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INTRODUCTION 

The Pearson Commission began its report in 1969 by noting: "The widening gap 
between the developed and developing countries has become a central issue of our 
time."! Almost ten years later, these words are no less true. In the intervening decade 
there have been many changes in the politics of international development. In addition 
to an increasing interdependence among the different countries of the world, we have 
witnessed a growing militancy by Third World nations, some of whom present a new 
industrial challenge for the rich countries. 

In these circumstances, the developed countries have begun to reorient their policies. 
Faced with economic difficulties that accentuate some of the undesirable aspects of its 
industrial structure, Canada must also re-examine its position. In its relations with the 
developing countries, new questions require answers, and old problems demand new 
solutions. This report is devoted to an elucidation of this multifaceted dilemma. 

The Politics of International Development 

Although inequalities in the human condition have always existed, it is only in 
relatively recent times that they have been widely discussed on the international scene. 
The first outlines of a global political differentiation between rich and poor were 
sketched during the 1950s and early 1960s when the nonaligned countries - under 
developed for the most part - drew together to plan political strategies in the 
atmosphere of the Cold War. As the newly independent countries of Africa joined the 
nations of Asia and Latin America in world forums, and as the intensity of the conflict 
between East and West decreased, the developing countries became aware that the 
economic benefits of political independence had failed to materialize, and they began 
to show more interest in economic problems and in the structures and mechanisms that 
govern international economic relations. 

L. B. Pearson [Chairman], Partners in Development, Report of the Commission on International 
Development, I nternational Bank for Reconstruction and Development (New York: Praeger 
Publishers, 1969), p. 3. 
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At the beginning of the 1960s, the United Nations organized a forum in which rich 
and poor countries could discuss problems of international trade and development 
directly related to the concerns of the poor countries. At the first U.N. Conference on 
Trade and Development (UNCTAD), held at Geneva in 1964, the poor countries 
persuaded the rich to continue the dialogue by making UNCT AD a permanent 
institution. The prolongation of the discussions gave impetus to the formation of a 
negotiating bloc of developing countries, still known as the "Group of 77" though it 
now includes some 114 nations. 
Despite the diversity of their interests and political systems, the developing countries 

have been increasingly successful in presenting a common front at international 
economic negotiations, because of shared difficulties and, in many cases, a shared 
perspective on the nature of the international system. The elites of many Third World 
countries have been widely influenced by the arguments of the "dependence theory," 
which first emerged in the 1950s. This theory suggests that underdevelopment is, in 
large part, the result of an unequal distribution of power between the rich and the poor 
countries. Through their greater economic and military power, the rich countries of the 
"centre" have imposed trade and investment ties that introduce distortions into the 
production and consumption structures of the poor countries of the "periphery," thus 
allowing the rich to bias global prices in their favour. In the 1960s, this theory became 
the dominant ideology of the Third World. The difference in perspective between rich 
and poor on the nature of international economic integration has increased tensions in 
their relations. 

What the developing countries were unable to achieve during years of protracted 
negotiations with the developed countries, the members of the Organization of 
Petroleum Exporting Countries (OPEC) contrived to achieve almost overnight in 1973, 
through the cartelization of oil production and export. While the Arab members of 
OPEC were motivated in part by regional political interests, their actions have had a 
global impact. The oil crisis has resulted in enormous transfers of wealth from the rest 
of the world to OPEC countries and in serious balance-of-payments problems for many 
nations. This considerable flow of capital towards nonindustrialized countries has 
given birth to a financial power that does not derive from industrial strength. Finally, 
dependence on an essential energy resource that, until then, had been cheap and 
abundant has highlighted an international problem of crucial importance - that of 
access to energy supplies. 
The political impact of the crisis has been no less significant: for the first time, an 

important economic decision has escaped the control of the developed countries. 
Moreover, even though the higher price of oil- and therefore of oil-based prod 
ucts such as fertilizers - has considerably weakened their economies, the developing 
countries have continued to support OPEC, because its actions symbolize their own 
efforts to gain a larger share of the world's income and wealth. As a consequence, the 
momentum derived from the oil crisis has led the developing countries to pursue a new 
diplomatic offensive. 
Since 1973, the restructuring of the international economic order has become a hotly 

debated issue. On I May 1974, the U.N. General Assembly adopted, at the instigation 
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of the developing countries, a "Declaration on the Establishment of a New 
International Economic Order." On 12 December of that year, it also adopted a 
"Charter of the Economic Rights and Duties of States," although sixteen developed 
countries either voted against it or abstained. In October 1975, there was evidence of 
more open attitudes on both sides at the Seventh Special Session of the United 
Nations, held to discuss the implications of the New Order. The developed and 
developing countries met again at UNCTAD IV, held at Nairobi in May 1976, to 
discuss trade issues further, but they were unable to achieve a successful compromise. 
The most recent formal exchange between North and South took place at the 
Conference on International Economic Cooperation, held in Paris from December 
1975 to June 1977. The CIEC, at which Canada provided one of the two chairmen and 
in general played a prominent role, produced some agreements and a commitment 
from the North to negotiate with the South on a range of international economic 
problems. 

The essential issues, from the point of view of the developing countries, are in the 
areas of trade, aid, technology, and international financial and monetary reform. In 
trade, they are seeking agreements that will contribute to the stabilization of 
commodity prices and export earnings and allow them greater access to developed 
country markets. In the area of aid, they are asking for larger and improved aid 
transfers and for debt relief and reorganization. In addition, they are searching for 
improved terms on technology markets, and they wish to promote the development of 
appropriate technologies. Through international financial reform, they are hoping for 
more control of, and access to, the resources of the International Monetary Fund and 
the World Bank. The revamping of the conditions that determine the nature of world 
trade and finance is the point at issue. 

The Industrial Challenge from the Developing World 

The changes that have been taking place in the international political environment 
are complemented by a major transformation of the structure of the world economy, 
involving the industrialization of many developing countries. Several factors account 
for this shift in the pattern of international production, apart from the usual emphasis 
on industrialization as an integral part of the process of economic development. The 
first is the effect of the oil crisis and the new financial power of the OPEC countries. By 
investing their oil revenues, these countries have given impetus to the process of 
industrialization in their own economies and in those of other developing nations. 
Meanwhile, developed .countries have been competing more actively in capital-goods 
markets and exporting more advanced technology and equipment to the developing 
countries. This, in turn, has enhanced the competitiveness of manufacturing in the 
developing world. 

Other factors also account for the growth of industrial production in the Third 
World: the low cost of labour; the improving "quality" of this labour, as a result of 
better education and health measures; and more sophisticated global networks of 



6 Introduction 

supply and demand. As well, industries are moving from developed to developing 
countries because of stricter environmental controls and standards, which increase 
production costs in developed countries. 

These shifts in global production clearly have an impact on the political debate 
between North and South. At the same time, they pose some difficult adjustment 
problems for the economies of already industrialized trading nations such as Canada. 
The long-term costs and benefits of the changes taking place must be examined closely 
if Canada is to find effective solutions to these problems. 

The Scope of the Report 

Canada has been concerned for some time about the problems of underdevelop 
ment, and its present policies reflect its desire to help relieve them." Nevertheless, the 
set of issues now being raised by the developing countries in common, as well as the 
realities of the changing international economy - including the altered patterns of 
industrialization mentioned above - demand a reassessment of Canada's relations with 
these nations. This country must seek new responses in anticipation of the changes that 
will occur during the remainder of the century. Possible solutions are to be found at 
two levels. At the multilateral level, Canada participates in international negotiations, 
but the relevant policies are established by the community of nations in concert. 
Unilaterally, however, there are decisions that Canada can implement more readily 
without the consent of other nations. 

It is on this second level that we have focused most of our research and conclusions. 
Thus this report is not primarily concerned with Canadian "positions" on multilateral 
negotiations about the international economic order. Rather, it is a re-evaluation of 
Canada's policies towards the developing world as they occur through trade, 
investment, aid, and migration links. We shall have some comments on the Canadian 
stance in major multilateral negotiations, but in the main our interest is in the oppor 
tunities for sovereign action by Canada to amend its policies with respect to the 
developing world. Accordingly, our recommendations are aimed at enhancing the 
effectiveness of these policies through a series of steps, some to be taken immediately 
and others to be implemented upon improvement of general economic conditions in 
Canada and progress in multilateral trade negotiations. 

In considering Canadian policy towards the developing countries, one is led to 
inquire about the significance of development itself. What should its objectives be? 
What is the nature of the development process? How can it be promoted? It is difficult 
to answer these questions, however, as no really satisfactory consensus on this matter 
has emerged from the community of development economists. One of Canada's 
specialists in this field has observed: "We do not have and perhaps will never have a 
general theory of development which is both true and relevant as a basis for policy and 

2 Department of External Affairs, Foreign Policy for Canadians (Ottawa: Queen's Printer, 1970); and 
Canadian International Development Agency, Canada - Strategy for International Development 
Cooperation, 1975-1980 (Ottawa: Information Canada, 1975). 
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planning, in all places and at all times."? The objectives of development vary widely, 
depending on the views of individuals in each society as to the meaning of life and on 
the distribution of political and economic power between them. On the other hand, the 
process of development involves a complex interaction of economic, political, and 
social variables that differ from country to country. 

As a consequence, generalizations are not very useful. Studies of individual 
countries, while they may be legitimate and necessary tools for aid agencies, would 
have involved time and resources beyond the scope of this study. We have therefore 
been forced to adopt a somewhat simpler approach. Given that the main instruments 
available to Canada for dealing with the developing world are trade, investment, aid, 
and migration, we have assumed that any developing nation that looks to this country 
for assistance wishes to receive Canadian capital and technology and to obtain access 
to Canadian markets for its products. This view of the situation is, of course, consistent 
with one of the general tenets of the neoclassical development theory - that is, that 
accumulation of capital and increased trade provide countries with the wherewithal to 
develop. It is a line of reasoning that may disappoint those who expect our report to 
provide an assessment of the merits and demerits of various development theories. 
However, given the current state of the art in development theory, we believe it is more 
useful to base our analysis and our policy prescriptions on what, in our view, are the 
most operationally effective principles rather than on some abstract and inconclusive 
discussion about the process of development. 
For the purposes of our study, we have defined the developing world as including all 

of Latin America and the Caribbean, all of Asia except Japan, all of Africa, and all of 
Oceania except Australia and New Zealand. Throughout this report, we have used 
such diverse expressions as "the developing countries," "the developing world," "the 
Third World," "the poor countries," "the South," and "the Group of 77" to refer to 
these countries. The use of a convenient collective term should not, of course, allow us 
to lose sight of the heterogeneity of its components. 
Indeed, any analysis of Canada's relations with the developing nations must 

acknowledge that this group of countries is characterized by great diversity. In the case 
of the poorest countries, which offer only limited possibilities for trade and investment 
links, aid must be the focus of the efforts undertaken in the pursuit of Canada's 
objectives. In the case of countries with long-term growth prospects, however, trade 
and investment must playa central role in view of the mutual advantages that they 
provide. Nevertheless, in spite of these differences, the reality of international relations 
often requires that the developing countries be considered as a group in multilateral 
negotiations. 
The report first draws a broad outline of the gaps presently existing between the 

developed and developing worlds (Chapter I) and takes a look at future prospects 
(Chapter 2). It then examines briefly the objectives of Canada's relations with Third 
World countries (Chapter 3). The operational ties between Canada and the Third 

3 Benjamin Higgins, "The Process of Development," Economic Council of Canada Discussion Paper 64, 
October 1976, p. 194. 
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World - in the form of trade and investment (Chapter 4), aid (Chapter 5), and 
migration (Chapter 6) - are then analysed. The report ends with our conclusions and 
recommendations (Chapter 7), followed by four appendixes. 



1 THREE-QUARTERS OF HUMANITY 

North and South, rich and poor, developed and developing: two very different worlds 
co-exist on our earth. They are separated by an enormous gap in the quality oflife, and 
their economic potentials are vastly dissimilar. While some narrowing of these gaps 
has occurred in the past twenty years - in the fields of education and health, for 
example - the dynamic interaction between rapid population increase, low prod 
uctivity, and scarcity of capital and other resources means that the future still holds 
bleak promise for many of the developing countries. 

The Demographic Dimension 

The industrial and scientific revolution that began in Europe in the eighteenth 
century led to a momentous break with the past: mortality rates started to decline while 
birth rates remained at their traditionally high levels. As a result, the population of 
Europe doubled in the nineteenth century. Only in the present century did a similar 
drop in mortality rates occur in Africa, Asia, and Latin America, causing their 
population to begin to grow rapidly. The rate of population increase in these 
continents exceeded that of the developed regions in the 1940s, and it was more than 
twice as high over the 1950-75 period. 

The current world population is in excess of 4 billion, with an annual growth rate of 
about 1.95 per cent - 2.4 per cent in the developing countries and 0.9 per cent in the 
developed regions. I This rate of increase adds between 70 and 75 million persons to the 
world population each year. These are frightening figures, and some observers have 
drawn from them an apocalyptic vision of the future of mankind. Recent demographic 
trends, however, provide some cause for moderate optimism. It has been observed 
that, about the beginning of this decade, the rate of world population growth reached 
an all-time high and then began to subside.? The U.N. estimates also point to a 

These figures, as well as the U.N. projections in this section, are from the United Nations, 
"Selected World Demographic Indicators by Countries, 1950-2000," ESA/P/WP.55 (28 May 1975). 

2 Lester R. Brown, World Population Trends: Signs of Hope, Signs of Suess, World watch Paper 8 
(Washington, D.e.: World watch Institute, October 1976), p. 7. 
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widespread reduction in crude birth rates during the 1970-75 period, most notably in 
Asia and in the Caribbean region. This reduction was observed in a large majority of 
developing countries for which estimates are available. While the greatest decline has 
occurred in some small developing countries, China's demographic slowdown will 
obviously have the most significant numerical impact on the world population.? 
According to the "medium variant" of the U.N. projections, world population is 

expected to reach 6.3 billion by the year 2000, with the annual rate of increase declining 
to 1.6 per cent. Nine out of ten children born in the world between 1975 and 2000 will be 
in the developing regions. By the year 2000, about 4.9 billion people - 78 per cent of the 
world population - will live in those regions. The more optimistic "low variant" 
predicts a lower world population (5.8 billion) by the year 2000 - very close to the 
5.9 billion reported in a recent study by Harvard University's Center for Population 
Studies.s 

For the great majority of developing nations, rapid population growth imposes 
severe economic penalties. Because it produces a high proportion of dependants - in 
1970, about 41 per cent of the population of developing regions was under the age of 
15, compared with 27 per cent for developed nations - savings are lower than they 
would otherwise be, and investment is directed to less productive uses.' This, in turn, 
leads to reduced job opportunities, lower per capita incomes, and greater inequalities 
of income. Furthermore, the labour force increases at a rapid rate. According to the 
International Labour Office, developing countries must create 880 million new jobs by 
the year 2000 - nearly double the number of existing jobs - to accommodate their 
growing labour force." 
The unprecedented growth of urban population in the developing countries is 

another consequence of rapid demographic growth and rural unemployment. If these 
trends continue unabated, the cities of these countries will experience serious energy 
and food shortages, rising unemployment, social unrest, and political instability.' 
Development of medium-sized cities and provision of nonagricultural employment 
within rural areas are required to prevent migration to metropolitan areas. 
Increasingly, the developing countries are recognizing their population problems. 

The World Population Conference, held at Bucharest in 1974, stated that "where 
trends of population growth, distribution and structure are out of balance with social, 
economic and environmental factors, they can, at certain stages of development, create 

3 United Nations, "Action by the United Nations to Implement the Recommendations of the World 
Population Debate: Report on Monitoring of Population Trends - Tabulations," Population Com 
mission, Nineteenth Session, E/CN.9/XIX/CRP.5/ Add.l (15 December 1976). 

4 Gary Littman and Nathan Keyfitz, "The Next Hundred Years," Center for Population Studies, Working 
Paper 101 (Cambridge, Mass.: Harvard University, 1977). 

5 A. J. Coale and E. M. Hoover, Population Growth and Economic Development in Low Income 
Countries (Princeton, N.J.: Princeton University Press, 1958). 

6 International Labour Office, "World and Regional Labour Force Prospects to the Year 2000," in The 
Population Debate: Dimensions and Perspectives, Papers of the World Population Conference, 
Bucharest 1974 (New York: United Nations, 1976), vol. I, p. 298. 

7 Lester R. Brown, "The Limits to Growth of Third World Cities," The Futurist 10, no. 6 (December 
1976), p. 313. 
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additional difficulties for the achievement of sustained development."8 Furthermore, a 
survey conducted by the U.N. Population Commission has shown that forty-eight 
governments, representing 81 per cent of the peoples of the developing world, are 
seeking a lower rate of population growth." 
To achieve a predetermined rate of population growth, however, has proven to be a 

very complicated task. Fertility behaviour is one of the least understood social 
phenomena, the most difficult to influence, and also one of the most crucial to 
economic development. Consequently, a wide range of solutions has been proposed 
for the control of reproductive behaviour. An extreme, "developmentalist" approach 
holds that economic development is the best contraceptive because it lessens the 
perceived need for large families. Since this relatively "passive" approach ignores the 
fact that alternative development patterns can have different consequences for fertility 
behaviour, more immediate measures with a high impact on fertility have been sought. 
Two broad categories of such policies can be distinguished: measures that provide 
access to, and usage of, family-planning services; and measures designed to encourage 
couples to want smaller families. 

While family-planning programs have had some success in reducing birth rates, 
these reductions have generally been observed in countries where the process of 
economic development was already well under way and fertility rates were declining. 
Moreover, even the best-run programs have not reached more than 20 per cent of the 
couples in their reproductive years. Those who have accepted the program have 
usually been better off economically or already had three or four children. In addition, 
family-planning programs have not had any significant impact on the rural areas of 
developing countries. The rural areas have higher fertility and infant mortality rates 
than the urban areas, and the economic benefits of children are even more 
overestimated there than in the cities.'? Selective interventions in the process of 
development are needed to encourage couples to desire smaller families. These could 
include measures to lower infant mortality rates in order to lessen the perceived need 
for higher fertility, the provision of economic incentives to lower fertility, improved 
education (especially for girls), and expanded employment opportunities for women. 

The Economic Dimension 

While the North contains little more than one-quarter of the world's population 
and earns about four-fifths of world income, the South represents almost three-quarters 

8 World Population Conference, "World Population Plan of Action," in The Population Debate, 
vol. J, p. 155. 

9 Only twenty-one governments, representing 3 per cent of the peoples of the Third World, expressed a 
wish to see a higher population growth rate for their countries, whereas another forty-five states 
(16 per cent of the poor peoples) thought that current rates were satisfactory. See United Nations, 
"Concise Report on Monitoring of Population Policies," Report by the Secretary General, Population 
Commission, Nineteenth Session, E/CN.9/324 (January 1977), p. 8. 

10 For a cogent presentation of the current perceptions of the implications of population trends in 
developing countries, see Robert S. McNamara, Address to the Massachusetts Institute of Technology 
(Washington, D.C.: International Bank for Reconstruction and Development, 1977). 
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of humanity but receives only one-fifth of the income (Chart I-I). As a result of this 
imbalance, there are striking differences in well-being, as measured by gross national 
product (GNP) per capita, II with the richest region (N orth America) having an average 
income ($6,630 in 1974) that is almost thirty times as high as that of the poorest - Asia, 
excluding Japan. Moreover, these disparities exist not only between the developed and 
developing regions but also within each group. Among the former, the countries of 
North America and Northwestern Europe are far more affluent than those of 
Southeastern Europe. Similarly, Latin America and the oil-rich Middle East are 
relatively much better off than the poor countries of Southeast Asia and arid Africa. 

Chart I-I 

Income c=J Population 

Distribution of World Population and Income, by Region, 1975 

These income disparities are the result of enormous differences between developed 
and developing countries in the various factors that determine the economic potential 
of a country. Thus, among other things, developing economies are characterized by a 
relative paucity of resources (especially capital) and a rather weak and narrowly based 
industrial sector (Chart 1-2). Structurally, these economies are lopsided, dominated by 

Il This indicator of living standards is crude at best. The drawbacks of using average income figures 
in international comparisons arise from their failure to take fully into consideration nonmarket 
activities and the differences in prices and in the purchasing power of national currencies, 
as well as income distribution. It is estimated that the adjusted 1970 per capita income for 
Kenya and Colombia was double the crude figure, and for India more than triple. See Irving 
B. Kravis, Zoltan Kenessey, Alan Heston, and Robert Summers, A System of International 
Comparisons of Gross Product and Purchasing Power (Baltimore: The Johns Hopkins University 
Press, 1975), pp. 7-8. A set of new, adjusted income data is to be published in 1978. 
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Chart 1-2 

13 

Population, Resources, and Output, by Region, 1973 
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SOURCE Data from the United Nations, the Food and Agriculture Organization. and the World Bank. 

traditional agriculture, and lacking in manufacturing industry. Subsistence agriculture 
is the source of livelihood for two-thirds of the population of Asia and Africa and for 
slightly over two-fifths of that of Latin America.'? The levels of commercialization, 
financial intermediation, and transportation activities in the developing economies are 
low (Chart 1-3). Except in the small modern sector, which essentially produces export 
goods, economic efficiency is low. Thus agricultural productivity per acre is less than 
two-thirds as high as in the developed regions. 
12 In contrast, only 4 per cent of North Americans are occupied in farming. See United Nations 

Food and Agriculture Organization, Production Yearbook, 1974 (Rome: FAO, 1975), p. 21. 



14 Three-Quarters of Humanity 

Chart 1-3 

Selected Indicators of Commercial, Financial, and Transportation Activities, Canada and 
Developing Countries, 1972 
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SOURCE Data from the United Nations, the International Monetary Fund, and Janes World Railways. 

It is estimated that fewer than 10 per cent of Asian and African workers are 
employed in industry. Indeed, despite significant investments in manufacturing, 
modern-sector employment in many developing countries has grown less rapidly than 
population; in some cases, it has even declined in absolute terms.l- This is partly due to 
a strong bias towards capital-intensive technologies. First, imported technology 
diffused from the developed countries reflects the relative factor endowments of the 
economies in which it was developed and involves greater quantities of capital in 
relation to labour than is appropriate for most developing economies. This situation, 
coupled with a lack of information on the full range of available technologies and a 
limited capacity to adapt these to local resource endowments, partly explains why 
labour-intensive techniques are not universal in developing countries. Second, 

13 Industry here is broadly defined to include mining, manufacturing, construction, and public utilities. 
See World Bank, World Tables 1976 (Baltimore: The Johns Hopkins University Press, 1976), 
p. 516; and D. Morawetz, "Employment Implications of Industrialisation in Developing Countries: 
A Survey," The Economic Journal, no. 335 (September 1974), p. 496. 
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overvalued exchange rates, fiscal measures and subsidies favourable to capital use, 
collective-bargaining and minimum-wage legislation, all combine to create an 
economic environment in which labour is overvalued and capital undervalued. 
Finally, highly unequal distribution of income produces a pattern of domestic demand 
that favours goods produced with capital-intensive technology. In these circum 
stances, it is desirable for developing countries to adopt policies that allow the prices of 
labour and capital to correspond to their true relative scarcities. There is also a need for 
development of a domestic technological capacity that would permit the adaptation 
and generation of technologies more appropriate to these countries' resource 
endowments. 

Another feature of the developing economies is their limited share of international 
trade. Many are dependent upon the exportation of one or two primary goods such as 
tropical agricultural products, crude oil, or certain minerals (Chart 1-4), which 
represent nearly three-quarters of their exports. At the same time, these economies are 
also beset by a high level of indebtedness: the rate of growth of external borrowing of 
non-oil developing countries has accelerated since 1973, jumping from 14 per cent 
prior to the oil crisis to 24 per cent following it (Table I-I). While half the latter rate is 

Chart 1-4 

Merchandise Exports, by Region, 1975 
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attributable to a pure monetary increase resulting from inflation, the outstanding debt 
in real terms rose by about 12 per cent annually over the 1973-76 period compared with 
3 per cent a year over the 1970-73 period. External borrowing is an important 
mechanism for augmenting the resources of developing nations. When the accumu 
lated debt reaches unmanageable proportions, however, it can discourage further 
inflows of capital and essential imports and hence thwart development. Since 1970, the 
debt-service ratio - that is, the ratio of debt-service payments to the value of ex 
ports - for non-oil developing countries has often exceeded 18 per cent (Table 1-2). 

Table I-I 

Total Nominal and Real Disbursed Debt! of Non-Oil Developing Countries, 
by Income Group.? End of 1970, 1973, and 1976 

All Lower-income Higher-income 
countries countries countries 

(Per cent) 

1960 11.0 8.1 11.7 
1965 15.9 13.1 16.5 
1970 18.2 16.7 18.4 
1975 18.1 19.0 17.9 
1976 18.4 19.2 18.3 

Lower-income Higher-income 
All countries countries countries 

Nominal Real Nominal Real Nominal Real Export price 
debt debt debt debt debt debt index 

(Billions of U.S. dollars) (1970=100) 

1970 61 61 15 15 46 46 100 
1973 90 65 21 15 69 50 139 
1976 172 87 32 16 140 71 197 

A verage annual (Per cent) 
change, 

1970-73 14 3 12 I 14 3 13 
1973-76 24 12 14 3 27 14 14 

Calculated by adjusting the nominal debt figures for changes in the export price index of non-oil developing 
countries. 

2 Lower-income countries are those with a 1975 per capita income of $265 or less, while higher-income countries 
are those with an average income of more than $265. 

SOURCE Data from the DEeD and the !MF. 

Table 1-2 

Debt-Service Ratios! of Non-Oil Developing Countries.? 
Selected Years, 1960 to 1976 

I Debt-service payments (interest and amortization) as a proportion of the value of exports. 
2 Lower-income countries are those with a 1975 per capita income of $265 or less, while higher-income countries 

are those with an average income of more than $265. 
SOURCE Data from the DEeD. 
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This ratio grew significantly higher between 1970 and 1976 for lower-income 
developing countries. For richer developing countries, the ratio did not change, but the 
quality of the loans was altered, with higher interest rates and shorter maturity periods. 

The Social Dimension 

A better view of the enormity of the problems facing the developing countries can be 
gained by examining their social conditions. Poverty in the developing countries is a 

Chart 1-5 

Income Distribution, by Region, 1970 
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function not only oflow national income per capita, but also of starkly unequal income 
distribution (Chart 1-5).14 Among regions, it is in Latin America that income 
inequality is the greatest: some 90 per cent of the people of that region receive only 
about half the income, while the remaining 10 per cent receive the other half. 

Table 1-3 

Distribution of Gross National Income among Five Income Groups in 54 Countries,' 
Classified by Level of Per Capita GNP, 1966 

Gross national income, by quintile 
Number 

of First Fifth 
countries (low-income) Second Third Fourth (high-income) 

(Per cent) 
Per capita GNP 
(1970 U.S. dollars) 

0- 100 4 6.2 10J 15.1 20.5 47.9 
lOI - 200 7 5.3 9.0 12.2 17.9 55.5 
201 - 300 7 3.8 7.6 12.2 19.3 57.1 
301 - 500 II 3.9 7.3 11.8 19.4 57.5 
501 - 750 7 3.7 7.2 11.3 19.0 58.9 
751 - 1,000 3 4.5 8.7 13.6 19.5 53.8 
1,001 - 2,000 4 4.6 9.9 14.9 21.7 48.9 
Over 2,000 II 5.1 11.5 17.0 23.5 42.9 

I Socialist countries excluded. 
SOURCE M. S. Ahluwalia, "Inequality, Poverty and Development," Journal of Development Economics 3, no. 4 

(December 1976): 340-1. 

Until recently, development strategies sought to maximize growth in these 
countries: the benefits of growth were expected to trickle down, to eventually improve 
the absolute incomes of the poor or to be deliberately spread to them through fiscal 
channels. Such evidence as exists, however, suggests that aggregate growth has not 
been accompanied by any significant improvement in the condition of the poorest 
persons in the developing countries. Indeed, empirical evidence from cross-section 
studies of income distribution suggests that distribution worsens in the early stages of 
development but then improves after a certain level of income per capita has been 
reached (Table 1-3).15 Most studies indicate that, while the relative position of the poor 
worsens during the early stages of development, their absolute position improves 

14 Unequal income distribution is a rural, rather than urban, phenomenon: if poverty is defined as an 
annual per capita income of less than U.S. $75, then 55 per cent of the rural population of 
developing countries is poor, compared with 31 per cent of the urban population. See World Bank, 
Rural Development (Washington, D.C.: International Bank for Reconstruction and Develop 
ment, 1975). 

15 M. S. Ahluwalia, "Inequality, Poverty and Development," Journal of Development Economics 3, no. 4 
(December 1976): 307-42; F. Paukert, "Income Distribution at Different Levels of Development: A 
Survey of Evidence," International Labour Review 108, no. 2-3 (August-September 1973); and 
I. Adelman and C. T. Morris, Economic Growth and Social Equity in Developing Countries (Stanford: 
Stanford University Press, 1973). Asia has the largest proportion of the Third World's poor: 71 per 
cent, compared with 19 per cent in Africa and 10 per cent in Latin America. 
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slightly. Nevertheless, growth maximization will not reduce severe poverty quickly 
enough in countries at the lower levels of economic development. Instead, growth must 
be accompanied by programs aimed directly at the poorest citizens of the developing 
countries. 
There are glaring differences between rich and poor countries in many other areas of 

social concern (Table 1-4). In the field of education, for example, half the adult 
population in the developing countries is illiterate, and more than one-third of the 
children of primary-school age are without schooling. In contrast, illiterate adults and 
unschooled children account for less than I per cent of the population in the developed 
countries. In the area of nutrition and health, one-quarter of the population in 
developing nations is undernourished and disease-prone, compared with less than one- 

Table 1-4 

Selected Social Indicators for Developing and Developed Countries, 1970-75 

Developing market economies 

Developed 
Latin market 

Asial Africa America Total economies- 

Education 
Illiterate adults (15 years and over), 1970 

Number (millions) 566 143 39 748 6 
Percentage of all ad ults 50 74 24 50 I 

Children without schooling (6 to II years old), 1975 
Number (millions) 80 34 13 127 2 
Percentage of all children 36 54 25 38 I 

Nutrition and health 
People with insufficient protein-energy supply, 1970 
Number (millions) 331 67 36 434 28 
Percentage of total 28 25 13 25 3 

Population per hospital bed, 1972 1,221 505 331 707 95 
Life expectancy at birth (years), 1975 52 47 64 53 72 
Infant mortality rate (per 1,000 live births), 1970-75 113 III 58 104 17 

Housing 
Overcrowded dwellings (3 or more persons per room), 1970 

Number (millions) 80 22 10 112 2 
Percentage of all dwellings 43 35 19 37 I 

Dwellings without piped water, 1970 
Number (millions) 158 47 33 238 8 
Percentage of all dwellings 84 76 62 79 4 

Dwellings without electricity, 1970 
Number (millions) 147 36 22 205 2 
Percentage of all dwellings 78 59 42 68 I 

Poverty 
People living in destitute poverty;' 1972 
Number (millions) 499 134 73 706 5 
Percentage of total population 42 39 27 39 I 

Excluding China, other centrally planned economies, and Japan. 
Excluding the semideveloped countries of Portugal, Spain, and Greece. 
Those with annual income not exceeding $50 in Asia, $60 in Africa, $90 in Latin America, or $250 in industrial countries. 

SOURCE Data from the United Nations, UNESCO. FAO. and ILO. 
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twentieth in the developed countries. The availability of medical care and hospital beds 
is by far superior in the developed nations, where life expectancy is about twenty years 
longer than in the Third World. The infant mortality rates in the poor nations remain 
very high, exceeding 110 per 1,000 live births in Asia and Africa, compared with 17 in 
the advanced nations. Some 112 million dwellings in the developing world are 
overcrowded, and twice as many, or over two-thirds of all units, are without running 
water or electricity. 

Conclusion 

N early one billion human beings live in destitute poverty and cannot afford the basic 
requirements of food, clothing, and shelter. The deprivation suggested by this figure 
affects a larger proportion of the population in Asia and Africa than in Latin America, 
and it is everywhere more widespread in the rural areas than in the cities. In summary, 
nearly 40 per cent of the people in developing countries lack the bare essentials for a life 
of dignity and fulfilment. In the developed countries, the comparable figure is around 
I per cent. .. 



2 THE FUTURE 

The existence of such wide gaps between rich and poor countries inevitably leads us to 
examine the prospects that await us to the year 2000 and beyond. What is the future of 
a world so sharply divided? What do we know about the long-term future of the world 
economy? Despite the obvious importance of these questions, we must admit that we 
are unable to answer them precisely. It is impossible to predict with reasonable 
certainty what the state of the world economy will be in twenty-five years. Beyond this 
uncertainty, however, economics permits examination of various possible futures 
deriving from past trends. With the use of economic models, it is possible to design a 
number of alternative growth profiles, some of which may appear more desirable than 
others. It then becomes important to examine the conditions and trade-offs that 
govern the different possibilities. Such a tentative exploration of the future may give 
coherence and meaning to Canada's actions regarding the developing world. 

Modeling the Future 

Models permit analysis of the interdependence of various world problems within a 
consistent framework, and they yield quantitative projections. A number of such 
global models have been popularized in recent years.' In this report, our thinking 
about the evolution of the world economy to the end of this century emerges from our 
reading of the U.N. model. We believe that, for our purposes, this model is the best 
analytical tool available. The model is described in the following terms: 

With respect to time horizons, the world economy of 1970 is depicted and compared with 
hypothetical pictures of the world economy in 1980, 1990, and 2000. 

[ ... ] The world economy is divided into 15 regions - namely, four developed market regions 
(N orth America, Western Europe (high-income), Japan and Oceania); two developed centrally 

Donella H. Meadows, Dennis L. Meadows, Jorgen Randers, and William W. Behrens III, The Limits to 
Growth (New York: Universe Books, 1972); Mihajlo Mesarovic and Eduard Pestel, Mankind at the 
Turning Point (New York: E. P. Dutton, 1974); A Herrera et al., Catastrophe or New Society? A Latin 
American World Model (Ottawa: International Development Research Centre, 1976); and Wassily 
Leontief et al., The FU/ure of the World Economy: A United Nations Study (New York: Oxford 
University Press, 1977). 
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planned regions (the Union of Soviet Socialist Republics and Eastern Europe); six developing 
market regions (Latin America (medium-income), Latin America (low-income), the Middle 
East and African oil countries, Asia (low-income), Africa (arid) and Africa (tropical); one region 
including the countries of Asia with centrally planned economies; and two medium-income 
regions (Western Europe (medium-income) and Southern Africa). 

Each region is described in terms of 45 sectors of economic activity. I n agriculture, four 
specific subsectors are analysed - namely, livestock products, grains, high-protein crops and 
roots. With respect to mineral resources, special accent is placed on copper, bauxite, nickel, zinc, 
lead, iron ore, petroleum, natural gas and coal. Manufacturing activities are divided into 22 
sectors, such as food processing, primary metals, textiles, fertilizer, various types of machinery 
and equipment. There is separate treatment of utilities and construction, trade and services, 
transportation and communication. The model describes emissions of eight types of major 
pollutants and five types of pollution-abatement activities. 
Though each of the 15 regions is treated separately, the model also brings them together 

through a complex linkage mechanism, including exports and imports of some 40 classes of 
goods and services, capital flows, aid transfers, and foreign interest payments. The model also 
permits a detailed analysis of prospective changes in technology, cost of production and relative 
prices.' 
It should be noted that, implicitly, the model considers development to be a 

multidimensional transition from one economic structure to another: it assumes that 
the poor nations of the world achieve higher levels of development by gradually 
adopting the broad structural characteristics of the richer nations. Our use of the 
model may suggest that we are arguing for increased integration of the developing 
countries into the international economic system. This is not the case, however, 
because, although we are convinced that integration is the most realistic course for 
Canada, we also believe that the choice between autarky and integration is an issue for 
these developing countries alone to decide. Nevertheless, increased integration, as 
described by the model, has been the most common pattern of development in the past 
and is reasonably likely to be so in the future. There is now considerable empirical 
evidence to support this "structural" view of the development process.' Furthermore, 
we feel that a degree of integration into the international economy is tacitly accepted by 
any country that looks to Canada for assistance or exchange. 

The most obvious picture of future world development to the end of this century is a 
"business as usual" scenario (the A scenario).' In this scenario, the different regions are 
treated as follows: the future growth of gross domestic product (GDP) in the developed 
regions is constrained by projected labour force and labour productivity estimates, 

The Future as a Continuation of the Past 

2 Leontief, The Future of the World Economy, p. 2. Note that, in the model, Canada is treated as part of 
the North American region. However, some Canadian implications of the model, with emphasis on 
international trade, are described in Appendix A. 

3 Hollis Chenery and Moises Syrquin (with Hazel Elkington), Pal/ems of Development, 1950-1970 
(London: Oxford University Press, 1975). See also World Bank Research Program: Abstracts of 
Current Studies (Washington, D.C.: World Bank, October 1976), pp. 45-48. 

4 See A. P. Carter and P. A. Petri, "Factors Affecting Long-Term Prospects of Developing Regions," a 
study prepared for the Economic Council of Canada, 1977. 



A Continuation of the Past 23 

Table 2-1 

Regional GOP as a Proportion of World GOP, and the Growth Rate and Level of GOP and 
GOP per Capita,' Selected Regions, 1970 and 2000 (Scenarios A and SB) 

Average annual growth, 1970-2000 

Share of world GOP Scenario A Scenario SB GOP per capita 

GOP per GOP per 
1970 2000 (A) 2000 (SB) GOP capita GOP capita 1970 2000 (A) 2000 (SB) 

(Per cent) (Dollars) 
North America 32.9 25.6 24.4 3.4 2.5 3.4 2.5 4,624 9,670 9,616 
Latin America (medium-income)? 3.5 3.6 4.8 4.4 1.7 5.5 2.8 594 985 1,378 
Latin America (low-income) 1.2 1.1 1.0 4.0 1.2 3.7 0.9 443 625 575 
Western Europe (high-income) 22.6 18.1 17.2 3.5 3.0 3.5 3.0 2,584 6,317 6,275 
China? 4.2 5.2 5.9 5.0 3.6 5.6 4.2 166 479 566 
Japan 6.2 7.6 7.3 5.0 4.2 5.0 4.1 1,915 6,505 6,484 
Asia (low-income)? 3.8 4.0 5.0 4.5 1.9 5.4 2.8 119 212 271 
Middle East 1.1 4.9 4.7 9.5 6.2 9.5 6.2 286 1,730 1,730 
Arid Africa- 0.8 0.6 0.7 3.0 0.1 3.6 0.7 205 212 252 
Tropical Africa 0.7 0.8 0.7 4.5 1.6 4.3 1.4 167 268 255 

I In 1970 U.S. dollars. 
2 "Resource-poor" developing regions in scenario SB. 
SOURCE Carter and Petri, "Long-Term Prospects." 

while that of resource-poor developing regions is limited by foreign exchange earnings 
and the net capital inflows' required to finance the imports needed for capacity 
expansion; the future growth in resource-rich and centrally planned developing 
regions - Latin America (low-income), Tropical Africa, and China - is constrained by 
available savings, augmented by the 1970 percentage excess of investment over 
available savings; and, finally, future GOP growth in the Middle East and in African 
oil-producing countries is set at an average annual growth rate of9.5 per cent for the 
period 1970 to 2000. Since all regions are closely linked through international trade, 
through private capital flows, and through public aid transfers, the resulting growth 
rates projected by the model are endogenous and interdependent. 

The market-type developing regions generally exhibit higher GOP growth than the 
developed market regions but, because of their greater population growth, the former 
regions do not gain in terms of per capita income (Table 2-1).6 Indeed, the relative per 
capita income gap between developed and developing regions tends to widen. 
Nevertheless, no region is actually worse off in the year 2000 than in 1970, and some 
significant economic growth does occur in most developing regions. Latin America, 
Tropical Africa and, to some extent, Asia (low-income) pass through critical income 
thresholds, setting off important structural changes in production and trade. The 
output growth rate of the materials and machinery sectors is particularly high in these 

5 Based on estimates of their exports and depending on their access to international lending. 
6 The tables do not exhibit all fifteen regions of the world model. Selected regions of major interest (or 

aggregated regions) are shown here to focus on the essential points. See Carter and Petri, "Long-Term 
Prospects," for a complete tabulation. 
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developing regions, while traditional agriculture and light industry display somewhat 
slower growth. 
The volume of world trade grows at a significantly higher rate than world 

production, and all regions become relatively more interdependent in the year 2000 
than in 1970. This important phenomenon is explained by a number of factors: the 
growth of the developing regions, even at modest rates, requires accelerated imports of 
machinery and transportation equipment; higher income levels induce a relatively 
greater increase in consumer durable imports; developing regions raise their capacity 
for exports of minerals and light industrial products; and developed regions become 
more specialized within manufacturing and gain new sources - and lose old sources 
of comparative advantage. At the same time, the regional structure of exports and 
imports changes. Latin American exports become dominated by mineral resources 
and industrial materials; light industrial products constitute more than 50 per cent of 
Asian (low-income) exports. Latin America and the Middle East and African oil 
producing nations become important importers of machinery and heavy industrial 
equipment. There is also a clear trend towards improved terms of trade? for resource 
rich developing regions, especially the Middle East. 

Table 2-2 

Proportion of World Resource Extraction, by Region, 1970 and 2000 (Scenario A) 

Other 
North America developed countries Developing countries 

1970 2000 1970 2000 1970 2000 

(Per cent) 

Copper 34.1 23.8 22.1 15.8 43.8 60.4 
Bauxite 3.7 1.6 34.1 59.5 62.2 38.9 
Nickel 43.7 16.7 22.4 28.9 34.0 54.5 
Zinc 32.2 14.1 40.1 63.5 27.8 22.4 
Lead 25.0 14.6 43.5 58.6 31.5 26.9 
Iron 18.5 14.2 48.0 47.5 33.5 38.3 
Petroleum 24.5 6.6 17.2 20.1 58.3 73.3 
Natural gas 64.0 35.3 29.0 43.9 7.0 20.7 
Coal 25.6 33.4 47.8 42.9 26.6 23.7 

SOURCE Carter and Petri, "Long-Term Prospects." 

