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RESUME

Dans ce document, l'auteur fait une évaluation des
effets régionaux de la politique fiscale fé&dérale de 1965 a
1973, dans le cadre d'une étude plus vaste de la politique

de stabilisation et de son application au niveau des régions,

entreprise par 1'Equipe des &tudes régionales.

Pour mesurer ces effets régionaux, on calcule les
changements provoqués par la politique fiscale dans les
dépenses d'immobilisation en machines et biens d'é&quipement
et en batiments, ainsi que les changements dans les dépenses
personnelles de consommation, par rapport & 1970, 1l'année

choisie comme point de repére.

D'aprés les résultats de ces calculs, 1l'Ontario
et le Québec seraient les régions qui bénéficient le plus des
périodes d'assouplissement fiscal, mais qui par ailleurs sont
les plus touchées par suite d'un resserrement de la politique
fiscale. La région de 1l'Atlantique, les Prairies et la
Colombie-Britannique bénéficient moins que 1'Ontario et le
Québec, semble-t-il, de périodes d'assouplissement fiscal,
mais leurs pertes sont également moins lourdes lors d'un

resserrement de 1l'appareil fiscal.
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SUMMARY

This paper, which estimates the regional effects
of federal fiscal policy between 1965 and 1973, forms part of
a larger study on stabilization policy and its regionalized

application currently being undertaken by the Regional Studies

Group.

These regional effects are measured by estimating
the fiscally induced changes in capital expenditures on machinery
and equipment and buildings as well as the change in personal
consumption expenditures, relative to 1970 which was chosen as

our reference point.

The results suggest that Ontario and Quebec benefit
most during periods of fiscal ease but are also the most affected
by a tightening of fiscal policy. The Atlantic, the Prairies
and British Columbia neither benefit to the same degree as
Ontario and Quebec during periods of fiscal ease nor lose as

much during periods of fiscal tightness.
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CHAPTER 1

INTRODUCTION

Before attempting to quantify the effects of fiscal
policy as it applied to the regions, we might usefully consider

some examples of actual fiscal policy measures adopted since 1965.

In the budget of March 1968, the Minister of Finance
announced that the rates of depreciation allowances normally
applicable to assets -- machinery and equipment and buildings --
were to be reduced for the first three years for assets pur-
chased between March 30, 1966 and October 1, 1967. The rates
were then to revert to their normal levels. For machinery and
equipment this meant that the rate of depreciation was reduced
from 20 per cent to 10 per cent (on the declining balance method)
for the first three years of the life of the asset. For
buildings, the rate was cut from 5 per cent to 2% per cent for

a similar period of time.

A 3 per cent surtax on "basic"l personal income
tax in excess of $200 was announced in March 1968 along with a
3 per cent surtax on corporate income. These measures initially
were to apply to the 1968 and 1969 taxation years but were

subsequently extended to 1971 before being repealed.

From December 4, 1970 to March 31, 1972 manufacturing
and processing enterprises were permitted to value new invest-

ments in machinery and equipment and structures at 115 per cent

of their actual cost in claiming depreciation allowances.

1 "Basic" tax is personal income tax at full graduated rates after
deduction of the dividend tax credit but before abatement for
provincial income tax and excluding such additional federal taxes
as the 0ld Age Security Tax.




In October 1971, personal income taxes were reduced
by 3 per cent while corporate income taxes were cut by 7 per

cent, both measures to run from July 1, 1971 to December 31, 1972.

The above list, while not exhaustive, does indicate
the areas in which federal fiscal policy has been concentrated
since 1965. A complete listing of the fiscal policies introduced
between 1965 and 1973 can be found in Appendix A. In attempting
to estimate the impact of such fiscal policies it therefore seemed
necessary to consider effects on investment in machinery and
equipment and buildings as well as effects on personal consumption

expenditures.

Those interested only in the results can go directly
to Chapter 5, bypassing Chapters 2 through 4. 1In Chapter 2 we
will discuss in detail the procedure adopted in estimating the
changes in capital expenditures on machinery and equipment
induced by fiscal policy during the 1965-73 period. Chapter 3
deals with similar changes in capital expenditures on buildings,
while Chapter 4 deals with the effects on personal disposable
income (hence personal consumption expenditures) caused by
changes in the tax treatment of personal income. Finally all

of the results will be brought together and analysed in Chapter 5.




CHAPTER 2

CAPITAL EXPENDITURES ON MACHINERY AND EQUIPMENT

According to the theory of optimal capital accumulation,
upon which the theory of investment depends, a firm will maximize
its present value, i.e., the discounted flow of net earnings, if
it invests in all projects whose present value is positive at the
market rate of interest. This is only true if capital markets

are perfect, however.

Relaxing this assumption, the theory postulates that
the intersection of the marginal efficiency of investment (mel)
and the marginal cost of funds (mcf) curves determines the level
of investment which is profitable for the firm to undertake. At
this point of intersection, the rate of return on the last invest-
ment is equal to the marginal cost of funds for the last invest-
ment. The marginal cost of funds will be equal to the market
rate of interest only if the interest rate remains unchanged no
matter how much the firm borrows and if there is no increasing

risk attached to this extra borrowing.

In Figure 2-1 we show the situation where the mcf
curve is upward sloping reflecting the higher cost of funds as
more is borrowed, i.e., as the firm moves from internal financing
to bond financing to equity financing. The intersection of the
mel and mcf schedules determines the level of investment OB which
is profitable for the firm to undertake. The vertical axis measures

the true cost of funds and the rate of return {(r) which is OA in

this example.




Figure 2-1
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A fiscally induced change in this rate of return
will shift the meI schedule and alter the amount of investment
which is profitable for the firm to undertake. Consider a policy
which raises the rate of return by raising the net flow of
earnings either by increasing the amount of depreciation allowed
for tax purposes or by reducing the corporate income tax rate.

This policy will shift the meI schedule out as in Figure 2-2.

Figure 2-2
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The percentage change in the rate of return is AC/OA which

results in a percentage change in investment of BD/OB.



In order to estimate the changes in investment
induced by actual fiscal policy between 1965 and 1973 we have
to estimate the percentage change in the internal rate of return,
AC/OA in Figure 2-2, induced by fiscal policy, for each type of
investment, and from it calculate the resulting change in invest-
ment. To accomplish this we first reverted to the perfect
capital markets assumption, whereby the funds available to
the firm were in perfectly elastic supply at their present
rate of interest. In other words we assumed that the mcf curve

was horizontal.

We then selected an arbitrary investment project
and calculated its rate of return before and after the changes
in fiscal policy. For example, in Figure 2-3 the arbitrary
investment project might be at G, and fiscal policy might lead

to a percentage increase in its rate of return equal to EF/OL.

Figure 2-3
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We then assumed that this change in the rate of return would apply
to all investment projects, including those at the margin. In terms
of the diagrams, we assumed that AC/OA in Figure 2-2 was equal to

EF/OE in Figure 2-3.




Given the percentage change in the rate of return
we may then apply some measure of the elasticity of investment
demand with respect to the rate of return to calculate the

resulting change in investment.l

This is the basic theory of investment underlying
the analysis in this paper. Before leaving this brief discussion
we should note that to the extent that the mcf schedule facing
individual firms is not horizontal as we have assumed, we will

overestimate the change in investment induced by fiscal policy.

On reading through the budgets between 1965 and
1973 it was clear that several rates of return would have to be
calculated to reflect the fact that (a) income earned in manu-
facturing was generally treated differently than income earned
in nonmanufacturing, (b) corporations with differing degrees of
Canadian control received different treatment and (c) different

levels of taxable income imply different corporate tax rates.

In calculating the various rates of return, in line
with the above distinctions, we made use of the following

formula.

where

P.V. = present value of the cash receipts from asset

The new level of investment made profitable for the firm by the
change in the rate of return will not be attained instantaneously
due to the decision lag within the firm and the production lag
within the capital goods-producing industries. We will discuss
more fully the lag structure of the investment response later

in the chapter.




