canada.
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unemployment rate for prime-age males’ This group is less affect-
ed than others by changing work patterns, since most part-time
work and casual labour force attachments are found among people
in the female or younger-age groups.”

From Chart 88 it may be seen that the unemployment rates for
the economy and for males 25-54 tend to fluctuate together but
that the latter rate is lower in absolute terms. More significantly,
the gap between the two rates is progressively widening. The data
for males in the 25-54 age group, along with detatled statistics for
other age and sex groups, may help to “refine and supplement the

» 1l

message conveyed by the overall rate”.

It would be premature at this stage to attempt to draw conclu-
sions concerning the adequacy of the aggregate unemployment
rate in the various uses to which 1t 1s commonly put. The data
presented above do, however, serve to illustrate the essentially
heterogeneous nature of the Canadian labour market and the need
for a comprehensive interpretation of aggregate labour market
statistics.

9 Perry, op. cit., pp. 413-415; Economic Council of Canada, Performance in Perspective, 1971,
op. cit.; and Buckley, op. cit., p. 6.

10 Ibid. Mrs. Buckley mentions that concentration upon the unemployment of primary
workers stems in part from ‘‘the feeling that unemployment representing secondary workers is
inflated by the not-so-anxious seekers’”.

't Ibid. This 1s but one of many possible suppiements to the interpretation of the overall
rate. The regional picture, for instance, is particularly relevant in Canada.
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HIS CHAPTER, which provides a fairly comprehensive

description of recent Canadian price and cost develop.

ments, emphasizes measures that indicate whether rates of
price and cost increases have been accelerating and where pressures
have been concentrated. No attempt is made here to assess whether
these increases are justified.

Our statistical data do not readily permit close study of the
dynamic processes underlying acceleration in the price measures.
However, as noted earlier, taxation may have had a rising impact
on costs in the longer term. Significant shifts have taken place over
time in the structure of wage and salary bargaining, and these
have also played a role. Moreover, since 1970, a strong cyclical
surge 1n housing has led to rapidly rising costs of residential
building materials and residential construction. Cyclical recovery
of consumer purchases has also given rise to increased prices for
consumer goods and services. Worldwide shortages of primary
commodities in relation to rapidly expanding demand have added
to these domestic sources of price and rost-pressure.

In the following sections, we first provide an overview of price
developments since 1961; second, we look in detail at price and
cost changes from 1968 to 1972; third, we discuss the particular
situation with respect to food and wood prices and, finally, we
indicate some very recent developments.
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An Overview of Price Developments

Recent price performance can usefully be viewed in longer-term
perspective. Table 9-1 sets out the 1972 values of the most com-
monly employed indexes of price behaviour, which may be com-
pared with 1961, when each index stood at 100.' Over this period.
the Wholesale Price Index (WPI) rose less than all other indexes,
whereas the prices of residential building materials rose more than
all the others’ The Consumer Price Index (CPI) rose noticeably
less than the overall GNE price deflator, with the food component
slightly ahead of the nonfood component.

Table 9-2, which gives the annual percentage changes in these
indexes, shows that markedly higher rates of price increase have
occurred since the mid-1960s than during the 1961-65 period.? In
the more recent period, moderate checks to the rate of price
increase occurred during or following the economic slowdowns of
1967 and 1970. In 1972, the effects of the expansion that began in
early 1971 were felt, and prices again accelerated. Rates of increase
in the GNE deflator, the Consumer Price Index, 1ts food price
component, wholesale prices, and residential building material
prices were all higher in 1972 than at any other time in the 12-year
period. The 1972 performance is particularly disturbing when
account is taken of the fact that the aggregate unemployment rate
was 6.3 per cent for the year.

Despite this poor domestic performance, 1968-72 changes in
Canadian prices may be compared favourably with those
experienced in many developed countries. For example, using
consumer prices as a basis for comparison, inflation was consider-
ably less pronounced in Canada than in other countries between
1968 and 1972 The Canadian experience of a 16.4 per cent
increase compares with 203 per cent in the United States,
248 per cent in France, 19.0 per cent in West Germany,
25.7 per cent in Japan, and 31.1 per cent in the United Kingdom}

! The pattern of changes appears in Appendix Table 16.

? Note that the WPI covers only goods, whereas the CPI and the GNE include a combina-
tion of goods and services

3 The simiiar pattern for the United States has been described as ‘‘a dragging inflationary
anchor for the rest of the world” under the reserve currency system. See the contribution of
Harry G. Johnson to the Universities-National Bureau Conference on Secular Inflation, March
1972.

1 See Appendix Table 17.

5 These figures are based on an international comparison of prices in the U.S. Department
of Commerce, Business Conditions Digest.
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With the exception of the United States, the situation was similar
over the longer period extending back to 1961. Consumer prices
increased by about the same proportion in both Canada and the
United States (39.8 per cent), but the implicit price deflator of
Gross National Expenditure rose by 44.2 per cent in Canada in
contrast with a gain of 394 per cent recorded in the United States.
These developments are 1llustrated in Chart 9-1.

CHART 9-1
CANADA-UNITED STATES PRICE COMPARISONS
(1961 = 100)
IMPLICIT GNE CONSUMER
PRICE DEFLATORS PRICE INDEX
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Source: Based on data from Statistics Canada and U.S. Economic Report
of the President.

Canadian and U.S. price changes tend to conform to similar
overall patterns but may nonetheless diverge over some periods.
Chart 9-2 illustrates the relative changes in the implicit price
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deflators for Gross National Expenditure in Canada and the
United States since 1968. The negative values recorded up to 1972
reflect both a greater degree of slack in the Canadian economy
and the stresses in the U.S. economy that led first to fiscal and
monetary restraint and, subsequently, to the imposition of controls
on prices and incomes. Later values indicate the role of these
controls in temporarily moderating the rate of inflation
experienced in the United States.

