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Abstract

Considerable economic disparities exist among the regions
in Canada and have persisted through long periods of time and
through many changes in the economic structure and politilcal
fabric of the country. The federal government has attempted
to reduce income inequalities among families and among regions
by providing subsidy payments to the provinces, to firms and
to families directly.

We report in this study on our examination of the com-
'position of a specific set of regional programs - those of
the Department of Regional Economic Expansion (DREE) which
was specifically charged in 1969 with encouraging a reduction
in such disparities and reducing the inequalities in the
distribution of wealth across the country.

The focus in our investigation is on the composition
of DREE expenditures and their impact on the distribution
of income across regions and among families in Canada.

The functional breakdown of DREE expenditures which we
derive for each of the five regions in Canada demonstrates
that expenditures for road construction have been equal in
magnitide to the mueh more highly publicided incentives
program. These categories, together with other industrial
assistance and with sewage systems and other infrastructure,

account for 75 percent of total DREE expenditures.
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Our-'estimation of the regional income redistribuwtion
effectis 6" DREE axpendilturés demenstraces that €nly Chée
Atlantic Region has been a net beneficiary. Contrary to
popular pelief, Quebeec receives Jittle oF 6 fét bénelit.

Quebec and probably the Atlantic region as well would be

better off with increased equalization payments than with the
existing DREE program. Only when it is assumed that almost all
of the benelitd of DREE exipinditures remals within thé Peglén
of the initial spending is the Atlantic region better off with
the DREE program rather than increased equalization grants;
Quebec would still be better off with increased equalizétion
payments.

Our findings also demonstrate that the lower income classes
in all reglens benefit from DREE expenditures to a much Jlesser
extent than Wollld be expetted [rom the objettives of federad
regional economic expansion policy. Only in the Atlantic region
do representative lower income family units receive significant
net benefits from the DREE prégram, and even in that region
they receive smaller net benefits than do representative family
units in higher income classes. The redistributive effect of
DREE expenditures at the all-Canada level is, in general, away
from representative family units in the upper-middle and upper
income clagpes U0 representative family wnits 1n the lowes® and
richest income classes. In all regions the poor would be better
of f with increases in federal transfer payments to persons (perhaps
in the form of a guaranteed annual income) rather than the present

DREE program.




Résumé

Les importantes disparités &conomiques qui existent
entre les régions du Canada persistent depuis longtemps et,
ce, en dépit des nombreuses modifications apportées a la
structure é&conomique et au tissu politique du pays. Le gou-
vernement fédéral a tenté de réduire les inégalités de revenu
entre les familles et entre les régions en versant des sub-
ventions directes aux provinces, aux entreprises et aux

familles.

Dans cette étude, nous présentons les résultats
de notre examen de la composition d'un groupe particulier
de programmes régionaux, en l'occurrence ceux du ministére
de 1'Expansion économique régionale (MEER) qui, en 1969,
s'est vu confier la tdche de réduire ces disparités et de
diminuer les inégalités dans la répartition de la richesse

au pays.

Notre travail est axé principalement sur la com-
position des dépenses du MEER et leur impact sur la répar-

tition du revenu entre les régions et les familles au Canada.

La répartition fonctionnelle des dépenses du MEER
établie pour chacune des cing régions du Canada montre que
les dépenses pour la construction de routes ont &té d'une
importance égale a celles du programme de subventions qui a
été l'objet d'une publicité beaucoup plus considérable. Ces
deux catégories, ajoutées aux autres types d'aide industrielle

et 3 1l'aide financiére ayant trait aux syst@mes d'égouts et
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aux autres travaux d'infrastructure, représentent 75 pour-

cent de l'ensemble des dépenses du MEER.

Notre estimation des effets des dépenses du MEER
sur la redistribution du revenu régional montre que la seule
véritable bénéficiaire a été la région de l'Atlantique. Con-
trairement 34 l'opinion générale, le Québec n'en tire a peu
pré&s aucun avantage net. Un accroissement des paiements de
péréquation serait plus avantageux au Québec, et probablement
aussi 3 la région de 1'Atlantique, que le programme actuel du
MEER. Ce n'est qu'en supposant que presque tous les avantages
des dépenses du MEER échoient 3 la région ol les dépenses pre-
mi&res ont été effectuées que la région de 1l'Atlantique est
mieux servie par le programme du MEER que par des paiements

de péréquation accrus; le Québec serait encore plus avantagé

par une hausse de ces paiements.

Nos constatations démontrent également que dans
toutes les régions, les familles & faible revenu bénéficient
beaucoup moins des dépenses du MEER qu'on pourrait s'y attendre
eu égard aux objectifs de la politique fé&dérale d'expansion
économique régionale. Ce n'est que dans la région de 1l'Atlan-
tique que des familles 3 faible revenu tirent des bénéfices
nets appréciables du programme du MEER et, méme dans cette
région, ces bénéfices nets sont considérablement moindres que
ceux des familles a revenu plus élevé. Au niveau national,
l'effet redistributif des dépenses du MEER défavorise géné-
ralement les unités familiales des catégories moyenne supé-
rieure et supérieure, mais favorise les unités familiales des

catégories de revenus les plus faibles et les plus élevés.
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Dans toutes les régions, les pauvres seralent mieux servis
par un accroissement des paiements de transfert fédéraux
aux particuliers (peut-&tre sous forme d'un revenu annuel

garanti) que par l'actuel programme du MEER.
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INTRODUCTION

The policies and programs of my
Department ... bear very directly
on the hopes of many thousands of
Canadians and their families., I
have a responsibility to ensure
that Ghedse, hapes  are nof HMs0 o=,
Mr. Speaker, a contlnuing and
pressing responsibility to seek an
even stronger and more effective set
of policies and programs -- so that,

2 in time, the great inequalities in
wealth and opportunity which have
pers igftegl 1n Lhis cotmtry f6F @o

- long will be greatly reduced.

The Honourable Jean Marchand,
DREE Minister (1972a: 2)
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PART I

Introduction

Regional Economic Disparities

Considerable economic disparities exist among the
regions in Canada and have persisted through long periods
of time and through many changes in the economic
atruck ure and political fabric of the. coumtry. " Whethe®
one chooses as an indicator of economic disparity
across the regions earned income per capita, personal
income per capita (or per family unity, valie asded,
labour force participation rate, unemployment rate, or
the investment rate per capita, one observes differences
across the provinces and among regions within the
provinces that have persisted.

The federal government has attempted to reduce income
inequalities among family units and among regions by
providing subsidy payments to the provinces, to firms
and to families directly. Transfer payments by the
federal government to the provinces permit those provinces
to spend the funds on public goods and services.
Trpmefears to low ineome Previnces pepmit a radustion In
disparities among per family public service levels
among regions and among families althougnh they by no
meang guarantee it. Subsidies to encourage firms to

alter thelr investment decisions in favour of low income




regions could in theory help reduce income disparitics.
Transfer payments to families, such as old age security
pensionsg, guaranteed income supplements for the elderly,
unemployment insurance benefit payments and others,

also permit a reduction in disparities among per family
personal income levels among families and among regions,
A negative income tax could go further in attempting to
reduce income differences among families and among
regions.

Subsidies to firms have become an important component -
along with rederal conditional shared-cost subsidies to
provinces to finance infrastructure, social adjustment,
and economic development - of an array of spacific
'regional economic expansion' policies that have emerged,
espcerially during the past two decades in Canada. The
development of these 'regional economic expansion!
policieg 1is well—documented.1

fconomic disparities in Canada are well-documented
elsewhere.2 The recent behaviour of two widely used
indices of economic disparity is shown in the accompanying
chart.. Tt 1s readily apparent that both the Atlantic
rogion and Quebec have been consistently below the
national average in terms of both personal income per
capita and earned income per capita. Since the early

1950's, per capita personal income in the Atlantic region
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has slowly but quite steadily improved relative to the
national average. During the latter half of the 1950's
earned income per capita in the Atlantic region also
showed a relative improvement, a trend that did not
'continue in the 1970 to 1975 period. In Quebec, while
personal income per capita has approached the national
level since 1970, there has been no improvement in the
relative posdtion in terms of ea@rhned incoms per capltas
Despite the efforts of federal regional economic
expansion policies aimed at stimulating economic
activity in these two regions, per capita earnsd income
1k Re Dwe gegions did Rk mepey@mny cleser to, ¥hs
national average. Any improvement in the relative
positions of these regions in terms of personal income
Eerreapita resulted frofi the effeedis of ihcrggsed (rameTer
payments to persons (DREE, 1556 ¢ . 34 ;. Economie Goumeil of
Canada, 1975: 21-41), Furthermore at least some of the
earned income in those regions derived from the exXpenditure
effects resulting from transfer payments to the Tfamilies

and governments of those regions.

Study Objectiveswamd, GurEldine

Whatever the criterion which is chosen to measure
economic disparities it is invariably expressed as an
average for the persons or families of the regions

cxamined. There is a presumption underlying some

federal policies that a reduction in the disparities
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in average per capita personal income across the regions
will be matched by some reduction in the inaquallty of
the distribution of personal income across persons
(Marchand, 1972 and 1972a). The assumption that federal
regional economic expansion expenditures will alter the
distribution of income in favour of the lower income
classes has never been examined.

We consider that distribution questions are one important
dimension of any government action. To date, research in the
area of regional economic expansion has focused on questions
of allocation of resources, growth rates of income across
regions and the efficacy of policy instruments in contributing
to expansion in output per head.3 In this study we focus
directly on the redistribution of income effects of the
policies of the federal Department of Regional Economic
Expansion (DREE).

In Part II we discuss the instruments of federal
regional economic expansion policy. We begin with those
instruments that existed prior to the formation of DREE
and follow up with those instruments which have been
used extensively by the Department. We then derive a
functional classification of DREE expenditures. The
efficacy of these instruments is discussed with primary
emphasis being placed upon capital incentive grants.

Part III includes a discussion of the conceptual and

methodological framework within which the distribution
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questions are posed. After a brief discussion of the
theory of fiscal incidence we analyse the instruments
of the Department of Regional Economic Expansion in a
general equilibrium setting. We treat these instruments
as though they were a 'nmew program' introduced in l969a
and derive the long-run equilibrium effects of the
program's instruments on relative factor and product
prices. These effects are then translated into income
changes by region and by size classes of income. Sines
both sides of the budget must be estimated in order to
arrive at a true measure of the redistributive impact
of any program we next examine the incidence of the
financing of DREE programs.

In Part IV we present the empirical results, Part V
summarizes our conclusions and suggests several areas of

further research.




Part I1

Examination of The Instruments of Reglonal

Economic Expansion Policy

Do not speak only of the incentives
because you have all the other instruments
we are trying to use at the same time:

the special areas and the corporations
that we have set up.

The Honourable Jean Marchand,
DREE Minister (1972b: 22)

With respect to the RDIA program, it tends
to overshadow the other activities of the
department in many respects, and I think
this is a bit regrettable. It gets most
of the publicity. Nevertheless, it 1is a
very worthwhile tool for development.

The Honourable D.C. Jamieson,
DREE Minister (1975: 14)

Now it seems to me that we have perhaps
gone a bit too far 1in the area of infra-
structure. The signing of the general
development agreements has opened up for
the department virtually unlimited
possibilities in this area. I now wonder
whether, after two years, it will not be
necessary to curtail our action in this
area somewhat and to come back a bit more
to the actual industrialization that
creates jobs. Infrastructure is a good
thing... but it is not enough. If jobs
are not created by means of industrializ-
ation, these infrastructures will not -
serve thelr purpose to the fullest.

The Honourable Marcel Lessard,
DREE Minister (1975: 1)
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PART II

Examination of the Instruments of Regional Economic

Expansion Policy

When it was established in 1969 the Department of
Regional Economic Expansion was presented as a bold
new instrument for combatting regional disparities in
Canada. Most of the activities performed under the
new DREE umbrella had, however, been underway in one
form or another prior to the Department's organization,
To a large extent, DREE was simply a repackaging of
existing programs.

Following its 1973 Program Review, DREE unveiled a
new "multi-dimensional approach' under the heading of
General Development Agreements (GDA's). Examination
of the expenditures under these agreements shows them
to' be primarily on the Same typées of projecks ecarrisw
out under the existing programs. In several cases,
agreements have simply extended the funding of projects
initiated under earlier programs. In other words,
federal regional development efforts exhibit a much
greater continuity through the years when they are viewed
at the detailed expenditure level rather than at the
program level. Prior to the formation of DREE, in DREE's
early years and at present, expenditures on industrial

incentives, roads, sewers and other infrastructure



have predominated.

DREE Programs

The Prairie Farm Rehabilitation Act (PRFA) was passed
in 1935 to assist in the rehabilitation of farm lands in
Manitoba, Saskatchewan and Alberta which had been severely
damaged by drought and soil drifting. In addition to
the promotion of improved conservation methods, the
program encouraged land use adjustment, primarily through
conversion of marginal land to PFRA-operated pastures.
PFRA has been active 1n water conservation and management
programs through individual farm dugout construction and
largs &cale 1¥rigationh projects. Most PecemtlY,wemphasls
has been shifted to assisting the development of water
and sewage services in selected agricultural service
centres in the three provinces,

Under the Maritime Marshland Rehabilitation Act (MMRA),
passed in 1948, assistance was given to the protection
of about 100,000 acres of salt-water marshland in the
provinces of Nova Scotia, New Brunswick and Prince
Edward Island. This took the form of dyke rebuilding
and related activities. As of September 1972, responsibility
for this program has been turned over to the provinces.
Engineering services developed under this Act were

extended to cover such activities as land use and
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watershed planning, surveying, soil conservation and
hydrology.

The Agricultural Rehabilitation and Development Act
(ARDA, later the Agricultural and Rural Development Act),
became operational in 1951 in response to recognition
of the high incidence of low incomes in rural areas.

There have been three sets of agreements under this
program, the most recent for a five-year period ending

in 1975. Costs of projects agreed on under the program
were shared equally by the provinces and the federal
government., In the first set of agreements, most
expenditures were directed to soil and water conservation
and land use conversion. In the second set of agreements
there was greater emphasis on human resource development
through retraining and re-establishment of people affected
by other ARDA activities. Through regular and special
ARDA programs assistance has been provided to projects
intended to help native people. ARDA III continued the
types of activities supported under the earlier agreements
and it is now winding down,

The Atlantic Development Board (ADB) was created in
1962 to advise the Minister of Transport on the formulation
of a comprehensive and systematic approach to regional
development for the Atlantic Provinces. In 1963, the ADB
became responsible for administering a development fund

for the Atlantic Provinces, The projects supported were
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primarily large infrastructure investments. The ADB
was disbanded following the creation of DREE, although
expenditures on outstanding commitments continued.

The Area Development Agency (ADA) was set up in 1963
to induce industry to locate in areas of chronic high
unemployment or underdevelopment, Until 1955, the ADA
administered an incentive program consisting of three
year income tax holidays and accelerated depreciation
allowances for firms locating in designated areas.
Beginning in 1955, when the Area Development Incentives
Act (ADIA) was introduced, firms had the option of
receiving capital grants on a specified sliding scale
based on capital cost instead of the tax holiday. In
1967 the tax holiday option was removed, Although the
Act itself would have allowed discretion in the awarding
of incentives, in practice ADIA was administered on a
non-discretionary basis., Qualifying firms automatically
received the maximum allowable incentive which was
based on a sliding percentage of capital costs. No
grant was to exceed $5,000,000. ADIA was discontinued
after the introduction of the Regional Development
Incentives Program (RDIA)., While the cost of ADIA plus
the pre-1965 tax concessions is known to have been in
the hundreds of millions of dollars, a precise accounting
has never been published.

The ADIA program has been replaced by RDIA grants,

but commitments entered into prior to December 31, 1969
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were still being honoured through 1973 and later
(DREE, 1973a: 20; and DREE, 1973). By 1973, however,
the bulk of capital incentive grants were RDIA grants,
provided in designated regions under terms of the Act
and in Special Areas.

The Regional Development Incentives Act came into
effect in 1969 following the establishment of DREE. The
objective of the program was to stimulate expansion of
manufacturing industry in designated regions of Canada.
The specific regions enjoying such designation have varied
somaewhat during the period of RDIA operation. The
designated areas now include all of the Atlantic provinces,
Manitoba and Saskatchewan, most of Quebec (except for
the Montreal-Hull corridor) and a large part of Northern
Onkaries Parts of Alberids émd ' BEatiSh Columblt@iend
also the Montreal-Hull corridor had previously been
eligible for RDIA assistance. Incentive assistance‘could,
however, still be provided to these and other undesignated
areas under the General Development Agreements with the
respective provinces,

RDIA assistance took the form of grants to firms
starting a new manufacturing or processing operation
or expanding or modernizing an existing one., Depending
on the type of project and the period in which the grant

application was made, grant offers were based on a
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parcentage of capital costs and a specified amount per
direct new job created (later changed to a porcentage

of the salary bill). Up to 80 percent of the incentive

is paid once the facllity is in commercial production,

with the remainder being paid after a specified performance
period.

The establishment of the Fund for Rural Economic
Nevelopment (FRED) in 1966 was a significant step in
the direction of comprehensive development programming.
Agreements were signed with Prince Edward Island (covering
the whole province), New Brunswick (for the Mactaquac
and Northeast New Brunswick areas), Quebec (covering
the Gaspé), and Manitoba (for the Interlake area). Land
management, education, infrastructure investment and
industrial development especially in the traditional
primary sector, tourism and manufacturing were the major
activities funded. Each of the programs was tailored
to needs specifically identified in each of the agreement
areas,

Newstart and the Newfoundland Resettlement Program
wore begun prior to DREE and then phased out by the
Department. Newstart was aimed at "preparing the
disadvantaged for useful employment" (DREE, 1973a: 46).
The Newfoundland Resettlement Program provided cash
grants to persons in ocutport communities which were
considered non-viable in order to permit such persons

to meove t@ selacted growth cestres (Gopes, 19%2y 98).
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The Special Areas infrastructure program, introduced
in 1969, has been geared to enhancing certain selected
areas a8 sites for future private investment expalslom
(DREE, 1973a: 27). To this end, federal-provincial
development agreements are negotiated and federal
expenditures are made on: municipal services such
as water anfl sewer -systems, trafisportation facilpties,
schools, social development (manpower services, libraries,
housing and urban renewal), land acquisition and economic
development (industrial parks, service facilities to
industry and recreation and tourist developments). The
coverage of projects within the Special Areas 1is eXxtremely
broad, encompassing almost all types of municipal public
services. The infrastructure expenditures are heavily
weighted in favour of roads, with expenditures on
municipal services such as water and sewer systems
ranking second in importance (APEC, 1971: 26-36, and
Appendix Tables C-4 through c-8).

The highways expenditures outside the Special Areas
are restricted to the Atlantic region and are a combination
of commitments for infrastructure and trunk highways
carried over from the Atlantic Development Board, and
new highway programs launched by DREE in the early 1970's.
These highway expenditures accounted for 30 per cent of

total expenditures of infrastructure assistance over
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the early 1970's (DREE 1973a: 29).

DREE's review of its programs in 1977 argued that:
"most of them were producing useful results
at reasonable cost and should therefore be
continued. However it also made clear that
these existing programmes, each of which
attacked primarily a single factor in the
total problem of regional disparities, were
not in themselves sufficient to enable full
realization of development opportunities
identified in the various regions" (DREE, 1973c).

DREE concluded that a new "multi-dimensional approach"
was required.

The response was to announce a new policy approach
embodied in a series of General Development Agreements (GDA)
and subsidiary agreements. FEach GDA defines objectives,
a broad strategy to achieve them, the extent of the
activity and the types of co-operation and support that
will be required. The details of projects to be carried
out under these umbrella agreements are described in
various subsidiary agreements. GDA's have been signed
with all provinces except Prince Edward Island which
is covered by a comprehensive FRED plan.

Examination of the content of the various subsidiary
agreements signed to the end of 1974-75 shows that the
new multidimensional approach is more a cosmetic than a
real change from previous practice.1 Most of the

expenditures covered by subsidiary agreements do not

differ from the sorts of projects carried out under
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previously existing DREE programs. Some are in fact
continuations of projects begun under Special Areas
agreements or other programs. (For example, the

$10 million highways agreement signed with New Brunswick
in June, 1974, was primarily a continuation of work

begun under previous federal-provincilal Special

Highways Agreements; similarly, the King's Landing GDA
agreement represented a continuation of work begun under
the FRED Mactaquac Agreement [Federal-Provincial Relations

DEFISN" 1G53 295, 288.7) )

Functional Breakdown of DREE Expenditures

A functional classification of DREE expenditures 1is
considerably more illuminating than the program classification
provided in departmental publications (Appendix Table C-1).
The classification of expenditures utilized by DREE in
various publications provides little information on the
composition of these expenditures, Freguent changes
in classifications used in the Estimates and a
reduction in the information provided in the Department's
annual reports make the task of producing a meaningful
expenditure breakdown extremely difficult.

Based on our examination of DREE programs we concluded
that the most useful functional classification of DREE

instruments would group expenditures according to the
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following categories: 1industrial incentive grants and
other industrial assistance, roads, sewers and other
infrastructure, agricultural assistance, manpower and
other social assistance, education, and developmental
planning and administration, -

The industrial incentive grants category includes
payments under both ADIA and RDIA. Expenditures on
roads occur as part of almost every program (Special
Areas infrastructure, highways outside Special Areas,
FRED, PFRA and GDA). Expenditures on other infra-
structure such as sewage and water systems occur under
Special Areas agreements, FRED, PFRA, ARDA and GDA.
Expenditures on agricultural assistance, manpower and
other social assistance have been made under Special
Areas agreements, FRED, ARDA, Newstart, PFRA and GDA.
Finally, the expenditures on development planning, and
administration of the projects are less directly linked
to any one of the above-named functional categories
and are more in the nature of a general expenditure that
arisés JIn the overall Tederal planning. of Magiciel
eCaROnrN. DOl TE 7,

We have concentrated on the functional disaggregation
of grants and contributions since they account for 87 percent
of DREE budgetary expenditures. The functional breakdown

by region of DREE grants and contributions from the
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establishment of the Department to March 31, 1975
is provided in Table 2.1.