Ic = initial cost of the asset
Gt = gross earnings from the asset in year t
Tt = corporate income taxes payable in year t

on income earned in that year

£ = the project's internal rate of return, which
is that discount rate which makes the present
value of the earnings from the project equal
EonzZeros

We note further that

T, = T' (G, ~ D)
where
T' = marginal tax rate on corporate income
Dt = the depreciation allowance for tax purposes in

year t. The value of Dy depends on D{, the rate
of depreciation allowed in year t. Since we assume
that the initial cost of the asset is 1 (If = 1.0)

1]
we have Dt equals Dt’

Substituting for Tt we get

' =
= Dt)] (2555 ) =L

i

n
Boald = L G .= T (S £

which takes explicit account of both T' the marginal rate of

tax on corporate income and Dé the rate of depreciation allowed,

in calculating r the internal rate of return.

In order to calculate r we need to have values for

G If and the working life of the asset, t. As mentioned above,

tl

we assumed I_. = 1.0, we also assumed that the asset produces an

f
even annual flow of gross earnings equal to 0.25 and that the
asset produces these earnings for ten years and has no scrappage

value.




Some twenty rates of return were calculated using the

appropriate values for T' and D! to reflect the different treat-

t

ment accorded different types of corporation between 1965 and 1973.

Given these rates of return it was then necessary
to estimate the capital expenditures totals on machinery and
equipment to which changes in these rates of return might be
applicable. A detailed account of the actual estimation procedure
adopted will now be undertaken in order to spell out the many
assumptions and approximations inherent in the final figures

presented at the end of the chapter.

At the outset it was decided to concentrate on private
business capital expenditures rather than on total expenditures
which would include government departments, agencies, Crown
corporations as well as institutions. The profit maximizing
assumption underlying our procedure can reasonably be applied to

private investment but not to public investment.

The share of private business expenditures in total
capital expenditures on new machinery and equipment is available
for Canadal and applying this share to the regional totals gives
the regional shares due to private business, assuming that the
Canadian distribution holds equally for each region. Over the
1965 to 1973 period private business expenditures on machinery
and equipment in Canada accounted for 77 to 84 per cent of total

expenditures on machinery and equipment. Thus the greatest share

1 Private and Public Investment in Canada, Statistics Canada,
Cat. No. 61-205, various 1ssues, 1965-74.




of expenditures was made by private business and it seems reasonable
to assume that this is true in each region also. This same distri-
bution was assumed to hold for both the manufacturing and non-
manufacturing sectors (whose totals are available by region) and

they were estimated for 1965 through 1973 by region.

In Corporations and Labour Unions Returns Act

(C.A.L.U.R.A), Statistics Canada, Cat. No. 61-210, the share of
profits by sector by degree of foreign ownership for coporations
with gross revenue in excess of $500,000 is available for Canada.
From these reports it was possible to obtain the share of profits
in manufacturing and nonmanufacturing due to corporations (a) with
50-100 per cent Canadian ownership, (b) with 25-50 per cent
Canadian ownership (this was required for manufacturing only) and

(c) with 0-25 per cent Canadian ownership, for Canada only.

Again assuming that these shares held for each
region and that the share of profits is a proxy for the share of
capital spending, total capital expenditures by private business
on machinery and equipment were distributed to corporations by
degree of Canadian ownership by manufacturing-nonmanufacturing

sector by region for 1965 to 1973.l

The formulation of taxation policy necessitated

some breakdown of corporations capital expenditures by taxable

1 It has also been assumed that the distribution of foreign
ownership over all corporations is the same as for the
corporations reporting in #61-210. It may well be the case
that corporations with gross revenue < $§500,000 have greater
degrees of Canadian ownership than the corporations covered
under C.A.L.U.R.A., however lack of data made such an
assumption unavoidable.
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income size group. The annual report from Statistics Canada,

Corporation Taxation Statistics, Cat. No. 61-208, provides a

provincial breakdown of corporate taxable income by taxable
income size group without a sectoral breakdown. These data are
available for 1969 through 1971. It was thus possible to obtain
the share of total regional taxable income accounted for by
corporations with taxable income (a) < $35,000, (b) $35,000~-
$§50,000, (&) = 838,000, «(4), > §54,000, for 1889 1970 @and

1971. We used the 1969 shares to estimate the 1965-69 totals

and the 1971 shares to estimate the 1971-73 totals.

By applying these shares to the total capital
expenditures in both manufacturing and nonmanufacturing by
corporation with the defined degrees of Canadian ownership,
we arrived at the capital expenditure estimates by private
business (i) by degree of Canadian ownership, (ii) by taxable
income size group for both manufacturing and nonmanufacturing

By regiomsffrom L9635 to 1373,

Finally it was necessary to obtain some breakdown
between private and public corporations with 50-100 per cent
Canadian control given the change in the tax treatment of each

from 1972.l

The Department of Finance estimated that in 1968
10.5 per cent of the profits of corporations in manufacturing

were due to Canadian controlled private corporations. To date

1 These changes initially arose out of the tax reform introduced
in 1972 and hence were not initially fiscally induced. However,
in 1973 a special reduction in taxes for Canadian-controlled
private corporations in manufacturing was announced.
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we have obtained the share of profits in manufacturing due to
both private and public corporations with 50-100 per cent

Canadian ownership from C.A.L.U.R.A. reports.

Assuming that the 10.5 per cent share applies to
each region for each year in the 1965-73 period, we can by
subtraction arrive at the share of profits due to both private
and public corporations separately. Expressing these shares
as a fraction of their total (sum) and applying these ratios to
the appropriate totals we arrive at private capital
expenditures by private and public corporations with 50-100 per

cent Canadian ownership in manufacturing by region for 1965-73.

Also in 1968, Finance estimated that 35.5 per cent
of the profits of nonmanufacturing corporations were due to
Canadian-controlled private corporations. Adopting the same
procedure and assumptions as in manufacturing, the share of
capital expenditures on machinery and equipment by private and
public corporations with 50-100 per cent Canadian ownership by

taxable income size group for nonmanufacturing was obtained by

region from 1965 to 1973.

A condensed form of the totals resulting from the

above calculations is presented in Table 2-1 below.

Now that we have estimates of capital expenditures by
corporations by degree of Canadian control, by taxable income size
group for manufacturing and nonmanufacturing (with the required
private-public split where appropriate) by region, we are in a
position to estimate the effects of changes in fiscal policy

as reflected in the internal rates of return previously calculated.
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Such a procedure requires the use of some elasticity
measure whereby a given percentage change in the rate of return

can be translated into a percentage change in capital expenditures.

In a study carried out for the Royal Commission on
Taxation, Wilsonl used a specification of investment demand as
the backlog of unexpended appropriations (or uncompleted projects)
in which firms are assumed to adjust the backlog in response to
changes in the determinants of investment. He derived a point
estimate of the long-run elasticity of investment demand for
aggregate investment in Canada equal to =-.67. This suggested
that for each one per cent reduction in the cost of capital
(the corporate bond rate) investment demand would in the long

run increase by two-thirds of one per cent.

An interesting highlight of his model made the time
pattern of investment response to changes in interest rates
different from the time pattern of response to output changes.
This property was due to the specification of the model which
treats capital-deepening investment and capacity-expanding
investment differently. Capacity-expanding investment is
assumed to have a depressing effect on future output whereas

capital-deepening investment is not.

In addition Wilson carried out some simulations on
his model, one of which concerned changes (a reduction) in the

rate of interest. By assuming "that all investment induced by

1 Thomas A. Wilson, "Capital Investment and the Cost of Capital:
A Dynamic Analysis", Studies of the Royal Commission on Taxation,

No. 30 (Ottawa: Queeen's Printer 1967).
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the interest rate reduction is capital deepening, and hence no
capacity feedback effects occur",1 he found that a reduction in
interest rates causes investment to build up rapidly for seven-
or eight-quarters and then level off at the permanently higher
level then reached. This was in contrast with the rapid build-up
and then gradual decline in investment back to the earlier level
which is observed following an increase in output. This latter
pattern is observed because Wilson has made allowance for the
effect of capacity-expanding investment upon capacity, which has

a depressing effect on future investment.