CHART 9-2

DIFFERENTIAL RATE OF CANADIAN GROSS
NATIONAL EXPENDITURE PRICE CHANGE
RELATIVE TO U.S. PRICE CHANGE*

PERCENTAGE
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*Figures are differences between annual percentage changes, by quarter, in the GNE
deflator for the two countries.

Source: Based on data from Statistics Canada and U.S. Department of Commerce,
Survey of Current Business.
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Price and Cost Changes in Canada, 1968-72

Here, we review price and cost developments in the 1968-72
period by considering changes in various price indexes, including
the price deflator for Gross National Expenditure, the Consumer
Price Index, and the Wholesale Price Index.

Implicit Price Deflator of GNE

Movements in the implicit price deflator of GNE and its princi-
pal components for the last five years are represented in Chart 9-3.
Following the general declines that occurred between 1969 and the
end of 1970, resumption of output growth caused the usual cyclical
strengthening in prices, particularly in the sectors leading the
recovery—namely, personal consumption expenditures and resi-
dential construction. Quarterly increases in the latter sector were
particularly marked in 1972, the annual rates moving from 7.0 and
9.2 per cent in the first and second quarters of the year to 9.0 and
8.8 per cent in the third and fourth. These changes can be identi-
fied with a major rise in the prices of building materials, which 1s
discussed in the next section. Export, import, and business nonresi-
dential construction deflators all rose appreciably after the third
quarter of 1970. The rising trend in export prices has been particu-
larly strong. No clear recent trend is discernible in the erratic price
changes for machinery and equipment. The implicit price deflator
of GNE iz not a pure price index because its components are
weighted by current sales volume, and these changes thus reflect
both price movements and shifts in quantities sold. Quarterly
changes at annual rates for 1972 in the total GNE deflator were
49,54,53,and 2.8 per cent.

Consumer Price Index

Quarterly changes in the Consumer Price Index and its principal
components are illustrated in Chart 9-4. There is evidence of both
a rising price trend from late 1970 and a significant acceleration in
1972, apart from the notable exceptions of durables, services, and
transportation. The CPI rose at annual rates of 4.1 and 6.1 per cent
during the two halves of 1972 and by 5.1 per cent between
December 1971 and December 1972. Much of this increase
is due to the rise in food prices during July and August and,
to a lesser extent, in both September and December of 1972
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CHART 9-3
GROSS NATIONAL EXPENDITURE PRICE DEFLATORS

(Quarterly changes at annual rates)
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CHART 94
CONSUMER PRICE INDEX
(Quarterly changes at annual rates)
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During the third quarter of 1972, food prices rose at an annual rate
of over 21 per cent, contributing to three-quarters of the rise
registered by the total CPI. Within the nonfood components, the
rate of price increase in both durables and transportation declined
until December, but the rate of increase in the housing component
was rising for much of the year. The average quarterly change for
the housing index was at an annual rate of 5.0 per cent for 1972—
slightly higher than for 1971. Finally, there were large increases in
the prices of clothing at the end of the year.

Wholesale Price Index

A substantial proportion of the Wholesale Price Index relates to
primary materials, so that 1t is highly sensitive to business cycles
and to commodity gluts and shortages. The recent behaviour of
this index has been more inflationary than that of the GNE
deflator or the Consumer Price Index, reflecting scarcities in a
number of primary products. Chart 9-5 illustrates the quarterly
movements of the WPI and its principal components. It reveals
rapid but erratic acceleration since the end of 1970.

Two main groups of products played important roles in recent
developments—namely, wood products and farm products, includ-
ing both animal and vegetable products. Since 1971, the main
sources of inflationary pressures on the index have been wood and
animal products. In both areas, developments partly reflect recov-
eries from periods of declining prices. For wood products, prices
accelerated rapidly at the end of 1970 and, despite two short
intervals of deceleration, price increases remained substantial, with
quarterly changes rising again to 11.6 and 21.9 per cent at annual
rates in the second half of 1972. Among farm products, rapid
acceleration in the prices of animal products throughout 1971 was
counterbalanced by declines in vegetable prices. However, in 1972,
a reversal in the trend for vegetable prices, a spectacular increase
in prices of animal products, and further acceleration in wood
prices, caused the WPI to increase rapidly. Some abatement of
acceleration in the prices of animal products in the second half of
the year was insufficient to prevent this aggregate acceleration.

When farm and wood products are omitted from the WPI, little
acceleration occurred in the index during 1972.

172




Prices and Costs

CHART 9-5
WHOLESALE PRICE INDEX
(Quarterty changes at annual rates)
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Costs

Less information 1s available for costs than for prices, and recent
figures remain tentative. The following account summarizes recent
developments in average hourly earnings, base wage rates, and
wage and salaries per unit of output.

The average percentage increase in average hourly earnings
during 1972 was generally less than that registered in 1971, but
there was an increase in the latter part of the year. In manufactur-
ing, the quarterly average rose from 7.3 per cent for the first
quarter to 8.2 per cent for the final quarter, with intermediate
figures of 7.5 and 8.7 per cent. Corresponding averages for con-
struction were 8.9, 6.7, 86, and 9.6 per cent, whereas those for
mining were 6.5, 5.6, 7.8, and 9.6 per cent. Although some accelera-
tion thus appears to have been emerging as 1972 progressed, note
should be taken of the fact that significant irregularities were
introduced into the data by quarter-to-quarter differences in the
number of new wage contracts and by the unequal spread of the
pay increases over the length of the contracts.

