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Foreword

In February, the Economic Council released New Faces in the Crowd, a consensus
Statement by Council members on the economic and social impacts of immigration. The
motivation for that publication was to determine whether it is appropriate to turn to immi-
gration to shore up population growth in Canada, now that birth rates have fallen below
replacement levels and the Canadian population is aging.

New Faces in the Crowd has generated much debate since its release. Its findings that
the economic gains to the host community from immigration are small have surprised many,
and so has the result that immigration hardly ever causes unemployment. Because the
economic gains are so small, the report paid considerable attention to the other effects of
immigration - the social, the political, and the humanitarian. Some most important and
heartening conclusions on social matters were reached — notably that the tolerance of
Canadians towards immigrants, including visible-minority immigrants, has been increas-
ing and that greater contact with immigrants diminishes prejudice against them.

This volume presents the details of the Council’s research on immigration. It treats in
greater depth, and often in more technical terms, the issues highlighted in New Faces in the
Crowd.

The report is divided into five parts. The first two chapters provide an introduction to
the issues and some historical background on immigration policies and on the volume of
immigration since Canada’s beginnings. The next three chapters deal with the possible
implications of a higher level of immigration for the economic welfare of the host com-
munity. Three especially important types of impact are examined in Chapters 3, 4, and 5:
economic efficiency within the host community, which determines the income that indi-
viduals in the community can earn; the burden of taxes and dependency; and the level of
unemployment.

Chapter 6 then evaluates some important potential effects of immigration. Covered here
are matters such as the economic power of the nation in the international community and
the distribution of that power among the provinces and municipalities.

In Chapters 7 and 8, the report considers the humanitarian dimension of immigration —
that is, the experience of the newcomers. Particular emphasis is placed, in Chapter 7, upon
whether immigrants adjust successfully to the labour market, in terms both of finding jobs
and of attaining in those jobs a level of earnings commensurate with their qualifications.
Chapter 8 focuses on the special case of refugees.

In Chapters 9 and 10, we move on to an assessment of the impact of higher levels of
immigration on the social well-being of the host community. Chapter 9 focuses on levels
of tolerance and prejudice in that community, on what influences them, and on what role
the size of the immigrant community plays, particularly the visible minorities within it. In




Chapter 10, we examine the pros and cons of the increased level of diversity that will come
about naturally whether immigration remains at its present level or is increased.

Finally, in Chapter 11, the report draws the threads together. Weighing together four
types of considerations — economic, political, humanitarian, and social — the Council arrives
at the series of recommendations already presented in New Faces in the Crowd.

The research presented in New Faces in the Crowd and in this companion report is the
product of many studies done both by the Economic Council’s staff and by outside re-
searchers (the authors of individual chapters are named at the back of the report). The results
yield, I believe, a new and valuable perspective on the role that immigration can and should
play over the next 25 years in Canada.

The research team, led by Neil Swan, was supported by an Advisory Committee consisting
of three Council members and six outside experts. I would like to thank the committee —
and particularly Chester Johnson, who chaired it - for its contribution to our research,

Judith Maxwell
Chairman
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READER’S NOTE

The reader should note that various conventional
symbols similar to those used by Statistics Canada have
been used in the tables:

.. figures not available
... figures not appropriate or not applicable
—— amount too small to be expressed

~ nil or zero.

Details may not add up to totals because of rounding.

A list of references will be found at the end of the
report.




1 Introduction

The fall in the Canadian birth rate in recent years has
triggered much debate about the possibility of using immi-
gration to maintain the country’s population growth.

Those who think it should be so used are implicitly
making two assumptions. One is that population growth is
desirable. The other is that immigration would be a good
substitute for natural increase as a source of such growth.
In this report, we assess whether those assumptions are
correct. We also assess whether a change in the level of
immigration over the long haul would be a good idea on
its own merits, even if the Canadian birth rate were not
declining,

At the same time, many Canadians, including some who
favour more immigration, are concerned about its effects
on unemployment, on government expenditures — especially
in the case of refugees — and on the social fabric of Canada.
We also take a critical look at these issues and examine the
evidence in an attempt to discover whether the concerns
are legitimate.

In the course of the research that led to this report, we
tried out some preliminary ideas on a wide range of audi-
ences and individuals. That experience showed us that
perceptions about immigration vary widely, are strongly
held, and can inhibit rational discourse on the topic unless
they are openly acknowledged and discussed at the outset.

Perceptions

Those who favour immigration point out that without
immigrants Canada as we know it would not exist; they
assert that the land is still vast, empty, and in need of people.
The larger markets that immigration brings generate in-
creases in efficiency through the exploitation of economies
of scale. Businesses prosper as markets expand to the ben-
efit of all - including the immigrants themselves, many of
whom do extremely well. Success stories are legion: phar-
macy businesses built up from nothing in Alberta by Viet-
namese refugees; acres of fruit and vegetable farms run by
immigrants in British Columbia; huge multinational enter-
prises founded by newcomers from Eastern Europe; Nobel
prize winners in our universities; nurses in our hospitals;
and hundreds of thousands of ordinary people — men and

women from every corner of the globe — making a new and
successful life in our country.

More than just economics is involved. Immigration makes
the nation larger and more powerful — not an unworthy aim
when citizens take pride in their country. Moreover, many
Canadians greatly value the humanitarian aspect of our
immigration policy. That is not simply a matter of the
country being a haven for refugees, vitally important though
that function is. Most immigrants better their lot by coming
here, and many of those who are not political refugees are
“economic” refugees, leaving behind hardships that we may
comprehend intellectually but whose emotional impact we
are unable to experience.

Immigrants and immigration are, in fact, at the very core
of our vision of Canadian society. The great majority of us
have immigrant ancestors or are immigrants ourselves. The
ethnic diversity of the country, its deep civility despite — or
because of — that very diversity, and the richness of the
many cultures it encompasses are, for many of its residents,
grounds for pride and symbolic of what it means to be a
Canadian. Moreover, Canada has a long tradition of exert-
ing such power and influence as it has on the world stage
in the furtherance of the goals of tolerance and peace. It is
not a conceit to say that our nation has acquired a solid
reputation abroad in this regard. Immigration helps in the
continuance of that role by acting as a symbol of the very
openness and tolerance that Canadians see themselves as
championing.

The list of the advantages of immigration is formidable.
Even so, we have found that many people are sceptical
about the overall benefits of immigration. They caution
about some serious problems and risks. A prime concern,
expressed repeatedly to us, is that immigrants will often take
jobs away from Canadians.

Competition in the labour market is the major economic
concern but not the only one. There is also a worry that the
costs of settlement for immigrants appear to have been
mounting sharply in recent years, with a concomitant burden
on the taxpayer at a time of serious government deficits.
Several factors, which will be treated in greater detail later
on, are thought to underlie the cost increases. Language
training is one, more widespread and more expensive than
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in the past, for reasons traceable to the changing mix of
immigrants and to the decision of Canadian governments
to fund such training. Among the other factors are the
growing settlement costs for immigrants on arrival, with
welfare costs, notably in the case of refugees, playing a
significant part. This problem is especially acute in Toronto,
Vancouver, and Montreal — the three cities that, together,
take a substantial portion of all immigrants. Recent court
decisions making the Charter of Rights applicable to all who
are in Canada, irrespective of citizenship or immigrant
status, are thought to have increased further the cost burden
imposed by immigration.

There are social concerns 100. Diversity and multicultur-
alism, both of which are increasing steadily as immigra-
tion from nontraditional sources grows relative to traditional
sources, are not seen by everybody as an unqualified good.
Some people worry about whether a more diverse, multi-
cultural society poses a threat to cherished Canadian values,
such as community and volunteer work, tolerance, the
separation of church and state, equality of the sexes, respect
for peace and good order, and the preservation of French
in Quebec. They also worry about whether our society is
tolerant enough to accept a significantly increased propor-
tion of new immigrant groups, especially visible minori-
ties, without triggering social and even racial conflicts.

Thus, in both English and French Canada many people
who are not in the least racist are clearly concerned that,
even at the present level of immigration — and all the more
so at any increased level — first, a threat will be posed to
the survival of core Canadian values; and, second, the so-
ciety is not tolerant enough to accept a much higher pro-
portion of visible minorities. Perhaps some will think we
are exaggerating a little; perhaps we are, in fact, in order to
make the point. It is our impression, however, that people
are often unwilling to express genuine fears about threats
to Canadian values and social peace, lest they be accused
of racism. It is true that the expression of such fears is
sometimes a cloak for racism, but we believe that the con-
cern is often genuine, whether or not it is justified.

A last set of concerns relates to the perception that the
immigration system is not entirely under control and that
the situation could worsen if more immigration is permitted.
The problem pertains particularly to refugees and persons
claiming refugee status. The sense of fair play, which is
important to many Canadians, is violated by the queue-
jumping and cheating that are seen as occurring. We have
heard concerns, too, that criminal elements slip through the
selection process, creating problems of maintaining law and
order, particularly in the country’s three largest cities, which
tend to attract large numbers of immigrants.

Four Lessons

Four lessons can be drawn from this brief discussion of
perceptions about immigration. First, immigration is pat-
ently not a straightforward, noncontroversial substitute for
natural increase as a method for increasing Canada’s
population. It arouses a mixture of reactions and emotions
among Canadians. That is simply because immigrants are
foreigners — and, at least at first, are viewed as such —in a
way that our own children can never be. It follows that in
evaluating the social impact of immigration, we need to
distinguish sharply between its effect on immigrants
themselves and that on the host community, while ac-
knowledging that, once here, immigrants become part of
the host community.