By assuming that the investment induced by changes
in interest rates is capital deepening only, Wilson ignored
(consciously) any capital-widening effects which might follow
the initial increase in capital per unit of output for a given

level of output.

For our purposes we assume that a given change in
the internal rate of return has the same effect as an equal
but opposite change in the rate of interest. Consequently,

accepting Wilson's result, our elasticity becomes 0.67.

Taking his observed response of eight-quarters
during which time the level of investment builds up to the new
level then maintains this level in the future, until some new
change in the rate of return produces a further shock to the
system, we are also accepting his capital-deepening assumption

and ignoring any effects on output.

1 MWilsom, ibid, p. B4.
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His simulations imply that it would be reasonable to
assume a two-year lag before the new level of investment is
realized following the change in the rate of return and that
about one-third of the new desired level is realized during
the year in which the change occurs and one-third during each

of the following two years (eight-quarters).

Call a change in desired investment at time t, that
- %
occurs purely as a result of fiscal policy, AIt. Then the

change in actual investment due to fiscal policy, ZIt is defined

as

et =53 = X

|
(1) A1, = 3 {1, + A1 __, + 1 __,}

Fiscal policy affects the rate of return on any

investment project. For a particular project G, arbitrarily
G
e

of return on the same project but with the policies of year =t

chosen, let the rate of return in year t be r Let the rate

be rf. Then the policy induced increase in the rate of return

in year t, as compared with year 1, is rg = rf, (which may, of

course be negative). Thus, the rate of return on project G in

t is a multiple(?i = r%)/ r? of what it would have been in t if

policies had not changed between T and t.

For all projects within a particular tax-depreciation

class we assume that the rate of return will be affected in this

way. Consequently, given that "e" is the elasticity of invest-

ment with respect to the rate of return, the policy induced

- %

change in desired investment, AIt, is given by




wilE =

G
. - * e -k *
(2) AIt = G e I,
o
T
rg = ¥
put - kt’ so that
z
i
3 B = k 2
(3) I, =k el
*
ok, e (I L3 =04
I* I
= 22
=k, eI {1+ ) }

* *
Now<§t - Ié)/ It is the fractional gap between desired and actual
investment at t, which we assume is small relative to unity over

the cycle, so we can neglect it in (3) and therefore write

%
(4) AIt = kt e It

Substituting in (1) we obtain

(5) AT, =

w| =

fe} [kp T+ ke Toog * Keop Teop]

Thus the approach adopted has been to select a year, T,
within the period under study and measure the effects of fiscal
policy on the region relative to that year. In this manner we
have defined the change in the rate of return in t relative to

T. We selected 1970 as year T.l

1 This particular lag structure of investment was the work of
Neil Swan.
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The choice of 1970 has the advantage of being a year
in which the government appears to have followed a neutral or
hands-off policy with regard to the economy, whereas the middle

1960s and early 1970s were periods of fiscal ease, in the sense

that the settings of taxes and depreciation allowances that
obtained in 1970, if imposed in any of these years, would have

caused demand to be lower than it actually was.

It is true that no year exists in which fiscal policy
was completely neutral, including 1970. But for our purpose,

which is to assess the regional effects of fiscal policy, it is

not really necessary to have a neutral year, though it is
intuitively appealing. Any period could, in principle, be
selected as our zero setting from which the effects of policy

could be measured.

Having chosen 1970 as our focal point we can assess |
the regional effects of a tightening of fiscal policy (1966 to

1970) and also the effects of an easing of policy (1971 to 1973).

We calculated the changes in the rates of return |
each year relative to 1970 for each of our categories of in-
vestment previously identified. Application of the above
formula then gave the changes in capital expenditures on
machinery and equipment induced by fiscal policy over the
1965~73 period. These results are shown in Table 2-2 below in

a condensed form.

We will forgo any discussion of these results until
Chapter 5 when the results for all the components of aggregate

demand will be brought together and analysed.




Table 2-2

Changes in Business Capital Expenditures on Machinery and Equipment Due to

Fiscal Policy, by Region, 1965-73

1965 1966 1967 1968 1969 1970 3ee) 7/ 1972 1973
(Millions of dollars)
Atlantic region
Manufacturing .85 B 13 .09 -.86 -.89 -.26 5%94 e 26 25.16
Nonmanufacturing 3.05 =-1.04 ~.02 =407 1.02 - 5.42 1'8=1413 24.67
TOTAL 35910 S Sl .07 BRgR w13 & 2AeETIsE6 2969 L CR e
Quebec
Manufacturing 5.66 I i )0/ =200y -=21.43 -.90 S22 24,31 e
Nonmanufacturing 7.60 -3.08 -.41 -7.96 2572 - 1514612 48,97 61015317
TOTAL 13.26 <98, il TGRS =339 S I0RF=2121551 WIS TE3I3E50
Ontario
Manufacturing 8.50 Blx2 2\ M 55549 -4.09 -5.06 351 V2650247 58.33 147.00
Nonmanufacturing 12.04 -4.40 A0 ZNSINENoIE 4.44 ~ 24.64 82.71 103.21
TOTATL 20.54 3.89 5.44 -16.07 ~-.62 31, SSIORIIE S NRE Ol S 25 Ry 2l
Prairie region
Manufacturing llges 1) 0.73 0.24 SH03i8 ~-.66 -.24 Sa88 8.40 2/5%415
Nonmanufacturing 9.99 -3.84 -.17 -10.16 alsl = 13 EY 58.24 62.57
TOTAL IETll6R =S 67 SRS 3.03 -.24 17.82 66.64  88.02
British Columbia
Manufacturing 2103 15 7151 =24, B8 = o DRI L) ~%36 5 57 15.42 32.08
Nonmanufacturing 5.74 -1.76 -.02 -5.02 1.80 - Elie 5 A 5D 34.80
TOTAL 7.87 =% QL1012 81k =00l 63 = 36% NSO 4551 66.80

Source

Based on data from Statistics Canada.
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CHAPTER 3

CAPITAL EXPENDITURES ON BUILDINGS

As was the case for machinery and equipment, in
dealing with the effects of fiscal policy on capital expenditures
on buildings, we calculated internal rates of return to reflect
the different budgetary treatment accorded different types of

buildings by different sectors of the economy

The rationale behind the calculations of these rates
of return is the same as that explained in Chapter 2 and needs
little repetition. It was, however, necessary to make some
assumptions about the initial cost of the asset (building), the
gross earnings from the asset and the length of time over which

such earnings might accrue.

We assumed that the initial cost (I was~1:0,

£
the even annual flow of gross earnings was 0.15 and the life of the
asset was twenty-five years. Given these parameters and the
legislated rate of depreciation allowance plus the tax rate on
corporate income, it was possible to calculate the appropriate

rates of return as indicated by the formulation of

fiscal policy between 1965 and 1973.

The way in which budgetary policy was formulated
with respect to buildings made it necessary to have a commercial-
industrial breakdown as well as a manufacturing-nonmanufacturing
split. A detailed account of the estimation procedure involved

in obtaining such totals follows.
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The Statistics Canada definition of industrial
buildings includes those in the sectors of manufacturing, agri-
culture, forestry, mining, transportation, communications and

other utilities. From Private and Public Investment in Canadal

we took the total capital expenditures by the manufacturing,
primary industries (including construction) and utilities sectors
and calculated the shares due to manufacturing and nonmanufacturing

(the remainder). This was done for each region from 1965 to 1973.

Applying these ratios to the value of new industrial

construction by region for 1965-~73 from Construction in Canada,

Statistics Canada, Cat. No. 64-201, we obtained estimates of
capital expenditures on new industrial buildings by the manu-

facturing and nonmanufacturing sectors by region.

The June budget of 1969 attempted to apply regionally
differentiated restraint on commercial buildings by deferring
depreciation allowances for the first two years. To assess the
impact of this particular policy measure we needed to break down

spending on commercial buildings into the appropriate components.

The 1969 measure applied to commercial buildings
put in place in the major urban centers in Ontario, Alberta and
British Columbia. These centers were defined to be centers with

populations of 50,000 or more as of the 1966 Census.