Wage contracts negotiated for 1972 in all industries except con-
struction provided for increases in basic wage levels similar to
those for 1971, although there appears to have been an acceleration
in manufacturing due to increases associated with contracts of
different lengths, at least after the first quarter. For average
annual changes in basic wage levels, values of 7.6 and 7.8 per cent,
respectively, for the manufacturing and nonmanufacturing sectors
in 1971 have to be compared with 8.8 and 7.3 per cent in 1972.

Wages and salaries per unit of output increased by 5.3 per cent
from the fourth quarter of 1971 until the fourth quarter of 1972,
compared with 4.8 per cent in the preceding year. Corporate
profits per unit of output in the commercial sector accelerated
throughout 1971 and in the first and fourth quarters of 1972. Their
average quarterly rate of increase for 1972 was 144 per cent,
markedly above the 11.3 per cent registered for 1971; the change in
the last quarter of 1972 with respect to the last quarter of 1971 was
still 108 per cent. Less information is available with respect to
corporate profits in the manufacturing sector, but provisional
figures suggest that they declined in the second and third quarters
of 1972. A strong gain in the second quarter for net farm incomes
caused these to increase by 5.6 per cent for the whole year.
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Areas of Concern

The change 1n any aggregate price index depends both
upon price changes in 1ts components and the relative
“weights” or importance of these components. These weights
may be used to assess the relative contribution of specific
inflationary ~ movements to  aggregative  developments.

TABLE 9-3—CONTRIBUTIONS TO CHANGES IN CONSUMER
PRICE INDEX, JANUARY 1971 TO JANUARY 1973

Average Share of
Annual Change in
Percentage Consumer
Component Weight Change Price Index
Food............. ... .. ... ....... 217 9.3 46.1
Housing....... ... .. ... ... ... ... 32 552 30.5
Clothing. ............ ... ... ... ..... 11 3.0 6.1
Transportation. . .................... 12 284 6.0
Health and personal care.............. 7 4.0 5.1
Recreation and reading. . ......... ... . 5 2ag 2.5
Tobacco and alcohol. .. .............. 6 3.3 3.6

=
o
=
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—
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[}
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100.0

Source: Based on data from Statistics Canada.

TABLE 9-4—CONTRIBUTIONS TO CHANGES IN WHOLESALE
PRICE INDEX, JANUARY 1971 TO JANUARY 1973

Average Share of
Annual Change in
Percentage Wholesale
Component, Weight Change Price Index
Vegetable products. .. ............ ... 23 9.5 25.2
Animal products. .................... 16 14.3 26.5
Iron products. . ..................... 14 4.1 6.6
Textile produets. .. .................. 10 6.7 7.7
Wood products. . .................... 15 14.1 24.4
Nonferrous metals. . . ................ 10 3.6 4.1
Nonmetallic minerals. ................ 8 4.1 3.8
Chemical products. . . ................ 4 3.9 1.8

)
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100.0

Source: Based on data from Statistics Canada.
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Tables 9-3 and 9-4 reveal how food, housing, and vegetable,
animal, and wood products affected inflation during 1971-72. The
percentage change in each component over the last two years 1s
multiplied by i1ts weight in either the Consumer Price Index or the
Wholesale Price Index to reveal the role played by each in the
overall change recorded by one or the other of these two aggregate
indexes. Some striking results emerge. Over three-quarters of the
change 1n the Consumer Price Index during 1971 and 1972 can be
attributed to changes in the prices of food and housing. Similarly,
over three-quarters of the change in the Wholesale Price Index
during this period was due to changes in the prices of vegetable,
animal, and wood products.

Further insight into recent price behaviour can be gained by
looking at changes in the price index for residential building
materials, as illustrated in Chart 9-6. Note that this index does not
represent the cost of housing but rather the cost of materials,
which would affect the prices of existing houses only marginally
through costs of improvement and substitution between new and
existing housing. Rapid acceleration of prices for building materi-
als 1s clearly identifiable. (This acceleration did not show convine-
ing signs of abatement until May 1973.) The principal determinant
of the price Increases appears to be the price of lumber and
lumber products, which rose by 21.8 per cent between December
1971 and December 1972. Changes in the prices of other building
materials were relatively minor: for example, prices of concrete
products rose only 7.0 per cent during the same period; prices of
plumbing and heating equipment remained relatively unchanged;
and prices of wallboard and insulation rose by 3.6 per cent.

In this survey, at least two specific areas of concern have
emerged. Both the prices of food and those of wood products have
been experiencing severe inflation. However, because these two
areas are strikingly visible, they cause more than proportional
discomfort. Since the individual is generally anxious to maintain
his own position in the face of inflationary movement, increases in
prices of food and wood may cause grave concern, despite relative-
ly moderate rates of increase in certain aggregate indicators. More-
over, it 1s not easy for the individual to safeguard his income share
in an inflationary environment. If he were able to protect his
income level easily and simply, then the costs of inflation might
be substantially reduced, at least in human terms, although prob-
lems relating to the preservation of economic efficiency would
persist.
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CHART 9-6
PRICE INDEX OF RESIDENTIAL BUILDING MATERIALS

(Quarterly changes at annual rates)
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Source ; Based on data from Statistics Canada.

More general considerations underlie the recent increases in food
prices® It has been suggested that short-run adjustments in the
supply of meat products have necessarily been less rapid than the
increase 1n worldwide demand for them (the latter being due to
both rising incomes and a widening of traditional markets for the
products). In addition, there has been a resurgence of export
demand for grains from North America since the low 1n 1969. This
growth was accentuated in the last crop year by very poor harvests
in the US.S.R. and in Australia, as well as by the faltering growth
of production in certain developing nations. This experience has

6 A more comprehensive account of these increases is provided in the Bank of Canada
Review for June 1973.
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effects not only on grain prices, but also on the costs of feeding
livestock and poultry in North America. In the short run, the
strongest effect 1s on poultry, which are raised quickly, but earlier
increases in grain prices from the 1969 lows would also have raised
the costs and slowed the rate of expansion of hog production. Two
additional factors on the supply side are the curtailment of Aus-
tralian exports of frozen beef and lamb to North America due to
drought in Australia, and the poor harvests of fruit and vegetables
in a number of areas of North America in 1972. Finally, growth in
North American incomes has had particularly strong effects on the
demand for beef and some fruits and vegetables.