We found it necessary to estimate this breakdown
using a variety of published sources.2 (The methodology
of estimation is described in Appendix C). We are
confident that the resulting functional breakdown is
an accurate representation of the grants and contri-
butions made by DREE.

Particularly striking is the discovery that four
expenditure categories account for 75 percent of all
grants and contributions: incentives 30 percent,

Ofthe r industrial assdstarmce O percerif, Teads, JQ Pereeis.,
and sewage and other infrastructure systems 6 percent.
The incidence of benefits from the DREE program as a
whole will thus depend primarily on the incidence of
these four categories of expenditure.

Evaluations of regional development programs in
Canada have focussed to a great extent on the RDIA
program. As we have Sseen agbove, industrial incentive
pgrants under RDIA and ADIA have been a major DREE
instrument, accounting for 30 percent of all grants and
contributions made by the Department during its first
six years. Although DREE expenditures for road
construction have equalled the incentive grants programs

In magmitude, there is almoss.no InformationNsSyamlasie
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on the impact of this spending. With few exceptions,
this is also true of the remainder of DREE programs.
DREE is not unique in this respect. Few federal
departments make available information that would
permit outside evaluation of their programs.

It is worth noting the explanation of this lack of
analysis that has been provided recently by the deputy
minister of DREE:

"This program [RDIA] seems to have attracted
more specific interest from the academic
community than all of the other DREE activities
put together - in spite of the fact that it
currently accounts for less than 20 percent
of our program expenditures. The explanation
may be in the fact that, for some people at
least, incentives to industry are inherently
dangerous or just plain bad. Or it may be in
the fact that the Minister is required by
statute to make known to Parliament certain
details about each action taken under the
program, which means that a good deal of
information is publicly available., To some
extent, the information lends itself to
guantitative examination. And, if economists
have one basic failing, it is a tendency to
focus on things that can be described by
numbers"

(Love, 1975: 25)

Due to the absence of empirical evaluations of other
DREE expenditures, the discussion which follows concentrates
primarily on RDIA, The functional breakdown of DREE
expenditures that we have derived in this study can be
used to identify other major categories of spending whose
impact should be studied. Investigation of the effectiveness

of DREE expenditures on roads, sewers and other infra-
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structure should receive the highest priority.

Efficacy of DREE Instruments

In this section we discuss available evidence on
the effectiveness of various DREE programs. This
exercise provides a guide for determining the extent
to which DREE expenditures may be captured as windfall
gains by various groups. It also assists with the
determination of appropriate distributive series which
1ls caryied oyt in Part ITL,

Empirical evaluations of regional development
policies outside Canada have concentrated on the extent
to which an instrument of regional economic policy has
been effective in influencing the location decision of
firms; the results have supported the conclusion that
such incentives have not been a primary factor in most
firms' decisions about plant location, but have been a
strong secondary factor in a small number of cases
(Bridges, 1965 and 1965a; Gold, 1965; Hale, 1968 and

1969; and Stober and Falk, 1969),

Tncentive Grants:

A Measure of Job and Capital Incrementality

It is extremely unlikely that of all jobs associated

with RDIA - supported projects some would not have been
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created in the absence of incentive grants (DREE, 1973: 38;
Usher, 1975: 564-65). Job incrementality is the extent
to which such grants are effective in calling forth new
jobs.3
There have been very few published empirical investi-
gations into the efficacy of DREE's capital incentive
grants (APEC, 1971; Springate, 1972 and 1973; DREE, 1973;
and Usher, 1975).1‘L The Atlantic Provinces Economic
Council in its Fifth Annual Review (APEC, 1971: 68-72)
presented the findings of a mail survey of firms that
had accepted capital incentive grants from DREE. Firms
outside the Atlantic region were queried as to grants
for new plant construction only, while firms receiving
grants for projects inside the Atlantic region were
queried as to all grants. Approximately 20 per cent of
replying firms indicated that their capital projects
would have proceeded in the absence of a grant. Of the
remaining firms, the questionnaire was not sufficiently
discriminating to determine the minimum size of grant
that made operation a financial possibility; consequently
somewhat less than 80 per cent of grants were effective
in calling into place additional investment. Unfortunately
the study was not able to determine the locational
options open to the firms (DREE, 1973: 42),
Springate examined the business investment decisions

of a sample of firms receiving incentive grants from DREE
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during the period from DREE's creation to September 1971
(Springate, 1972 and 1973). Senior-level executives
responsible for investment decisions of the firm were
interviewed., They were questioned about how their firms
had reached the decision to build a new plant or expand
a facility and the extent to which the availability of
an incentive grant had influenced the location, timing
or size of the project. Springate found that, for the
limited sample of firms, the overall effectiveness of
incentive grants - the location, timing, size and
investment amount - ranged from 30 per cent for large
firms to 46 per cent for smaller firms (Springate,

1084 155 2BR-225; 209),

The location effect - the extent to which the grant
facilitated or caused the firm to select a location in a
designated region - was extremely small for large firms
(serving mostly to attract foreign investment to Canada)
and not much more substantial for small firms (in several
cases moving the location of the facility less than
seventy miles in order to qualify for the grant). 1In
large part this seemed to result from the firms' location
choice process: large firms considered many sites before
narrowing the range in terms of the most profitable; it
was only 1f these few preferred sites were thougnht to

be located where incentive grants were available that
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the firm would seek out details of the available grants
(Springate, 1973: 33). Small firms, on the other hand,
considered first the existing plant location as a
poggiblesite, amnd only-if € wese mot. 3mitabls did
they look at other sites - usually only one or two
others not too far removed from the existing plant. 1In
such circumstances the firm considered the availability
of an incentive grant as an integral part of the location
choice decision (Springate, 1972: 229), Finally, for
the firms examined the grant had no effect in speeding
up the timing of the investment, although it had a
modest effect in augmenting the size of the facility
for small firms (Springate, 1972: 186, 275 and

1979 40):

The Springate findings have come under critical
scrutiny because of the methodology of relying upon
unstructured subjective interviews and because of the
difficulty of discerning biased information given in
such interviews (DREE, 1973%: 45). The Springate
methodology, if it were adhered to rigidly, was not
unstructured, although there were clearly situations
in which the judgement of senior level executives was
foglied uwpon; it is not Gleay winther this wotlid, teme
to overvalue or undervalue the importance of incentive

grants in the location choice decision. It 1s possible
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that any approach that relies upon extracting information
from persons by discussion, and interview, or mail survey
runs the risk of receiving biased information.

The Springate findings are based on a sample of thirty-
one firms, recipients of grants as of September 31, 1971.
Some may view this as too small a group of firms from
which to draw general conclusions about efficacy of
grante ;s we consider that it is necessary to be cautious
about the weight to be attached to the findings. In
addition it 1s possible that the early stage of development
of DREE grants (and possibly limited information) at
the time of the study reduced the number of firms that
would have considered such grants as an integral part
of the location choice decisions right from the beginning
of the Seageh = atileast far gmall firms; Wt ig dirticul®
to judge whether this is a substantilal reservation,
especially in view of the fact that ADIA grants preceded
the RDIA grants by a number of years, thereby providing
cxtensive information on the existence of this type of
grant.

The Department of Regional Economic Expansion carried
out an analysis of incrementality - the extent to which
Jjobs and capital investment would not have been put into
place in the absence of a grant - in order to determine

the efficacy of the grants (DREE, 1973).
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The first stage of DREE's analysis attempted to
determine the incidence of RDIA projects in which the
Firm has a choice of locatior, - A!sample of proJects
was chosen in an unspecified manner and the following
criterion was applied to determine the existence of a
location option. If the project involved natural
resources and if less than two-thirds of production
were for sale outside the region, the firm had no location
option, If the project involved no use of natural
resources or if it involved use of natural resources
and more than two-thirds of production were for sale
gutside the region, then Wme Lirm had 2 locatielwitien.

The second stage involved relying upon the classification
by DREE provincial offices of incentive grants according
to whether they were believed to have had location effects,
size effects, timing effects and viability threshold
el T aEE .

The projects of any firms classified as having a
location option were assumed to be 100 per cent incremental
to the region, It was assumed that 20 per cent of the
jobs associated with size and timing effects were
incremental while two-thirds of the jobs associated with
viability threshold effects were incremesntal. The
outcome of the analysis is shown in Table 2.2. DREE
concluded that RDIA incentive grants were 70 per cent

incremental with respect to jobs (DREE, 1973: 40, 41, u5).5
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Table 2,2

DREE Determination of Job Incrementality

BIiTacT Percentage of Jobs Incrementality Contribution of
Subject to each effect Weighting effect to total
incrementality -

location option 46,0 Ralbl 46.0
size changes 8.5 .20 b7
timing changes 8.5 .20 T
timing and size change 8.5 .20 1%
viability 28.5 .67 19.1
166 .0 TOsE

Source: adapted from DREE, 1973: LO-L2
As a result of the 1973 program review DREE concluded:

"that the program was basically sound and
was serving a useful purpose in the slow-
growth areas of the country. I must say
that, in the several academic pieces written
on the subject, I have not seen convincing
evidence to the contrary, Nor have I seen
much evidence that the Departmental assess-
ment report to which I have referred has
been read" (Love, 1975: 26),

What can one conclude from these three studies? The
APEC findings suffer from a lack of discriminating questions
and analysis that could have probed efficacy more carefully.
The Springate findings are drawn from a very small sample,
although they do have the merit of being derived from the

investment decision-making process of the firms involved.
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DREE's evaluation suffers from incorrect or arbitrary
assumptions, and an approach that lacks a specific
theoretical framework. The grants are found to be
effective from a low of 30 per cent (Springate) to a
high of 80 per cent (APEC). We reject the 70-80 per
cent effectiveness measures of DREE and APEC respectively
for reasons given above. We are also hesitant to
accept the Springate results because of the size of his
sample. In the following discussion we derive the
estimate of incrementality which will be used in this
study to help determine the distribution of RDIA
benefits, We begin with a discussion of some of the
shortcomings of the approach used by DREE to determine
incrementality.

DREE acknowledged the difficulty of evaluating

incrementality and of testing the assumption that existence

of a defined location option demonstrates an incremental
impact., These inherent difficulties are, in our view,
exacerbated by some parts of the methodology adopted

by DREE.

The criterion for determining the existence of a
location option through consideration of natural resource
and market factors is derived by assumption rather than
from any stated theoretical framework., Further, the

regions utilized to categorize market sales are left

undefined. The equating of a location option, however
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derived, with complete incrementality is difficult

to accept. One would expect that some firms with several

location options would have chosen the designated region

even in the absence of a grant. The impact of DREE's

assumption is to bias the result by weighting all

projects with any location option as completely incremental.
These considerations led us to reduce the incrementality

weighting of cases with location options to 50 per cent

(ie, half the value assigned by DREE). This is the

sole adjustment to the DREE figures which 1s embodied

in the incrementality estimate which we used as our

standard working hypothesis., This adjustment alone

produces an estimate of total job incrementality of

48 per cent (compared to DREE's 70 per cent: see

Table 2.2)., For the reasons set out below we believe

that this 1is a very conservative adjustment and that

the true incrementality figure is much less than 48 per cent,
This estimate of incrementality does not take into

account the possibility that even when a grant has an

incremental ceffect, the size of the grant may be larger

than would have been necessary to achieve that incremental

effect. For example, 1f the grants paid could have

been, on average, one third smaller and still have

achieved the same incremental effect, the non-incremental

proportion of grant monies paid would be about two-thirds.
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In other words, if the objective of RDIA grants is to
create incremental effects on jobs and investment, it

is possible that one third or less of the amounts paid
out have had genuinely incremental effects, This
estimate is consistent with Springate's findings referred
to earlier.

One additional factor which is not built info ®his
estimate of incrementality is the "crowding-out" effect.
If RDIA-supported projects cause reductions in investment
and employment levels reallzed by firms not receiving
DREE grants, then these reductions should be reflected
in the net incrementality estimate. Such reductions
could come about as a result of competition for limited
resources (eg. fish stocks) or limited markets.

Furthermore, the sample of subsidized projects which
DREE selected to determine the extent of the locational
effect was not a representative one., Although it
consisted of only one quarter of total net accepted offers
these represented over half the total incentive commitments
and expected jobs (DREE, 1973, 40). Thus the cases
studied for locational effects were probably at least
twice as large as the average RDIA project. If, as DREE
argued, there was no evidence of location options for
small projects (grants less than $50,000), and the

incidence of locational options was greatest amongst the
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cases receiving grants in excess of $500,000, the
sample's bias towards larger projects would produce an
cstimate of incrementality due to location effects that
would be too high.

The determination of size, timing and viabllity
threaghiold effects by provincial offices is at best am
imprecise, subjective affair and quite possibly misleading,
without some idea of the datum on which such a selection
was made. In addition, even if a project were advanced
in time due to an incentive grant, the jobs created,
while beneficial to some workers in the short run, would
have been created anyway. The 20 per cent incremental
factor was assigned by DREE in an apparently arbitrary
fashion. There is also no theoretical substantiation
of the two-thirds fraction of incremental jobs due to
viability threshold effects.

One conclusion that follows out of this discussion
ts thisgd it is extrasrdinazily diffiecult to quamBlig. the
genuine "incremental" jobs and capital investment attributable
to government-assistance programs, It is a difficulty
that faces regional-policy makers everywhere ;

"If a firm is to set up a branch in an area
where it knows the government is ready to offer
incentives, but that these incentives are
available only to firms who would not

otherwise have gone there, it is unlikely

to present itself as other than a reluctant
mover, In the same way, if incentives are
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available only for "additional" expansions,

as for example, where a multi-branch national
firm is encouraged to expand a branch in an
assisted area rather than elsewhere, the
expansion will be presented as "additional”,

and no government will find it easy to prove
what the firm proposes is not undertaken

for the reasons that it says" (EFTA, 1971: 95).

Our earlier stated belief that the 48 per cent
incrementality figure used in this study 1s probably too
high is also supported by the following analysis of
investment levels.

Another approach to determining the probable job
creation impact of incentive grants would be to examine
aggregate investment and employment levels before and
after the introduction of sdech grFants, Thils appreadch
was attempted in the 1973 DREE program review; however
the claims for investment generation and Jjob creation
made by DREE are greater than would be justified by
the statistical evidence. Examination of DREE's
methodology reveals a peculiar logic,

Regression analysis was employed to determine the
level of manufacturing investment in the Atlantic
region, Quebec, Manitoba and Saskatchewan that would
have been expected based on historic shares of national
investment. Actual investment during the first three

full years of RDIA activity was then compared to the

"expected" value.
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When investment in the Atlantic Region was found to
be higher than predicted, DREE concluded that "it is
reasonable to assume that the RDIA program made a
substantial contribution" (DREE, 1973: 48). On the ’
other hand, when manufacturing investment in Quebec "
was found to be less than predicted based on historical
relationships, DREE argued, "It seems reasonabie... to
conclude from the estimates that, without the program,
the province would have suffered from a more serious
investment slump and would have been slower in showing
signs of recovery" (DREE, 1973: 50), Similarly, when
actual manufacturing investment in Manitoba and
Saskatchewan fell short of expectations, DREE concluded
that "although not insignificant, RDIA investment... was
not sufficient to reverse a declining trend" (DREE,
1973: 52). We have serious reservations about this
interpretation of the empirical results.
In the case of Quebec, DREE estimated that RDIA-
supported investment in 1972 was $332,2 million. Total
manufacturing investment in Quebec in that year was
$665.8 million (DREE, 1973: 51). If we were to accept
the 79.7 per cent incrementality figure claimed by >
DREE with respect to investment, DREE is in effect
arguing that without the RDIA program, manufacturing

investment in Quebec in 1972 would have been $400.7 million
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At this level, Quebec's share of total Canadian
manufacturing investment would have been 13%.4 per cent.
This contrasts with Quebec's shares of 22,6 per cent
and 23.5 per cent in the previous 5 and 10 year periods
respectively, The share actually observed in 1972
of 22.2 per cent, would seem to be quite consistent
with the historical averages. Without any evidence
from DREE as to why Quebec manufacturing investment
would in the absence of RDIA, have been two-fifths lower
than the actual figure, itr isdiffienlt to aéeapt
the claim of 79.8 per cent incrementality,6

Usher advances a similar argument (Usher, 1975).
However, his case is marred by his use of the "expected
eligible capital cost" figures from DREE (1973: 16) rather
than the annual "estimated RDIA-supported investment"
data provided by DREE (1973: 49, 51 and 53). Only
43 per cent of the projects with net accepted offers
as of the end of 1972 had actually commenced production,
so it is unreasonable to assign, as Usher did, all of
the "expected investment" to the pre-December 1972
period. Similarly, Usher's treatment of employment
creation uses "expected" rather than actual numbers
for RDIA job creation., Since DREE has only rarely
provided data on the number of actual jobs created,

it 1s difficult to estimate to what extent the Usher
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results are biased. At any rate, even if more appropriate
figures for DREE Job creation claims could have been used, we
think that the conclusions that can be drawn from Tisher's
analysis would remain valid. Available evidence on
employment growth is inconsistent with DREE's claims

of incremental job creation.

The DREE estimates of investment creation in Manitoba
and Saskatchewan are similarly open to question. Actual
eligible investment in the two provinces in 1971 and
1072 was only 79 per cent of the level predicted on the
basis of the two provinces; historical share of national
investment. If one were to use the 79.8 per cent
investiient inerementality figure; 1t would tmplg. that
manufacturing investment in the categories eligible
for RDIA support was on average 60.7 per cent higher
than it would have been in the absence of RDIA incentive
grants, This is the basis of the conclusion that the
incentives program "helped materially in...offsetting
a lagging manufacturing investment in the Prairies"
(DREE, 1973: 54). 1In the absence of supporting
evidence the incremental investment impact claimed by
DREE stretches the limits of credibility.7 Even though
some projects may have gone ahead with RDIA support
that would not otherwise have done so, they may have

displaced other investment.
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The investment data provided in (DREE, 1975) for
the Atlantlc region are also open to guestion because
although an increase over the historic shares is shown,
the data 1include large increases in investment in oil
refineries, a linerboard mill and other projects not
supported by RDIA grants (DREE, 1973: 48)., If these
particular categories of investment were eliminated
from consideration, it is no longer apparent that the
data would unequivocally support DREE's conclusions
regarding investment stimulation.

In summary, based on the aggregate indicator
approach it 1s possible that none of the amounts paid
out have had genuinely incremental effects.

To the extent that RDIA grants are without
incremental effects they represent windfall gains to
the owners of the firms in receipt of the grants.
Where there is a location or a viability effect, the
gain to the owner of the firm is the increased rate of
return received due to the grant change. We are led
to conclude that DREE's incrementality estimates for

labour and capital are overestimates. It is most

unlikely that true incrementality amounts to more than

48 per cent, and it possible that it is as low as zero.

We have decided to select, for purposes of our standard

case in the empirical estimation of Part IV, an
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incrementality estimate of 48 per cent, although

we think this is too high. We also examine the results

employing incrementality estimates ranglng rrom

completely efrective to one-third effective. 4

Other Programs

The literature on the efficacy of regional development
programs other than capital incentive grants is even
more limited than the literature on capital incentive
grants. The Atlantic Provinces Economic Council expressed
the view that the ADB "was not successful in establishing
a development plan that would coordinate [infrastructure]
expenditures toward specified targets" (APEC, 1971: 13).
In connection with the Newstart undertakings, many
of which were quite innovative, evaluation of the life
skills course showed that students developed greater
self-confidence and ability to discuss their problems.
However, Newstart activities demonstrated the extreme
difficulty of providing successful academic upgrading
to disadvantaged adults. The Newstart corporations
found that the Jobs created by industrial and regional
development plans were not filled by the poor of the 4
development areas, "unless significant efforts are made
to motivate, train, place, counsel and sustain such
people in their preparation, entry and adjustment to
the work environment" (Saskatchewan Newstart, 1971: 10

as quoted in Kerr and Tienhaara, 1973).
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Copes Jjudged the Newfoundland Resettlement Program
to be a mixed success (Copes, 1972). The employment
opportunities were enhanced somewhat while over the
longer term the fishing industry was to be rationalized.
However, counselling services were judged less than
adequate and the limitation of assistance to intra-
provincial migration inhibited the success of the
program (Copes, 1972: 170),

One of the few public evaluations of PFRA, MMRA and
ARDA was provided by Buckley and Tihanyi, (1967). Despite
the fact that their findings derive from the experience
of the pre=DREE period; it .appéare likely that tThey would
also apply to the bulk of the DREE expenditures on these
programs. It is not clear whether any changes initiated
in these programs since IS6T7 Wwould after substantively
the findiﬁgs of Buckley and Tihanyi.

They found that the early PFRA programs were highly
effective in halting soil destruction and in improving
farming methods. They concluded, however, that grain
farmers received little income benefit although some
improvement in non-monetary benefits (i.e., lawns,
gardens and recreation) and municipal water supplies
were enjoyed. They found that,

"the income added through PFRA programs has
been widely distributed among farmers but

in relatively small amounts in most cases.
There have been gains for larger operators
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as well as small.......The fact is, the
smaller farmer has been in a weak position

to reap the benefits of PFRA programs because
his resources are few' (Buckley and Tihanyi,

LE6it L) s

Buckley and Tihanyl found "no evidence that the now
completed MMRA program has resulted in extensions to
marshland agriculture or in more intensive utilization
of the protected land," (Buckley and Tihanyi, 1967: 15).
They further concluded that the program had failed to
produce significant additions to farm income.