1 Statistics Canada, Cat. No. 61-205.

2 We have again attempted to concentrate on business capital
expenditures on buildings by ignoring those expenditures
undertaken by institutions and government departments whenever
possible.
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Having identified these centers from the Census, we
then obtained the ratio of the value of commercial building
permits issued in these centers to total commercial building
permits issued in the corresponding region from the Statistics

Canada publication, Building Permits, Cat. No. 64-203. Applying

these ratios to the value of new commercial construction, from

Construction in Canada, gave the required major urban-remainder

split for Ontario, Alberta and British Columbia. Also from the
same source we obtained directly the value of capital expenditures
on new commercial buildings for the Atlantic region, Quebec,

Manitoba and Saskatchewan from 1965 to 1973.

As was the case for capital expenditures on machinery
and equipment, the treatment of spending on buildings was
influenced by the degree of Canadian ownership of the corporation
undertaking the investment. Again from the reports on C.A.L.U.R.A.
the share of profits in corporations with 50-100 per cent and
0-50 per cent Canadian ownership in manufacturing and nonmanu-
facturing were used to distribute the industrial and commercial
expenditure totals so far identified, to corporations by the

appropriate degree of Canadian ownership.

In addition, expenditures undertaken by those
corporations with 50-100 per cent Canadian ownership has to be
broken down into their private and public components. The 1968
information from the Department of Finance was used for this

purpose making the same assumptions as in Chapter 2.
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Finally it was necessary to have these expenditure
figures by corporations by taxable income size group. The
allocation of taxable income by taxable income size group from

1969 to 1971 from Corporation Taxation Statistics was again used

for this purpose.

The end results of all of the above calculations

is presented in a condensed form in Table 3-1 below.

Taking 1970 as our zero setting, we calculated the
changes in the internal rates of return in each year and category
relative to the corresponding rates in 1970. Given that these
changes in the rates of return were fiscally induced and adopting
the same measure of elasticity of investment with respect to the
rate of return and the same investment response process (lag
structure) as in Chapter 2, we calculated the changes in capital
expenditures on buildings by region from 1965 to 1973. These

results are shown in Table 3-2.

Once more we will not undertake a discussion of
these results at this time, deferring any such analysis to

Chapter 5.
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Table 3-2
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Changes in Business Capital Expenditures on Buildings Due to Fiscal Policy, by Region,

1965-73

1965 1966 1967 1968 1969 1970 LT 7L 1972 1973
(Millions of dollars)
Atlantic region
Commercial 999 1.00 1.67 1.08 .67 = 1.16 4,57 5i.89
Industrial-Manufacturing .12 w24 o 34 2t .08 ~-.02 1.40 2503 2.52
Nonmanufacturing .48 .79 1,26 a3 .43 - 1,88 3.41 3.80
TOTAL 1 ML) 28103 3.27 2.02 SULE:] ~.02 VAR 10T oI i 2E 2
Quebec
Commercial 21398 4.32 6.80 4.26 2.48 = 4,25 16.45 20,99
Industrial-Manufacturing 932 .50 .81 .46 .25 =.06 .96 257 51, 148
Nonmanufacturing 1.40 2.05 3.08 1.66 1.01 - 2.58 928 12510
TOTAL - 4.70 6 SE=LORI6S 6.38 3.74 -.06 kISl S 2 8L ST =3Bk 257,
Ontario
Commercial 52 .78 1837 .84 .58 - 1.97 6.55 8.00
Commercial (Urban) 6.93 11.41 18.49 16.28 11.46 45330 1A 317 a5k SIS 31
Industrial-Manufacturing 1.20 Il 295 156618 0.91 Spathl 1.90 4.60 8.66
Nonmanufacturing 1.94 321 SES1S 3.41 2. 158 - 43290 0142913 . 598
TOTAL O S9 N7 33 27 BIGE N N2128 201 MR lS 5 0/8 4.22 19.63 61.59 84,98
Prairie region
Commercial el 1.62 2.64 1.63 1.00 - 1851618 631<(BHLL BIS32
Commercial (Urban) 1 61 2,12 8] i) 2.90 2<2/5 .98 1.8 7.44 10.70
Industrial-Manufacturing .03 .04 N2 .08 .04 -.01 .08 .36 .86
Nonmanufacturing .74 10oak) 2.04 1.29 .86 = 1.14 3.90 4,73
TOTAL 2[. 87 4,97 8.19 5.90 4.15 .97 4.78 18.51 24.61
British Columbia
Commercial .82 1,16 1.69 .86 .54 - 182 7.56 gia 0l
Commercial (Urban) 162 1.05 2.97 29113 gl .62 1.83 Biy313 6.93
Industrial-Manufacturing .20 .49 i) 13 .04 -.01 +59 1.14 .62
Nonmanufacturing .25 18 2,00 1,06 .62 = 3.43 I 7.76
TOTAL 2.89 4.09 6.99 4.18 S Il .61 7.67 21.14 24.32

_Source Based on data from Statistics Canada .
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CHAPTER 4

PERSONAL CONSUMPTION EXPENDITURES

The remaining component of aggregate demand which
we have to consider is personal consumption expenditures.
Changes in these expenditures come about through fiscally

induced changes in personal disposable income.

Over the 1965-73 period changes in the tax treat-
ment of personal income have generally been the result of
changes in federal taxes which left "basic" federal taxes
unaffected. Some such examples are the 3 per cent surtax
introduced in 1968 and the increase in the upper limit of the

0ld Age Security Tax introduced in 1966.

In July 1971, the actual rates in the basic tax
schedule were changed thus changing the "basic" federal tax,
but this tended to be the exception rather than the rule, at

least during this period.

By changing personal disposable income in this
fashion the federal government would seem to have been attempting
to change federal taxes yet leaving provincial taxes unaffected.
This is due to the fixed relationship in all provinces, other
than Quebec, between provincial taxes and "basic" federal taxes.
For example, in Ontario in 1970, provincial income tax revenues
were 28 per cent of "basic" federal tax revenues from Ontario

taxpayers. Consequently, any change in this basic federal tax
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(caused by federal taxation policy) would automatically change

provincial taxes unless the province amended its own tax rate.

In Quebec changes in the basic federal tax payable
change the federal abatement to Quebec taxpayers but not
necessarily the provincial taxes levied separately by the

province.

Given these relationships and the fact that the
federal government provides an abatement of the "basic"
federal tax to allow the provinces to levy their own income
tax (which the federal government collects in all cases except
Quebec), it was possible to calculate the federal and provincial

shares of total taxes paid, by province, from Taxation Statistics

(published by the Department of National Revenue, Taxation). To
calculate these shares it was necessary to calculate the basic
federal tax payable, a total which is not currently available

in the published statistics. The method used is as follows.

For the 1965-71 period we have for all provinces

other than Quebec,

TT = (1 - &) BPT + SBFT + YBFT + oT%

where TT = total tax paid
BFT = "basic" federal tax
TY = taxable income
o = provincial abatement
B = provincial tax rate which may or may
not equal a
Y = federal surtaxes on the "basic" federal

tax
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8 = federal taxes levied on taxable income
which do not affect the basic federal tax,
e.g., 01d Age Security Tax.

From this we have (with knowledge of TT, a, B, Y, §)

how o> B S 00T
Zl+y-a+8$

which then gives

PT = R.BFT where PT

provincial tax
and it follows that

FT = TT - PT where FT federal tax

For Quebec we have

FT = (l1l-a)BFT + YBFT + 6TY

£ e T
so that BFT = Tl—-l-y——_&T_
and R = o.BFT where R = provincial rebate.

The income tax reform of 1972 eliminated the system
of abatement to all provinces other than Quebec. Also the
relevant concept in determining provincial taxes became federal
taxes calculated at the new rates in the tax schedule which had
absorbed the 0ld Age Security Tax and the Social Development Tax

represented by & in our formulations above.