Farmers appear to be recovering from the severe profit squeeze
during 1970 and 1971, when prices for their produce actually fell
while costs increased. During 1972, prices of agricultural products
and costs of inputs both rose, but at different rates. The ratio of
prices received to prices paid by farmers rose from a low of 85.6 in
1971 (1961=100) to 93.6 by the fourth quarter of 1972. Also, retailers
may be recovering profit margins lost during the food price war of
1970. Data recorded 1n the submission by Statistics Canada to the
Special Committee on Trends in Food Prices’ illustrate that some
of the gaps between retail and industry selling prices increased
from 1961 through 1972, Unfortunately, it 1s not easy to determine
the real significance of the divergence between the two index
levels.

Strong inflationary pressures on prices of wood and wood prod-
ucts largely stemmed from spectacular increases in activity in the
residential construction sector in both Canada and the United
States. Housing starts, for example, rose from 190,000 units in 1970
to 250,000 units in 1972 in Canada, and they have also been
running at a high level in the United States.

The Recent Picture

The end of 1972 and the first half of 1973 represent a very
critical stage for price developments. A number of unsettling
events have possibly exerted widespread influence in the recent
past and will potentially affect prices in the period covered by the
indicators. These would include: substantial changes in U.S. gov-
ernment prices and incomes policies, oil shortages, strengthened
bargaining positions for suppliers of raw materials, international

78. Ostry, Food Price Statistics, and Recent Trends in Food Prices, Statistics Canada,
submission to Special Committee on Trends in Food Prices in Canada, February 8§, 1973.
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realignments of currencies and the integration of the British
economy into the European Economic Community. The full
impact of these events cannot be assessed at this time because of
their complexity and because responses to them are delayed. In
some cases, recent adjustments are incomplete as, for example, in
the determination of exchange rates within the European Eco-
nomic Community and the establishment of joint monetary rules
there. Similarly. the system of flexible exchange rates is develop-
ing in an unexpected manner and may become a source of
instability.

These price uncertainties are reflected in the variations in fore-
casts provided by specialist bodies. For example, the Federal
Reserve Bank of St. Louis has published® alternative estimates of
IUS. price changes for 1973 and 1974. These are conditional upon
two assumptions as to the efficiency of the U.S. control program of
incomes and prices. They vary by as much as 14 per cent for
individual quarterly changes and by 09 per cent for the 1973
annual price increase. Similarly, within two months, projections
1ssued from the Wharton Model changed from a pattern of persist-
ent acceleration in the implicit price deflator of GNE throughout
the indicator period, with a peak in price changes to be reached in
1975, to a pattern of deceleration after a peak in 1973. These
projections have the same average level of inflation at about
4 per cent per year, but markedly different year-to-year behaviour
Differences were caused by adjustments that sought to capture
developments after the initiation of Phase 3 of the US.
stabilization program in January 1973.

Prices in the United States rose rapidly in the first quarter of
1973, following the relaxation of the strict Phase 2 controls. The
implicit price deflator for GNE rose to 6.1 per cent at an annual
rate. The Consumer Price Index and the Wholesale Price Index
rose by 5.6 per cent and 19.2 per cent, respectively, at annual rates.
For the most part, these increases were only a normal consequence
of pressures that already existed, since they were based mainly on
food prices (19.0 per cent) in the case of the CPI, and farm
products (65.6 per cent) and lumber and wood products (32.8 per
cent) in the case of the WPI. Over the year ending in the first
quarter of 1973, food prices 1n the United States rose over
8.0 per cent; farm product prices, by 27.3 per cent; lumber and

# Federal Reserve Bank of St. Louis, Review. March 1973, p. 9.
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wood product prices, by 17.7 per cent. These figures indicate a very
significant aspect of the price problem in Canada, in that they
clearly show that the problem is not unique to us.

The Phase 3 program was terminated by the imposition of a
60-day price freeze on June 13th, extending until August 12th and
a month beyond that date in the case of beef products. In the
succeeding Phase 4 program, the limits proposed on increases 1n
wages and benefits were the same as those in effect in Phases 2 and
3—namely, 5.5 per cent per annum (plus 0.7 per cent in fringe
benefits). If realized, or even closely approached, in the period
ahead, the expected slowdown in the overall rate of economic
expansion should produce some moderation in the rates of price
and cost increase. The prospects for U.S. price stability over the
coming months depend critically on the outcome of major wage
contract negotiations.

In Canada, the implicit price deflator for GNE rose at a
7.1 per cent annual rate in the first quarter of 1973 (Table 9-5).