Changes in terms of trade are largely a result of the increasing scarcity of high 
quality available resources, The most abundant sources of some key minerals and fuels 
are found in certain developing countries. Dramatic shifts occur in world resource 
extraction levels, by region, particularly for copper, nickel, petroleum, and natural gas 
(Table 2-2). Since the developed regions are the prime consumers of mineral and 
energy resources, North America, Western Europe, and Japan become increasingly 
dependent on imports of nonrenewable resources (especially crude oil) to maintain 
continued economic growth. As a consequence, the balance of payments for each of 

7 Trends in the terms of trade describe changes in a region's export prices relative to its import prices. 
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these regions, measured in projected prices for the year 2000, displays a sizable deficit, 
while the Middle East accumulates by far the largest payments surplus. The scenario 
implicitly makes such a situation feasible by assuming that Middle East oil revenues 
are "recycled" to the advanced developed regions. 
Scenario A also shows that the developing regions with the largest populations - 

Asia (low-income), China, Latin America (medium-income) - produce an increasing 
share of world agricultural output during the period 1970 to 2000, while the North 
American share falls slightly. To some extent, the figures reflect the degree of import 
dependence (the ratio of imports to total requirements) estimated by the model. In 
general, many developing regions are considerably self-sufficient in agriculture, and 
this self-sufficiency is expected to continue to the end of the century. 8 It is important to 
note, however, that if Asia (low-income), for example, cannot maintain its present 
import dependence of 6.9 per cent for agriculture (Table 2-3), its balance-of-payments 
difficulties will be dramatically increased, and requirements for North American grain 
will be correspondingly augmented. At the same time, the Middle East and African oil 
producing nations offer expanded export markets for many agricultural outputs, 
particularly high-protein crops and forestry products. 

Table 2-3 

Agricultural Import Dependence, I Selected Regions, 1970 and 2000 

Latin America (medium-income) 
Latin America (low-income) 
China 
Asia (low-income) 
Middle East 
Arid Africa 
Tropical Africa 

1970 20002 

(Per cent) 

3.0 3.4 
2.6 4.4 
0.8 1.6 
6.9 6.9 
13.1 19.1 
7.0 7.1 
5.6 5.4 

I Imports as a proportion of total requirements, based on 1970 prices. 
2 The percentages are about the same for scenarios A and SB. 
SOURCE Carter and Petri, "Long-Term Prospects." 

The picture of future world development that emerges from this projection of the 
past is rather disappointing in that it indicates only limited improvement in the per 
capita incomes of most developing regions. It is also conditional in that it depends both 
on the will of some OPEC countries to trade oil stocks for other assets and on the 
existence of appropriate mechanisms enabling them to do so. While the balance-of 
payments deficits of resource-poor developing regions are at constrained levels in 
scenario A, the major developed market economies accumulate sizable deficits by the 
year 2000 (Table 2-4). These deficits stem largely from the rising costs of energy 
imports. Under these conditions, it is difficult for the developed countries to stimulate 

8 Developing regions are not nearly as self-sufficient in important agricultural inputs such as fertilizers, 
chemicals, and farm equipment. 



North America 
Latin America (medium-income) 
Western Europe (high-income) 
China 
Japan 
Asia (low-income) 
Middle East 
Arid Africa 

-9.7 
-5.4 
-14.6 
-0.7 
-20.8 
-3.2 

137.9 
-4.6 

(Per cent) 

-5.3 21.7 
-7.5 12.7 
-1.2 15.9 
-1.1 15.0 
-9.3 17.7 
-7.3 9.0 
57.2 35.8 
-7.5 7.8 

23.5 
17.3 
18.6 
17.4 
20.4 
13.0 
34.7 
10.8 
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Table 2-4 

Balance-of-Payments Level and Gross Investment Requirements as a Proportion of 
Gross Domestic Product, Selected Regions, 2000 (Scenarios A and SB) 

Balance of payments I Gross capital investment? 

2000(A) 2000(SB) 2000(A) 2000(SB) 

I Measured in relative prices for the year 2000. A negative number indicates a balance-of-payments deficit. 
2 In 1970 prices. Includes gross domestic investment in plant, machinery, and equipment. 
SOURCE Carter and Petri, "Long-Term Prospects." 

growth in resource-poor developing regions through trade concessions or foreign aid 
outflows. Indeed, the postulated economic growth rates of the developed regions may 
need to be lowered in order to support more realistic balance-of-payments deficits. But 
this would in turn further depress potential growth in most developing regions." 

A More Desirable Future 

Both developed and developing countries will be inescapably involved in the future 
with the problem of energy. Unless energy consumption patterns are altered through 
conservation and substitution, desirable levels of growth will be unattainable. To 
simulate the impact of such policies, the U.N. model has been modified to reflect 
estimates of regional energy conservation opportunities.'? Energy conservation does 
not come "free of charge," and the modified model assumes that energy could only be 
saved at the expense of increased capital and labour costs (mostly capital costs) and 
that the increase in labour and capital charges will be approximately equal to the value 
of energy saved in the year 2000. 

9 Lower GDP levels in developed countries imply fewer imports from developing regions and diminished 
availability of foreign aid and private capital outflows. In this way, the balance-of-payments positions 
of resource-poor developing regions deteriorate, and potential growth is depressed. On the other hand, 
raising GDP levels for North America, Western Europe, and Japan creates even larger balance-of 
payments deficits for these regions. See scenario T in Carter and Petri, "Long-Term Prospects." 

10 These estimates were prepared by the Cavendish Laboratories of Cambridge University for the World 
Energy Conference, held in October 1977. See R. J. Eden el al., "World Energy Demand to 2000," 
Executive Summary, World Energy Conference, London, England, 1977. The methodology of 
incorporating the Cavendish estimates in the U.N. model is outlined in Carter and Petri, "Long-Term 
Prospects." The estimates suggest maximum reductions in energy consumption of roughly 35 per cent 
in non-OPEC developing regions and 50 to 55 per cent in developed market economies (as compared with 
the previous scenario A). 
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The net effects of introducing energy conservation into scenario A are rather 
complex. The GOP growth rates of developed regions are about the same as before, but 
consumption levels are cut because of the increased capital requirements. Most 
important, there are dramatic reductions in the balance-of-payments deficits. On the 
other hand, energy conservation tends to increase growth rates in payments 
constrained developing regions by reducing their requirements for fossil-fuel imports, 
but the reductions are at least partly offset by increases in imported investment goods 
necessary for conservation measures. At the same time, some consumption levels rise, 
but at a lower rate than that of overall GOP. Energy conservation alone does not 
improve conditions in most developing regions to any significant extent.!' 

Table 2-5 

Per Capita Consumption Levels, by Region, 1970 and 2000 (Scenarios A and SB) 

1970 2000 (A) 2000 (SB) 

(1970 U.S. dollars) 

North America 2,974 5,908 5,622 
Other developed regions 1,320 3,822 3,572 
Developing regions I' 179 537 584 
Developing regions I Il 153 293 369 

I Includes Latin America (low-income), the Middle East, and tropical Africa. 
2 Includes all the other developing regions -the so-called "resource-poor" developing regions. 
SOURCE Carter and Petri, "Long-Term Prospects." 

A new scenario was created (the SB scenario) by further relaxing the balance-of 
payments constraints on the economic growth of resource-poor developing regions. In 
this scenario, the GOP levels of these regions are set at values 20 per cent higher in year 
2000 than in "energy-modified" scenario A. There is a significant rise in the GOP and per 
capita consumption levels of individual resource-poor developing regions from 
scenario A to scenario SB (Tables 2-1 and 2-5). Income levels in the major developed 
market regions remain about the same. On the other hand, per capita consumption 
in developed regions is lower than in scenario A, reflecting increased capital costs and 
financial savings requirements. There is a significant drop in the payments deficits of 
developed regions from scenario A to scenario SB (Table 2-4). At the same time, there 
are relatively large increases in the payments deficits for Latin America (medium 
income) and Asia (low-income) because of their raised GOP levels.'? Higher investment 
levels for energy conservation in the developed regions must be matched by increased 
financial savings. I nvestment levels also rise in the developing regions, but this is due to 
their higher GOP levels as well as to energy conservation. 

II I ncome and consumption levels in two developing regions - Latin America (low-income) and tropical 
Africa - are marginally lowered by energy conservation since their growth rates are constrained by the 
availability of capital. Capital costs rise with energy conservation, and less output is produced and 
devoted to consumption. 

12 Higher GOP levels imply greater resource consumption and investment levels, raising imports of 
resources, materials, and investment goods. 
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We believe that, compared with some other scenarios, scenario SB contains many 
desirable features: consumption levels in some of the poorest regions are raised 
significantly by the year 2000, compared with 1970; the relative per capita con 
sumption gap between developed and developing regions does not widen; and 
the richest developed regions succeed in maintaining their trade deficits at reasonable 
levels (through energy conservation) without cutting overall growth. The resource 
poor developing regions, however, now face additional payments deficits equal 
to about $76 billion in the year 2000. This is a large amount relative to their 
export-earning capacity, but a reasonable amount relative to the aggregate GDP level 
of the other regions of the world. For example, it could be covered by an increase in 
private capital and public aid transfers equal to less than I per cent of the combined 
incomes of North America, Western Europe, the Soviet Union, Japan, and the Middle 
East in the year 2000. Such policies, together with appropriate trade liberalization, 
have the potential of raising personal consumption levels in resource-poor developing 
regions by some $327 billion. On the other hand, it must be realized that scenario SB, or 
other "desirable" scenarios, will not occur naturally and will thus require deliberate 
policy measures. 

While energy conservation appears feasible in developed regions, it is a most 
difficult task in developing regions, particularly those with high population growth. 
The main reason is that agriculture becomes a relatively energy-intensive sector if 
labour and land productivity levels are to be raised to meet more rapid growth offood 
requirernents.!' For example, the new higher-yielding varieties of grain (the "green 
revolution") are often accompanied by increased use of fertilizers, chemicals, farm 
machinery, and irrigation works, all of which are directly or indirectly dependent on 
energy use.!' It is, therefore, of vital importance that developing regions devote their 
supplies of petroleum and natural gas and closely related products to agricultural 
purposes and turn to other fuel technologies - for example, thermal (coal) and solar 
energy - for their residual supply of energy requirements. 

Conclusion 

The analysis of this chapter has focused on long-term trends and prospects for 
international development. Under "business as usual" conditions (scenario A) the long 
range economic prospects for developing regions, taken together, are rather disap 
pointing in terms of projected per capita incomes by the year 2000. With their generally 
high population growth, however, these regions succeed in capturing a significantly 
larger proportion of the world's gross domestic product. Moreover, the growth 

13 Scenario SB implicitly assumes that resource-poor developing regions will not directly increase their 
agricultural import-dependence (Table 2-3). If this assumption is not satisfied, foreign aid requirements 
to cover the additional food imports would be multiplied by a factor "too large" for developing regions 
reasonably to expect. 

14 See D. Gale Johnson, "Food Production Potentials in Southeast Asia and Other Developing 
Countries," Office of Agricultural Economics Research (Chicago: University of Chicago, May 1977). 
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prospects of developing countries are quite heterogeneous, and some market-type 
regions such as Latin America and most of Asia (low-income), as well as the Middle 
East, do make important progress. On the other hand, arid Africa barely manages to 
hold its own in terms of per capita income, and some individual nations within this 
region and possibly in low-income Asia appear worse off in the year 2000 than in 1970 
under "business as usual" conditions. These nations face the real prospect of food 
shortages and possible famine during the next twenty-five years. 

Even without the U.N. model, it is already evident that rising energy costs have 
resulted in a complex network of constraints on long-term growth for both developed 
and developing nations. There are definite indications that economic growth in the 
major energy-importing developed nations might be cut significantly, to the detriment 
of higher income levels in the poor regions. With the help of the model and various 
scenarios, the implications of the constraints and interdependencies can be identified, 
and quantitative measurements are available to test the conditions and trade-offs 
under which the various constraints may be relaxed. It is our belief that scenario SB 
suggests guidelines for a Canadian vision of long-term world development. Energy 
conservation, particularly in the rich regions; higher official development assistance; 
and more capital flows and trade concessions IS to the resource-poor developing 
regions - all result in feasible and significant multiple income gains. This way, the 
burden of financing development need not fall exclusively on the recycling of OPEC 
payments surpluses. Similarly, it is less necessary for the major developed regions to cut 
economic growth in order to attain more reasonable payments deficits. New technology 
that efficiently substitutes capital and labour for relatively scarce fossil-fuel energy will 
contribute substantially to the solution of world problems. At the same time, resource 
poor developing regions with high population growth must make serious efforts not to 
increase their dependence on agricultural imports. Indeed, the recent slowdown in 
population growth 16 enables many developing nations to make some progress in this 
direction. 

Scenarios regarding the future of the international economy indicate that the trade 
and capital movements that have characterized the recent past will continue, with the 
result that the world of the early twenty-first century will be even more interdependent 
than now. Needless to say, these scenarios must be used with some caution, since the 
current break in the virtually uninterrupted boom conditions of the post-1945 era may 
well herald a phase of slower growth and higher unemployment. Should such 
conditions occur, nations might well be tempted to adopt systems of tariff and 
nontariff protection, controls on capital transfer, and other inward-looking measures 
that could arrest or even conceivably reverse the prevailing tendency towards the 
increasing integration of national economies in the worldwide system. These 
temptations must be resisted, however, in the knowledge that the "beggar-my 
neighbour" policies of the 1930s helped to precipitate global economic depression, 

15 Particularly in labour-intensive sectors where developing regions often have a comparative advantage. 

16 The most recent population growth trends have not yet been formally integrated into the U.N. world 
model. 
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whose consequences contributed to tensions that eventually erupted into the Second 
World War. Thus we must work to overcome the existing difficulties in the 
international economy and hope that they will not be exacerbated by misguided efforts 
to shut the world out of our own backyards. 



3 CONSCIENCE AND REASON 

North and South, rich and poor, developed and developing: our planet is divided and is 
likely to remain so for some time. Should Canadians be concerned? We believe that 
they should. Canadians cannot be indifferent to the presence, in the developing world, 
of hundreds of millions of people who barely subsist in a state of utter poverty and who 
lack any possibility of leading a life of dignity. 

While moral arguments have obvious force for individual commitment, however, 
they seldom constitute sufficient reason for action between states. Beyond the dictates 
of the individual conscience, there are equally compelling, pragmatic reasons for 
Canada to be concerned with the rich-poor dichotomy. As a medium-sized power with 
an open economy, this country must place high value on global peace and a stable 
international economic system. Its own security and economic development depend to 
an important extent on its foreign policy. While these goals are intimately dependent 
upon Canada's relations with the Western world in general and with the United States 
in particular, its relations with the developing countries can also playa significant role 
in this respect. 
At the same time, it must be recognized that the goals that Canada pursues in its 

-relations with the developing countries are not entirely a matter of free choice, since 
they must be consistent with both external and internal constraints. Externally, these 
constraints include the nature of the international system and of Canada's ties with 
Western nations. Indeed, since Canada is without major regional interests in the Third 
World - like Australia has in Southeast Asia, for example - its relations with 
developing countries are, at least in part, pursuant to its participation in the 
oEeD/NATO group. Internally, the constraints include the economic and military 
capacities of this country, the nature of its political system, and its domestic policy 
goals. One might cite, in this connection, the difficulties that imports from certain 
developing states are creating in some sectors of the Canadian manufacturing 
industry - a subject that is explored in some depth in this report. The goals discussed 
below are therefore interrelated with other, sometimes conflicting, foreign policy 
objectives, and they emerge from our appreciation of external and internal constraints. 



32 Conscience and Reason 

Peace and Security 

Because the political upheavals that disturb the developing world are often localized 
and far removed from this country, Canadians may believe that they are untouched by 
them. Only one of twenty-seven nations classified as "rich" suffered a major internal 
upheaval in the 1958-66 period, while 48 per cent of the "middle-income" nations, 
69 per cent of the "poor" nations, and 87 percent ofthe"very poor"nations experienced 
similar difficulties.' Many of these local crises, however, have the potential to "spill 
over" and affect international stability. In a volatile environment, links between 
developed and developing countries can play a stabilizing role, provided their 
limitations are recognized: such links are often a necessary but insufficient element of 
global stability- - necessary, because they help prevent the developing countries either 
from falling into a state of instability that could spill over frontiers and lead to general 
conflict or from "dropping out" of the system of international rules; insufficient, 
because disarmament is without doubt an equally decisive element in the search for 
world peace.' 

A More Stable International Economic System 

A stable international economic system is necessary for Canada to grow through 
economic integration. This stability can be maintained by the existence of relatively 
open markets for the exports of countries with balance-of-payments difficulties, by the 
provision of contracyclical long-term lending, and by the existence of a lender of last 
resort that could act in times of exchange crisis." 
The international institutions that have implemented these policies since the Second 

World War are the General Agreement on Tariffs and Trade (GATT) and the 
International Monetary Fund (IMF). One might argue that these institutions have 
served us well, since they have facilitated an unprecedented expansion of the world 
economy and avoided a repetition of the Great Depression. But the developing 
countries are demanding a "New International Economic Order." Their claims stem 
not primarily from a negative assessment of the capacity of these international 
institutions to maintain stability and thus promote economic growth through 

Robert McNamara, "The Essence of Security: Reflections in Office," cited by R. E. Hunter and J. E. 
Reilly, Development Today (New York: Praeger Publishers, 1972), pp. 102-3. 

2 Louis Sabourin, "L'assistance au développement: facteur de stabilité internationale T' a study prepared 
for the Economic Council of Canada, 1977. 

3 The Third World's share of world military expenditure rose from 4 per cent in 1957 to 14 per cent- 
24 per cent, if China is included - of the total (approximately U.S. $334 billion) in 1976. About three 
quarters otthe current global arms trade is with Third World countries. See Frank Barnaby, "Arms and 
the Third World: The Background," Development Dialogue (1977:1), pp. 18-30. 

4 Charles P. Kindleberger, The World in Depression, 1929-/939 (London: Allen Lane The Penguin 
Press, 1973), p. 292. 
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integration, but from their dissatisfaction with the balance of power and the 
distribution of the benefits of the present system. 

In fact, economic integration, as the world has experienced it, has taken place 
through the integration of regional markets into a world market. Markets are essential 
tools of social organization, since they guarantee freedom of choice through 
decentralization, and they promote efficiency - and income growth - through 
incentives. However, markets reward nations that are productive or that possess 
market power (the developed countries and oil-producing developing countries), and 
they neglect those that are less productive or have no market power (the least developed 
countries). Accordingly, the demands for a "New International Economic Order" are 
essentially redistributive in nature; they reflect a desire to institutionalize the criteria of 
justice in the system by increasing the rights of the South and the obligations of the 
North. 

Neglect of these demands, and failure to integrate the developing countries more 
fully into the international economic system in a way that will enable them to derive 
more benefits from it, may present a threat to the stability of the system and thus to 
world prosperity. Since oil is virtually the only ace in the South's negotiating hand.> it 
is unlikely that the North would be forced to make concessions. But increasing 
pressures in several areas - energy development, "recycling" of the oil surplus, nuclear 
control, ocean resources, and so on - make international co-operation more and more 
necessary to facilitate decision-making on a global scale. Given this fact, it would be 
highly desirable to avoid further polarization into two inward-looking and mutually 
alienated blocs - the North and the South. Such polarization might also be exploited 
for political purposes by nations that have remained largely outside the North 
South dialogue - countries of the Eastern bloc. 

Recognition of the importance of the stability of the international economic system 
to Canada's future economic prospects leads to the conclusion that it is in this 
country's long-range interest to contribute to a lessening ofN orth-South tensions. This 
brings us to the central question: What can Canada do? 
It is often assumed that big powers alone determine the shape of the international 

system, but this is true only up to a point. Unquestionably, the lack of an established 
structure in global relationships would leave middle powers little real influence: in such 
an environment, power on a global scale would be an essential, if not the only 
determining, factor. As the rudiments of a structure of rules and conventions for 
international behaviour have emerged, however, there has also developed a cor 
responding middle-power capacity to exert some leverage on the further shaping of the 
international system. Thus it is not necessary, in our opinion, to be a big power in order 
to use foreign policy as a tool for influencing the evolution ofthe system in accordance 
with one's view of what is desirable. There is scope-limited though it may be- for 

5 Among the Third World group, only the OPEC countries have the real attributes of power. The other 
developing countries hope to obtain the benefits of a reform of the international economic order by 
associating themselves with OPEe. Thus the bipolarization of economic interests along a North-South 
axis is essentially strategic; the increase in the price of oil has considerably worsened the economic 
situation of the oil-importing developing countries. 
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Canada to affect both the nature of the international system and the choice of means by 
which the international community seeks to reform it. 

Several characteristics put Canada in an advantageous position to seek out 
mutualities of interest that could cut across the North-South division and thus prevent 
further polarization of the world along rich-poor lines. First, the Canadian govern 
ment has already established multilateral links of co-operation with Commonwealth 
and francophone developing countries - a major asset that could, in our opinion, be 
much further developed through some effort to discern and express the interests that 
Canada shares with these groups of countries. Second, and most important, although 
Canada clearly belongs in the category of the developed countries, its economy shares 
several characteristics with developing economies. As a producer and exporter of raw 
materials, Canada experiences frustrations similar to those of the developing countries 
over the escalating tariffs of its trading partners, which obstruct its goal of further 
processing. Then again, the Canadian economy, like the economies of many 
developing countries, has a rather fragile manufacturing sector, characterized by 
extensive foreign ownership, high protection, and dependence on imported tech 
nology. 

Given these characteristics, the Canadian government can adopt a more conciliatory 
approach to the South and its demands than can other governments in the North, for 
such an approach is not likely to conflict as much with domestic goals. Thus there are 
reasonable grounds, we believe, for suggesting that Canada could be an important 
agent in defusing North-South tensions through its contribution, in the form of co 
operative development assistance, to an emerging sense of global community and 
through the exercise of creative diplomacy to break down the "we-they" barrier.s 

Economic Growth through Trade, Investment, and 
Migration Links with Developing Countries 

We envisage that, in the years to come, many developing countries will become more 
and more significant as trade and investment partners. Although their economies are 
not now highly developed, many poorer nations in Asia, Latin America, and Africa 
have huge potential markets that will offer Canada new opportunities for trade and 
investment in the future, as these regions progress towards higher levels of income. 7 A 
significant proportion of immigrants to Canada will originate from these regions and 
will bring to this country skills and knowledge that will complement Canadian human 
resources. Canada's lack of regional influence in the developing world (except perhaps 
in parts of the Caribbean) is almost certainly a distinct disadvantage in trading and 
investment relations, and we believe it should be an objective of Canadian policy to 
offset this disadvantage in various ways. In particular, we feel that opportunities for 

6 Arnold Smith, "N orth-South Politics," a study prepared for the Economic Council of Canada, 1977. 

7 Who would have thought, twenty-five years ago, that Japan would become the third richest country in 
the world or that oil-producing countries would have the capacity to send shock waves throughout the 
international economy? 
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export trade and direct investment should be sought in areas that have substantial 
long-term growth prospects. In this aim we reflect the perception, which runs through 
our report, that encouragement to developing countries - by means of development 
assistance and the opening of access to Canadian markets - should accompany the 
pursuit of Canada's own legitimate goal of promoting its economic growth through 
trade and investment relations with the developing world. 

More specifically, in its determination to find a more valid basis for the growth of its 
manufacturing sector, Canada should take note of what is occurring in the developing 
world. Many of the developing nations today are reaching a new phase of industrial 
development. They are energetic and thrifty, and their labour costs are ridiculously low 
compared with those of Canada's workers. Japan has already emerged as an economic 
giant; and Hong Kong, South Korea, Taiwan, and other developing countries are 
following suit. In this context, the tendency for Canadian factors to become stuck in 
the labour-intensive and standard-technology industrial endeavours characteristic of 
the relatively early phases of economic development is bound to be an immense 
liability for this country. A mechanism simply must be found to shift Canadian 
industry away from this position, for the sake of future generations of Canadians - 
most notably those who will otherwise end up in the same essentially nonviable jobs on 
which the affected industries are based at present. 

Conclusion 

By helping to prevent the developing countries either from falling into a state of 
instability that could spill over their frontiers and lead to general conflict or from 
"dropping out" of the system of political and economic rules, Canada's relations with 
those countries can promote peace, security, and international economic order. Aid to 
the poorest developing countries will have to occupy a foremost position in the pursuit 
of these objectives, since the potential for trade and investment relations with such 
nations is limited. Trade and direct investment relations should playa major role in the 
developing areas that have long-term growth prospects, for there is a fundamental 
complementarity on this score between Canada's own legitimate economic goals and 
the interests of these nations. 
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One of the most striking features of the international economy since the Second World 
War - an economy that, for all its faults, hasseen notable improvement in the lotofmany 
developing countries - is the phenomenal growth in trade and direct investment. As a 
result of this development, increasingly trade and investment - as well as technology 
transfer by other means - are viewed as the central concern in relations between the 
industrialized North and the emerging South. While these commercial links are mainly 
in the sphere of private decision-making, the environment in which private institutions 
operate is greatly influenced by government policies, and in particular by official 
encouragement of, or barriers against, such exchanges. It is also influenced by the 
operation of international institutions and rules of conduct governing trade and other 
economic relationships. 
What will the nature and pattern of these trade and investment flows be over the next 

twenty-five years, and what are the implications for international production, 
employment, and income? Will the shifting capabilities for effective supply of world 
markets enhance the position of the poorer nations or widen the disparities between 
North and South? How will Canada fare in the light of the changes that are in store? 
These questions are of crucial importance to all of us as we enter the closing stages of 
the present century. Thus we examine the patterns of Canada's imports, exports, and 
foreign direct investment as they concern the Third World, to see whether they 
conform to relevant national interests and, if not, whether they can be made to 
do so through appropriate changes. We also assess some of the most important 
demands of developing countries concerning the revision of the international 
economic system - those related to commodity trade - comparing them with Canada's 
own needs and concerns. 

Problems and Opportunities in Commodity Trade 

Given that most developing countries derive a very high proportion of their 
measured national income from the export of primary commodities - which account 
for 80 per cent of total Third World sales abroad - it is not surprising that they have 
laid a great deal of stress on the need for a new deal in international commodity trade. 
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Indeed, reforms in the institutions and forums that govern world commerce have 
become the focus of complex negotiation among governments. Because the resolution 
of these issues lies largely (though not wholly) outside the control of individual nations, 
our concern will be to provide a background to Canada's position in the international 
discussions and to offer some general comments on an appropriate stance for this 
country at the global bargaining table rather than recommend specific actions by the 
Canadian government. 

The problems in commodity trade, as perceived by the Group of77, are involved and 
elaborate, but they break down essentially into three main categories: 1/ a worsening 
of the terms of trade of developing countries because the prices of primary-commodity 
exports have failed to rise as rapidly as those of manufactured-goods imports; 2/ sub 
stantial fluctuation in the prices of primary commodities, with deleterious effects on 
investment allocation and the stability of foreign-exchange earnings; and 3/ limitation 
of the potential for processing commodities at source, owing either to the inherent 
restriction of market structures dominated by multinational firms or the escalation of 
tariffs according to the degree of processing in consumer countries. 

In considering the questions surrounding these issues, we shall bear in mind a 
possibility expressed on occasion by Canadians since the New International Economic 
Order became a subject of deliberation - namely, that Canada's economic self 
interests with respect to commodity trade may be sufficiently parallel to those of the 
developing countries as to make feasible some sort of joint approach to the solution 
of these d ifficulties.' 

The Terms-of-Trade Issue 

An examination of the behaviour of primary-commodity prices shows that the terms 
of trade of many developing nations have indeed worsened since the 1960s, although 
not systematically, and that some suffered considerable difficulty on this score during 
the mid-1970s (Table 4-1). This has been especially true of countries importing oil in 
significant amounts. It has also tended to be the case for major exporters of 
commodities with relatively poor price performances such as copper, tea, and jute, as 
well as for a number of the least-developed countries with little capacity to offset the 
effects of increased import prices on their terms of trade. In contrast, Canada's terms of 
trade remained rather stable through the 1950s and 1960s, and they actually improved 
somewhat in the mid-1970s - a situation considerably more favourable than that of 
most other developed nations. To say the least, there has been no evidence of a secular 
deterioration in Canadian terms of trade over the long haul. 

Our estimates indicate that equal proportionate increases in the prices of seventeen 
commodities of special export interest to developing countries would yield net gains to 
Canada.? Thus the idea of raising these prices is appealing. In principle, export-price 

See Allan Winberg, Raw Materials Producer Association and Canadian Policy (Toronto: Canadian 
Institute of International Affairs, 1975) 

2 Archibald R. M. Ritter, "Conflict and Coincidence of Canadian and Less Developed Country Interests 
in International Trade in Primary Commodities," Economic Council of Canada Discussion Paper 109, 
March 1978. 
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Table 4-1 

Terms-of-Trade Indexes' of Developed and Developing Market Economies, 1960-75 

1960-64 1965-69 
Average Average 1971 1972 1973 1974 1975 

(1970 = 100) 

Developed market economies 97 99 99 100 99 87 89 
Canada 95 98 98 99 105 112 108 

Developing market economies 96 103 100 98 108 173 166 
Oil-exporting countries 100 104 115 113 127 337 318 
Manufactures-exporting countries 91 99 94 92 94 87 86 
Other developing countries 96 103 89 89 99 99 90 
Very poor (under $200)2 99 104 91 92 92 83 76 
Low-income ($200-$400)2 100 105 92 89 98 117 112 
Middle-income (over $400)2 92 101 87 88 101 97 86 

increases beyond market levels might be sought in either of two ways: through the 
exercise of market power co-ordinating rents and prices by means of producer 
associations (like the OPEC oil cartel) or through price subsidization arranged among 
consumer and producer countries in international commodity agreements. 
The viability of producer associations depends on many factors, including the 

concentration of total world resources among producers, the income- and the price 
elasticity of demand, the relative availability of substitutes for each commodity, the 
financial strength of association members, and so on. A rough attempt to gauge the 
potential for creating cartels for a number of leading commodities, on the basis of a 
weighted estimate of the importance of these various considerations, suggests that, if 
only developing countries were involved, the most likely candidates would be bauxite, 
phosphates, and coffee, followed by bananas, rubber, tea, and perhaps a few others. If 
Canada and Australia were included, then uranium, asbestos, iron ore, and copper, 
among others, could be added to the list. The sole commodities in which both Canada 
and the developing world have a clear net advantage are iron ore and copper. 

When one studies in depth the implications of an attempt to force prices up in these 
commodities through cartel action, the difficulties appear formidable. The inter 
national community is not nearly as dependent on any of the items mentioned as it is on 
petroleum. Alternative supplies are available in many instances from countries 
unlikely to join a cartel, albeit from less advantageous sources, and reasonably close 
substitutes usually exist - for example, scrap copper in place of copper ingot. Thus, 
unless a comprehensive network of producer associations could be established, 
embracing virtually all exporting nations and a very wide spectrum of inter 
changeable commodities, any price-raising effects could be expected to be short-lived. 
The prospect of maintaining prices permanently above market levels in this way must 
be considered slim. 

I Unit-value indexes of exports divided by unit-value indexes of imports. 
2 1974 per capita income level. . . 
SOURCE United Nations Conference on Trade and Development, Handbook of International Trade and Development Statistics, 1976, p. 58; and United Nations, 

Yearbook of International Trade Statistics, 1975, vol. I, p. 238. 
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Even if an effective and continuing price increase could be induced, would it be a 
positive move in terms of international development? The result would be a channeling 
of income towards certain countries, some of which are underdeveloped but many 
of which are not, away from others, some of which are also poor countries. Canada, 
the Soviet Union, South Africa, Australia, and Brazil would be gainers; Japan, 
Bangladesh, and Sri Lanka would be losers. While the wealth derived in this fashion 
could, no doubt, be redistributed in such a way as to assist the resource-poor 
developing countries and encourage development generally, we feel there must be less 
cumbersome ways to produce the desired effects. 

Taking account of all these considerations, we would discourage any move by 
Canada to join commodity producers' associations, unless their objectives were clearly 
limited to the exchange of information and the discussion of mutual problems 
and interests, such as the harmonization of fiscal conditions to prevent competitive 
tax-cutting. 

In principle, the raising of commodity prices above normal market levels could also 
be engineered through international commodity agreements (see below). Because 
these instruments call for endorsement from consumer as well as producer countries, it 
is less likely that long-term price enhancement would be among their characteristics - 
except, perhaps, in a minor way, as the quid pro quo in guaranteed supply contracts. 
Nevertheless, we should point out now that our strictures in regard to the rigging of 
prices at artificially high levels through producer associations on a continuing basis 
also extend to ICAS. 

The Instability of Foreign-Exchange Earnings 

More worthy of attention than the level of commodity prices is, in our opinion, their 
excessive fluctuation, because of its impact on the export earnings of countries relying 
heavily on the sale of primary commodities. This phenomenon has become a source of 
great difficulties in many developing nations, particularly those whose range of 
exports is so narrow that a decline in the volume or value of a few exported items can 
adversely affect the entire economy. 

Canada has been able to avoid any serious difficulty in this respect, mainly because 
the variety of its shipments abroad is so great that weaknesses in some commodity 
prices have usually been counterbalanced by strengths in others. Even so, the 
Canadian economy would benefit in several ways from the stabilization of commodity 
prices. Furthermore, Canada would stand to gain indirectly from measures aimed at 
reducing worldwide shocks generated by commodity price instability. National self 
interest thus broadly coincides with the general Canadian desire to see economic 
conditions improve in the developing world. 
Several proposals have been made by the Group of 77 on this score, as part of its 

"integrated program" to promote the New International Economic Order. Funda 
mental to these ideas is the establishment of "international stocking arrangements" - 
that is, international commodity agreements concerned primarily with the manage 
ment of buffer stocks to help expand demand by purchasing when prices fall and to 
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enlarge supplies by selling when prices rise. The stabilization schemes would be 
separate for each major commodity - a requirement necessary because of the different 
characteristics of markets - but they would be co-ordinated into an overall system 
with common funding. This latter point is felt to be crucial, since many commodity 
agreements have failed in the past because of the immense strain on the financial 
resources of a fund when prices fall to very low levels. The view is that, because it is 
unlikely that the prices of all commodities would fall at the same time, the cash 
demands for buying commodities in one sector could be counterbalanced by earnings 
from sales in another through a common fund." 

As a supplement to these arrangements - and to provide comparable cushioning 
effects in the case of commodities that cannot, as a practical matter, be stored - 
it has been suggested that additional compensatory financing measures be instituted. 
Here, no direct intervention in individual commodity markets would be attempted, the 
focus of consideration being the state of a country's balance of payments as affected by 
its export earnings. A compensatory financing facility available for similar purposes 
from the International Monetary Fund since 1963 was expanded in 1976, but the Group 
of 77 has urged that a number of changes be made in the way it operates. The most 
important of these changes would introduce a degree of"progressivity" into the system 
by providing for more favourable treatment of the poorest developing countries.s 
We are inclined to encourage Canada's support of the creation of buffer stock 

arrangements, as well as to favour continued Canadian backing of the idea of a 
common fund. We believe too that Canada should recognize the possible usefulness of 
particular supply-management schemes for certain commodities, such as wheat, and of 
multilateral contracting for others, in either case for reasons of price stabilization. 
Moreover, because of the relative advantages, in most instances, of compensatory 
financing as the principal means of reducing fluctuation in foreign-exchange 
availability, we would strongly urge the Canadian government to promote an increase 
in the borrowing capacity of existing mechanisms, such as the IMF's compensatory 
financing facility, and to ask that they be more favourable to the poorest nations. 

Limitations on the Processing of Commodities 

Value added in processing is perceived by many developing countries as an 
important potential source of income and employment, as well as of foreign-exchange 
earnings and savings - again, an interest shared by Canada. This country has long 
drawn attention to the "escalation" characteristic of import tariffs in many of the most 
important commodity markets - that is, the tendency for rates of duty to be more 
restrictive on imports of processed than of unprocessed materials and still more 

3 See Lord Campbell of Eskan [Chairman], The Common Fund, A Report of the Commonwealth 
Technical Group (London: Commonwealth Secretariat, 1977). 

4 Such features are included in the "Stabex" scheme inaugurated by the European Community and 
associated developing nations (mainly in Africa) under the Lomé Agreement. 
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restrictive on those of semifabricated products, and so on. The Economic Council has 
noted that "the U.S., Japanese, and EEC tariff structures discriminate against the prior 
processing [of eight leading export commodities] by resource-producing countries. 
Moreover, their tariffs are reinforced by a wide range of nontariff barriers, including 
import licensing and quotas, state trading, quality standards, and credit restrictions for 
imported goods."> 
There is also concern in Canada, as there is among the Group of77, about the role of 

multinational firms - a handful of which often dominate the entire world market for 
a commodity - in the biasing of industrial structures against the best interests of 
countries where the commodities are to be found. In a later section of this chapter 
we examine the more general question of the contribution of these firms to the 
development of poor countries. Meanwhile it should be observed that, in order 
for Canada to be convincing in its support of the expansion of commodity processing 
at source, when it can be done efficiently, it must encourage Canadian-based 
multinationals whose operations in the Third World involve opportunities for further 
local processing of export commodities. The principal responsibility in this area, 
however, must clearly rest with the business community. 
While developing nations are themselves not without blemish with respect to tariff 

policy, the outlook for valid co-operation between Canada and the Group of 77 in 
seeking modification of the escalation effect in import tariffs is unlikely to be enhanced 
if Canada is a major offender. The Canadian economy, being prosperous and 
industrialized, can hardly qualify for "infant-industry" nurturing as, perhaps, do some 
of the poor countries. Thus some reform of Canada's own tariff structure would seem 
to be called for. 

In this connection, the Council has examined some of the implications of shifting 
processing facilities to developing countries and, in particular, the impact on Canadian 
production and employment of reduced protection for domestic industries engaged in 
the processing of tropical commodities imported from the Third World." The analysis 
explored in some depth the economics of raw-material processing in six product areas 
of special interest to developing countries: the manufacture of confectionery, coffee 
processing, vegetable oil refining, sugar cane refining, the making of rubber products, 
and the fabrication of mahogany plywood. It concluded that elimination of the import 
tariffs protecting these activities from Third World competition would result in the 
displacement of perhaps 3,000 to 4,000 workers - a rather small number in a 
manufacturing labour force of over two million people - almost all of them located 
in large cities where alternative employment is fairly readily available. If the tariff cuts 
were made on an MFN basis, however, a larger effect would occur in some instances as 
the result of increased penetration of the domestic market by other advanced nations, 
notably the United States. This would be the case, for example, for chocolate 
confectionery, roasted and ground coffee, and rubber tires and tubes. 

5 Economic Council of Canada, Looking Outward: A New Trade Strategy for Canada (Ottawa: 
Information Canada, 1975), pp. 128-29. 

6 Gerald K. Helleiner and Douglas Welwood, "Raw Material Processing in Developing Countries and 
Reductions in the Canadian Tariff," Economic Council of Canada Discussion Paper Ill, April 1978. 
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Later in this chapter we explore some of the implications of the adjustment in 
Canadian industry that would be required if Third World exports of manufactured 
goods were to be given freer access to the domestic market. At this point, it is enough to 
suggest that the amount of disruption involved in making room for imports of more 
fully processed tropical commodities from the developing countries appears miniscule 
by comparison with the larger problems created by increased imports of manufactured 
products. We therefore feel that it would be quite practical for the Canadian 
government to consider sharply reducing, as part of its negotiating position in the 
Tokyo round, those import duties applying to "second-stage" commodity ship 
ments - that is, refined or partially processed materials - in return for similar 
concessions by other countries. 

The Industrialization of the Developing World 

Although the majority of Third World nations are heavily dependent on primary 
production, this preponderance is gradually changing. Indeed, a major transformation 
of the structure of the world economy is under way by virtue of the industrialization of 
many developing countries. This change has been actively sought by those countries, 
which in 1975 announced their goal of accounting for at least 25 per cent of world 
manufacturing output by the year 2000, compared with their present 8 per cent.' 
Moreover, the emphasis on "import substitution" as a means of promoting industry 
seems to be giving way to attempts to set up internationally competitive activities 
aimed largely at export markets. 
Industrialization is considered by most nations to be an integral part of the process 

of economic development, and certain considerations are pushing the developing 
countries in that direction all the more quickly. The first factor affecting the rate of 
industrialization in the developing world has been the establishment of the Organiza 
tion of Petroleum Exporting Countries (OPEC). The cartelization of oil exports by 
these nations has tremendously increased their economic and political power and 
affected world economic structures in various ways. First, there is now the tendency for 
oil-intensive activities to relocate in countries that offer the best domestic price for oil 
and the greatest security of supply. Second, vast financial power derived from oil 
exports is now located in a few developing economies. Through their oil revenues, 
these countries can substantially alter the distribution of international production; 
already some of these funds have been spent on industrialization projects in the 
developing world. Thus the location of industrial investment is no longer decided 
exclusively by the developed countries. 

Several other factors point to the growing capacity of developing countries to 
produce manufactured goods. Not the least is the gap between wages in the South and 
those in the North, which tends to attract labour-intensive industries to the former. It 

7 UNIDO, "Report of the Second General Conference of the United Nations Industrial Development 
Organization," document no. ID/CONF. 3/31,9 May 1975, p. 47. 
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is worth noting that the "quality" of labour in developing countries is improving 
because of advances in education and health. Moreover, the resultant difference in 
product prices implies that developed-country retailers will face increased incentives to 
buy goods produced in the Third World, thus boosting the demand for these goods and 
giving impetus to further shifts in the structure of international production. With 
global communications and transportation becoming ever more effective, "worldwide 
sourcing" is, indeed, increasingly a reality of commercial operations. Furthermore, the 
sale of technically sophisticated equipment to developing countries in recent years has 
led towards the erosion of technological protection in the developed nations and 
enhanced the competitiveness of manufactured exports from the developing world. 
Yet another phenomenon influencing the location of industrial activity is the 

appearance of environmental legislation in the developed nations. Since antipollution 
regulations increase the costs of production for the polluting firm (other things being 
equal), pollution-intensive industries will relocate in the Third World, where concern 
with the quality of the environment has not yet been strongly voiced. One cannot, of 
course, discount the possibility that objections to environmental damage in the 
developed countries will decrease if the problems of slow growth, declining inter 
national markets, and unemployment begin to threaten standards of living. We 
believe, however, that it would take a severe and prolonged depression to move 
priorities sharply away from pollution abatement. 