PFRA and MMRA were patterns for the initiatives
undertaken by ARDA, particularly in the early agreements
which concentrated on improvements in land use and the
development of agricultural soil and water resources.
Buckley and Tihanyl concluded that:

"Moreover, from such investments the poorest
segment of the rural population will seldom
benefit. The fragmented empirical evidence,
as well as logical analysis suggest that

few of the ARDA investments in land and water
would satisfy either the minimum criterion of
economic efficiency or the goal of income
redistiribot ten Lm favour of the BPEOFwwws»ew
Indeed, it 1s possible that ARDA has played a
part in prolonging undesirable farm situations:
the small addition to farm income that ARDA
promises could have influenced some farmers

to postpone or reject potentially better off-
farm solutions" (Buckley and Tihanyi, 1967: 16-17).

Conclusions

Part II has provided a brief overview of the instruments

of federal regional economic expansion. We have identified
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the programs and agencies such as PFRA, MMRA, ARDA, ADB,
ADIA, FRED, Newstart and the Newfoundland Resettlement
which were 1n existence at the time DREE was established
and were brought under the DREE umbrella.

We derived a functional breakdown of DREE expenditures
for each of the five regions in Canada. It was discovered
that DREE expenditures for road construction were equal in
magnitude to the much more publicized incentives program.
Expenditures for sewage systems and other infrastructure,
agricultural assistance, and other industrial assistance
were also major expenditure categories. Many of the
programs established prior to DREE and during DREE's
early years are being gradually phased out by the
department, However, the types of expenditure made
under these earlier programs continue to be made under
the umbrella of the General Development Agreements.

Evidence available from a variety of sources suggests
that the incremental job creation resulting from the
RDIA program is much less than DREE has indicated. 1In
fact, of the jobs associated with RDIA grants it seems
most unlikely that more than half are incremental and
guite possible that this proportion is as low as zero.
Similarly, available evidence suggests that the RDIA
program has had little effect on capital investment.

The absence of any publicly available analysis of

thel'effectiveness of DREE spsnding on roads; sewars, OF
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any of its other major expenditure categories 1is
unfortunate. The Department has even refused to provide
details on the amounts it has actually spent on these
types of expenditure, For this study it was necessary
to derive estimates of these amounts based on the
fragmentary evidence which DREE does release. This

deficiency in information provided by DREE should be

rettiftieds;
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Conceptual and Methodological Framework

"Soglal rERlLiw iz cofiplexs  tod Ml
concern for strict adherence to all
aspects of reality and too much
limitation on the development of

a specialized language to deal
with it may grind the scientific
inglry Fara halt,” Da Vel Was
unable to construct a flying
machine because he was trying to
reproduce a bird. His planes
resembled birds so much they

colfldd meits Rk AN b rd ivdlassRield
wings and a propelling beak proved
a much better "simulator" of the
"real" thing tham a stralght copm.

Gilles Paquet, 1971: 51.
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Part III

Conceptual and Methodological Framework

The Conceptual Dimension of the Framework

In this Part we develop a framework within which existing
data can be utilized to examlne the effect of DREE expenditures
on the redistribution of income by region and income class in
Canada.

Fiscal incidence 1is a measure of the change in relative

real income positions of family units in response to the taxatlon
and public expenditure policies of the public sector. Tbeoretic—

ally it is a general equilibrium problem par excellence - the

impact of the public sector on the redistribution of real income.
Any instrument of budgetary policy - be it a tax instrument or
an expenditure instrument - has the potential to affect the flow
of income from 1ts sources to a family unit relative to other
family units and the uses to which such income can be put by a
family unit relative to other family units. Analysis of the
budgetary instruments in terms of these two effects provides
the foundation upon which can be developed the redistributive
effects of the public sector (Dodge, 1975; Gillespie, 1967 and
1975; and Johnson, 1968).1 This methodology is adopted in
analysing the redistributive impact of DREE's major program
instruments, enumerated above in Table 2.1.

Our approach in the following discussion is to analyse the
general equilibrium effects of a DREE expenditure instrument

within the context of a specific neo-classical model. Following
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Musgrave (1958, chs. 15 and 16); Harberger (1962); Mieszkowski
(1967 and 1969);and McLure (1971, 1972 and 1974); we derive,

where possible, the predicted qualitative changes in the

relative factor prices and relative product prices that permit

one to discuss the income sources and income uses effects of
fiscal incidence analysis, noted earlier. These predicted

results provide theoretical guidelines for choosing the magnitudes
which form the working assumptions of our standard case.

It is important to be clear about our methodology; we are
not testing the derived hypotheses against the data in an
econometric sense. Rather, we are arguing that if the economy
behaves in the manner of our model then certain hypotheses can
be derived about the direction of the changes in relative factor
and product prices. We then choose magnitudes that are
consistent with these derived hypotheses. This last step, while
not based on actual empirical evidence, is necessary given the
lack of solid information on such matters. The working assumptions
of our standard case are subjected to a sensitivity analysis (see
Part IV) in order to determine to what extent variations in the
chosen magnitudes alter the general conclusions of the standard
case. Given the small variation in results, we are confident

that our methodology and findings are reasonable.

Capital incentive grants

We assume a two sector economy (a high income sector and a

low income sector) with fixed total supplies of capital, labour
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and land, perfect competition in the factor and product markets,
and equal marginal propensities to consume, but not average
propensities to consume, across demanders. There exists perfect
mobility of capital, complete immobllity of labour and land.
For some reason, labour is not fully employed in the low income
sector; for example, if a legal minimum wage law prevents the
wage rate from falling sufficiently far to equilibrate with
the value of the marginal product at a full employment level.

A subsidy or incentive grant to capital used in the low

. . 2
income sector is introduced.

On the income sources sidg, il
price of capital, the mobile factor, is increased as capital
flows from the non-grant - receiving sector to the grant -
receiving sector in search of the higher net returns attributable
to the grant. These net returns to capital are equalized at a
higher price. The price of the immobile factor, labour, in the
non-grant - receiving sector will fall because the outflow of
capital lowers the marginal productivity and thus the value of
the marginal product of 1abour'.3 As capital flows into the
grant-recelving sector, the marginal productivity of labour is
increased and this effect may both bid up the price of labour
and lead to increased employment of previously unemployed labour.
This output effect has a positive impact on labour. What
happens next depends on the degree of factor substitution.

If the degree of factor substitutability is low, there is
little substitution of capital for labour, and the total effect

is higher employment at the glven wage rate in the grant-receiving
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sector. In the grant-recelving sector, relative factor prices
have changed in favour of capital owners, but relative factor
incomes must have changed less in favour of capital owners,
and may have not changed at all or changed in favour of labour.

If, on the other hand, the degree of factor substitutability
is high, there could be considerable substitution of the lower
priced capital for labour in response to the inflow of capital;
this reduced demand for labour puts downward pressure on the
wage rate and tends to release some labour into unemployment.
In other words, the factor substitution effect works in the
opposite direction to the output effect noted above, and it
could swamp it, resulting in a total effect of lower employment
at the given wage ra‘ce.Ll Under these circumstances, relative
factor prices have changed in favour of capital owners, and
relative factor incomes have changed even more in favour of
capital owners (as the amount of unemployed labour has increased).

On the income uses side, the product price in the grant-
recelving industrial sector will fall relative to the product
price in the non-grant-receiving sector, since the gross price
of capital used in that sector has fallen. The relative change
in product prices depends on the degree of factor substitution
in the two sectors, and the relative uses effect depends on
the consumption propensities of households across the products
of the two sSectors.

Given the context of regional economic expansion policy in

Canada - the long-run persistence of per capita income differences
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across regions, the immobility of land and the apparent
immobility of labour (at least in response to considerable
wage rate differentials across regions), considerable un-
employment of labour in some regions while there is full
employment in others - we think that this set of assumptions

> We acknowledge that

merits the major focus of attention.
labour is not perfectly immobile across regions over the long
period (Courchene, 1974) but note that DREE policy is aimed

at inhibiting such mobility rather than encouraging it. A
relaxation of the assumption of complete labour immobility
would, among other things, result in decreasing the benefits
to the Atlantic region and increasing the benefits to Ontario
(see Part IV).

The assumptions of a fixed total supply of labour and
capital are convenient for analytical purposes, but as well,
are not at variance with émpliricdal evidense on"the reppense
of labour to variation in the net wage rate (Break, 1957;
Barlow, 1966;and Fields and Stanbury, 1970). Given the
instruments available and utilized to affect capital at the
margin only, these assumptions are likely to be realistic
for capital as well. It is unlikely that an incentive subsidy

to additional capital that locates in designated regions
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would have an impact sufficiently large that it would call
forth an increase in the supply of total capital in the
economy. The subsidies would simply alter the location of
capitall

We are not unaware of thé posalbility that eapital
incentive grdnts will s8¢ altér the Fatd 4f return Lo 8Ll
forth an increased inflow of foreign capital into the
economy. For the purpose of this dnvestigation we have
assumed that such effects are gufficiesntly minor'so as
not. 8o albdr gligmitleantly the £0Lal atock €f capitgd. , I
the empirical work discussed later we also ignore the possibility
that some of the relative gains to capital might accrue fto
foreign capital, and we distribute the benefits entirely fo
family units locdated in Canada. In ®eglity sone ineons bensfits
are received by foreign owners of capital; hence some benefits
of DREE spending spill out of the country, thus reduclng the
efficacy of DREE spending as a vehicle for improving the
regional distribution of income. Our investigation does not
deal with these aspects, and thus overstates the extent to
which federal spending on regional economic expansion benefits

Canadians.
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We do not think that the assumption of perfect competition
in product and factor markets is particularly restrictive
especially in view of the way things tend to work out in the
long run. Imperfect competition can be integrated into the
afalysis wWigh Pelative ease and little variation lh madjer
conclusions so long as all economic agents continue to
marimlze wrilisy e profits A theip overridlns objective.

The prices of factors of production would no longer be equal

to the value Gf the marginal product = economde profite wcould
exiat on either mide of the market = bhut the earlfier generél

conclusions would still hold.6

Finally, The ladustrial subsidles offered by DREE under
the Regional Development Incentives Act (RDIA) can be analysed
as subsidies that favour capital relative to labour (see
Usher, 1975; Woodward, 1974, 1974a and 1975; and Appendix D).

In summ&ary, Ghe major effecte of inserting & eépital subsidy
into the low 1income sector of our specified neoclassical model

are as follows. On the income sources side, capital incomes
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rise relative to labour incomes provided factor substitutability
is high, or, if factor substitutability 1is low they may still
rise. If factor substitutability is very low in the grant-
receiving sector, and if the effect on the price of capital is
less than the effect on the employment of labour, then labour
incomes rise relative to capital incomes in that sector. On the
income uses side the price of output of the grant-receiving
sector falls relative to the price of output of the non-grant-
receiving sector.

These results still fall short of a set of simplifying
hypotheses that could be used to empirically allocate the
differential benefits of the capital subsidy instrument of
federal regional economic expansion policy. They do, however,
suggest avenues for reducing the alternatives. Information on
the degree of factor substitutability would guide a selection
of the low or high factor substitution alternative for the low
income sector. In the absence of such information we assumed
low factor substitutability below. Information on the structure
of industries in the low income sector which receive the capital
incentive grants would permit us to conclude if the fall in the
price of the output of that sector relative to the price of the
output of the high income sector has any differential effect on
the income uses side. Such differential effects could then be
translated into consumption effects, depending on the consumption
characteristics of households. We derived the differential

consumption effects from the underlying data for our series on
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grant-financed output below.

We judge that the major long run general equilibrium effects
of a capital subsidy occur on the income sources side of the
pleture, and only minor effects can be traced through to the
income uses effects. Consequently we adopt the following set of
working hypotheses in order to render manageable the empirical
estimations of the standard case. Total benefits are allocated
between income sources and income uses effects, 75 percent and
25 percent respectively. We assume low factor substitutability
and allocate two-thirds of the income sources benefits to
caplital everywhere and one third to labour in the low income
sector. The income uses benefits are allocated to consumers of
output of the grant-recelving sector and, given the mobility of
output, this results in attributing the consumption benefits to
all such consumers, regardless of where they live.

Our model predicts that some of the benefits of capital
subsidies will accrue to family units outside of the regions
or sectors in which the subsidies are initially provided. Many
of the owners of subsidized capital reside outside the region in
which the initlal subsidy is provided, and the owners of capital
that d ces not receive a subsidy benefit because the price of
capital has been blid up everywhere. Similarly, many of the
consumers of subsidized products reside outside of the region
in which the subsidy is received and, given competitive conditions,
consumers of substitutable output everywhere benefit as product

prices are bid down.
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We believe that this set of assumptions provides a reasonable
model in the Canadian environment. Nevertheless, to test the
sensitivity of our results to extreme variations in the share of
benefits exported we also calculate the incidence of DREE spending
on the assumption that all benefits remain within the region of
initial spending (see Part IV). In addition we vary some of these
magnitudes in order to provide a sensitivity analysis of the
results based on the standard set of working hypotheses.7 The

full detall of the allocation procedure is found in Part IV.8

Expenditures on Roads

Many DREE programs provide expenditures on roads as part
of the package of expenditures on the infrastructure of the
designated regions and Special Areas.

Expenditures on roads can be considered as costs incurred
on behalf of road users - the users of passenger vehicles and
the consumers of the services of commercial vehicles - and non-
users (Dodge, 1975; Johnson 1968). The benefits flowing to
non-highway use are related to the direct access provided by
highways, roads and streets to the owners and renters of

property.9

Accordingly the expenditure share of costs incurred
on behalf of non-users can be allocated to property owners and
renters. We rely upon the cost allocation between users and
non-users as derived in Gillespie, (1975: IV, 13), which
allocates 32 percent to non-users and 68 percent to users at

the all-Canada level.10
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The benefits flowing to users from an improved or new road
are related directly to the amount of use by passenger vehicle
users, and, less directly, to the consumers of products and
services that use transportation as an input in theilr production
process. For the latter, glven a perfectly competitive setting
and a general equilibrium approach, a reduction in transportation
cost associated with the increased time and maintenance saving
attributable to the improved road system would operate similar
to a product subsidy, benefitting the consumers of transported
products relative to consumers of non-transported products. For
the allocation of highway user costs between users of passenger
vehicles and consumers of transported products we rely upon the
results of Gillespie (1975: IV, 14), based upon the incremental
cost technique used extensively in transportation economics
(Pancoast, 1953; U.S. Congress, 1961; and U.S. Congress House
Ways and Means Committee, 1961). The incremental cost technique
results in an allocation of 67 percent to passenger vehicle

users and 33 percent to consumers of transported products at the
all-Canada level.11
The above orthodox approach is based on the assumption of
perfect mobility of labour and capltal in a general equilibrium
setting. The increased road expenditures are similar to a subsidy
to the output of road passenger travel and road transportation in
the low income region. The long run distributional effects are

neutral on the income sources side; and on the income uses side

relative product prices change in favour of road-passenger travel
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and- road-transported products Fedltive' to other produnt prices.
The distributional implications depend upon the consumption
characteristics of road-passenger travel and road-transported
products (Musgrave, 1958: 357-359).

Our standard case, however, assumes that capital is complete-
ly mobile, while land and labour are completely immobile in a
perfectly competitive setting. We assume that the nature of the
immobility of labour assumption 1s such that labour is immobile
across regions, but perfectly mobile within a region across
industries (the pertinent industrial sectors being, in this
analysis, the travel and transportation sector and the‘non—travel

and transportation sector).12

In addition, for some reason,
labour is not fully employed in the low 1ncome region. A subsidy
to travel and transportation 1s provided in the low 1lncome sector.
A subsidy to travel and transportation inthe low income
region, which increases the attractiveness of this output relative
to other output, encourages the mobile factor, capital, to flow
from the high income region and from the non-subsidized sector
in the low income region into the subsidized sector in the low
income region. This results in an increase in the equilibrium
return to capital, i.e., the price of capital everywhere rises
(McLure, 1971: 38-40). The price of labour in the high income
region falls as its value of marginal product is lowered by the
out flow of capital. The value of marginal product of labour in

the non-subsldized sector of the low income region also falls,

but due to our employment assumptions, the price of labour
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remalins fixed while employment decreases 1n that sector. For
similar reasons the value of the marginal product of labour in
the subsidized sector rises, the price of labour remains fixed
and employment in the sector rises. The inflow of capital from
the high income region assures that the net result of the employ-
ment changes will be an increase in employment in the low income
region and the mobility of labour within the latter region will
assure that some of the labour released from the non-subsidized
sector will find employment in the subsidized sector. On the
income sources side, then, the price of capital rises everywhere,
while the price of labour falls in the high income region and
remains steady in the low income region. Income from capital
rises, while labour income falls in the high income reglon and
rises 1n the low income region provided the degree of factor
substitutability is low. Given the relative factor shares of
the two regions there 1s a presumption that income from capital
will rise relative to the income from labour in both regions.
However the presence of very low factor substitutability may
lead to labour income rising relatlve to capital income in the
low income sector.

On the income uses side the equillibrium adjustment effects
are similar to the orthodox approach. The output price of the
subsidized sector in the low income region falls relative to the
output price of the non-subsidized sector in both regions and,
given our competitive assumption, the output price of travel and

transportation in the high income region adjusts as well.
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Consequently the product price of travel and transportation
falls relative to the product price of non-travel and trans-
portation, and consumers of the former are better off relative
fo consumers of the latter.

This alternative formulation is our standard case and, in
allowing for the immobility of labour, results in some
distributional implications on the income sources side as well
as the income uses side. Given our presumption that the bulk
of effects are still to be found on the income uses side and
the absence of any quantitative breakdown of the relative
sources and uses shares, we allocate one quarter of the benefits
to the sources side and three-quarters to the uses side. The
low factor substitutability case is employed (as in the incentive
grants case) and this results in allocating two-thirds of the
income sources benefits to capital and one-third to labour in
the low income sector. The full detail of the allocation
procedure is found in Part IV. We also examine several
alternative working hypotheses, employing the high factor
substitutabllity case in order to provide a range of empirical

results.13

Expenditures on Sewage Sanitation and Other Infrastructure

Several DREE programs provide expenditure on infrastructure
broadly defined - sewage and sanitation faclilities, water
facilities, power installations and industrial park facilities.

Expenditures on infrastructure can be considered as costs
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incurred in the process of providing services for residential
users and commercial users (Dodge, 1975; Gillespie, 1975; and
Johnson, 1968). The benefits flowing to residential users are
related to the flow of services from the improved sewer, water
and power facllitles that are provided to the owners and renters
of resldential property; accordingly, the expenditure share of
costs incurred on behalf of such users can be allocated to
property owners and renters. We rely upon the cost allocation
between residential users and commercial users as derived in
Gillespie (1975: IV, 22) which allocates 67 per cent to the
former and 33 per cent to the latter, in the reglon subsidized.

The benefits flowing to commercial users are related to
the reduced costs of the infrastructure input in thelr production
processes, and would operate similarly to a product subsidy,
benefitting the consumers of products using the improved
infrastructure relative to consumers of other products. Provided
that the improved infrastructure is available to a representative
line of goods and services, the general product subsidy would
accrue to all consumers in relation to their consumption expendi-
Lureiss

This orthodox approach derives long run distributional
implications that are neutral on the income sources side. On
the 1lncome uses side relative product prices change in favour
of residential users in the region receiving the improved

infrastructure and in favour of consumers in both regions.
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Our standard case, however, assumes that labour 1s completely
immobile. This alternative formulation results in some distribu-
tional implications on the income sources side as well as the
income uses side (the analysis is similar to the discussion on
roads and does not need to be repeated).lu We allocate 25 per-
cent of total benefits to the sources side and 75 percent to the
uses side. The benefits on the sources side are allocated to
capital income (and distributed accordingly); and the benefits
on fhe Ugcs didée-are alleocated To remidentlal Ysers Iln Hlie

recipient regions and consumers of infrastructure-subsidized

praduets In all SFeplidfs.

Expenditures on Agricultural Assistance

We noted earlier that several DREE programs provide expendi-
tures on assistance to agriculture, broadly defined. These can
range from FRED plans to foster land use control, to develop
forestry and inshore fishery industries through ARDA programs to
"{mprove opportunities for increased income and employment of
people in rural regions" (DREE, 1973a: 32). 15

One can treat the allocation of benefits from such agricul-
tural assistance programs as a benefit to farm family units,
proportional to farm family income (Dodge, 1975; Gillespie, 1967;
and Johnson, 1968). The support of agricultural research projects, and
the provision of production and marketing services aimed at
generating a supply of farm products competitive with an

alternatlwe/hut echeaper souree.oft supply, cperate jasma sy idy
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to agriculture, benefitting farm family units relative to non=-
farm family units.

One can argue that the bulk of agricultural assistance
expenditures accrue in relation to agricultural income, benefit-
ting low income farmers proportionately Jjust as much as high
income farmers. It is arguable, however, whether the thrust of
most DREE-related agricultural assistance programs - a thrust
that focuses on low income agricultural regions and attempts to
improve the agricultural income base of low income farmers - is
randomly distributed across income classes among farm family
units. Based on our examination of the agriculture-related
programs it seems probable to us that the package of benefits
accrues more heavily, especially within Quebec, to low income
family units.

The practical difficulty we face is extracting a series of
beneficiarles that approximates this presumed distributional
pattern. In the absence of any clear-cut distributional series
we have decided to assume that farm family units benefit by an
equal amount per family unit, realizing that this may overstate
some benefits to upper income farmers. On the other hand, such
assistance programs as PFRA irrigation projects accrue in
proportion to farm income, and as a result our allocation
methodology may not be too wide of the mark.

Our standard case, then, allocates the benefits of expendi-
tures on agricultural assistance to the farm community and

distributes them by a series on farm family units. Given our
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assumption of 1mmobile labour, the benefits of such expenditures

remain within the region expended.

Expenditures on Manpower and Social Assistance

Several DREE programs provide expenditures on manpower
training assistance and social welfare expenditures, aimed at
improving the health, housing, and job skills of family units
in low income regions. One can treat such expenditures - both
the transfer component and the purchase of goods and services -
as beneficial to the recipient family units and allocate the
benefits accordingly (Dodge, 1975; Gillespie, 1975; and Johnson,
1968). We intend to follow the same procedure here. Given our
assumption of immoblle labour, the benefits of such expenditures
remain within the region expended and are allocated by a series

16

on manpower trainees.