TABLE 9-5—CHANGES AT ANNUAL RATES IN IMPLICIT
DEFLATORS OF GROSS NATIONAL EXPENDITURE

1972 Average 1973 First

Quarterly Quarter
Change Change
Total. ... ..o 4.6 7.1
Personal expenditures. . ..... ... ... . L. 3.8 4.7
Government
Current expenditures. ........................ 7.8 11.6
Fixed capital formation. . ......... ... ... ... .. 5.1 4.8
Business
Residential construction. . ..... ... ... ... . ... .. 8.5 N2
Nonresidential construction. ... ............... 6.7 8.8
Machinery and equipment. .. ................. 257 4.8
Exports
Goods and services. .............. ... ......... 4.3 13.1
Merchandise. .. ............. .. ... . ... 4.7 15.7
Imports
Goods and services. .......................... 2.9 13.7
Merchandise. .. .................. .. ... ... 2.9 16.4

Source: Based on data from Statistics Canada.
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Apart from the prices of durables, this aggregate figure reflects
increases in all major categories of expenditure, with the highest
figures recorded for the prices of consumer nondurables, imports,
and exports, but with generally high values throughout. The over-
all Consumer Price Index rose at an annual rate of 7.4 per cent In
this quarter (Table 9-6). Food and housing were important con-
tributors to this increase, with individual changes of 14.9 per cent
and 7.7 per cent, respectively, at annual rates. Rapid increases
persisted, so that, by April, the change recorded over the preceding
12-month period in the CPI was 6.6 per cent. In the same period,
food prices rose by 12.9 per cent; those of housing by 6.0 per cent;
and those of services by 59 per cent. Within the food category.
changes 1n meat prices were prominent, although egg prices rose by
43 per cent, vegetable prices by 22 per cent, and fruit prices by
13 per cent. With regard to meat prices. there was continuing
evidence of an increased demand for beef, reflected by the
16 per cent increase in its price and by pressure on partial
substitutes such as pork (30 per cent) and poultry (26 per cent).

TABLE 9-6—CHANGES AT ANNUAL RATES IN COMPONENTS
OF CONSUMER PRICE INDEX

1972 Average 1973 First

Quarterly Quarter

Change Change
Allitems. . . ... o e 5.1 7.4
BB <peverene cxomomm mommememne e e s e e 8.8 14.9
Housing. . ..... ... . ... . ... i 4.7 il
Clothing. ...... . ... .. ... . i 3.1 -0.8
Transportation. .. ... ... ... . .. ... .. ... 1.8 0.1
Durables. . ................ . 1.0 1.0
Nondurables (excluding food).............. ... .. 2.8 4.4
ServICeS . . .o 4.0 B
All items (excluding food)............. ... ..... . 3.7 4.4

Sourcke: Based on data from Statistics Canada.

Changes in the Wholesale Price Index reached staggering pro-
portions in the first quarter of 1973, although they were less for
some components than those recorded in the United States
(Table 9-7). The overall WPI rose at an annual rate of
25.7 per cent, with major contributions coming from all three of the
problem areas cited above. The prices of vegetable products.
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animal products, and wood products rose by 34.7. 344, and 243,
respectively, in percentage terms at annual rates. In the 12 months
since March 1972, the prices of these three categories have risen by
21.9.18.0. and 19.3 per cent, respectively.

TABLE 9-7—CHANGES AT ANNUAL RATES IN COMPONENTS
OF WHOLESALE PRICE INDEX

1972 Average 1973 First

Quarterly Quarter

Change Change
Total....................... T o . 9.8 25.7
Vegetable products. .............. ... ... ... .. ... 14.6 34.7
Animal products. . .......... ... . o 14.1 34.4
Wood products. . .................. 12.6 24.3
Nonfarm produets. .. ................ . ......... 2 21.0
Nonfarm products (excluding wood).............. 4.5 19.3

Source: Based on data from Statistics Canada.

In summary, it is apparent that price inflation is broadly based
in Canada, the United States, and other major trading countries,
and that it has undergone significant recent acceleration as expan-
sion has matured. Moderation in the pace of North American
growth in the years ahead, if realized, should be accompanied by
some reduction in the pressure of demands against available sup-
plies. Improved crops in North America and overseas could reduce
pressure on certain agricultural commodities, thus moderating
price rises in one area of particular inflationary importance in the
recent past. Against these possibilities must be set the growing
pressure on costs in a high-employment economy, with a strongly
rising consumer price level, and the rather slow adjustment of
meat supplies to the persistently rising levels of demand.

On the international front, future developments will, as noted
earlier, be affected by attempts to reform methods of international
payments and to realign exchange rates. Since the Canadian
dollar is restricted within moderate bounds of parity with the U.S.
dollar due to the interdependency of the two economies, any
further revaluations of European and Japanese currencies will
affect our overseas trading prices. Recent changes encourage infla-
tionary pressures both directly, through increases in the prices of

182




Prices and Costs

some imported commodities, and indirectly, as Canadian pro-
ducers attempt to adjust their output and take advantage of the
opportunities, both domestic and foreign, presented by the
devaluation vis-a-vis the currencies of overseas countries. An addi-
tional source of concern is the potential repercussions of inflation
in the United States, following exchange adjustments between the
United States, Japan, and the European Economic Community.

9 These pressures have a marked influence, but they directly affect only a small proportion
of our trade. The predominance of Canada-U.S. trade reduces their overall impact.
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APPENDIX TABLE 1—GOVERNMENT EXPENDITURES, BY
TYPE AND BY LEVEL OF GOVERNMENT, 1961-71

(Net of intergovernmental transfers)