Private banks may also be expected to react positively to the increased industrializa 
tion of developing countries. At present the developing countries are heavily in 
debt to developed-country private financial institutions. These institutions will view 
favourably any stable and significant source of foreign exchange with which their loans 
can be repaid. 
On balance, therefore, greater industrialization of developing economies seems 

inevitable. It will pose a serious challenge to the industrial structure of the developed 
world, including that of Canada, but it will also create many opportunities. Canada 
would find it difficult, and more and more costly, to insulate itself from developing 
country competition by hiding behind tariff and nontariff barriers. For these reasons, 
it must find politically and economically acceptable ways of redeploying its resources, 
both at home and abroad, to more competitive and remunerative activities. 

Imports and Import Barriers 

In examining the implications of this new industrialization process in the Third 
World, we must look closely at the structure of Canadian imports and import 
protection. At the outset, we should recall that the Economic Council has already 
taken a stand in favour of a freer trade policy for Canada.! Nothing that has happened 
since we adopted that position has altered our view as to the desirability of this long 
term goal. In a general sense, Canadian relations with developing countries are 

8 Economic Council, Looking Outward. 
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incidental to any such overall posture, but, because the current state of international 
economic affairs requires that the Third World be treated as an entity, we may 
legitimately take the opportunity to examine ways in which special arrangements for 
the developing nations might be introduced in line with our stance on broader 
Canadian policies for international trade. 
Canada draws much more heavily on outside sources of supply for its total goods 

requirements than do most other major industrial powers: for example, Canada's per 
capita imports in 1971-75 averaged more than $1,100 annually, compared with $350 
per capita in the United States. Yet it imports remarkably little from the developing 
world and its purchases from this source are comparable, relative to its population, to 
those of less trade-dependent economies - typically, only a little over $100 per 
capita annually. There is an even more striking difference between Canadian and 
foreign reliance on imports of Third World manufactured goods (Table 4-2). On the 
face of it, this is a curious circumstance. 

Table 4-2 

I mports per Capita, Major Developed Countries, Average, 1971-75 

All imports Manufactured goods 

Developing Developing 
World countries World countries 

(Dollars) (Per cent) (Dollars) (Per cent) 

Canada 1,108 133 12.0 871 26 3.0 
United States 343 121 35.3 208 34 16.3 
EEC 798* 174 21.8 473* 28 5.9 
Japan 326 173 53.1 81 22 27.2 

'Including intra-EEC trade. 
SOURCE Corbo and Hawrylyshyn, "Canada's Trade Relations with Developing Countries"; and United Nations, 

Monthly Bulletin of Statistics (February and May 1977). 

Canada's imports more than doubled, in value terms, between 1966-70 and 1971-75, 
and the share of the total represented by goods from the developing world increased 
somewhat - from 9 per cent to 12 per cent annually (Table 4-3). This gain, however, 
was largely the result of a higher oil bill, as reflected in the substantial rise in the share 
of imports from the Middle East. There was also a slight increase in the proportion of 
goods imported from developing Asia, but the shares from Africa (excluding Egypt 
and Libya) and from Latin America and the Caribbean hardly altered at all over the 
period. In terms of average annual rates of growth, the Canadian experience has been 
broadly similar to that of the United States and the EEC, whereas Japan's purchases 
from the Third World have been rising much more rapidly (Table 4-4). The differences 
between Canada and its major trading partners are somewhat greater when patterns of 
import growth by region are examined. 

The geographic breakdown of import origins provides, it would appear, part of the 
explanation for Canada's rather limited import trade with developing countries. If one 
assesses the distribution of other advanced nations' imports, certain links appear 
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Table 4-3 

Imports,' by Region of Origin, Major Developed Countries, Annual Averages, 1966-70 and 1971-75 

Canada United States EEC Japan 

Average 
1966-70 1971-75 annual 1971-75 1971-75 1971-75 

percentage 
Millions Millions increase, Billions Billions Billions 
of U.S. Per of U.S. Per 1966-70 to of U.S. Per of U.S. Per of U.S. Per 
dollars cent dollars cent 1971-75 dollars cent dollars cent dollars cent 

From developed market and 
centrally planned economies 10,226 91.2 21,572 88.0 16 46.7 64.7 160.1 78.2 16.6 46.9 

From developing market 
economies 991 8.8 2,941 12.0 24 25.5 35.3 44.5 21.8 18.8 53.1 
Middle East2 98 0.9 843 3.4 54 3.0 4.2 21.6 10.6 8.7 24.7 
Asia (excl. Middle East) 193 1.7 535 2.2 23 7.1 9.9 5.3 2.6 7.1 20.2 
Africa (excl. Middle East) 116 1.0 304 1.2 21 3.6 5.0 11.2 5.5 1.4 3.9 
Latin America and the 
Caribbean 584 5.2 1,259 5.1 17 11.8 16.3 6.4 3.1 I.5 4.3 

Total 11,217 100.0 24,513 100.0 17 72.2 100.0 204.6 100.0 35.3 100.0 

I Excluding "special category" imports and unclassified commodity transactions. 
2 Bahrain, Cyprus, Egypt, Iran, Iraq, Israel, Jordan, Kuwait, Lebanon, Libya, Oman, Qatar, Saudi Arabia, Syria, Turkey, United Arab Emirates, and North 

and South Yemen. 
SOURCE Corbo and Hawrylyshyn, "Canada's Trade Relations with Developing Countries"; and United Nations, Monthly Bulletin of Statistics (February and 

May 1977). 

between Europe and Africa, between Japan and other parts of Asia, and between the 
United States and Latin America - especially if the need of the EEC and Japan for 
Middle East oil is abstracted. There seems to be an effective relationship between these 
partner regions, mainly because of historical links but also, no doubt, by virtue of the 
efforts of the developed countries concerned to secure stable sources of supply for their 
requirements of industrial raw materials and tropical agricultural produce from 
nearby resource-abundant developing areas. In regard to such a division of the world, 
Canada may be viewed as either relatively self-sufficient - that is, lacking the need 
for a raw-materials "hinterland" - or, equally plausibly, as a part of the U.S. 
regional influence zone. Since these interregional trade relations are even stronger on 
the export side, we have to conclude that the latter interpretation is the more 
convincing. 

Both because of Canada's relative self-sufficiency in primary commodities and 
because of the rather high level of manufacturing costs in this country, one might 
expect a heavy inflow of manufactured goods from the developing world, at least 
compared with other advanced industrial nations. This expectation is strengthened by 
frequent suggestions on the part of business and labour interests that Canada's trade 
policies encourage disproportionate reliance on various secondary manufactures 
imported from Asia and elsewhere in the Third World. 
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Table 4-4 

Average Annual Growth Rate of Imports, by Region of Origin, Major Developed Countries, 1966-70 to 1971-75 

Imports of 
Total imports from: manufactures from: 

Latin 
All Asia Africa America All 

All developing Middle (excluding (excluding and the All developing 
regions regions East Middle East) Middle East) Caribbean regions regions 

(Per cent) 

Canada 17 24 54 23 22 17 16 28 
United States 18 24 41 24 37 19 17 22 
EEe 19' 22 30 23 16 li 20· 17 
Japan 26 32 40 33 20 17 22 31 

'Including intra-EEC trade. 
SOURCE United Nations, Monthly Bulle/in of Statistics (April and July 1972, and February and May 1977). 

In fact, the data do not wholly support this proposition. The average annual value of 
Canadian imports of manufactured products from developing regions in 197 I -75 
worked out to just $26 for each citizen, or only 3 per cent of Canada's total imports of 
such goods; this is a rather small proportion by international standards (Table 4-2). 
Admittedly, manufactured goods formed a slightly larger proportion of Canada's total 
purchases from Third World countries in 1971-75 than they did of European and 
Japanese acquisitions from these areas; but the Canadian percentage was significantly 
lower than that of the United States in this respect (Table 4-5). On the other hand, 
Canada's imports of manufactures from developing countries have been growing 
faster than those of the United States and the EEC, and almost as fast as those of Ja pan 
(Table 4-4). Although the absolute amounts are relatively small, it is this pace of 
increase that can cause adjustment problems. 

Factors in Import Performance 

A study undertaken for the Council has attempted to assess recent Canadian trade 
performance, insofar as Third World sources and markets are concerned, in terms of 
the relative importance of various influences." For example, of the increase of some 
U.S. $1,950 million in Canada's imports from developing countries between 1966-70 
and 1971-75, how much was due to the Canadian real growth effect ?IO How much was 
the result of price inflation? How much resulted from higher Canadian demand for the 
types of commodities that developing countries can supply? And how much of the rise 

9 Vittorio Corbo and Oli Hawrylyshyn, "Canada's Trade Relations with Developing Countries," a study 
prepared for the Economic Council of Canada, 1971î. 

10 The real growth effect is defined as the total increase in Canada's imports, reflecting both real income 
changes and any shifts in competitive position between domestic and foreign suppliers. 



II Table 4-9 shows how much larger the imports of manufactured products from developing Asia loom in 
the Canadian market than do those from Latin America and the Caribbean. 
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Table 4-5 

Commodity Composition of Imports, by Source,' Major Developed Regions, Average, 1971-75 

Canada United States EEC Japan 

LDCs MDCs World LDCs MDCs World LDCs MDCs World LDCS MDCS World 

(Per cent) 
Commodity group: 

Primary goods 80.1 13.4 21.4 71.7 21.8 39.4 84.1 28.6 40.7 87.0 61.8 75.2 
Food, beverages, and tobacco 15.2 6.8 7.8 18.3 7.8 1l.5 15.7 13.0 13.6 10.0 19.0 14.2 
Crude materials 6.2 4.6 4.8 7.7 6.7 7.1 13.0 9.7 10.4 16.9 30.3 23.2 
Fuels 58.8 2.0 8.8 45.6 7.2 20.8 55.5 5.9 16.7 60.1 12.5 37.8 

Manufactured goods 19.9 86.6 78.6 28.3 78.2 60.6 15.9 71.4 59.3 13.0 38.2 24.8 
Chemicals 0.5 6.1 5.5 l.5 4.9 3.7 0.9 9.7 7.8 l.l 7.6 4.2 
Machinery and transport equipment 3.2 55.5 49.2 6.1 40.9 28.6 1.3 28.0 22.2 l.l 15.3 7.7 
Basic and miscellaneous manufactures 16.2 25.0 23.9 20.8 32.4 28.3 13.6 33.7 29.4 10.8 15.3 12.9 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

(Billions of U.S. dollars) 

Total value 2.9 21.6 24.5 25.5 46.7 72.2 44.5 160.1 204.6 18.8 16.6 35.3 

I LDCs - less-developed countries; MDCs - more-developed countries. 
SOURCE Corbo and Hawrylyshyn, "Canada's Trade Relations with Developing Countries"; and United Nations, Monthly Bulletin of Statistics (February and May 1977). 

can be ascribed to improved competitive capability in developing nations - better 
product quality, lower prices relative to those of other suppliers, and similar factors? 
The analysis showed comparatively little systematic advantage emerging among 

developing countries as a whole in the Canadian market; the main causes of the 
increase were Canadian real growth and overall price inflation (especially, of course, in 
the case of oil), plus the "commodity-composition" effect derived from the fact that 
developing countries are the main suppliers of Canada's petroleum imports. The 
increased competitiveness of manufactured goods from South and Central America 
(including the Caribbean) and from Asia is particularly noteworthy. While the Latin 
American and Caribbean improvement has been the most marked in relative terms, the 
much greater absolute volume of manufactures imported from Asian developing 
countries is the more significant phenomenon, at least for the present.'! 

The Structure of Canadian Import Barriers 

The study also sought to determine whether Canadian import barriers against Third 
World suppliers are more or less restrictive than those of other advanced countries 
and, in any case, more or less biased compared with the overall structure of Canada's 
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Table 4-6 

Average and Standardized Tariffs I on Imports, by Commodity and Region of Origin.? Canada and the EEC, 1972-75 

Canada EEC 

LDCS MDCS World Standardized) LDCs MDCS World Standardized) 

(Per cent) 

Commodity group: 
Primary goods 2.9 4.3 3.7 3.0 1.9 5.3 3.7 4.1 
Food and live animals II.! 6.7 7.8 5.1 7.7 5.3 5.9 6.3 
Beverages and tobacco 18.0 13.4 13.9 17.1 27.0 34,8 33,6 33.0 
Crude materials 0.3 0.9 0.8 0,9 0,2 1.2 1.0 1.0 
Fuels 0.1 7.3 2.4 0,8 0.2 4,1 1.1 I.! 
Animal and vegetable oils 8.6 8.0 8.2 7.8 8.5 7.4 7.9 7.7 

Manufactured goods 15.5 7.2 7.4 9.6 7.5 8.7 8.6 8.7 
Chemicals 8,8 9.1 9.1 8.8 7.9 II.! 11.0 10.9 
Basic manufactures 9.3 10.7 10,6 9.7 4,0 6,6 6.4 6.4 
Machinery and transport equipment 10.6 5.0 5.0 7.4* 8.9 8.3 8.3 8.5 
Miscellaneous manufactures 23.3 12.6 13.9 16.2 15.0 12.1 12.4 12.2 

All goods 5.0 6.7 6.5 7.0 2.8 7.5 6.4 6.9 

'Excluding duty-free imports of automotive products from the United States under the Auto Pact. 
I Duty paid as a percentage of the value of imports. 
2 LDCS - less-developed countries; MDCS - more-developed countries, 
3 The 1973 import basket of OECD countries is used as weights for both Canada and the EEC when aggregating from the SITC two-digit tariff level to the one-digit level. 
SOURCE Corbo and Hawrvlvshvn, "Canada's Trade Relations with Developing Countries," 

obstacles against inflows of foreign goods. Such comparisons are immensely 
complicated for a number of reasons, not the least of which is the difficulty of deciding 
on an appropriate weighting for the aggregates that any averages must represent. By 
definition, an import barrier reduces the amount of imports, and a high barrier 
naturally has a more inhibiting effect than a low one.'? The analysis in this case sought 
to avoid some of the problems of distortion, but it is clear that many remain. 
Nevertheless, the findings are instructive. 

The tariff rates of the European Economic Community served as the main reference 
in comparing Canada's import restraints with those of other countries (Table 4-6).13 
The results show that Canadian import duties on primary goods are, in general, fairly 
close to EEC rates; on several categories of manufactured products, however, they are 
significantly higher than the European levels (Table 4-7). In comparing rates of duty 
against developing countries alone - a calculation that takes note of the differences 
in commodity composition within categories between this trade and total trade - the 

12 Further comparison of Canadian and foreign levels of protection is to be found in Economic Council, 
Looking Outward, pp. 10-17, 

13 It might be noted that the EEC is generally regarded as one of the more liberal trading entities among the 
world's major economies. 



Basic manufactures 
Leather products 
Rubber products 
Wood products 
Paper products 
Textiles 
Nonmetallic minerals? 
Iron and steel 
Nonferrous metals 
Manufactures of metals, n.e.s. 

Cutlery 
Household equipment 

Machinery and transport equipment 
Nonelectric machinery 
Electric machinery 
Transport equipment 

Bicycles, trailers, and carriages 

Miscellaneous manufactures 
Plumbing, heating, and lighting fixtures 
Furniture 
Clothing 
Footwear 
Scientific, photographic, and timing instruments 
Miscellaneous manufactured articles 

Books and printed matter 

Canada EEC 

(Per cent) 

8 10 
8 10 
10 10 
14 10 
0 5 

II 16 

7 4 
15 8 
13 10 
12 10 
20 12 
10 5 
4 3 
2 3 
II 8 
20 15 
18 8 

5 7 
II 9 
8* 10 

17 7 

17 9 
19 8 
25 16 
25 19 
8 10 
II 10 
6 3 

50 On Trade and Investment 

Table 4-7 

Average Tariffs I on Manufactured Imports, Canada and the EEC, 1971-75 

Chemicals 
Chemical elements and compounds 
Dyeing, tanning and colouring materials 
Medicinal and pharmaceutical products 
Perfume materials, toilet and cleansing preparations 
Fertilizers 
Plastics 

'Excluding duty-free imports of automotive products from the United States under the Auto Pact. 
n.e.s. - not elsewhere specified. 
I Duty paid as a percentage of the value of imports. 
2 Cement, glass, pottery and china, etc. 
SOURCE Corbo and Hawrylyshyn, "Canada's Trade Relations with Developing Countries." 

study found that Canada tends to have higher levels of protection than the EEC on 
manufactures (Table 4-6), Indeed, average Canadian tariff levels against developing 
countries appear to be markedly higher in some sectors of manufactured goods than 
duties against imports as a whole.!' 

14 These estimations do not take into account the effect of the generalized system of preferences, 
introduced only in 1974. 
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Table 4-8 

Outstanding Notifications of Nontariff Barriers (NTBs) Existing in Six Importing Countries.' End of 1974 

United West 
Canada States Germany Britain France Italy 

NTB classification: 

Government procurement II ( 3) 26 ( 6) I ( -) II ( 3) 19 (12) 12 ( 7) 
Customs procedures 20 ( 5) 49 (10) 2 ( I) I ( I) 2 ( I) 5 ( 2) 
Standards 9 ( 3) 23 ( 3) 7 ( I) Il ( 3) 12 ( 3) 5 ( 1) 
Specific limitations 9 ( 4) 23 ( 6) 15 ( 8) 14 (11) 23 (15) 20 ( 8) 
Charges on imports - ( -) 7 ( 1) 6 ( 5) 1 ( -) 11 ( 3) 26 (19) 

Total 49 (15) 128 (26) 31 (15) 38 (18) 67 (34) 68 (37) 

I Instances of barriers encountered by exporters to each of the listed countries, as reported to GATT. Shown is the total number of barriers reported in each case; those 
reported by developing countries appear in parentheses. (In the case of the European countries, an additional IS (7) NTBs were reported at the EEC level.) 

SOURCE Corbo and Hawrylyshyn, "Canada's Trade Relations with Developing Countries." 

With respect to non tariff protection, measurement is of course very difficult. A 
rather rough, but useful, indication of the relative incidence of nontariff barriers is 
provided in Table 4-8, which reports the number of notifications of such barriers made 
by exporting countries as part of a complaints procedure under GATT. It will be seen 
that, while Canada was about midway in the list of offenders generally, the number of 
notifications by developing countries was relatively low. IS 
As we have already noted, the Council believes that, in principle, the best policy for 

Canada will be one that enables industrial capability to arise wherever there is an 
actual or potential comparative advantage - including in developing countries 
so that factors of production at home may be concentrated in areas where Canadian 
efficiency is greatest. To the extent that Canada wishes to contribute to international 
development, it can pursue the aim of maximizing locational efficiency through the use 
of a system of trade preferences with the Third W orId, thereby helping to increase 
incomes in developing countries and, at the same time, encouraging the shift of its own 
resources out of industrial activities where wages are low and survival is only possible 
at the price of heavy (and thus costly) import protection. 

In a very approximate way, this possibility was recognized by the Canadian 
government when, in 1974, it adopted a special category in the import tariff as part of 
its "generalized system of preferences" (GSP). The GSP arrangements, under which 
roughly comparable initiatives have been taken by all developed nations, provide for 
rates of duty against developing-country goods that are somewhat below the standard 
most-favoured-nation (MFN) levels. The Canadian GSP allows eligible imports from 
listed nations to enter this country at duties equal to the existing "British preference" 
(BP) rates - vestiges of which remain for a few countries - or two-thirds of the 
MFN rates, whichever is lower. A substantial number of products are specifically 
exempted from the preference, however, including many clothing and textile items and 

15 There have, however, been a number of major new restraints on clothing and other imports into Canada 
in recent years; so this table is, to some extent, out of date. Moreover, certain developing countries do 
not belong to GATT. 
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various others that are, in fact, among those in which the capabilities of developing 
countries are greatest. Thus much of the ostensible purpose of the device is negated. 

How much is really at stake here? In 1975, Canada's total imports were valued at 
over $30 billion, of which some $4 billion came from developing countries. Although 
the lists of potential beneficiaries of British preference and of the GSP do not exactly 
match the list of developing countries, they are very close; and Canadian imports from 
BP and GSP beneficiaries in 1975 were also worth approximately $4 billion." Of that 
trade, more than $3 billion entered duty-free under the MFN provisions, leaving less 
than $800 million liable to duty. The provisions of BP and GSP then relieved of such 
duty other goods valued at nearly $150 million, bringing the dutiable category down to 
only slightly over $600 million. Of the country's $30-billion import bill, this is the 
portion from developing regions that Canada feels must be subjected to a tariff so that 
domestic industry will not become overwhelmed.!? And about two-thirds of the 
dutiable imports are subjected to a tariff because they are the items included in the list 
of exceptions to BP and GSP treatment. 

The major beneficiaries of the system - those which would doubtless be in a 
position to gain still more should Canada's market be opened more widely to goods 
from the developing world - are hardly the poorest countries in that group. It may be 
that some "second-round" effects from this trade would benefit the poorer nations, but 
that is difficult to show. What is known is that, of all the Canadian imports that were 
eligible for GSP treatment in 1975,20 per cent came from Hong Kong and 20 per cent 
from South Korea, while other important sources were Malaysia, Singapore, Mexico, 
Brazil, and Yugoslavia. Thus expansion of the trading opportunities afforded under 
Canada's GSP would be essentially to the advantage of the already rather successful 
international traders among the developing group. 

Industrial Adjustment and Redeployment 

As a result of the industrialization of the Third World, it is likely that, within fifteen 
or twenty years, the manufacture of a wide range of goods that are today considered 
typical of the industrial output of more advanced nations - automobiles, household 
appliances, electrical equipment, light engineering products, and many more - will 
have shifted to low-wage countries. Already, considerable alarm has been expressed in 
Canada about the increasing capability of developing countries to export certain 
manufactured goods to our markets at prices so low that, despite import tariffs, they 
easily undercut domestic production. As a consequence, business and labour interests 
in a number of fields have exerted great pressure on the federal government to raise 
protective nontariff barriers. While this pressure has been resisted in most cases, in the 
past year or so new arrangements have been brought into being to limit imports of 
some clothing, footwear, and other items; and further restrictive devices are under 
active discussion. 
16 J. R. Downs, "Canada's General Preference System," a study prepared for the Economic Council of 

Canada, 1977. 
17 Needless to say, this total would be larger if it were not for the tariff. 
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Ultimately, it is impossible to stem the tide of international competition in this 
fashion. While the world economy is full of imperfections, as a basic principle there can 
be no doubt that overall efficiency - and thus income - in both Canada and the 
supplying countries would be enhanced, over the long run, by reducing distortions to 
trade and helping market forces to operate more readily. The fear is, of course, that 
such a policy would create very serious disruptions in the short-to-medium term if the 
process were not carefully managed: it might put many firms out of business, deprive 
large numbers of workers of their livelihood, and leave whole communities in 
jeopardy. Political leaders are bound to sympathize with those members of their 
electorate who are faced with such prospects, and that is why the economist's efficiency 
and income arguments - and the needs of poorer nations seeking to industrialize - 
do not always win the day. 
The only way out of the dilemma is to evolve a clear program of governmental 

action, approved by society as a whole, to assist in the adjustment of Canadian 
production to the new circumstances - including the adaptation of techniques, the 
reorganization of plants and processes, and, in some instances, the abandonment of 
certain lines of activity altogether - with all that this entails in terms of redeploying 
the relevant resources (including workers, above all) to other pursuits. It is necessary, 
therefore, to identify the specific industries and products actually or potentially 
affected, the nature of the capital and labour involved, and the regions in which these 
enterprises and workers are located. In particular, it is essential to have a rather exact 
impression of the characteristics of the people whose jobs are at risk and some idea of 
their ability to turn their hands to other work and sometimes move to other places. 
Where the scale and concentration of the threat to current jobs is especially great, a 
detailed perception of the structure of industrial endeavour throughout that whole 
area will be required. With such information, the policy-maker can begin to develop a 
strategy more in accord with the imperatives of international comparative advantage. 

The Anatomy of the Vulnerable Industries 

In an attempt to bring together the relevant data for this purpose, the Council 
undertook a study of the imports from developing countries that impinge on the 
Canadian output of manufactured goods." This analysis made use of new statistical 
series showing domestic shipments and imports, in great product detail. It thus made 
possible an item-by-item assessment of market penetration by developing-country 
imports - a hitherto impossible task. The work revealed that, of some 900 categories 
of products manufactured in Canada during the early 1970s, 127 were being challenged 
in a meaningful way by imports of which the Third World provided a major or 
growing share; the main suppliers were primarily located in Asia (Table 4-9). Apart 
from tropical food products, the goods concerned were concentrated in the following 

18 Roy A. Matthews (assisted by Frances Mowbray), "Canadian Industry and the Challenge of Low-Cost 
Imports," a study prepared for the Economic Council of Canada, 1978. 
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Table 4-9 

Value of Imports of Inedible End Products from Major Developing-Country Suppliers, 
Canada, 1974-76 

1974 1975 1976 

(Millions of dollars) 

Hong Kong 116.6 149.1 247.5 
Korea 100.7 120.1 242.2 
Taiwan 141.9 140.9 229.6 
Brazil 26.7 57.7 61.7 
China 31.4 32.4 57.2 
Mexico 47.5 34.4 48.4 
Singapore 15.1 21.7 32.1 
Puerto Rico 14.9 18.9 30.0 
India 14.8 17.3 20.6 
Israel 7.6 10.1 14.0 
Philippines 4.7 7.4 10.6 
Malaysia 17.3 9.0 9.6 
Pakistan 5.9 5.8 4.5 

SOURCE Based on data from Statistics Canada. 

sectors: textiles, clothing, wood products, electrical apparatus, leather goods and 
footwear, toys, and sporting goods. During the 1971-74 period, market penetration 
was greatest, increasing most rapidly in the case of a few wood products, a substantial 
number of clothing items, several leather products and kinds of shoes, and some toys. 
Electrical and electronic equipment from developing countries still held relatively 
small shares of the Canadian market as of 1974, although in a number of instances 
imports were growing fairly rapidly. 

On the basis of this and other evidence, it was decided to examine the employment 
and locational characteristics of four main manufacturing sectors (leather goods, 
textiles, knitting mills, and clothing), parts of a fifth (electrical and electronic equip 
ment),!? and one segment of the "miscellaneous manufactured products" sector 
(sporting goods and toys). 
This choice could be criticized as insufficiently "forward-looking." The future is 

likely to see developing countries acquire the competence to manufacture a much 
greater variety of products than these few, often involving more complex technology. 
Indeed, this process is already under way, and attempts have been made to predict the 
industries in which future competition of this kind will arise, based on the 
characteristics of products and processes, the structure of international trade barriers, 
and institutional peculiarities in the business sector.P We are nevertheless disinclined 

19 It has been concluded, from present evidence, that Canadian production might be considered 
threatened by competition from developing countries in only four subsectors of this industry - small 
electrical appliances, lighting fixtures, household radio and television receivers, and miscellaneous 
electrical products. 

20 See, for example, G. K. Helleiner, "Industry Characteristics and the Competitiveness of Manufactures 
from Less Developed Countries," Weltwirtschaftliches Archiv [Review of World Economics], 
Band 112, Heft 3, 1976, pp. 507-24. 
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Table 4-10 

Employment in Six Vulnerable Industries, by Sex, Canada, 197 J 

All workers Male workers Female workers 

As a proportion of: As a proportion of: As a proportion of: 

Manufacturing Total Manufacturing Total Manufacturing Total 
Total employment employment Total employment employment Total employment employment 

(Thousands) (Per cent) (Thousands) (Per cent) (Thousands) (Per cent) 

Leather goods 29 1.7 0.3 14 1.1 OJ 14 3.6 0.5 
Textiles 69 4.0 0.8 43 3J 0.8 26 6.4 0.9 
Knitting mills 18 1.1 0.2 7 0.5 0.1 12 2.9 0.4 
Clothing 95 5.5 1.1 27 2.1 0.5 68 16.7 2.3 
Electrical 

(vulnerable 
subsectors 
only) 31 1.8 0.4 19 1.5 0.3 12 3.0 0.4 

Sporting goods 
and toys 10 0.6 0.1 6 0.4 0.1 4 1.0 0.1 
Total 251 14.7 2.9 116 8.9 2.0 136 33.7 4.6 

SOURCE Based on data from Statistics Canada. 

to move beyond the bounds of a revealed set of data in this area. Moreover, we 
feel that, in a rough way, the list of industrial categories included in our appraisal 
represents a "development frontier" for poor countries. 

That point could be argued. But it is broadly true that industrialization in the Third 
World will likely begin with standard-technology, labour-intensive products and then 
later extend into more sophisticated areas. Although the second stage may be just as 
troublesome for Canadian industries affected by the resultant competition, such 
problems are more generally related to questions of manufacturing efficiency and 
organization - very rightly a cause for concern in this country at present - than to 
the particular adjustments needed in the context of increased imports from developing 
nations. To put the same thought a little differently, the accommodation of industries 
in the vanguard of the process is a first priority and a portent of Canada's ability to 
make the necessary changes. If that can be done, later adjustments are also likely to be 
possible. 

Industries vulnerable to import competition from the developing countries em 
ployed about a quarter of a million workers in 1971 - representing some 15 per cent of 
all manufacturing jobs or 3 per cent of Canada's total employment (Table 4-1 0). Of the 
six industries, clothing and textiles employed the most." A number of people in other 

21 Estimates for 1977 show that 120.000 people were employed in clothing and knitted goods and 
58,000 in textile-a decrease of 4,000 workers in the three industries since 1971. See Secrétariat 
des conférences socio-éconorniques, Pour des politiques el des mesures de stabilisation de l'industrie du 
textile, du vêtement el de la bonneterie, background paper for the "conférences socio-éconorniques" 
(Québec: Éditeur officiel du Québec. 1977). pp. II and 27. 
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activities owe their livelihood indirectly to the continued prosperity of these industries. 
Some of the additional workers involved would be in supplying industries, in a variety 
of activities dependent on the markets represented by the people directly affected, and 
so on; most. however, would likely be in service enterprises located close to the 
endangered plants. Therefore, the impact of foreign competition must be multiplied 
by a factor of about three.> 
We are thus talking, in terms of direct and indirect effects, about up to 10 per cent of 

Canadian employment. It would be foolish, however, to think of these industries as 
being wholly unable to survive further competition from developing-country goods. In 
the first place, only a portion of the challenge to Canadian production comes from that 
source, and some subsectors would not be affected. Moreover, much of the Canadian 
textile industry, for example, has undergone great changes in recent years and is today 
extremely modern and technically efficient; certain of its activities could survive in 
virtually any competitive environment. Similarly, parts of the clothing sector are so 
attuned to local fashion requirements as to be almost certainly secure from 
displacement by imports from the developing world or anywhere else. The micro 
economic examination needed to determine which elements in the respective sectors 
would stand a good chance of remaining in business in the face of increased 
competition from the Third World is beyond the scope of our study; indeed, given the 
enormous complexities of these matters, it is doubtful that it could effectively be 
undertaken at all. We are therefore obliged to adopt the pessimistic view, for the sake 
of this appraisal, that the whole range of industrial activity covered would be 
potentially affected, even though we know that this is unlikely. 

The Regional Focus 

In terms of the regional impact of developing-country competition, virtually all the 
direct effects would be experienced in the provinces of Quebec and Ontario, where the 
vast majority of the six industries are to be found (Table 4-11).23 In broad terms, our 
assessment of the regional impact indicates that vulnerability to competition from 
goods manufactured in the developing countries presents the potential for significant 
job displacement in several areas of these two provinces (see map), plus a few other 
places. The prospect of major disruption would arise in southwestern, central, and 
south-central Quebec - that is, the greater Montreal region, the Mauricie area of the 
St. Lawrence north shore (especially Trois-Rivières and Shawinigan), and all of the 
Eastern Townships - as well as, to a somewhat lesser degree. in eastern and east 
central Ontario, notably the Ottawa and St. Lawrence valleys. These are the regions 
where difficulties may occur over a wide territory, affecting cities, towns, and villages. 

22 The ratio usually suggested in these connections is two extra jobs in services and other employment for 
everyone in goods production. 

23 Our detailed appraisal of the regional impact is presented in Appendix B of this study. 
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Regions and Localities' Vulnerable to Competition from Developing Countries, 1971 

Montreal 
region 

• Cities and towns where 10 per cent or more of all workers were employed in six vulnerable industries 

... Cities and towns where 5 to 9.9 per cent of all workers were employed in six vulnerable industries? 

I Census divisions where 10 per cent or more of all workers were employed in the textile, knitted goods, and 
clothing industries 
Census divisions where 5 to 9.9 per cent of all workers were employed in the same industries 

In addition to the Quebec and Ontario communities shown, the following localities are also dependent on the six 
vulnerable industries: Truro, Nova Scotia (7 per cent), the Toronto district of York and the Winnipeg district of West 
Kildonan (just over 6 per cent each). The figures in parentheses show the proportion of the labour force employed in the 
vulnerable industries. 
Textiles, knitted goods, clothing, leather goods, electrical products, and sporting goods and toys. 
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Table 4-11 

Employment ir: Six Vulnerable Industries, by Region, Canada, 1971 

Atlantic Prairie British 
Provinces Quebec Ontario Provinces Columbia 

(Thousands) 

Leather goods OJ 13.6 13.4 1.0 0.4 
Textiles 1.7 35.5 28.6 1.6 1.3 
Knitting mills 1.2 9.8 6.4 0.5 0.3 
Clothing 0.6 61.7 21.2 8.7 2.4 

Electrical (vulnerable 
subsectors only) 0.3 7.3 21.5 1.4 0.8 

Sporting goods and toys 0.1 3.2 6.2 0.2 OJ 

Total 4.2 131.1 97.3 13.4 5.5 

SOURCE Based on data from Statistics Canada. 

By contrast, more isolated and less severe dislocation is suggested for the Quebec 
communities of Joliette and Lachute and for the areas of Trenton, Barrie-Midland, 
possibly Lindsay, and (to some extent) Kitchener-Brantford-Guelph-Woodstock, as 
well as the Toronto district of York, in Ontario. In other provinces, the town of Truro 
in Nova Scotia would be susceptible to disruptive effects, and the Winnipeg district 
of West Kildonan is also somewhat vulnerable. 

When one considers these impacts in detail, the evidence is that the region with the 
greatest concentration of vulnerable industries - Montreal and its immediate 
surroundings - would be capable of reasonably successful adjustment, provided that 
its traditional economic strength were maintained sufficiently. We believe, however, 
that action is required to arrest the long-standing erosion of Montreal's industrial 
position. As for other areas of likely disruption, the outlook is bleakest in the distant 
fringes of Montreal and particularly so in the Eastern Townships and the Mauricie 
area.s- 

All this having been said, we should make clear our belief that such problems are far 
from insoluble. One of the features of the Canadian situation that provides grounds for 
optimism on this score is the dynamism of the labour market. A report published by 
the Council in 1976 revealed something of the huge flows of people into and out of the 
work force, from one region to another, and between rural and urban areas.ë A survey 

24 The average rates of unemployment in these latter two areas in 1976, when the national rate was 8.1 per 
cent, were 10.6 per cent and 1l.8 per cent, respectively. The rate for the whole Montreal economic 
region was 9.4 per cent, but for Montreal itself it was 9.1 per cent, indicating that the level of 
joblessness in the outer fringe areas was 10.8 per cent. 

25 Economic Council of Canada, People and Jobs: A Srudy of the Canadian Labour Marker (Ottawa: 
Information Canada, 1976), especially Chapters 5 and 7. 
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of contributors to unemployment insurance in the 1966-71 period indicated that, in a 
typical year, 7 per cent of them changed localities.w If people are that mobile, 
employment disruptions as a result of overseas competition should not be unmanage 
able. 

Policy Implications 

The concentration of labour-intensive, standard-technology industries like textiles, 
clothing, and leather goods in the province of Quebec and in eastern Ontario is, as we 
see it, the crux of the industrial adjustment issue in Canada. Complex in its origin, it is 
a reflection of the relative loss of position of the Atlantic and lower St. Lawrence 
regions vis-à-vis the Great Lakes area and the West as centres of industrial expansion 
in Canada - a phenomenon that has been under way for at least thirty years and is well 
documented.v If, now, there is a new threat from low-cost imports to the mainly 
"traditional" industries of Quebec and of eastern Ontario, that could be perceived 
as no more than the latest phase in the country's economic history. In future, one might 
argue, people from these areas who desire good jobs will have to move to central 
Ontario or further west, just as thousands of Maritimers have done since the economic 
fortunes of their region began to wane. 

That proposition is unrealistic for various reasons, however. Quite aside from the 
huge social costs of shifting large populations from one part of the country to another, 
such a course would completely upset the regional political balance on which the 
Canadian confederation has been built. The practical question, then, is whether efforts 
to maintain this balance should take the form of an increasingly difficult, and perhaps 
ultimately hopeless, attempt to save jobs by means of import protection or, as we 
recommend, that of a determined strategy to revitalize the vulnerable regions - and 
replace the present noncompetitive activities - through programs of industrial adjust 
ment and redeployment. 

In our view, there must be recognition of the necessity - for Canada's long-term 
advantage as much as for that of the developing countries - ultimately to phase out the 
high levels of tariff and nontariff protection shielding the affected industries. Only by 
seizing opportunities for such trade liberalization, particularly those afforded by the 
multilateral trade negotiations, can Canada escape from its entrapment in activities of 
comparative disadvantage and obtain improved access to the foreign markets on 
which many of its more efficient industries depend. 
Naturally that is a controversial proposition, and it is one that has led to much 

discussion in the Council. Quite aside from the general question of subjecting weak 
industries to increased competition, there are perceptual difficulties in accepting the 
notion of an upheaval in Canadian domestic industry when the principal overseas 
beneficiaries seem likely to be relatively prosperous developing states like Hong Kong, 
South Korea, and Taiwan. 

26 E. Kenneth Grant and John Vanderkamp, The Economic Causes and Effects of Migra/ion: Canada 
/965-71, Economic Council of Canada (Ottawa: Supply and Services Canada, 1976). 

27 Some recent work on this phenomenon is contained in H. M. Pinchin, The Regional lmpact of/he 
Canadian Tariff, Economic Council of Canada (forthcoming). 
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We shall come back to this point later but, in the meantime, note what has persuaded 
us to pursue our line of reasoning. First, it is the recognition that the process of 
development represents a continuum: in terms of industrial structure, where Canada is 
now, Hong Kong may be in ten years, and other countries, just now starting to 
industrialize, may reach that point in twenty or thirty years. The movement of 
Canadian resources away from endeavours in which Hong Kong has a comparative 
advantage would thus be helpful not only to Hong Kong but, ultimately, also to 
many other developing nations following behind. Second, there is no denying its 
overall advantages for the development of the Canadian economy through higher 
wages and cheaper goods. 
Nevertheless, because of the relatively depressed state of the Canadian economy at 

present, any significant liberalization of trade in those areas is likely to be conditional 
upon a marked improvement in such factors as the overall unemployment level. Until 
that occurs, we cannot in conscience advocate anything more than a hold-the-line 
policy. On the other hand, an extensive program of industrial redeployment, funded 
out of the federal treasury but designed to have its principal effect on the two central 
provinces - mainly Quebec - would probably not be countenanced by some sections 
of public opinion unless it were perceived as a necessary prerequisite to changes in 
trade barriers of benefit to the Atlantic Provinces and the West. 
Fundamentally, we believe it is essential to keep the two parts of the package 

together. At the same time, we think that the lowering of import protection, if it is to 
occur at all, must be preceded by the consolidation of existing industries. The problem 
would be to ensure that the element of trade liberalization did not become postponed 
indefinitely, while the scheme for industrial adjustment and redeployment proceeded 
as planned. In our opinion, successful timing of the two parts of the package could 
occur only if the federal government committed itself explicitly to seeking a broad 
consensus for a policy of regional renaissance as a feature of overall national economic 
strategy, which would, in turn, be reflected in the Canadian stance at the multilateral 
trade negotiations. To achieve this, the industrial adjustment and redeployment plan 
and the prospect of liberalized trade would need to be tied together clearly, so that 
those who favour freer trade would be prepared to see it delayed while the rest of the 
arrangement went ahead with strong federal support. Moreover, in order for this two 
stage approach to be credible, we feel there would have to be established in advance a 
"release point" at which the reduction of import barriers in the vulnerable sectors 
would, without question, take place. As for the first part of an integrated strategy: 

Recommendation I 
We recommend that, in order to shift Canada's industrial structure away from highly 
protected, labour-intensive, and standard-technology activities in which comparative 
advantage clearly lies with Third World countries, thefederal government agree with 
the relevant provinces on the establishment of an industrial adjustment and 
redeployment fund and the creation of a comprehensive joint regional development 
strategy to be put into force as soon as possible. We also recommend that the total 
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expenditures of the fund be fixed at $4 billion, spread over a period of approximately 
fifteen years, and that the life of the fund and related institutional machinery be 
terminated at the end of this period, as settled by legislation in advance. 

The mechanism required to administer this operation would be open to discussion, 
but an appropriate device might be a development corporation - at least for the central 
Quebec! Eastern Ontario region - that could implement an integrated design devel 
oped through federal-provincial co-operation. This would be an initiative of a 
different order from the customary operations of the Department of Regional 
Economic Expansion to date, in that it would have a far more focused scope and a 
strictly limited time horizon. The DREE pattern of development agreements between 
the federal and provincial governments would nevertheless be applicable and the 
involvement of that department necessary.w 
The figure of$4 billion reflects the ambitious scale of the endeavour we envisage. It is 

based on the assumption that a maximum of 250,000 workers will need to be 
redeployed to new jobs and that the creation of one job costs $16,000. The number of 
250,000 workers is almost certainly exaggerated; but, as an upper limit, it seems a 
useful basis for the calculation. On the other hand, while our estimation of the cost of 
creating a new job is much higher than the figure apparently considered by DREE to be 
the government investment required for this purpose, earlier research by the Economic 
Council has persuaded us that our estimate is more realistic.ê? 