Thus for 1972 and 1973 for everywhere, except Quebec,

we have

TTP = (1-0)FT « BET

where TLE total taxes paid

FT = federal taxes payable at full federal
5G]
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0 = the federal tax cut to individuals
(this tax cut affects federal taxes paid
but not the calculation of provincial taxes)
B = provincial tax rate.
SO TTP = (1-96+R)FT
and FT = TTP/(1-6+8) and with knowledge of TTP, 6,

and B we can determine FT.

Given FT and B we have PT from PT = R.FT and it

follows that FTP = TTP - PT

where FTP = federal taxes paid.

For Quebec for 1972 and 1973 we have

FTP = (1-6)FT

so that BT FTP/(1-6) and
R = a.FT

where o is the abatement to Quebec.

From these sets of equations we were able to calculate
the federal and provincial taxes paid each year as well as the
"basic" federal tax (or federal tax payable for 1972 and 1973).
These calculations were made for six income classesl foe aash

province, and the results are reported in Appendix Table B-1.

Turning now to measure the impact of fiscal policy
on disposable income, we again selected 1970 as the point of

reference from which we would measure these effects on the regions.

1 The income classes were < $5,000, $5,000-10,000, $10,000-
15,000, $15,000-20,000, $20,000-25,000 and $25,000 and over.




~ 30

In this case the application of the set of tax
measures in existence in 1970 to each of the other years measures.
the amount of taxes which would have been paid in those years at
the 1970 rates. The difference between these taxes and the taxes
actually paid represents the change in disposable income due to

fiscal policy.

Before applying the 1970 rates, we first had to
determine those years in which such a procedure would change
the amount of federal and provincial taxes payable, and those
years in which only the amount of federal taxes payable would be
affected. This is because, in the first case federal fiscal
policy actually changes provincial fiscal policy, as represented
by provincial income tax collections, while in the latter case
only federal fiscal policy is affected. 1In those cases where
the basic tax schedule corresponds with the 1970 schedule,
application of the 1970 tax rates will lead to no change in
"basic" federal tax payable and consequently lead to no change
in provincial tax payable or in the case of Quebec the provincial

abatement. This was the case from 1965 through 1968.

From 1971 through 1973 the tax schedules differ from
the 1970 schedule, so the application of the 1970 rates to each
of these years results in changes in the "basic" federal tax
payable compared with the "basic" tax actually paid. Therefore,
the amount of provincial tax payable also changes. However, from
1965 to 1968 and from 1971 to 1973 the procedure results in changes

in federal taxes payable.
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In 1969, the basic tax schedule agrees with the 1970
schedule so our procedure results in no change in provincial tax
payable. At the same time, the remaining federal taxes (0ld Age
Security, Social Development) levied in 1969 also corresponds
with their 1970 rates, so we find no change in the amount of

federal tax payable either.

The effective rate of tax in 1970 which we calculate
as (FT/GY)70 for each of our six income classes, where FT is
total federal taxes paid and GY is the total income on which
these taxes are paid, depends not only on the legislated tax
policy in effect in 1970 but also on the distribution of tax-
payers within each income class. Likewise the actual tax paid
in any year depends on the prevailing tax rates and the distri-
bution of taxpayers within each income class. In comparing the
tax that would have been paid in any year at the 1970 rates and
the tax actually paid, we ignore the possibility of differences
in these distributions and attribute all of the differences in
the amount of tax payable to fiscal policy, i.e., to differences
in tax regulations. To the extent that these diétributions

probably vary to a small degree, our results will not be

completely accurate.

Applying (FT/GY)70 to total income in each of the
other years gives, as pointed out above, the federal'rtaxes that

would have been paid at 1970 rates. For 1965, for example, this

results in a total which we call FTZg. Subtracting actual taxes

paid . wi- 1963 (PY from this gives part of the change in dis-

65/
70

posable income due to fiscal policy. That is FT65 - FT65 = AFT.
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Disposable income also was changed due to the affect
on provincial tax payable of changes in the "basic" federal tax
payable. Taking the "basic" federal tax payable to total income
an 1979 (BFT/GY)70 and applying it to total income in each of
the years 1971 to 1973 (where we know the tax schedules were

different from the 1970 schedule) gives the "basic" federal tax

payable in, say 1973, at the 1970 rates (BFT;g). Applying the
provincial tax rate (B) to this gives the provincial taxes

70
73

taxes paid in 1973 (PT73) from this gives the change in pro-

payable at 1970 rates (PT.,,). Subtracting actual provincial

vincial taxes payable or the change in disposable income.

The results of these calculations are shown in

Table 4-1 below in a somewhat condensed form.

Table 4-1

Changes in Personal Disposable Income Due to Fiscal Policy, by Region,
1965-73

Taxes 1965 1966 1967 1968 LSO/l 1972 1973

(Millions of dollars)

Atlantic region

Federal 331.26 45.00 44,28 319'427 -.31 29.60 29.93

Provincial -2.86 9,72 17.99
Total 33.26 45.00 44.28 39.27 -3.17 39.32 47.92

Quebec

Federal 148.95 201.57 177.79 148.64 9.95 89.59 38.69

Abatement -22.13 146.11 180.58
Total 148,95 201.57 177.79 148.64 -12.18 235.70 219.27

Ontario

Federal 297.17 686.94 360.64 292.99 43.45 176.63 163.39

Provincial ~15.14 921:105M 156! ;S
Total 297.17 686.94 360.64 292.99 28.31 268.68 319.90

Prairie region

Federal 91.91 125.00 116.85 98.78 4.44 6. 118k = 11042015

Provincial -6.78 31.26 70.93
Total e “ .8 8 ¥ o 3

British Columbia

Federal 77.26 99.15 91.45 78.00 9.97 45.68 40.52
Provincial -8.47 22.54 41.59
Total 77.26 X 91.45 78.00 150 68.22 82.11

Source Based on data from National Revenue, Taxation.




- 32 -

Now that we have the changes in personal disposable
income due to fiscal policy, it only remains to convert these
changes into changes in personal consumption expenditures through

the application of appropriate marginal propensities to consume.

For this, we draw on an internal working paper by Beaudry,l
who made use of certain published estimates of short-run marginal
propensities to consume for the regions, to arrive at estimates
appropriate for our purposes. It is these estimates which have
been used to convert the totals in Table 4-1 into changes in con-
sumption expenditures. The resulting totals are presented in

Table 4-2 below.

Table 4-2

Changes in Personal Consumption Expenditures Due to Fiscal Policy,
by Region, 1965-73

1965 1966 1967 1968 1971 1972 1973
(Millions of dollars)

Atlantic region 16.96 22.99 23. 99 20.03 ~1.62 20.06 24,44
Quebec 73.43 g2 B7.065 73488 ~6 00" I16 .20 TeE. 10
Ontario 14328 331.30 Wi A 4SS 13.94 WMIgsS0 1¥Es10
Prairie region 46.96 63.86 59 .70 50.47 -1.19 g0 ..28 89.86

Beitish Columbia 37.31 47.88 44.16 37767 0.72 32.94 =9 .63

Source Based on data from National Revenue, Taxation.

As before we will forego any discussion of results until
Chapter 5 immediately following, where we will bring together the

results from Chapters 2, 3 and 4.

1 Beaudry R., "Etudes D'Impact De Différentes Politiques Fiscales",
May, 1975.
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CHAPTER 5

THE REGIONAL EFFECTS OF FEDERAL STABILIZATION POLICY

In this chapter we bring together the results
obtained in Chapters 2, 3 and 4 and analyse the regional effects

of fiscal policy from 1965 to 1973.

The effects of fiscal policy on capital expénditures
on machinery and equipment were estimated in Chapter 2, on
expenditures on buildings in Chapter 3, while the effects on
personal consumption expenditures were estimated in Chapter 4.
Combining the results for these three components of aggregate
demand gives us the effects on total demand by region. The
resulting effects are shown in Table 5-1 below. In the table,
the effects in current dollars and as a per cent of gross

regional product are shown.

These gross regional product (GRP) estimates were
initially obtained in constant dollar form from an internal working
paper by Beaudryl and inflated by the GNE implicit price index to

give current dollar values.