1961 1968 1971 1961-68  1968-71
(Millions of (Average annual
current, dollars) percentage change)
Total expenditures on goods and
SEIVICES . . o ov oo 7,888 15,697 22,199 11.2 12.5
Current expenditures on goods
and services..................... 6,206 12,684 18,485 11.7 13.6
—federal.. ....... ... ... 2,584 3,883 4,926 6.6 8.1
—defence.............coiiiiiinn 1,613 1,812 1,926 1.8 2.3
—nondefence.............c.ooiiis 971 2,071 3,000 13.0 12.5
—provineial.......... ... 1,040 2,716 4,750 17.1 22.5
—munieipal ... 1,968 4,438 6,374 12.8 12.5
—hospitals....................... 614 1,625 2,407 15.5 13.9
—Canada Pension Plan.. ... o — 14 20 - 12.1
—Quebec Pension Plan......... .. — 8 8 — 1.1
Gross capital formation*............ 1,682 3,013 3,714 9.5 7.3
—federal.. ... .. ... ... 306 500 514 12.2 0.4
—provincial ... .......... .l 546 958 1,409 9.0 14.0
—municipal . ... 680 1,338 1,550 9.6 5.4
—hospitals.. .. ...... ... . 150 217 21 6.0 3.9
Total transfer payments... .......... 4,312 8,775 13,030 11.2 14.2
TOPErsons. .......o.ooovoiaenieonnn- 2,709 5,473 8,252 11.4 14.8
—federal.. . ... .. ... 2,005 3,295 4,663 7.6 12.6
—provincial .. ............. . 625 2,030 3,148 20.9 15.4
—municipal.......... ... 79 133 269 6.9 30.0
—Canada Pension Plan... ... .. ’ — H 129 — 88.8
—Quebec Pension Plan......... .. - 4 43 86.8
Other . W& o e 1,603 3,302 4,778 11.0 13.2
Subsidies............ ..o 321 641 752 11.2 5
—federal............ ... .. 285 522 513 9.4 0.1
—provineial .. ............. 36 19 239 19.8 27.0
Current transfers to non-
residents— federal . . .. ... .. o 77 170 248 17.5 14.6
Capital assistance.......... . 21 100 215 11.9 34.3
federal ... ... ... .. ... . ... ... 18 78 171 9.0 34.9
—provincial .. ... 3 22 44 57.8 32.2
Interest on public debt............ 1,184 2,391 3,563 10.4 14.2
—federal......... ... .. ... ... 786 1,409 1,992 8.3 12.4
—provincial .. ... i 160 485 884 17.7 20.7
—municipal.......... oo 223 475 652 11.8 11.6
—hospitals.. ... 15 22 35 5.3 18.3
Total government expenditures. ...... 12,200 24,472 35,229 11.2 13.1
—federal.. . ... ... 6,061 9,857 13,027 7.8 9.8
—provingial.... ... 2,410 6,330 10,474 16.4 19.1
—municipad.. ... 2,950 6,384 8,845 1.8 11.5
—hospitals...... ... ... 779 1,864 2,683 14.0 12.9
—Canada Pension Plan. ......... — 25 149 — 67.9
—Quebec Pension Plan......... .. - 12 51 — 54.9

*Includes value of physical change in government inventories.
Source: Based on data from Statistics Canada.
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APPENDIX TABLE 2—GOVERNMENT CURRENT EXPENDITURES
ON GOODS AND SERVICES, 1961-71

1961 1968 1971* 1961-68  1968-T71
(Millions of (Average annual
current dollars) percentage change)
Federal ............... . .............. 2,584 3,897 4,858 6.6 5
Defence................... ........ 1,613 1,812 1,926 1.8 2103
Wages and salaries................ . 703 1,397 1,937 11.4 10.4
Other.............................. 268 688 995 1745 13.5
Provineial............... ... ... ... 1,040 2,724 4,586 17.1 20.8
Wages and salaries.................. 634 1,531 24333 14.7 15.1
Other.............................. 406 1,193 2,253 21.1 27.7
Municipal ............................. 1,968 4,438 6,482 12.8 138

Wages and salarvies........... == 1,364 3,245 4,710 13.8 13.1
Other................. ... ... ... ... 604 1,193 1,772 10.5 14.0
Hospitals. .. ...... ... ... 614 1,025 2,435 15.5 14.4
Wages and salaries. .. .. 5 TS 484 1,312 1,888 16.1 12.9
Other....................... ... ... 130 313 547 13.2 0
Total current expenditures. .. ... .. .. 6,206 12, 684 18,3061 1.7 13.4

*Prior to National Accounts revision of June 1972.
Source: Based on data from Statistics Canada.
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APPENDIX TABLE 3—GOVERNMENT GROSS CAPITAL FORMATION

1961-71
1961 1968 1971
(Millions of
current dollars)
By level of government
Federal . ... ........... ’ 306 500 514
Provincial ............ . ... ... ... 546 958 1,409
Municipal . .. e g 680 1,338 1,550
Hospitals.................... ...... 150 217 241
By type of expenditure
Residential construction............ 9 15 18
Nonresidential construction.. ... ... 1,479 2,591 3,310
Machinery and equipment...... .. .. 186 377 426
Value of physical change in inven-
tories. ... ) 8 30 —40
Total gross capital formation........ 1,682 3,013 3,714

1961-68  1968-71

(Average annual
percentage change)

12.2 0.4
9.0 14.0
9.6 5.4
6.0 3.9
11.4 7.0
8.9 8.5
1.3 4.4
9.5 7.3

Source: Based on data from Statistics Canada.
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APPENDIX TABLE 4+—GOVERNMENT TRANSFER PAYMENTS!

1961-71

Transfer payments to personal sector?.

Federal level. ... ... ... .. .. ... ...
Family & youth allowances. ... ...
Old age security fund payments. ..
Unemployment insurance benefits.

Provincial level?....... ... .. ... .. ..
Direct relief..... ... ... ... ... .. ..
Grants to postsecondary educa-

tional institutions. ... ... .. ... ..

Municipal level2. .. ... ... ... .. ...
Direct relief......................

Other transfer payments......... ..

Subsidies. ............... o

Capital assistance. ... ... .. "

Transfers to nonresidents. ...... .. ..

Interest on public debt. . . i
Federal......... .. R
Provineial. ... ... ... ...
Municipal. .. ... ...

Total transfer payments. ..

*Prior to National Accounts revision of June 1972.