With such a scheme in motion, it would become increasingly possible to contemplate 
the other half of the proposed plan. To ensure that the inevitable disruptions would 
take place in the most auspicious circumstances, we suggest that the governments 
concerned agree on the establishment of a "release point," expressed in terms of a lower 
national rate of unemployment and indicative of a condition of overall economic 
buoyancy and employment growth.w When this point was reached, the trade 
liberalization program would begin. Obviously, the attainment of satisfactory 
economic performance is some years away. Labour force growth in Canada is now 
slowing sharply, however, and it is predicted that, by the early 1980s, it will be about 
one-half of its 1970-75 rate." Thus a reasonably strong economic upturn in the mid- 
1980s would likely bring unemployment down to more acceptable levels, so that 
workers displaced by any freeing of trade would have many more job opportunities 
than they would today. 

In essence, we envisage a carefully planned and managed response to the challenge 
presented by the increasing capacity of developing countries to produce goods whose 

28 Some of the financing for the suggested fund might come from existing programs sponsored by the 
Department of Regional Economic Expansion or of Industry, Trade and Commerce. 

29 Economic Council of Canada, Living Together: A Study of Regional Disparities (Ottawa: Supply and 
Services Canada, 1977), p. 165. The $16,000 figure is calculated by using the median "incrementality 
ratio" of 25 per cent. 

30 There might be a case for refining the notion to include reference to provincial or even regional 
unemployment levels, according to the views about whether labour migration within and beyond 
provinces should be encouraged. 

31 The Department of Finance estimates that annual labour-force growth will average 2.3 per cent in 
1976-81 and I.7 per cent in 1981-86, compared with 3.5 per cent in 1970-75. 
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Table 4-12 

Distribution of Establishments and Employment in the Canadian Clothing Industry, 1974 

Number of employees: 

Fewer than 50 
50-99 
100-199 
200 and over 

1,724 
345 
229 
110 

72 
14 
10 
4 

27,900 
24,600 
30,900 
37,900 

23 
20 
25 
31 

Establishments Employment 

Number 

Proportion 
of 

total Number 

Proportion 
of 

total 

(Per cent) (Per cent) 

Total 2,408 100 121,300 100 

SOURCE Data from Statistics Canada. 

Table 4-13 

Distribution of Establishments and Employment in the Canadian Textile Industry, 1974 

Establishments Employment 

Proportion Proportion 
of of 

Number total Number total 

(Per cent) (Per cent) 

Number of employees: 

Fewer than 20 552 53 3,821 5 
20-49 .179 17 5,600 6 
50-99 102 10 7,223 8 
100-199 84 8 11,903 14 
200-499 89 9 28,614 34 
500-999 21 2 14,697 17 
1,000 and over 10 1 13,235 16 

Total 1,037 100 85,093 100 

SOURCE Data from Statistics Canada. 

manufacture now employs an important body of Canadian manpower and resources. 
The first phase of that response would be initiated immediately, whereas the other 
would await conditions appropriate to a smooth transition from the existing structure 
of industry to a new one. We advocate this approach in full recognition of the 
difficulties it raises and especially of the fact that, while protection lasts, there is no 
clear indication as to areas of comparative advantage and thus little stimulus to 
moving resources away from activities already in place. It seems to us, however, that 
this is the only politically acceptable way to tackle the problem. 

What the plan implies, we suspect, is that in the first phase there will be a push to 
rationalize the present range of industries - though some firms may prefer to use the 
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available financing in other directions - so as to give them the best possible chance of 
coping with increased foreign competition in the second phase. When that second stage 
arrives, the remaining funds are likely to be utilized much less for "adjustment" and 
much more for "redeployment." Some evidence of what may be achievable in the 
former respect - at least insofar as consolidation and restructuring in two sensitive 
industries are concerned - can be gleaned from Tables 4-12 and 4-13; despite the 
rationalization that has already occurred in these sectors, further efforts could 
undoubtedly be encouraged to bring about longer production runs in many 
operations. Possibilities for redeployment, on the other hand, will be conditioned by 
the market and by the effectiveness with which our proposed development strategy is 
pursued. 

Given that manufactured goods from developing countries are typically low-cost, 
import tariffs generally are less crucial to the relevant protective policies than are 
measures of quantitative restriction. Thus it is import quotas and so-called "voluntary 
export restraints" - schemes by which supplying nations are persuaded to limit 
their shipments to complaining countries - that are the main subject at issue here. 
Accordingly, with respect to the second part of our integrated strategy: 

Recommendation 2 
We recommend that, upon the occurrence of a "release point" agreed to in advance and 
reflective of general domestic economic conditions, Canada's system of special quotas 
and other quantitative restraints on the import of manufactured goods be progress 
ively dismantled, according to a timetable that would eliminate them in approximately 
ten years. 

The pace and extent of this suggested process may seem excessive.v We must 
emphasize to Canadians, however, that the proposed change in the area of trade would 
be a necessary corollary to the far-reaching adjustment arrangements required for 
restructuring the outdated industrial economy of the critical regions. Because our 
proposal implicitly assumes a trade-off of reciprocal advantages between the 
inhabitants of directly impacted regions and those who will contribute heavily to the 
adjustment cost, the latter may well insist that such a modification of extreme 
protectionism - that is, of the structure of special trade obstacles over and above the 
customary methods of limiting foreign competition - is the minimal quid pro quo that 
could be accepted in political terms. Moreover, the formula we have envisaged means 
that the lowering of quantitative import barriers would be suspended as soon as serious 
labour disruptions appeared and that it would recommence only when they had been 
resolved. 
32 Although the basic principle of a rather strict timetable appears essential to the acceptability of the 

package of policies we have recommended, it would be less than realistic to imagine that such a 
recommendation could be translated into policy without provision for safeguards - e.g., temporary 
interruption in case of serious injury to affected areas and groups of workers. One such general 
interruption would be automatic: if the unemployment factor representing the "release point" moved 
back to a position of difficulty, it would cause the trade liberalization process to be arrested. Any 
additional devices should be very strictly circumscribed in definition and limited in application, so 
that the overall purpose would not be undermined. 
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It should also be stressed that, by the time these moves were to be made, the 
international trading opportunities open to Canada would have been altered by virtue 
of the completion of the multilateral trade negotiations now in progress (the "Tokyo 
Round"). We take it for granted that the concessions deriving from these discussions 
will be such that Canadian industries will be in a position to penetrate new markets 
abroad, so that many of the jobs lost as a result of the proposed concessions would be 
offset by those gained in other fields oriented towards exports. Liberalization of the 
quantitative restraints would ultimately be contingent upon such concessions. This 
way, Canada would not be making its economy more open without the likelihood of 
compensating advantages on other fronts. 

Experience in other places at other times has provided some indication that 
ambitious programs of this nature are feasible. The displacement of some types of 
manufacturing has occurred elsewhere on this continent and overseas without having 
given rise to wholesale industrial obsolescence, provided new dynamism was injected 
into the affected regions. A notable case in point is that of the New England states, 
where much the same type of industries that are now in trouble in Quebec and Eastern 
Ontario - textiles, clothing, and footwear - experienced a sharp contraction some 
years ago. While there was substantial migration from the northern sections of the 
region towards the southeast, particularly around the city of Boston, New England has 
generally remained a very prosperous and well populated area.v The success of this 
adjustment was, however, enormously encouraged by heavy federal government 
support, during and after the Second World War, for work in such fields as electronics, 
aircraft, and other high-technology industries. 

Another example is provided by Sweden: between 1958-60 and 1968-70, the 
proportion of jobs in the textile, clothing, and leather goods sectors fell from 14.2 per 
cent of Swedish manufacturing employment to 9.6 per cent - that is, by fully one 
third.> Yet this massive shift in human resources, proportionately twice as great as a 
similar decline that took place in Canada over a comparable period.f occurred 
without major strains or serious unemployment, essentially because the overall state of 
the Swedish economy was buoyant, and new industrial developments were prolifer 
ating healthily at that time. Moreover, Swedish provisions for adjustment assistance, 
worker relocation and retraining, and the easing of disruptions from structural change 
are among the most effectively organized in the world. 

As for the sectors and industries that should be fostered in the affected regions, that is 
a subject for in-depth, product-by-product market study. To assist in the identification 
of growth industries, we believe that the federal and provincial governments must 
ensure their capacity to work with business on studies of industrial possibilities, 
placing special emphasis on export-oriented activities. This Council is not in a position 
to undertake such micro-economic research, but we have used an econometric model 

33 See R. C. Estall, New England: A Study in Industrial Adjustment (London: G. Bell & Sons, 1966). 
34 Cited in William Diebold, Jr., "Adaptation to Structural Change" (New York: Council on Foreign 

Relations, April 1978). 
35 Between the 1961 and 1971 censuses, employment in textiles, knitting mills, clothing, and leather goods 

declined from 14.7 to 12.3 per cent of Canadian manufacturing jobs. 
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in an attempt to determine sectors of potential growth in Canada over the coming 
years.v 

According to the simulations, the dominant sources of Canadian comparative 
advantage in international trade in the year 2000 will be closely related to primary 
production and resource development, particularly in fertilizers, iron ore, grain, paper 
products, residual mining (uranium and asbestos), wood products, and "other 
agricultural products" (oil crops and additional forestry items). The only major 
changes from the present situation are likely to be that certain nonrenewable resource 
sectors - notably base metals (especially nickel) and allied primary metal processing 
will lose their comparative advantage, as to some extent will natural gas, and 
petroleum exports will be completely phased out well before 2000. 

Table 4-14 

Ranking of Canadian Manufacturing Industries, by 
Intrasectoral International Trade, 1970 and 2000 

Rank 1970 20001 

I 
2 
3 
4 
5 
6 
7 
8 
9 

10 

Motor vehicles and parts 
Aircraft and parts 
Food processing 
Furniture and fixtures 
Transportation equipment 
I ndustrial chemicals 
Electrical products 
Petroleum refining 
Metal products 
Other chemicals 

Aircraft and parts 
Nonmetallic mineral products 
Food processing 
Transportation equipment 
Motor vehicles and parts 
Industrial chemicals 
Primary metal processing 
Electrical products 
Other chemicals 
Metal products 

I As projected in scenario A. The ranking in scenario SB is very similar. 
SOURCE Harry H. Postner, "Canada and the Future of the International Economy: A Global Modeling Analysis." a study 

prepared for the Economic Council of Canada, 1978. 

Some of the most rapid rates of growth in Canadian exports are projected to be in 
manufacturing, but the data also indicate an expansion of imports in the same 
manufacturing sectors - a phenomenon known as intrasectoral trade. The best 
opportunities for exports of manufactured output seem destined to arise in wood and 
paper products, mixed fertilizers, nonindustrial chemicals, nonmetallic mineral 
products (including asbestos products), aircraft and parts, and electrical industrial 
equipment (including communications equipment). Our simulations indicate that 
exports of nonmetallic mineral products will virtually catch up with imports by the 
year 2000, whereas furniture exports will decline very markedly relative to imports of 
that item; and other significant shifts will take place in intrasectoral trade in the 
products of petroleum refining and primary metal processing (Table 4-14). Since the 
growth of intrasectoral international trade is a reflection of increased efficiencies 
deriving from economies of scale and specialization, one may infer from these results 

36 See Appendix A. 
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that at least four Canadian manufacturing industries will become as rationalized and 
competitive as the motor vehicles and parts sector by the year 2000, with several other 
sectors not far behind. 
On the other hand, because the growth of low-cost imports - implying the 

abandonment of certain lines of activity accompanied by large-scale adjustment and 
the redeployment of affected resources - will also continue over the years, close 
attention must be paid to those developments. We would encourage the strength 
ening of the group within the Department of Industry, Trade and Commerce that is 
responsible for monitoring the evolution of import trade, on a continuing basis, so that 
it can anticipate future adjustment and restructuring requirements and make 
proposals for new programs and policies as necessary. 

In addition to the above recommendations, a more general point should be made. 
We are convinced that some means must be found to restore the market forces that 
tend to provide some counter-attractions in the vulnerable regions when competitive 
advantages are lost. That is, there must be some effort to ensure that relative costs, such 
as wage levels, will reflect the relative scarcities of different regions - which, at present, 
they seem to do less and less - so that investment may be drawn to areas where 
unemployment is severe. In this connection, and bearing in mind particularly the very 
high level of the Quebec minimum wage, we refer the reader to one of our earlier 
reports.'? in which a more realistic attitude towards regional wage disparities is 
recommended. 
We prefer not to offer any explicit recommendation as to the method by which 

quantitative restrictions could be removed, as that would be a matter for careful 
consideration, product by product, followed by negotiation with each relevant 
country. The essential concern is to maintain momentum to the process, commen 
surate with reasonably satisfactory economic and social adjustment among the people 
and institutions directly affected. 

As for tariff barriers, they are not the main obstacles limiting imports from 
developing countries, as compared with those from developed nations; thus their 
amendment is not a central concern of this report. Indeed, insofar as reductions in the 
"most-favoured-nation" duties - those applying against the majority of Canada's 
trading partners, which are developed countries - reduce the margin of advantage 
enjoyed by developing countries under the generalized system of preferences, there is 
something of a conflict between the Canadian concern with overall trade liberalization 
and the interests of developing nations in this respect. We would nonetheless be 
opposed to any policy that would maintain general tariff levels on the grounds that 
their reduction would not help the Third World countries, since we feel that a freer 
trading stance would ultimately be in the interests of all nations - developed and 
developing. Our position remains as it was in our report on Canada's trade policyv 

37 Economic Council, Living Together, p. 228. 
38 Economic Council, Looking Outward, p. 123. The recommendation in that report referred to problems 

of industrial rationalization generally; of interest are its comments on the textile and clothing industries 
(pp. 136-37). 
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Recommendation 3 
We recommend that, in order to encourage the adjustment of highly protected 
industries vulnerable to developing-country competition, Canada use the multilateral 
trade negotiation system to "rationalize its own tariff structure by reducing unusually 
high nominal tariffs to a narrower band around the average for each industry group 
and by reducing the variation in average protection among industry groups. " 

The consequences of such a regime of trade liberalization are extremely difficult to 
estimate, but recent evidence implies that tariff reductions, at least, would cause less 
unemployment than is commonly supposed. A simulation by the Department of 
Industry, Trade and Commerce.t? designed to reveal the effects of a 50 per cent cut in 
all Canadian and foreign tariffs under the current GA TI negotiating round, shows that 
the loss of jobs in affected industries would be offset to a considerable extent by 
enhanced opportunities in export markets and by very large increases in domestic sales 
of goods made cheaper by the trade liberalization process. Another "multiplier" effect 
it indicates is a considerable stimulus to employment in the service sector. In total, 
these estimates suggest that, although the interindustry and interregional shifts could 
be substantial, there would be little effect on the national level of employment. 
Of course, there is no reason to assume that the reduction in the respective tariffs 

under our proposals would be 50 per cent; the extent of the cuts would be determined 
by a wide range of negotiating factors and opportunities. On the other hand, the 
simulations do not take into consideration any change in quantitative restraints. The 
interest of these figures lies in the relatively small dimensions of the overall 
employment loss indicated for a quite substantial reduction of tariffs. To the extent 
that the simulations can be considered relatively reliable, there is not much doubt that, 
given the large-scale adjustments that would be initiated prior to trade liberalization, it 
should be possible to resolve the adjustment and redeployment difficulties. Everything 
will depend on the ability of the industrial redeployment strategy to produce 
satisfactory results. 

The amendment of Canadian policy along the proposed lines involves one 
implication that may be less than wholly desirable, from an international development 
viewpoint. As observed earlier, while in the long run some of the poorest nations 
will gain from trade liberalization, at the present time most of the developing countries 
whose exports are most effective in penetrating the Canadian market for manu 
factured goods are among the more prosperous of the developing group. Thus a freeing 
of existing import restraints would principally assist these somewhat richer, "semi 
industrialized" countries, as well as many fully developed states - a result consistent 
with the logic of trade liberalization but less relevant to the most pressing needs of 
international income distribution. This drawback has added pertinence to the extent 
that, meanwhile, the quota system operates in significant measure through bilateral 
agreements with the "big three" developing country exporters - Hong Kong, South 

39 The Honourable Jack H. Horner, Minister of Industry, Trade and Commerce, "Making Canadian 
Manufacturers More Competitive," an address to The Conference Board in Canada, Toronto, 
February 16, 1978. 
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Korea, and Taiwan= - so that other developing countries are able to ship to the 
Canadian market without specific quantitative limitation. That relative benefit to the 
less-developed manufactured-goods traders would disappear should all the quotas be 
progressively eliminated. 

In addition, any multilateral tariff liberalization would diminish the margin of 
advantage now enjoyed by developing countries under the generalized system of 
preferences. Admittedly, the usefulness of the GSP is highly restricted by the list of 
excluded products, but the system does provide developing nations with an 
opportunity for export. There would seem to be an argument for restoring that margin 
of advantage in the case of the poorer countries or, to put it another way, for 
recognizing the artificiality of a situation that puts states like Hong Kong in the same 
category as nations like Sri Lanka or Mali insofar as special access to the Canadian 
market is concerned. 
We have already indicated that, in our opinion, the best policy in the area of trade is 

to let the forces of competition operate freely, in accord with the international 
distribution of comparative advantages. Thus we believe that, as a rule, it is preferable 
to avoid balancing-off development concerns against the operation of market forces. 
In view of the great poverty of a number of Third World countries, however, we feel 
that a minor qualification of the rule might be warranted. Our suggestion is that two 
levels of preferential treatment be provided for in the operation of the generalized 
system of preferences, to take effect when the overall tariff restraints begin to be 
relaxed. That is to say, a distinction should be made between the semi-industrialized 
developing countries and the rest; to this end, the provisions of the GSP would be 
further liberalized for the broad majority of poor nations, in two ways. 

Recommendation 4 
We recommend that, after the commencement of tariff reductions affecting "most 
favoured-nation" duties, the rates of duty applicable under Canada's generalized 
system of preferences be halved in favour of developing countries whose national 
wealth and industrial capacity fall below some readily calculable index. We further 
recommend that the list of exceptions to Canada s generalized system of preferences - 
the categories of products not given preferred rates of duty - be set aside, at the same 
time, for this group of countries. 

While the method of differentiation used to determine the countries eligible for this 
special treatment would doubtless be a sensitive issue, it would need to be fixed very 
firmly and unequivocally, so that withdrawal of the preference, upon a country's 
"graduation" from special status, could not be a cause for argument. The index might 
be composed of two elements: per capita income in real U.S. dollars, as calculated by 

40 The Department of Industry, Trade and Commerce is, at the time of writing, seeking to obtain 
agreement from these three countries and several others to a series of bilateral restraints on their 
shipments to the Canadian market, which it would hope to substitute for any global quotas applying 
to all suppliers. On the face of it, this means that nations not so covered would then be in a position to 
export to Canada freely, subject only to the applicable tariff. 
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Table 4-15 

Estimated Increases' in Canadian Imports under Alternative Tariff Reduction Proposals, 1972-75 

Increase in value of imports from: Average annual increase in imports from: 

Developed Developing Developed Developing 
World countries countries World countries countries 

(Millions of U.S. dollars) 
Type of tariff cuts: 

Existing 
GSP (1974 cut, with exclusions) 36 36 0.1 1.1 

Immediate cut prospects 
Tokyo I (50% cut, textiles excluded) 1,288 1,231 57 5.0 5.4 1.7 
GSP I + Tokyo I 1,292 1,231 61 5.1 5.4 2.2 

Other possibilities 
GSP 2A (double cut for least-developed 
countries) 47 47 0.2 1.4 
GSP 28 (double cut and no exclusions for 
least-developed countries) 77 77 0.3 2.3 
Tokyo 2 (50% cut, textiles included) 1,482 1,364 118 5.7 6.0 3.5 

Longer-range possibilities 
GSP 3 (100% cut on "LDC goods'? from LDCs) 197 197 0.7 5.9 
GSP 3 + Tokyo I 1,592 1,379 213 6.1 5.4 6.4 

Ultimate goal (?) 
Tokyo 3 (free trade) 2,965 2,729 236 11.2 11.9 7.1 

Direct-effect increase over average imports. 
Unskilled labour-intensive manufactured goods of special interest to less-developed countries, such as textiles, clothing and accessories, carpets, footwear and other 
leather products, furniture and other wood products, glass and china ware, toys and sporting goods, cutlery and silverware, and small electrical appliances. 

SOURCE Corbo and Hawrylyshyn, "Canada's Trade Relations with Developing Countries." 

the World Bank; and annual shipments of end products to the Canadian market, taken 
as an easily obtained proxy for the industrial capability of the candidate country. 
The impact of these two changes on the Canadian economy would likely be very 

small indeed. Whereas our simulations indicate that existing GSP provisions result in 
an increase in imports of $36 million a year - or somewhat more than 0.1 per cent of all 
Canadian purchases from abroad - doubling the preference for poorer countries 
would raise the figure to $47 million; eliminating the exceptions list for those countries 
would further increase imports to $77 million - still less than 0.3 per cent of Canada's 
total imports (Table 4-15).41 Nevertheless, these modest increases in imports would be 
a gain to the neediest developing nations. 

The Developing Countries as Markets for Canada's Exports 

Just as the goods of developing countries have a rather small place in the Canadian 
market, so do Canadian exports in theirs (Table 4-16). Moreover, the share of 

41 Corbo and Hawrylyshyn, "Canada's Trade Relations." 
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Table 4-16 

Per Capita Exports, by Region of Destination, Major Developed Countries, Annual Average, 1971-75 

To all countries To developing countries I 

Primary Manufactured Primary Manufactured 
Total goods goods Total goods goods 

(U.S. dollars) 

Canada 1,154 530 624 92 39 53 
United States 333 106 227 113 33 80 
EEC 813 156 657 142 16 126 
Japan 366 15 351 169 8 161 

I Excluding China and other centrally planned economies. 
SOURCE United Nations, Monthly Bulletin of Statistics (February and May 1977), and Demographic Yearbook, /975. 

Table 4-17 

Exports, I by Destination, Major Developed Countries, Annual Averages, 1966-70 and 1971-75 

Canada United States EEC Japan 

Average 
1966-70 1971-75 annual 1971-75 1971-75 1971-75 

percentage 
Millions Millions increase, Billions Billions Billions 
of U.S. Per of U.S. Per 1966-70 to of U.S. Per of U.S. Per of U.S. Per 
dollars cent dollars cent 1971-75 dollars cent dollars cent dollars cent 

Destination: 

Developed market and 
centrally planned economies 11,492 92.5 23,506 92.0 15 46.3 66.1 172.2 82.5 21.3 53.7 

Developing market economies 936 7.5 2,036 8.0 17 23.7 33.8 36.5 17.5 18.3 46.3 
Middle East? 60 0.5 243 1.0 32 4.2 6.0 10.9 5.2 2.7 6.8 
Asia (exc!. Middle East) 251 2,0 509 2.0 15 6.4 9.2 5.5 2.6 9.2 23.2 
Africa (excl. Middle East) 117 0.9 267 1.0 18 2.3 3.3 12.4 6.0 3.3 8.4 
Latin America and the Caribbean 508 4.1 1,017 4.0 15 10.8 15.4 7.7 3.7 3.1 7.8 

Total 12,429 100.0 25,543 100.0 15 70.0 100.0 208.7 100.0 39.7 100.0 

Excluding "special category" exports and unclassified commodity transactions. 
Bahrain. Cyprus, Egypt, Iran, Iraq, Israel. Jordan, Kuwait, Lebanon, Libya, Oman, Qatar, Saudi Arabia, Syria, Turkey, United Arab Emirates, and North 
and South Yemen, 

SOURCE Corbo and Hawrylyshyn, "Canada's Trade Relations with Developing Countries"; and United Nations, Monthlv Bulletin of Statistics (February and 
May 1977), 

developing-country destinations in the overall distribution of Canadian sales abroad 
has remained almost completely unchanged over recent years. These markets 
expanded at virtually the same pace between 1966-70 and 1971-75 - doubling between 
the two periods - as did Canada's global sales abroad (Table 4-17). Aside from a fairly 
rapid rise in exports to the Middle East (starting from a very low base), the shares of the 
individual developing regions in the total have likewise held remarkably constant. 
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Latin America and the Caribbean account for almost half of all Canadian shipments to 
the poor nations; Asia, approximately one-quarter; and Africa and the Middle East, 
about one-eighth each. 
It is arguable that this weak performance is intrinsic to the Canadian position. As 

with the import pattern, exports of the major industrial powers show a pronounced 
"regional-influence" effect: most U.S. shipments to the developing world go to Latin 
America and the Caribbean; most such EEC exports, to Africa; and the majority of 

Table 4-18 

Exports,' by Commodity Group, Major Developed Countries, Annual Averages, 1966-70 and 1971-75 

Canada 

Average 
1966-70 1971-75 annual 

percentage 
Millions Percentage Millions Percentage increase, 
of U.S. Per share of of U.S. Per share of 1966-70 to 
dollars cent LDCS2 dollars cent LDCS2 1971-75 

Primary goods 5,180 41.7 6.7 11,722 45.9 7.3 18 
Food, beverages, and tobacco 1,597 12.8 15.2 3,106 12.2 20.0 14 
Crude materials 2,906 23.4 3.6 5,421 21.2 4.2 13 
Fuels 677 5.4 0.1 3,195 12.5 0.2 36 

Manufactured goods 7,249 58.3 8.2 13,821 54.1 8.5 14 
Chemicals 427 3.4 10.0 824 3.2 10.9 14 
Machinery and transport equipment 3,738 30.1 7.7 7,879 30.8 7.7 16 
Basic manufactures 2,907 23.4 8.4 4,665 18.3 9.8 10 
Miscellaneous manufactured articles 178 1.4 9.1 453 1.8 6.7 21 

Total 12,429 100.0 7.5 25,543 100.0 8.0 15 

United States, 1971-75 EEC, 1971-75 Japan, 1971-75 

Billions Percentage Billions Percentage Billions Percentage 
of U.S. Per share of of U.S. Per share of of U.S. Per share of 
dollars cent LDCs2 dollars cent LDCS2 dollars cent LDCS2 

Primary goods 22.2 31.7 30.9 40.0 19.2 10.2 1.6 4.1 53.2 
Food, beverages, and tobacco 11.1 15.9 38.2 22.6 10.8 13.2 0.7 1.9 42.1 
Crude materials 8.5 12.2 25.4 8.3 4.0 7.3 0.7 1.9 59.5 
Fuels 2.5 3.6 17.3 9.1 4.4 5.6 0.1 0.4 78.6 

Manufactured goods 47.8 68.3 35.2 168.7 80.8 19.2 38.0 95.9 46.0 
Chemicals 6.3 8.9 40.8 23.5 11.3 20.5 2.7 6.7 53.6 
Machinery and transport equipment 29.7 42.4 35.0 74.5 35.7 23.8 19.0 47.9 45.5 
Basic manufactures } 11.9 17.0 32.9 70.6 33.8 14.0 16.4 41.3 45.3 Miscellaneous manufactured articles 

Total 70.0 100.0 33.8 208.7 100.0 17.5 39.7 100.0 46.3 

I Excluding "special category" exports and unclassified commodity transactions. 
2 Less-developed countries. 
SOURCE Corbo and Hawrylyshyn, "Canada's Trade Relations with Developing Countries"; and United Nations, Monthly Bulletin of Statistics (February and May 1977). 
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Japanese sales in the Third World, to Asia. Perhaps Canada's heavy reliance on 
western hemisphere markets is comparable to Latin America's - both being nourished 
and supported by U.S. direct investment as well as trade links. The proposition is, 
indeed, rather persuasive. Even so, there is no reason why Canadian firms must be 
enslaved to a particular geopolitical view of the world economy; enlargement of their 
activities in the developing countries is doubtless possible despite these factors. 

Another reason, it might be felt, why Canada does not find extensive markets in the 
developing countries is that its exports include a high portion of primary goods. Over 
the 1971-75 period, almost 46 per cent of Canadian shipments abroad were in this 
category, compared with 32 per cent for the United States, 19 per cent for the EEC, and 
4 per cent for Japan. While the poor nations are significant customers for certain 
primary products, such as food grains, their low living standards and relative lack of 
industrial capacity mean that they tend to have little need for most raw materials, fuels, 
and other primary commodities. But this is not a wholly satisfactory explanation for 
the weak Canadian showing. The United States was able to export to the developing 
countries nearly two-fifths of all its foreign shipments offood, beverages, and tobacco, 
whereas Canada sold them only one-fifth of these exports. More surprisingly, fully 
one-quarter of all U.S. exports of crude materials went to the Third World, compared 
with 4 per cent of Canada's; and one-sixth of U.S. fuel exports - which, admittedly, 
represented only a small amount - were destined for developing areas, compared with 
0.2 per cent in the Canadian case. 

That the structure of Canadian trade is not in itself the main determinant here is 
indicated by the fact that, for each nation considered, the proportion of primary-goods 
exports to developing countries is remarkably close to that of manufactured-products 
shipments to those areas, so that the overall percentage of their foreign markets 
represented by the Third World is not much affected by the primary / secondary goods 
mix (Table 4-18). A shift in the pattern of Canada's global exports away from primary 
products towards manufactured items would thus do almost nothing, of itself, to 
increase the relative significance of developing-country markets in the total. The 
nature of the problem goes beyond superficial structural features of this kind. 

Assessing Export Performance 

In seeking to determine what factors had been most important in increasing (or 
restraining) Canada's exports to developing countries over the years 1966-70 to 1971- 
75, we evaluated the elements in export performance.P The results were not too 
encouraging (Table 4-19). If Canada had been selling in a typical mix of developing 
country markets, had been able to offer the same range of goods as other suppliers, and 
had been as competitive as its trading partners, it would have increased its shipments to 
the developing world by U. S. $1,120 million instead of the actual gain of $850 million. 
In other words, all the performance factors were negative except the overall growth of 
Third World markets (plus the general inflation in product prices) - an advantage 

42 Corbo and Hawrylyshyn, "Canada's Trade Relations." 
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Table 4-19 

Canada's Export Performance in the Developing Regions, 1971-75 

Positive contributing factors: 
Real growth of developing countries 
Prices 

Millions 
of U.S. 
dollars Per cent 

846 100 

1,120 132 
631 74 
489 58 

-274 -32 
-95 -Il 
-90 -Il 
-90 -Il 

Average actual change in exports between 1966-70 and 1971-75 

Negative contributing factors: 
Commodity composition 
Market destinations 
Canadian competitiveness 

SOURCE Corbo and Hawrylyshyn, "Canada's Trade Relations with Developing Countries." 

shared by all nations trading with the group. These findings suggest that some careful 
study of Canadian export behaviour in the relevant markets may be desirable. 

Canadian Policy Requirements 

Our perception of the need in respect of Canadian export trade with the developing 
world goes back to one of the main themes of this report - namely, that Canada should 
contribute to the improvement of conditions in very poor countries through aid, and to 
the progress of industrializing nations through increased market access. Canada's 
concerns regarding the richer developing states are synonymous with the furtherance 
of its own commercial and industrial opportunities. We are persuaded that the 
evolution of a pattern of markets less dependent upon a regional partitioning of the 
globe is in the interest of Canada and that of the developing countries as well. Since 
Canada is, in the words of Herman Kahn, that well-known analyst of the long-term 
future, "a regional power without a region, "43 what may be called for is a set of policies 
designed to produce by other means the sort of knowledge of, and involvement in, 
particular areas of the world that ex-colonial nations and present-day superpowers 
acquire as an adjunct to their hegemonies. 
There is a widespread view that Canadian firms do not, as a rule, interest themselves 

very much in foreign markets outside the United States or, at most, what might be 
called the "N orth Atlantic" area - North America and Western Europe. Except for a 
handful of companies, most of them large multinational corporations in, or closely 
related to, the primary sector, Canada's business enterprises certainly have not 
generally achieved significant sales in other parts of the world. In considerable 
measure, this is because a large part of manufacturing and substantial elements of 

43 Quoted in John Holmes, The Beller Part of Va/our (Toronto: Macmillan and Stewart, 1970), p. 227. 
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other industrial and service spheres are either directly controlled by nonresident parent 
concerns or indirectly associated with important enterprises abroad; in both instances, 
the tendency is for overseas export orders to be filled by headquarters outside Canada. 
But the absence of an orientation towards the wider world is common to independent 
Canadian firms also. It is a characteristic that seems to derive from the country's 
historical position, which has been that of a peripheral entity linked with metropolitan 
economies based beyond its borders - first France, then Britain, and now the United 
States. 

How could this condition be changed? A study undertaken for the Council has 
suggested that there are two main requirements, plus several other minor ones+' The 
greatest need is for a rather highly organized system of information-gathering and 
dissemination on foreign markets, coupled with a sophisticated and flexible financing 
facility providing some of the services now available in the main financial centres of the 
United States and Europe. With regard to the first, the point is made that the thorough 
comprehension of a foreign country and its economy calls for the concentration of a 
great deal of effort and no small amount of resources. If one is starting from a position 
of relative disadvantage compared with one's competitors, therefore, the sensible 
policy would seem to be to concentrate on a limited number of countries - say, twenty 
or twenty-five - that seem most likely to offer major growth in market potential over 
the medium to long term, and to make them the subject of intensive study as to the 
commercial opportunities they present. The task could then be undertaken in 
considerable depth, providing for analysis of important trading issues, such as the 
possibility of establishing export consortia, co-operative marketing arrangements, and 
so on. 

Insofar as financing is concerned, we believe that Canadian business is generally well 
served by the Export Development Corporation. It is clear, however, that firms in 
Canada are, at times, at a competitive disadvantage in export markets, compared with 
those in other countries, by virtue of the relatively high rates of interest on EDC 
financing. A recent report of the U.S. Export-Import Bank, which looked at export 
credit arrangements in six countries and contrasted them with the situation in the 
United States, indicated that Canadian rates of interest tended to be among the 
highest: the typical cost of funds, including fees and premiums, in the Canadian system 
was shown to be 9.2 to 9.5 per cent for repayment periods over five years and 10.5 to 
11.1 per cent for shorter terms, compared with rates ranging generally from about 8 per 
cent up to approximately 9.5 per cent in the other countries noted, for both longer and 
shorter periods." 

Broad averages of this kind are suspect, and we would not attach too much 
importance to the comparison in principle. Nevertheless, it is apparent that EDC rates 

44 V. H. Kirpalani, "Canada's International Business Effectiveness with Developing Countries: Selected 
Facets," a study prepared for the Economic Council of Canada, 1978. 

45 Export-Import Bank of the United States, "Report to the U.S. Congress on Export Credit Competition 
and the Export-Import Bank of the United States" (Washington, July 1977). The countries whose 
export financing arrangements are compared are Canada, France, West Germany, Italy, Japan, the 
United Kingdom, and the United States. 
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are, on the whole, relatively high. While the reasons for this position are complex, there 
seems little possibility at the present time of changing the rate structure significantly 
without altering the philosophy of the Corporation - which means, in effect, revising 
government policy rather fundamentally - regarding the question of whether any 
appreciable profit should be sought on export loans. Only if the attitude became one of 
underwriting EDC operations from the public purse, by one means or another, would a 
country with normally fairly high commercial interest rates like Canada be able to 
match the often subsidized export-financing activities of other nations. This is 
certainly a possibility worthy of detailed study and discussion, but we feel that it is 
somewhat beyond the scope of the present report. 

Canadian Investment in the Developing Countries 

Direct investment flows to the developing world from member nations of the OECD 
amounted to over U.S. $7.5 billion in 1976, compared with about $2 billion annually in 
the 1964-66 period. The 1976 figure represents roughly 2 per cent of the combined gross 
national products of the poor countries. In terms of total capital stocks, by the end of 
1972 the value of all foreign direct investments in developing countries was already in 
excess of U. S. $50 billion, as opposed to $35 billion five years earlier. 46 

Because of the uneven distribution of such activities, the importance of direct 
investment by outside interests is much greater in some parts of the Third World than 
the aggregate data suggest. Branches of multinational corporations are less pervasive 
in developing countries that have a well-entrenched and energetic entrepreneurial 
class - as is the case in India, Brazil, Colombia, and Taiwan - than elsewhere. They 
also playa different role, obviously, in countries that have opted to use state enterprise 
as the principal agent for industrial development - for example, Bangladesh, Algeria, 
Tanzania, and Guyana. Moreover, foreign-controlled enterprises are usually most 
prominent in the developing countries' more modern and dynamic sectors. 

The Canadian Investment Role 

In 1974, the stock of Canadian direct investments abroad was valued in excess of 
$9 billion, of which more than $2 billion was in developing countries (Chart 4-1); by 
that time, some 85 per cent of the latter derived from firms that were controlled in 
Canada. Of the Canadian-controlled share, the stock of investments is located 
primarily in Latin America (notably Brazil), the Caribbean, and Bermuda; a fairly 
substantial increase took place between 1970 and 1973 in investments in the developing 
areas of Asia (Chart 4-2). 

46 Development Assistance Committee, Development Co-operation- 1977 Review (Paris: OEeD, 1977); 
osco, "Stock of Private Investment by Member Countries of the Development Assistance Committee 
in Developing Countries-End 1972," Paris, 1974, p. 3. 
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Chart 4-1 

Value of Stock of Total Canadian Direct Investment Abroad, 1968-74 
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Chart 4-2 
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Evidence of the further growth of direct investment by Canadian firms in the 
developing countries is indicated by the data on capital flows for this purpose in the 
past few years. Direct investment flows from Canada to the Third World amounted to 
U.S. $193 million in 1974, $300 million in 1975, and $430 million in 1976 - again with 
the lion's share ($250 million) going to Latin America and the Caribbean but with a 
heavy flow ($140 million) to Asia in the latter year. 
Canadian direct investment abroad is thus becoming quite extensive, and amounts 

invested in the developing countries are fairly important. Although the United States is 
by far the biggest investor in developing nations, and West Germany, Japan, Britain, 
and France have tended, in the past, to place larger amounts in this form in the Third 
World than Canada has, the role of Canadian capital is becoming increasingly 
significant (Table 4-20). In 1976, Canada ranked fifth, ahead of such nations 
as France and Italy and behind only the United States, Japan, West Germany, 
and the United Kingdom. Relating the figures to the gross national products 
of those countries, in 1976 Canada stood second only to Britain, although over 
a longer period its position tends to run about fifth. 

Even so, to put the data in perspective, let us note that Canadian direct investment 
flows to developing areas in 1975 still represented only about 30 per cent of Canada's 
total outflows of private credit to the Third World. Moreover, the amount was 
equivalent to no more than one-third of Canadian official development assistance that 
year, and it was just 6 per cent of the value of Canada's annual merchandise imports 
from poor countries. 

One other item of information about Canadian direct investment in the developing 
countries that is particularly relevant is the nature of the industries and sectors 
involved (Table 4-21). The table points up the strong emphasis on Canadian 
investment in utilities in the Third World. The next most important sectors are mining 

Table 4-20 

Direct Investment Flows to Developing Countries, Selected DAC Member Countries, 1964-76 

Absolute level of flows Proportion of total DAC flows Proportion of country's GNP 

Annual average Annual average Annual average 

1964-66 1973-75 1976 1964-66 1973-75 1976 1964-66 1973-75 1976 

(Millions of U.S. dollars) (Per cent) 

Canada 31.0 206.0 430.0 1.5 2.5 5.7 0.06 0.15 0.22 

France 329.2 266.9 245.5 15.9 3.3 3.2 0.33 0.09 0.07 
Germany 118.5 767.9 765.4 5.7 9.5 10.1 0.10 0.20 0.17 
Italy 52.1 165.2 212.9 2.5 2.0 2.8 0.09 0.11 0.13 
Japan 71.2 746.2 1,084.2 3.4 9.2 14.3 0.08 0.18 0.20 
United Kingdom 206.3 738.0 722.6 10.0 9.0 9.5 0.21 0.36 0.33 
United States 1,021.0 4,638.7 3,119.0 49.4 57.3 41.1 0.15 0.33 0.18 

All DAC countries 2,068.1 8,096.2 7,592.6 100.0 100.0 100.0 0.15 0.23 0.18 

SOURCE DAC. Development Co-operation: 1976 and 1977 Review, report of Maurice J. Williams, president of DAC (Paris: OECD, 1976 and 1977). 
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Table 4-21 

Stock of Direct Investment, by Industry Group, Canada and the United States, 1973 and 1974 

Total Canadian direct 
investment, 1973 

Direct investment in developing 
countries, 1974 

Canada 

Utilities 

Millions of Percentage 
dollars of total 

3,919 50.2 
1,064 13.6 
727 9.3 
771 9.9 
621 8.0 
863 1l.0 

414 5.3 
853 10.9 
530 6.8 
376 4.8 
234 3.0 

7,810 100.0 

935 42.6 
305 13.9 
54 2.5 
85 3.9 

2,195 100.0 

Millions of 
dollars 

Percentage 
of total 

420 
86 
24 
126 
304 
92 

All manufacturing 
Beverages 
Wood and paper products 
Iron and iron products 

Mining and smelting 
Petroleum 

19.1 
3.9 
l.l 
5.7 
13.8 
4.2 

Railways 
Other 

Financial 
Merchandising 
Other 

Total 

United States 

Millions of Percentage 
dollars of total 

9,200 32.3 
n.a. n.a. 
n.a. n.a. 
n.a. n.a. 

1,784 6.3 
8,257 29.0 

693 2.4 

3,733 13.1 
2,631 9.2 
2,161 7.6 

28,459 100.0 

SOURCE Based on data from Statistics Canada. and from Whichard and Freidlin, "U.S. Direct Investment Abroad in 1975," Survey of Current Business 56, 
no. 8 (1976). p. 48. 

and smelting, and financial services. A somewhat less prominent area of Canadian 
activity in these countries is manufacturing. 

The Impact of Foreign Investment on Developing Countries 

Given the role of the multinational firm in the origination and dissemination of 
technology around the world and given the significance of technological change in the 
process of economic development, there is a primafacie case for encouraging foreign 
direct investment in the Third World to the greatest extent possible if we want poor 
countries to develop. The question, however, is not quite as simple as that, because the 
interaction of the foreign-owned firm with the host country generates a multiplicity of 
ramifications, some of which are remarkably subtle and difficult to evaluate." 
Research into the employment-creating effects of foreign direct investment, for 

example, has yielded rather ambiguous results." While many studies have concluded 
that subsidiaries of multinational firms tend to use more capital-intensive techniques 
of production than indigenous enterprises, others show the opposite. Part of the 
trouble here seems to lie in the determination of what is, in truth, the pattern of local 
output that should be compared with that of the multinational. Because of the capacity 

47 Steven W. Langdon, "Canadian Private Direct Investment and Technology Marketing in Developing 
Countries," a study prepared for the Economic Council of Canada. 1978. 