Second, the shift in the origin of immigrants in recent
years itself makes a difference. Immigrants are now drawn
much more heavily from Asia, Africa, the Caribbean, and
Latin America than used to be the case - and comrespond-
ingly less from the more traditional European sources. That
trend is unlikely to change. It means that immigration is
changing the nature of Canadian society; an increase in
immigration would change it even further. In this respect,
100, immigration is not a straightforward substitute for
population growth through natural increase.

Third, the geographic concentration of immigrants,
especially in Canada’s three largest cities — Toronto, Van-
couver, and Montreal ~ again makes immigration as a
source of population growth very different from natural
increase.

Fourth, it is very clear that a proper evaluation of immi-
gration is not possible if we consider only its economic
effects. Important social issues are at stake as well. A
balanced treatment must take account of both dimensions
of the human condition.

We have outlined above certain perceptions of immigra-
tion without commenting on whether they correspond to
reality. Needless to say, it is important to know whether
they do. Is it true or not, for example, that immigrants cause
unemployment? Are there significant economic gains from
the enlargement of the domestic market that immigration
permits? Are we witnessing a rise in welfare and other costs
associated with immigrants? Does the growing diversity
associated with immigration imply a significant erosion of
traditional Canadian values? Or does it, instead, offer a
golden opportunity to build a more exciting society? Does
that growing diversity really pose a significantly heightened
risk of social frictions?




Our Approach

The four lessons just outlined, and the question of whether
perceptions correspond to reality, have played a major role
in determining the methodology followed in the rest of this
report. They explain why we have taken certain approaches
that may strike some readers as unorthodox, even though
they are not viewed as such among professional workers
in the field. For example, our focus as the Economic Council
of Canada must properly be as much on the effects that
immigration has on people who are already here as on the
benefits that immigrants obtain from moving to this coun-
try. It is true that immigrants become hosts once they are
here and that, as a result, the demarcation between hosts
and newcomers is a fluid one. It remains a valuable dis-
tinction nonetheless — one that we have found critical when
focusing on many important questions,

We have also given considerable weight in our research
to the noneconomic effects of immigration. The reasons
for this warrant further elaboration. Before starting our
work, we commissioned a preliminary investigation of what
other workers in the field had done on the economic ben-
efits of immigration in both Canada and Australia. It turned
out that nearly all of the previous work had concluded that
the economic benefits to the host community were very
minor, possibly even negative. This was an unexpected
finding to us and, it seems, to many other people. At the
same time, the implications were profound. If the economic
gains from immigration were indeed negligible or even
negative, then other factors, such as the social and political
implications of immigration, would have to play a more
important role in any decision about whether to increase
it — the very question raised in this report. That is why, al-
though we are an economic council, with limited expertise
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in sociology and social psychology, we undertook to com-
mission work in those areas as part of our research on im-
migration.

As in all of the Council’s past publications, we adopt the
position that perceptions matter but evidence matters more,
if the two happen to be in conflict. This naturally raises the
usual difficulty that evidence in the social sciences is sel-
dom definitive. Nevertheless, we have drawn conclusions
from the evidence that we have amassed, being careful not
to let our own biases creep in.

Our recommendations, while based on our analysis, still
required a strong admixture of judgment. That is not only
because social science, while useful, is fallible. It is also
intrinsic to the particular problem at hand: it is simply im-
possible to calculate a single number that would measure
the net sum, positive or negative, of the advantages and
disadvantages of immigration to the host community. The
effect of varying levels of immigration on several specific
measures of well-being of the host community can be
assessed, albeit imperfectly, on a one-by-one basis. Thus
we can try and estimate what the effects of more immigra-
tion would be on the per-capita income of the hosts, on the
unemployment rate, on the risk of social friction, on the
benefits of diversity, and so on. But even if each of these
individual effects could be measured satisfactorily, the total
effect would perforce remain a matter of subjective judg-
ment. The individual effects cannot simply be added to
generate a single index that would measure the overall net
benefits of immigration. In short, the benefits, costs, and
risks of immigration can undoubtedly be quantified, but
because such measurements are inevitably subject to vary-
ing interpretations, final judgments about immigration must
be intrinsically qualitative.
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A Short History

For many decades, Canada’s immigration policy reflected
concerns about population growth, the ethnic composition
of the immigrant population, and the impact of immigra-
tion on the economy. In this chapter, we glance at the history
of immigration and settlement in this country, as we be-
lieve it may provide some initial insights into several issues
that will be examined in subsequent chapters — into how
much immigrant flows have varied over the years, how they
have affected Canada’s population growth, and how they
have been linked to its economic development and immi-
gration policies.

Early History

Canada was settled from abroad. In prehistoric times —
probably some 10,000 to 15,000 years ago, towards the end
of the last ice age — settlers came from Asia across the land
bridge of the Bering Strait [Harris 1987, 1, p. 1]. Part of
this first wave of immigrants made its way to Central and
South America, where it evolved into the great civilizations
of Mexico and of the Andean region; further north, the
descendants of the first wave became the North American
“Indians,” who also developed very distinctive cultures. A
second wave (probably some time before 2000 B.C.)
brought to this continent the ancestors of the present-day
Inuit and Aleuts [McGhee 1987, p. 350]. The rich culture
and way of life of these first immigrants was the “prime
ethnic fact of prehistoric Canada” [Creighton 1974, p. 10].

Towards the end of the 10th century A.D., the Vikings
of Norway and Denmark embarked on voyages that would
take them across the North Atlantic. Along their route, they
found Iceland and Greenland, and from there they reached
North America in the year 1000 or shortly thereafter. They
touched Labrador and the northern tip of Newfoundland,
where they settled temporarily or even only sporadically,
for perhaps no more than 20 or 30 years [Pitt 1987, p. 1].
Evidence of later explorations (in the 14th century) by the
Vikings has been found, but those settlements were no more
permanent than the earlier ones.

The spirit of adventure of the Norsemen also caught other
Europeans. It is believed that whalers and fishermen — from
Spain, France, Portugal, and England - visited the coasts
of Labrador, the Strait of Belle Isle, and Newfoundland

almost continuously from the 11th to the 15th centuries.
While it is known that John Cabot’s voyage of 1497 brought
him to North America, it is uncertain whether he made
landfall in Labrador, Newfoundland, or Cape Breton Island.
An attempt at colonization was made in Newfoundland at
the beginning of the 16th century, but that settlement did
not last.

The French sought to colonize the St. Lawrence River
valley in the early 1540s, following the explorations of
Jacques Cartier, and small outposts of the fur trade were
set up at Tadoussac, Stadacona (near present-day Québec),
and Hochelaga (Montreal). These efforts were thwarted by
the harsh climate, disease, and Indian attacks, however, and
the would-be colonists soon retumed to France. The first
permanent French settlement was established only in 1608,
at Québec; 26 years later, a second one was founded at
Trois-Riviéres.

In 1627, the Compagnie des Cent-Associés was given
the right to control the French fur trade in Canada and, as
part of the agreement, brought in several hundred settlers
within a few years. Although many of them eventually re-
turned to Europe, French agricultural settlements under the
“seigniorial” system began to grow along the river.

In the meantime, a small English settlement had been
established on the Avalon Peninsula in Newfoundland,
made up of about 350 families by 1650. Small settlements
also appeared along the coast on the mainland. As the Eu-
ropean market for fur steadily expanded, the trade in ani-
mal pelts became a very profitable business. Settlers who
had originally come as fishermen soon moved westward and
became fur traders. Unlike the fisheries, the fur trade was
not a local but a continental activity that required large-scale
organization. It expanded rapidly during the 17th century
and carried European influences across the continent to the
Pacific, far in advance of settlement and political control.

The demand for fur fluctuated with the whims of fash-
ion and the fortunes of the European nations. Only the mo-
nopoly power of the large fur-trading companies could
counteract these erratic forces and keep prices up. Because
greater competition could bring their market power to an
end, the trading companies were opposed to immigration
and settlement.
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It was probably with respect to immigration that the tim-
ber industry stood in sharpest contrast with the fur industry.
Whereas the fur trade, because of monopoly power, delayed
settlement by immigrants, the timber trade accelerated it.
By the middle of the 17th century, shifting political alliances
meant that precarious supply lines from the countries around
the Baltic Sea could be cut off at any time, and Britain was
looking for an alternative source of timber for its ship-
building industry. The huge white pines, growing in a wide
belt from the coastal regions of Nova Scotia and New
Brunswick to the drainage basin of the St. Lawrence and
Outawa rivers, were particularly valuable as they were ideal
for the masts and spars of the British sailing ships. The first
shipments reached British dockyards in 1653. In later years,
maritime trade and shipbuilding took over as the main in-
dustries.

Under the impetus of these commercial developments, a
steady flow of immigrants from the British Isles made their
way 1o the area. Most of them were Highland Scots and
southern Irish. Unlike other immigrant groups, they were
ill-prepared for farming and preferred to make their living
as fishermen, lumberjacks, or labourers. Gradually, how-
ever, with better farming techniques and an improved road
system, the agricultural land under cultivation expanded,;
by 1850, it reached nearly the size it has today. But it was
the shipbuilding industry that made for the spectacular
growth of Nova Scotia and New Brunswick during the early
part of the 19th century. With easy access to excellent
timber, even the smallest outport had a shipyard, as both
regions rivalled in number and tonnage of ships built
[Easterbrook and Aitken 1988].