Expenditures on Education

Several DREE programs provide expenditures on education and
education-related facilities as part of a wider set of expendi-
tures on the infrastructure of the designated regions and Special
Areas. Fiscal incidence studies have consistently allocated the
benefits of education expenditures at the provincial level to
students (Gillespie, 1967; Johnson, 1968; Dodge, 1975); and
occasionally they have allowed for a more extended treatment
where some of the benefits accrue to the general public via

externalities (Gillespie, 1975). It is preferable, in our view,
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to examine the DREE-related expenditures on education in a
similar vein. Whether education expenditures are made by a
provincial department of education or partially subsidized by
a federal department of regional economic expansion is not
relevant to their ultimate beneficiaries, although it may be
relevant to the distribution of benefits across Canada.
Expenditures on education provide personal benefits to
the students educated by increasing their expected 1lifetime
income compared with students receiving a lesser quality
education or compared with non-students. These purely private
benefits are distributed by a series on elementary and secondary
students. Public expenditures on education may also provide
benefits to others than the student. Whether through the
existence of merit want preferences or pareto-relevant external-
ities in consumption, there can be a public good component in
addition to the private consumption benefits generally associated
with educa‘cion.17 We assume here that there is a public good
component of education expenditures. Given our assumption of
relatively immobile labour, the public benefits of such education
expenditures remain withln the region. Therefore we assume that
the pure public or general benefits of education expenditures are
regional 1n scope, and they are allocated equally to all within
the region according to general expenditure assumption B of

.18

Gillespie, (1975 We adopt, as a working hypothesis, the case

in which the benefits of educatlion are divided equally between

private benefits and publie benefits.19
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The Methodological Dimension of the Framework

Financing Incidence

Regional economic expansion policies have to be financed
and this requires us to note the tax side of fiscal incidence
estimates. We do not intend to raise here the question of the
shifting of various taxes since it has been dealt with extensively
elsewhere (Gillespie, 1967 and 1975 Johnson, 1968 Maslove, 1972; '
and Dodge, 1975). We rely upon the set of shifting assumptions
found in Gillespie (1975) for the purposes of this study (see |
Appendix Table B-1). Rather, our concern is focussed upon which |
tax or which mix of taxes can be taken as the means of financing
the new government program.

There 1is no convincing theoretical reason to believe that
the federal government prefers one tax over another in the
financing of a new program. Taxes are not earmarked in Canada,
and, short of earmarking of all taxes, this knowledge is of
little help anyway. The major federal taxes seem equally
flexible 1n an upward or downward direction; consequently any
one could be a candidate for the financing source. In the light
of this, 1t is probably acceptable to assume that regional
economic expansion policies are financed out of general federal
revenues and attribute this to a proportionate increase in the
entire federal tax structure. We adopt this assumption as our
standard case.

The importance of the personal income tax in the federal

tax structure has long been acknowledged. It is the one federal
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tax with a progressive set of statutory rates, and it has a
considerable elasticity of response to changes in its under-
lying base. The latter characteristic can be cited as a
favourable feature of the tax. Given these clircumstances it
is not unreasonable to consider the personal income tax as an
alternative financing vehicle of regional economic expansion
policles.

Governments need not rely upon increasing taxes to finance
a new program; rather, they can reduce spending on program x
in order to increase spending on program y. In such a case,
the financing of y 1is effected by a reduction in expenditures
(or a retardation in the rate of increase in expenditures)
elsewhere. It 1s possible, therefore, that federal regional
economic expansion pollcies could have been financed by cutbacks
in other federal expenditures. The most general case would be
to assume a proportionate decrease in the entire federal
expenditure structure.

Regional economic expansion policies are often seen as a
source of expansion in real output, an aid in reducing unemploy-
ment and a boost to incomes in the region assisted (Bird, 1968
and 1970; Brewis, 1971: 52-45; and Alonso, 1969). In this
veln, then, such policies are seen as a long-term substitute
for policies devoted to raising poverty-level incomes and
sustaining incomes from temporary interruptions such as unemploy-
ment. One could assume, therefore, as an alternative vehicle of

financing regional economic expansion policies, that federal
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personal transfer payments are reduced.

The link between federal regional economic expansion
policies and federal equalization payments to the provinces
is a close one. The latter i1s a transfer payment whilich the
recipient provinces can spend in any manner they choose. There
is no necessary link between the transfer received and spending
on regional concerns within the province, but it is likely that
some of the funds go to increase personal incomes, reduce
unemployment and provide soclial amenities within the province.
In fact, the federal government argues that equalization payments
primarily benefit lower income people in a receiving province
(Turner, 1972). To this extent, then, regional economic expansion
policies could be treated as a partial substitute for federal
equalization payments, the former being financed via a reduction
in expenditures on the latter. One could therefore assume, as
an alternative vehicle of financing, that federal equalization
payments to the provinces are reduced; this could result in
elther a proportionate increase in provincial taxation or a
proportionate reduction in provincial expenditures.

These alternative financing assumptions are summarized in
Table 3.1 below. All six alternative assumptions are derived
and utilized in Appendix A (see Table A-4)., Alternative A is
chosen as the standard case. In addition, in Part IV we present

differences that can occur when any one of the other alternatives

is used.



sl =

Table 3.1

Alternative Methods of Financing Federal

Regional Economic Expansion

Expenditures
Alternative Method of Finance
A Proportionate increase in federal tax structure
B Increase in federal personal income tax
C Proportionate reduction in federal expenditure
structure
D Proportionate reduction in federal personal

transfer payments

E Reduction in equalization payments to provinces;
proportionate increase in provincial tax
structure of affected provinces

F Reduction in equalization payments to provinces;
proportionate reduction in provincial expendi-
ture structure of affected provinces

Expenditure Incidence

The distribution of the benefits of regional economic
expansion policies - expenditure incidence - is the focus of this
study. We have analysed the conceptual framework of the treatment
of such benefits above, and we present here the general method-
ological approach. We provided in Part II a detalled discussion
of the instruments of federal regional economic expansion policies.

The expenditures of DREE are first allocated to beneficiaries

according to the analysis above. These expenditures are then
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distributed by region and by income class according to dis-
tributive series for the various beneficlary groups. Expenditure
benefits attributed to each income class for different groups are
then summed to result in an aggregate distribution of expenditure
benefits by region and by income class. The elements in this
distribution, when expressed as a percent of total DREE expendi-
tures, result in the expenditure incidence estimates for the

standard case.

Fiscal Incidence

When the distribution of tax payments by region and by
income class 1is subtracted from the distribution of expenditure
benefits by region and by income class, the result is the net
fiscal amount. The net fiscal amount expressed as a percent
of total DREE expenditures results in fiscal incidence estimates.
The share of total DREE expenditures either gained or contributed
by each income class in each region i1s our measure of redistribu-
tion attributable to DREE. The bulk of the empirical evidence
presented and discussed in Part IV uses this measure of fiscal

incidence.

Conclusions

Part III has explored two major points. First, we examined
the effects of capital incentive grants, expenditures on roads,
education, sewers and other iInfrastructure, agriculture, manpower

and social assistance, on the distribution of income, deriving
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conclusions as to their most probable impact. In addition, we
emphasized that the financing of regional economic expansion
policles is as important as the benefits derived from such
policies. Of the six alternate hypotheses that could be
defended, we chose a proportionate increase in the federal tax

structure as our standard case.
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The Empirical Results

"T am 111 at these numbers"”
Hamlet, Shakespeare

"And, if economists have one basic
‘ failing, it is a tendency to focus

én L thdimges that ¢an be*deseariized LY
‘ numbers"

J.D. Love, Deputy Minister
DREE, (1975: 25)
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Part IV

The Emplrical Results

In this part of the study we estimate the redistributional
effects of DREE expenditures by region and by income class. We
first discuss the empirical findings for our standard case. .
Next we consider alternative experiments for the financing of
DREE expenditures. Finally, we examine the sensitivity of our
results to alternative hypotheses regarding the incidence of

benefits from DREE expenditures.

The Standard Case

The hypotheses which we have referred to throughout as the
standard case are summarized in Table 4.1. For example, with
respect to the capital incentive grants we have adopted the
moderate conclusions of Part II that such grants are only 48
percent effective in generating new jobs and additional capital
investment. The residual accrues as a windfall gain to capital
owners. The remaining general equilibrium effects for the
income sources and income uses aspects were derived in Part III
for the standard case. The reader is referred to Appendix A for

a detalled discussion of the distributive series.

Expenditure Incidence Results

Table 4.2 provides the empirical results of allocating

federal regional economic expansion expenditures according to
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the distributive hypotheses of Table 4.1. The distribution of
dollar expenditures by reglon and by income class (See Appendix
Table A-3) 1s converted into a percentage distribution for easier
analysis in Table 4.2. The results describe the income gains
for each income class in each region attributable to DREE
expenditures.l

The regional pattern of expenditure benefits is straight-
forward: the Atlantic region gains the most, followed by Quebec.
Of pessing lnterest is the relative slze of the gain to Ohtaris,
the ghird. largest-and not tog far behind -Quabec. Thls result 1s
not unexpected, as several of the distributive hypotheses predict
gains to capital, the bulk of whose owners reside in Ontario.
Similarly,some of the consumers ef subsidized produgts \reside
outside of the region in which the subsidy is received.2 Bt
féllows that dus to these leakames the reglomal distalbuticn.er
benefits from DREE expenditures will differ from the initial
regional distribution of spending by DREE. The extent of the
leakages implied by the model is indicated in Table 4.5 below
by comparing the initial spending pattern incidence (line 4) with
the regional distribution of expenditure benefits (line 1).

Throughout the discussion of the empirical results we
designate income classes according to the 1969 money income
distribution. These designated income classes and the percentage
distribution of family units for each region and Canada are
presented in Table 4.3. As discussed in note 1, the relative

shares of the income classes have remained virtually constant
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during. Te time period studied.3

The distribution of expenditure benefits by income class
at the all-Canada level is skewed towards the middle-upper
and upper income classes. The richest income class, including
8.3 per cent of family units, receives 29 per cent of the
expenditure benefits. Their share exceeds that of the five
lowest income classes (44 percent of family units) combined.

If one's interest rests on relative income benefits to
regions and/or to income classes, then the relevant ranking
variable is the 'income class' measure of panel A. If one's
interest rests on relative benefits to family units then the
relevant ranking variable is the measure used in Panel B.
Panel B normalizes the results and presents them in terms of
the percentage of expenditure benefit received by a representa-
tive percentile of family units within each cell of the table.
The Panel B results permit us to discuss the relative gains or

contributions of a representative family unit within an income

edgsd oF 1IN & Pegion, whereas the Famel A results pedmgt WS €6

discuss only the gains or contributions to an entire income

class Oor te an entire r‘egion.Ll For example, the richest income
group in Quebec received 5.88 percent of total DREE expenditure
benefits. Since this group constitutes 2.2 percent of all family
units in Canada, a percentile, representative of family units
within this income class, receives 2.67 percent of total DREE
expenditure benefits.

Within each region a family unit in the poorest income class
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benefits least and a rich family unit benefits most from DREE
expenditures. Representative family units by income class in
the Atlantic region benefit relatively more than comparable
representative family units in the other regions. The variation
in benefits to representative famlly units across the five
regions is highlighted in chart 4.1 (the chart presents the

Panel B incidence measures of Table 4.2).

Fiscal Incidence Results

Table 4.4 presents the fiscal incidence estimates. The
distribution of taxes requlred to finance federal regional
economic expanslon policies are subtracted from the distribution
of expenditure benefits, and the resulting fiscal amounts are

expressed as a percent of total DREE expenditures (see Appendix

Table A-3). The results describe the percentage of DREE expendi-
tures that emerges as a net fiscal gain or a net fiscal
contribution for each income class in each region.
The regional redistribution of income effects are gathered
together for easier comparison in Table 4.5. We discuss here
the standard case results, and examine the rest of the table
later. The fiscal incidence estimates are provided in line 3.
The Atlantilic and Prairie regions are net gainers whereas
Ontario, British Columbia and Quebec are net contributors. The
Atlantic Region is the big gainer, with 25 percent of DREE
expenditure showing up as a net gain. Ontario's net contribution

is 23 percent of DREE expenditures. Given the possible imprecision
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in a study of this nature we can reasonably conclude that

Quebec, the Prairies and British Columbia are neither net gainers
from nor net contributors to the redistributive aspects of DREE
programs.

It is interesting to note that, in terms of regional
distribution of income effects, the Atlantic region and Quebec
are net beneficiaries to a much lesser extent from the DREE
program than is commonly supposed. Quebec in particular receives
little or no net benefit. One of the major reasons is that
Quebec and the Atlantic reglon contribute a substantial share
towards the financing of DREE programs. In addition many of the
benefits resulting from DREE expenditures flow outside of the
recipient regions.

The income class pattern of fiscal incidence is found in
the body of Table 4.4. Some of the values in Panel A are not
substantially different from zero and are ignored in the folloew-
ing discussion. The redistribution 1s towards all income classes
in the Atlantic region, the lowest income classes in Quebec and
the Prairies and the richest income classes in the Prairies and
British Columbia. The redistribution is at the expense of the
upper-middle and upper income classes in all but the Atlantic
region, with the range of contributing classes being broader in
Ontario.

The normalized 'family unit' results are presented in Panel
B of Table 4.4 and in Chart 4.2. In the Atlantic region a rich

family unlt enjoys a net gain that is larger than the net gain
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in a study of this nature we can reasonably conclude that

Quebec, the Prairies and British Columbia are neither net galners
from nor net contributors to the redistributive aspects of DREE
programs.

It is interesting to note that, in terms of regional
distribution of income effects, the Atlantic region and Quebec
are net beneficiaries to a much lesser extent from the DREE
program than is commonly supposed. Quebec in particular receives
little or no net benefit. One of the major reasons is that
Quebec and the Atlantic region contribute a substantial share
towards the financing of DREE programs. In addition many of the
benefits resulting from DREE expenditures flow outside of the
recipient regions.

The 1ncome class pattern of fiscal incidence 1s found in
the body of Table 4.4. Some of the values in Panel A are not
substantially different from zero and are ignored in the follow-
ing discussion. The redistribution 1s towards all income classes
in the Atlantic reglon, the lowest income classes in Quebec and
the Prairies and the richest income classes 1n the Prairies and
British Columbia. The redistribution is at the expense of the
upper-middle and upper income classes in all but the Atlantic
region, with the range of contributing classes being broader in
Ontario.

The normalized 'family unit' results are presented in Panel
B of Table 4.4 and in Chart 4.2. 1In the Atlantic region a rich

family unit enjoys a net gain that is larger than the net gain




79

SIeTTOP JO SpUBSnOY3 Ul BWodU]

g 19ued ‘% o1qel ‘9danog

S%1 R do g% St Se T 01
X = . T . - S . J 3 - .M N.l

llllll = -~ c“-”.“.lcll v/:“«iﬂﬂn uld/blhl T H'
- AR e ot
[ L I I R AT S B B N —_— - ~
Py R T, S0 Ol N W\\.'Vw\. L Bl = i e L e .....a../."»\./«p\\«/\”qo.l‘ldfhn---n\-\.unl...n..u.lll.rl )
=2 P PRI B S A e 0 O
5
P = =l N = Ee
— == -
\o‘\ /
-*
\l\ / N
~* L
)
o S
o = €
=
™ L ¥
=
S
9
b
8
\.\\ 6
% i
1
K\\\ R Ay ‘5 g : 01

SoTJITRId
OTJI®IUQD 11
J9qand

OTqQUBTAY mm_vwmucwouwm

uot8ey £q €L0ULPTOUI TBOSTH 23TUn ATTWed 2°f 3IBUD

48~ : :




= 0] =

of any other family unit and much larger than the net gain of
a poor family unit. In Quebec there is no income class 1in
which a representative family unit 1s a significant net gainer
or net contributor. In Ontario representative family units in
the upper four income classes make relatively significant net
contributions. In the Prairies and British Columbla a rich
family unit enjoys the largest net gain, and a representative
family unit in the next highest income class is a significant
net contributor.

Our findings are based on an assumption that there is a
benefit-cost ratio of one for DREE expenditures. We expect that
there would be some projects for which the value would be greater
than one and others for which the value would fall short of one.
We have not seen any evidence to suggest that over all the ratio
would exceed one.

It could be argued that the longer run developmentai effects
of DREE programs reduce the value of examining their static
impact on the regional distribution of income. However, to the
extent that such programs generate windfall gains to capital
owners or provincial governments, and crowd out investment or
employment elsewhere in the economy, they do not generate future
growth gains. Recent evidence demonstrates little or no
developmental impact from DREE activities (Springate, 1972;
Usher, 1975; and DREE, 1976).
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Alternative Financing Experiments

The standard case has been developed with the hypothesis
that DREE expenditures are financed by total federal taxes
because it seemed to us the most reasonable hypothesis to make.
Moreover, the notion of financing expenditures out of the general
revenue fund 1s widely understood and accepted. However, the
federal government is faced with a choice in financing any
expenditure. It can increase a particular tax or decrease a
particular expenditure. In order to test the sensitivity of
the results to variations in our standard assumptions we estimated
the results for the alternative financlng experiments of Table 3.1
discussed in Part III. The detailed empirical results are found
in Appendix Table A-5; we report here briefly on the major

conclusions that can be drawn.

Regional Redistribution of Income

The fiscal incidence measures across the regions for the
alternative financing hypotheses are provided in Table 4.5
above. The alternative of an increase in federal personal
income taxes (line 6), a reduction in other federal expenditures
(line 7), or a reduction in federal transfer payments to persons
(1ine 8) results in no substantial change in the pattern of
regional redistribution of income effected by DREE spending. There is,
however, some change in the pattern of regional redistribution

for the latter two financing experiments.
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The regional pattern of redistribution is, however, most
sensitive to the flnancing experiment that hypothesizes a
substitution of DREE expenditures for equalization payments.
This finding may be illustrated by comparing the regional
distribution of benefits from increased DREE spending (line 1)
with the regional distribution of benefits from increased
equalization payments (line 9) for a given level of financing
by total federal taxes. The comparison may be of some interest
given the extent to which it is commonly argued that DREE
expenditures and equalization payments are alternative instru-
ments to foster greater regional equality across Canada's five
regions.

The regional redistribution of income effected by DREE
expenditures and equalization payments is given in lines 3 and
10 respectively. It is clear that Quebec and the Atlantic
provinces would be better off with increased equalization pay-
ments rather than increased DREE spending. Quebec is a net
gainer to the extent of 26 percent of equalization payments,
and receives no net gain from DREE spending.

We consider that our standard case, which predicts that
some of the income benefits of DREE spending will accrue to
family units outside of the regions of initial spending, is a
reasonable model. Many of the owners of subsidized capital and
consumers of subsidized products live outside the region in
which the original subsidy occurs. Nevertheless, to test the

sensitivity of our results to extreme variations in the share
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of benefits exported we calculated the incidence of DREE spending
on the assumption that all benefits remain within the region of
initial spending. The assumption of zero benefit leakages

results in the reglonal distrlbution of benefits from increased
DREE spending being equal to the regional distribution of initial
DREE spending (line U4). The regional redistribution of income
that would be effected by such a benefit pattern is given in line
5. This polar case now predicts that the Atlantic provinces would
be better off with increased DREE spending than with increased
equalization payments, while Quebec would still be better off

with the latter. Even with this extreme assumption the net benefit

to Quebec is less than 10 percent of total DREE expenditures.

Redistribution of Income by Income Class

Financing federal regional economic expansion expenditures by
an increase in personal income taxes rather than an increase in
total federal taxes (the standard case) results in no significant
change in the distribution of flscal incidence in the regions.
The lower income classes in all regions are slightly better off
(compared with the standard case) and the upper income classes
and the rich in Quebec, Ontario and the Prairies are slightly
worse off.5 The aggregate effect of these changes at the all-
Canada level can be seen in Table 4.6, line 2: the richest
income class ls now a net- contibptor, albeif by less thah the

upper-middle and upper income classes.
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Financing DREE expenditures by a proportionate decrease in
federal expenditures redistributes away from all income classes
with incomes less than $15,000 to the income class $15,000 and
over (line 3). 1In other words the lower income classes would be
better off with an expansion of total federal expenditures than
with an increase in DREE expenditures. The Atlantic region
differs from this national pattern with all income classes
receiving net gains from DREE expenditures relative to their
share of federal expenditures. The richest income class in
every region gains more from DREE than from a proportionate
increase in federal expenditures.

Financing DREE expenditures by a decrease in federal transfer
payments to persons 1s most favourable to the richest income
classes and least favourable to the poorest income classes
(line 4). 1In other words, the lower income classes would be much
better off with an increase in federal transfers to persons than
with incéreased DREE expendifures... -Evenm ir the Atlardtic region
the lowest income class benefits less from DREE expenditures
than it would from a proportionate increase in federal transfers
to persons.

Financing DREE expenditures by a decrease in federal
equalization payments can have a very different impact on the
distribution of income within each region and at the all-Canada
level, depending on whether the provinces respond by increasirng
taxes O by decreasing expenditures in order to compensate for

the loss of revenues. If the recipient provinces respond by
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Increasing taxes the results demonstrate that the lower income
classes would be slightly better off with equalization payment:

than with DREE expenditures.'

If the provlinces respond to the
loss of equalization payments by decreasing expenditures, the
lower income classes would be considerably better off with
equalization payments than with DREE expenditures. The higher
income classes are better off with DREE expenditures than with

increased equalization payments for both methods of provincial

compensation.

Alternative Expenditure Benefit Experiments

We are confident that our standard case provides a good
approximation of the general pattern of fiscal incidence
attributable to DREE expenditures. Throughout this study we
have referred to a number of circumstances in which alternative
hypotheses might be entertained. In the absence of empirical
verification, we test the sensitivity of our results to
variations in the set of underlying expenditure hypotheses.