48 Several other factors help to account for the adoption of capital-intensive technologies in developing 
countries. See Chapter I. 
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of multinational corporations to influence consumer tastes, the type of product offered 
by developing-country businesses in their own market may sometimes have to be 
modeled on what the multinationals are selling, and that may mean the adoption of 
similar production methods. Where this is so, the employment created by local 
industry may be no greater - and, in view of differences in the efficiency of utilization 
of capital equipment, possibly even less - than that generated by multinational firms. 
On the other hand, where circumstances enable local enterprise to manufacture a 
product without copying imported technology, methods of production may be such as 
to give rise to significantly more employment than occurs in the foreign-owned 
subsidiary. It is hard indeed to determine the overall effects of these countervailing 
trends. 

Unquestionably many foreign-owned firms in developing areas have taught their 
workers specialized tasks and have progressively replaced imported highly skilled 
labour and executives with indigenous personnel. Efforts have also been made in many 
instances to use local suppliers of required inputs and to help spread entrepreneurial 
opportunity in the host country in various other ways. But, once again, the tendency 
of these major concerns to disrupt traditional demand patterns for labour, for product 
types, and for relevant services has made obsolete a great number of skills and has 
forced out of business all kinds of small commercial endeavours. How is one to gauge 
the net gain or loss? 

Analysis of income and balance-of-payments effects from the presence of multi 
national firms also shows surprisingly mixed conclusions. Sometimes pressures on 
governments by these firms cause them to provide special subsidies or import 
protection that render the local subsidiary highly inefficient and costly to the treasury 
or to the consumer. The methods of reporting prices at which intermediate products 
move between a local factory and other branches of the corporation - referred to as the 
"transfer-pricing" issue - can in some instances deprive a host country of tax revenue 
and aggravate its balance-of-payments deficit. Even so, direct investment can have 
many obvious advantages as a way of securing a desired "package" of capital and 
know-how: one of these concerns the balance-of-payments implications of remitting 
dividends (which tend to fluctuate in approximate accord with economic conditions) 
as opposed to interest (which remains the same regardless of the overall situation). 
Nevertheless, the fact is that any general proposition that foreign direct investment 

yields clear net gains to the development of host nations cannot be said to command 
full support from those who have examined it. As a consequence, we believe that 
policies should recognize this absence of certainty by avoiding special encouragement 
to foreign direct investment in developing countries through the medium of the aid 
program. 

Overseas Investment and Canada's Interests 

Does direct investment in the developing countries by Canadian firms contribute to, 
or conflict with, Canada's interests? This question is not much easier to answer than the 
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parallel one about the benefits of such investment to developing countries themselves. 
Problems arise, for example, with regard to the many implications of multinational 
corporate activity for general fiscal and monetary management by national govern 
ments. As liquid assets are moved about the globe by these firms in response to 
perceived exchange-rate pressures, there is a tendency for fluctuations and uncertainty 
in world money markets to increase and for problems of macro-economic manage 
ment by individual governments to be exaggerated. 

Nevertheless, the mere fact that many foreign corporations are investing in the 
developing world makes it likely that Canada will suffer a loss of markets and 
consequently of employment and profits if its firms do not do likewise. Should a U.S. 
or a German multinational enterprise decide to establish manufacturing capability in a 
country that is a market for Canadian exports, then the probability is that Canada's 
sales to that country will be reduced. This can be especially true in developing nations 
when their governments offer to raise import barriers to protect multinationals 
establishing local output facilities. The authorities in poor countries are also prone to 
make preferential purchasing arrangements with firms operating in their territories 
and, in other ways, to grant them special fiscal advantages over firms doing 
business there through trade rather than investment. 

Moreover, there is the more general relationship of foreign direct investment to 
trade, which today is increasingly positive and symbiotic. Canada's own experience as 
a host country for foreign enterprise indicates the extent to which investment in 
productive operations by outside interests leads to heavy trade interdependence - 
involving parts and components, specialized supplies, machinery and equipment, and 
other inputs - plus the exchange of a wide variety of services in support of foreign 
activities. Insofar as this trade is potentially beneficial to the home-country economy, 
its loss by virtue of failure to invest abroad will certainly be detrimental. 

All these countervailing factors having been taken into account, we believe that the 
benefits to Canada from direct investment in the developing countries by Can 
adian firms most often clearly outweigh the costs, and they should be considered 
accordingly. 

Canada has no restrictions on, or official surveillance of, direct investments in other 
countries. In the case of potential investments in developing countries, there are 
available to Canadian firms financial aids from eIDA for exploratory trips and 
feasibility studies." As we have noted earlier, because of the ambiguous conclusions as 
to the benefit to developing countries of such direct investments, we are bound to infer 
that these aids are difficult to justify on developmental grounds. On present knowledge 
of this complex subject, we cannot urge the continuation of encouragement, under the 
auspices of the official development-assistance agency, of a process whose effects in 
poor countries appear equivocal. Our suggestion is that all programs of this kind 
should be seen in future as promoting Canadian commercial interests, and the 
following recommendation is designed to reflect that idea: 

49 "Starter study assistance" to a maximum of $2,500 can be paid to firms for reimbursement of the costs 
of exploratory visits to potential sites for investments; up to $25,000 can be allowed towards the cost 
of feasibility studies. 
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Recommendation 5 
We recommend that the pre-investment programs of ClDA S Business and Industry 
Division - regarding both support for exploratory visits and contributions towards the 
cost of feasibility studies - be transferred to the Department of Industry, Trade and 
Commerce or to the Export Development Corporation. 

While the future of programs in the Department or the Corporation are not strictly 
within our purview, we would observe that, if the logic of the foregoing is sound, a 
system of pre-investment supports should henceforth not be confined to envisaged 
activities in developing countries alone but generalized to apply to the exploration of 
direct investment possibilities anywhere in the world. At the same time, given the 
potential of some developing nations for future growth and industrialization, we 
believe that special attention is merited to the long-term investment prospects in those 
regions. As a country that needs to diversify its economic relationships and that has 
special interest in fostering overseas connections, Canada would do well to examine 
such opportunities carefully in any instance where the government concerned deems it 
to its advantage to encourage operations by foreign enterprises. 



5 ON AID 

While trade and investment links constitute an important part of the relations between 
developed and developing countries, aid from outside sources remains the principal 
mechanism by which the poorest nations of the Third World hope to achieve some of 
their development goals. As a member of the "club" of rich nations - the osco's 
Development Assistance Committee - Canada has contributed to the efforts aimed 
at fostering this objective. Our examination of the Canadian foreign aid program has 
led us to believe that its effectiveness and efficiency could be improved in various ways. 
At the same time, the perspective adopted in this report implies that both aid and 
trade policies must be co-ordinated. In particular, the need to alter Canada's 
industrial structure in the light of increasing trade with the developing countries, 
discussed in the preceding chapter, also has a bearing on such issues as the "volume" 
and the "quality" of the aid program. 

Foreign Aid and Development 

Foreign aid has an ancient past. There are numerous instances throughout history of 
states providing resources to other states on a "concessional" basis - that is, as a 
"present." However gift-like these transactions may have appeared, they have 
generally been regarded as a form of exchange, with political influence, national 
security, or commercial advantage representing the necessary quid pro quo. But 
foreign aid that is furnished for the avowed purpose of assisting the economic 
development of the poor countries is comparatively recent in origin. As the colonial 
peoples achieved their political independence in the postwar era, poverty in the new 
countries and international disparities have acquired increased significance in 
multilateral debates. To act upon these concerns and to relieve the problems of 
underdevelopment, the rich nations and a growing number of international insti 
tutions have instituted aid programs for the poor nations. Many observers insist, 
however, that donor and recipient governments alike pursue a number of objectives in 
addition to economic and social development. Presumably, foreign aid will contribute 
most to development when both donor and recipient earnestly desire it and when their 
ideas as to what constitutes development are not too dissimilar. 
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The Development Rationale for Foreign Aid 

Traditionally, Western economic literature has dealt with development in terms of 
real per capita income growth. In earlier times, the problem was viewed as that of 
achieving the conditions necessary for sustained growth, of creating an economic 
environment wherein it would no longer be necessary to rely on foreign aid or other 
external resources. The achievement of this "critical mass" was seen to depend upon 
the attainment of levels of total savings and investment that were high enough to 
generate the required level of income, so that domestic savings and investment would 
occur at a rate capable of ensuring the continuation of the whole process. Although the 
high degree of optimism inherent in this view appears to have faded in recent times, the 
need for external resources continues to be rationalized by means of economic models 
in which the insufficiency of domestic savings or - and this amounts to the same thing 
in a longer-term context if exchange rates are determined by market forces - the 
supply of foreign exchange is the binding constraint on the attainment of a desired rate 
of growth. In this context, all other things being equal, the higher the desired rate of 
growth, the greater the need for foreign capital. 

A dawning recognition in the late 1950s and early 1960s that economic growth 
is not simply a matter of physical capital accumulation caused some alterations in the 
capital-deficiency argument. Thus emphasis has been given to the need for human 
capital formation and technical advance as well as the accumulation of capital goods, 
but imported resources have been held to be capable of furnishing these as well. 
Likewise, the widening of the conventional meaning of development to include the 
satisfaction of basic needs has not posed any difficulties for the resource-deficiency 
rationale for foreign aid. 

A second argument for foreign aid, not necessarily exclusive of the first, is that the 
economic development process is retarded by local institutional arrangements and! or 
governmental policies and that foreign aid can be used to bring about suitable 
alterations in these factors. To the extent that this concerns the issue of investment 
deficiency, it can be said that foreign aid is furnished to stimulate greater local savings 
through fiscal reforms and tax increases and, hence, to lessen the anticipated savings 
gap. This rationale is more often applied, however, when the aim is to improve 
resource-allocation efficiency or income distribution by inducing an alteration in 
recipient-government policies. The role of foreign aid, in this context, can extend all 
the way from acting as an incentive payment to furnishing "superior" policy advice. 
It would seem fair to say that the second rationale for foreign aid as a developmental 

tool has enjoyed less prominence than the first. This is not because economists and 
other social scientists have failed to identify local institutions or policies that were held 
to impede development; on the contrary. But the near certainty that more resources are 
invariably better than less has no counterpart when it comes to telling others what to 
do. Still, there is an increasing tendency to identify problems of development with the 
manner in which resources are employed rather than simply with their scarcity. 
Perhaps this comes out most clearly in discussions that emphasize satisfying basic 
needs and meeting other distributional concerns, but it can also be found in com 
mentaries relating to economic growth. 
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Some Effects of Foreign Aid 

How much economic development has foreign aid produced? This is a controversial 
question, to say the least. A large portion of whatever empirical work does exist! has 
been generated in response to those who have challenged the efficiency offoreign aid as 
an instrument of economic growth. Most of the attention has centred around the 
impact of foreign aid on investment and savings. 
If economic growth bulks large in the donor's view of development, an adverse 

impact of aid on total investment will obviously constitute a serious drawback. The 
naive view that foreign aid serves to augment investment on a simple dollar-for-dollar 
basis appears to have been rejected, and it is now generally agreed that some portion of 
foreign aid goes into consumption rather than investrnent.? Of course, this need not 
represent an objection to foreign aid if its objective is not to maximize growth but to 
achieve some mixture of growth and greater satisfaction of current consumption 
needs. 

In addition, there has been substantial controversy over the impact of foreign aid on 
savings from domestic resources. Some experts contend that the effect has been to 
lower the extent of savings from this source.' Although somewhat equivocal, the 
empirical evidence would appear to support the view of lowered domestic savings.' 
While the acceptance of foreign aid by developing countries may entail political costs, 
concessional funds will be the preferred means of financing both investment and 
consumption as long as the cost of doing so is lower than that of using domestic 
resources alone. 
Thus an increase in aid flows will augment both consumption and investment and 

diminish domestic savings as a proportion of GNP, unless the recipient government 
offsets any negative impact on savings. In any event, foreign aid does appear to have a 
positive effect on economic growth;' one can therefore infer that the portion that goes 

See, in particular, K. B. Griffin, "Foreign Capital, Domestic Savings and Economic Development," 
Bulletin of the Oxford University Institute of Economics and Statistics 32, no. 2 (May 1970): 99-112; 
and T. E Weisskopf, "The Impact of Foreign Capital Inflow on Domestic Savings in Underdeveloped 
Countries," Journal of International Economics 2, no. I (February 1972): 25-38. 

2 Even the staunchest defenders of the usefulness of aid as a means of fostering economic growth agree 
with this. See Gustav F. Papanek, "The Effect of Aid and Other Resource Transfers on Savings and 
Growth in Less Developed Countries," The Economic Journa/82, no. 327 (September 1972), p. 935. 

3 This could happen, for example, if foreign aid funds "crowd out" domestic financing of a limited 
number of investment projects or if it leads to an increase in the recipient government's consumption 
spending that persists after aid is reduced or withdrawn. 

4 For a summary of some of the evidence, see John Buttrick and Louis Lefeber, "Aid and Development" 
a study prepared for the Economic Council of Canada, 1978; Colin Stoneman, "Foreign Capital and 
Economic Growth," World Development 3, no. I (January 1975), p. 18; Peter S. Heller, " A Model 
of Public Fiscal Behaviour in Developing Countries: Aid, Investment and Taxation," The American 
Economic review LXV, no. 3 (June 1975): 439-42; Gustav F. Papanek, "Aid, Foreign Private 
Investment, Saving and Growth in Less Developed Countries," Journal of Political Economy 81, no. I 
(January-February 1973), p. 127. Papanek, it should be noted, maintains that the negative correlation 
between savings and aid is likely to be the result of exogenous factors affecting both, rather than a 
causal relationship. 

5 Stoneman, "Foreign Capital," p. 17; Papanek, "Aid, Foreign Private Investment," p. 121. 
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to investment is larger than the decrease in domestic savings. Perhaps foreign aid also 
serves as a vehicle for technical improvement. The question remains, however, whether 
the additional investment generated by foreign aid generally makes the most efficient 
use of available capital. There is reason to believe that it does not. One reason for this is 
the capital-using bias inherent in foreign aid practices. First, donors generally do not 
produce equipment designed for the relative factor endowments of most poor 
countries. Second, because they wish to protect their own output and employment 
(among other reasons), donors are usually reluctant to pay for local costs - mainly 
labour - and this tends to favour projects that embody more capital. Another reason is 
that aid-financed projects have tended to contribute to import intensity by reason of an 
ongoing need for imported operating inputs and replacement parts. A further reason is 
that foreign aid has favoured, in the past, urban over rural, and large as opposed to 
small-scale, projects in spite of the existence of higher returns in these alternative 
investments. 

A most important question is what effect foreign aid has had on income distribution 
both among the countries of the world and within the recipient countries themselves. 
There is great difficulty here. To answer this question, it is necessary to know what 
effect aid has had on growth and population, as well as how the resources transferred 
from the rich countries would have been used in the absence of foreign aid. We may 
assume that at least some of these resources would have been saved and invested, thus 
tending to raise the rate of income growth and the level of incomes in the developed 
world. If it is assumed that foreign aid has not affected population growth in poor 
countries, then the obvious inference is that it has raised average incomes by an 
undetermined amount. In these circumstances, world income would be somewhat 
more equally distributed across countries than in the absence of foreign aid. However, 
whether foreign aid has in fact left population growth rates unaffected is problem 
atical. 
The effect on income distribution within recipient countries is not well understood. 

There has been some evidence that, in the course of economic growth, income 
distribution passes from being more to less even and then back in the direction of 
greater equality." Through its influence on growth, foreign aid can reinforce these 
trends and accelerate change. In addition to the generalized distributional effects of 
growth, there are the direct effects wrought by aid programs operating in particular 
sectors of the economy of the recipient country. Such evidence as does exist is hardly 
persuasive that, up to this point, these direct effects have tended to equalize incomes. In 
summary, it is not possible to conclude that foreign aid has reduced income disparities 
among countries - if per capita averages are used as a measure of income distri 
bution - and there is little evidence that it has had a comparable effect on the 
distribution of income within developing countries. 

Overall, foreign aid appears to have contributed to the aggregate economic growth 
of poor nations, though it is difficult to know by how much. If one allows that some 
portion of aid is consumed, that aid probably reduces domestic savings in the recipient 

6 Albert Berry, "Canadian Foreign Aid and Income Distribution," a study prepared for the Economic 
Council of Canada, 1978. 
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country to some extent, and that, as now commonly provided, aid capital is frequently 
inefficiently allocated, one may reasonably conclude that the growth impact of 
development assistance is much less than it could be. At the same time, assuming that 
economic development means helping nations to meet the basic needs of their 
populations or assuring that income is more equally distributed both within the poor 
nations and between the developing and developed countries, there is little evidence to 
suggest that foreign aid has been employed as effectively as possible in this regard. 

The Donor Aid Code and Canadian Performance 

The foreign aid policy and practice of most of the industrialized Western countries 
are influenced by their membership in the Development Assistance Committee (DAC) 
of the Organization for Economic Co-operation and Development (OECD). 7 The 
members of the Committee are pledged "to secure an expansion of the aggregate 
volume of resources made available to less-developed countries and to improve their 
effectiveness. To this end, [they] periodically review together both the amount and the 
nature of their contributions to aid programmes, bilateral and multilateral, and 
consult each other on all other relevant aspects of their development assistance 
policies."8 The Committee has adopted, in respect of aid activities, a code of conduct 
that covers both the "volume" and the "quality" of foreign aid. 

There are two types of "volume" targets for flows of resources to the developing 
countries. The first - which relates to the quantity of total net flows, both public and 
private, concessional and commercial - was set at 1 per cent of the gross national 
product (GNP) of donor countries by the United Nations in the early 1960s and has been 
endorsed by a host of international bodies and gatherings, including DAC. The second 
type of volume target relates to "official development assistance" (ODA) - that is, the 
flow of resources to developing countries and multilateral institutions that are 
provided by official agencies, including state and local governments, or by their 
executive agencies, and that are intended for development and are concessional in 
nature.? In 1969, the Pearson Commission recommended that the target for ODA be set 
at 0.7 per cent of GNP.lO Although thirteen DAC members have adopted this target, the 
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7 As of December 1977, DAC membership included Australia, Austria, Belgium, Canada, Denmark, 
Finland, France, the Federal Republic of Germany, Italy, Japan, the Netherlands, New Zealand, 
Norway, Sweden, Switzerland, the United Kingdom, and the United States, as well as the Commission 
of the European Economic Community. 

8 Development Co-operation - /976 Review, Report by Maurice J. Williams, Chairman OfDAC (Paris: 
OECD, 1976), p. 2. 

9 Development Co-operation - 1972 Review, Report by Edwin M. Martin, Chairman ofDAC, Annex III: 
"Recommendation on Terms and Conditions of Aid Adopted by the DAC on 17th October, 1972" 
[hereafter referred to as the "1972 Terms Recommendation"] (Paris: OECD, 1972), p. 208. 

10 Lester B. Pearson [Chairman], Partners in Development, Report of the Commission on International 
Development, International Bank for Reconstruction and Development (New York: Praeger 
Publishers, 1969), pp. 147-49. 
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Committee as a whole has never formally endorsed it.!' The 1972 Terms Recom 
mendation does, however, treat a given ODA volume as a minimum requirement for 
compliance. Members whose ODA commitments are significantly below the DAC 
average are considered not to have complied with the recommended terms.'? Thus the 
ODA concept and targetry occupy a prominent position in DAC discussions concerning 
resource flows to the developing countries. 
The "quality" of foreign aid is partially defined by the degree to which development 

assistance is "concessional" in nature - that is, by the proportion of assistance that 
consists of grants or "soft" (low-interest, long-term) loans. In the 1972 Terms Recom 
mendation, DAC member states were encouraged to maintain an average grant element 
of at least 84 per cent in their overall ODA commitments. (This was raised to 86 per cent 
early in 1978.) In order to qualify as ODA, individ ual transactions must possess at least 
a 25 per cent grant element, defined as the difference between the face value of the 
financial instrument and amortization plus interest payments conventionally dis 
counted at 10 per cent. In addition, special provision was made for a group of twenty 
five least-developed countries, encouraging each donor country to incorporate in its 
overall ODA a grant element of either at least 86 per cent to each least-developed 
country over a period of three years or at least 90 per cent annually to the least 
developed countries as a group.t- 

Another quality element of the donor aid code concerns procurement-tying. Simply 
put, tying is a condition attached to the granting of aid, requiring the recipient nation 
to use the funds involved for purchases in a restricted group of countries - usually the 
donor alone, but sometimes other specified countries as well. Procurement-tying is 
harmful to the recipient for two reasons. First, it reduces the real value of a given 
amount of nominal aid because it forces the recipient country to buy supplies at 
noncompetitive prices.t- Second, tied aid serves to create some of the biases discussed 
above - capital and import intensity, and so on - which lead to an inefficient 
allocation of resources in the recipient country. 
At the DAC High-Level Meeting of October 1973, the members agreed to let their 

contributions to multilateral institutions be "free for procurement at least in those 
countries that are members or associate members of those institutions or are 
II The 1976 Review classifies DAC countries according to whether or not a volume target date and medium 

term planning for its achievement exist. Belgium, the Netherlands, Norway, and Sweden are said to 
have both. Of these, only Sweden, the Netherlands, and Norway had achieved the 0.7 per cent target in 
1976. New Zealand is said to have no medium-term plan, but a target date of 1980. Australia, Canada, 
Denmark, Finland, France, West Germany, Japan, and the United Kingdom are committed to the 
0.7 per cent target, but without a time limit. Austria, Italy, Switzerland, and the United States have not 
adopted a volume commitment. 

12 See 1972 Review, p. 208. In 1975, for example, Austria, Finland, Switzerland, and the United States 
were held not to be in compliance, for this reason alone. Japan also was not in compliance, but by 
reason of a combination of inadequate volume and insufficient concessionality of aid. See 1976 
Review, p. 82. 

13 See /972 Review, pp. 208-209. 
14 For example, it has been estimated that, on average, the prices of some Canadian manufactured 

goods are 25 per cent higher than world levels. See Keith Hay, "The Implications for the Canadian 
Economy of CIDA's Bilateral Tied Aid Programs," a study prepared for the Economic Council of 
Canada, 1978. 
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recognized by the institutions concerned as significant contributors."15 The quality 
provisions of the aid code can be said to be undergoing further modification in the 
form of a memorandum on untying bilateral development loans for procurement in 
developing countries, although Canada, along with several other DAC members, has 
not yet adhered to it.16 Negotiations have been under way for some time on the matter 
of reciprocal untying of aid procurement among DAC rnembers.!? 
Leaving aside considerations relating to the exact nature of the relationship between 

donor and recipient - and, consequently, to the precise meaning of ODA in certain 
cases" - the DAC code is as remarkable for the things it omits as for those it includes. A 
dollar of ODA made available to a developing country with a per capita income of 
$1,000 is treated no differently from a dollar of ODA given to a nation whose average 
income falls below $ 1 00.19 The quality provisions in favour of the poorest countries do 
not affect the volume criterion. Donors who give to the poorest are enjoined to be more 
generous in their terms, but they receive no special credit for being so. 
The DAC list of countries eligible for aid is defined by exclusion: in Africa, all 

countries except South Africa; in Asia and the Pacific, all but the People's Republic of 
China, Japan, Australia, and New Zealand; in the Americas, all but the United States 
and Canada. In Europe and the Mediterranean, the only countries eligible are Greece, 
Spain, Portugal, Gibraltar, Cyprus, Malta, Yugoslavia, and Turkey.v Within very 
broad limits, individual donors can give aid to just about any country. They are free to 
furnish particular kinds of aid and to favour particular countries or multilateral 
development institutions. 

Since not all DAC member countries meet all the provisions (both formal and 
informal) of the existing code, the annual reviews of each country's performance have 
importance in their own right. They consist of statements by donors concerning their 

15 See 1976 Review, p. 159. 
16 For the text of the memorandum, see Developmen/ Co-opera/ion - 1974 Review, Report by 

Maurice J. Williams, Chairman of DAC, Annex: "Memorandum of Understanding on Untying of 
Bilateral Development Loans in Favour of Procurement in Developing Countries" (Paris: OECD, 1974), 
pp. 191-93. 

17 Reciprocal untying of aid procurement involves an agreement whereby donor country A allows the 
recipient to use its bilateral aid for purchases in donor country B, provided the latter reciprocates. More 
than two donor countries may be involved. 

18 ODA accounting seems advantageous to some donor countries. Before Portugal's African colonies 
became independent, for example, that country was one of the strongest ODA performers. The 1974 
Review (p. 202) showed Portugal as having the highest ODA/GNP ratio for each of the years 1969 
to 1973, inclusive. The 1975 Review, on the other hand, does not even mention Portugal, which 
left DAC as a donor and is now eligible for aid. France apparently presents another interesting case. 
A considerable portion of its aid goes to its overseas territories and departments (French Guyana, 
Guadeloupe, Martinique, Réunion, French Polynesia, etc.) It has been estimated that if this aid 
were excluded from ODA, France's ODA/GNP ratio would have been about 0.36 in 1975, rather than 
0.62. See Joris J. C. Voorhoeve, "Trends in Official Development Aid," Finance and Development 
14, no. 2 (June 1977), p. I I. 

19 For example, ODA contributions furnished to Israel or Saudi Arabia - both countries with 1975 
average incomes in excess of U.S. $3,000 - count equally with aid given to Burundi, Mali, or Upper 
Volta - all countries with a per capita GNP of approximately U.S. $100 in 1975. 

20 Canadian International Development Agency, Policy Branch, "Special Categories of Developing 
Countries: A Note," August 1976 (mimeo.), p. I. 
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performance, examination and questioning by panels comprised of other designated 
donors, circulation of questions and answers to all DAC members, and publication of 
the aid-giving performance of all members in a format designed to invite comparison. 
Laggards are exposed; leaders are rewarded; and a general spirit of aid competition is 
fostered. 

Canada's Aid Performance 

It is clear that Canada has been sensitive to its relative performance, particularly in 
terms of its OOA volume, from the beginning ofOAC.21 Indeed, it can be argued that the 
creation of DAC has moved many smaller countries, like Canada, to increase their aid 
efforts substantially. In any event, the expansion of the Canadian aid program since 
the establishment of DAC has been impressive (Table 5-1). Since 1961, Canadian OOA 
in real terms has increased more than fivefold; the proportion of GNP devoted to aid 
has more than doubled; the proportion of Canadian aid channeled through 
multilateral institutions has moved from one-quarter to over one-third; and the 
number of countries receiving bilateral aid from Canada has more than doubled. 
Finally, manpower employed in the Canadian aid administration - the Canadian 
International Development Agency (CIOA), formerly the External Aid Office of the 
Department of External Affairs - exclusive of External Affairs officers and Depart 
ment of Industry, Trade and Commerce personnel employed abroad on these matters, 
rose from 59 in 1960-61 to 969 in 1976-77. 
How, then, does Canada fare in terms of the quality and volume of OOA? Overall, 

the Canadian position, as these matters are judged, can be said to be reasonably good 
(Table 5-2). For DAC, two indexes - the volume and the grant-equivalent content of 
OOA - appear to be the most important, followed by the proportion of untied aid and, 
at a considerable distance, by the share of the least-developed countries in bilateral 
commitments. It can be seen that, except for the proportion of untied aid, Canada 
occupies a middle position relative to its donor partners. Some of what is "lost" in the 
area of untied aid is made up by Canada's relative generosity in respect of the grant 
content of aid. 
Nevertheless, there are, in our opinion, several areas where the effectiveness of the 

Canadian development assistance programs could be enhanced. We are concerned, in 
particular, with the problem of aid disbursement; the appropriate balance between 
multilateral and bilateral commitments; the quality of aid, particularly procurement 
tying; the problem of aid-effectiveness monitoring; and the achievement of an 
adequate volume of OOA. 

21 Colin J. Hindle, "Supply and Demand Aspects of Canadian Aid," a study prepared for the Economic 
Council of Canada, 1978. 
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Table 5-1 

Canadian Official Development Assistance, Selected Statistics, 1961, 1975, and 1976 

1961 1975 1976 

(1970 U.S. $ millions) 
Total volume of aDA 70 521 514 

(Per cent) 

aDA as a proportion of GNP 0.16 0.55 0.46 
Multilateral aid as a proportion of net aDA disbursements 27 30 40 
Number of countries receiving bilateral aid' 33 83 84 
Aid agency man-years I 59 963 969 

I Data are for fiscal years 1960-61, 1975-76, and 1976-77. 
SOURCE DAC, Development Assistance: Annual Review for 1968; Development Co-operation: Annual Review for 1972,1973,and 1977; Hindle, "Supply and Demand"; 

Public Accounts of Canada, 1960-61; Estimates, 1976-77 and 1977-78; CIDA, Program Analysis Division, "Historical Statistics of Official Development 
Assistance, 1965-66 to 1975-76" (November 1976); and unpublished data supplied by CIDA. 

Table 5-2 

Volume and Quality Elements of Official Development Assistance, DAC Members, 1973-76 (Averages) 

Net aDA disbursements Grant element Total untied aid' Aid to LLDCS2 

As a proportion As a proportion As a proportion 
As a proportion of net aDA of aDA gross of bilateral 

of GNP Rank commitments Rank disbursements Rank commitments Rank 

DAC member countries: (Per cent) (Per cent) (Per cent) (Per cent) 

Australia 0.50 7 99.7 2 69.1 3 2.1 17 
Austria 0.15 16 73.7 16 77.0 4 4.6 16 
Belgium 0.53 6 97.3 5 30.2 15 18.0 5 
Canada 0.49 8 96.3 6 40.6 II 12.3 9 
Denmark 0.54 5 95.9 7 59.5 6 24.2 3 
Finland} 0.17 14 89.3 12 48.3 9 36.1 I 
France 0.60 3 90.5 II 35.4 14 6.9 13 
Germany 0.35 II 85.2 15 71.6 5 11.5 10 
Italy 0.13 17 90.7 10 59.0 7 15.7 6 
Japan 0.23 13 68.9 17 40.3 12 5.6 15 
Netherlands 0.70 2 89.0 13 41.6 10 10.1 Il 
New Zealand' 0.38 9 98.3 4 8.8 12 
Norway 0.60 4 99.9 1 80.8 2 28.8 2 
Sweden 0.73 I 99.3 3 81.6 I 20.2 4 
Switzerland 0.17 15 93.8 8 58.6 8 12.9 7 
United Kingdom 0.37 10 91.7 9 36.4 13 12.6 8 
United States> 0.24 12 88.1 14 27.4 16 6.2 14 

Totai5 0.33 88.1 42.4 9.6 

I Fully untied aid only. 
2 LLDCs - least-developed countries. The figures are averages for 1973-75, as data for 1976 are not available. 
3 Data on untied aid and aid to the LLDCs are averages for 1974-76, as data for 1973 are not available. 
4 Untied aid data are only available for 1976: 92.9 per cent. 
5 Untied aid data are averages for 1973, 1975, and 1976 only, as U.S. data for 1974 are not available. 
SOURCE DAC, Development Co-operation: Annual Review for 1974, 1975, 1976, and 1977. 
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The Disbursement Problem 

Throughout the life of its aid program, but particularly since the establishment of 
DAC and the associated increase in its aggregate aid effort, Canada has experienced 
difficulty in spending all the funds set aside for bilateral aid. In the language of aid 
administrators, this is known as the "disbursement problem." Its origins are complex, 
but at least part of the difficulty is to be found in the aid policy itself. 

Disbursement difficulties result in an altered composition of the bilateral program - 
for example, a greater proportion of aid given in the form of food or other com 
modities, as opposed to project assistance - as well as in the form of shortfalls in 
total bilateral spending. The extent of the problem comes into clearest relief in the 
1974-75 fiscal year and after, with the imposition of disbursement ceilings. Prior to that 
time, the problem displayed itself in the accumulation of undisbursed balances - that 
is, in a lengthening of the so-called "aid pipeline" (Table 5-3). 

Table 5-3 
Planned and Actual Spending in CIDA Bilateral Program, 1974-75 to 1976-77 

Grants and Food 
loans aid 

(Millions of dollars) 

1974-751 

Planned 417.2 80.8 
Actual 341.1 158.6 
Divergence from plan -76.1 +77.8 

1975-76 
Planned 414.0 156.5 
Actual 404.4 119.3 
Divergence from plan -9.6 -37.2 

1976-77 
Planned 462.2 124.6 
Actual 324.3 149.4 
Divergence from plan -137.9 +24.8 

Total 

498.0 
499.7 
+1.7 

570.5 
523.7 
-46.8 

586.8 
473.7 
-113.1 

In 1974-75, $64 million of ODA grants were expended on food aid. This amount has been added to food-aid spending 
and subtracted from grant and loan expenditures. 

SOURCE Unpublished data supplied by CIDA. 

The disbursement problem is compounded by the fact that, relative to some other 
donors, a large share of Canada's bilateral ODA is tied. At the same time, Canada 
exports proportionately less to these countries than does any other DAC member 
except Finland.s? Because it is rarely able to supply competitively the goods that the 

22 In 1975, for example, Norway sent Il per cent of its exports to developing countries (not including oil 
producers) but untied about 84 per cent of its bilateral aid. For Sweden, the comparable figures were 
8.1 per cent and 71 per cent. Canada sent 5.7 per cent of its exports to these countries but fully untied 
only 14 per cent of its bilateral aid in 1975. The export data are drawn from International Monetary 
Fund, Direction of Trade: Annual 1969-1975. and deflated by the export deflators of individual 
countries as provided in IMF, International Financial Statistics (June 1976). 
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poor countries want most, efforts to provide the needs of these countries directly out of 
Canadian production through procurement-tying are bound to be difficult. 

Of course, the disbursement problem is not caused by aid-tying alone. It depends no 
less on the nature of the economies of those countries that Canada wishes to aid and, in 
particular, on the extent to which program aid - as distinct from project aid - is 
appropriate to their needs. The distinction between project and program aid involves 
the degree of specificity of the use to which aid resources are put. Project aid - for the 
construction of a railway, for example - generally involves a carefully delimited use of 
resources; program aid - in the form of general balance-of-payments support, for 
example - is spread widely throughout the economy of the recipient country. The 
purest form of program aid is a simple gift of money to be spent in any way that the 
recipient chooses. If the donor had confidence that both the preferences and the 
capabilities of the recipient assured the best possible use of all resources available, 
there would seem to be little reason for project aid on developmental grounds. But it is 
in part because this assurance is lacking, by reason either of a different view on the part 
of the recipient government as to the best use to be made of any additional resources or 
of its incapacity to identify and mount "good" projects, that project aid is often 
utilized. Another reason why donors may prefer project, rather than program, aid is to 
secure additionality in their exports. Since project aid is more time-consuming, uses 
more administrative resources, and generally involves lower commitments offinancial 
resources, it follows that disbursement difficulties tend to be accentuated when, for 
whatever reason, this form of assistance constitutes a large portion of the total aid 
program. 
A related question is the capacity of the donor country to assist in the process of 

project identification and execution when project aid is the preferred resource-transfer 
mechanism. The donor's capacity either to generate "good" projects or, indeed, to 
know whether the recipient is in possession of an inventory of such projects will 
depend on the quality of the information he possesses about the nature and operation 
of the recipient's economy. High-quality information presupposes a heavy investment 
of analytical resources, with many of these located in the recipient country. Similarly, 
the donor country's capacity to assist in mounting "good" projects once they have been 
identified depends on its having adequate administrative resources to expedite 
matters. The fewer the donor's analytical and administrative resources, the greater the 
disbursement problem. 

There is evidence to suggest that the Canadian aid program may have suffered 
disbursement difficulties because of an inadequate number of administrative per 
sonnel in the field.P Given the large number of countries aided by Canada, this 
manpower scarcity probably extends to CIDA headquarters as well. Furthermore, 
many of the very poorest countries require project, rather than program, aid. Since this 
form of aid tends to move more slowly, the emphasis given by recent Canadian policy 
to the poorest nations may have accentuated the disbursement difficulty. In some 
cases, the answer is to substitute program assistance for project aid, but this is not a 

23 Hindle, "Supply and Demand." 
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general rule. The issue should be decided on the basis of the developmental effec 
tiveness of alternative forms of aid in particular circumstances. 
The ramifications of the disbursement problem are far-reaching. There is some 

evidence to suggest that the total amount of funds supplied to the aid program has been 
lower than it could have been because of bilateral disbursement difficulties.ë In other 
words, Canada has not moved more quickly towards the 0.7 per cent ODA/GNP target 
in part because of a bilateral disbursement incapacity, given our various aid-policy 
objectives, rather than simply because of a lack of willingness to supply the funds. 
Canada may have resorted to a larger multilateral program, not because of the intrinsic 
merits of multilateral aid but because this form of assistance can be readily disbursed. 
The Canadian program may have given large quantities of food aid, again in part 
because it is possible to disburse this form of aid quickly. There are, of course, 
circumstances where food aid is entirely appropriate, but the decision to employ this 
form of aid is biased by its greater disbursement ease compared with other forms of aid. 
Country allocations are also subject to the same bias. Aid policy may dictate that 
Canadian assistance be concentrated on a group of countries that answer to a given set 
of criteria, but in the presence of disbursement resistances or difficulties the effort to 
meet aggregate spending targets has dictates of its own that affect the distribution of 
funds; high absorbers of the kind of aid that Canada is inclined to offer are likely to be 
favoured. 

The Disposition of Canadian Aid 

The largest part of Canada's foreign aid is channeled through conventional 
multilateral and bilateral programs. In 1976-77, Canada's ODA disbursements were 
apportioned in the following manner: multilateral programs, 43.2 per cent; bilateral 
aid, 49.6 per cent; other programs, 7.2 per cent" Generally, the larger DAC members, 
in terms of the absolute size of their aid programs, channel proportionately less aid 
through multilateral institutions than do smaller donors. In terms of the absolute size 
of its aid program, Canada cannot be classified as a small donor: it ranked fifth among 
DAC members in absolute volume of ODA in 1975, even allowing for the peculiarities of 
ODA accounting (Table 5-4). Atthe same time, Canada has furnished a relatively large 
proportion of its aid through multilateral channels. In relation to the total aid effort 
over the 1970-75 period, Canada has given more funds in this manner (31.6 per cent) 
than either the United Kingdom (25.2 per cent) or Japan (24.1 per cent), nations whose 
programs (in 1970 constant dollars) are closest to Canada's. 

Aid to Multilateral Institutions 

This comparative emphasis on multilateral aid is evident from Canadian participa 
tion in a number of development banks and their associated funds. Contributions to 

24 These statements concerning the effect of the disbursement problem are all based on preliminary 
results drawn from Hindle, "Supply and Demand." 

25 Canadian International Development Agency, Canada and Development Cooperation: Annual 
Review, 1976-1977 (Ottawa: Supply and Services Canada, 1977), p. 10. 
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Table 5-4 

Net ODA and ODA as a Proportion of GNP, 1961, 1975, and 1976 

1961 1975 1976 

Net ODA as Net ODA as Net ODA as 
a proportion a proportion a proportion 

Net ODA of GNP Net ODA of GNP Net ODA of GNP 

(1970 U.S. (1970 U.S. (1970 U.S. 
$ millions) (Per cent) $ millions) (Per cent) $ millions) (Per cent) 

DAC member countries: 
Australia 85.3 0.44 234.9 0.60 181.9 0.42 
Austria 3.7 0.04 32.8 0.17 19.6 0.10 
Belgium 123.6 0.76 178.0 0.59 158.1 0.51 
Canada 69.6 0.16 521J 0.55 513.9 0.46 
Denmark 9.9 0.12 103.0 0.58 104.9 0.56 
Finland' 22.4 0.18 22.4 0.18 
France 1,117.6 1.35 1,019.5 0.62 1,064.0 0.62 
Germany 488.8 0.44 849.2 0.40 691.0 OJI 
Italy 74.0 0.15 91.5 0.11 121.1 0.13 
Japan 114.1 0.20 667.1 0.23 622.5 0.20 
Netherlands 63.3 0.45 292.5 0.75 346.8 0.82 
New Zealand' 32.2 0.52 26.3 0.43 
Norway 8.7 0.14 90.5 0.66 106.2 0.71 
Portugal? 62.8 1.74 
Sweden 1l.3 0.06 273.8 0.82 258.3 0.82 
Switzerland 10.1 0.08 46.9 0.19 50.1 0.19 
United Kingdom 562.6 0.59 462.2 0.37 448.4 0.38 
United States 3,450.6 0.56 2,202.9 0.26 2,374.8 0.25 

DAC total 6,246.0 0.53 7,120.7 0.35 7,110.3 0.33 
OPEC total 2,888.8* 2.70* 2,708.8* 2.14* 

Centrally planned economies 
222.7* Soviet Union and Eastern Europe' 0.05 167.3* 0.03 

China' 170.3* 0.10 117.6* 0.07 
CPE total 393.0 0.06 284.9 0.04 

Overall total (DAC + OPEC + CPE) 10,402.5 0.40 10,104.0 0.36 

'Concessional aid only. Since individual 1975 and 1976 dollar deflators are not available, 1970-dollar general ODA deflators were used for those two years. 
I Flows of net ODA not recorded in 1961. 
2 Not a participating member of DAC in 1975 and 1976. 
SOURCE DAC, Development Co-operation. Annual Review for 1972, 1973, 1976, and 1977; and World Bank Atlas 1976. 

the various development banks - in the form of either capital subscriptions (advances) 
or grant-like loans to their associated development funds - have represented the lion's 
share of Canadian multilateral spending in recent years (Table 5-5). Whereas, in 1960, 
Canada contributed only to the World Bank, this country is the only DAC member that, 
in 1975, belonged simultaneously to that institution and to all the regional 
development banks where nonregional participation is allowed and that also 
contributed to the African Development Fund, the soft-loan arm of the African 
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Table 5-5 

Distribution of Canadian Multilateral Aid, 1973-74 to 1976-77 

1976-77 
1973-74 1974-75 1975-76 (preliminary) 

General U.N. funds 12.2 12.3 8.8 8.2 
Development banks 68.7 71.0 50.5 64.6 
Food aid 11.0 8.1 32.4 20.9 
Other 8.1 8.6 8.3 6.3 

Total 100 100 100 100 

SOURCE CIDA, Canada and Development Cooperation, Annual Review 1976-1977. 