Unlike the pattern observed in the Atlantic region, timber
making along the St. Lawrence River and the lower Great
Lakes followed agricultural settlement. The early settlers
saw the forest as a barrier to farming. They cut the forest,
broke the land, and sold the wood for whatever price it
fetched on the market. And if there was no market, they
used the trunks to fence their pastures; they burnt the brush,
let it rot, or plowed it under. Others established their farms
near lumbering areas, worked on the farm for part of the
year, and sold their produce to the logging camps at a good
price.

In areas where the soil was rich, land clearing was quite
indenendent of timber cutting. Immigrants who came
without capital hired themselves out as labourers on farms,
in the lumber industry, or in canal construction. After they
had saved enough money, they bought an uncleared lot or
started sharecropping, and eventually farmed on their own.
Those who came with some capital usually purchased some
land at once, lived on their savings for two or three years,
broke the land, and soon marketed their first crops. And

then there were those who arrived with substantial capital,
immediately bought a farm, paid for having it cleared, and
started selling crops.

By the 1830s, land in the backwoods sold from two to
three shillings an acre, but in Upper Canada a tract of good
land went for at least a pound per acre; in the thickly
populated Niagara district, a partially cleared farm would
sell for four to five pounds per acre. Many of the immigrants
came to join their kinsfolk or friends who were already
established. And some brought with them considerable sums
of money - as much as half a million pounds, according to
official immigration reports [Easterbrook and Aitken 1988].

Throughout this early period, there was a considerable
difference between the patterns of French and English im-
migration to Canada. The first census of New France, in
1666, showed that the number of European settlers stood
at 3,215 (the size of the native population at that time has
been “guesstimated” at 100,000). While more settlers were
brought in after that date, immigration from France slowed
down to a trickle in the latter part of the 17th century.
However, the high natural growth rate enabled the region’s
population to double in less than 30 years. By the mid-
18th century, habitants in New France numbered 70,000,
and it has been estimated that they descended from fewer
than 10,000 original immigrants. By 1825, the total popu-
lation of Lower Canada - the former New France and the
future Quebec - had grown to about 480,000.

Thus, whereas most of the immigration of French settlers
took place within a few decades in the early part of the
colonization of Canada, English settlers came here in
smaller numbers at the beginning, and the increase in their
numbers was steadier and spread over a longer period of
time.

By far the majority of immigrants during the 19th cen-
tury went to Upper Canada (now Ontario), and they were
English-speaking. From 1825 to 1850, the population of
Upper Canada rose from approximately 160,000 to 790,000,
with immigration playing the dominant role in that increase.
During the same period, the population of Lower Canada
rose much more slowly — from 480,000 to 840,000 — mostly
through natural increase. By 1852, Upper Canada’s popu-
lation exceeded that of Lower Canada.

Over the same period — a period that has often been
called the “golden age” of the region — the population of
Nova Scotia and New Brunswick grew by roughly 160 per
cent. Times were prosperous, and the outlook was bright.
The winds of competition from industrialization elsewhere
in Canada would not hit the Maritimes until after Confed-
eration.




From Confederation to
World War 1

In 1864, delegates from New Brunswick, Nova Scotia,
and Prince Edward Island met in Charlottetown to discuss
the formation of a maritime confederation. Faced with the
threat of competition from the U.S. fisheries and with the
desire among the other colonies of British North America
to secure free trade and to complete the Intercolonial Rail-
way system, the three maritime colonies first opted for a
local confederation. Later, on the initiative of leaders from
central Canada, the proposal was widened, and delegates
from Upper and Lower Canada joined the maritime politi-
cians and proposed a confederation of the British provinces
of North America. The delegates met again later in 1864 in
Quebec. They drew up a plan for confederation that led to
the creation of the Dominion of Canada.

From 1867 to the mid-1890s

On 1 July 1867, Ontario, Quebec, New Brunswick, and
Nova Scotia became the original provinces of the Dominion
of Canada. Of the 3.5 million people who lived in British
North America at that time, only about 100,000 lived west

Chart 2-1

Immigration and Canada’s Economic Development 7

of Ontario, in regions that would join the dominion during
the decades that followed.

Census data for 1871 show that Canada was making some
progress in industrialization. The manufacturing sector had
expanded and had become more diversified. An important
textile industry had developed, and the beginnings of a steel
and farm-implement industry had been made. But it was
also a period of very unsettled economic conditions. The
tight money markets that followed the Vienna and New
York financial crashes of 1873 hampered capital invest-
ments. Global and domestic market prices dropped, and the
ensuing decline - sometimes referred to as “the great de-
pression of the 19th century” — cast a deep shadow over
most of the period to 1896.

Because of the unfavourable economic conditions in
Canada and of the stronger economic growth that followed
the Civil War in the United States, the flow of immigrants
into Canada was very slow (Chart 2-1). Settlement and
cultivation of farmland proceeded at a very moderate pace,
despite the high rates of capital investment in the construc-
tion of railways. There were formidable obstacles that im-
pinged upon the daily life of the settlers; the lack of roads,
the harsh winters, and the shortage of funds made farming

Net Immigration as a Percentage of Population, Canada, 1867-1989

2.5%

2.0

1.5

1.0

0.5

0.0

A\ = A
ah SRR

-1.0

-1.5

1867 1880 1890 1900 1910 1920

1930 1940 1950 1960 1970 1980 1989

Source  Based on data from Statistics Canada and Employment and Immigration Canada.




8 Economic and Social Impacts of Immigration

a struggle for bare existence. At a time when other coun-
tries were offering such bonuses as free passage, a grant of
land, agricultural implements, and loans for building
homesteads, much of Canada’s best farming land was held
by speculators, and the Canadian government offered very
limited financial assistance to immigrants [MacDonald
1966].

As a result, many immigrants to Canada remained here
only temporarily. Indeed, during the first three decades of
Confederation, the rate of emigration exceeded the rate of
immigration in 25 out of 30 years (Chart 2-2), What is not
clearly established, however, is the extent to which the
emigrants were native-born Canadians or immigrants from
abroad who had decided to move on. Nevertheless, the
Canadian population kept growing: while Canada lost
roughly 180,000 people through emigration, it gained some
1.8 million through natural growth. Thus, in Canada’s first
30 years as a nation, immigration was nearly irrelevant as
a demographic factor (Chart 2-3).

Living standards improved despite the loss in net migra-
tion. Between 1870 and 1890, per-capita consumer expen-
ditures increased by over 40 per cent. In manufacturing, real
wage rates rose by more than 40 per cent. The housing stock

Chart 2-2

increased from roughly 550,000 in 1867 to 950,000 in 1896,
and at the same time the number of persons per dwelling
decreased from 6.2 to 5.4. Access to hospitals and health
services improved, as the number of physicians and sur-
geons per thousand inhabitants grew by about 10 per cent;
the number of dentists relative to the population also dou-
bled [Firestone 1958].

Some of this improvement was associated with the con-
struction of the railways — the major technological innova-
tion of the time. As we shall see in Chapter 3, investment
and technological change are everywhere the key sources
of per-capita income growth. Whereas less than 3,000 miles
of track had been laid by 1867, over 15,000 miles of track
were in operation three decades later. Manufacturing output
doubled, and the volume of domestic exports - mainly
planks and boards, cheese, and cattle - increased from
$60 million to over $100 million.

From 1896 to 1914
By the mid-1890s, Canada was ready to take full advan-

tage of the upturn in economic conditions abroad. The
principal goals of the Confederation had been met; the

Gross Immigration and Emigration, Canada, 1867-1989
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framework and institutions for economic growth were in
place. The tariff protection under the National Policy had
benefited the infant manufacturing sector. The first trans-
continental railway was completed along an all-Canadian
route. And the growing prosperity in Europe and in the
United States, the discovery of gold in the Klondike in 1896,
and the expansion in international trade signalled the be-
ginning of a period of much more rapid population growth
for Canada. It was not that Canada needed more immigrants
in order to grow but that it attracted more immigrants as it
was growing.

By 1896, much of the farmland in the United States
had been settled, but in the Canadian West sweeping
stretches of excellent farmland had not yet been cultivated.
Higher prices on world markets made it very profitable for
Canada to expand wheat production. The first arrivals on
the new frontier were farmers who came from other regions
of Canada and from the United States. They had the expe-
rience and knowledge of a similar environment. The newly
built transcontinental railway provided them with easy
access. As transportation costs continued to decline, many
more farmers left eastern Canada to homestead in the
western regions. Immigrants poured in, at times preceded,
and at times followed, by additional branch lines. The

Chart 2-3
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Canadian prairie proved to be the natural growing region
for high-quality wheat. It seemed destined to become the
“breadbasket of the world.”

The number of immigrants increased year after year —
from an annual rate of 22,000 in 1897 to an intermediate
peak of 272,000 in 1907, and thereafter to an all-time high
0f 401,000 in 1913. Although the rates of net immigration -
i.e., the annual numbers of immigrants minus emigrants -
were much lower, at their peak they exceeded 100,000
annually, a level that would not be reached for another
38 years.