The alternative expendlture experiments are summarized in
Table 4.7.8 In each experiment the standard case is assumed
to hold for all instruments except the instrument(s) designated
in the experiment. Three major kinds of alternative hypotheses
are consildered. First, we varled the effectiveness of an
instrument, with consequent implications for the amounts of
windfall gain. Second, we varied the degree of factor substitut-

ability, which altered the relative gains between labour and
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capital. We also developed alternative series to distribute

the benefits for several instruments.

Regional Redistribution of Income

The results of the first nine alternative experiments did
not substantially alter the regional redistribution of income
effected by DREE spending as developed for our standard case.

Experiments 10 and 11 differ from the other experiments in
that they combine those hypotheses that seem to be most pro-
rich and most pro-poor respectively, in order to provide a
set of limits bracketing the results for our standard case.

We report here on the results for these limiting experiments;
the reader can find the results for all eleven experiments in
Appendix Tables A-5(c), A-5(d) and A-5(e). The regional
redistribution of income effects for the limiting experiments
is summarized in Table 4.5 (lines 11 and 12).

The pro-poor experiment results in no substantial change
in regional redistribution compared with the standard case.

The regional pattern of redistribution 1s more sensitive to the
pro-rich experiment: the net gain of the Atlantic region and
the net contribution of Ontario both fall, while the net
contribution rate of Quebec increases marginally. These results
follow because experiment 10 encompasses those hypotheses that
allocate relatively larger gains to capital which benefits
family units in Ontario and British Columbia relative to family

units 1n Quebec and the Atlantic region.
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We think it unlikely that either of the limiting cases is
a more accurate description of reality than our standard case.
However, the empirical results do suggest that there 1s scope
for some variations 1in regional redistrlbution as one entertains
progressively more favourable-to-the-rich hypotheses. 1In other
words, to the extent that we have overestimated the effectiveness
of capital incentive grants and underestimated the degree of
factor substitutability (among other things), our standard case
will overestlimate the degree -of regionyl redistribufionlelfersed
by DREE expenditures - especially between Ontario and the Atlantic
region. Empirical work on both the degree of factor substitut-
ability in grant-financed firms and the effectiveness of such
grants in generating incremental expenditures on capital and
labour would aid in confirming the standard case or moving towards
either of the two limiting cases. Empirical work on the benefits
of highway and infrastructure expenditure and on the extent to
which DREE contributions are substituted for similar planned

expendlitures would also be desirable.

Redistribution of Income by Income Class

The empirical results of the flrst nine experiments did not
substantially alter the redistribution by income class within
each region or at the all-Canada level derived for our standard
case (see Appendix Tables A-5(c) and A-5(4)).

The distribution of fiscal incidence by income class for

the pro-rich limiting case and the pro-poor limiting case is
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summarized in Tables 4.8 and 4.9 respectively. These empirical
results should be compared with the empirical results for the
standard case of Table 4.4,

The empirical results of Table 4.8 demonstrate that the
general pattern of fiscal 1lncidence by income class for the pro-
rich limiting case at the all-Canada level is similar to the
standard case, but with increased net benefits for the richest
income class, mostly at the expense of the income classes in the
bottom half of the income distribution. There is some variation
on this national pattern within the regions.9

The normalized 'family unit' results are much as one would
expect, given the Panel A results. At the all-Canada level, a
family unit in the richest income class receives a net gain that
is larger than that received by any other representative family
unit (see Table 4.8). The general pattern of net gains to a
representative famlly unit in all income classes in the Atlantic
region shifts downward (particularly significantly for a
representative in the richest income class family unit). A
representative rich family unit in each of the remaining regions
is better off. 1In Ontario such a family units is st£iXll a, very
small net contributor (small enough, given the imprecision in a
study of this nature, to be assumed to just break even). Finally,
a representative family unit in the upper income class is worse
off in Quebec and the Atlantic region but better off in Ontario,
the Prairies and British Columbia (see Table 4.3 for our
characterized income classes). These results are illustrated in

chart 4.3.
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The empirical results of Table 4.9 demonstrate that the
general pattern of fiscal incidence by 1income class for the
pro-poor limiting case at the all-Canada level 1s similar to
the standard case, but with increased net benefits for income
classes between the lower middle to upper income classes mostly
at the expense of the richest income class which becomes a net
contributor.

The normalized 'family unit' results of Panel B reflect
these results and show little variation from the standard case.
At the all-Canada level a family unit in the richest income
class now is a net contributor while the net contribution rate
of a family unit in the next highest income class decreases.
This pattern masks some variation at the regional level. A
representative rich family unit in Quebec and the Atlantic region
experiences no change from the standard case, whereas a rich
family unit in the remainlng regions experiences a decrease in
its fiscal incidence rate. There is very little change for
representative family units in lower income classes. These

results are illustrated in chart 4.4,

Conclusions

Our estimation of the regional income redistribution effects
of DREE expenditures demonstratesthat only the Atlantic region
has been a net beneficiary. Contrary to popular belief, Quebec
recelves little or no net benefit. One of the major reasons

for this 1s that these regions contribute a substantial share
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towards the financing of -DREE. Secondly, many of the benefits
resulting from DREE expenditures flow outside of the recipient
regions. Quebec and probably the Atlantic region as well would
be better off with increased equalization payments than with

the existing DREE program. Only when it 1s assumed that almost
all of the benefits of DREE expenditures remain within the region
of the initial spending is the Atlantic region better off with
the DREE program rather than increased equalization grants;
Quebec would still be better off with increased equalization
payments.

The empirical results also demonstrate that the lower income
classes benefit to a much lesser extent from DREE expenditures
than would be expected from the policy objectives of the program.
The richest tenth of family units receive about the same total
share of expenditure benefits as do the lowest half of family
units. Only in the Atlantic region do representative low income
family units receive significant net benefits from the DREE
program, and even in that region they receive smaller net benefits

than do representative famlly units in higher income classes.

We noted earlier that one of DREE's objectives is that the
"great inequalities in wealth and opportunity which have persisted 1in
this country for so long will be greatly reduced" (Marchand, 1972a:2).
What now seems clear is that the federal government's chosen
instruments for regional economic expansion cannot achieve that
objective. In all regions the relative economic position of the

poor would improve much more with increased federal transfers to
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persons (perhaps in the form of a guaranteed annual income) than

it does with the existing DREE program.



Part V
Summary and

Conclusions

The reduction of regional disparities

-- or better put, the growing equality
of economic opportunity -- has been a
high priority of thls governments ‘IThe
policies pursued by my colleague, the
Minister of Regional Economic¢ Expansion,
§¥e heapilig frulit.

The Honourable John Turner,
Minister of Finance, (1974: 4)

The search for more effective mechanisms

to reduce regional disparities has involved
the Department of Regional Economic Expansion
in a major policy review and evaluation and
has resulked in'4 renewed resclve ‘tog miice
existing and future programs more effective.
These initiatives have placed DREE at the
forefront in the attempt to achieve a more
equitable distribution of wealth, people and
opportunity across Canada.

DREE, Annual Report, (1974-1975: 2)
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Summary and Conclusions

The existence of regional economic disparities in Canada
has led to federal government attempts to reduce such dispari-
ties through a variety of policies and to the creation of DREE,
specifically charged with the task of encouraging a reduction
in such disparities and a reduction in the inequalities in the
distribution of wealth across the country. That the effects
of such policies have been modest in reducing per capita income
differences among the regions was recently documented in evidence
published by DREE (DREE, 1976: 34).. In this study we have
briefly described the development of these policies and programs.
We derlved a functional breakdown of DREE expenditures for
each of the five regions in Canada (Part II). It was discovered
that DREE expenditures for road construction have been equal in
magnitude to the much more highly publicized incentives program.

Expenditures for sewage systems and other infrastructure, agri-

cultural assistance, and other industrial assistance were also
major expenditure categories. Many of the programs established l
prior to DREE and during DREE's early years are being gradually |
phased out by the Department. However, the types of expenditures |
made under these earlier programs continue to be made under the
new label of General Development Agreements.

Evidence available from a variety of sources demonstrates
that the incremental job creation resulting from the RDIA

program is much less than DREE has indicated (DREE, 1973). 1In

fact the incremental jobs are likely no more than half of the
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number of jobs associated with RDIA grants and it is possible
they are as low as zero. Similarly, available evidence suggests
that the RDIA program has had little effect on capital investment.
The absence of any publicly available analysis of the effective-
ness of DREE spending on roads, sewers or any of its other major
expenditure categories is unfortunate. This deficiency and the
absence of comprehensive Information on the amounts spent on
these categories are omissions that should be rectified.

In Part IIT we examined the general equilibrium effects of
the major DREE instruments (capital incentive grants, expenditures
on roads, sewers and other infrastructure, etc.,) on the income
uses and income sources side of a family unit's budget. We
estimated the income redistribution effects of DREE expenditures
by region and by size classes of income (Part IV). The empirical
results demonstrate that the Atlantic Region and Quebec are net
beneficiaries from the DREE program to a much lesser extent than
is commonly supposed. Quebec receives little or no net benefit.
Quebec and the Atlantic region‘would be better off with increased
equalization payments rather than the existing DREE program.

Only when it is assumed that almost all of the benefits of DREE
expenditures remain within the region of the original expenditure
is the Atlantic region better off with the DREE program rather
than increased equalization grants; Quebec would still be better

off with increased equalization payments.




- 101 -

The results also demonstrate that the lower income classes
in all regions benefit from DREE expendltures to a much lesser
extent than would be expected from the objectives of federal
regional economic expansion policy. Only in the Atlantilc
region do representative lower income family units receive
significant net benefits from the DREE program, and even in that
region they receive smaller net benefits than do representative
family units in higher income classes. The redistributive
effect of DREE expenditures at the all-Canada level is, in
general, away from representative family units in the upper-
middle and upper income classes to representative family units
in the lowest and richest income classes. In all reglions the
poor woul@® be better off wilth Increases in federal.transfer
payments to persons (perhaps in the form of a guaranteed annual
income) rather than the present DREE program.

Our investigation has provided partial answers to questions
concerning the distribution of income effects of federal regional
economic expansion expenditures in Canada. Throughout we have
noted areas of investigation where further research work is
needed. The incrementality measures of new job creation and
new capital formation that follow from the capital incentive
grants are still open to debate. We tried a range of incremental-
ity ratios with 1ittle effect on the distributive conclusions of
our standard case. More substantive research in this area would
be required to determine the effectiveness of the incentives

program.
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Empirical work on the degree of factor substitution between
labour and capital in grant-financed firms and also within the
non-subsidized sector is needed. The same can be said for
interindustry factor substitutability within the low income
regions resulting from expenditures on roads, sewers and other
infrastructure.

More attention should be focussed on the impact of infra-
structure expenditures and other social adjustment expenditures
on the distribution of income across regions and family units.,
DREE has correctly pointed to the absence of such analysis in
the work of academic researchers who have examined the RDIA
incentive grant program in detail. However, the absence of a
disaggregated functional breakdown of DREE expenditures until
now has rendered any empirical work impossible. We have employed
our estimates of DREE expenditures in the analysis of infra-
structure and other social adjustment expenditures. We would be
the first to point out, however, that our examination is a very
limited one., Further work is urgently needed on several counts —
the extent to which DREE-financed activities at the municipal
and provincial level are substituted partly or wholly for planned
expenditures by those governments; the extent to which DREE-
financed activities of such governments so change relative prices
as to divert provincial and municipal spending from other
expenditures to the areas of subsidized spending; the derivation
of distributive series that are more appropriate to the spending

function than several used in our study; and estimation of the
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developmental impact of these expenditures.

Further work is needed on comparing the income distribution
impact of DREE programs with alternative federal fiscal choices.
We examined a limited number of such fiscal cholces and found
considerable varlation in impact, both by region and by size
classes of income. Specifically, further analysis of the effects
of particular federal transfers to persons and responses to
changes in equalization payments (either formula changes, revenue
changes or changes in responses of recipient governments) would
be useful Information in choosing among expanding or cutting back
various federal government activities.

Our findings illuminate some of the outcomes of federal
regional economlc expansion policies as effected by DREE. These
results, if even approximately accurate, raise more interesting
guestionsin light of the government's commitment to reduce
regional disparities in Canada.

Why have DREE programs provided 1little or no net benefit to
Quebec? Has the concentration of DREE expenditures on subsidies
to firms and on road and sewer construction been appropriate?

Why have DREE programs not had any significant effects on regional
economic disparities?

What is needed in order to answer these questions adequately
is a theory of federal government behaviour with respect to
regional economic expansion policies. We suggest this to others

as a challenge that merits attention.
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Footnotes

Part 1

b

o

See, for example: Atcheson, Cameron and Vardy (1974: 53-59),
Atcheson and Kerr (1972), Brewis (1975), Buckley and Tihanyi
(1967), DREE (1969, 1973a and 1973b), Economic Council of
Canada (1968), Francis and Pillai (1971), and Springate
(1973: 11-28).

See, for example: Atcheson and Kerr (1972: 1-9), Brewis
(1969), Chernick (1966), Economic Council of Canada (1965
and 1975), Green (1967) and McInnis (1968).

APEC, (1971), Brewis (1969), Chernick (1966), DREE (1973

and 1976), Springate (1972 and 1973), and Woodward (1974,

1974a and 1975). Usher (1975: 569-570) raises the possibility
that the subsidy program of the Regional Development Incentives
Act may act to transfer income from the rich region to the

poor region while transferring it, on average, from poor to
rich people, but this is a minor example in his paper.

In reality the formation of DREE in 1969 was a consolidation
of ongoing activities with substantial revisions to the
incentive grant program. The detalls are discussed in Part II.

Part II

This can be verified by reference to Federal-Provincial
Relations Office (1975), and Tables C-4 through C-8.

The absence of any public data on DREE expenditures by
functional classification seemed to us to be a serious
deficiency in information that would be crucial for purposes
of policy analysis. DREE has recently estimated a functional
breakdown of expenditures by region, but the Department was
not willing to make the information available to us for use
in this investigation. We doubt that there would be much
variation between our estimates and DREE's estimates (if

and when the latter become public information).

For a discussion of job erosion - the difference between
the number of jobs announced at the time of an RDIA grant
offer by DREE and the number of jobs that actually
materialize when the subsidized firm is fully geared up
for commercial production - see Appendix D.
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It has also been demonstrated in Woodward (1974a) that RDIA
grafits - which, due To thelr capital blas, are@milerito
capital subsidies - create fewer new jobs per firm and fewer
new jobs per dollar of grant than other alternatives, such
a8, a labour gubsidy and a prdoduetion subsidy. . dn this
sense capital incentive grants are an inefficlent method of
generating new employment opportunities. Our focus here

is a different one, examining the extent to which the grant
assisted in calling forth new jobs and new capital invest-
meYiC "1 hhe "désighated FEENENe

DREE goes beyond the analysis of incremental jobs and

capital investment to mention the effect of "economic
multiplier and job spinoffs" in magnifying the total economic
impact of RDIA grants (DREE, 1973: L46). Given the large
propensity to import for small areas and the small magnitude
of such multipliers for development areas as a whole, it 1is
unlikely that such secondary effects are at all substantial
(Wilson, 1968: 390). This proposition is consistent with

our approach below.

As it turns out the observed level of Quebec manufacturing
investment during 1972 would be consistent with an assumption
of zero incrementality. In other words, our revised
estimate of 48 per cent incrementality may still be much too
high.

No details are provided of the economic situation in Manitoba
and Saskatchewan that would suggest that without RDIA grants
investment would have been so far below the actual or
historical trend levels as would be required to satisfy the
79.8 per cent incrementality estimate. As with the Quebec
investment levels, there ds little evidence to suggesE that
incentive grants had any net incremental effect on investment.

Pzhge, JEIE

The income sources: income uses dichotomy is drawn from
Musgrave's seminal discussion of general equilibrium effects
of budget policy (Musgrave, 1958: chs. 15-16). For a more
complete discussion of the theory of fiscal incidence as
derived from such general equilibrium analysis, see Gillesple
(1967, and 1975) and Johnsén' (1LIE3

The discussion of general equilibrium effects draws heavily
upon the seminal contribution of Musgrave (1958: chs. 15 and
16) and the literature that developed thereafter; see,
Harberger (1962), Mieszkowski (1967 and 1969) and McLure

LD TIN IO T2 "and 1974).
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There have been several instances identified in which firms
closed plants 1n non-subsidized regions while receiving
DREE incentive grants in subsidized regions (eg. Unilon
Carbide, Acme Seely, etc.).

Many of the RDIA grants glven for plant modernization
provide examples of high factor substitutabllity in which
the factor substitution effect works in the opposite
direction to the employment effect and little or no
additional employment is created.

In an earlier version of thils paper we examined the results
for several other sets of assumptions in greater detail
(perfect mobility of all factors; perfect mobility of

capital and complete immobility of labour and land with no
wage inflexibility; and perfect mobility of capital, complete
immobility of land and partial mobility of labour). The
small differences in predicted results for these alternative
cases and the added realism of the assumptions discussed 1n
the text led us to concentrate our attention solely on the
standard case.

Musgrave (1959: 361-364) and Mieszkowski (1969: 1115).

See Part IV. Emplrical support of our chosen ratios or
Sther ratlos would be a valuwable aid In flscal 1ncldsnte
studies of this nature. With the alternative

magnitudes that we test in Part IV there does not seem to
be a major effect on the conclusions derived using the
standard case.

We have analysed the effects of capital subsidies throughout

Part III on the presumption that they are completely effective
(i.e., do call forth changes in regional resource allocation

and relative gains to capital and/or labour). The standard case is
based on this presumption, as is the working hypothesis that
allocates the impact of the grants between labour and capital.

We discussed in Part II the effectiveness of capital incentive
grants and the allocation of any windfall gains that accrue.

Both effects are combined in empirical calculations of Part

o

It may well be that these benefits are captured as increased
capitalized values of land; if this is so the beneficiaries
would be property owners.

See Appendix, Table B-2, for the detalled results of alloca-
tlon of costs between users and non-users for the regions as
well as Canada.
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See Appendix, Table B-2, for the detailed results of
allocation of user costs between passenger vehicle users
and consumers of transported products for the regions as
well as Canada.

The alternative would have been to assume that labour was
immobile across reglons and industriles. This seemed to us
a too rigid framework within which to work. The output,
road passenger travel and road transportation, has been
shortened to the term, travel and transportation for
convenience sake.

See Part IV. We have analysed the effects of DREE expendi-
tures on roads on the presumption that they are completely
effective (i.e., do call forth changes in provincial
resources devoted to highway expenditures). Given the
substitution effect available in provincial governments'
reaction function to the receipt of such grants, and given
the likelihood that at least some of the road spending would
have occurred in the absence of DREE financing, the grants
are unlikely to be completely effective. The empirical
results of Part IV utilize a range of effectiveness measures
to provide the reader with a range of results that could
follow from such diverse assumptions.

The benefits accruing to capital owners may be greater than
we have assumed if the expenditure benefits are capitalized
in increased land values.

The instruments of regional economic expansion are discussed
in greater detail in Part II.

See Part IV, where we consider the effect of substituting
a series on social assistance benefits for the series on
manpower tralnees, with little substantive effect on the
ResuElEsT

For a discussion of the merit want principle, see Culyer
(1971), Head (1966 and 1968), McLure (1968) and Musgrave
(1958:14); and for a discussion of pareto-relevant extern-
alities, see Buchanan and Stubblebine (1962), Hettich (1972)
and Turvey (1965).

Oné&s prob lem remains. »1f labour ds immigbile. i Geslon="91hcomeé
region, then the public or general benefits would seem to
accrue to family units within the low-income region. However,
federal funding of some education expenditures through DREE
implies that family units beyond the low-income region, via
the merit want principle or via externalities of consumption,
are benefitting. In short, a case can be made that the
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public or general benefits are more national in scope. The
tendency of education to increase the mobility of labour
enhances the possibllity that the external consumption
benefits assocliated with education will extend beyond the
boundaries of the low-income region. In view of these
considerations 1t is possible that the public benefits are
national, rather than regional, in scope.

We originally intended to consider an alternative experiment
that would treat the public benefits as national in scope.
However, the change in the distribution of education benefits
generated by such an assumption was so small that we decided
not to work out a completely new experiment (see Appendix
Table A-U4),

19. Experiments with variations in the ratio of private benefits
to public benefits of provincially-financed education
resulted in very little effect on the overall pattern of
expenditure incidence (Gillespie, 1975: Table IV.12).

Fart IV
1. The empirical results are carried out using a fiscal incidence

study for 1969 (Gillespie, 1975), the last year for which such
data are available. Consequently the family money income
brackets for all tables are for incomes in 1969. While
average incomes increased during the period, the distribution
of income remained relatively stable. (Love and Wolfson,
1976; - The richest twenty percent of family units had 42.6
percent of total income in 1969 and 42.4 percent in 1974).
Therefore observations concerning 1969 can be applied to the
entire period with little loss of accuracy, if one identifies
income groups according to their relative positions rather
than their absolute dollar amounts of income (e.g., one
focuses upon the richest 8.3 percent of family units, rather
than family units with incomes $15,000 and over: see Table

W3,

See Appendix Table A-3 for detalled information on the
distribution of expenditure benefits for each functional
category in each region for the standard case. It can be
noted in passing that the slightly more attractive expendi-
ture benefit shares over the lower income classes in the
Atlantic and Prairie regions are primarily accounted for by
manpower and social assistance expenditures in the former
and agricultural assistance, manpower and soclal assistance
expenditures in the latter. The significantly more attrac-
tive benefit shares over the richest income classes in
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Ontario, the Prairies and British Columbia are partly
accoyrited for by the benefit %o caplfel ownéraSmrinsrTly
located in these three regions, of the capital incentive
grants, other industrial assistance and expenditures on
highways and roads.

The subsidized products include grant-financed products,
transported products, infrastructure-subsidized products,
@HFC

We note in passing that since at least 1951 the distribution
of income shares in Canada has not changed significantly
(Love and Wolfson, 1976).

Throughout the discussion of the empirical results we use
the terminology 'income class' to refer to gains (contribu-
tions) that accrue to (are made by) the group of family
urlts in a glven income dlass (usually panel A respltd).