Table 5-6 

Distribution of Subscribed Shares and Voting Strength in Development Banks 
among DAC Members and Others, 1975 and 1976 

Inter-American Caribbean Asian 
Development Bank Development Bank Development Bank World Bank 
December 31, 1976 December 31, 1976 December 31, 1976 June 30, 1977 

Subscribed Subscribed Subscribed Subscribed 
shares Votes shares Votes shares Votes shares Votes 

(Per cent) 

DAC member countries: 
Australia 6.94 6.04 2.22 2.05 
Austria 0.41 0.80 0.90 0.89 
Belgium 0.17 0.19 0.41 0.80 2.17 2.01 
Canada 4.80 4.78 17.65 16.76 6.28 5.50 3.68 3.36 
Denmark 0.07 0.09 0.41 0.80 0.86 0.85 
Finland 0.16 0.61 0.63 0.65 
France 2.04 2.11 5.00 4.53 
Germany 0.85 0.86 5.19 4.63 5.34 4.83 
Italy 1.64 1.78 3.33 3.05 
Japan 0.92 0.94 16.35 13.56 4.00 3.64 
Netherlands 0.90 1.20 2.31 2.14 
New Zealand 1.85 1.95 0.67 0.68 
Norway 0.41 0.80 0.80 0.80 
Sweden 0.16 0.61 1.08 1.05 
Switzerland 0.18 0.20 0.41 0.80 
United Kingdom 0.83 0.84 17.65 16.76 2.45 2.44 10.16 9.11 
United States 36.30 36.05 16.35 13.56 25.30 22.55 

Non-DAC members 55.88 56.05 64.70 66.48 37.61 42.01 31.55 37.81 

Total 100 100 100 100 100 100 100 100 

SOURCE Inter-American Development Bank, Annual Report 1976; Caribbean Development Bank, Annual fl.eport 1976; Asian Development Bank, Annual 
Report 1976; and World Bank, Annual Report 1977. 
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Development Bank (AfDB).26 After the United States, Canada is the largest 
nonborrowing subscriber to the Inter-American Development Bank (IDB) and the 
largest nonregional member of the Asian Development Bank (AsDB), and it is one of 
only two nonborrowing members of the Caribbean Development Bank (CDB). In terms 
of subscribed shares, Canada's participation in the IDB is out of proportion to the 
absolute size of its aid program when compared with such countries as France, the 
United Kingdom, or Japan. The same is true of its part in the As DB when compared 
with the United Kingdom or West Germany; Japan, on the other hand, appears to have 
concentrated its participation in the AsDB. In spite of this widespread participation, 
Canada possesses a position of relative voting strength only in the Caribbean 
Development Bank (Table 5-6). 

What are the relative advantages of multilateral and bilateral aid? The notion 
sometimes expressed that multilateral aid is less political and therefore more 
developmental in its orientation than bilateral aid, strikes us as unsound. Essentially, 
when Canada contributes to either the World Bank Group or the Asian Development 
Bank, it relinquishes control over aid resources to the DAC powers; when it contributes 
to the other regional banks, its contributions are also overseen by these countries and 
by the more powerful developing nations. Contributions through the U.N. insti 
tutions are perhaps under greater control by the developing countries, but again the 
countries that exercise control over these funds are not necessarily those that Canada 
wishes to help the most. We are not convinced that multilateral organizations direct 
Canadian resources to greater development advantages than could the Canadian 
authorities, especially if one takes into account the changes in the bilateral program 
envisaged below. We have already mentioned that the past rapid growth of Canada's 
multilateral aid may have resulted as much from difficulties associated with disbursing 
bilateral aid as from careful scrutiny of the relative merits of this channel for aid. 
It may have been considerations such as these that led the Government of Canada to 

impose a ceiling on the share of multilateral aid in the total program. Existing policy, 
for instance, is to restrict multilateral aid (excluding any food aid component) so that it 
constitutes no more than 35 per cent of nonfood aid.27 This restriction was exceeded by 
a considerable margin in the 1976-77 fiscal year, during which multilateral aid 
constituted about 45 per cent of the aid program, excluding food aid. Accordingly: 

Recommendation 6 
We recommend that, in order to create the means necessary to reorganize the bilateral 
program and to ensure that multilateral aid is allocated on the basis of merit rather 
than disbursement ease, the Government of Canada continue its present policy of 
limiting the share of the total aid program allocated to multilateral institutions. It is 
recommended, however, that this policy be modified to state that multilateral nonfood 
aid shall not constitute more than 35 per cent of the total aid program (includingfood 
aid). 

26 Membership in the ADS is restricted to African states. 
27 Canadian International Development Agency, Strategy for International Development Cooperation 

1975-1980 (Ottawa: Information Canada, 1975), p. 35. 
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The Dispersion of Bilateral Aid 

One of the striking features of the bilateral aid programs of DAC members is the 
extent to which donor countries give at least some aid to a large number of nations. 
This "diplomatic calling-card" aspect of aid is evident in the long list of countries that 
receive very small amounts of aid from individual donors. It would seem that Canada 
is not greatly different from its DAC colleagues in this respect. There is, however, 
considerable variability among DAC members in the proportion of aid disbursed 
among their top volume recipients. Concentration on the top five in 1975, for example, 
runs from a low of 33 per cent for West Germany to a high of83 per cent for Australia. 
The comparable figure for Canada is 50 per cent. Similar remarks apply to a donor's 
relative aid presence, defined as a significant share of a given recipient's total aid 
receipts from all sources (considered here to be a share of at least 10 per cent). 

It is interesting to examine the intersection of the set of countries where Canada has 
a significant aid presence with the set made up of our top volume recipients (Table 5-7). 
In 1974, out of the twelve countries where our share was significant, only three were 
among the top ten recipients of Canadian aid. Again, in 1975, Canada had a significant 
presence in eighteen countries, but only four of these were among our top ten volume 
recipients. A majority of countries where Canada has had a significant presence consist 
of small island-states of the Caribbean - nations that collectively accounted for less 
than 3 per cent of Canadian bilateral aid in 1975. Conversely, countries that are 
important to Canada - in the sense that they take a large proportion of Canadian 
aid - do not generally find Canada to be important to them as a supplier of aid. 
We believe that the bilateral program should become more concentrated in two 

distinct senses. First, Canadian aid should be rearranged so that fewer countries would 
receive it and so that anyone country would account for more of Canada's total 
bilateral commitments. Second, the distribution of Canadian aid should be altered so 
that this country can become a significant source of aid for a larger number of 
recipients. It is possible to concentrate in the first way without doing so in the second, 
although the two measures could be undertaken in a complementary manner. 
Concentrating bilateral aid in fewer countries would conserve scarce administrative 

and analytical resources. There is an element of fixed administrative and analytical 
costs associated with placing aid in any country, and these costs rise less than 
proportionately to the volume of aid that a given country receives. Assuming a limited 
supply of administrative and analytic resources, more aid can be disbursed and utilized 
effectively by focusing the program on fewer countries. The necessary investment 
in acquiring knowledge of local circumstances (analytical resources) and in finding 
and expediting projects (administrative resources) will be more fully exploited by this 
form of concentration. In addition, if the concentration of bilateral aid were arranged 
so that the Canadian aid presence became relatively more significant, it would 
facilitate the kind of co-operation between Canada and recipient that is necessary to 
improve the effectiveness of Canadian aid. 
Present Canadian aid policy provides for two types of recipients - "program" 

countries and "project" countries. Program countries are, theoretically, nations on 
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Table 5-7 

Countries Receiving 10 Per Cent or More Gross ODA from Canada, 1974 and 1975 

1974 1975 

Aid given as a 
proportion of Canadian 

bilateral gross ODA 

Canadian gross ODA 
as a proportion 

of total aid received 

Aid given as a 
proportion of Canadian 

bilateral gross ODA 

Canadian gross ODA 
as a proportion 

of total aid received 

(Per cent) 

Africa 
Botswana 0.6 7.9 1.1 12.6 
Benin 0.7 9.2 0.9 10.0 
People's Republic of the Congo 0.4 5.7 1.2 12.3 
Ghana 2.4* 24.6 3.0* 13.8 
Malawi 0.4 4.1 2.2* 19.9 
Niger 2.5 8.9 3.3 15.6 
Nigeria 2.2* 12.2 1.5 9.5 
Tanzania 6.4** 19.0 5.2** 10.3 

Caribbean 
Barbados OJ 41.8 0.2 17.2 
Belize 0.1 5.5 0.2 15.9 
Dominican Republic 0.6 10.3 0.4 5.4 
Dominica 0.1 14.0 0.1 11.6 
Grenada 0.1 15.8 0.2 31.8 
Jamaica 0.6 10.0 0.6 13.4 
Montserrat 0.1 24.4 0.1 15.0 
St. Kitts-Nevis 0.1 6.7 0.1 13.8 
St. Lucia 0.5 34.5 0.3 18.1 
St. Vincent 0.1 13.7 0.2 16.7 
Trinidad and Tobago 0.1 8.2 0.3 27.6 

Latin America 
Guyana 0.9 14.5 0.3 13.8 

Asia 
Pakistan 6.3 5.1 10.5** 11.4 

"Among top ten recipients by volume. 
"" Among top five recipients by volume. 
SOURCE DAC, "Geographic Distribution of Financial Flows to Developing Countries, Disbursements 1974 and 1975," DECO, Paris, December 1976 and May 1977; 

and "Annual Aid Review 1976, Canada," DECO, Paris, October 1976. 

which Canada concentrates its aid program and with which it builds a sustained, long 
term relationship. These countries may, and do, receive both program and project aid. 
Project countries receive aid only on a project-by-project basis, and they are not 
countries of concentration. Counting the number of countries that fall into one 
classification or the other is a difficult business because of the practice of grouping 
smaller countries. However, if the Leeward and Windward Islands as a group and the 
Sahelian countries are counted as single units, as appears to be the practice, twenty 
eight countries possessed program status in 1976-77 and another twenty-eight had 
project status. The distribution of bilateral disbursements in that year was as follows: 
program countries, 75 per cent; project countries, 18 per cent; other, 7 per cent.ë Far 

28 Hindle, "Supply and Demand." 
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more countries in fact received Canadian aid disbursements in that year - a total of 
about eighty-four - but this is said to represent the running-out of past commitments 
or the disbursement of comparatively small amounts of Mission Administered Funds 
(MAF). In light of these considerations: 

Recommendation 7 
We recommend that, in order to increase the efficiency and effectiveness of the 
bilateral aid program, the total number of countries aided by Canada on a bilateral 
basis be gradually reduced to approximately thirty. We further recommend that 
the category of recipient nation known as "project country" be progressively 
eliminated so that all recipients of Canadian aid may enjoy the planned, longer-term 
relationship that is implicit in the program-country status. 

This change should not present great difficulties, inasmuch as project countries do 
not expect to continue receiving aid beyond the projects already agreed to. This 
recommendation does not imply that Canada's foreign aid program should be 
restricted to the current list of program countries. On the contrary, there will be good 
reason to alter this slate over time. What is implied, however, is that the number of 
program countries at any point in time should be strictly limited. 

Eligibility and Allocation Factors 

The DAC code allows individual members wide latitude in the allocation of their aid. 
Donor states are free, within broad limits, to seek their particular interest or self 
expression through their aid programs. Some differences between donors in this 
respect have been evident in our discussion of the multilateral! bilateral division and of 
the country concentration of bilateral aid. Thus the factors that determine how 
Canadian authorities choose the recipient countries (the eligibility decision) and how 
much aid they allocate to these eligible countries (the allocation decision) constitute 
another area where the particular characteristics of Canada's aid policy come into 
relief. At the Council's request, two studies were undertaken to discern the role of these 
factors.ê? In both studies, a number of plausible decision variables are posited and an 
attempt is made to "explain" the observed country distribution of per capita aid by 
these variables. The decision variables to be tested in either case are derived from 
government statements of intent, as well as from other factors that are commonly 
mentioned as important: the poverty of the recipient country as measured by its per 
capita income; its population; the amount of aid received from other donors; Canadian 
commercial interest as measured by exports; and, finally, some measure of political 
and! or cultural linkage between Canada and the recipient. While the methodology 

29 L. Dudley and C. Montmarquette, The Supply of Canadian Foreign Aid: Explanation and Evaluation, 
Economic Council of Canada (forthcoming); and Hindle, "Supply and Demand." See also Dudley and 
Montmarquette, UA Model of the Supply of Bilateral Foreign Aid," American Economic Review 66, 
I (March 1976): 132-41. 
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and scope of the two studies differ somewhat, JO the overall results show some degree of 
similarity, and a number of conclusions can be drawn (Tables 5-8 and 5-9). 
From the point of view of eligibility, it appears that a developing country will 

probably receive a favourable decision if it is either a Commonwealth member or a 
francophone country, ifit has a large population, and if its income per capita is low. On 
the other hand, the value of Canadian exports to that country and the amount of aid it 
receives from other donors do not seem to have any influence on the eligibility 
decision. Note, however, that these results are for the years preceding the publication 
of the Canadian government's Strategy for International Development Cooperation in 
1975. We do not know what influence these factors have had on the eligibility decision 
after that year. 
From the point of view of the allocation of bilateral funds among the countries 

selected as aid recipients, Commonwealth members and francophone nations seem to 
'have been treated favourably in the 1970-75 period; but this factor seems to have lost 
some of its significance in the post-Strategy period, especially in the case of 
francophone countries. Regarding the size of the recipient country's population, the 
results are less clear, but this factor can be said at least not to act against a potential 
recipient. JI The level of per capita incomes in countries eligible to receive aid does not 
seem to have had a significant influence on the allocation decision before 1975. Thus, 
while a country may have been selected as a recipient because of its relative poverty, 
this factor does not appear to have played an important role in the determination of 
that country's share of bilateral funds. On the other hand, it seems to have had some 
influence on the allocation decision after 1975, but this relationship disappeared in 
1977-78. The value of Canadian exports appears to have had only a weak effect on 
allocation in the pre-Strategy period, and none thereafter. The volume of per capita aid 
funds received from other donors, which played only a minor role before 1975, seems 
to have had a significant impact on the allocation decision in the years since the 
publication of the Strategy. 
A number of comments can be made about these results. Aid received from the rest 

of the world appears to be emerging as an important positive factor determining 
Canadian aid allocations, which may be partly explained by an increased tendency to 
move Canadian aid through consortium arrangements in cases where aid eligibility has 
already been determined. While this factor seems to have no impact on the eligibility 
decision, this is not inconsistent with the consortium explanation. Aid may have been 

30 In the Dudley-Montmarquette study, the emphasis is on the period prior to the Canadian government's 
publication of its new aid Strategy in 1975, and both eligibility and allocation decisions are discussed, 
using the assumptions that bilateral aid decisions are made in per capita terms and that aid disburse 
ments correspond more or less exactly with the donor's intentions. The Hindle study examines only the 
allocation decision, both before and after the adoption of the Strategy; the formulation of the decisions 
is assumed to be in terms of total aid amounts, and allocations are measured using planned spending 
data rather than actual disbursement data. 

31 Of course, the difference in the two formulations - one with the "explained" variable in per capita 
terms, and the other with this variable as total aid - accounts for the difference in the impact of the 
population factor. A situation wherein aid per capita is inversely related but total aid is positively 
related to population reveals that aid allocations are not proportional to population. 



Eligibility decision Allocation decision 

102 On Aid 

Table 5-8 

Canadian Aid Decision Factors, 1970-74 

Positively related and significant 

Positively related and significant 

Negatively related but generally not 
significant 

Negatively related but generally not 
significant 

Positively related but moving towards 
insignificance over period 

Positively related but generally not 
significant 

Positively related and significant 

Positively related and significant 

Per capita income in recipient country Negatively related and significant 

Population of recipient country Positively related but diminishing in 
significance over period 

No relationship Canadian exports per capita to recipient 
country 

Aid per capita received by recipient country 
from the rest of the world 

Commonwealth status 

Francophone status 

No consistent relationship 

SOURCE Dudley and Montmarquette, The Supply of Canadian Foreign Aid, 

employed for the purpose of consolidating the Canadian position in existing markets, 
but there is no evidence from our results that this has been successful. To further 
explore this question, the relationships described above were examined for ten other 
DAC countries.V Seven of these - France, West Germany, Italy, Japan, Sweden, the 
United Kingdom, and the United States - showed significant positive relationships 
between exports and aid allocations (1972-74 averages). Only Switzerland, Australia 
and Belgium, like Canada, showed no relationship." We do not possess an adequate 
explanation as to why Canada falls into this minority group, but it is likely to be related 
to this country's fundamental trading patterns. On the other hand, the difficulty with 
India over the sale of nuclear reactors may have contributed to the disappearance, in 
most recent years, of the strong positive association between population and allo 
cations of total aid. Basically, it is likely that the relationship still exists. Finally, 
note the lack of consistent importance for the recipient per capita income variable. The 
data show negative and significant relationships for 1975-76 and 1976-77 - the two 
years immediately following a policy statement that strongly favoured the poorest 
countries. There was no such strong negative relationship in earlier years or in 1977-78. 
Do the results for 1977-78 presage a return to the earlier situation? 
Turning to the future, we believe that Canada's objectives in its relations with 

developing countries - peace and security, stability of the international economic 
system, and growth of the Canadian economy - must govern the eligibility and 
allocation decisions. The recent emphasis placed by CIDA on the relative average 
poverty of the recipient state is not misplaced, however. It is difficult to rationalize 
concessional and developmental financial flows except by reference to some notion of 
poverty. The DAC practice of indifferently counting as ODA all aid flows, whether they 
go to comparatively rich recipients or not, should not be allowed to obscure this fact. 

32 Dudley and Montmarquette, "The Supply of Canadian Foreign Aid," 
33 Switzerland provides fairly small amounts of ODA, so perhaps this result is not surprising in its case, 
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Table 5-9 

Canadian Aid Allocation Decision Factors, 1970-78 

Pre-Strategy Years 
(1970-71 to 1974-75) 

Post-Strategy Years 
(1975-76 to 1977-78) 

Per capita income in recipient country No relationship Negatively related and significant but 
becomes insignificant in final year 

No consistent relationship 

No relationship 

Population of recipient country 

Canadian exports per capita to recipient 
country 

Aid per capita received by recipient country 
from the rest of the world 

Commonwealth status 

Positively related and significant 

No relationship 

No relationship Positively related and significant 

Positively related and significant Positively related but diminishing in 
significance over period 

No relationship Francophone status Positively related and significant 

SOURCE Hindle, "Supply and Demand Aspects." 

While international income comparisons are not easy to make and involve a degree of 
imprecision, identifying national "need" with per capita GNP is the best procedure 
available at the moment. The other dimension of need, of course, is the population size 
of recipient countries. It has been suggested that populous countries suffer a bias in aid 
allocations so that their per capita aid receipts are smaller than those of less populous 
nations.ë It may be recalled that while Canada gives differing per capita amounts of 
aid to different recipients, there is no evidence of a strong bias against populous 
countries in this regard. 

The Quality of Canadian Aid 

Terms and Liquidity 

Obviously, it is cheaper for donors - and correspondingly less beneficial for 
recipients - to provide official development assistance with a small rather than a large 
grant element. A substantial proportion of Canadian aid is made up of pure grants, 
and most current loans contain a 90 per cent grant elernent.t' This high degree of 
concessionality in Canadian aid lending is reflected in the fact that, while the face value 
of the outstanding aid debt owed Canada was $1,965 million as of 31 December 1976, 

34 See, for example, Paul lsenman, "Biases in Aid Allocations against Poorer and Larger Countries," 
World Development 4, no. 8 (August 1976): 631-41. 

35 The average grant element in outstanding Canadian aid loans on 31 December 1976 was 87 per cent. 
See Canada, House of Commons, Standing Committee on External Affairs and National Defence, 
International Development - The Debr Problem, Interim Report to Parliament, Second Session, 
Thirtieth Parliament 1976-77, pp. 15:16 and 15:34. 
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its present discounted value at that time was only $255 million. The increasing in 
debtedness of developing countries in relation to their capacity to repay is a matter of 
growing concern. By reason of the highly concessional nature of Canadian aid, 
however, it is unlikely that Canadian official lending has contributed greatly to this 
"debt problem." In any case, outstanding loans to the least-developed countries have 
recently been converted to grants, and future assistance to this group will be in the form 
of grants alone.s We do not subscribe to the view that outstanding aid debt should be 
written off wholesale. The benefit of such measures would not necessarily accrue to 
those countries that either deserve or need them. Write-offs of past debt should, 
however, constitute one of several standard transfer mechanisms available within the 
aid program, and they should be used, when appropriate, to furnish bilateral aid in the 
same way that project or program aid is now utilized. 
The question of the extent to which Canadian aid should be embodied in the form of 

projects, as opposed to general support measures, depends on the circumstances and 
capacities of individual recipients, as well as on Canada's capacity to monitor the 
effectiveness of its aid. Having said this, we favour, where appropriate, increasing the 
liquidity of bilateral aid by means of general or commodity grants. Among other 
things, this move would help to ease the disbursement difficulties of the bilateral 
program. 

Procurement-Tying 

Procurement-tying is a practice widely employed by donor countries. The donor 
code discourages the practice of "tying" contributions made to multilateral develop 
ment institutions. As a result, in order to achieve a given level of tying overall, donors 
that make relatively large multilateral contributions are forced to "load" propor 
tionately more tying into the bilateral sections of their aid programs. Canada ranked 
twelfth in terms of untying overall, but tenth as a multilateral aid donor in 1975. It is 
not surprising, then, that in terms of the extent of bilateral untying Canada falls in 
fifteenth place (Table 5-10). 

Given the fact that procurement-tying reduces the real value of foreign aid to the 
recipient country and that it induces a capital-using bias in its development program, 
why does Canada (or any other donor country) tie procurement? There would appear 
to be two possible reasons: first, to protect the external value of the currency or foreign 
exchange reserves; second, to provide a subsidy to specified industries or regions of the 
Canadian economy. 
Tied foreign aid has also been rationalized as a device for the expansion of domestic 

income and employment. This is a corollary of the claim that, in a less-than-full 
employment situation, the real resource cost of tied foreign aid will be less than the 
amount of government aid expenditures, since the additional demand involved will 

36 For a discussion of the debt problem of developing countries, see North-South Institute, Canada 
North-South 1977-78: Third World Deficits and the Debt Crisis (Ottawa: North-South Institute, 
1977). 
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Table 5-10 

Fully Untied Bilateral and Multilateral Aid,' DAC Members, 1975 

Fully untied Fully untied Fully 
bilateral aid multilateral aid untied aid 

Asa Asa 
proportion Bilateral proportion Multilateral 
of total aid as a of total aid as a Asa 
bilateral proportion of multilateral proportion of proportion of 

aid Rank total onx 'aid Rank total onx totalODA Rank 

DAC member countries: (Per cent) (Per cent) (Per cent) (Per cent) (Per cent) 
Australia 74 5 86 85 9 14 75 5 
Austria 82 2 78 100 1 23 86 2 
Belgium 24 14 67 54 14 33 34 14 
Canada 14 15 70 99 4 30 40 12 
Denmark 46 8 55 83 10 45 63 7 
Finland 29 Il 57 75 Il 41 47 10 
France 36 9 89 38 15 11 36 13 
Germany 77 4 74 87 8 26 80 3 
Italy 78 3 41 30 16 59 50 8 
Japan 34 10 78 100 1 22 48 9 
Netherlands 27 12 61 60 13 39 40 12 
New Zealand 
Norway 84 1 56 100 I 45 91 1 
Sweden 71 6 66 88 6 34 77 4 
Switzerland 55 7 68 91 5 31 66 6 
United Kingdom 25 13 69 88 6 31 44 Il 
United States 14 15 76 64 12 24 26 [5 

DAC total 36 75 74 25 45 

I Based on gross ODA disbursements. 
SOURCE DAC, "Statistics on Aid Tying," OECD, Paris, March 31,1977. 

expand Canadian income as a result of increased exports. This is true but irrelevant 
since, in principle, there always exists some domestic expenditure program that could 
produce the same income and employment expansion effect but that, of course, would 
not involve the transfer of real resources abroad. We do not possess information on 
such an "alternative" expenditure program. However, an estimate has been made of 
the effect of returning aid funds to Canadian consumers as a tax cut. Since some of this 
tax cut would be saved on the first round, it could be anticipated to be less 
expansionary than moving the same funds through a spending program. Nevertheless, 
in terms of changes in GNP, the differences between the full tying of bilateral aid and the 
tax cut are not large." 
Consider the balance-of-payments effect. Whereas a completely tied foreign aid 

grant flows back directly to Canada for the purchase of Canadian goods and services, a 
completely untied grant will generally follow a more indirect route. The extent of this 
circuitous travel will depend on the recipient country's schedule of demand for 

37 See Hay, "The Implications of C1DA's Bilateral Tied Aid Programs." 
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particular imports, as well as on Canadian competitiveness in the production of these 
items. The portion of the aid grant that is not used for the purchase of Canadian goods 
or services will be used for purchases in other countries. These countries may in 
turn exchange Canadian dollars for Canadian goods and services or assets, or for 
foreign exchange. Eventually, all of the aid grant will return to Canada, in one form or 
another, again depending on the product demands of these countries and on Canadian 
price competitiveness. If the exchange rate of the Canadian dollar is flexible and if 
Canada neither accumulates nor decumulates foreign reserves, Canadian prices will 
adjust downward through the exchange rate mechanism so as to absorb all of the flow 
back in the form of exports. The major difference between the two situations is that 
untied aid will produce lower Canadian foreign exchange reserves and I or a lower 
value of the Canadian dollar than tied aid. The direction of the effect of unilateral 
untying is fairly clear. The critical question, of course, is how much foreign exchange 
will be lost, or how much the value of Canadian currency will be depressed, by untying 
bilateral aid. 

Such empirical evidence as we possess suggests that moving from the present level of 
bilateral aid-tying (about 85 per cent) to a level as low as 40 per cent would not have a 
noticeable impact on the Canadian balance of payments. Estimates for the years 1971- 
74, for example, show that the amounts vary from about $20 million to $35 million 
(Table 5-11). This result is all the more striking because the simulations assume not 
only that aid is untied to a greater extent than before but that the product composition 
of the remaining tied portion of the program is altered to include a higher proportion 
of goods for which Canada is a strong world competitor. In other words, the products 
that make up the tied portion of the program in the simulation are precisely those that 
are presumably of least interest to recipient countries - that is, that Canada would be 
most unlikely to sell to them on a commercial basis. They are therefore most likely to 
represent additions to, rather than substitutes for, Canadian exports. 
Turning next to the regional or industrial subsidy question, the regional incidence of 

aid expenditures depends crucially on the composition of the aid package. For 
example, most food aid originates from the Prairies, whereas most aid given in the 

Table 5-11 

Estimated Changes Induced by Tied Aid in Balance of Payments and 
Capital Account Net Flows, Canada, 1971-74 

Proportion of tied bilateral aid 

100% 85% 60% 40% 

(Millions of current dollars) 
1971 36.19 38.52 10.86 5.08 
1972 54.56 68.20 59.44 45.94 
1973 156.92 75.97 80.64 58.94 
1974 321.14 96.72 126.30 73.39 

SOURCE Hay, "The Implications of CIDA'S Bilateral Tied Aid Programs." 
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Table 5-12 

Estimated Increase in Manufacturing Employment Generated by 
Tied Aid, Canada, 1971-74 

Proportion of tied aid 

20% 20% 
100% 85% 60% 40% (manufactures only) (grains only) 

(Thousands of employees) 

1971 7.6501 6.6077 3.3208 1.8679 0.7229 -0.7002 
1972 6.0869 6.7385 5.1221 3.5828 3.1462 1.1592 
1973 9.0847 6.8950 4.2368 2.6396 2.2373 0.9756 
1974 7.4592 5.0713 4.7339 1.9336 1.6416 0.8420 

SOURCE Hay, "The Implications of CIDA's Bilateral Tied Aid Programs." 

38 Hay, "The Implications of CIDA's Bilateral Tied Aid Programs." 

form of capital goods is purchased in Ontario and Quebec. This is not, of course, 
surprising; it conforms with the general structure of the Canadian economy. What is 
interesting, however, from this perspective is the relatively low level of participation 
by the Atlantic provinces in all aid categories; one would have expected greater 
procurement in that region, since it is a prime target for regional development subsidies 
by the Canadian government. One is led to conclude that tied bilateral aid has not been 
employed systematically as a regional subsidy. 

As a sectoral subsidy, tied bilateral foreign aid is likely to be most important for 
manufactures, since most Canadian food products, raw materials, and consulting 
services are strongly competitive in world markets." While aid purchases could relieve 
commodity producers of part of the burden of carrying and storage costs in periods of 
slack demand, the subsidies involved seem small in relation to the value of the goods 
involved. On the other hand, the very low level of success in Canadian bidding for 
World Bank contracts, as well as other data, suggests that tied aid may be an important 
output subsidy for Canadian manufacturing. Since this is a more labour-intensive 
sector, the employment consequences of protection through tying are also con 
centrated here. 
Quantitative estimates of the repercussions of various bilateral tying policies on 

manufacturing output and employment indicate that untying would have a rather 
small initial impact. For example, moving from the current policy of tying about 85 per 
cent of the bilateral aid programs to that of tying only 40 per cent - with competitive 
goods remaining tied - would have eliminated about 4,000 jobs in the manufacturing 
sector and reduced real manufacturing output by approximately $50 million, in 1961 
dollars (Tables 5-12 and 5-13). These estimated changes constitute reductions of about 
0.2 per cent in the levels of manufacturing employment and output. They are to be 
regarded as the initial impact, giving some indication of the domestic adjustment 
problem, and not as a statement of final equilibrium. 

There would doubtless be some advantage to the recipient countries if Canadian aid 
were untied further. We have seen that full procurement-untying would involve some 
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Table 5-13 

Estimated Change in Value of Manufacturing Output Generated by Tied Aid, Canada, 1971-74 

Proportion of tied aid 

20% 20% 
100% 85% 60% 40% (manufactures only) (grains only) 

(Millions of 1961 dollars) 
1971 98.738 83.277 42.836 26.566 9.332 -9.039 
1972 78.867 88.195 67.664 48.070 42.043 15.891 
1973 119.260 89.344 67.367 35.031 29.543 13.832 
1974 92.605 59.866 60.496 23.042 19.664 11.523 

SOURCE Hay, "The Implications of CIDA'S Bilateral Tied Aid Programs." 

costs to Canada in terms of industrial adjustment. However, provided movement 
towards greater procurement-untying were properly phased and occurred in conjunc 
tion with industrial adjustment and redeployment policies, these costs could be made 
acceptable. Therefore: 

Recommendation 8 
We recommend that, in order to increase the real value of Canadian bilateral aid, 
Canada move progressively towards untying aid fully in respect of procurement in 
developing countries and that it allow procurement in other donor countries that 
extend the same treatment to Canada. It is recommended, however, that both of these 
policy initiatives be implemented only when the "release point" discussed in Chapter 4 
is achieved. 

Monitoring Aid Effectiveness and Related Issues 

Development is both a normative and an imprecisely defined concept. Donor and 
recipient countries are bound to differ as to what constitutes development and how 
best to achieve it. As a result, it is generally with some difficulty that developmental 
objectives are agreed upon and made operational. Nonetheless, it is essential that these 
objectives be as explicit as possible and that they be understood and supported by both 
sides. 
Careful scrutiny of individual aid projects and programs is important to ensure 

probity and efficiency - that is, to ensure that funds are used for the intended purpose 
and that the lowest possible cost is incurred. However, because aid funds are fungible 
and the net impact of aid depends on the behaviour of the recipient government, no 
amount of localized monitoring, including cost-benefit or project-effectiveness 
assessment, is capable of discovering the effect that aid has in achieving development 
objectives. Whenever an aid-assisted project or program would have been under 
taken in the absence of aid - including the entrepreneurial or technical assistance 
embodied in the aid program - the donor country is not in fact financing the nominal 
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project at all. Rather, its aid allows the recipient country to implement another project 
that, from the recipient's point of view, had less urgency and would not have been 
undertaken if aid had not been forthcoming. In principle, it is this other project that 
must be assessed in order to determine the developmental effectiveness of the aid 
involved. But how is the donor to distinguish between these two situations? And, even 
if the donor country knows that the aid-supported project would have been 
undertaken without its aid, how is it to identify the actual project made possible by the 
aid? In order to know the effectiveness of aid, it is necessary, in principle, to monitor 
the recipient's entire economy or at least large sections of it. Only by examining the 
total can the net impact of aid be discovered. 

The policies of the recipient government are crucial in all this. Since most foreign aid 
is received through the public sector, most of the behavioural impact of aid occurs in 
the recipient's taxing and spending programs. If the recipient government plans a fixed 
number of investment projects, for example, project aid may spill into operating 
programs or result in tax reductions. The allocation of additional resources to 
operating programs may be equally desirable, or perhaps preferable, on develop 
mental grounds; indeed, the same may be true of tax reductions. It will depend on the 
merits of each case. Theoretically, the task of aid-monitoring would be to devise 
summary indicators that adequately reflect the developmental impact of the whole 
range of these individual initiatives. Even at the purely technical level, this is a 
formidable undertaking.t? In practice, it will be necessary to be content with 
developing an appreciation of the developmental orientation of the recipient's policies 
in general, supplemented by in-depth examinations of the sectors in which Canadian 
projects operate. 

The current Canadian practice is to conduct country evaluations or reviews only in 
the case of program countries. These countries are given five-year indicative planning 
figures (IPFs) that indicate the level of intended Canadian aid spending. These 
figures are updated annually and allow recipients to build an appropriate allowance 
for Canadian aid flows (excluding food aid) into their medium-term planning. This 
obviously is a constructive measure. The evaluations or reviews prepared for program 
countries do not pretend, however, to assess the effectiveness of Canadian aid in terms 
of established development goals. Rather, they consist of a broad review of conditions 
and developments in these countries, together with a description of the Canadian 
program. 

No review or evaluation is prepared for project countries, nor are these countries 
accorded IPFs. There is no attempt to plan aid in terms of the overall developmental 
needs of the country, nor is there an aid commitment that extends beyond the project 
agreed to. Given the large number of project countries, the absence of country 
evaluations of any sort in their case is understandable, but it raises questions 
concerning the informational basis of Canadian aid decisions in the light of our 
discussion above; project assessments alone are inadequate. Our concern in this 

39 For a discussion of some of the issues involved here, see Richard M. Bird, "Conditioning Aid on 
Performance: Possibilities and Limitations," a study prepared for the Economic Council of Canada, 
1978. 
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regard is greater in view of the fact that disbursements in project countries, as a 
proportion of total bilateral aid, showed an upward trend over the period from 1972-73 
to 1976-77. 

Given the kind of changes envisaged in recommendations 7 and 8 above, Canada's 
bilateral aid program would be concentrated in fewer countries but arranged so that 
Canada would have a significant relative aid presence in each of the countries aided. 
Bilateral program administrative and analytical resources could be concentrated in 
fewer countries, and more of these could be located in the field. Under these 
circumstances, it would be feasible to cond uct in-depth analyses of the developmental 
needs, efforts, and performances of recipient countries, as well as to develop a better 
appreciation of the possible role and effect of Canadian aid in the developmental 
process of aid recipients. Accordingly: 

Recommendation 9 
We recommend that a system of aid-effectiveness monitoring be establishedfor each of 
the thirty countries that would receive Canadian aid in the new, concentrated bilateral 
program. This system would produce major aid-effectiveness evaluations for each 
recipient country at least every five years. The evaluations would set down Canadian 
aid objectives, analyse and document the extent to which these objectives were being 
realized. and propose actionsfor improvement. As well, they should be submitted on a 
confidential basis to the Parliamentary Committee on External Affairs and National 
Defence. 

The Volume of Canadian Aid 

Canada has committed itself to the Pearson Commission's ODA target ofO. 7 per cent 
of GNP but not to a date for the achievement of this goal. For a variety of reasons, it 
would be irresponsible to suggest that the target date could be soon. The general state 
of the Canadian economy, the need to restructure the Canadian bilateral aid program 
along the lines recommended above, the necessity of creating sufficient fiscal room to 
accommodate a substantial program of assistance for industrial adjustment and re 
deployment, all of these reasons suggest that aDA should grow only at a modest rate. 

Nevertheless, it must be recognized that greater efforts to open our markets to the 
exports of developing countries will benefit mainly the richer of these countries. For 
most of the very poorest developing countries, ODA is the only means of assistance that 
we can render them. It is, therefore, important that the volume of ODA be increased. Of 
course, even with a constant ODA/GNP ratio, the volume of ODA would grow at the 
same pace as Canadian income. The Government of Canada recently indicated 
that it plans to maintain a minimum ODA volume equivalent to about 0.5 per cent of 
GNP in the immediate future.w This is a constructive measure that guarantees 

40 Development Assistance Committee, "Recent Aid Initiatives by DAC Members," DECO (rnimeo.), 
Paris, February 6, 1978, p. 4. 
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proportionate growth in OOA. It should be extended beyond the immediate future to 
embrace a longer period of time. Accordingly: 

Recommendation 10 
We recommend that the Government of Canada ensure sufficient growth in the 
volume of official development assistance, so that aid would not be allowed to fall 
below 0.5 per cent of gross national product throughout the periodfrom now until the 
proposed adjustment and redeployment program ends. 

Conclusion 

Our review of the Canadian foreign aid program has revealed a situation of 
considerable growth since the institution of the OECO's Development Assistance 
Committee. On most of the DAC measures of performance, with the exception of 
procurement-tying, Canada has scored well. Nevertheless, there is a certain lack of 
coherence evident in the detailed operation of the Canadian program. 
Canada's program has a substantial multilateral component but with little focus 

unless it is simply "maximum representation". Our concern in this regard is height 
ened by the possibility that multilateral aid may have been employed in an effort to 
overcome disbursement difficulties associated with the bilateral program. On the other 
hand, the distribution of bilateral aid is highly skewed: a comparatively small number 
of countries account for a large portion of the total, but a host of others, not all of them 
small nations, receive relatively small amounts. Whether by design or not, Canada 
possesses a small relative presence in most of the nations that receive substantial 
portions of its foreign aid. 

In general, Canada's aid program appears to have been heavily influenced by the 
desire to achieve aggregate disbursement targets, to aid Commonwealth and franco 
phone countries, to subsidize domestic industry and, if there is any design at all 
in the concentration of our aid, to minimize the political risks attached to being 
important through widespread and diluted bilateral and multilateral participation. In 
our estimation, it is essential that the Canadian foreign aid program undergo some 
restructuring to improve its effectiveness. These changes are consistent with the aid 
philosophy expounded in the aid strategy announced by the Canadian government in 
1975. In our view, that philosophy is basically sound, and our recommendations 
represent a logical extension of it. All of our policy recommendations, except the last, 
are in the nature of improvements in either the developmental quality of Canadian aid 
or the effectiveness with which it is administered. But the implementation of these 
measures will take time. In the interim, it would be unreasonable to plan for the 
immediate continuation of the same growth in aid volume that Canada has achieved in 
the past. This conclusion is reinforced by the current state of the Canadian economy 
and the future requirement to accommodate the fiscal needs of a large-scale domestic 
adjustment and redeployment program. Our last recommendation, therefore, makes a 
proposal for the establishment of a minimum aid volume that would entail absolute 
and proportionate growth in Canada's official development assistance. 



6 
ON MIGRATION 

Together with trade, private investment, and aid, the immigration of individuals from 
the developing countries represents another link between Canada and the Third 
World, providing this nation with opportunities for economic and cultural enrich 
ment. From time to time, however, there have emerged a number of immigration issues 
that have been the subject of wide public debate. The appropriate level of total 
immigration, in particular, has been the focus of discussions in recent years, and there 
is now general agreement on the need to regulate immigration inflows to keep them 
more closely in line with the multiple objectives of Canada's immigration and 
manpower policy. 

Postwar international migrations have been characterized by three special features. 
First, Europe's long-standing status as a major net source of outmigration came to an 
end in the early 1970s. Second, the volume of migration from the less-developed 
regions to the industrialized countries has been increasing. Third, individuals with 
professional and technical skills constitute an increasing proportion of total immigra 
tion flows. These structural changes, which are also reflected in the pattern of recent 
immigration to Canada, can be seen as part of a dynamic process that contributes to 
international economic growth through more efficient use of resources. I 

Recent Canadian Immigration 

Soon after the Second World War, Canada took steps to encourage immigration, 
and a new Immigration Act was passed in 1952. While the criteria of admissibility were 
broadened considerably to cover various European countries and Australasia, the 
1952 Act retained authority for the Governor-in-Council to adopt selection criteria on 
the basis of national and ethnic origin as an important element of the immigration 
policy. In 1967, however, because of labour shortages and the drying-up of the 

For example, Kindleberger argues that the availability of additional labour supplies through 
immigration has been the main ingredient in sustaining European postwar economic growth. See 
C. P. Kindleberger, European Post- War Growth - The Role of Labour Supply (Cambridge, Mass.: 
Harvard University Press, 1967), p. 3. 
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traditional European sources of immigration, a set of objective, universal criteria for 
measuring the adaptability of potential immigrants to Canada were adopted.? 
Following the worsening of unemployment conditions, Canada imposed more 

stringent controls in 1974 on the admission of immigrants.' Subsequently, a Green 
Paper- known as the "Canadian immigration and population study"- was issued to 
initiate public debate on the new legislation. The Special Joint Committee on 
Immigration Policy held public hearings and was "particularly impressed by 
demographic and economic arguments, as well as by the need to take account offamily 
and humanitarian considerations." It concluded that Canada "must continue to 
welcome a minimum of 100,000 immigrants a year as long as current fertility rates 
prevail" and that it should not treat this figure as an upper limit. 4 
The 1976 Immigration Act that followed the public debate spelled out the objectives 

of Canadian immigration policy for the first time: family reunification, nondiscrimina 
tion, concern for refugees, and the promotion of Canada's economic, social, 
demographic, and cultural goals. The new Act requires that the Minister, after 
consultation with the provinces, establish annually, and announce publicly, a target 
figure representing the number of immigrants who should be admitted during a given 
period. This arrangement was designed to provide flexibility and a framework for 
planning long-term growth and, at the same time, to avoid fluctuations in annual 
inflows that could prove costly to the economy. The Minister indicated that Canada 
could benefit most from a moderate rate of population growth - that is, an average 
range of 140,000 to 150,000 immigrants annually in the foreseeable future.' 
The Council fully supports both the objectives of Canada's immigration policy, as 

outlined in the 1976 Act, and the desirability of annually adjusting the level of 
immigration in accordance with these objectives. This emphasis on short-run 
adjustments, however, should not obscure the need to consider longer-term factors in 
determining the level of immigration. Some projections, for example, point to the 
possibility of a significant reduction in labour force growth in the Canadian economy 

2 For a detailed treatment of this topic, see Warren E. Kalbach, The Impact of Immigration on Canada s 
Population, 1961 Census Monograph (Ottawa: Dominion Bureau of Statistics, 1970); Alan G. Green, 
Immigration and the Postwar Canadian Economy (Toronto, Macmillan, 1976); Freda Hawkins, 
Canada and Immigration (Montreal: McGill-Queen's University Press, 1972); and Manpower and 
Immigration, The Immigration Program, a report of the Canadian immigration and population study 
(Ottawa: Immigration Canada, 1974). 