Before discussing the results in Table 5-1 we
should point out that these are initial or first-round effects
where no allowance for interregional leakages has been made.
Once these leakages have been allowed for the results change
somewhat as we shall shortly see, so care should be taken in

viewing these results as they do not reflect the whole picture.

gt Beaudry, R., "Les Aspects REgionaux De La Diffusion De La
Technologie au Canada: Le Cas Des Ordinateurs", December 1975.



Table 5-1

Initial Effects of Fiscal Policy on Total Demand, by Region, 1965-73

1965 1966 1967 1968 1969 19701 1971 LI 1978
(Millions of dollars)
Atlantic region
Expenditures on machinery
and equipment 3.90 -0.31 0.07 =-3.93 0.13 -0.26 SLLGE] S 29569 49.83
Expenditures on buildings 1.19 2.03 P82 2.02 818 -0.02 4.44 10.01 22591
Expenditures on personal
consumption 16.96 22,95 22.59 20.03 - - -1.62 20.06 24.44
TOTAL 22.05 24.67 Z5EIS 18.12 L3k -0.28 14.18 56.76 86.48
Quebec
Expenditures on machinery
and equipment 1315, 26 0194513 1.66 =-10.13 -0.29 ~0.90 22.84 73,281 133..50
Expenditures on buildings . 4.70 6.87 10.69 6.38 3.74 ~0.06 Tl 9 28.50 38427
Expenditures on personal
consumption 73.43 9,9) 3V 87.65 73.28 - - =BI0I0 4 165210 | JIN0IBLRIE
TOTAL 9139l RO ER 7MET 00ROl (GOR5E) 3.45 =-0.96 248er 210 S 98 2 9By
Ontario
Expenditures on machinery
and equipment 20.54 3.89 5.44 -=16.07 -0.62 -3.51 50.91 141.04 250.21
Expenditures on buildings 10.59 L7 it 28.16 22.21 1’51108 4.22 189516)3 61.59 . 84.98
Expenditures on personal
consumption 14823 330 JIONENES ABSENR] 41 522 = = 18316141 $1 21915510 _ 1ISI4Ng1.9.
TOTAL 174,36 352.30 207.43 147.36 14.46 0.71 S4MINEI BB 2.1 30 4100 I8!
Prairie region
Expenditures on machinery
and equipment 13056 =3 LT 0.07 =11.49 3.03 ~0.24 17.82 66.64 88.02
Expenditures on buildings 2.87 4.97 85189 5121910 4.15 (0)5'%)7] 4.78 48N SHlt 24.61
Expenditures on personal
consumption 46.96 63.86 59.70 50.47 = - Sl LY 50.29 89.86
TOTAL 60.99 (5SS 67.96 44.88 gt 0.73 21.41 135.44 202.49
British Columbia
Expenditures on machinery
and equipment 7.87 -0.01 2.81 =-5.56 0.63 -0.36 14.62 45.17 66.80
Expenditures on buildings 2.89 4.07 6.99 4.18 Sl 0.61 75607 21,14 24.32
Expenditures on personal
consumption 37 3 47.88 44.16 374617 - - 0.72 32.94 391165
TOTAL 48.07 51.96 BENY6 36.29 3.74 0.25 23.01 99.25 130.77
(Total as a per cent of gross regional product)
Atlantic region 0.62 0.58 0.61 0.39 0.03 0.00 0.23 0.83 1.12
Quebec 0.63 0.67 0.58 0.38 0.02 0.00 0 ¢ Jult 0.86 0.97
Ontario 0.81 1.45 0.80 OS2 0.05 0.00 0.23 0579 1.03
Prairie region 0.67 0.64 0.64 0.38 0.06 0.01 0.14 0.82 1.04
British Columbia 0.82 0.79 01575 0.46 0.04 0.00 0.22 () G 0.94

1 Due to the lag structure of the investment process it was not possible to make these totals

identically zero.

Source Based on data from Statistics Canada and Department of National Revenue, Taxation .
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Turning now to look at the results in Table 5-1, let
us first examine the regional effects of the easing of fiscal

pélicy which gceurred from 1971 through 1973,

In 1973 Ontario, through the easing of fiscal policy,
received a stimulus, compared with the 1970 situation (which
for all practical purposes we can treat as zero) of $489 million
or 1.03 per cent of GRP. Quebec received a stimulus to total
demand of $279 million which was 0.97 per cent of GRP, slightly

less than the Ontario effect.

Surprisingly enough the largest percentage gain
was in the Atlantic where an added $86 million represented
1.12 per cent of GRP. The situation in the Prairies resulted
in a net gain of 1.04 per cent of GRP ($202 million) while the
smallest effect was recorded in British Columbia at 0.94 per

cent of GRP.

Next, consider the effects of the tightening of
fiscal policy from 1966 through 1940, - In Ontarig,. ih 1966,
fiscal policy was expansionary to the tune of 1.45 per cent of
GRP, and this stimulus was gradually reduced to zero by 1970.
In other words, this 1.45 per cent of GRP represents the effect

on Ontario of the tightening of policy over the period.

In Quebec this tightening amounted to 0.67 per cent
of GRP, less than half the Ontario effect. The effects in the
other regions were 0.79 per cent in British Columbia, 0.64 per

cent in the Prairies and 0.58 per cent in the Atlantic.
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Thus, for these initial effects, we can say that
the Atlantic region appears to have benefited most from the
easing of policy from 1971 through 1973 and to have been least
affected by the tightening of policy from 1966 through 1970.
Ontario, on the other hand, appears to have been affected most
by the tightening of policy and also to have benefited from the
easing of policy. It is hard to discern any general pattern for

the other regions.

To allow for interregional leakages and hence to
estimate the final or global effects of fiscal policy on the regions,
we have made use of an unpublished interprovincial input-output
table developed by DREE which gives the total income induced
for each province by a $100 change in expenditure in a given

industry in a given province.

For our purposes we needed to convert the initial
effects on capital expenditures on machinery and equipment and
buildings, and the effects on personal consumption expenditures

to take account of interregional leakages.

The input-output table provides data for the
primary metals and transportation equipment industries, the
industries most likely to produce machinery and equipment.
Taking the total value of shipments of goods of own manufacture

by these two industries and the share of each in the total1

1 Obtained from General Review of the Manufacturing Industries
of Canada, Statistics Canada, Catalogue No. 31-203.
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(omitting shipments of motor vehicles and accessories where
appropriate), we arrived at weights for each industry. Applying
these weights to the impacts of a $100 change in primary metals
and a $100 change in transportation equipment we calculated the
weighted impact of a $§100 change in machinery and equipment
expenditures. The result expressed in terms of a §1.00 change

in expenditures on machinery and equipment is shown in Table 5-2.

Table 5-2

Total Income Induced by a $1.00 Change in Expenditures on
Machinery and Equipment

Region Region of Initial Change

of Atlantic Prairie British
Impact region Quebec Ontario region Columbia

(Dollars)

Atlantic region .8439 .0244 .0134 ~A087 .0068
Quebec .1480 J9T .1015 .0909 .0846
Ontario 2 4030 .2944 1.1808 .2743 .2422 F
Prairie region .0201 « 837 .0325 2 2523 .0490
British Columbia .0084 L O SO0 1 0328 +8369
Total 1 y324%6 1.3279 1.3446 1.3608 I §¥5 A

Source Unpublished interprovincial input-output table from
DREE.

The table shows, for example that a $1.00 change in
expenditures on machinery and equipment in Ontario results in
a change of $0.0134 in the Atlantic, $0.1015 in Quebec, $1.1898
in Ontario itself, $0.0325 in the Prairies and $0.0071 in British
Columbia, for a total change of $1.3446. Consequently, the change

in capital expenditures on machinery and equipment in Ontario due
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to fiscal policy in 1973 (from Table 5-1) of $250.21 million
results in a change of $(250.21 x .0134) million in the Atlantic,
$(250.21 x .1015) million in Quebec and so on. The initial change
in expenditure in each of the regions for each year was put through

1
Table 5-2 and the resulting final effects are reported in Table 5-3.

We constructed similar tables for changes in con-
struction expenditures and for changes in consumption expendi-
tures, the latter being derived from the column for personal
income in the input-output table. Both of these tables are

shown in Appendix Tables C-1 and C-2 respectively.