We use 'family unit' to refer to the gains (contributions)
that accrue to (are made by) a representative family unit in
a given income class (usually, panel B results).

See Appendix Table A-5 for the detailed results by regions
and by income class. We intend to review briefly the major
conclusions only in the text; for the detalled regional
variation the Appendix tables should be consulted.

See Appendix Table A-5 for the fiscal incidence share in
each region.

Compare lines 1 and 5, Table 4.6. The lowest income class
gains less from DREE spending financed by reduced federal
equalization payments (2.49 percent) than it does when
financed by increased total federal taxes (2.85 pereent).
Therefore, for a given level of total federal taxes, the
lowest income class loses more through foregone equalization
payments than it gains through DREE spending. Thus the

poor would be better off with increased equalization payments
rather than increased DREE spending.

We initially considered a much longer list of alternative
hypotheses, especially within the important incentive grant
category, but in view of the trivial differences (when
compared with the standard case) that were emerging in the
preliminary empirical results, we pared our final set of
experiments to the contents of Table 4.7.

The reader is referred to Appendix Table A-5(d) for the
details of these experiments in the regions.



APPENDIX A

Calculation of Expenditure

Tncidence and Fiscal Incidence
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Appendix A Source Notes

Table A-1 (a)

Except where otherwise noted, the source of the following
explanatory notes for the A-1 distribution series is Gillespie,
1975: Appendix D for the all-Canada data, and Appendix A for
the regional data., For the sake of clarification we have kept ’ |
separate here the explanatory notes for the all-Canada data
(Table A-1 (a) and the regional data (Tables A-1 (b) to (f)
inclusive).

Line 1 The percentage distribution of total federal taxes 1is
derived by converting to percentages the data in
Tabla D42, line 8,

Line 2 The percentage distribution of personal income tax
is from Table D-1, line 1.

Line 3 The distribution of total federal expenditures is
derived by expressing in percentages the data in
Table D-5, line 12B,

Line 4 The federal personal transfers item 1s the sum of
public health, housing, social security, and veterans
expenditures, This distribution was arrived at by
expressing in percentages the total of these items,
the source being Table D-5, lines 4 and 5.

Line 5 The distribution of total provincial taxes is derived
by converting to percentages the data in Table D-2,
line 17.

Line 5a This item is the total of the changes in the provincial
taxes that would occur in the absence of federal
equalization payments., The provincial taxes of the
Atlantic region, Quebec, and the Prairies (as a region),
would be increased by the amounts indicated in the
following table, which is calculated by applying the -
provincial tax rate per income class (line 5 here) to
the aggregate equalization grant received by the
recipient regions. The source of these aggregate amounts
is Kerr, 1975: table U4c, See Table 1 below,

Line 6a Similarly, line 6a indicates the changes in provincial
expenditures that would occur in the absence of equali-
zation payments., It was calculated by applying the
provincial expenditure rates per income class (line 6
here) to the aggregate equalization grants received by
the Tegipient+regiong.
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Line 8
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Line 9

e 10

Line 11
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The distribution of total provincial expenditure has as
its source table D-5, line 23B.

Dividends income is derived from table A-1(a), line 9,

In this series we have grouped by region the net (active)
RDIA incentives for 1973 according to the standard clas-
sification in Family Expenditure in Canada (Statistics
Canada, cat. no., 02-5355). The steps in the creation

of this series are as follows:

The projects were grouped by region according to their
product or process using the above-mentioned scheme of
classification, A general category was added to accomo-
date problematic types of cases, such as products which
were inputs rather than end products (for example,
machine parts), and cases where the RDIA Monthly Report's
description was ambiguous or inadequate for our purposes
(for example when the process of a firm was described
simply as "sawmill"), '

The incentive grants of the firms were added for each
of the consumption expenditure categories by region.
These were then distributed by income class according
to the corresponding percentage rates of consumption
for each category, the source of the latter being

table D-1, lines 21-37 for Canada, and tables A-2,
lines 1 to 17 for the regions. The general category
was allocated by the respective rates of total consump-
tion In ¥Yhese sources,

The consumption expenditures per income class resulting
from the allocation in step ii. were then added to give
the total consumption for each income class for Canada
and the regions,

These totals were then converted to percentages to re-
flect the distribution among income classes of consump-
tion of RDIA - subsidized products for Canada and the
regions,

The wages and salaries distribution is taken from table
A"'l, line lo

The distribution of children age 5 to 47 is taker from
table A-1, line 27,

The distribution of broad income is from Gillespie 1975:
padt L1, p. 30D, table 2.2,

Lines 12 The number of family units and the percentage distribu-
and 13 tion are from table D-1, lines 18 and 20 respectively.
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The following steps are taken to create the distribu-
tion of property users.

it 48 noted in Gillespie, 1975: Appendix netes.» Di &=
20 that the preportlianal bresakdown ol . praperty-tgers
% &8 follows:

rentersi: >3 pel CEnG

owners : 67 per cent

farm-owners 20% of 67%
residential
owners 80% of 67%

13.4 per cent

B8Psbn pEw) Send

These proportional percentages, 33 per cent, 13.4 per
cent, and 53.6 per cent are then allocated among in-
come classes according to the relevant rates in table
D=1 for Canada and A-1 for the regions. That is to
say, the percentage distribution of rent expenditures
(table D-1, lime 12 Tassed to distzihiitd The o BEme=
cent; the percentage distribution of the rental value
of owned farm (table D=1, line 3) is used to distribute
the 13.4 per cent; and the distribution rates of the
rental value of owned home (D-1, line 4) are used to
distribute the 53.6 per cent. For the regional tables
the respective rates of allocation are to be found in
tables A-1, likes 2%, "3U ] and 15.

For each income class; for Canada and fhe regior®,
these items are then added to give the percentage dist-
ributicrl by incdms AkEss of properfy=-Ussrs,

The distribution of miles driven is taken from table
D-1, line 13.

The distribution of consumption of transported products
is taken from table D-1, line 40,

The source of the dist¥ibution of total consumptdon is
table D=l, line 2.

The distribution of manpower trainees is taken from
table A~1 (&), lime 29%

The total provincial-municipal taxes distribution is an
average of the sum of total provincial and total muni-
cipal taxes. The source of the former is table D-2,
line 17; the source of the latter is table D-2, line
23. The averages that result are converted into per-
centages.

The farm income series is from table A-~1 (a), line 4.
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The distribution of farm family units is derived from
Income Survey data.

The distribution of social assistance expenditures is
derived by adding the provincial expenditures on public
health and housing, social security and veterans to the
municipal expenditures for these items, The resulting
distribution is expressed here in percentages. The
source of the expenditures is table D-5, line 16 and

17 (provincial) and lines 25 and 26 (municipal).

The distribution of original adjusted broad income 1is
derived from Gilespie, 1975. Since Gillespie, 1975
included an adjustment on the income base to allow for
the treatment of DREE expenditures, this adjustment had
to be subtracted out in order to result 1n an income
base that would be consistent with this investigation
in which we are assuming that DREE 1s a new program
introduced in 1969, This adjustment procedure results
in the original adjusted broad income base of line 23,

The new adjusted broad income 1is derived by adding to
the original adjusted broad income the actual DREE ex-
penditures set out in tables A-3 and subtracting feder-
al gaxes sufficient to finance DREE, tables A-3, lines
57=62,

Tables A-1 (bto f inclusive)

The percentage distribution of total federal taxes is
derived by converting to percentages the data in tables
A<5, 1ine 8,

The source of the percentage distribution of personal
income tax is tables A-1l, line 12,

The distribution of total federal expenditures is deriv-
ed by converting tc percentages the data in tables A-12,
fatne 128,

The federal personal transfers item is the sum of ex-

penditures on public health and housing, social secur-

ity and veterans., This distribution is calculated by

expressing in percentages the total of these items,

Ehe source of the expenditures being tables A-12, lines
and 5.

The distribution of total provincial taxes 1is derived
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from tables A-5, line 17.

The distribution of total provincial expenditures is
calculated by converting to percentages the data in
tables A-12, line 23B.,

Dividends income 1is derived from tables A-1, line Q.
See explanatory note for table A-1 (a) here,

The wages and salary distribution is taken from tables
A-1, line 1,

The distribution of children age 5 to 17 is taken from
tables A-1, line 27.

The percentage distribution of broad income is from
Gillespie, -1975: pawt 1L, B. 300, table,2.24

The number of family units is taken from tables A-4,
line 28. This is converted into percentages for line

L
See explanatory note for table A-1 (a) here.

The distribution of miles driven is taken from tables
A-1, line 30,

The source of the distribution of transported products
is tables A-2, 1line 20.

The source of the distribution of total consumption is
tables A-1, line 13.

The distribution of manpower trainees 1s from table
A-1 (a), line 29, We have used the all-Canada distri-
bution for each of the regions because this series is
not available at the regional level,

See explanatory note for table A-1 (a). The source
of the regions' distribution of provincial taxes is
line 17 of the A-5 tables. The municipal taxes are
found in the A-5 tables, line 23,

The series on net farm income is from tables A-1, line 4,

The distribution for the regions of farm family units
are derived from the Income Survey.

The socilal assistance series is derived for the regions
as it is for the all-Canada table. The source for the
expenditures is tables A-12, line 16, 17, 25, and 26.

The original adjusted broad income base for the regions
is derived by the same steps used in the all-Canada
table,
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Line 24 The new adjusted broad income base is derived by adding
DREE expenditures (table A-3) and subtracting federal
taxes used to finance DREE (table A-3) from the original
adjusted broad income base of line 23,

Line 25 Family units as a per cent of all - Canada expresses
the number of family units set out in line 12 of this
table as a percentage of the total number of family
units in Canada, found in table A-1 (a), line 12,

Table A-2

Except where otherwise noted, the source of the following
explanatory notes for the A-2 Distributive Series by Region is
Gillespie, 1975: Appendix A, This information is presented in
percentages in table A-2 (a) and in millions of dollars in table
A-2 (b). Since the sources for corresponding data in both tables
are the same, we shall present here only explanatory notes for
table A-2 (a).

Line 1 The regional distribution of total federal taxes is
derived by converting to percentages the data in table
A-3 (c), line 14,

Lines 2 The regional distribution of federal personal income
tax is from table A-3 (c), line 1.

Line 3 The regional distribution of total federal expenditures
is derived by expressing in percentages the data in
tables A-12, a to e inclusive, line 12B,

Line 4 Federal personal transfers is the sum of public health
and housing, socilal security and veterans expenditures,
The regional distribution is derived by expressing the
sums of these items 1in each region as a percentage
rate of the all-Canada total, The source is tables
A-12, a to e inclusive, line 4 and 5.

Elme 5 The regional distribution of total provincial taxes is
derived by converting to percentages of the all-Canada
total the total provincial taxes within each region.
These data are in tables A-5, a to e inclugive, line 17.

Line 6 The distribution of total provincial expenditures by
region is derived by expressing in percentages the data
in tables A-12, a to e inclusive, line 23B.,
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The" regional” distribition of dividendst Imcome Ls derived
by expressing the total dividends income in each region
as a percentage of the all-Canada total, The source of
the regional totals is tables A-4, a to e inclusive,
Iime “JbH.

The regional distribution of the consumption of grant-
financed output reflects the totals, by region, of the
net (active) RDIA incentive offers for 1973. These
totals have been expressed as percentages of the all-
Canada total, The source of this data is Report on
Reglongl Developmenty INgeitbives) Jant@dry l§7% to March
1975 Inclusive, GJee explanatory note for line 8 of
table A-1 (a) here.

The regional distribution of wages and salaries ex-
presses in percentage rates the data in table A-4,
LifiE ' 2,

The regional distribution of children age 5 to 17 1is
a percentage distribution of the data in table A-11(b),
Lirer -1,

The distribution of broad income by region is a percent-
age distribution of the data in table ‘A-4, line, 24,

The number of family units by region 1s taken from table
A-4, line 28, This distribution is expressed in percent-
ages in line 13.

The steps used to create the regional distribution of
property users are as follows:

It is indicated in Gillespie, 1975: Appendix notes,
p. a-20, that the proportional breakdown of property
users in Canada is the following:

remtarss 2O Pel Lo0T

owners : 67 per cent: farm owners: 20% of 67% = 13,4

per cent
residential: 80% of 67% = 53.6
e cent

The following regional distribution of rent expenditures
is taken from Family Expenditure in Canada, 1969, vol,ll,
1969: tables 6, 19, 32, &5, and 58.
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Average ex-

No. of units penditure on
Region in population rent
'000 $

Atlantic Lok 250
Quebec 1,596 498
Ontario 2,198 450
Prairies 1,008 12
British Columbia 635 428

From this information we can derive the total expend-
iture on rent per region and express this as percent-
ages of the Canadian total. These calculations are
performed in the following table.

Region Total expend- Fed, cent of
iture on rent all-Canada total
$ millions %

Atlantic Lahay 5.0

Quebec 769.9 312

Ontario 989.1 40.1

Prairies o 12,5

British Columbia s 1150

Canada 2,468,8 100.0

These regional percentages are then expressed as per-
centages of 33 per cent, the proportion of renters noted
in step i.

The regional distribution of the rental value of owiied
farm home is derived by expressing in percentages the
data in table A-4, line lla. These rates are then ex-

pressed as percentages of 13.4 per cent, the proportion
of farm owners indicated 1in step 1.

The regional distribution of residential home owners is
a percentage distribution of the data in table A—4, line
11b. These rates are then expressed as percentages of
5%3.6 per cent, the proportion of residential home owners
noted in step i.

These three percentage rates, that is, for renters,
owners of farm homes, and owners of residential homes
respectively, are then added for each region to yield
the distribution by region of all property users,
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Litne 3 The regional distribution of highway users and non-
users is derived by converting to percentages the
data in table A=1l(a), lime 2,

Line 16 The distribution by region of total consumption is
calculated by converting to percentages the data in
table A-3(c), line 6iii.

Line 17 The regional breakdown of manpower trainees is un-
available to us at this time.

Line 18 The regional allocation of provincial-municipal
taxes is derived by expressing in percentages the
averages of the total provincial and municipal taxes.
The source of these is tables A-5, lines 17 and 23.

Line 19 Net féarm ingome if calculatéed-by CXpréeSsing 1n G r-
centages the data in table A-4, line 5.

el 18 . 210 The farm family units breakdown is derived from the
Income.  SUrvey.

Line 21 The regional breakdown of social assistance expend-
itures 1s derived by expressing in pereentades -the
sums by region of provincial and local expenditures
on public healtlt and housing, socléal securliby-and vet-
erans. The source of these is tables A~12, lines 16,
17, 25 and 26 respectively.

Line 22 The regional breéakdewn of original adjusted bro&d in-
comeh sets out in percenitage form the tetdl,dslelrnad
bregd incone IOy SIeh TEZT] OWrey THE BEAD-LENSCOLY SIOTE
for line 22 of table A-1(a) here describes the steps
in the formetiom o6 this comcept,

Line 23 The regional breakdown of new adjusted broad income
sets out the' vagienal tolals for this dtem,, The
derivation of this concept is explained in the note
for table A-1, line 24,

Table A-3

The basic methodology @wsed in the deriveation ol “the expend-
iture .amounts 1s described in fShe -explanatory ndss FoF LG 1
Only pertinent information concerning assumptions and sources is
given for lines 2 to 55 incdlusive. Heneceforth referenmpes to the
A-1 and A-2 tables should be understood to mean the A-1 and A-2
tables in this appendix, (i.e., not in the Gillespie, 1975, Situda, )



Line 1

Line 2

) A

In the standard case treatment of capital incentive
grants we assume that factor substitutability is low
and that the grants are 48 per cent effective, with
75% of the impact on the sources of income and 25%
on the uses. Within the 75% affecting the sources
of income we assume 67% accrues to capital and the
remaining 33% to labour. The overall breakdown of
benefits is as follows:

i.) T76% to capital income
il ) _12% o lgbisur
iii.) 12% to consumption of the grant-financed output.

To distribute the 76% to capital which is mobile we
allocate to the regions shares of the sum of 76% of
each region's average annual expenditure on capital
Ingertive grants, The regiohs" shages ofl thisg SHcuURT
are in proportion to their share of dividends income.
This information is taken from table A-2(a), line 7.
THe ®mmouht that redults ineath régien 18 then dlstrl=
buted within the region according to the region's in-
ternal distribution of dividends income. The source
of this distribution is line 7, tables A-1.

The benefits.allocated tTo labour we ageume o
remain within the region, so that 12% of the expend-
iture in each region is distributed according to the
distribution of wages and salaries in that region,
found in the A-1 tables, line 9.

The benefits allocated to consumption of grant-
financed output are assumed to be mobile benefits.
The sum of 12 per cent of eéich Pegion's' average &n~
nual expenditure is allocated to the regions accord-
ing to their share of consumption of grant-financed
output, taken from table A-2(a), line 8. The share
Lt Tesulits il each Peglon is theth JdidtsliliEe EE-
cording to the Pegion's intemmal dieteisutign of
consumption of grant-financed output. The source
of this distribution is tables A-1, line 8.

The sum, for each income class, of these al-
locations is the distribution shown here in line 1.

The standard case treatment of highway expenditures
assumes that factor substitutability is low and ex-
penditures are 67% effective. The allocations that
result are as follows:

i.) 33% to the province as a windfall gain. The
reasoning behind this assumption is that DREE is

building some highways that the provincial govern-
ment would otherwise have to build. Thus there is




Tine 3

Line 4

=

a type of windfall gain to the province. This
gain is fixed within the region, so that 33% of
the dxpenditure Ln each reglion is #1FCF BEtal ad=
cording to the reglon 'S 58T ribiien af provindial
taxes, taken from the A-1 tables, line 5.

ii. 11% to capital. This is assumed to be mobile.
See above explanatory note for the description of
the treatment of a mobile factor. The share in
each region is distributed by the region's own
distribution of dividends incomer

iii. 6% to labour. This type of benefit remains
within the region and 1s distributed to the income
classes by the region's distribution of wages and
galailiee,

The remaining 50% we allocate to the uses
of income. Benefits received on the income uses
side fall into the following categories: highway
non-users, passenger vehicle users, and consumers
of transported “products. The benefits Tlowing 6
non-users of highways are fixed within the region
and ere distributed by the series -om Propeyriy=
users, line 14 of tables A-1. Benefits accruing
to passenger.vehicle nsers are Tixed withim: tie
region and are distributed by the region's own
distributieonBeries on rmumber of milel delveh,
table A-1l;, line 15. The benefits accruing to
consumers of transported products are assumed to
be f#iobile, and e fiFst dllosated by Whe Pegional
breakdown of total consumption, table A-2(a), line
16 before being distributed by the region's intern-
al distribution of consumption of transported com-
modities, line 16 of tables A-1.

The proportions -of these' three cadegories
vary from region to region according to Appendix
Table B-2. For the standard case we pro-rate these
ratios to reflect proportional shares of 50% of the
average annual expenditure on highways and roads.

Other industrial assistance is treated identically
to capital incentive grants. Readers should there-
f'ore consult the explegnatory note for Lin& 1.

Average annual expenditures on manpower and social
assistance are assumed to remain within the region
and to benefit the direct recipients. The series
we use 1n the standard case to represent the bene-
ficlaries is the distribution of manpower trainees,
tables A-1, line 18.



Line 5

Line 6

Line 7

Line 8
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In the standard case we assume that expenditures
on assistance to agriculture yield equal bene-
fits to each farm assisted. The average annual
expenditure in each region is distributed accord-
ing to the series on farm family units from tables
a=lly [Hme 2

The sewers and other infrastructure expenditures
are assumed to be 67% effective. A windfall gain
of 33% is allocated to the provinces and munici-
palities. It does not seem unlikely that DREE's
activity 1n this field enables the pProvinsIEl &fd
municipal governments to divert elsewhere re-
sources they would have ordinarily directed to
thoseprojects now financed by DREE. Thirty~three
per cent of the expenditure in each region is
distributed according to the region's provincial=-
municipal tax average, tables A-1, line 19.

To capital we allocate 17 per cent. This is
2 benefit which need not remain within the region.
After being adjusted for this mobility i1t 1s distri-
buted by the region's distribution of dividends in-
come, tables A-1, line 7.

The remaining 50% we assume accrues to income
uses. To residential users we allocate 34% and to
commercial users 16%. The benefits going to resi-
dential users are assumed to be fixed and are dis-
tributed by the region's distFibution of Broparti-
users, tables A-1l, line 14, The benefits to com-
mercial users are assumed to be mobile, Regional
shares are first allocated according to the region-
al breakdown of total consumption, table A-2(a),
line 16. The shares that result are distributed
by the region's series on total consumption, tables
L=, , 135s LT,

We assume that the benefits of plamning and admin-
istrative expenditures are general benefits, that
is, benefits which accrue equally to all families
in the counfry. The totfal éxpenditure jin tls CaEles
egory 1is allocated to the regions according to
thelr proportional share of broad income, table
A-2(a), line 11, (This is general expenditure
assumption B in Gillespie, 1975). The amount that
résults in each region is distributed by its own
geries on broad income, lims 1l of feblas. 4«1

In the standard case treatment of expenditures on
education we assume that 50% of the benefits are
private and accrue to the student. The remaining




Line 9

Line 10

Line 11

I.ines 12-
55

Line 56

Lines 57-
61

= 5=

50% we consider to be public benefits which
remaln within the fegion. ‘The formelr arehsaistri=
buted by the reglon's series .on childn®n dge 5 €0
17, tables A-1l; ITite 10, Fhe latosr BRIl H

are distributed according to the region's distri-
bution series on broad income. (general expendi-
ture assumption B)

The sub=-total is' the total of expenditure JAhourts
for each intomefclass in eachy regli.

We allocate shares of DREE's operating and capital
expenditures in proportion to the regional break-
down of the expenditures discussed thus far. The
amount in the "total" column in the sub-total
distribution (line 9) is expressed as a percentage
of the all-Canage tatel. " These refad determitis
the proportional breakdown of the operating and
capital expenditures, which we have treated here
as a residual. The amount allocated to each re-
gion is distributed to the income classes im pro-
portion to the distribution of the sub-total, that
e, -like" o,

Total expenditures shows the total expenditures
for each income class which is the result of the
allocations discussed in the above explanatory
notes.