3 For example, by requiring that an applicant in the independent! nominated category receive at least one 
unit of assessment for occupational demand or be destined to a prearranged employment or designated 
occupation and that the employer hiring him certify that no Canadian citizen is available to fill that 
vacancy. See Manpower and Immigration, The Immigration Program, Chapter 2. 

4 Special Joint Committee of the Senate and of the House of Commons on Immigration Policy, Report 
to Parliament, First Session, Thirtieth Parliament, 1974-75 (Ottawa: Information Canada, 1975), 
pp. 4-5. The figure of 100,000 refers to gross migration. Statistics on annual emigration do not exist for 
Canada, but estimates suggest that, in recent years, average annual outmigration may have numbered 
around 50,000. 

5 Statement by the Honourable Bud Cullen, Minister of Manpower and Immigration, Second Reading 
of Immigration Bill C-24, March 10, 1977, House of Commons Debates, vol. 120, no. 84, p. 3864. The 
actual level of immigration for 1977 was close to 115,000. 
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in the 1980s.6 To meet the labour shortages that could result from this, increased levels 
of immigration may have to be considered along with alternative sources and better 
uses of labour supply- for example, through such means as increases in participation 
and employment rates, higher rates of investment in human and physical capital, 
labour-saving technological change, and retardation of the decline in the length of the 
average work week. 

Immigration from the Developing Regions 

The adoption of universal immigration criteria, coupled with a growing supply of 
potential emigrants in the developing countries, has resulted in Canada acquiring an 
increasing number of immigrants from Third World nations. Immigrants from these 
countries accounted for only 8 per cent of the total in 1961 but for 52 per cent in 
1975 - about 27 per cent for the 1962-75 period as a whole.' According to the 1971 
census, individuals born in the developing regions comprised 1.5 per cent of the total 
Canadian population. While the number of immigrants from all sources has declined 
significantly in recent years, the proportion originating from developing regions has 
remained at about half the total. 
The proportion of highly qualified individuals among Third World immigrants is 

relatively high.f In 1962, about 21 per cent of all immigrants entering the labour force 
were in this category while the proportion was 33 per cent among the Third World 
immigrants. The latter proportion reached a peak in 1966 (43 per cent) and, while it has 
declined somewhat since then, it is still significantly higher than the proportion of 
professionals among all immigrants destined for the labour force (25 per cent as 
opposed to 18 per cent in 1974).9 
Looking ahead, the continued existence of differentials in standards of living 

between the developed and developing worlds, combined with excess labour supply in 
the latter, would suggest that many people in the Third World will want to migrate to 
Canada. Thus, while the total levels of immigration to Canada may vary, the 

6 See F. T. Denton and B. G. Spencer, "On the Prospect of a Labour Shortage," Canadian Public Policy 
IV, no. I (Winter 1978): 101-18. 

7 C. Michael Lanphier, "A Study of Third World Immigrants," a study prepared for the Economic 
Council of Canada, 1978. Compare this 52 per cent figure with the share of the developing countries in 
world population - 72 per cent. Some authors point to a persistent bias implicit in Canadian immigration 
policy, as reflected in the allocation of visa-processing offices in various regions of the world. See Green, 
Immigration and the Postwar Canadian Economy, p. 50. 

8 The terms "skilled," "highly skilled," "highly qualified," and "professional and technical manpower" are 
used here interchangeably. They refer to individuals classified as managers, engineers, scientists, 
professors, teachers, physicians, nurses, medical technicians, and "other professionals," as defined by 
Manpower and Immigration in Canadian Classification and Dictionary of Occupations, 1971 (Ottawa: 
Information Canada, 1971). 

9 Throughout this chapter, our comments on the issue of human capital transfers are largely based on 
Don J. DeVoretz, "The Size, Distribution and Economic Effects of Recent Highly Skilled Third World 
Immigration to Canada: 1966-1974," a study prepared for the Economic Council of Canada, 1978. The 
occupations used are those typically classified as professional, technical, and kindred. 
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proportion of immigrants originating from developing nations is likely to remain 
significant. 

Economic Benefits to the Immigrant 

The individual immigrant clearly stands to reap large economic benefits through 
migration. An examination of the age-earnings profile of Canadian and developing 
country workers suggests that the average net gain for the typical immigrant is large 
and grows throughout his/ her lifetime. The undiscounted net gain for the typical 
immigrant from the Philippines or from India, for example, is estimated to be close to 
$400,000 (in 1974 prices). The average net gain is so large that he/ she would make a 
profitable investment by moving to Canada anytime between the ages of 25 and 50. 
Whatever nonpecuniary disadvantages may attend migration - such as the psychic 
costs of adjusting to a new climate and a new culture - they appear not to offset the 
economic benefits that follow. This may be reflected in the fact that the rate of return 
migration for Third World immigrants is the lowest of all immigrant groups.!? and 
at the same time the demand for migration to Canada continues to grow in the 
developing countries. Individuals may also be motivated to migrate for nonpecuniary 
reasons - such as political stability and freedom in the destination country, family 
reunification, and so on - but economic motivation remains the primary factor for 
migration: some 58 per cent list this as their major reason for migration. 

For individuals from developing countries who succeed in obtaining an immigration 
visa for Canada, the economic benefits are clearly substantial. In adopting a 
universalistic immigration criterion, Canada has undoubtedly helped many indi 
viduals from developing countries to improve their economic lot. What is beneficial 
from the individual immigrant's point of view, however, need not be advantageous for 
either the receiving or the sending country. Two major issues arise here: the magnitude 
and consequences of human capital transfers between Canada and the developing 
nations, and the process of adjustment that immigrants from these countries face in 
Canada. 

The Issue of Human Capital Transfers 

In this context, the issue that has attracted the most attention relates to the 
migration of skilled individuals. Since the acquisition of skills (human capital) uses up 
resources, the immigration of skilled manpower represents a gain in human capital for 
the receiving countries. Correspondingly the emigration of skilled manpower has been 
described as a "brain drain" for the sending countries. European countries were 
particularly worried about the brain drain in the 1960s, but in recent years this concern 
has been voiced mainly by the developing nations, especially in meetings held under the 

10 Carol Motuz, "Return Migration: An Analysis of Return Migration from Canada, 1969-1974" 
(Ottawa: Department of Manpower and Immigration, no date), p. 38. 
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auspices of the United Nations Conference on Trade and Development (UNCTAD). 
How significant the losses are to the developing countries and what policies are 
appropriate for dealing with the problem remain very controversial questions. 

The Measurement of Human Capital Flows 

A number of alternative approaches are available to measure the volume of human 
capital flows. Different values will be obtained, depending on whether the data bases 
utilized are those of the sending or the receiving countries. On the other hand, skill can 
be valued in terms of the resources required to replace the lost skill (the replacement 
cost concept) or by the present value of discounted earnings over the lifetime of 
individuals who acquire the skill (the earnings concept). The two measures produce 
very different results. In addition to conceptual difficulties in measuring human capital 
flows across international boundaries, there are certain statistical problems that 
should be considered in evaluating these estimates. For example, Canada does not 
maintain an exit visa system, so that immigrants to Canada who ultimately leave for 
another country cannot be netted out. Individuals who move to and fro between 
countries create an especially difficult dilemma. Another complication arises from the 
fact that the country where immigrants have obtained their education need not be their 
country of birth. I I 

A recent U.N. study using the earnings concept estimates that $11.4 billion (in 
current U.S. dollars) of human capital was imported into Canada from the developing 
nations over the 1963-72 period.'? On the basis of the replacement-cost concept, which 
is more relevant for our present purposes, it has been estimated that, over the period 
1966-74, Canada was the beneficiary of human capital flows valued at $2.9 billion 
(1974 prices) in the form of immigrants from developing countries in professional and 
technical occupations.!' 

The Consequences of Human Capital Inflows for Canada 

Thus, had Canadian society provided postsecondary education in the amount 
equivalent to that embodied in immigrant flows from developing countries over the 
1966-74 period, it would have spent $2.9 billion (in 1974 prices). Can this amount be 
regarded as a net gain to the Canadian economy and society? The answer to this 
question is not very simple because it requires an accounting of the social, as well as 

II For these and other statistical difficulties, see H. G. Grubel and A. D. Scott, The Brain Drain: 
Determinants, Measurements and Welfare Effects (Waterloo: Wilfrid Laurier Press, 1977), Chapter 5. 

12 Secretariat of the United Nations Conference on Trade and Development, The Reverse Transfer of 
Technology: Its Dimensions, Economic Effects and Policy Implications (Geneva: United Nations 
Office, 1975). 

13 DeVoretz, "Highly Skilled Third World Immigration." 
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economic, consequences that result from the immigration of skilled individuals.!' To 
evaluate these consequences, it is necessary to identify the criteria used by Canadian 
society in making its economic and social choices - clearly a very complex task. For 
example, when does an immigrant cease to be an immigrant and become part of the 
society whose welfare is being considered? Questions related to the distribution of 
income, especially over the longer run, are also highly complicated. 
It is clear that immigration adds to the total output and the rate of growth of the 

Canadian economy. Whether the per capita incomes of native-born Canadians are also 
raised depends on the circumstances of the economy. In fact, only a small part of the 
$2.9 billion - in the form of profits accruing to employers who hire immigrants - could 
be regarded as a net gain to the economy, since the immigrants have to be paid for their 
services. Larger benefits accrue when immigrants with the requisite skills are available 
to fill critical manpower shortages of a kind that, in the absence of these additional 
workers, would cause losses in output and employment. The alternative of training 
native-born Canadians would mean that the vacancies would remain unfilled during 
the training period, thus causing economic costs. The increase in output and 
employment that results from speedier relief of labour shortages can be described as a 
"positive externality" - a term that refers to the beneficial effect of a person's activities 
on the well-being of others, for which he/ she is not compensated. It is believed that 
highly skilled people produce many positive externalities for a society. In the longer 
run, the saving/ consumption and demographic behaviour of immigrants determines 
their impact on the per capita incomes of native-born Canadians. In the short run, 
when the distribution of net gains through immigration is being considered, the saving 
of subsidies for education that would be required to replace the immigrants with 
native-born workers represents a more measurable gain to the taxpayers. Of the 
$2.9 billion, approximately $1.6 billion represents such a saving. 

One argument against skilled immigration is that reliance on this factor to meet 
manpower shortages may, in the long run, lower the supply of training and education 
facilities for the native-born, thereby limiting their access to high-paying jobs.'> The 
argument may be more relevant in the case of skilled blue-collar occupations than in 
that of the highly qualified manpower we are considering here. In the case of the latter, 
expansion of educational facilities has occurred despite the large inflow of immigrants. 

Another argument against highly skilled immigration is that it creates unemploy 
ment among qualified Canadians. This argument is discounted by evidence from the 
longitudinal survey of immigration, which reports low unemployment rates for 
Canadians with higher levels of education at a time when immigrants with similar 

14 J. N. Bhagwati and Carlos Rodriguez, "Welfare - Theoretical Analysis of the Brain Drain," 
The Brain Drain and Taxa/ion, vol. II, ed. J. N. Bhagwati (Amsterdam: North-Holland, 1976). 

15 Helen Buckley and Soren Nielson, "Immigration and the Canadian Labour Market" (Ottawa: 
Manpower and Immigration Canada, 1976). See also S. Star, "In Search of a Rational Immigration 
Policy," Canadian Public Policy I, no. 3 (Summer 1975); and, for a contrary view, Gordon W. Davies 
and Samuel Sharir, "Toward 'A Rational Policy': Comments and A Proposal," Canadian Public 
Policy 2, no. 3 (Summer 1976). 
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educational attainments exhibited higher unemployment rates.'> Furthermore, the 
danger of causing unemployment among qualified Canadians should be tackled by 
effective implementation of the immigration regulation, in practice since 1974, 
disallowing the immigration of particular skills when there is no excess demand for 
them. 

In conclusion, if employment conditions are identical for the highly skilled and other 
categories, the importation of skilled immigrants would appear to offer greater 
benefits to the Canadian economy, because they are more likely to generate positive 
external economies than other immigrants, and their rate of unemployment is also 
much lower than that of other immigrants. 

The Consequences of the Brain Drain for Developing Nations 

Under conditions of perfect competition and in the absence of positive externalities, 
a marginal outflow of skilled persons will not reduce, and may even increase, the 
per capita incomes of the non-migrant population of the sending country. These 
conditions are, however, very restrictive. Theoretical considerations would suggest 
that, under a variety of more realistic sets of conditions, the sending country may 
sustain loss through the emigration of skilled manpower. The skilled emigrant often 
contributes more to the national output than he is paid - a condition that prevails, for 
example, when the national government has monopsonistic powers and hires skilled 
personnel at wages lower than they would otherwise command. In a contrary situation, 
the emigration of skilled persons puts upward pressure on the occupational wage 
structure of developing economies because potential emigrants add to their wage 
demands the potentially higher wages they can get in developed economies. Political 
pressure is then generated to maintain publicly subsidized education and training for 
these occupations - clearly a misallocation of resources. For the same reason, the relief 
of unemployment through emigration is only temporary in nature, in that new 
graduates move into highly skilled occupations with the expectation of artificially high 
wages. The loss of skilled emigrants also means a loss of tax revenues for governments 
in countries with a progressive taxation system. Finally, if developing countries attach 
positive value, not only to per capita income but also to total income, then the 
emigration of skilled workers will also appear as a loss. 17 Thus the weight of theoretical 
opinion would indicate that the emigration of highly skilled manpower may indeed 
have adverse economic consequences but that the magnitude of the loss may vary 
considerably, depending on the individual circumstances of the countries concerned. 

16 Manpower and Immigration, Three Years in Canada, first report of the longitudinal survey on the 
economic and social adaptation of immigrants - Canadian immigration and population study 
(Ottawa: Information Canada, 1974), pp. 24-27. 

17 Bhagwati has presented a cogent set of arguments portraying the conditions under which sending 
countries might experience economic losses. See J. N. Bhagwati, "The Brain Drain," in Background 
Papers: Tripartite World Conference on Employment, Income Distribution and Social Progress and 
International Division of Labour, vol. II (Geneva: International Labour Office, 1976), pp. 139-60. See 
also Bhagwati and Rodriguez, "Welfare." 
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Options to Control the Brain Drain 

A number of options are available to deal with the brain-drain problem. A first, 
long-range alternative consists in providing better opportunities for the personal and 
professional development of highly skilled persons in the developing countries. The 
technical assistance offered by the developed countries to foster research and 
development within developing nations is explicitly aimed at facilitating this process. 
Pursuit by the developing nations of education policies that are more in tune with the 
needs of the domestic economy would also fall under this approach. 
Second, a set of policies aimed at restricting the migration of professionally qualified 

individuals could be adopted. Needless to say, the notion of restricting migration from 
selected areas of the world conflicts with the nondiscriminatory principles of Canadian 
immigration policy and must be rejected. In this regard, the adoption of a universally 
applied system that gives more weight to factors other than education and technical 
training in selection criteria could achieve the desired objective. However, while this 
may reduce the immigration of highly qualified individuals to Canada, they could 
simply opt for another destination. 
Third, a number of schemes designed to make migration less rewarding for 

professional and technical personnel have been put forward. The imposition of an exit 
tax is one such scheme, but the possibility that it might violate human rights rules out 
this measure, which, in any case, would fall within the purview of the domestic policies 
of the developing countries. Alternatively, recipient countries could levy a special 
surtax on professional and technical immigrants from developing nations, with the 
objective of repatriating these funds to the developing countries. This proposal was 
rejected by a special conference convened by the Rockefeller Foundation in 1976, 
because it presented formidable problems associated with definition, the number of 
payers, the amounts of revenue, and the cost of collection.'! The alternative of having 
the United Nations collect these taxes is beset with similar problems. 

Finally, migration could be made less attractive for the receiving country if 
compensation had to be paid to the sending country for every professional who 
migrated. Such a program would be relatively simple to administer, since it would 
involve only contracts between governments. The amount of compensation required 
could be determined by using the replacement value in Canadian prices. In this 
context, Canada's bilateral aid to the developing nations compares well with the flow 
of human capital that it has received from them. In 1968-69, the yearly inflow of human 
capital from developing nations was about twice as large as this country's bilateral aid 
to those nations; for the 1971-74 period, however, the two were approximately equal. 

When this relationship is examined for the individual countries that send the largest 
amount of human capital to Canada though, the picture is a mixed one. Over the 

18 Martin Partington, "Taxing the Brain Drain: A Report on the Bellagio Conference," in Taxing the 
Brain Drain, ed. J. N. Bhagwati and Martin Partington, vol. I (Amsterdam: North-Holland, 1976). 
See also Brinley Thomas, "Book Review: Jagdish N. Bhagwati and Martin Partington, eds., 
Taxing the Brain Drain, Volumes I and II," Journal of International Economics 7, no. 3 (August 
1977): 309-11. 
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1966-74 period, roughly 62 per cent of the human inflow into Canada was accounted 
for by four sources: Hong Kong - including China - and India (about $500 million 
each), and the Philippines and the West Indies (approximately $400 million each). 
In the case of India, Canadian bilateral aid during this period more than offset 
the human capital received by Canada from that country. For the Philippines and the 
West Indies, on the other hand, human-capital transfers were about twice as large as 
Canadian bilateral aid. Emigration to Canada does not, however, appear to have had 
adverse consequences for either country or region. The Philippines, for example, did 
not send a substantial number of graduates to Canada in anyone occupational 
category and, during the 1966-74 period, less than 1.2 per cent of that country's output 
of graduates emigrated here. On the other hand, emigration to Canada represented a 
significant percentage of the professional and technical manpower stock of the West 
Indies in 1974. In that year, fully 27 per cent of the stock of Jamaican teachers, for 
example, emigrated to this country. Nonetheless, the emigration of these teachers 
appears to have significantly reduced unemployment in this occupational category in 
Jamaica. One could argue that the loss suffered by the developing countries through 
the emigration of their skilled personnel should be measured by their domestic 
resource-cost, which would be much lower than the replacement cost measured in 
Canadian prices. Furthermore, account also has to be taken of the remittances that 
immigrants send back to their country of origin. In the Canadian case, these amount to 
an annual value of approximately $30 million (1974 prices). 
The undesirable aspects of skilled emigration can be most effectively mitigated by 

the developing countries themselves. An example is provided by a group of Latin 
American governments that, in 1965, put in place a selective migration program with 
the assistance of European governments. This program has been very successful in 
reducing shortages of skilled manpower in Latin American countries. These countries 
have also implemented a return-of-talent program.'? The World Population Con 
ference, held at Bucharest in August 1974, recommended that developing countries 
should undertake "programmes and measures to better match skills with employment 
opportunities and to increase the motivation of such personnel to contribute to the 
progress of their own country. Measures should be taken to encourage the return of 
scientists and skilled personnel to specific job vacancies."20 It is worth noting that, 
while developing countries have expressed great concern about the brain-drain 
problem, they have not implemented solutions that lie primarily within the area of 
their domestic policies. 

In the light of the foregoing discussion, we believe that Canada, as well as the 
immigrant who comes here, derives significant benefits from migration and that 
Canadian immigration policy should continue to be dictated by domestic, economic, 
social, and demographic goals. Because the proportion of skilled immigration into 
Canada has decreased in recent years, this may represent a diminishing problem for the 

19 Intergovernmental Committee for European Migration, "Transfer of Qualified Personnel to 
Developing Countries," in Tripartite World Conference, vol. II. 

20 World Population Conference, "World Population Plan of Action," in The Population Debate: 
Dimensions and Perspectives, vol. I (New York: United Nations, 1975), pp. 162-3. 
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developing countries. Where the loss of skilled manpower is serious, the problem can 
best be handled by the policies of the developing countries themselves. Moreover, the 
problem of brain drain must be seen in the larger perspective of the developmental 
needs of poor nations, as was done in our discussion of trade, investment, and aid. The 
recommendations contained in the preceding chapters are an attempt to meet these 
needs, and they have a bearing on the issues of migration and manpower policy. In 
particular, Canadian technical assistance and efforts to build up local technological 
capacity would go some way in reducing the outflow of skilled personnel. In addition, 
Canada should be prepared to facilitate the efforts of the developing countries that 
seek to obtain specialized expertise - for example, through recruitment in this country. 

The Characteristics of Immigrants on Arrival 

The Economic and Social Adaptation of Immigrants 

The adaptation of newcomers to any society is a dual process: both the immigrant 
and the host society must undergo some changes. We do not propose here to examine 
the societal and attitudinal changes that have occurred in Canada over the years in 
response to the varying characteristics of immigrant flows." Rather, we focus on the 
economic and social adaptation to Canada of immigrants from developing nations and 
on the difficulties they encounter in the process. 

A study prepared for the Council has concluded, on the basis of data for the 1962-75 
period, that Third World immigrants as a category are in many ways similar to other 
immigrants to Canada, because of both the selection criteria used for admission and 
the similarity in cultural and social background despite their Third World origin.s? 
With minor exceptions, the age and sex structure was highly similar to that of other 
immigrants. Families also appeared to be the same size at the time of immigration. 

While the foregoing suggests that many features of the adaptation process are 
similar for all immigrants, there are some differences. The more prominent of these 
differences are that immigrants from developing nations are, on average, more highly 
educated, and a somewhat larger proportion of them choose urban destinations. In 

21 For a discussion of Canadian attitudes towards immigration, see John Berry, Rudolph Kalin, and 
Don Taylor, "Major Attitudes Study," in Multiculturalism as a State Policy, Conference Report, 
Second Canadian Conference on Multiculturalism (Ottawa: Canadian Consultative Council on 
Multiculturalism, 1976); and Nancy Tienhara, Canadian views on immigration and population, 
Canadian immigration and population study (Ottawa: Information Canada, 1974). 

22 The discussion in this section is based largely on Lanphier, "A Study of Third World Immigrants," 
and G. S. Saunders, "The Labour Market Adaptation of Third World Immigrants," a presentation 
at the Conference on Multiculturalism and Third World Immigrants in Canada, The University 
of Alberta, Edmonton, September 1975. The data presented in this paper are based on a 
longitudinal survey of three cohorts - for 1969, 1970, and 1971 - the experience for each of which 
was surveyed over a three-year period. 
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recent years, the proportion of independent immigrants has been significantly lower, 
and that of the sponsored and nominated category correspondingly higher, among 
Third World immigrants than in the case of immigrants from other parts of the 
world. Evidence from the longitudinal survey of immigration indicates that only 14 per 
cent of Third World immigrants arrive with prearranged employment, compared with 
30 per cent of other immigrants. Also, proportionately more Third World immigrants 
have a command of either of Canada's two official languages than is the case with other 
immigrants. 

The Economic Adaptation 

Information from the 1971 census can be used to provide some indication of the 
adjustment process undergone by immigrants. Immigrants from developing countries 
who entered Canada prior to 1965 seem to have adapted well economically: their 
median earnings are generally higher than those of other immigrants, and the 
proportion of "economic" families-' falling below the poverty line is about the same as 
among other immigrant groups. Among immigrants who arrived after 1965, however, 
the position of Third World immigrants deteriorated relative to that of immigrants 
from other sources, with respect to both median earnings and the proportion of 
economic families below the poverty line. This fact is noteworthy in view of the higher 
labour force participation rates among female immigrants from developing areas - a 
factor that should add to total family incomes. Data for the province of Ontario 
indicate that, for the 1969-71 period, the rates of unemployment for immigrants from 
developing nations were double the average for other immigrants and, in a large 
number of occupational categories, males born in Third World countries scored below 
the median earnings for all foreign-born males.> 

More recent information from the longitudinal survey of immigration supports the 
view that recent immigrants from the Third World have had a relatively adverse labour 
market experience. The duration of unemployment during the first six months is 
longer for those than for others (8 and 512 weeks, respectively), and their rates of 
unemployment are also higher than those of other immigrant groups during their first 
two years in Canada (Table 6-1). After the third year, however, immigrants from the 
Third World achieve unemployment levels comparable to, or even lower than, those of 
other immigrants. At the same time, a larger percentage of immigrants from the 
developing countries are unable to find jobs in the occupation of their choice, even 
after three years in Canada. The earnings of all immigrants as a group are lower than 
those of a "control" group of Canadians with similar characteristics, by a proportion of 
slightly less than 15 per cent.> Within the immigrant group, however, Third World 
immigrants earn considerably less than the others during their early years in Canada, 

23 An "economic" family is defined as a group of two or more persons living together and related by 
blood, marriage, or adoption, regardless of the degree of relationship. 

24 William L. Marr, "Labour Market and Other Implications of Immigration Policy for Ontario" 
(Toronto: Ontario Economic Council, November 1976), p. 156. 

25 Manpower and Immigration, Three Years in Canada, p. 54. 
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Table 6-1 

Employment and Earnings Characteristics of 
Third World and Other Immigrants, 1969 to 19731 

Third World 
immigrants 

All other 
immigrants 

(Per cent) 

Unemployment rate after: 
6 months 
I year 
2 years 
3 years 

15.2 
9.3 
6.9 
4.0 

9.1 
7.3 
5.5 
4.8 

(Number of weeks) 

Duration of unemployment after: 
6 months 
I year 
2 years 
3 years 

8.1 
3.7 
3.8 
2.9 

5.4 
2.6 
3.3 
2.6 

(Dollars) 

Average annual earnings after: 
I year 
2 years 
3 years 

4,314 
6,314 
7,532 

6,017 
8,327 
9,432 

(Per cent) 

Not in the occupation of their choice after: 
6 months 
I year 
2 years 
3 years 

47.1 
49.6 
47.0 
34.3 

36.6 
38.4 
34.4 
24.7 

I Based on a three-year survey of three cohorts for 1969, 1970, and 1971. 
2 As a proportion of all immigrants in each group who are members of the labour force. 
SOURCE G. S. Saunders, "The Labour Market Adaptation of Third World Immigrants." 

although these earnings data have not been standardized for such factors as education, 
occupation, and age. On average, after one year, immigrants from other sources earn 
about $6,000 per year, compared with $4,300 for those from the developing countries; 
after three years the figures are $9,400 and $7,500, respectively. 

Acculturation 

In an analysis of acculturation processes among immigrants in the Toronto area, 
based on data from a 1970 survey, Goldlust and Richmond found that Asian and Black 
immigrants scored about average on scales designed to measure acculturation to 
Canadian society.ë Their scores were lower than those of immigrants of English and 

26 A. H. Richmond and J. Goldlust, Multivariate Analysis of Immigrant Adaptation, /970 (Toronto: 
York University, Institute for Behavioural Research, 1974). Because of data limitations, only one 
global category - Asian! Black - was used to represent developing-country immigrants. 
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West European mother tongues but higher than those of immigrants from Southern 
and Eastern Europe. In contrast, in terms of levels of satisfaction - with job, 
neighbourhood, housing, and current economic position relative to the "old" country 
Asians and Blacks scored below average. 

The change in social status that Asians and Blacks experience when they emigrate 
may partly explain the lower levels of satisfaction expressed by them. As a group, these 
immigrants tend to be more highly educated, which means that they enjoyed high 
status in their parent country - a status that was probably higher than that of 
immigrants from developed countries. The 1970 survey revealed that the immigrant's 
first job in Canada represents a downward step and that the decline is most severe 
for Asians and Blacks. Furthermore, after five years in Canada, they had not recovered 
from their initial fall in status, while all other groups of immigrants had shown marked 
upward mobility. 

Another explanation may lie in the perceived levels of discrimination. Immigrants 
from the developing nations face what may be termed "structural discrimination" in a 
variety of social situations. In the job market, for example, a perfectly universalistic 
criterion like the requirement for "Canadian experience" can effectively exclude 
immigrants from developing countries; developed-country immigrants are not 
affected as much, because the type of experience required can be acquired not only in 
Canada but also, presumably, in other developed nations as well. During their first six 
months in Canada, about one-third of the Third World immigrants referred to lack of 
Canadian experience as an obstacle to obtaining employment, compared with only 
15 per cent of other immigrants. Even more significant is the fact that 23 per cent of the 
Third World immigrants mentioned this same obstacle after three years in Canada, 
compared with 13 per cent of the other immigrants. 

The proportion of Asians and Blacks experiencing personal discrimination exceeds 
that of the next group (usually Jewish) by a factor of between two and four. Moreover, 
there is evidence to suggest that minority ethnic groups tend to underestimate rather 
than exaggerate the extent of discrimination against them.?? Despite advances in 
legislation proscribing discriminatory behaviour, a recent Toronto report indicates 
that a number of members of the brown and black-skinned minority races in Metro 
Toronto fear a manifestation of racial violence.ë 

Potential Problems 

Some recent developments, while not in themselves critical, point to potential 
problems for the future. Since 1971, there has been a significant shift in the type of 
immigrants that Canada has received from the developing nations: fewer professional 
and white-collar immigrants have been admitted, and correspondingly more have been 
in the middle-range and blue-collar occupations. Another development is the sharp 

27 W. Daniel, Racial Discrimination in England (Hammondsworth: Penguin, 1968). 
28 Walter Pitman [Chairman], Now Is Not Too Late, Task Force on Human Relations, Council of 

Metropolitan Toronto (Toronto: Municipality of Metropolitan Toronto, November 29, 1977), 
Chapter I. 
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increase in the number of "visa workers." This category includes temporary workers 
who are called in to fill less desirable jobs. These workers are in a true sense marginal, 
for they have the lowest possible social status. Their rates of pay are low, and fringe 
benefits and progress on the job are not relevant components. Statistics are not 
available on the number of visa workers whose work permits are renewed." It is also 
not known how many visas are awarded to persons who have come to Canada in the 
possession of other types of visas - for example, tourist or student visas - as opposed to 
work visas awarded on application from outside the country. Clearly, this information 
is important and will need to be collected. 

Together, these two developments can present long-run problems for Canada. If 
work visas (permits) are being used as a substitute for immigration - in the form of 
guest workers - and if there is a continuing and significant redistribution of 
developing-country immigrants towards low-paying, blue-collar jobs, then there is the 
danger that, in the long run, some ethnic groups may be identified with low-paying 
jobs. If this is combined with the concentration of immigrants in certain large 
metropolises, overcrowded housing, and lower-quality education, the scenario could 
deteriorate into one of economic and social entrapment. 

To the degree that this potential problem is limited to certain metropolitan centres, 
the Council concurs with the attempt of the new Immigration Act to foster a more 
desirable geographical distribution of future immigrants. Under the provisions of the 
new Act, a federal-provincial consultation process will be used to identify communities 
in need of population expansion. Potential immigrants preferring to go to these 
"designated communities" will be awarded extra selection points in their application 
for immigration. It should be stressed that care must be used in selecting the 
"designated communities," to ensure that they provide reasonable job prospects and a 
satisfactory community life. 

In general, most immigrants start on the lowest rungs and work their way up the 
social ladder of the host society so that, over a generation or two, they need not be 
identified by their initially low social status. Although long-run longitudinal data are 
not available on this point, there remains the presumption that upward mobility may 
be especially difficult for members of a "visible" ethnic minority. The major difficulty 
in dea'ing with problems related to social adjustments lies in the absence of data and 
studies covering the process of adaptation over longer periods of time. Nor are studies 
available on the extent and forms of racism or the methods that have been used to 
control this problem successfully elsewhere in the world. In light of these considera 
tions: 

29 The Special Joint Committee does not cite data but concludes that "while there may be cases in 
which several extensions to a work permit are granted, the Committee understands that most 
temporary workers stay for fewer than 200 days and that in 1974 over a third were in Canada fewer than 
90 days." Special Joint Committee on Immigration Policy, Report to Parliament. p. 50. Approximately 
90,000 employment visas were issued in 1977, compared with approximately 115,000 immigrant visas. 
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Recommendation Il 
We recommend that the Government of Canada, through the Secretary of State, 

finance the development of data, especially longer-term historical data, related to 
ethnic adjustments in Canada and that it conduct studies with the object of suggesting 
ways to facilitate the adjustment of immigrants to Canadian society, as well as to 
encourage racial harmony. 

Conclusion 

Migration is an important link between Canada and the developing countries. 
Within the narrower economic framework, the benefits to individual emigrants from 
developing nations are considerable, as we have seen. The social adaptation of these 
individuals has also been, by and large, successful. Where the potential for problems of 
social adjustment exists - in a crowded metropolitan area such as Toronto, for 
example - imaginative policies can counter this risk. To assist in the formulation of 
these policies, we have recommended the development of adequate data and the 
preparation of studies on the process of adjustment experienced by immigrants from 
the developing countries. 

While a precise accounting of the economic benefits and costs of immigration to a 
receiving country is difficult, if not impossible, to develop, immigrants from the 
developing nations, with their higher levels of skills and training, appear to have 
contributed positively to the economic well-being of Canada. For the developing 
nations, the outflow of technical and professional manpower may represent an 
economic and social loss. The dimensions of this loss are extremely difficult to 
measure, however, and they appear to be marginal insofar as immigration to Canada is 
concerned. Furthermore, while the proportion of immigrants from the developing 
countries who fall in the professional and technical categories is larger than that of 
immigrants from developed nations, the majority are not in this category. Thus 
benefits from their emigration may outweigh the losses caused by "brain drain." 



7 WHAT IS TO BE DONE? 

A look at the state of the world today reveals vast differences between developed and 
developing regions in the quality of life and in economic conditions. At the same time, 
a number of Third World countries have been industrializing rapidly, particularly in 
the last decade, and they exhibit comparative advantage in the manufacture of a range 
of industrial goods considered typical of the output of advanced nations. This 
phenomenon seems likely to become more widespread over the next two decades, 
despite the tariff and nontariff barriers erected by many advanced nations against 
imports from the poorer countries. Then again, the cartelization of petroleum 
production and exports has given rise to a crucial worldwide problem - that of access 
to energy supplies. In addition, the trade surpluses accumulated by a number of OPEC 
countries have, for the first time, created a financial power that does not derive from 
industrial strength. 

Projections of past trends imply that there will be only limited improvement in the 
economic situation of many developing countries by the year 2000. Rising energy costs 
have resulted in a complex network of constraints on the long-term growth of both 
developed and developing nations. If consumption levels in some of the poorest 
regions of the world are to be raised significantly by the year 2000, and if the relative 
per capita consumption gap is not to widen, the rich countries must accept some 
measure of change in favour of the poor. New policy approaches should include energy 
conservation through the substitution of capital and labour for fossil-fuel energy, 
particularly in the rich regions; higher official development assistance; and more 
capital flows and trade-liberalization concessions to the resource-poor developing 
regions. The latter must at the same time make serious efforts not to increase their 
dependence on agricultural imports. 

The Canadian Role 

While Canadian external commercial relations are very extensive, this country 
imports remarkably little from the developing world - a peculiarity related in part to 
the fact that, unlike many other large trading nations, Canada does not have a 
significant regional influence anywhere in Asia, Africa, or Latin America. It also 
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appears that the average tariff levels that apply against imports to Canada from the 
developing countries are, in some respects, markedly higher than the overall rates of 
Canadian import duties and those imposed by other advanced industrial states. On the 
other hand, the incidence of nontariff barriers may be somewhat lower in Canada than 
elsewhere. 

Even so, considerable alarm has been expressed in this country over the increased 
capacity of developing nations to land certain manufactured goods in the Canadian 
market at prices so low as easily to undercut domestic production, despite import 
tariffs. Although these imports have only a small place in Canada's total imports, 
competition poses grave problems for some Canadian industries. Under pressures 
from business and labour organizations, the government has raised certain nontariff 
barriers against imports. 
Canadian exports to the developing countries also form only a small share of total 

sales abroad. Whereas the product mix of Canada's foreign sales appears to play only a 
minor role in this situation, the lack of regional influence is, again, a factor here. A part 
from obvious questions of competitive capability, the costs involved in acquiring 
information about unfamiliar markets seem to explain in part this weak performance 
of Canadian exports in the developing world. 
Canadian direct investment in the developing countries is becoming increasingly 

significant. It is concentrated mainly in Latin America (particularly Brazil) and the 
Caribbean, but investment in developing Asia has been growing rapidly in recent 
years. In 1976, Canada ranked as the fifth largest direct investor in the developing 
countries, behind only the United States, Japan, West Germany, and Britain. 
Since the creation of the OEeD'S Development Assistance Committee, Canada has 

substantially increased its aid to the developing countries. Its record in this area, 
relative to that of other Western aid donors, can be said to be reasonably good, in terms 
both of the volume and of the quality of its development assistance. However, while 
Canada's multilateral program is substantial, it has little focus - save, perhaps, 
"maximum representation." Our concern in this regard is heightened by the suggestion 
that multilateral aid may have been employed in an effort to overcome disbursement 
difficulties associated with the bilateral program. The distribution of bilateral aid is 
highly skewed: a comparatively small number of countries account for a large 
portion of the total, but a host of others - not all of which are small nations - 
receive comparatively minor amounts. Intentionally or not, Canada has a weak relative 
presence in most of the countries that receive substantial portions of its aid. 
In general, the evidence is that Canada's aid program has been heavily influenced by 

the desire to achieve aggregate disbursement targets, to aid Commonwealth and 
francophone countries, to subsidize domestic industry and - if there is any design at all 
in the concentration of our aid - to minimize the risks attached to "being important" in 
anyone country by spreading and diluting bilateral and multilateral participation. 

Migration from the developing countries would appear to have been advantageous 
both to individual immigrants and to the Canadian economy. For the immigrant from 
a developing country, the economic benefits of migration are large. Highly qualified 
immigrants have brought significant amounts of human capital to Canada and have 
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made important contributions to the Canadian economy. But, for some developing 
nations, the outflow of highly qualified manpower can have undesirable consequences, 
commonly referred to as the "brain drain." The most effective measures to check 
excessive outflows of this nature lie within the jurisdiction of the developing countries. 
Moreover, the "brain drain" should also be seen in the larger context of the poor 
nations' developmental problems and of Canada's contributions to their solution. For 
example, Canadian technical assistance, which can foster domestic research capability 
in poor nations, should help to remove some of the basic causes of the excessive 
outflow of talent. 

For a Common Future 

Every nation has a stake in a more stable international system that can provide 
peace, security, and economic order. An essential prerequisite of such a system is, we 
believe, the harmonious development of the poorer countries. As a medium-sized 
power with a relatively open economy, Canada has an even greater interest than most 
other nations in achieving these goals. Because some of the developing countries are 
industrializing rapidly, their evolution has important implications for the future of the 
Canadian economy. While import duties and quotas may serve in the short run to 
protect Canadian industries threatened by the increase in imports from the developing 
countries, in the long run such barriers can only limit Canadian economic growth and, 
at the same time, run counter to Canada's desire for enhanced international stability 
through the development of Third World nations. 

Thus, because many developing countries have an actual or potential comparative 
advantage in the production of many labour-intensive and standard-technology 
goods, it makes sense in principle for Canada to encourage the emergence of industrial 
capability in these nations through appropriate trade and investment policies. In the 
case of the poorer countries that do not yet have the means to embark upon the process 
of industrialization, aid programs can help make possible the preconditions to such 
development. Because a strategy of this kind will obviously have significant impact on 
the industrial structure of developed countries such as Canada, however, there is a 
simultaneous need to reorient the Canadian economy towards activities in which it 
may possess its own comparative advantage. 
In concrete terms, our proposals can be summarized as follows. By liberalizing tariff 

and nontariff barriers against imports from the developing countries, Canada will be 
able to provide its consumers with cheaper goods and its workers with higher wages, 
simultaneously aiding the industrialization of developing countries. This, however, 
will require significant adjustment and consolidation in industries that have to face the 
resultant competition and, even more important, will in some cases make necessary a 
transformation of the industrial structure through substantial redeployment of 
resources. We therefore recommend a two-stage process. First, there would be a very 
large injection of federal funds into a joint development program with the relevant 
provinces to bring about extensive reorganization of the industries in vulnerable 
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regions. Then, upon the occurrence of relatively favourable economic conditions, 
signaled by the fall of the national unemployment rate to a previously agreed level, 
significantly below the figures recorded in recent years, a gradual reduction in the 
special protection afforded import-sensitive industries would occur. Supplementary to 
these proposals, we also argue for a further easing in the bairiers against imports from 
the least-developed countries by amendments to Canada's generalized system of 
preferences, to be initiated at the time of the liberalization of general tariff rates. All 
these changes would be expected to yield concessions in Canada's favour in the 
multinational trade negotiations and would ultimately be contingent upon the creation 
of opportunities in export markets, which could go a long way in facilitating the 
adjustment and redeployment process. 

In the area of aid, all of our recommendations except the last are in the nature of 
either improvements in the developmental quality of Canadian aid or in the 
effectiveness with which it is administered. We have recommended reorganization of 
the bilateral program in several respects: by limiting the share allocated to the 
multilateral program; by reducing the total number of assisted countries; by 
eliminating project-country status; by moving towards untying of aid; and by 
establishing an aid-effectiveness monitoring system. At the same time we have 
proposed that the volume of Canadian aid not be allowed to decrease below 0.5 per 
cent of GNP through the period during which the proposed adjustment and redeploy 
ment program will be in operation. 
As for migration, the process of adjustment to Canadian society experienced by 

immigrants from developing countries is still not well understood, owing to a lack of 
data and studies. To meet this deficiency, we have recommended that the required 
statistics be developed and that studies be conducted with the object of suggesting ways 
to facilitate the adjustment process, as well as to encourage racial harmony. 