Thus after three decades of net emigration since Con-
federation, there was a sudden and prolonged surge of im-
migration. One response was to modify the initially
nonrestrictive immigration policy. Elements of restriction
were introduced in the legislation from the 1880s onward,
first directed against the Chinese and later against all
nonwhite immigrants.

Clifford Sifton, Minister of the Interior in the Laurier
government (from 1896 to 1905), was the chief planner and
promoter of this immigration. His campaigns concentrated
on American settlers and on those from northern England

Net Immigration, Canada, 1867-1989

(Thousands)
250

200

150

=50

-100

-150

[\/\WMW

1870 1880 1890 1900 1910 1920

1930 1940 1950 1960 1970 1980 1989

Source Based on data from Statistics Canada.
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and Scotland. He did not want artisans or shopkeepers but
the very best farmers to settle the West. He also encouraged
“agriculturists” from continental Europe and was
quoted as having said: “We paid, I think, $5,000 per head
for the farmer and $2,000 per head for the other members
of the family.” His department mass-produced popular
pamphlets, advertising “Canada as the Land of Oppor-
tunity,” the “Canadian West,” “The Last Best West,” and
“Canada, the Land of the Prairies” [Hawkins 1989, pp. 5-6].

All immigrants, except “negroes” and Chinese, were
warmly welcomed by Sifton and the Laurier government,
and given every assistance. Although no law was passed to
exclude black immigrants, careful screening prevented them
from entering, Others in Canada were even more concerned
about ethnic matters, even among white immigrants. While
Sifton believed that his plan of western settlement was good
for Canada, his critics accused him of admitting “illiterate
Slavs in overwhelming numbers.” At that time, newcomers
from Russia, the Ukraine, Poland, and other areas of eastern
Europe accounted for some 20 per cent of all immigrants
(Chart 2-4).

Nor did Frank Oliver, Sifton’s successor as Minister of
the Interior, fully support his plan:

. .. there is nothing [the Westerners] more eamestly resent
than the idea of settling the country with people who will be
a drag on our civilization and progress. We did not go out to
that country simply to produce wheat. We went to build up a
nation, a civilization, a social system that we could enjoy,
be proud of and transmit to our children; and we resent the
idea of having the millstone of this Slav population hung
around our necks in our efforts to build up, beautify and im-
prove the country, and so improve the whole of Canada
{quoted in Hawkins 1989, p. 8].

Not surprisingly, perhaps, two new Acts, introduced by
Oliver and passed in 1906 and 1910, respectively, greatly
increased the powers of immigration officers to reject
“undesirable elements.”

Record numbers of immigrants entered Canada between
1902 and 1914, with the annual figure climbing steadily
from 100,000 to 153,000 over the period; the natural in-
crease of population was even higher than the rate of net
immigration. As a result, Canada’s economy grew rapidly
in aggregate size. Between 1890 and 1910, gross national
product grew at an average annual rate of about 4 per cent.
As waves of immigrants swept across the western prairie
and as new land was put under cultivation, Canadian wheat
production more than tripled. The railway network, which
extended over 18,000 miles at the turn of the century,
reached over 30,000 miles in 1914 [Firestone 1958].

Although the Canadian economy expanded at a dramatic
rate between 1890 and 1910, the improvement in the liv-
ing standard was slow. Essential expenditures on food,
shelter, and clothing continued to absorb 60 per cent of
consumer incomes. Measured in real terms, per-capita
consumption increased at an average annual rate of only
1.6 per cent. This rate was actually slightly lower than the
1.8 per cent recorded for the preceding two decades, a pe-
riod of net emigration and considerably slower population
growth,

Thus, while the high rates of immigration and the rapid
natural population growth did not translate into a faster
growth of per-capita incomes, neither did they appear to
significantly slow down that growth. Historically, growth
in population and growth in living standard do not seem to
have been closely correlated.

The Interwar Period
World War I and the Early Postwar Years

With the outbreak of the First World War, the flow of
immigrants diminished sharply. From an all-time high of
401,000 immigrants in 1913, it dropped to a low of
37,000 in 1915. During the first three years of the war,
166,000 immigrants landed in Canada, while 424,000 peo-
ple left the country. Net migration to Canada tumed posi-
tive again after the United States joined in the allied war
effort in 1917.

After the war, the strong overseas demand for food re-
sulted in a further expansion of agriculture. Canada’s
farming area increased from roughly 110 million acres in
1910 to 140 million acres in 1920. At the same time, the
development and rapid adoption of a new variety of wheat
(known as “Marquis wheat”) lessened the hazards of rust
and early frost in the Prairie provinces. Combined with a
higher price on world markets, this improvement caused
the value of Canada’s wheat production to more than triple.
By 1920, wheat and wheat flour, of little significance in
exports during the earlier decades, exceeded 20 per cent of
Canada’s total exports and topped all other export com-
modities. As part of total production, however, agriculture
was beginning to decline [Firestone 1958].

World War I changed Canada’s industrial structure. For
the first half-century after Confederation, agriculture had
outstripped manufacturing production by a wide margin.
During the war, however, their respective importance was
reversed. After the hostilities ended, international compe-
tition and the postwar recession of 1921 forced prices down.
Adjusting successfully, Canadian industries diversified into




Immigration and Canada’s Economic Development

11

Chart 2-4
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pulp and paper, transportation equipment, and chemicals;
raised their productivity; and exported more. While
Canada’s industrial output greatly expanded during the
postwar years, prices declined. Because of this adverse de-
velopment, there was no significant change in real per-capita
incomes between 1910 and 1930.

The desire of many Europeans to leave their war-torn
countries helped carry the momentum of land settlement
past the end of World War I. In the meantime, the Immi-
gration Act of 1910 had been amended. Would-be immi-
grants who had formerly been discriminated against infor-
mally could now be excluded formally because of their
racial origin, their nationality, or occupation, or because
they were deemed to be unsuitable for other reasons. Fol-
lowing this amendment, several orders-in-council were
adopted, the most important of which being that anyone of
the “Asiatic race” was prevented from immigrating into
Canada. Agriculturists, farm labourers, female domestic
servants, or the wife and children of legal residents of
Canada were excepted from this regulation, however.
Probably as a result of these restrictions, the relative num-
bers of Asians declined from 3.3 per cent during the period
1901-14 to 1.6 per cent during the period 1915-45 (see
Chart 2-4).

From 1919 to 1930, 1.5 million immigrants arrived in
Canada, but over a million people left, mostly for the
United States, resulting in a net immigration of 434,000 (see
Charts 2-2 and 2-3).

The Great Depression and
World War 11

After the industrial expansion of the 1920s, North
America was hit by the Great Depression in the 1930s.
Within three years, Canada’s gross national product dropped
by 43 per cent. After a sluggish recovery, the economy
stuttered along, but it was not until 1939 — a decade after
the initial downturn — that it reached its pre-Depression
level.

When the economic crisis struck, the Canadian govern-
ment took immediate steps to limit the volume of immi-
gration. On 18 March 1931, the entry of immigrants of all
classes and occupations was prohibited by order-in-council
unless immigrants could provide proof that they were British
subjects or citizens of the United States and that they had
sufficient means to maintain themselves until employment
was secured. Certain other categories of people were also
allowed to immigrate — the next of kin of legal Canadian
residents, for example, or “agriculturists” who had sufficient

means to farm in Canada - but the earlier exceptions granted
to people of Asian origin were revoked, barring the arrival
of not only new immigrants but also the wives and children
of those who were already here [Green 1976].

With the application of the order-in-council and the
economic woes of the Depression, immigration to Canada
became a mere trickle. From 105,000 in 1930, the number
of newcomers fell to 14,000 in 1933; with minor annual
variations, it remained approximately at that level right up
to the end of World War II. Over the same period, some
20,000 people left Canada annually. For 13 consecutive
years, from 1932 to 1944, Canada’s international net mi-
gration was negative.

The Second World War had an enormous impact on the
Canadian economy. The country’s industrial output, which
had grown by some 10 per cent during the Great War, in-
creased by roughly 70 per cent during the period 1939-45.
Productivity, as measured by the volume of output per
worker, improved by 30 per cent during that period - a
growth rate that dwarfed that of any preceding five-year
period since Confederation. While the First World War had
stimulated Canada’s industrialization over a rather narrow
range of industries, with agriculture still being the dominant
sector of employment, the Second World War had an all-
pervasive impact on industrial production [Firestone 1958].

The output of manufacturing expanded dramatically.
Measured in purely physical terms, the production of steel,
for example, increased by 120 per cent and that of
aluminum, by 500 per cent; the production of synthetic
rubber, starting with 3,000 tons in 1943, reached a peak of
45,000 tons in 1945. Measured in dollar terms, production
doubled in the food and beverage industry, in textiles and
clothing, and in wood products; it tripled in the steel in-
dustry and in chemicals and allied products. Exports of
manufactured goods jumped from $650 million in 1939 10
$2.4 billion in 1945, and the share of those exports in the
gross value of Canadian production went up from 19 to
29 per cent.

From World War Il to
the Present

The Early Postwar Years, 1946-57

Contrary to the predictions of experts at the time, the
Canadian economy continued to expand after the war. Afier
an initial two-year decline, the release of pent-up consumer
demand, a renewed export demand - supported by govern-
ment loans and aid to European countries — and a much




more diversified industrial structure made for a strong
economic recovery. Immigrants from Europe arrived in in-
creasing numbers. Capital investment accelerated. By the
early 1950s, the aggregate output of the Canadian economy
advanced at annual rates in excess of 5 per cent.