These lines correspond to their respective counter-
Parts inh 1iREe- 2= te, T1,

The total expenditures distribution for Canada is
the sum of the total expendlitures in the five re-
glons. We prefar thic method to carryingtaut “the
allocations using all-Canada data because the ad-
ditive totals reflect the weighted averages and
therefore seem more appropriate. The standard
case using Canadian data is presented for compar-
ison in table A-3(a). The operations used in that
table are identical to those discussed here for
Tine® 1 Geo™Tdy

These distributions are the result of financing
DREE through an increase in total federal taxes.
The regional breakdown of total federal taxes,
table A-2(a) line 1 is used to determine the a-
mount to be distributed in each region, with the
total amount for Canada being $299.86 million.

The amount in each region shown in the total column




Line 62

Lines 63-
67

Line 68

Lines 1-5

Line 5

Lines 7-
Il

Line 12

= A =

is distribButed fte.the income classed' aceordiig
to the region's distribution of total federal
tames, tEbles =1, lina 2,

The tax amounts for Canada are additive totals
for each incomé class. OSee the exXplanatory mote
for line 56,

The fiscal amounts shown for each region are the
net result of subtracting tax amounts (lines 57
to 61) from the corresponding total expenditure
amounts (lines 11, 22, 33, 44, 55). Fiscal a-
mount is the dollar value of the benefit from
(+) or contribution to (-) DREE expenditures for
@ach inecome class in each region.

The distribution of fiscal amounts for Canada is
the additive total of the fiscal amounts for each
income class foxr the five regions. The @LSEFIbuLEen
of fiscal amounts using national data is calculated
i Gahle Bssfally, 1ime 12,

Table A-3 {a)

See explanatory note for line 56, table A-3.

Table A-3 (Db)

Expenditure incidence expresses an expenditure as
& percentage of the total average anrual cXpends
iture of $299.86 million. The distri butions in
Lines 1 €0 &5 express as axpenditure incidenece
rates the total expenditure amounts in table A-3,
lines 11, 22, 33, L4, and 55.

Canada's distribution of expenditure incidence is
the additive total of each region's expenditure
incidence for each income class.

Expenditure incidence per family unit is a measure
of expenditures received by one percentile of fa-
mily units in each income class. It is calculated
by divliding, for each 1lncome clasgs in edchh seglien,
the expenditure incidence by the corresponding
distribution of number of family units as a per
cent of the all-Canada total, tables A-1l, line 25,

For Canada, the procedure described for lines 7 to
11 is followed except that the distributicom of fa=
mily units in line 13 of table A-1l(a) is used as




Lines 13-17

Line 18

Lines 19-23

Line 24

Line 1

Line 2
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the denominator.

Fiscal incidence expresses fiscal amounts as a
percentage of total expenditure or $299.86 mil-
lion. ,The digtRibutions of flsd&l inellence

thus expresd the flec&l amounts fer each Tegilidn
in table A-3 as a percentage of total average an-
Hual expenditune.

Fiscal incidence rates at the all-Canada level
are the additive totals of fiscal incidence rates
in each of the five regions.

Fiscal incidence per family unit is a measure
which expresses the fiscal incidence of one per-
centile of family units in each income class.
The rates of fiscal incidence in lines 13 to 17
are divided by the respective distributions of
family units as a per cent of the all-Canada to-
tal, tables A-1l, line 25.

The procedure above is relevant for the ell=Canmada
distribution of family unit fiscal incidence ex-
cept that the denominator is line 13 of table A-1

(a).
Tables A-4 (a to f)

The A-4 tables contain the distributions that
result when we experiment with our assumptions con-
cerning tha allocations of benelfiss from EXPerndi=
tures and the method of financing DREE expenditures.
The distributions in these A-4 tables will be used
Seleclively Sn Glesli<5 tables.

In our standard case we suggest that DREE is fi-
nanced through an increase in total federal taxes.
This procedure is explained in the note for table
A=3, lins® 57%to 6.

In this experiment we finance DREE through an in-
creasé in,the- federdl persofal income Tas.  'The
regional breakdown in table A-2, line 2 is applied
to $299.86 million to get the amounts per region,
which are distributed according to the region's

. distributive series on federal personal income

tax, tables A-1, line 2,



Line 3

Line 4

Line® 5, 6

Line 7
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In this experiment we finance DREE by decreas-
ing total federal expenditures. The regional
breakdown of shares of total federal expeEnd-=
itures, line 3 of table A-2 (a) are applied

to Canada's total average annual expenditure.
The amounts that result in each region are
distributed by the region's series on total
federal expenditures, tables A-1, line 3.

A decrease in federal personal transfers is the
method of financing shown in line 4. Here we
allocate regional shares of $299.86 million ac-
cording to the regional breakdown in table A-2
(a), line 4. The amount per region is distri-
buted by the region's distribution of federal
personal transfers, tables A-1, line 4,

In these experiments we finance DREE by using
part of the funds that finance the equaliza-
tion grants scheme, 1In the explanatory notes
for lines 5a and 6a of table A-1l(a) we discuss
the changes that would occur in the recipilent
regions' tax and expenditure rates if the equal-
ization scheme were decreased. In lines 5 and 6
here for the receiving regions, i.e., the At-
lantic, Quebec, and the Prairies, we apply the
regional tax and expenditure rates respectively
to the amounts which result per region when the
proportional breakdown in the table just men-
tioned is applied to $299.86 million.

Since Ontario (table A-4 (c)) and British
Columbia (table A-4 (e)) do not receive equaliza-
tion payments, there would be no effect in these
Peglons, as far as thelr proviheial tak & ex-
penditmre digtrTbutiong aAareé concermed; of Timgycs
ing DREE through funds of the equalization pay-
ments program,

For Canada, table A-4(f), the distributions
in lines 5 and 6 are the additive totals of the

respective distributions of the receiving regions.

In line 7 we present the first expenditure (B.3)
experiment concerning capital incentive grants.
In this experiment we assume high factor substit-
utability with expenditures being 100% effective.
To income sources or capital we allocate 75%. To
income uses we allocate the remaining 25%. Both
of these types of benefits are assumed to be mo-
bile. See the explanatory note for table A-3,

line 1 for a description of the process of alloca-

ting shares to regions of benefits considered to




Line 8

Line 9

Line 10

Line 11

Line 12

Lines 13-
16

o T o

be nobile between regions. The amounts €1-
located to capital in each region are distri-
buted by the region's distribution of dividends
income, tables A-1l, line 7. The amount alloca-
ted to uses in each region is distributed by
the region's distribution of consumption of
grant-financed output, tables A-3, line 8,

In the B.4 experiment we assume that the grants
expenditures are U8% effective, with high fact-
or substitutabllity. To capital we allocate

88% of the benefits, and to uses, 12%. See the
explanatory nete for line 7 oy RelEvamt detair] s,

In the B.5 experiment we assume that the expend-
itures are 33% effective with high factor substi-
tutability. We allocate 92% to capital and 8%
to useg.  SEe pline 7's expléhdtOry Hote Lot Fgle=
vant detalls,

In the B.6 experiment we assume high factor sub-
stitu#@et L1, a6d B0 price elfeact, ' TEg, Powal
amount of the capital incentive grants is there-
fore allccated to capital, that i1s, by dividends
incomd .

In the B.7 experiment we assume low factor sub-
stitutability and 100% effectiveness. To capi-
tal we allocate 50%, to labour, 25%. The bene-
fits allocated to capital are treated as else-
where in this appendix. The benefits to labour
are assumed to remain fixed within the region
where the expenditure was made, and are distri-
buted by the region's distribution of wages and
salaries, line 9 of tables A-1l. The remaining
25% we allocate to the uses of income. See the
explanatery noté for line 7 for ralmsvent d&USLLS.

In the B.9 experiment we &ssume low factor sub-
stitutability and 33% effectiveness. To capital
we allocate %4% and to labour 8%, both of these
components making up the income sources side.

To income uses goes the remaining 8 per cent.
See explamations Tor lines 7 Alld 11for relevamt
devEllsn

Other industrial assistance is treated identical-
1y to the corrégponding experimehts Lo caEPLtHL

incentive grants, lines 7, 9, 11, and 12 respect-
ively. The B.6 experiment discussed in the note

for line 10 above was not Conducted for other in-
dustrial assistance.
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In the D.17 experiment we allocate 25% to
capital. See the explanatory note for line
T Teor relevant detalls ef this procedura;

The remaining 75% is allocated to highway
non-users, passenger vehicle users, and con-
sumers of transported commodities., Table

B=2 18 prosTatéed to Pellect pFopERtieols YEF
75%. See the explanatory note for table A-3,
L R

In the D.14 experiment we assume that the ex-
penditures on highways are 100% effective
with & neutral effect on Souress., ThEé're-
merticns in Table B-2 are applied at full
value in this experiment. See the explana-
tory note for line 2 of table A-3 for rele-
vant details,

In the H.22 experiment we distribute the bene-~
fits of expenditures on manpower and social
assistance, which we assume to remain fixed
within the region, according to the region's
series on social assistance expenditures,
tables A-1, line 22,

In the G.20 experiment we treat the benefits
of expenditures on agricultural assistance
as being fixed and in proportion to net farm
income. The source of the latter series is
tables A-1, line 20.

In the E.l15 eXperimemt we asstmse that nhe sk-
PEnditures of sewers &nd OtneEr'Ehal. 1ngPke
structure are 100% effective with high factor
substitutability. To the income sources side

we allocate 25% which goes to capital. To

the uses of income we allocate 75%: 50% to
residential users and 25% to commercial users.

See explanatory note for table A-3 line 6 for
relevarnt dewadild, .

The E.l6a experiment is very similar to the
standard case described in the explahatéry
note for line 6, table A-3. In the standard
case we allocasted the full lncehs SEUFGEN ==
fect, 17%,to capital. Here, in the E.l6a ex-
periment, we break down the income sources
side's benefits so that 11% of the total ex-
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Line 24

Line 25
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penditures in this éategory bensTit' capital
and 6% benefit labour,

In the F.18 experiment we assume that the ex-
penditures on planning and administration are

67% effective., One third, or 33% of the ex-
penditures, is allocated to the bureaucracy

in the region where the expenditures are made.
Thls amoume 1% digtributed by the Feglidnis
distribution of wages and salaries, The remaining
67% is treated as a pure public good. See the
explanatory note for table A-3 line 7 for rele-
vant details.

In the C.10 experiment, as in the standard

case, we allocate 50% of the benefits to the
student. The explanatory note for table A-3,
line 8 should be consulted for relevant details.
The remaining 50% is assumed in this experiment
to yield public benefits which need not remain
in the region in which the expenditure 1is made.
The regional breakdown of broad income, table
A=2(a), ling 7, is uBed to déeterminé" the AMORNLE
that are distributed within the regions by the
Series o Heoad incamBy llne 7 of 4lie @& tabléesd .,

In the M.25 experiment we allocate to the regions
shares of the total average annual capital and
operating expenditures which amount to $39.75
million, Thls allocation is done acceording to
the regional breakdown of broad income, table

A-2 (a}; 136 11, " The amourts Th&t réFmlt ERe
then distributed within the regions by their
internal distributions of broad income, line 11
of tables A-1.

The M.26 experiment is very similar to the M.25
except that here we assume theat these expenditures
are only 67% effective. This 67% is treated as a
pure public good in the same manner as described
above,

The remaining 33% may be considered a bene-
fit accruing to the bureaucracy. In the absence
of the actual breakdown by region of DREE person-
nel we utilize the information in the 1974-75
Annual Report that 40% of the DREE personnel are

in Ottawa and 60% in the regions. We allocate
Ottawa's U0% to Ontario and break down the re-
maining 60% according to the original pattern
of DREE expenditures given in Table C-3. The




Lime® §=50

Lines 51-60
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amounts that result in each region are then
distributed according to the region's internal
distribution of wages and salaries.

Table A-4 (f)

At the all-Canada level the distributions are
the sums of the respective regional distribu~
tions. We conducted the experiments using
national data but do not present the results
here because we consider the additive method
conceptually a more accurate measure.

Table A-5

In this table we present the fiscal amounts and
fiscal incidence rates for financing experiments
discussed in the A-4 tables, lines 2-6. The
fiscal amounts in table A-5 are derived by hold-
ing the standard case total expenditures con-
stant and subtracting each successive financ-
ihg discPliiution, L1.ey, llinem I &a 5, Tiie
fiscal amounts are then converted to percentage
rates of $299.86 million to express the fiscal
incidence ratés., For eéxample, 1f IREE were
financed through an increase 1im federal inoome
tax the fiscal amounts and fiscal incidence
rates that would result in the Atlantic region
are those shown in lines 1 and 6 respectively.
Note that in the cases of Ontarioc and
British Columbia the fiscal amount distributions
for the experiments concerning decreaging =dusl=
ization grants (lines 24, 25 and 44, L5) are
equal to the distribution of total expenditures
in table A-2, lines 33 and 55. Similarly, the
fiscal incldence rates for Ontario &nd British
Columbia for these experiments, lines 29, 30
and 49, 50) are identical to the total expend-
itures incidence rates in table A=F (b}, 1Enés
3 and 5. This result follows because these
provinces, in contrast to the recipient regions,
would stand to gain the full amount of their
DREE expenditures if the DREE program wepe Fln=
anced by reductions in equalization payments,
a scheme which they already support as contri-
butors of general taxes.

The fiscal amounts and fiscal incidence rates for



Line 1

= L5 =

Canada as a whole represent the additive totals
ofwthe regions' figcal amourds am@fiscal 1n-
cidence Tassss

Table A-5(a)

This table organilizes the fiscal incidence rates
in table A-5 by region for each experiment.

Table A-5(b)

In this table we calculate expenditure amounts
and expenditure incidence rates that would re-
sulti if we slta¥ed some of our assFumptlons
conceylng Ghie allocdtlon dfsbenefidd Lrom
DREE expenditures. These experiments are car-
ried out by holding constant the distributions
in the standard case (table A-3) for which we
do not adopt different assumption, and simul-
taneously adding the particular distributions
that: are the result of shifting assumptions

in the expenditure categories we wish to ex-
periment with. The distributions arising from
shifting assumptions are in the A-4 tables.
Since the experiments are conducted uniformly
across all regions we discuss in these notes
only the lines 1 to 22,

In this experiment we subtract from the stand-
ard case total expenditure distribution (line
11, table A-3) the distributions concerning
capital incentive grants (B.8), highways (D.13),
other industrial assistance (B.8), and the op-
erating and capital expenditures (M.24).

We insert the distributions that result
from the assumptions of B.3 for capital incen-
tive grants and other industrial assistance
and of B.,l2 for highways. The source of the
B.3 distributions are lines 7 and 15 of table
A-lL(a)., The source of the D.12 distribution
is line 17 of table A-4(a). Because we treat
the operating and capital expenditures as a
type of residual that shifts in relation to
the sub-total of all other expenditures, we
calculate a new distribution for that item.
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We add this new residual to our new sub-total
to arrive at the new distribution of total
expenditures shown in line 1. The remaining
experiments follow this methodology, except
that lines 8 and 9 do not treat capital and
operating expenditure as a residual.

In the second experiment we adopt the assump-
tions of B.5 concerning capital incentive
grants and other industrial assistance and

of D.12 concerning highways. The source of
these distributions is table A-L4 (a), lines
9, 14, and 17.

In the third experiment we adopt the assump-
tioh of B.7 concerning c¢apital iné@niive gFants
and other industrial assistance. The source of
these is table A-4(a), lines 11 and 15.

In the fourth experiment we adopt the assump-
tions of H.22 concerning manpower and social

aselistance expenditures; The sou¥fee of This

distribution is line 19 of table A-M(a).

This experiment contains the assumptions G.20
concerning agriculture assistance expenditures,
the source of which is table A-4(a), line 20,

In experiment six we adopt the assumptions

E.16a holds concerning expenditures on sewers
and other infrastructure. The E.l6a distri-
bution may be found in table A-4(a), line 22,

In this experiment we adopt M.25's assumption
that capital and operating expenditures are a
pure public good and are thus distributed ac-
cording to broad income. The M.25 distribu-
tion is taken from table A-4(a), line 25.

In the eighth experiment we adopt the assump-
tion that the capital and operating expendi-
tures, along with the planning and administra-
tive expendltures are & pure publit sood LT
are only 67% effective. The source of these
distributions is table A-4(a), lines 23 and 26,

In this experiment we test the experiment that
the benefits of DREE expenditures, as a pure
public good, are in proportion To broad -ilhcome,
To carry this out, we allocate shares of $299.86




Line 10

e L

Lines 12-22

Lines 111-13%2

e

million to the five regions according to
the breakdown in table A-2(a), line 11,
The amount in each region is distributed
by that region's internal distribution of
broad income, line 11 of the A-1 tables.

In the pro-rich experiment we choose a set
of assumptions favouring the upper income
classes and insert this combination into
our standard pattern. This distribution
comtaime’ the afglumpiiions of B.5y H.ley: Hi2e,
G.20, and"M.25, all.of which have.beédn diss
cussed in the explanatory notes for this
table.,

In the pro-poor experiment we insert into
our standard pattern the distributions of
B.7 and E.16a, both of which have been dis-
cussed in the notes for this table. This
distribution shows the result of holding as-
sumptions that weigh the expenditures rela-
tively heavily in favour of the lower income
classes.

The expenditure incidence rates express the
expenditure amounts above as percentages of
$299.86, the total average annual expendi-
ture amount.,

The expenditure amounts and expenditure in-
cidence rates for Canada are the sums of the
regions' expenditure amounts and expenditure
incidence rates.

Table A-5(c)

In this table we present the data which ap-
peared in table A-5(b). In this table, how-
ever, we organize the data in such a way that
the reader can readily compare the different
results among regions of each experiment.
Readers should therefore refer to table A-5
(b)'s explanatory notes for pertinent informa-

tion.

Table A-5(d)

This table shows the fiscal amounts and fiscal
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incidence rates for the regions and Canada
for the pro-fich expérimewnt described in the
explanatory note for table A-5(b), line 10.
Canada's distributions are the sums of the
regions' respective distributions.

Table A-5(e)

In this table we show the fiscal amounts

and fiescal ineidereces Tates for the Bro=pecl
experiment discussed in the note for line 11,
table A-5(b). Canada's fiscal amount and
fiscal incidence rates are the sums of the
regions' distributions.
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Shifting Assumptions For Fiscal Incidence Study,

Gillespie, 1975

Line Item Shifting Hypothesis, Distributive Series
Tax Hypotheses
Federal Taxes
Iy Individual income tax not shifted individual income tax payments
2, Corporation income tax capital owners (.5 dividend income
consumers ) total consumption
b General sales tax consumers of tax¢! 1'dms consumption of commodities
subject to federal sales tax
i Selective excise taxes
i) alcohol alcohol consumers alcohol consumption
11) tobacco tobacco consumers tobacco consumption
1ii) other excises other consumers total consumption
518 Soclal security taxes
i) unemployment insurance labour taxed unemployment insurance
payments
1i) Canada/Quebec pension plans labour taxed CPP/QPP covered wages and
: salaries
111) public service pensions labour taxed other pension payments
contributions
6k Customs import duties consumers of imported items consumption of impcrted
commodities
s Succession and estate taxes recipients succession and estate income
Provincial Taxes
8. Individual 1ncome tax not shifted individual income tax payments
9. Corporation income tax capital owners (.5) dividend income
consumers (.5) total consumption
910) Provincial sales tax consumers of taxed items consumption of commodities
subject to provincial sales
tax
4L Selective exclse taxes
1) alcohol alcohol consumers alcohol consumption
ii) tobacco tobacco consumers tobacco consumption
1) Rugl odl vehicle users number of miles driven
iv) other excises other consumers total consumption
TRk Social security taxes
i) workmen's compensation labour covered worxmen's compensation
payments, covered wages
i1) public service pension labour taxed other pension payments
contributions
A5 Medical-hospital premiums unshifted prepaid public health plan
E payments
14, Succession and estate taxes recipient succession and estate tax
income
i) ther taxes

i) motor vehicle licenses
ii) taxes on premium income of
life insurance companies

111) natural resource revenues
ag royalties

b) rental payments
iv) amusement taxes

v) capital stock taxes

commercial users (.5)
passenger vehicle users (.5)

policy owner

consumers
resource owners

consumers
. capital owners

total consumption
automobile purchases

personal insurance ex-
penditures

total consumption
dividend income
admission to events
dividend income




Table B-1 (Continued)

R

Line

goods) : Assumption B

Item Shifting Hypothesis Distributive Series
Munilcipal Taxes
e, General sales tax consumers admission to events
7 Property tax
a) on land
usiness capital owners dividend income
i1) farm farm capital owners farm 1ncome
111) residential residential capital owners rental income
b) on improvements
iv) buslness consumers total consumption
- v) farm consumers of food consumption of food
vi) residential: owner-occupied owner (.67) value of owned home
renter-occupied renter (.33) rent expenditures
glicis Business taxes consumers total consumption
19, Poll taxes unshifted . family units
20, Other taxes consumers total consumption
Expenditure Hypotheses
Federal Expenditures
21 Education post secondary students post secondary students
Highways i
i) non-user share property owners (.67) value of owned homes
property renters (.33) rent expenditures
i1) passenger vehicles passenger vehicle users number of miles driven
1ii) transport vehicles consumers of transported consumption of transported
products products
22. Other transportation passenger consumers (.5) other transportation services,
beyond the city
consumers of transported consumption of transpcrted
products (.5) products
23. Public health and housing
i) general public health family units family units
i1) hospital care users of hospital services hospital users
iii) general housing ex- family units family units
penditures
24, Social security and veterans
i) unemployment insurance unemployment insurance unemployment insurance
recipients benefit income
11) old age benefits 0ld age benefit recipients old age pension income
i11) family allowances family units with children family allowance income
iv) veteran's benefits veteran family units veteran family units
v) public service pensions pension recipient other retirement pensions
2515 Regional economic expansion
’ 1) national unity share family units (.25) family units
11; real output galns consumers (.09) total consumption
urban family units (.02) urban family units
5 labour in lagging regions wages and salarles in lagging
.14 regions
1i1i) inefficiency share capital owners (,50) dividend income
26. Manpower L
d stability gains trainees (.37) manpower trainees
i) growth and s all family units (.38) broad incgmei
it ains trainees (.15) manpower trainees
1%1; igéioga% balance all family units (.10) broad income
20 Agriculture farm owners farm income
28 Interest on pﬁblic debt recipients interest income on public
x debt
29, Ceneral expenditures (pure public all family units broad income




Table B-1 (Continued)

- 192 -
Line Item Shifting Hypothesis Distributive Series
Provincial Expenditures
850, Education
1) elementary and secondary students children, 5-17 years
11) post-secondary students post-secondary students
P . Highways
1) non-user share property owners (.67) value of owned homes
property renters (.33) rent expendltures
11i) passenger vehicles users number of miles driven
111) transport vehicles consumers of transported consumption of transported
items products
e Other transportation passenger consumers (.5) other transportation
services, beyond the city
consumers of transported consumers of transported
items (.5) items
251 Public health and housing
1) general public health family units family units
1i) hospital care users of hospital services hospital users
ii1i) general housing expenditures family units family units
S Social security and veterans
1) Canada Assistance Plan and recipients of CAP benefits other transfer 1ncome
| other social security
i1) public service pensilons pension recipient other retirement pensions
S0 Manpower trainees (.52) manpower trainees
- all family units (.48) broad income
[{ 36. Agriculture farm owners farm income
o Interest on public debt reciplents interest income on public
( debt
385 General expenditures: Assumption B all family units broad income
Municipal Expenditures
39. Education elementary and secondary children, 5-17 years
students
40, Public health and housing
it general public health family units family units
1i) hospital care hospital users hospital users
bl sanitation
a) commercial use (.33) consumers of commercial total consumption
services
b) residential use (.67) property users welghted average of value
of owned home and rent
expenditures
iv) general housing expenditures family units family units
Bl Social security and veterans recipients other tfansfer income
other social security benefits
42, Interest on public debt recipients interest income on public
debt
o General expenditures: Assumption B all family units broad income
Source: Gillespie, 1975: passim and Appendix A, For each item the assumptions of the standard

case have been chosen,

The reader is referred to Gillespie, 1975: Tables 3.5 and 4.11

for alternative assumptions on both the tax and expenditure side of the analysis

respectively.




and Non-Users, and Between the Two Kinds of Users,

= S

Table B-2

Allocation of Highway Costs Between Users

Canada and Regions, 1969

percentages

Non-User: User Allocation
Region Non-User User Within User Allocation
Proportion Proportion Users of Consumers of
Passenger Transported
Vehicles Products
(1) (2) (3) (4)
Maritimes 50 50 7h 26
Quebec 26 74 66 34
Ontario = 75 70 30
Prairies 25 75 56 L
British Columbia L7 53 o 29
Canada 32 68 67 33
Source: columns (1) and (2): Gillespie (1975:IV, 11-13), based

upon Dalvi (1969)

columns (3) and (4):

and Means, (1961).