Applying Appendix Table €-1 to the fiscally induced changes
in expenditures on buildings (in Table 5-1) gave the final effects on
expenditures on building, while the application of Appendix Table C-2
to the initial changes in personal consumption expenditures gave
the final effects on these partial expenditures. Both sets of

results are shown in Table 5-3.

As before, in considering the results in Table 5-3,
our actual measure of fiscal ease in years other than 1970 is
the amount by which total demand was higher than it would have
been if 1970 fiscal legislation had applied. In discussing the
period of fiscal tightening, we also speak of added demand and

view the tightening as a reduction of this demand.

Examining first the period of fiscal ease from 1971

through 1973 we see that Ontario received a net stimulus of

1 It makes a slight but not important difference if one imposes all
effects simultaneously, rather than adding up the separate effects
as we have done.



$769 million equal to 1.62 per cent of GRP.
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Quebec received the

next largest increase in demand, $390 million or 1.35 per cent of GRP.

Table 5-3

Final Effects of

Fiscal Policy on Total Demand, by Region, 1965-73

1965 1966 1967 1968 1969 19701 1971 1972 1973
{Millions of dollars)
Atlantic region
Expenditures on machinery
and equipment 4.05 -0.23 0.19 -3.94 012 -0.29 161., 040 29.70 49.96
Expenditures on buildings 1.43 2.40 3k18'5 2.43 1.45 0.02 4.89 11.44 14,11
Expenditures on personal
consumption 18.88 27.08 24.76 21.71 ~ = ~1.41 ZZ2IOL0N 121475199
TOTAL 24,36 29.25 28.80 20.20 157 -0.27 14.58 63.24 89.06
Quebec
Expenditures on machinery
and equipment 17 30 0.58 2.43 =13.62 0,01y =1%48 32.03 100.21 176.89
Expenditures on buildings 7.45 11.20 1577710 11.30 6.98 0155 13.23 45.77 61.14
Expenditures on personal
consumption 1017'::37. 161 .138R1528052/0) "N0T 9i3 - - -5.08 151.58 151.99
TOTAL 321525 1N/ STRR6R MR =SIt05 671 6.99 -0.78 40.18 297.56 390.02
Ontario
Expenditures on machinery
and equipment 34.49 3.85 7.68 =~27.79 00189 -4.68 79.16 227.60 392.42
Expenditures on buildings 16.98 27.50 44.71 34.12 23.06 5.96 312,025 J0dy4i0) 1581745815
Expenditures on personal
consumption 207.25 441.31 252,08 206.48 = - A4 D15 |8 20005418, 239,514
TOTAL 258.72 472.66 304.47 212.81 PLTPLE 1,28 125.56 530.43 769.81
Prairie region
Expenditures on machinery
and equipment 12.08 -2.83 0.43 =12.05 2,89 -0.39 20.11 U259 99.38
Expenditures on buildings 3.90 6.61 10.87 7' (815 5.46 1.27 6.80 25.00 33.14
Expenditures on personal
consumption 56.88 82.92 555 60.26 - - -0.77 60.86 100.03
TOTAL 72.86 86.70 82.85 56.04 Bi 35 0.88 26.14 158.45 232,55
British Columbia
Expenditures on machinery ®
and equipment 8.02 -0.08 2.68 =5 .79 0.69 -0.38 14.90 46.24 68.59
Expenditures on buildings 3.61 5.20 8.82 5.42 8,97 0.79 9.28 26.02 30137
Expenditures on personal :
congumption 40.96 54.25 48.75 41.47 - - RS S ienlis, 45.60
TOTAL 5215519 519553 60.25 41.10 4.66 0.41 24.91T 109.39 144.5¢6
(Total as a per cent of gross regional product)
Atlantic region 0.68 0.69 0.68 0.43 0.03 0.00 0.24 0.93 L)
Quebec 0.92 1.08 0.86 0.57 0.03 0.00 0.17 e gt/ 1.35
Ohtario 1.20 LH95 1.17 0.75 0.07 0.00 0.34 1.26 1.62
Prairie region 0.80 0.85 OFST7 0.47 0.06 0.01 0.18 0.96 1.20
British Columbia 0.90 0.90 0.84 0.53 0.05 0.00 0.23 0.92 1.04

1 Due to the lag structure of the investment process it was not possible to make these totals

identically zero.

Source Based on data from Statistics Canada and Department of National Revenue, Taxation.
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In the Prairies the net gain from the easing of policy was

$232 million (1.20 per cent of GRP), while in the Atlantic the gain
was 1.15 per cent of GRP ($89 million). The smallest percentage gain
was recorded in British Columbia where $144 million in added

demand represented 1.04 per cent of GRP.

By 1973 then, the easing of fiscal policy initiated
in 1971 appears to have benefited Ontario the most and to a
lesser extent Quebec, with rather less of an effect again in

the other regions.

Now considering the gradual tightening of fiscal
policy from 1966 through 1970, we see that in Ontario in 1966
fiscal policy was having an expansionary effect of the order of
1.95 per cent of GRP. This then is the stimulus to total demand
gradually eliminated by this tightening of policy. In Quebec
the tightening over the same period amounted to 1.08 per cent of

GRP somewhat less than the Ontario effect.

In both British Columbia and the Prairies the effect
was less than in Quebec and, hence, much less than in Ontario,
while in the Atlantic the effect was smallest of all only 0.69

per cent of GRP.

As was the case with the increase in stimulus
provided by fiscal policy from 1971 through 1973, Ontario and
to a lesser extent Quebec, appear to have been the regions most
affected by the reduction in stimulus from 1966 through 1970.
The tightening of policy affected the remaining regions to a

much smaller degree.
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These findings for the final effects of fiscal policy
are in contrast somewhat with the earlier findings on initial
effects (Table 5-1). There we found that the Atlantic region
appeared to have benefited most from the easing of policylbut
to have been least affected by the tightening of policy, and
that Ontario while benefiting to a slightly lesser degree than
the Atlantic from the easing of policy, was the region most
affected by the tightening of policy. It thus seems that any
conclusions drawn oh the basis of the initial results are at

best tentative.

It is interesting to look at the periods of fiscal
ease and tightening and observe which of the three components
of demand contributed most to the total effects in the region.
From Table 5-3 it seems that in all regions the reduction in
stimulus came about mainly through changes in personal consumption
expenditures. The easing of policy, however, seems to have been
reflected in spending on machinery and equipment and personal
consumption. In Ontario the increase in demand was largely due
to expenditures on machinery and equipment with personal con-
sumption expenditures playing a less important role. 1In Quebec
both components appear to have played a major role, while in the
Atlantic, the Prairies and British Columbia expenditures on

machinery and equipment appear to have had the major role.

In the discussion of buildings in Chapter 3 we saw that
in June 1969 the federal government introduced a measure to defer
depreciation allowances for the first two years on commercial buildings

put in place up to the end of 1970, in Ontario, Alberta and British
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Columbia. Given that this was a specifically, regionalized policy
whose expenditures we have treated separately, it may be instructive
to look at the effects of fiscal policy on commercial buildings

thus identified in this measure. Given the procedure adopted in this
paper it is not possible to consider the 1969 policy measure alone, so
our results show the effects of overall fiscal policy on this particu-

lar class of commercial buildings for the whole period 1965-73.

To this end Table 5-4 is presented which shows the
final effects on this particular class of commercial building
by region. Although the 1969 policy was restricted to Ontario,
the Prairies (Alberta) and British Columbia, the final effects
of fiscal policy in general are apparent in all five regions due

to the interregional input-output table underlying these results.