Because of the low rates of natural population growth
during the years of the Depression, the domestic labour
force had grown very slowly. In 1947, the Canadian gov-
emment reappraised its prewar immigration policy. The new
policy allowed more immigrants to enter, first by widening
sponsorship privileges, then by expanding the range of ad-
missible occupations and giving most-preferred-country
status — i.e., admission regardless of trade or skill level —
to immigrants from France (1948) and several other Euro-
pean countries (1950). This encouraged immigration and,
at the same time, provided for the careful selection and
permanent settlement of such numbers of immigrants as
could be readily absorbed in Canada’s economy.

Social absorption was considered to require being simi-
lar to Canadians — i.e., to white Canadians of westermn
European stock. The policy was frankly racist. Under the
“most-preferred-country status,” immigrants needed only
be in good health, to be of good moral character, and to
possess sufficient means to maintain themselves for a rea-
sonable period of time. This interpretation applied to
nationals from Belgium, Luxembourg, Norway, Denmark,
Sweden, and Switzerland. Next in status were immigrants
who came from other European countries who had
“acceptable” occupations — mainly low-skilled jobs in basic
industry — including farm workers, miners, textile workers,
and domestics. Immigrants from these countries could be
sponsored by any “legal resident of Canada.” In the case
of Asiatics, however, only very close relatives of Canadian
citizens were eligible for admission. The government of the
day was opposed to large-scale immigration from the Orient
and preserved the “white Canada” policy for the next
15 years.

Beginning in 1950, the Canadian government assisted
immigrants with interest-free loans for the cost of travel to
their destination if their skills were urgently required. At
the same time, many “displaced persons” were allowed to
enter Canada without a preselection by occupations. In
1956, generous and unconditional assistance was given to
Hungarian refugees. They, too, were granted entry on the
basis of humanitarian grounds and exempted from the ap-
plication of selectivity criteria.

From the end of World War II through most of the 1950s,
conditions for immigration were very favourable. Incomes
in Europe were much lower, and immigrants from there
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could greatly better their lot by coming here. Between 1946
and 1957, some 1.7 million immigrants arrived in Canada.
Net immigration was 1.1 million; in four of those 12 years,
it exceeded 100,000 — an annual rate of immigration that
had not been reached since the turn of the century. In
fact, during the whole postwar period, immigration re-
mained at sustained high levels, relative to most of Canada’s
history. The result was that postwar immigration had a
sustained, positive impact on population growth in Canada
(Chart 2-5).

Chart 2-5
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From the Late 1950s through the 1960s

In 1957, Canada’s postwar economic boom came to a
temporary end. Investment was down, and unemployment
was rising. Initially, the cabinet responded to the slowdown
in manufacturing and construction activities as it did in the
early 1930s - i.e., by shifting away from “employment-
competing” to “employment-creating” immigration (for
example, farmers with capital were given preference over
most others). But during the election campaign of 1957, the
leader of the Progressive Conservative Party, John
Diefenbaker, proclaimed that Canada must *“populate or
perish” and promised that his govemment would pursue a
vigorous immigration policy. Under his government, the
policy shifted from a focus on a broad range of low-skill
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occupations to an emphasis on a narrow range of high-skill
professionals and entrepreneurs with capital.

This policy change was based on perceived changes of
the country’s needs. With the advances in mechanization,
Canada’s requirements for unskilled labour were thought
to have decreased, while those for highly skilled labour
appeared to be unlimited. The new immigration policy was
also based on a concern that the needs for highly skilled
labour could not be met by drawing on either the domestic
supply or the traditional sources of immigrants — i.e., Britain
and other European countries. Thus the country of origin
became less important as a criterion in Canada’s immigra-
tion policy.

A new set of immigration regulations was tabled in the
House of Commons in 1962, removing most traces of racial
discrimination from Canada’s immigration policy but still
allowing European immigrants to sponsor a wider range of
relatives than non-Europeans. With this change in policy,
and a strong recovery of the economy, the average annual
inflow of professionals more than doubled from roughly
7,000 during the years 1958-61 to 20,000 during the years
1962-69. By the late 1960s, professionals accounted for one
quarter of the immigrants entering the labour force.

The response of the Canadian immigrant community to
the new immigration policy was quite negative, mainly
because it limited their right to sponsor nondependent
relatives. The issue was not resolved until 1967, when the
government of Prime Minister Lester B, Pearson adopted a
new immigrant-selection system (incorporated in the Im-
migration Regulations of October 1967). It regulated the
flow of those immigrants who did not qualify as close
family members or refugees by applying a selection system
based on points. Immigrants admitted in this way subse-

quently became referred to as “independent class” immi--

grants, in contrast to “family class” and refugees.

The main principles of the point selection system were:
1) that it should admit people who fit the perceived needs
of the Canadian labour market and economy; and 2) that it
should be universally applicable and not discriminate on
grounds of race, colour, or religion. Although immigrants
sponsored by close relatives in Canada were admitted
without qualifying under the point system, more distant
relatives still had to qualify under it.

Under that system, points were allotted for various fac-
tors — in particular, education and occupational skills. Ap-
plicanis for immigration could obtain a maximum of
100 points ~ up to 30 points for short-term factors and up
to 70 points for long-term factors. The short-term factors

included: pre-arranged employment or designated occupa-
tion (up to 10 points); knowledge of French or English (up
to 10 points); having a relative in Canada (up to S points);
and intention to go to an area of strong labour demand (up
to 5 points). The long-term factors included: education and
training (1 point for each successful year of formal educa-
tion up to a maximum of 20); personal assessment by the
immigration officer (up to 15 points); occupational demand
(up to 15 points); occupational skill (up to 10 points using
an international skill rating scale); and age of the applicant
(10 points if under the age of 35, and minus 1 point for each
year over 35). Certain complementary conditions applied
to independent applicants and “nominated” relatives, as well
as to entrepreneurs. And in unusual cases, the selection
officer could override the point system and admit or reject
an applicant (see box).

The 1962 regulations and the 1967 introduction of the
point system were major changes in immigration policy.
Prior to the 1960s, over 85 per cent of all postwar immi-
grants to Canada came from Europe and the United States.
After 1961, however, and even more so after the introduc-
tion of the point system in 1967, the proportion of immi-
grants coming from the West Indies, the Middle East, Asia,
and Africa increased sharply — from less than 20 per cent
of all immigrants in the late 1950s and early 1960s to
over 40 per cent in the late 1960s and early 1970s (see
Chart 2-4),

Because of a loophole in the regulations, not all immi-
grants entered Canada as independents, close family mem-
bers, or refugees during those years. Section 34 of the 1967
Immigration Regulations allowed not only refugee claim-
ants but also visitors to apply for landed-immigrant status
from within Canada. That status was not granted automati-
cally to such applicants, but those who failed could appeal
the decision to the Immigration Appeal Board, created at
the same time. As the backlog of cases before the Immi-
gration Appeal Board was increasing, illegal immigration
reached critical proportions. The board had the power to
let “illegal” immigrants stay on compassionate or humani-
tarian grounds. Naturally, the longer they were able to stay
and to integrate successfully into Canadian society, the more
compelling their appeal became.

From the 1970s into the 1980s

By May 1973, some 17,000 “visitors” or illegal immi-
grants were waiting for a hearing before the Immigration
Appeal Board. As the board could only process about
100 cases per month, this represented a 14-year caseload.
To overcome this difficulty, the Minister of Manpower and




Immigrant Selection Factors under the
Point System, Canada, 1967

Range of
points of
assessment
Independent applicants
Short-term factors
Arranged employment or
designated occupation Oor10
Knowledge of English and/or
French 0-10
Relative in Canada 0,3,0r5
Area of destination 0-5
Long-term factors
Education and training 0-20
Personal qualities 0-15
Occupational demand 0-15
Occupational skill 1-10
Age 0-10
Potential maximum 100

Nominated relatives

Long-term factors (same as for

independent applicants) 1-70
Short-term settlement arrange-

ments provided by relative in

Canada 15, 20, 25, or 30
Potential maximum 100
Sponsored dependents
Close relative in Canada willing to
take responsibility for care and
maintenance Not required

To qualify for selection, independent applicants and nominated
relatives normally had to earn 50 or more of the potential 100 points
of assessment. In addition, they had to have received at least one
point for the occupational-demand factor, to have arranged for
employment, or to have a designated occupation. In unusual cases,
selection officers could accept or reject an independent applicant
or nominated relative, regardless of the actual number of points
awarded. Entreprencurs were assessed in the same way as inde-
pendent immigrants.

Source  Manpower and Immigration Canada [19745).

Immigration submitted a bill to the House of Commons to
offer these “immigrants” an opportunity to regularize their
status during a period of 60 days and to make a new — and
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legal — start in Canada. In the words of the Minister: “The
right to apply in Canada for immigrant status was a noble
experiment that proved unworkable and has to be laid to
rest, but I think decency demands that it be done fairly”
[Hawkins 1989, p. 48].

The so-called “Adjustment of Status Program” went into
effect on 15 August 1973 and expired two months later.
When the program ended, some 39,000 people from
150 countries had obtained landed-immigrant status.
Against the urgings of the media and the opposition, the
program was not extended beyond the 60-day limit, as the
government believed that might have legitimized rather than
discouraged illegal immigration.