Gillespie (1975:IV, 13-15), based
upon U,S, Congress (1961) and U,S. Congress House Ways



APPENDIX C

DREE Expenditures, By Functilon,

1969-70 through 1974-75
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Appendix C-1: Source Notes

The amounts shown in the preceding tables (Tables C
through C-8) account for $1559.4 millions of the total
budgetary expenditures of $1797.4 from the Public Accounts
(L.e. 86.8%). They also account for 99.3% of the grants
and contributions made during this period ($1570.1). The
remaining 13,2% of budgetary expenditures are accounted for
by budgetary operating expenditures (10.0%), by budgetary
capital expenditure, (2.5%) and by unallocated grants and
contributions (0,7%; see Table C-2).

Incentives, speclal areas infrastructure, Special Highways,
GDA, ADB Infrastructure, FRED and ARDA cost-shared account
for 94, 5% of grants and contributions (82.4% of budgetary
expenditures). Most of the remainder is accounted for by
such social development programs as Newstart, Manpower Corps,
ARDA on Indlan Reserves and Special ARDA and by studies.

Tables C-1 and C-2 are also based on data derived from
various 1ssues of the Public Accounts. Table C-3 aggregates
the functional breakdown of program expenditures for the
five reglons (as provided in Tables C-4 through C-8).

Table C-4, the distribution of DREE expenditures by
function and by program activity for the Atlantic region is
built up from a similar table (projJect worksheets) for each
of the Atlantic provinces. The functional breakdown for
propram activitles 1is derived in a similar manner for each
province, For the Special Areas program, a functional
allocation of planned commitments agrz=2d to in the signed
federal-provincial agreement is derived for each Special
Arca and summed to provide a total, Where possible, the
percentage distribution of derived Specilal Areas spending
by function was compared with information in DREE, 1973b
as a cross check (we found, in most cases, a reasonably close
correspondence of distributions)., The percentage distribution
derived from the agreements was then applied to actual
expenditures in the Special Areas as provided in the Public
Accounts, Annual Reports for various years, DREE, 1973b and
Federal-ProvIncTal ReTations Office (1975), in order to
derive a functional breakdown, in dollars, of actual Special
Areas cpending.

l'or the General Development Agreements signed with
provincial government:, 1he actual expenditures as described
in Federal-Provincial Relations Office (1975%) were used to
entimate our functional breakdown. Information provided in
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the Annual Reports for various years, DREE, 1973b, and the
Public Accounts was used to derive estimates of the functional
breakdown of ARDA expenditures.

For FRED programs actual expenditures are provided in
some disaggregated functional detail in the Public Accounts,
although the method of classification changed in 1972-73,

We rearranged these data (with the assistance of the des-
criptions of various FRED commitments made in the signed
agreements) to match our functional breakdown,

The ADB infrastructure was derived from the Public
Accounts in the following manner,

Since a functional breakdown of these expenditures is
only given for the first three years of the period, it was
necessary to estimate the allocation of the expenditures in
the last three years., This was done by applying the break-
down for the first three years to the total expenditures in
the last three. Since 89% of the expenditures occurred in
the first period, the error will not likely be large.

Tables C-5 through C-8 are derived in a similar manner.
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Appendix D

RDIA Capital Incentive Grants: Job Erosion and Capital Bias

A. Job Erosion

There cafh be & différence between the numbeér of Jjobs eXpécied
to be created as a result of an RDIA grant offer by DREE to & firm
and the number of jobs that actually materialize when the subsi-
dized firm is Fully geared up for commercial produetion. One af
the more contentious issues prior to DREE's 1973 program review
was the reliability of departmental press releases announcing the
expected creation of new jobs as a result of RDIA grant offers to
firms.l DREE acknowledged, in its 1973 program review, substantial
erosion of announced expected jobs and attempted to quantify the
extent of this erosion under three headings: 1) offers accepted
and later withdrawn or declined, 2) closure of supported projects
and 3) scale and other adjustments. The Department argued that,
"experience with offers accepted in the earlier years of the
program [1969 and 1970] suggest [sic] that some 18 per cent are
either withdrawn or declined." (DREE, 1973: 34). DREE noted
that this figure may not apply to accepted offers in later years
because an improved economic climate would reduce the rate of
erosion; in addition

"the rate of 'fall-out' should decline as
techniques for processing applications are
péErfected and expertige accumulates .= Ufe

doubtedly there has been a learning process
in the administration of the incentives pro-

gram. ... Thus ... the adjustment made should
be recognized as possibly unduly large." (DREE,
1973: 34).

Has the job erosion rate improved? To examine this we have

investigated the experience up to June 1975 with 'fall-out' from
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RDIA offers announced during 1973. The results are shown in
Appendix Tables D-2, D-% and D-5. By June 1975, 16.3 per cent
of the expected jobs announced during 1973 were no longer ex-
pected due to the fact that the associated offer had been de-
clined or withdrawn. Since even in mid-1975 fall-out was still
occurring with respect to offers announced during 1972, it is
reasonable to expect that the erosion from the expected jobs
annhounced in 1973 will. continue for at least one year beyond thse
peériocd covered by our analysis.2 It thus appears gquite Likely§
that the final figure for Jjob fall-out from the 1973 announce-
ments will be at least 18 per cent. The expected effects of
improvements in the economic climate and accumulation of exper-
tise do not appear to have been realised.3
The second factor leading to a reduction of the number of

jobs expected is the closure of RDIA-supported projects after
firms have commenced production. Up to the end of 1972, 31 such
closures had taken place (DREE, 1973: 35). The lost jobs
associated with these closures represented 6.4 per cent of the
"jobs paid". (Presumably jobs paid refers to jobs associated
with projects on which partial or final payments had been made.)
DREE argued that

"with approximately half the projects now in

commercial production, 31 have ceased operations

or become bankrupt with a potential loss of

2,168 jobs. Assuming that a similar pattérn

emerges as the remaining half of the projects

come into commercial production, another approxi-

mate 2,200 jobs could be lost. Combining these

two figures would give - keeping in mind the ad-

justment of 123 jobs already contained in the
parliamentary releases - a total adjustment on
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behalf of closures of 4,250 or 5 per cent of
the December 31, 1972 figure of 81,752 jobs."
(Dree, 1973: 36)

Actually payments had been made in only 43.3 per cent of
projects; thus the total adjustment should have been 6.0
per cent of the December 1972 job to’cal.LL

The issue here is whether it is appropriate to use for
predictive purposes the jobs lost through the 31 closings
out of 847 projects which had begun commercial production
by the end of 1972. Our view is that to do so would be to
seriously underestimate job losses. An implicit assumption
underlying DREE's technique is that no more of the 847
projects would close. This is the same methodological error
that DREE made prior to its 1973 program review with respect
to offers subsequently declined or withdrawn. When this
methodological error is corrected for the estimate of lost
jobs due to closures rises to 13.8 per cent of paid jobs,
which is 11.3 per cent of announced jobs.5

A third source of job erosion is the scale adjustment
process, i.e., firms changing the scale of their operation
after the offer has been accepted. DREE experience at the
time of the 1973 program review suggested a 17 per cent
shortfall in the number of jobs actually in existence at the
time of final payment, compared to the expected jobs i1nitially
announced when the offers were accepted by the recipient
firms (DREE, 1973: 36). It is not clear from the program

review whether this shortfall is only with respect to projects




- 209 -=

in which the amount of the grant was dependent on the
number of Jjobs created. It seems likely that this is
the case since in the early years of the incentive grants
program the effects of expansions and modernizations on
Jjob levels were not recorded. It also seems likely that
the shortfall in the number of jobs actually in existence
at the time of final payment occurring in projects where
the amount of the grant does not depend on job creation,
would be greater than that occurring where the number of jobs
created determines the amount of the grant. It will be shown
in the followlng section that a very large proportion of the
incentives offered are tied not to job creation but to capital
investment.7
A further consideration is that DREE based its 17 per
cent shortfall estimate on job counts at the time of final
payment. It has been suggested at the time of the 1973 program
review the average shortfall for cases in which only partial
payment had been made was about one-third of the expected Jjobs.
A reasonable estimate of such shortfalls could quite well be
between these boundaries for an average of 25 per cent, which
would represent 20.5 per cent of initially announced jobs.
When the job erosion rates are combined for the effects
of offers accepted and later declined or withdrawn, closure
of supported projects, and scale and other adjustments, the

total job erosion is 49.8 per cent of initially announced jobs.




In other words, of the Jjobs associated with DREE announcements
of offers accepted, the likelihood is that half of them will
never materialize. Jobs eroded due to (1) offers accepted

and later declined or withdrawn and (2) scale and other
adjustments do not, for the most part, attract grant funds,
and therefore impose no substantive burden on the taxpayer.
Jobs lost through closures and bankruptcies, on the other
hand, do attract grant funds to the firm prior to closure

and these impose a burden on the taxpayer.

B. The Capital Bias of Incentive Grants

Woodward has analysed in considerable detail possible
labour or capital biases of RDIA grants and has dealt with the
hypothetical effects of grants at the maximum allowable size.
(Woodward, 1974, 197U4a, and 1975). The actual incentive
offers are, however, seldom equal to the amounts or pro-
portions of the legal maxima. In this section, we compare the
capital component and the labour component of incentive grants,
using actual figures for accepted offers which occurred during
1973.

Incentive grants offered with respect to expansions and
modernizations are based solely on a percentage of the eligible
capital cost. Thus while a certain number of "expected new
jobs" may be announced as associated with the offer, the
full amount of the offer can be paid without any of these jobs
actually being created. Indeed it is even possible for a

firm in receipt of such an offer to reduce its employment
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through modernization and still receive the full amount of
the grant offered.

We have derived the amount of captial subsidy and
labour subsidy in Appendix Table D-6. Section A presents, for
incentive grant offers based solely on capital costs, the
value of the incentive grant, the value of fixed costs to
be subsidized and the expected number of jobs.9

In the case of proposals to establish a new facllity
or to expand a facility to produce a product not previously
produced in the operation, the amount of the offer could be
based on a percentage of capital cost and a certain number
of dollars per eligible new job created. In this instance,
the amount of the grant offer based on the capital cost could
be paid without any Jjobs being created. Only the portion of
the grant offer which was based on so many dollars per job
would actually require that the full number of eligible jobs
be created in order for the full amount to be paid. Section B
of Table D-6 presents those offers accepted dugshe TO7 Y- In
which the offer was based partly on a percentage of capital
cost and partly on job creation. The amounts of money not
actually tied to job creation are shown as are the jobs which were
included in the expected job total but were not actually tied
to grant.

Section C combines the information from Sections A and B
to arrive at totals for 1973 of grants offered which are not

dependant on job creation and also the number of jobs included



in the totals of "expected job" creation which were not

actually tied to grants. The data support the conclusion

that two thirds of the total value of incentives offered during
197% were based on capital costs rather than job creation. TwoO
fifths of the "expected jobs'" announced during that year were
not linked with offers in such a way that their creation was

a requirement of grant payment. In other words, the RDIA

grants had a relatively greater capital bias than labour bias.
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Footnotes

An exchange between the Honorable Jean Marchand, the
Minister for DREE, and Conservative MP James McGrath

in February 1972 indicates the basis of the disagreement,
McGrath charged that an analysis of incentives offered

in 1969 and 1970 showed that "25 per cent of announced

jobs did not materialize either because the department
withdrew its offer, the company refused ti, or the company
went bankrupt". (Globe and Mail, February 11, 1972).

McGrath went on to question whether even the majority of

jobs claimed by DREE would ever actually materialize and
referred to "DREE's penchant for secrecy in this area (of
actual job creation)". In his reply (Globe and Mail,

Februsry 25 , 1972), Mr. Marchand concluded that Mr. McGrath's
analysls '"was prepared in great haste and with little thought'".
The Minister claimed that since DREE's monthly summaries of
expected new jobs reflected reductions due to offers that
had been withdrawn or declined up to that point, they were
neither secretive nor misleading, and thereby ignored the
effect that future withdrawals or declines, bankruptcies,
etc. would have on these "expected jobs'.

If we consider the Jjob announcements during the first four
months of 1973, (for which a longer period of study is
available), the fall-out factor increases to 16.8 per cent.

Three - quarters of the job erosion took place within a
one year period of announcement of the grant. Since the
offers examined in this analysis were for 1973 the bulk
of the job erosion took place while the economic climate
was relatively favourable.

Payments had been made in 847 of 1957 projects, and the
total adjustment should have been 4884 jobs (DREE, 1973: 15).

393 firms had receilved payments as of January 31, 1972

see following note). Thus 454 of the 84T projects

253.6%) received their initial payment in the last 11 months
of 1972. In other words about half of the projects which
had received payments, had been in production for less than
a year. This is too short a period to judge their long-run
viability. It seems quite probable that almost all of the

31 closings referred to above would be from the 454 projects
which had received payments by January 31, 1972. If this
is assumed, then a more reasonable estimate of the 'paid
jobs! loss would be 13.8 per cent. It may be that some of
the 31 closings were of projects receiving payments after
February 1, 1972 and this would tend to reduce the 13.8 per
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cent loss factor. On the other hand, it is almost certain
that there have been further closings among the 393 projects
which had received support by January 31, 1972. For this
reason, we feel that 13.8 per cent is a reasonable estimate
of paid Jjobs lost through closings.

Correspondence from W.J. Lavigne, Assistant Deputy
Minister, Incentives Division of DREE to P. Nowlan,
Mo P oo MilEgh 105 1972 A

. DREE experience with the scale adjustment from 1969
through December 31, 1975 for firms for which the final
payment had been made (not including some bankrupt firms)
suggests that the job erosion rate for grants which are
tied to job creation is 20.5 per cent. The scale adjust-
ment factor for grants which are not dependent on job
creation led to an increase in jobs of 9.5 per cent. The
latter adjustment factor is less reliable because only
during the last few months have efforts been made to
improve the accuracy of this category of job data.
Unfortunately, these data were provided too late to be
integrated into the methodology of this study, (Corres-
pondence from ADM, Planning and Coordination, DREE,
received April 12, 1976).

. In a conversation with one of the authors around the time

of the 1973 DREE program review, a DREE official suggested
that job counts at the time of initial payments (30 days
after the start of commercial production) indicated an
average shortfall of about one-third.

There are several possible explanations of the discrepancy
between the erosion factors of 17 per cent and 33 per cent.
The firms in question may have temporarily increased their
employment levels around the time of the final payment ;
certainly there was an incentive to do so. The firms in
question at the time of initial payment might still be
gearing up their production levels to planned capacity
level. Then too, the difference in sample size between
firms for which final payments had been made and the firms
for which partial payments had been made (a larger sample)
might account for the difference.

In DREE's publications, jobs expected to arise out of grants
to finance expansions and modernizations are referred to

as ineligible jobs; Jjobs expected to arise out of grants

to finance new projects generate grant dollars and are thus
referred to as eligible Jjobs.
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RDIA Incentive Grants, 1973

Offers acceptéd by region, 1973

Expected direct new jobs by month, 1973
Expected direct new jobs by region, 1973
Amount of RDIA grants by region, 1973

Number of jobs and amount of grant for

1975 lost through offers subsequently declined
or withdrawn up to June 1975.

Capital and labour subsidies in net
RDIA offers, 1973

Sources and Notes for the Appendix D Tables

The source of the data in these tables is the Report on the

Regional Development Incentives, published monthly by the Department

of Regional Economic Expansion. The data was compiled on the basis
of the RDIA offers for 1973, but in order to reflect as much as
possible the current status of these offers, all revisions on the
1973 offers up to and including March 1975 have been carried out.

It should be noted that all of this data excludes a special

$12 million grant to Manitoba Forest Resources Inc. in March 1973.
This was excluded because of ambigulties in the rate structure of
the incentive offer.
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Table D-1

Offers Accepted By Region, 1973

Region Gross D/W¥ % Percent Net
Atlantic 116, 15 10.9 35
Quebec 450 87 19.3 363
Ontario 54 4 L 50
Prairies 84 0 1 Tl
Bt 10 i 20140 9
Total 748 13F 156 631

* D/W is used throughout Appendix D to denote that the relevant
offers, jobs, or incentive grants were subsequently declined
or withdrawn.

Table D-2

Expected Direct New Jobs, By Month, 1973

Month Gross D/W Net
January 2991 i 2280
February 1756 200 1527
March 2222 ] 1847
April 2636 304 2552
May 3764 461 %05
June 3190 614 2576
July 3LTFO 865 2305
August 2450 oLl 2206
September 2606 396 2210
October 2153 2 1882
November 1545 157 1388
December 1156 218 938
Total 29,634 4836 24,798
per cent 100.0 16.= 83.%
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Table D-3%

Expected Direct New Jobs By Regilon, 1973

Region Gross D/W % Per cent Net

Atlantic L63h 506 10.9 4128

Quebec 19,246 kA 18.3 1535

Ontario 1738 B2e 7.2 1613

Prairies 3510 661 18.8 2849

B.C. 506 g’ » 6.1 L5

Total 29,634 U836 16.3 2L 798

Table D-4
Amount of Grant By Reglon, 1973

Region Gross D/W % Per Cent Net
Atlantic $23,55U , 337 $ 3,085,683 135% $20,468,654
Quebec Ll 003,338 6,441,726 6.4 SO b lek?
Ontario 6,060,131 310 ;135 5= BleTA, 016
Prairies 12,560,663 1,576,768 435 10,983,895
Bab- 1,958,879 229,653 LR L, 72O 2206
Total $88 837,148 $11,652,945 15.2 $76,68L4,20%
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Table D-6

Capital and Labour Subsidies in Net RDIA Offers, 1973

A: Offers Based Wholly On Capital Cost

1. 24 B
Region No, of Offers No. of Jobs Amount of Grant
Atlantic 84 1722 $ 8,644,860
Quebec 179 5364 8,868,707
Ontario 18 ihya (5153 i
Prairie U2 929 5,463,210
Bl 2 18 282,810
Tobal 325 8504 ol , 229,288

By Offers Base® On Tobs And On Lapifal - Cogts

IT. T (o i 8.
Region No. of No.of elig- Amt. of Grant Number of Remaining amount
Offers 1ible jobs associated ineligible of Grant
with 5. jobs
BEblentis - S 2323 $ 6,088,500 83 4 5T
Quebec 184 94073 14,531,225 966 14,361,480
Ontario 32 3113 2,229,200 30 2,548,745
Prairie e 1666 2,679,550 254 2,341,135
BE i 388 785,400 69 661,016
Total 306 14,892 26, T F,875 1402 26,343 , 040

C: Number Of Jobs And Amount Of Grant Not Based On Job Creation

9.(2+7) 10.(3+8)
Region Number of Jobs Amount of Grant
Atlantic 1805 & 17580 154
Quebec 6330 233830 J6T
Ontario 501 .51 1816
Prairie 1355 8,304,345
B. @ 87 943,826
Total 9906 50,370, 328
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