Table 5-4

Final Effects of Fiscal Policy on Expenditures on Commercial Buildings on
Selected Regions, 1965-73

1965 1966 267 1968 1969 1970l L1271 1242 1978

(Millions of dollars)

Atlantic region 0.08 0.14 0.,28 0.20 0.14 0.03 0.14 0.46 0.65
Quebec Q.95 1y B9 2 6 D32 LG9 ¢.69 1.64 5.45 7.60
Ontario 9.61° 15.91 26.Ux 32 Bg 16821 6.14" | Lot - 52.%® 73,72
| Prairie region 380 2.85 4.65 .98 3.04 L.28 2.84 10,00 14,26
‘British Columbia 0.86 1.45 5.76 " W 2.41 0.81 2:31 €. 90 N
. (As a per cent of gross regional product)
| Atlantic region 0.00 0.00 0.01 0.00 0.00 0.00 0.00 0.01 Ba01
Quebec .01 0. ¢X 0 0k2 3.0 Os B 0.00 0@ 0% U2 063
Ontario 0.04 0.07 0.10 O, G:8 0.05 0- 202 0.04 0 ch O 16
Prairie region 0.02 0.03 0.04 0.03 0.02 0.01 0.02 0.06 0.07
British Columbia 0.01 01,02 0.05 0.04 (L 01 O 0.2 0.02 0.06 0.07

1 Due to the lag structure of the investment process it was not possible to
make these totals indentically zero.

Source Based on data from Statistics Canada.
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The results in the table suggest that during both
the period of general fiscal ease and the period of general fiscal
tightening Ontario was the region most affected. During the easing

of fiscal policy, Ontario in 1973 received a stimulus to total

demand of 0.16 per cent of GRP more than twice the effect in the
Prairies or British Columbia. The reduction in stimulus was also

twice that in either of these regions.

It thus seems that while the overall effect of
fiscal policy on commercial buildings in the designated areas
was small, it had an effect in Ontario which was twice as large

as the effects in the Prairies or British Columbia.

This was not the only specifically regionalized policy
adopted by the government, although this is true for our period
of study. In the budget of June 1963, new manufacturing and
processing enterprises located in designated areas of slower
growth which commenced commercial operations in the period of
twenty-four months of the date of enactment of the measure, were
given exemption from income tax for three years from their in-

ception, and they were permitted to write off new machinery and

equipment in as little as two years.

Summary
Summing up, the 1965-73 experience suggests that

Ontario and Quebec benefit most during periods of fiscal ease
but are also most affected by a tightening of fiscal policy.
The Atlantic, the Prairies and British Columbia, on the other hand,

neither benefit to the same degree as Ontario or Quebec during
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periods of fiscal ease, nor lose as much during periods of fiscal
tightness. It therefore seems likely that federal fiscal policy,
be it one of ease or tightness, works better in the centre of

the country -- Ontario and Quebec -- and less well as one leaves

the centre and moves to the outlying regions.
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APPENDIX A

FEDERAL FISCAL POLICY MEASURES 1965-73

April 1965 Personal Income

== from July 1, 1965 tax payable by an individuai
was reduced by 10 per cent of the basic tax or
$600, whichever was less.

-- a deduction of 20 per cent (up from 10 per cent)
of income up to $2,500 per annum for a registered
retirement savings fund.

-- contributions under Canada/Quebec Pension Plans

were made deductible from income for tax purposes.

Corporate Income

-- the two-year write-off for assets by manufacturing
and processing establishment with a minimum of
25 per cent Canadian ownership was extended from

June 1965 to December 1966.

March 1966 Personal Income

~- the reduction of tax by 10 per cent of the basic
tax to a maximum of $600 was cancelled and replaced
by a cut of 20 per cent with a maximum of $20 as

of June 1, 1966.

Corporate Income

-- a temporary tax of 5 per cent on the cash profits
of corporations for an 18-month period from

May 1966.
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-- the capital cost allowance for assets
(buildings - classes 3, 6; machinery and equipment -
class 8) purchased between March 30, 1966
and October 1, 1967 was to apply to only part of
the assets for the first three years of the life
of the asset. This effectively halved the allowed
rate of depreciation on buildings and machinery

and equipment for the first three years.

Sales Tax
-- the sales tax on all machinery and equipment
used directly in manufacturing or production was

to be removed over a two-year period.

December 1966 Personal Income

~-- the 0ld age security tax was left at 4 per cent
but the limit was raised from $120 to $240 per

year as of January L, 1967.

Sales Tax
-- the tax allocated to budgetary revenues was
raised from 8 to 9 per cent so that the total

sales tax was increased from 11 to 12 per cent

from January 1, 1967.

June 1967 Sales Tax

-- the remaining 6 per cent tax on production
machinery which was to last until April 1, 1968

was removed as of June 1, 1967.




March 1968

October 1968

June

1969

-

Personal Income

== &3 phX QENt WRECAN on "basde" MISONG t&X RN
excess of $200 with no upper limit for 1968 and

1969 tax years.

Corporate Income

-- a 3 per cent surtax on corporate income for
1968 and 1969 tax years.

-- a two-month speed-up in corporate tax payments.

Personal Income

-- a social development tax of 2 per cent of taxable
income with a maximum of $120 per year from

January 1, 1969.

Corporate Income

-- a two-month speed-up in corporate tax payments.

Investment Income

-- a 15 per cent tax on investment income of life

insurance companies.

Personal Income

-- the 3 per cent surtax on basic income tax in

excess of $200 was extended to December 31, 1970.

CorXrporatel Lngeme

-- the 3 per cent surtax on corporate income extended
to December 31, 1970.
-- the capital cost allowance for tax purposes on

commercial buildings put in place up to the end
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of 1970 in urban centres with populations of
50,000 or more (as of the 1966 Census) in Ontario,
Alberta and British Columbia, was deferred for the

first two years of the life of the building.

March 1970 Corporate Lncome

~-- the two-year deferral of depreciation on commercial

buildings was extended to the end of 1971.

December 1970 Personal Income

-- the 3 per cent surtax on basic personal income
tax in excess of $200 was extended through

calendar year 1971.

Corporate Income

-- the 3 per cent surtax on corporate income was
extended through calendar year 1971.

-- from December 4, 1970 to March 31, 1972,
manufacturing and processing enterprises
were permitted to value new investment in
machinery and equipment and structures at 115 per
cent of their actual cost in earning capital

cost allowances.

June 1971 Personal Income

-- as of July 1, 1971 the 3 per cent surtax was
removed.

-- as of July 1, 1971 those with taxable income less
than $500 were to pay no tax, and those with tax-

able income less than $3,000 were to pay less tax.



October 1971

May 1972

February 1973
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Corporate Income

-~ the 3 per cent surtax removed as of July 1, 1971.

Personal Income

-~ from July 1, 1971 to December 31, 1972 personal

income tax payable was reduced by 3 per cent.

Corporate Income

-- from July L1y 1971 to Deasembes 31, 1972 corpotate

income tax was reduced by 7 percentage points.

Personal Income

-- exemptions for taxpayers 65 years and over

was increased from $650 to $1,000.

Personal Income

-- basic personal exemptions raised from $1,500
to $1,600 for a single taxpayer, from $2,850
to $3,000 for a married couple.

-- as of January 1, 1973 a 5 per cent reduction
in the basic federal tax payable up to a

maximum of $500 with a minimum reduction of $100.

Corporate Income

-~ from January 1, 1973 the general rate
applicable to manufacturing and processing
income was reduced from 43 per cent to 40 per
cent, and the special rate applicable on the
first $50,000 of business income of Canadian

controlled private corporations (from manufacturing
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and processing activity) was reduced from

25 to 20 per cent.

[public corporations in nonmanufacturing were
subject to a tax rate of 49 per cent, while
Canadian controlled private corporations in
nonmanufacturing were subject to 25 per cent
tax the first $50,000 of business income and
49 per cent on the excess.]

the cost of all machinery and equipment
purchased after May 8, 1972 for manufacturing
or processing could be written off in two years.
This was to apply for an initial period ending
December 31, 1974 and subsequently extended

indefinitely.
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Federal and Provincial Taxes Paid by Income Class,by Province, 1965-73

1965 1966 1967 1968 1969° 1970 W8I 1972 1373
(Millions of dollars)
Newfoundland
less than $5,000
. = federal 8,05 B8edd TIBS J9.57 T0.65 1167 "EEaS i lelll 1782
- provincial 1.59 1,87 R0 U205 3.<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>