In late 1973, the oil crisis struck. The economy was hit
by a fourfold increase in the price of oil. Inflationary pres-
sures throughout the industrialized world reached new
highs, and governments imposed very restrictive economic
policies.

It was felt that the adverse changes in external conditions,
combined with unfavourable demographic developments at
home, could have a very serious impact on Canada’s future
growth, In extending its outlook over the next decade, the
Economic Council predicted that the dramatic decline in
birth rates of the 1960s was going to slow down the growth
of the working-age population in the 1980s — as indeed it
did [Economic Council of Canada 1975, p. 8]. The Council
also predicted that the decline in the growth of the labour
force and the erosion in productivity growth, combined with
inflationary pressures and a tighter monetary policy, would
produce a serious slowdown of the economy during the late
1970s and the early 1980s.

This dismal prospect of sluggish growth of the labour
force, combined with poor economic performance, led to a
reconsideration of immigration policy. In any case, the
success of the Adjustment of Status Program and the
widespread interest and support for it encouraged the Min-
ister to initiate an in-depth review of immigration, the aim
being “to create a new long-term basis for Canada’s immi-
gration and population policy” and, ultimately, to formalize
it in a new Immigration Act. A Green Paper was issued in
1974, not only to set out new rules and regulations but to
ponder the future of Canada’s population - its size, rate of
growth, distribution, and composition — and to review the
principles that should govern the admission and integration
of immigrants from abroad [Manpower and Immigration
Canada 1974a].

Although it began on a very positive note, the Green
Paper was disappointing. Throughout the paper was “a
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thinly-veiled bias against an ‘expansionist’ immigration
program, as well as a tendency to emphasize economic
factors and ignore political ones”; as a result, “the media
as well as many individual Canadians reacted against it”
[Hawkins 1989, p. 55].

The new Immigration Act was tabled in 1976 and passed
in 1978. It provided for a revised point system that gave
less emphasis to the applicant’s educational attainment and
more to his/her occupational experience (especially entre-
preneurial experience). The legislation formally specified
the three classes of immigrants already recognized in
practice — the family class, refugees, and the independents.

The family class consisted of relatives of permanent
Canadian residents. Relatives eligible under the family class
included the sponsor’s spouse, fiancé(e), unmarried children
of any age (if adopted, under 13 years of age), parents of
any age, grandparents 60 years and over (or incapable of
working); orphaned brothers, sisters, nephews, nieces, or
grandchildren (not yet married) under 18 years of age; or
any other relative if the sponsor had no close relatives in
Canada or no family-class relatives who could be sponsored.
Family members were not assessed under the point system,
provided they met basic standards of good health and good
character, and provided their sponsoring relatives agreed
to give them lodging and care for up to 10 years [Statistics
Canada 1984].

Refugees who feared persecution for reasons of race, re-
ligion, nationality, political opinion, or membership in a
particular social group if they returned to their home
country, or persons in refugee-like situations or in whose
country emergency conditions prevailed, were admitted
without having to qualify under the point system.

Independents and other immigrants were only admitted
under the point system. Additional points would be given
to those who did not belong to the family class but who
had kin - but no next of kin — willing to support them for
up to five years [Statistics Canada 1984].

The new Act also required that target levels of immigra-
tion be integrated with Canada’s demographic and labour
market conditions, to support the attainment of goals that
the federal government, in consultation with the provinces,
might establish from time to time. After the Act came into
force, overall immigration levels were to be set for the next
two years, and a planning range was to be established for
subsequent years. At the same time, “component planning”
was to be applied to set admission levels for the family class,
for refugees, and for the independents. The first report
identified a planning level of 100,000 for 1979, but no
component levels were specified [Howith 1988, p. 9].

Another development in the late 1970s was the signing
of the Cullen-Couture Agreement. Named after the minis-
ters then responsible for immigration at the federal level
and in the Quebec government, the agreement was signed
early in 1978. Recognizing the concurrent jurisdiction of
federal and provincial legislatures in immigration matters
(according to Section 95 of the British North America Act),
the agreement sought to ensure cooperation between the two
governments in that area.

The agreement provided for a joint committee to be es-
tablished with a view to harmonizing the economic and
sociocultural objectives of the two parties. Selection criteria
for independent immigrants were based on the personal
capacity of applicants to establish themsclves successfully
in either jurisdiction. Each party was free to choose its own
set of selection criteria and to assign them weights as it saw
fit. For example, without prior consultation, either the fed-
eral government or the Quebec authorities could independ-
ently refuse an immigrant’s application in the name of both
parties. It was also agreed that Canada would not issue
student visas to those wishing to study in private or public
institutions in Quebec without the explicit approval of the
provincial government. The initial agreement had an ap-
plication of three years, renewable at its expiry by tacit
understanding (i.¢., if neither party challenged the renewal).

The year 1978 was also marked by another oil shock —
the second in less than 10 years. The doubling of the price
of oil, higher prices for automobiles, and the shift from large
domestic models to smaller imported vehicles caused a se-
vere drop in the demand for American cars. House prices
climbed so high that new housing starts in Canada dropped
from 246,000 in 1977 to fewer than 160,000 in 1980.
Exports declined sharply. The economy went into a deep
slump.

Concerns about the economy were reflected in changes
that were made to the immigrant selection system. Em-
ployers bringing in temporary workers to Canada, for
example, had to show that no Canadian citizens were
qualified to perform the required work. If would-be immi-
grants did not rate one or more points for occupational de-
mand, they were automatically barred. And if an applicant
had been unable to make prior arrangements for employ-
ment, a penalty of 10 points was assessed.

Nevertheless, in 1979 actual immigrant landings num-
bered 112,000 - i.e., 12 per cent more than had been
planned for. The “overshoot” was attributable to a special
program for the Indochinese “boat people.” In the same
year, the planning level for 1980 was set at 120,000. Ac-
tual landings numbered 143,000 — an overshoot of 19 per
cent, again caused mainly by larger number of refugees.
Planning levels for later years ranged from 130,000 to




145,000, but because of the severity of the recession, they
were adjusted downward. Actual arrivals were equal to, or
lower than, the adjusted levels.

Thus there was a correlation between Canada’s economic
fortunes, as proxied by the unemployment rate, and the rate
of immigration. From a high of over 200,000 in 1973-74,
the annual level of immigration declined to below 100,000
in 1978-79, recovered somewhat in 1981-82, and then fell
below the 100,000 mark again for three consecutive years
(Chart 2-6). The reductions were caused in part by shifts
on the supply side, as successive global recessions made
potential immigrants hesitant to leave their home country,
and in part by tighter control on the demand side: from
1 May 1982, independent immigrants could not be recruited
unless they had pre-arranged employment — a condition
which required, in turn, that Canadian employers seeking
to hire foreign workers provide proof that bottlenecks ex-
isted (Samuel and Conyers 1986, p. 5].

The Canadian economy recovered from the depths of
the recession, with impressive gains. By 1984, the two oil
crises of the 1970s were fading from memory and the
economy was growing at a rate of 5 per cent in real terms —
a performance that had not been reached since 1976. The
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gains, which were based on strong consumer demand, were
supported by a much stronger U.S. economy and by a fa-
vourable exchange rate that gave Canadian exporters a
competitive edge against U.S. suppliers. With the recovery
of the economy and a more relaxed policy, the rate of im-
migration picked up again.

In 1985, the Minister of Employment and Immigration
focused attention on the goals of the earlier Act in a spe-
cial report to Parliament [Employment and Immigration
1985]. Prompted by the dramatic drop in the country’s birth
rate and the low levels of immigration, the minister stressed
that there was a need for an assessment of the linkage be-
tween the rate of immigration and the future size, natural
rate of growth, and composition of the population.

In a second report, the Standing Committee on Labour,
Employment and Immigration of the House of Commons
recommended that “every effort should be made, beginning
today and continuing for at least 30 years, to consider using
immigration policy to smooth out the current age imbalance
in the Canadian population™ [Foot 1986, p. 2]. This rec-
ommendation underlined the prevailing perception that
immigration should not only be tied to Canada’s specific
labour-force needs in terms of occupational skills but should

Chart 2-6
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Selection Criteria for Assisted Relatives and Other Independent Immigrants,
Immigration Act, as Amended in 1985

Maximum
number of
points Remarks
1 Education 12 One point for each year of primary and
secondary education completed
2 Specific vocational preparation 15
3 Experience 8
4 Occupational demand 15
5 Arranged employment or designated
occupation 10
6 Location 5 If person intends to proceed to an area
designated by the minister
7 Age 10 10 units if aged between 18 and 35; one unit
deducted for each year over 35 years
8 Knowledge of English or French 10 10 units if fluently bilingual; 5 units if fluent
in either English or French
9 Personal suitability 10
10 Bonus for family class or assisted
relatives S
Total 100

Under this point selection system, certain processing priorities and selection criteria apply. As described in the text, family members and refugees
are admitted without having to qualify under the system, but independents and other applicants need to qualify.

The selection criteria according to which a visa officer assesses the immigration applications of independents and others are as follows: i) all
factors of the point selection system shown above apply unless the applicant falls under categories 2 1o 5 under “order of priority” below; ii) the
same system applies for a would-be self-employed immigrant, except for factor 5; iii) the same system also applies for a would-be entrepreneur,
except for factors 4 and S; iv) the same system also applies for a relative-assisted immigrant applicant, except for factors 5, 6, 8, and 10; and v) in
case of a retired person, the assessment is made on the basis of the intended place of residence, the presence of friends and relatives, and the
immigrant’s potential for adjusting to life in Canada and to support himself/herself without social benefits from provincial or federal governments
(Immigration Act, November 1989, pp. §, 9, and 10).