1961 1968 1971*

(Millions of
current dollars)

2,709 5,473 8,324
2,005 3,295 4,692

517 615 619
597 1,478 2,114
494 438 891
625 2,030 3,180
34 381 684
139 662 1,174
79 133 281
75 131 279
1,603 3,302 4,674
321 641 707
21 100 199
77 170 248

1,184 2,391 3,520
786 1,409 1,992
160 485 885
223 475 617

4,312 8,775 12,998

'Excludes intergovernmental transfers.
*Details do not add to total because miscellaneous entries are not shown separately.
Source: Based on data from Statistics Canada.
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APPENDIX TABLE 5—GOVERNMENT REVENUE, BY TYPE
AND BY LEVEL OF GOVERNMENT, 1961-71

(Net of intergovernmental transfers)

Direct taxes—persons...... ..
Federal. ... ... S
Provincial......... ..
Canada Pension Plan.. . ...
Quebec Pension Plan. .

Income taxes.....
Contributions to social security

Other transfers from persons. .
Federal. .. ... 'y . TP
Provincial ...........
Municipal . . ..

Hospitals. . ... ..

Indirect taxes. ........... ... -
Federal...... ... ................
Provincial ........................
Municipal. ...

Direct taxes-—corporations..........
Federal................... £
Provineial . ........... ... ... ..

Investment income...................
Federal................... re—
Provineial . .......................
Municipal . ...
Hospitals. ............... -
Canada Pension Plan.......... ...

Taxes on nonresidents (federal). ... ..

Total government revenue............
Federal. . .......... .. ..
Provincial........
Municipal. .............. ...
Hospitals. ...................o..
Canada Pension Plan...... ... ..
Quebec Pension Plan. . ..

1961 1968 1971
(Millions of
current dollars)

2,944 8,244 12,993
2,629 5,125 8,271
315 2,194 3,619
_ 686 817
239 286
2,125 5,922 10, 143
819 2,322 2,850
256 613 1,110
2 4 4
211 541 1,037
41 65 65
2 3 4
5,159 10,303 13,072
2,188 3,761 4,480
1,270 3,447 4,594
1,701 3,095 3,998
1,649 2,852 3,424
1,345 2,107 2,518
304 745 906
710 1,765 3,118
382 821 1,456
298 720 1,169
28 105 113
2] 4 5
= 80 270
116 209 278
11,365 24,974 35,329
6,779 12,218 17,252
2,554 7,966 11,761
1,982 3,658 4,714
50 92 124
— 766 1,087
— 274 391

(Average annual

1961-68  1968-71

percentage change)
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APPENDIX TABLE 6—INDIRECT TAXES,

1961 1368

(Millions of
current dollars)

1971*

By type
Excise taxes......................... 1,302 2,494 2,943
Excise duties and profits of liquor
commissions...................... 546 882 1,098
Provincial retail sales tax 317 1,483 2,076
Customs import duties......... .. .. 515 740 925
Real and personal property taxes... 1,496 2,785 3,641
Allothers.......................... 983 1,919 2,357
By level of government
Federal........... ... ............ 2,188 3,761 4,482
Provinecial .......... ... .. ... ... ... 1,270 3,447 4,529
Municipal............... ... .. ... .. 1,701 3,095 4,029
Total indirect taxes................... 5,159 10, 303 13,040

Appendix

1961-71

1961-68  1968-71
(Average annual
percentage change)

10.7 5.2
02 7.5
21.1 11.0
5.0 6.7
9.5 9.2
10.3 6.9
8.6 5.5
14.8 9.1
9.2 9.0
10.6 7.8

*Prior to National Accounts revision of June 1972.
Source: Based on data from Statistics Canada.
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APPENDIX TABLE 7—GOVERNMENT REVENUE, BY TYPE AND
BY LEVEL OF GOVERNMENT, 1971-72

(Net of intergovernmental transfers)

1972
Percentage
Change over
1971 1972 Previous Year
(Millions of
current dollars)

Direct taxes—persons. . ................ 12,993 14,530 11.8
Federal . ....... ... ........ ... . ... 8,271 9,253 11.9
Provincial.......... ... 3,619 4,088 13.0
Canada Pension Plan. ... ... ... ... 817 869 6.4
Quebec Pension Plan. . ............. 286 320 11.9

Other transfers from persons............. 1,110 1,041 —6.2
Federal . ... ...... ... ............ 4 4 -—
Provincial.. . ...................... 1,037 965 —6.9
Municipal. . ... o 65 68 4.6
Hospitals. .................... 4 4 —

Indirect taxes. .. ...................... 13,072 14,565 11.4
Federal . ..................... L. 4,480 5,120 TS
Provinetal .. .. ... ... ... oL 4,594 5,209 13.4
Municipal. . ... e 3,998 4,236 6.0

Direct taxes—corporations. . ........... 3,424 3,788 10.6
Federal..... ... ... ... ... .. .. ... 2,518 2,762 9.7
Provinecial........... .. ... ... . ... 906 1,026 13.2

Investment income. . ... ... ... ... .. .. 3,118 3,485 11.8
Federal . ... ....................... 1,456 1,636 12.4
Provincial .. .. ........... ... . ... 1,169 1,260 7.8
Munieipal .. ... L 113 117 3.5
Hospitals. .. ................... ... 5 5 =
Canada Pension Plan. . ... ... ... .. 270 334 23.7
Quebec Pension Plan. . ...... ... ... 105 133 26.7

Taxes on nonresidents (federal). .. .. ... .. 278 288 3.6

Total government revenue. ... .......... 35,329 39,179 10.9
Federal . ........................ 17,252 19,334 12.1
Provincial .. ....... ... ... ... ... W7 13,032 10.8
Municipal. . ... ... 4,714 5,022 6.5
Hospitals. ........................ 124 135 8.9
Canada Pension Plan.. ... ... .. .. 1,087 1,203 10.7
Quebec Pension Plan. . .......... ... 391 453 15.9