The Co-ordination of Policy 

If there is one aspect of international development that stands out at the end of our 
study, it is the paramount need for a co-ordinated approach to relations with 
developing countries, integrating what is done in trade with the activities of the aid 
program, and so on. It is less than reasonable to provide development assistance to a 
country with one hand and set up barriers against its products with the other, or to 
encourage immigration to provide employment for industries that have to be protected 
against competition from goods originating in those immigrants' homelands. These 
inconsistencies can only be avoided through the evolution of coherent policies linked 
to a clearly understood set of goals and effected through close collaboration among the 
various governmental agencies involved. Indeed, the multidimensionality of the 
problem of development and the necessary interdependence of the policies that are 
proposed to solve them make it imperative to avoid compartmentalization of thought 
and action in policy-making. 
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Under present institutional arrangements, the various aspects of Canada's relations 
with developing countries are covered by several governmental departments. A 
number of interdepartmental committees do exist to co-ordinate Canadian policy on 
issues of interest to developing countries.' But, while these committees may on 
occasion introduce a certain coherence into administrative thinking and action on the 
issues, they are rarely able to produce satisfactory trade-offs among the different 
objectives of the various departments. 
To meet this problem of ad hoc co-ordination and to ensure the avoidance of 

contradictions in the several policy areas of aid, trade, investment, and migration, a 
stronger and more effective co-ordinating mechanism is needed. Two possible 
alternatives to the present structures suggest themselves. The first is a strengthening of 
the existing interdepartmental committees, with one designated department, such as 
the Department of External Affairs, given authority as principal co-ordinator for all 
policies. The second is the establishment of an independent department with full 
responsibility for integrating the various aspects of Canada's relations with the 
developing countries." Such a department could be based on the existing Canadian 
International Development Agency, with increased jurisdiction over the co-ordination 
of nonaid programs for development co-operation. 

In its relations with Third World countries, Canada pursues a number of objectives, 
including peace, security, and the stability of the international economic order, as well 
as Canadian economic growth. These are long-range goals, however, and the costs of 
implementing them are immediate. Governments thus have to maintain a difficult 
balance between apparently contradictory policies designed to serve national goals 
with different time dimensions. If they are not to lose essential public support for their 
international initiatives, they must clarify and stress the positive links between global 
commitments and long-term national objectives. 
It is necessary to emphasize the importance of this interrelationship, both in the 

public eye and at the highest levels of government, if development co-operation is not 
to be assigned to the periphery of this country's international concerns. In an area so 
closely associated with Canada's long-term future, ambiguity can only lead to 
misdirection of policy. To avoid such misdirection, informed discussion must be 
encouraged. Our report is intended to contribute to that process. 

I See Appendix 0 of this report. 
2 Such ministries exist in Britain, the Netherlands, and elsewhere. While there are, in turn, drawbacks to 

that arrangement - such as the separation of responsibility for relations with developing countries from 
the more general concern with foreign affairs - it has the merit of focusing the issues in one place and 
simplifying the trade-offs between relevant interests. 
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Recommendations 

We recommend that, in order to shift Canada's industrial structure away from 
highly protected, labour-intensive, and standard-technology activities in which 
comparative advantage clearly lies with Third World countries, the federal 
government agree with the relevant provinces on the establishment of an 
industrial adjustment and redeployment fund and the creation of a compre 
hensive joint regional development strategy to be put into force as soon as 
possible. We also recommend that the total expenditures of the fund be fixed at 
$4 billion, spread over a period of approximately fifteen years, and that the life of 
the fund and related institutional machinery be terminated at the end of this 
period, as settled by legislation in advance. 

2 We recommend that, upon the occurrence of a "release point" agreed to in 
advance and reflective of general domestic economic conditions, Canada's system 
of special quotas and other quantitative restraints on the import of manufactured 
goods be progressively dismantled, according to a timetable that would eliminate 
them in approximately ten years. 

3 We recommend that, in order to encourage the adjustment of highly protected 
industries vulnerable to developing-country competition, Canada use the multi 
lateral trade negotiation system to "rationalize its own tariff structure by reducing 
unusually high nominal tariffs to a narrower band around the average for each 
industry group and by reducing the variation in average protection among 
industry groups." 

4 We recommend that, after the commencement of tariff reductions affecting 
"most-favoured-nation" duties, the rates of duty applicable under Canada's 
generalized system of preferences be halved in favour of developing countries 
whose national wealth and industrial capacity fall below some readily calculable 
index. We further recommend that the list of exceptions to Canada's generalized 
system of preferences - the categories of products not given preferred rates of 
duty - be set aside, at the same time, for this group of countries. 

5 We recommend that the pre-investment programs of ClDA'S Business and 
Industry Division - regarding both support for exploratory visits and contribu 
tions towards the cost of feasibility studies - be transferred to the Department of 
Industry, Trade and Commerce or to the Export Development Corporation. 

6 We recommend that, in order to create the means necessary to reorganize the 
bilateral program and to ensure that multilateral aid is allocated on the basis of 
merit rather than disbursement ease, the Government of Canada continue its 
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present policy of limiting the share of the total aid program allocated to 
multilateral institutions. It is recommended, however, that this policy be modified 
to state that multilateral nonfood aid shall not constitute more than 35 per cent of 
the total aid program (including food aid). 

7 We recommend that, in order to increase the efficiency and effectiveness of the 
bilateral aid program, the total number of countries aided by Canada on a 
bilateral basis be gradually reduced to approximately thirty. We further 
recommend that the category of recipient nation known as "project country" be 
progressively eliminated so that all recipients of Canadian aid may enjoy the 
planned, longer-term relationship that is implicit in the program-country status. 

8 We recommend that, in order to increase the real value of Canadian bilateral 
aid, Canada move progressively towards untying aid fully in respect of 
procurement in developing countries and that it allow procurement in other 
donor countries that extend the same treatment to Canada. It is recommended, 
however, that both of these policy initiatives be implemented only when the 
"release point" discussed in Chapter 4 is achieved. 

9 We recommend that a system of aid-effectiveness monitoring be established 
for each of the thirty countries that would receive Canadian aid in the 
new, concentrated bilateral program. This system would produce major aid 
effectiveness evaluations for each recipient country at least every five years. The 
evaluations would set down Canadian aid objectives, analyse and document the 
extent to which these objectives were being realized, and propose actions for 
improvement. As well, they should be submitted on a confidential basis to the 
Parliamentary Committee on External Affairs and National Defence. 

10 We recommend that the Government of Canada ensure sufficient growth in the 
volume of official development assistance, so that aid would not be allowed to fall 
below 0.5 per cent of gross national product throughout the period from now until 
the proposed adjustment and redeployment program ends. 

11 We recommend that the Government of Canada, through the Secretary of State, 
finance the development of data, especially longer-term historical data, related to 
ethnic adjustments in Canada and that it conduct studies with the object of 
suggesting ways to facilitate the adjustment of immigrants to Canadian society, as 
well as to encourage racial harmony. 
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A CANADIAN INTERNATIONAL TRADE, 1970 TO 2000 

In Chapter 2, the possible futures of the world economy to the year 2000 were outlined 
with the help of two alternative scenarios based on different sets of assumptions. 
Scenario A assumes a "business-as-usual" future, with past trends continuing over the 
next quarter of a century, whereas scenario SB assumes that energy-conservation 
measures will be implemented worldwide and that, as a consequence, the balances of 
payment - particularly in the developed countries - will not be too constrained. Here 
we provide some detail on the implications of these two alternatives for the Canadian 
economy. 

Sectoral production growth rates for the 1970-2000 period are the best single 
indicator of expected structural changes in Canada. These growth rates reflect the 
influence of a complex set of factors both within and outside the Canadian economy. 
When the sectoral growth rates in scenario A (Table A-I) are compared with the overall 
Canadian GOP annual growth rate of 3.6 per cent, it is seen that the agricultural and 
food-processing sectors, for example, display relatively slow growth, reflecting low 
consumption elasticities with respect to income. The machinery sector also exhibits 
slow growth, because new capital formation is sensitive to the declining GOP growth 
rates expected during the 1970-2000 period. On the other hand, electric power utilities 
and communications - two sectors with nontradable outputs (not shown in the table) 
have relatively high growth rates of 4.4 per cent and 4.7 per cent, respectively, since 
their direct and indirect consumption elasticities are greater than average. 
There is no doubt, however, that projected changes in Canadian exports and 

imports play an increasingly important role in determining at least some intersectoral 
growth differentials. Total exports in the year 2000 are projected to equal 24.7 per cent 
of GOP, compared with about 22 percent in 1970.1 Total imports in 2000 equal 26.2 per 
cent of GOP compared with about 20 per cent in 1970 - a year during which Canadian 
imports were relatively depressed. Thus Canada experiences a balance-of-trade deficit 
equal to about 1.5 per cent of GOP in the year 2000 (measured in 1970 prices). The 
deficit would be larger measured in prices for the year 2000, as explained later. 
Moreover, there are some significant shifts in the importance of various exports and 

I Some unallocated services and financial transactions are not included in these figures. 
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Table A-I 

Growth of Production, and Export and Import Shares, by Sector, Canada, 1970 and 2000 (Scenario A) 

Average 
annual 
growth Export shares Import shares 
rate, 

1970-2000 19701 20001 20002 19701 20001 20002 

(Per cent) 

Livestock 2.7 0.4 0.3 0.4 0.2 0.2 0.2 
Oilseeds 2.6 0.9 0.8 0.9 0.3 0.1 0.2 
Grains 3.3 4.1 3.7 4.0 0.3 0.2 0.2 
Residual agriculture] 3.3 1.0 0.7 0.7 1.9 1.3 1.4 
Noncompetitive agriculture" 0.0 0.0 0.0 0.0 2.2 1.2 1.3 
Copper 3.4 0.8 0.9 2.3 0.1 0.1 0.1 
Nickel 1.3 1.1 0.1 0.2 0.4 0.1 0.2 
Zinc 2.4 0.5 0.5 1.0 0.0 0.0 0.0 
Lead 2.5 0.2 0.2 0.4 0.0 0.0 0.0 
Bauxite 0.0 0.0 0.0 0.0 0.8 0.4 0.4 
Iron ore 4.3 2.3 2.7 2.6 0.2 0.1 0.1 
Petroleum 0.8 4.0 0.1 0.6 3.0 2.1 11.0 
Natural gas 2.9 0.8 0.3 1.8 0.0 0.0 0.1 
Coal 7.2 0.3 0.4 0.3 1.3 0.5 0.4 
Residual mining- 4.4 2.6 3.4 3.1 0.7 0.4 OJ 
Food processing 2.7 5.4 4.3 4.1 4.4 2.8 2.6 
Petroleum refining 3.1 0.6 0.0 0.0 1.4 1.5 5.5 
Primary metals processing 2.9 12.6 9.3 12.0 3.8 3.7 4.6 
Textiles and clothing 3.0 1.1 1.2 1.0 5.7 8.5 6.9 
Wood products 4.3 5.0 6.0 5J 0.6 0.5 0.4 
Furniture and fixtures 3.8 0.2 0.1 0.1 0.3 0.7 0.6 
Paper products 5.3 Il.! 18.9 17.9 1.2 1.5 1.3 
Printing and publishing 3.2 0.2 0.4 0.4 1.6 1.7 1.3 
Rubber products 2.1 0.2 0.2 0.2 1.0 1.7 1.4 
Industrial chemicals 3.0 1.6 1.6 1.5 3.2 2.5 2.2 
Fertilizers 4.2 0.8 0.9 1.0 0.1 0.1 0.1 
Other chemicals 3.7 0.7 1.1 1.1 2.1 3.0 2.7 
Cement 3.9 0.2 0.1 0.1' 0.0 0.0 0.0 
Nonmetallic mineral products 4.2 0.4 0.8 0.7 1.3 0.7 0.6 
Motor vehicles 3.8 20.3 19.5 17.5 19.0 19J 16.6 
Transportation equipment 3.8 1.2 0.8 0.6 0.6 0.7 0.5 
Aircraft 4.0 2.2 2.6 2.2 2.4 2.0 1.6 
Metal products 3.6 1.5 1.1 1.0 3.8 3.0 2.8 
Machinery 3.3 3.9 3.3 2.7 12.7 10.9 8.6 
Electrical prod ucts 3.4 2.6 4.1 3.5 5.9 10.0 8J 
Scientific instruments 4.0 0.8 0.9 0.7 3.4 3.7 2.7 
Other manufactures 2.9 0.5 0.5 0.4 2.0 3.1 2.4 
Services 3.7 8.3 8.2 7.6 12.0 12.1 10.7 

All sectors! 100.0 100.0 100.0 100.0 100.0 100.0 

Based on 1970 prices. 
Based on projected prices for the year 2000. 
Includes all other competitive agriculture, forestry, and fishing. 

4 Includes raw cotton. natural rubber, raw sugar, cocoa beans, green coffee, and tropical fruit. 
5 Includes uranium, asbestos, gold, gypsum, sulphur, and stone and gravel. 
6 Total may not add up to 100 because of rounding. 
SOURCE Harry H. Postner, "Canada and the Future of the International Economy: A Global Modeling Analysis," a study prepared for the Economic Council of 

Canada, 1978. 

-- -----------~ 
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Table A-2 

Growth of Production, and Export and Import Shares, by Sector, Canada, 1970 and 2000 (Scenario SB) 

Average 
annual 
growth Export shares Import shares 
rate, 

1970-2000 1970' 2000' 20002 1970' 2000' 20002 

(Per cent) 

Livestock 2.6 0.4 0.3 0.4 0.2 0.2 0.2 
Oilseeds 2.6 0.9 0.8 0.9 0.3 0.1 0.2 
Grains 3.3 4.1 3.5 3.8 0.3 0.2 0.2 
Residual agriculture] 3.3 1.0 0.6 0.7 1.9 1.3 1.5 
Noncompetitive agriculture" 0.0 0.0 0.0 0.0 2.2 1.2 1.3 
Copper 3.7 0.8 0.9 2.4 0.1 0.0 0.1 
Nickel 1.5 1.I 0.1 0.2 0.4 0.1 0.3 
Zinc 2.8 0.5 0.5 1.2 0.0 0.0 0.0 
Lead 2.8 0.2 0.2 0.4 0.0 0.0 0.0 
Bauxite 0.0 0.0 0.0 0.0 0.8 0.4 0.5 
Iron ore 4.4 2.3 2.6 2.5 0.2 0.1 0.1 
Petroleum 0.8 4.0 0.0 0.0 3.0 0.6 3.3 
Natural gas 2.9 0.8 0.3 1.9 0.0 0.0 0.1 
Coal 7.2 0.3 0.4 OJ 1.3 0.5 0.4 
Residual mining> 4.5 2.6 3.2 2.9 0.7 0.4 0.4 
Food processing 2.6 5.4 4.1 3.9 4.4 2.8 2.7 
Petroleum refining 3.0 0.6 0.0 0.0 1.4 1.5 5.9 
Primary metals processing 3.1 12.6 9.5 12.4 3.8 4.0 5.3 
Textiles and clothing 2.8 1.1 LI 0.9 5.7 8.2 7.1 
Wood products 4.4 5.0 5.8 5.1 0.6 0.5 0.5 
Furniture and fixtures 3.7 0.2 0.1 0.1 OJ 0.7 0.6 
Pa per prod ucts 5.3 11.1 18J 17.3 1.2 1.5 1.4 
Printing and publishing 3.2 0.2 0.4 0.4 1.6 1.7 1.4 
Rubber products 2.1 0.2 0.2 0.2 1.0 1.7 1.6 
Industrial chemicals 3.0 1.6 1.5 1.5 3.2 2.5 2.4 
Fertilizers 4.4 0.8 0.9 1.0 0.1 0.1 0.1 
Other chemicals 3.7 0.7 1.0 1.0 2.1 3.0 2.9 
Cement 4.0 0.2 0.1 0.1 0.0 0.0 0.0 
Nonmetallic mineral products 4.3 0.4 0.7 0.6 1.3 0.7 0.6 
Motor vehicles 4.0 20.3 20.3 18.2 19.0 19.8 18.2 
Transportation equipment 3.8 1.2 0.7 0.5 0.6 0.7 0.6 
Aircraft 4.5 2.2 2.9 2.5 2.4 2.1 1.8 
Metal products 3.7 1.5 1.1 1.0 3.8 3.1 3.1 
Machinery 3.6 3.9 3.6 2.9 12.7 11.2 9.5 
Electrical products 3.6 2.6 4.2 3.6 5.9 10.1 8.9 
Scientific instruments 4.2 0.8 1.0 0.8 3.4 3.8 2.9 
Other manufactures 2.9 0.5 0.5 0.4 2.0 3.0 2.6 
Services 3.5 8.3 8.1 7.5 12.0 12.1 11.5 

All sectorss 100.0 100.0 100.0 100.0 100.0 100.0 

I Based on 1970 prices. 
2 Based on projected prices for the year 2000. 
3 Includes all other competitive agriculture, forestry, and fishing. 
4 Includes raw cotton, natural rubber, raw sugar, cocoa beans, green coffee, and tropical fruit. 
5 Includes uranium, asbestos, gold, gypsum, sulphur, and stone and gravel. 
6 Total may not add up to 100 because of rounding. 
SOURCE Postner, "Canada and the Future of the International Economy," 
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imports; these are best indicated by comparing export shares and import shares over 
the period 197.0 to 2000, using 1970 prices - that is, holding physical units constant.? 
The results shown in Table A-I speak for themselves, but some comments may be 

helpful. The export shares- of nickel, petroleum, natural gas, and primary-metal 
processing fall dramatically, reflecting directly or indirectly the increasing scarcity of 
some Canadian high-quality mineral and energy reserves. The slack is taken up by 
much larger Canadian exports of wood and paper products and electrical industrial 
equipment, which may be partly influenced by growing consumer and producer 
demand from the developing regions. There is also an accelerated demand for 
particular Canadian mineral exports such as iron ore, uranium, and asbestos. All these 
impacts are reflected in the Canadian production growth rates for 1970-2000. 

On the import side, also measured in 1970 prices, the changes are equally dramatic. 
The Canadian import shares of consumer goods - textiles, clothing, rubber products, 
electrical products, and miscellaneous manufactured goods - display dramatic 
increases. This is certainly due to expanding import competition from the developing 
regions, and the Canadian prod uction growth rates for most of these sectors are lower 
than average. At the same time, the Canadian import shares for the agricultural and 
food processing sectors fall, again because of low consumption elasticities. More 
important, coal imports show a relative decrease, and Canada attains effective self 
sufficiency in coal with a prod uction growth rate of 7.2 per cent over the period 1970- 
2000. It is also interesting to note that there are some sectors where both export and 
import shares increase. This phenomenon reflects a high level of intrasectoral 
specialization, mostly within manufacturing industries - for example, electrical 
products, nonindustrial chemicals, and scientific instruments.' 
The picture for future Canadian international trade is considerably different if one 

measures the export and import shares in the year 2000 using projected prices for that 
year. As already explained in Chapter 2, the world model generally projects shifts in 
the terms of trade> in favour of some resource-intensive activities. In the year 2000, 
Canada is important both as an exporter and as an importer of various resource 
intensive items and, as a result, the net effects of these shifts on this country are 
relatively small. For example, the terms of trade move in favour of such Canadian 
exports as grain, copper, zinc, and primary-metal processing, and they deteriorate only 
slightly for wood and paper products. On the other hand, the terms of trade shift very 
much in favour of crude and refined petroleum, which together account for 16.5 per 
cent of Canadian imports in 2000 (measured in current prices). Of course, Canada is 
also a major net importer of highly manufactured goods (such as machinery and 
electrical products) and services, where world prices are expected to fall relative to 

:2 It is the physical changes in exports and imports that partly determine production growth rates in the 
various sectors. 

3 The export shares in Tables A-I and A-2 exclude transportation services, as well as related 
transportation and trade export margins, in order to maintain comparability with the import shares. 
This has raised all export shares by about 12 per cent. 

4 See Chapter 4 for further discussion. 
5 That is, relative world prices in 2000 compared with relative world prices in 1970. 
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resource prices. Since a nation's balance of payments is usually calculated in current 
prices, we can say that expected shifts in terms of trade, per se, should not have a major 
constraining influence on future Canadian GDP growth insofar as the balance of 
payments is concerned. In fact, our calculations show that the overall terms of trade for 
Canada decrease relatively slightly (by a factor equal to 0.94) over the period 1970- 
2000 and much less than those of other major developed nations. The main 
determinant of this decrease is, of course, the growing Canadian net imports of 
petroleum, since scenario A does not take account of proposed energy conservation 
measures. 
Table A-2 presents the Canadian implications of the worldwide energy-conservation 

measures assumed in scenario SB. Here, the total Canadian domestic requirements for 
crude petroleum are cut by about one-third in the year 2000. Domestic production of 
petroleum proceeds as in scenario A, but petroleum imports decrease drastically. In 
scenario A, petroleum imports equal about 46 per cent of total domestic requirements; 
in scenario SB, the same imports are reduced to about 20 per cent of total domestic 
needs. Crude-petroleum energy conservation occurs at the expense of increased capital 
and labour costs: about 70 per cent is charged to capital. This is reflected in a slightly 
lower GOP growth rate for the 1970-2000 period, accompanied by a significant fall in 
personal consumption expenditures and a corresponding increase in business capital 
formation (Table A-3). Thus the production growth rates of consumer-oriented 
sectors such as food processing, textiles, furniture, and services are all lower in scenario 
SB than in scenario A. On the other hand, the growth rates of electrical and industrial 
machinery sectors and metal-processing sectors are now higher. 

The introduction of petroleum energy conservation has an important impact on the 
future of Canadian international trade. First, energy conservation has the effect of 
relaxing the balance-of-payments constraints on economic growth in developing 
regions. At the same time scenario SB supposes an additional20 per cent increase in the 
GDP of resource-poor developing regions by the year 2000, financed by accelerated 
capital flows and aid transfers to these regions. All this is partly reflected in new 
Canadian export opportunities in scenario SB. The growth rate of total exports in 
scenario SB equals 4.1 per cent, compared with 3.9 per cent in scenario A. The export 
shares of some manufacturing sectors such as motor vehicles (probably trucks), 
aircraft, and electrical and industrial machinery are augmented. Of course, the major 
impact of energy conservation is on Canadian imports. While total imports, measured 
in 1970 prices, decrease only slightly, there is a dramatic fall in the growth rate of 
Canadian imports, measured in year 2000 prices, from 4.9 per cent in scenario A to 
about 4.5 per cent in scenario SB. This results almost entirely from the direct reduction 
in petroleum imports, observed in scenario SB. The reduction is only partly offset by 
the increased imports of fixed capital equipment required to "replace" petroleum 
energy savings. 
Table A-4 provides a summary comparison of the two scenarios. The Canadian 

balance-of-trade deficit experienced in scenario A is rather high when it is realized that 
this measure does not account for probable additional international payments deficits 
such as net foreign interest and dividend payments as well as Canadian net foreign aid 
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Terms of trade 0.94 1.01 

Table A-3 

Impact of Scenarios A and SB on Selected Variables, I Canada, 1970-2000 

Average annual growth rate 

Scenario A Scenario SB 

(Per cent) 

Gross domestic product 
Personal consumption expenditure 
Business gross capital formation 
Total exports 
Total imports 
Total exports (year 2000 prices) 
Total imports (year 2000 prices) 

3.60 
3.74 
3.83 
3.95 
4.61 
4.03 
4.90 

3.58 
3.57 
4.15 
4.14 
4.52 
4.21 
4.54 

I All variables are measured in 1970 prices unless otherwise indicated. 
SOURCE Postner. "Canada and the Future of the International Economy." 

Table A-4 

Balance of Trade' and Terms of Trade in Scenarios A and SB, Canada, Year 2000 

Scenario A Scenario SB 

(Per cent) 

Balance of trade (1970 prices), as a proportion of GOP 
Balance of trade (year 2000 prices), as a proportion of GOP 

-1.53 
-3.18 

+0.51 
+0.78 

(Ratio) 

I A negative number indicates a deficit; a positive number indicates a surplus. 
SOURCE Postner, "Canada and the Future of the International Economy." 

commitments in the year 2000.6 One might argue that the overall Canadian GDP 
growth rate of 3.6 per cent (with personal consumption growing at an even higher rate) 
may not be sustainable in business-as-usual conditions, even though other major 
developed regions appear to be worse off than Canada in this regard. In scenario SB, 
the situation is partly reversed, and Canada experiences a small balance-of-trade 
surplus. In fact, the terms of trade move very slightly in favour of Canada in this 
scenario. So the implications of worldwide energy conservation appear to have some 
attractive features for Canada, and they provide a sense of direction for future policy 
decisions. 

6 This measure does, however, account for the considerable tourist trade deficit projected for Canada in 
the year 2000. 



B THE REGIONAL IMPACT OF 
COMPETITION FROM DEVELOPING COUNTRIES ON 

CANADIAN MANUFACTURING EMPLOYMENT 

The problems created for Canadian industry by competition from low-wage countries 
mainly concern the two central provinces, Ontario and Quebec, although there could 
be a few trouble spots scattered throughout other provinces. Of the 250,000 jobs 
potentially at risk, over one-half are in Quebec - representing more than one-quarter 
of all manufacturing jobs in that province or some 7 per cent of total Quebec em 
ployment. The 100,000 workers involved in Ontario represent one-eighth of the 
manufacturing work force or 3.5 per cent of overall employment there. In this regard, 
the importance of the clothing industry to Quebec employment is noteworthy: more 
than 12 per cent of that province's manufacturing manpower - 3 per cent of all jobs 
are in the garment factories. By comparison, the enterprises that loom largest among 
the vulnerable group in Ontario are in the electrical industry; the vulnerable subsectors 
of that industry employ less than 3 per cent of Ontario's manufacturing workers or 
well below 1 per cent of the province's total labour force. 
The particular susceptibility of Quebec to ind ustrial disruption as a result of imports 

from the developing world is more marked than these aggregate data indicate, 
however, as begins to become apparent from the the pattern of employment in major 
metropolitan centres. In three of Canada's largest cities - Montreal, Toronto, and 
Winnipeg - there are districts (municipal subdivisions) where 5 per cent or more of all 
jobs are in the six industries we have selected as vulnerable. Montreal, however, has 
ten of these districts (and in half of them the proportion of vulnerable jobs approaches 
or exceeds 10 per cent); Toronto and Winnipeg have only one each. Thus the 
proportion of all workers in the six industries as a whole in Montreal is more than 7 _per 
cent, compared with 3.6 per cent for Toronto and 3.4 per cent for Winnipeg. Given 
that unemployment levels in Montreal are typically one-quarter to one-third higher 
than those in the other two cities, our conclusion is that, among the largest 
metropolitan areas, Montreal stands to suffer the most severe adjustment pains. 
The problem in Montreal is primarily one of dependence on jobs in the clothing 

industry. There are some 45,000 garment workers in the Montreal metropolitan area, 
two-thirds of whom are women; two-thirds of those women are married. 
Approximately one-half of the female work force involved consists of immigrants to 
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Canada, while the rest are overwhelmingly French Canadians. The ability of either 
group to shift to other jobs is doubtless limited by the fact that 75 per cent of those 
people have less than Grade 9 education. On the other hand, the relatively large 
proportion of immigrant labour might well assist relocation, since evidence shows that 
mobility rates among immigrants are very high. I Given the large proportion of 
married women in the work force, a crucial factor is the mobility, wage level, and other 
circumstances of the husbands, which can determine whether couples are in a position 
to move. These issues could only be resolved through a detailed survey of the positions 
of individual families. 

The probability is that much of the potential unemployment in this industry could be 
avoided in various ways: by assisting immigrants to move to other parts of Canada 
and by deflecting newcomers away from the vulnerable sectors in the future; by shifting 
both native-born and immigrant workers into alternative jobs in the large Montreal 
employment market. To assist people seeking work outside the garment industry, 
some retraining would doubtless be required; in this respect, programs organized by 
the federal and provincial governments might well be used more extensively. 

But whatever confidence one may feel- and it cannot be too strong - regarding the 
outlook for those people in Montreal, Toronto, and Winnipeg whose jobs are at risk, 
the prospects for smaller cities, towns, and villages are far more troubling. Our study 
examined sources of employment in a complete list of Canadian medium-sized cities, 
isolating those cases in which 5 per cent or more of the work force was in the six 
vulnerable activities; it also looked at small cities and towns in similar fashion; and, 
finally, it sought to estimate the degree of dependence on the vulnerable industries in 
rural areas, on a county-by-county basis. 

Among the medium-sized cities, eighteen were found to be in the "S-per-cent-or 
over" category - twelve in Quebec, the rest in Ontario. The first six cities on the list, 
where dependence on vulnerable industries ranged well above the 5 per cent mark, 
were all in Quebec: Drummondville (21 %), Victoriaville (15%), Granby (15%), 
St-Jean (14%), St-Hyacinthe (13%), and Valleyfield (11%). The assessment of 
employment dependence in smaller cities and towns (which was not quite so exact 
ing because of data limitations) revealed an even more pronounced degree of vul 
nerability: one-third of all jobs in Magog and one-quarter of those in Cowansville 
(both in Quebec) are in textiles and clothing.? 

Examination of the position in rural, village, and semi-urban locations was based 
on an analysis, by county (census division). It was confined to textiles, clothing, and 
knitted goods because information on the other affected sectors could not be 
disaggregated adequately. This shortcoming was of minimal significance, however, 
since few industries other than those three have production facilities in village or 

See E. Kenneth Grant and John Vanderkamp, The Economic Causes and Effects of Migra/ion: Canada, 
/965-71, Economic Council of Canada (Ottawa: Supply and Services Canada, 1976), p. 23. 

2 One might remark, in passing, that it was in the evaluation of job dependence in these smaller 
communities that a city in Atlantic Canada appeared for the first time - Truro, Nova Scotia, with 7 per 
cent of its employment in knitted goods and textiles. 
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country locations. Allowing for certain weaknesses inherent in the calculation - 
Statistics Canada publishes plant work-force data only within a broad range - the 
study found thirty-one counties where 5 per cent or more of total employment was in 
the three industries; of these, twenty-three were in Quebec and eight in Ontario. 
Moreover, of the twenty-three Quebec counties, nine showed la per cent or more in 
the vulnerable activities - five, in fact, had more than 15 per cent and one had over 20 
per cent - while, of the eight Ontario counties, only one registered a concentration in 
the vulnerable sectors exceeding 10per cent. 

As for the location of these counties within each province, in Quebec they were 
primarily in the Eastern Townships (9), the Montreal region (8), and the Mauricie area 
centred on Trois-Rivières (5), with one more just below Quebec City on the St. 
Lawrence south shore. In Ontario, four of the counties were in the extreme eastern 
part of the province (the St. Lawrence and Ottawa Valleys); two more were in the 
east-central region along the St. Lawrence; and only two were west of Toronto - 
Waterloo (Kitchener) and Brant (Brantford), respectively. The focus on eastern 
Ontario perhaps even accentuates the degree to which this is a Quebec-based problem, 
since much of the economic life in these counties is oriented towards Montreal rather 
than Toronto, and a significant part of the population in some of them is French 
speaking. 

Despite the fact that the bulk of the potentially affected employment is in Greater 
Montreal- more than 60,000 jobs out of perhaps 120,000 nationally- - it is the Quebec 
regions outside Montreal and the eastern and east-central regions of Ontario that may, 
in fact, face really intractable adjustment difficulties. Involved are about 45,000 
workers in textiles, knitted goods, and clothing, plus more than 10,000 in leather 
goods and other vulnerable industries. More than half of the workers concerned have 
less than Grade 9 schooling - except in the electrical ind ustry, where the proportion is 
one-quarter. The textile labour force, which accounts for the largest share of the 
outside-Montreal contingent, is more typical of Canadian manufacturing than the 
clothing sector, in that it is drawn from the full profile of local working populations; 
among other things, this means that it is predominantly male and overwhelmingly 
francophone and Canadian-born. There is a very slight tendency for workers in cotton 
mills to be of above-average age; in all other cases, the age mix is comparable to that of 
other industries." Unemployment rates in the two main Quebec areas involved - the 
Eastern Townships and the Mauricie - are at present well above the national average 
and even somewhat above the Quebec average. The Ontario regions, however, show 
rates of joblessness close to the provincial average and below the national figure. 

Population growth in the main affected cities and towns is almost uniformly below 
the Canadian average. Moreover, data on the availability of alternative employment 

3 This figure is derived from the assumption that serious problems occur only in communities where 
5 per cent or more of the jobs are in vulnerable industries. 

4 S. W. Langdon, Industrial Adjustment and Trade Relations with Less-Developed Countries, Economic 
Council of Canada, Conference on Industrial Adaptation, June 1977 (Ottawa: Supply and Services 
Canada, 1978). 
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opportunities in relevant communities, based on the concentration of jobs among 
industry groups, show substantial-to-extreme specialization in a few industries to be a 
common characteristic. This problem is most pronounced, as might be expected, in 
the small towns and regions farthest from important urban centres.' A study of the 
experience of laid-off workers undertaken by the Department of Industry, Trade and 
Commerce reveals that, during the 1974-76 period, people who lost their jobs in the 
textile industry took about twice as long to find new work if they were in outlying parts 
of Quebec as they did if they were in Montreal.s 

5 Department of Regional Economic Expansion, "The Industrial Structure of Communities: An Inter 
provincial and Intraprovincial Analysis," an unpublished paper, Ottawa, 1977. 

6 This study, known as the "Labour Force Tracking Project," is part of a large ongoing assessment by the 
Economic Analysis Branch, with the help of data from the Department of Employment and 
Immigration. 



c CANADIAN BILATERAL AID TO 
DEVELOPING COUNTRIES 

Table C-I 

Countries Receiving Official Development Assistance from Canada, 
1974-75 to 1976-77 

Bilateral disbursements 

1976-77 
1974-75 1975-76 (preliminary) 

(Millions of dollars) 

Asia 
Afghanistan 1.77 0.40 0.25 
Bangladesh 73.80 29.48 37.28 
Burma 1.39 0.70 2.87 
Cambodia (Kampuchea) 0.55 0.03 0.01 
Fiji 0.05 0.01 
India 96.40 98.91 81.48 
Indonesia 19.52 36.70 22.43 
South Korea 0.01 0.07 
Laos 0.20 0.18 0.09 
Malaysia 1.61 1.48 1.69 
Maldive Islands 0.01 
Nepal 0.07 0.21 0.55 
Pakistan 27.56 63.94 63.23 
Papua New Guinea 0.05 0.06 
Philippines 0.02 0.07 1.29 
Singapore 0.34 0.10 0.04 
Sri Lanka 10.84 8.37 18.84 
Thailand 0.41 0.21 0.35 
Turkey 4.85 
Vietnam 2.07 1.49 0.26 

Total 241.46 242.34 230.79 

Africa: francophone countries 
Algeria 9.21 10.70 6.52 
Benin 4.50 6.35 4.17 
Burundi 0.14 0.10 0.09 
Cameroon 4.58 11.05 6.97 
Central African Empire 0.06 0.06 0.08 
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Table C-I (cont'd.) 

Bilateral disbursements 

1976-77 
1974-75 1975-76 (preliminary) 

(Millions of dollars) 

Africa: francophone countries (cont'd.) 
Chad 3.42 0.02 1.25 
Congo 4.03 6.46 2.91 
Gabon 0.77 1.21 1.08 
Guinea 0.51 0.07 0.74 
Ivory Coast 4.24 4.83 7.03 
Malagasy 0.48 1.27 0.65 
Mali 6.57 3.95 2.88 
Mauritania 3.13 0.70 2.61 
Morocco 4.86 3.45 3.25 
Niger 16.84 17.38 9.69 
Rwanda 3.68 4.07 7.35 
Senegal 5.69 5.31 7.08 
Togo 1.44 1.96 1.60 
Tunisia 11.72 16.42 14.44 
Upper Volta 4.02 0.83 1.89 
Zaire 6.33 4.28 2.71 

Total 96.22 100.47 84.99 

Africa: Commonwealth members and others 
Botswana 7.20 1.84 1.61 
Egypt 9.87 
Ethiopia 6.47 0.90 0.54 
Gambia 0.04 
Ghana 13.17 17.63 12.34 
Kenya 5.20 6.48 9.34 
Lesotho 0.62 2.70 3.11 
Malawi 9.11 14.91 3.57 
Malta 0.44 0.02 
Mauritius 0.12 0.09 0.22 
Mozambique 2.81 
Namibia 0.02 0.01 0.02 
Nigeria 10.20 13.95 8.58 
Rhodesia 0.01 0.01 
Seychelles 0.04 
Sierra Leone 0.29 0.06 0.03 
Somalia 0.99 0.39 4.06 
Sudan 0.01 0.05 
Swaziland 0.65 0.54 1.48 
Tanzania 38.34 24.38 14.78 
Uganda 0.36 0.75 0.57 
Zambia 4.39 6.59 11.85 

Total 97.14 91.67 84.94 

Commonwealth Caribbean 
Antigua 0.15 0.40 1.01 
Barbados 0.77 2.14 1.49 
Belize 1.39 1.46 1.06 

I 
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Table C-I (concl'd.) 

Bilateral disbursements 

1976-77 
1974-75 1975-76 (preliminary) 

(Millions of dollars) 

Commonwealth Caribbean (cont'd.) 
Dominica 0.56 0.41 0.43 
Grenada 0.24 1.18 1.82 
Guyana 4.05 2.33 2.25 
Jamaica 3.11 3.43 3.83 
Montserrat 0.68 0.61 0.13 
St. Kitts 0.21 0.26 0.13 
St. Lucia 2.93 1.39 1.93 
St. Vincent 0.76 1.26 0.89 
Trinidad and Tobago 0.57 1.80 1.10 

Total 15.42 16.67 16.07 

Latin America 
Bolivia 0.99 0.21 0.05 
Brazil 1.44 2.70 3.14 
Chile 0.30 0.08 0.04 
Columbia 1.74 2.11 4.04 
Costa Rica 0.15 0.14 0.04 
Cuba 0.43 3.68 4.26 
Dominican Republic 3.71 1.81 1.63 
Ecuador 3.33 3.35 0.88 
El Salvador 1.42 2.07 0.90 
Guatemala 0.02 3.32 1.48 
Haiti 1.34 2.90 4.33 
Honduras 2.19 1.44 0.44 
Nicaragua 1.02 0.13 0.57 
Peru 1.61 2.51 2.90 

Total 19.69 26.45 24.70 

Grand total 469.93 477.60 441.49 

Does not include emergency relief and rehabilitation aid to the states of Indochina: $12.71 million in 1975-76 and 
$1.96 million in 1976-77. 

2 Does not include funds received jointly by Kenya, Uganda, and Tanzania as members of the East African Community: 
$11.39 million in 1974-75, $15.73 million in 1975-76, and $6.65 million in 1976-77. 
CIDA funds for Rhodesia are used to pay the cost of training black Rhodesian students in countries other than 
their homeland. 

4 Grand total is the total of disbursements directly placed in lesser-developed countries, but it does not include 
disbursements to regional programs and institutions. emergency relief programs, or other programs: $28.55 million 
in 1974-75, $48.1 I million in 1975-76, and $36.25 million in 1976-77. 

SOURCE Canadian International Development Agency, Canada and Development Coopera/ion, Annual Review 
1976-1977 (Ottawa: Supply and Services Canada, 1977), pp. 45-48. 



D THE EVOLUTION OF CANADIAN 
DEVELOPMENT ASSIST ANCE ORGANIZATIONS 

Canada's first aid contributions following the Second World War were made to the 
multilateral programs of the newly created United Nations Organization and were 
administered by the Department of Finance. In 1950, the Colombo Plan was 
established; the Department of Trade and Commerce was given authority to co 
ordinate Canadian participation in the Plan. 

In 1960, the responsibility for aid was transferred to the Department of External 
Affairs, with the External Aid Office (EAO) acting as an administrative arm. The 
Office, under a Director General, was responsible for the operation and administration 
of all assistance programs funded from the credits voted for this purpose to the 
Department of External Affairs and for co-ordination of operations with the other 
government departments and agencies involved. A series of Orders in Council made 
the EAO subject to the Financial Administration Act and the Civil Service Act, thus 
putting it under the jurisdiction of the Treasury Board and the Public Service 
Commission. 
An Order in Council in 1968 changed the name of the External Aid Office to that of 

the Canadian International Development Agency (CIDA) and the title of its Director 
General to President. The Agency is responsible to the Minister for External Affairs, 
who makes policy recommendations to Cabinet. 
The same Order in Council created an interdepartmental committee, the Canadian 

International Development Board, chaired by the President of CIDA and including the 
deputy ministers of Finance, External Affairs, and Industry, Trade and Commerce; 
the Governor of the Bank of Canada; the Secretary of the Treasury Board; and the 
President of the International Development Research Centre. The Board meets three 
or four times a year to survey the work of CIOA, to ensure co-ordination with the 
projects of other ministries, and to discuss new policies. At a lower level, there is the 
Interdepartmental Committee on Development Assistance (ICOA), which includes 
representatives from the same departments as the Board; it meets on a regular but 
informal basis, chaired by the CIDA representative, to discuss aid policy issues. 
Since October 1974, there has been an Interdepartmental Committee on Economic 

Relations with Developing Countries, with representatives from twelve departments, 
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ministries, and agencies at the deputy minister level, set up by the Department of 
External Affairs. This Committee, chaired by the External Affairs representative, 
directs a continuing review of policies as they affect economic and other relations with 
developing countries; considers the consistency of international economic and other 
policies with development policies; and ensures the preparation of policy positions for 
major international meetings affecting economic and other relations with developing 
countries. The Committee meets three or four times a year. There is a lower-level 
committee, which, like ICDA, may meet more often on an informal basis to deal with 
the same issues. 
Since the Sixth Special Session of the U.N. General Assembly in 1974 and its 

endorsement of the Declaration on the Establishment of a New International 
Economic Order, CIDA has been participating in many interdepartmental committees 
dealing with nonaid issues such as trade, investment, debt, monetary reform, the 
transfer of technology, shipping, the law of the sea, and so on. During 1975, CIDA 
participated in sixteen such committees. I These committees meet only on an ad hoc 
basis, however, at the request of the department primarily responsible for the policy 
being discussed. 

Canadian I nternational Development Agency, Canada and Development Cooperation: Annual Review 
1975-1976 (Ottawa: Supply and Services Canada, 1976), p. 72. 
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