The order of priority for processing immigrant applications is as follows: 1) members of the family class, Convention refugees, and certain desig-
nated classes of persons; 2) entrepreneurs; 3) qualified persons willing to work in a designated occupation; 4) persons with prearranged employment;
5) retired or self-employed persons; 6) persons who are awarded more than 8 points under occupational demand; 7) persons awarded from 4 to
8 points under occupational demand; and 8) all other immigrant applicants.

Certain changes to the selection system were introduced in the minister’s annual report for 1990. These had not yet resulted in amendments to the
Act or in regulatory changes at the time of writing, however.

Among those changes affecting family immigration were the following:

i) In view of the inadequacy of the current definition of the concept of “close” family, the regulation for “family immigration" is changed 1o
include, in addition to spouses and fiancé(e)s, all dependent children, all parents, and dependent adopted children;
ii) All parents of permanent residents and Canadian citizens become eligible for sponsorship as family members;
iii) To minimize the abuse of the program by “adoptions of convenience,” an independent assessment of the adoption process is required.

To improve the selection of skilled workers, applicants with skills required to fill national or regional occupational shortages receive an extra 10 points.
About 20 10 30 per cent of selected workers could be chosen from this designated occupational category. With few exceptions, all other occupa-
tions are “open,” so that more emphasis is placed on education and language skills, as they are deemed to be important for the integration of
immigrants into the labour market.

To prevent the build-up of backlogs — once there are enough immigrant applicants to meet the objectives of the immigration plan - all occupations
are restricted until the existing case load is cleared.

Source  Immigration Act, Office Consolidation (Ouawa: Supply and Services Canada, November 1989).




also compensate for the fluctuations in domestic fertility
rates of some 20 years earlier. In line with this recommen-
dation, the immigration planning levels for 1986 and 1988
were raised, covering a range from 105,000 to 135,000. In
1986, actual arrivals fell short of the planned range by
somewhat less than 10,000; in 1987, they exceeded the
planning level by over 20,000.

As in earlier years, a point selection system was applied
to determine the eligibility of applicants. Although the
maximum number of points (100) was the same as previ-
ously, more emphasis was placed on training, with
employment-related factors — e.g., experience, practical
training, and education — accounting for about half the
possible points of assessment (see box). The selection cri-
teria applied only to independents and assisted relatives, but
not all applicants in those two categories were rated against
all criteria. For example, entrepreneurs and investors were
not assessed on occupation or employment factors. Refugee
applicants were assessed by foreign-service officers who
determined their eligibility mainly on humanitarian grounds
(the refugee question is discussed in greater detail in
Chapter 8).

As the 1980s progressed, the immigration system came
under increasing pressure from economic migrants who
claimed refugee status to gain entry into Canada. To counter
the problem of “bogus refugees,” two bills were introduced
in 1987 and formally adopted in 1988 [Employment and
Immigration Canada 1988]. The aim of the first bill (Bill
C-55) was to “streamline the determination of refugees,”
while that of the second (Bill C-84) was to “combat
unscrupulous individuals who profited by transporting
people to Canada under false pretences.”
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Conclusions

Immigration has not contributed continuously to Canada’s
population growth, Some initial net immigration was nec-
essary well before Confederation to initiate the process of
population growth through natural increase. However, from
the 1860s to the end of the 19th century, net immigration
was negative, on average. Then there was a short-lived but
large burst of immigration between 1900 and 1914, as the
West was settled. Between the two world wars, however,
total net immigration was once more very small, making
hardly any contribution to population growth. It is only after
the Second World War that immigration became a signifi-
cant and durable factor in population growth.

A historical perspective gives little or no support to the
view that immigration is needed for economic prosperity.
In the 19th and early 20th centuries, the fastest growth in
per-capita real incomes occurred at times when net immi-
gration was nil or negative. Later in the 20th century, the
opposite linkage is seen, but clearly there is no long-term
correlation. The only consistent link is between unemploy-
ment rates and immigration, and here the causality plainly
runs from the former to the latter: immigrants are more
numerous when times are good than when they are bad, but
it seems clear that it is the good times and the bad times
that cause immigration to fluctuate — not the other way
around.

Finally, there has been a clear historical trend towards a
more liberal immigration policy. While Canada had ex-
tremely racist policies in the past, it no longer does so; but
in the context of history, that liberalization is very recent,
dating only from the 1960s.



3 Economic Efficiency

What are the effects of immigration on the economic
efficiency of the host community? That impact on efficiency
is one of the three main routes through which increased
immigration may influence the economic welfare of the host
community. In the first instance, immigration may do so
by altering the per-capita pre-tax income of existing resi-
dents — the subject of the present chapter. The other two
potential economic effects are through tax and dependency
levels, and through unemployment. Immigration can also
affect the size and distribution of economic power within
the host community, but we view this as a “political” effect.

Before beginning our discussion of the impact of immi-
gration on per-capita income levels, a brief survey of pre-
vious work devoted to this issue will be useful. We then
analyse the main putative impact of immigration on eco-
nomic efficiency, which is effected through the size of the
domestic market. Other possible efficiency effects can occur
through the filling-up of labour market gaps and through
spillover effects from the presence of a dynamic immigrant
population. We also look at three types of objections that
can be made to our efficiency analysis, and then present
our conclusions.

A Brief Survey of Previous Work

An excellent survey of work before 1985 was done for
the Macdonald Commission. In one of the commission’s
background papers, devoted exclusively to immigration
policy, the authors state:

The broad consensus [of studies using econometric models]
is that high levels of immigration will increase aggregate
variables such as labour force, investment and real gross
expenditure, but cause . .. real income per capita and real
wages to decline [Marr and Percy 1985, p. 77].

They point out that the effects are very small indeed. As
an example:

A ... recent simulation exercise using a revised version of
the CANDIDE model (Rao and Kapsalis 1982) found that
an increase in net immigration from 50,000 to 100,000 a year
beginning in 1980 would reduce real per capita GNP by
0.24 per cent and in 1990 by 1.50 per cent below the corre-
sponding base case simulation value [Marr and Percy 1985,
p- 78].

At the same time, the authors are cautious about negative
results like these, which are common, noting that econo-
mies of scale in production are often ignored in the models
that generate them. This is a crucial point, which is also
ignored in another summary of recent work on immigra-
tion [Health and Welfare Canada 1989]. Most of our work
in this chapter will consist in estimating the size of possible
scale effects, which are, in our view, the single most im-
portant factor likely to influence productivity and income
from immigration. Marr and Percy also make the important
point, related to the distinction between hosts and new-
comers, that we emphasized above, namely:

The average income of original residents may rise because
of immigration while the average for all residents falls. . . .
The basic problem is that the studies never make clear whose
welfare is important when assessing immigration, that of the
original residents or that of the immigrants [Marr and Percy
1985, p. 791.

The only study allowing for scale economies that we have
found is one that was done for the government of Quebec.
Its authors conclude as follows:

This means that international immigration had the effect of
increasing per capita annual income by $129 (constant 1961
dollars) in 1974, which represents 10.3 per cent of the in-
crease in real per capita income between 1951 and 1974 and
5 per cent of income in 1974 [Termotte et al. 1978, p. 58;
translation by the Economic Council].

They have some reservations about the result, however,
adding that:

This does not, however, necessarily imply that the original
residents [autochtones] benefited from this increase in per
capita income brought about by immigration. The latter could
have “caused” an increase in per capita income simply be-
cause the immigrants from abroad . . . had an average income
higher than the original residents [Termotte et al. 1978, p. 58].

They examine some further evidence and conclude that
attributing 10.3 per cent of the 1951-74 income gain to
immigrants is almost certainly an overestimate. They go on
1o say:

The basic conclusion of the final phase of our study, then,
must be that intemational immigration indeed contributed
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positively to growth in real per capita income in Quebec be-
tween 1951 and 1974, but that its contribution was relatively
weak. It is clear that, in decisions regarding immigration
policy, considerations other than strictly economic must take
precedence [Termotte et al. 1978, p. 58].

Termotte et al. thus find a small positive effect, unlike
nearly all other investigators. That result is almost certainly
due to their having taken account of scale economies,
greatly to their credit. Unfortunately, the result is less
trustworthy than it seems, because they used an unreliable
estimate of scale economics from Walters [1968]. That es-
timate was actually an assumption or, to put it bluntly, an
informed guess. In the context in which Walters used it,
that was not a critical matter, When it comes to estimating
the impact of immigration, however, the Walters estimate
is far less useful. Given this, we conclude that the Termotte/
Mathews/Benyahia study does not really contradict more
pessimistic results obtained by other researchers, as sum-
marized in Marr and Percy [1985].

Finally, we cite from some very recent work, done by
Informetrica for the Employment and Immigration Com-
mission:

Additional immigrants will clearly increase the size of the
economy since they exert at least some positive influence on
both the demand and supply sides. It is also generally con-
ceded that immigrants have little influence on average, per
capita disposable income; that is they do not generally alter,
in a major way, this measure of well-being for the population
at large [Sonnen 1989).