Source: Based on data from Statistics Canada.
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APPENDIX TABLE 8—GOVERNMENT EXPENDITURES, BY TYPE
AND BY LEVEL OF GOVERNMENT, 1971-72

1972

Percentage
Change over
1971 1972 Previous Year
(Millions of
current dollars)

Current expenditures on goods and services 18,485 20,5¢ } 11.1
Federal . .......... .. ... ... .. . ... 4,926 5,389 9.4
Provincial . ........ ... ... ... ... .. 4,750 5,234 10.2
Municipal .. ... 6,374 7,165 12.4
Hospitals....................... .. 2,407 2,710 12.6
Canada Pension Plan. .. ... .. ... . 20 23 15.0
Quebec Pension Plan. ... ... ... - 8 9 1255

Gross capital formation. . .. ... .. .. ... .. 3,714 3,966 6.8
Federal......... ............ ... . 514 631 22.8
5101 b5 (1) | S 1,409 1,514 7.5
Municipal. . ... Iy 1,550 1,607 3.7
Hospitals. . ........... .. .. e 241 214 -11.2

Transfer payments to persons........ .. 8,252 9,846 19.3
Federal. ....... ... ... ... ... .. ... 4,663 6,118 i 12
Provincial. . ......... ... .. .. ..., 3,148 3,204 1.8
Municipal ... ... 269 274 1.9
Canada Pension Plan. ............ .. 129 192 48.8
Quebec Pension Plan. . ........ ... .. 43 58 34.9

Other transfers. .. ..................... 4,778 5,471 14.5
Subsidies. . ............... ... o 752 854 13.6

—federal........... ... ... .. .. ... 513 601 17.2
—provineial. . ... 239 253 5.9
Current transfers to nonresidents
(federal). ....................... 248 271 9.3
Capital assistance.................. 215 242 12.6
—federal.. ... ... .. ... ... ... .. 171 183 7.0
—provineial . .. ... L 44 59 34.1
Interest on publicdebt............. 3,563 4,104 15.2
—federal............ ... ... ... 1,992 2,280 14.5
—provincial . . ... .. 884 1,071 21.2
—municipal . .................... 652 717 10.0
—hospitals. ........... .o oo 35 36 2.9

Total government expenditures. . ... . ... 35,229 39,813 13.0
Federal . .......................... 13,027 15,473 15.8
Provincial. ... ... .. SR 10,474 WL*335 8.2
Municipal. . ............ .. Co..o.. 8,845 9,763 10.4
Hospitals. . ......... .......... ... 2,683 2,960 10.3
Canada Pension Plan. . ........ ... .. 149 215 14.3
Quebec Pension Plan. ... ... ... ... .. 51 67 31.4

Source: Based on data from Statistics Canada,
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APPENDIX TABLE 10—RELATIVE UNEMPLOYMENT RATES*
BY REGION, CANADA, 1960-72

(10) (11)

British

9

(2) (3) 4) (5) (6) (8)
Prairie
Quebec (8) = (1)

Atlantic

Y]

()
152
152

1.1

Columbia (10)

Region

+(1)
0.8

Ontatrio (6)

+ ()

)

(1)
15
1.6
1.8
1.7

2

Region

Canada

8.5
8.5

10.7 9.1 5.4

%30

1960. . ...

0.6
0.

4.6
3.9

0.8

5.5

9.2
7.5

1R1 42

I~

1961. .. ..

6.6

~

4.3
3.8

B

10.7

5.9

1962. .. ..

1.2

6.4

9.5

1963. . ...
1964 .

i

0.7

6.4

4.7
3.9

1.1

1

4.2

0.6

2.5

0.6

2.5

7.4 1.9 5.4

6.4
6.6

0.6 1.5

2.1

2.5

3

1966. . ...

1.2

1

0.6
0.6
0.6

2.3

0.8

5.3
6.5

4.1

1967. . ...

5.9
5.0

3.0

3.5

1.5

1968. .. ..

1.1
1.3
1.1
1.2

6.9

I~

4.7

1969. .

-

4.3

1

I}
1.3

7.6

8.6

6.4

1970. . ...

7.0

0.8 4.5

5.2

1.3

8.2

1971 e e .

4.5

0.8

4.8

8.3

9.0

1972. ..

*These are the ratios of the individual regional rates to the national rate.

Source: Data supplied by Statistics Canada.
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Shaping the Expansion

APPENDIX TABLE 11—REGIONAL PARTICIPATION RATES

CANADA, 1960-72

Atlantic Prairie British
Canada Region Quebec  Ontario Region  Columbia

1960.......... 54.2 47.1 53.6 57.0 54.7 ) i
1961......... 54.1 48.1 52.8 56.7 55.6 51.8
1962.......... 53.9 47.8 52.5 56.3 55.7 52.3
1963.......... 53.8 46.8 52.6 56.5 55.0 52.8
1964... ... .. 54.1 47.0 52.6 57.0 55.1 53.6
1965.......... 54.4 48.1 53.2 56.7 55.5 53.8
1966.......... 55.1 48.6 54.3 5T i2 556.7 54.9
1967.......... 55.5 48.5 54.9 57.6 55.8 55.8
1968.......... 55.5 48.2 54.3 57.7 56.8 56.0
1969.......... 55.8 48.1 54.5 58.0 56.9 56.7
1970. . 55.8 47.5 54.3 58.0 57.1 5773
1971.. 56.1 48.1 54.9 58.3 57.0 57.2
1972........ .. 56.5 48.6 54.7 59.1 5759 57.5
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