These findings from the Canadian literature are typical.
They may be summed up as follows: there is little or no
effect of immigration on the per-capita income of existing
residents; there may even be negative effects, but these re-
sults may be attributable to the failure of researchers to
allow, or to allow reliably, for economies of scale.

Immigration is as important for Australia as it is for
Canada. The Committee for Economic Development of
Australia prepared a major study of the effects of immi-
gration. After three years of effort with a large team, the
study failed to find significant net effects of immigration
on any important measure of individual economic well-
being. The only effect was on the absolute size of the Aus-
tralian economy. The following quotation is revealing in
this respect:

It is disappointing, however, that the study apparently is un-
sure of the likely overall economic effects on Australia of
immigration. . . . The report thus is silent or muted on the
single most important economic question of whether (on any
acceptable measure) immigration would be likely on aver-

age to improve the material living standard of Australians
both resident and new. Unless confidently it can be expected
that Australians overall would be better off in this sense as a
result of immigration there can be little economic justification
for moving large numbers of people to Australia from other
countries. It is appreciated that this is a most difficult question
to answer quantitatively, but absence of a reliable answer
leaves the main economic justification of immigration in a
state of potential disputation [R. Griffin, quoted in Norman
and Meikle 1985, p. 30].

It is important to add, however, that the Australian team,
like Canadian investigators, was unable to deal with the
issue of scale economies because of lack of data and theo-
retical problems.

Domestic Market Size and
Economic Efficiency

According to the classic theory of population size, the
living standard varies with population. At one extreme of
the range, an excessive population density allows for no
more than a minimum subsistence level for food, shelter,
and clothing; at the other end of the range, insufficient
density makes for a lower living standard than is possible.
Somewhere between the two is an optimal point.

One explanation is that the absorptive capacity of a
country is linked in a fundamental way to what economists
call the “law of diminishing marginal returns.” This asserts
that as more and more inputs are applied to a finite
resource — in this instance, more people to a finite land re-
source — output per capita will rise rapidly at first, at an
accelerating rate. Later, it will continue to rise, but at a de-
creasing pace. Later still, as the land becomes very densely
settled, output per capita will fall, though total output may
continue to increase. Finally, when the population becomes
so large that overcrowding occurs, even total output may
decline. Well before this last stage, however, a point is
reached at which output per capita is at its maximum. The
population level at that point is called the “optimum popu-
lation.”

Another possible explanation of why there is an optimum
population size hinges on the advantages of large-scale
operations and specialization made possible by a large
domestic market. In certain industries, especially in manu-
facturing, the cost of technology is such that large outputs
are required for reasons of economic efficiency; at the same
time, transport costs or other barriers make it necessary to
sell these large outputs mainly to domestic buyers. In
addition, certain specialized firms, or even whole industries,
can survive only with a large domestic market. An example




of this is that of highly specialized operations that are pos-
sible only in major metropolitan areas, which, in turn,
require a large national population. Finally, it is argued that
certain government services can be provided more cheaply
on a per-capita basis if the population is large. For all of
these reasons, output per capita may rise for a while as
population grows. It will not rise indefinitely, however. A
maximum is reached, and then output per capita begins to
drop as a result of congestion effects, the difficulty of op-
erating large-scale bureaucracies (private or public), and,
of course, the effect of diminishing returns to land stressed
by the first explanation.

According to theory, then, every country has an optimum
population size. If Canada were below that optimum, more
immigration could help to approach it, thereby increasing
economic efficiency and, as a result, raising living standards
for both the host population and the immigrants.

Testing whether that is actually the case in Canada, rather
than simply assuming it is because it seems so plausible, is
very difficult. It is even more difficult to make quantitative
estimates of how large any potential gain might be.

The problem lies in the need to distinguish the effects of
population size from other important influences on pro-
ductivity and living standards. Much past work by econo-
mists on the theory and empirical analysis of economic
efficiency and growth has demonstrated what should be
obvious: the living standards of a country are not determined
exclusively by its land resources and population density.
The work has shown that three other factors are especially
important: the amount of capital per worker, both physical
and human; the state of the technology; and the potential
for sales to nondomestic markets.

It has been shown that each of these factors is composed
of numerous elements. Capital, for example, is embodied
in the machinery and equipment that workers use, in the
layout of buildings and assembly lines, in the transportation
and communication infrastructure, and in the skill, training,
and education of the work force (human capital). The state
of technology is related to the discovery, development, and
marketing of innovations (both process and product), to the
efficiency of international transfers of technology and
know-how, to the accumulation of knowledge through
learning by doing, to R&D activity, and to many other
factors. The potential for sales in nondomestic markets
depends on distance to potential customers, their income
levels, tariff and nontariff barriers, the degree of cultural
and linguistic similarity, and so on.

Capturing all of these effects fully would ideally lead to
a large modelling analysis of both aggregated and dis-
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aggregated production functions in Canada, as well as of
the degree of utilization of international markets, industry
by industry. Time and resource constraints, as well as a
modicum of modesty and concern, force us to draw back
from that course. Instead, we opt for two simpler methods.

The first is based on the idea that the factors that influence
economic efficiency vary enormously across countries. The
amount of physical and human capital per person, the level
of technological development, and the degree of access to
suitable markets are all very different from one country to
another, as is the domestic market size. This opens up the
possibility that we might be able to explain most of the
variation in efficiency of different countries by variations
in their capital endowments, level of technological devel-
opment, and market access. After the influences of all of
these other, more important variables had been allowed for,
we could then find out if any influence of domestic market
size remained. We call this the “international comparisons”
method.

The second method consists simply of surveying the lit-
erature on economies of scale, industry by industry. If
domestic market size has an impact on efficiency, a neces-
sary condition is that individual industries be subject to
economies of scale. By looking at how important such scale
economies are, industry by industry, according to the ex-
isting literature, we may be able to glean some notion of
the potential for efficiency that an increased population size
through immigration might bring.

International Comparisons

In applying the international-comparison method, we
compiled statistics on some 68 countries, from 1960 through
1984. We began by checking whether the relationship be-
tween population size and economic efficiency, if any, is
strong enough to be seen directly. For each country, we used
data on gross domestic product (GDP) per capita, in con-
stant 1980 dollars, as the measure of economic efficiency,
as well as data on the size of total population. Chart 3-1
shows those observations for the year 1984. It is apparent
that, as expected, no obvious relationship exists.

The relevance of the economic theory that explains effi-
ciency can be seen in Table 3-1, which summarizes infor-
mation on GDP per capita, on an indicator of capital per
capita, and on an indicator of the level of technology. The
data are shown in a way that reveals the clear linkage be-
tween income and the two other variables. Two years are
shown, though data were also compiled for 1960, 1970,
1975, and 1980.
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Chart 3-1
Gross Domestic Product per Capita and Size of Population, Selected Countries, 1984
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Source  Estimates by the Economic Council, based on Summers and Heston [1988].

The data for 1984 in Table 3-1 show that GDP per capita
ranged from a low of US$681 (1980 dollars), the average
for countries in the lowest quintile, to US$10,044 for those
in the highest quintile. The indicator of capital stock -
capital investment per capita — mirrors the behaviour of in-
come per capita. The indicator of technology — number of
telephones per 100 persons — also displays a high correla-
tion with per capita income. The top panel shows that
similar relationships held two decades earlier. These data
suggest that, as theory predicts, international differences in
capital per capita and technology are probably important
in explaining international differences in gross domestic
product per capita. Their influence must be allowed for
before there can be any hope of determining whether
population size also has an influence.

We comment parenthetically here on a problem of “two-
way causation.” The amount of capital stock and the level
of technology, and our proxy indicators for them, not only
influence per-capita incomes but are also, in turn, influenced
by them. Capital stock is built up from savings, the level
of which depends partly on income. The development of
technology depends on education, good communications,
and so forth, which are themselves also dependent partly
on income. There is a chicken-and-egg problem here - a

problem of two-way causation, which is a very common
and troublesome occurrence in economic analysis. While
there are ways to deal with this type of problem in some
cases, they were not applicable in this particular instance.
We must therefore assume, rather than prove, that the find-
ings of the analysis will not be significantly in error as a
result of the inability to correct for two-way causation.
There is some evidence from econometric work and past
experience to suggest that such an assumption will often
be correct, and that is our justification for making it.

To detect the influence of population size on gross do-
mestic product (GDP) per capita, we performed what is
known as a regression analysis — a method for estimating
how one variable (GDP per capilta, in this case) is linked to
other variables (capital stock, technology, population, and
a few others, in this case) by making use of statistical data.
We had to allow for a complicated kind of linkage, espe-
cially in the case of population. Both the density of popu-
lation and its absolute size would be expected to influence
the effective size of the domestic market from the point of
view of producers; accordingly, both variables were in-
cluded. In addition, we had to incorporate the notion, based
on the underlying theory, that the hypothetical impact of
greater population on efficiency would obtain only over a




Table 3-1
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Gross Domestic Product, Capital, and Technology, 68 Countries, by Quintile, 1965 and 1984

Gross domestic Capital
product investment Indicator of
Quintile! per capita per capita technology?®
(1980 U.S. dollars)
1965 1 541 68 ==
2 1,176 202 1
) 1,855 425 4
4 3,612 866 9
5 6,363 1,763 28
1984 1 681 88 1
2 1,858 302 3
3 3,342 647 10
& 6,637 1,560 41
5 10,044 2,493 63

I Each quintile represents 20 per cent of the total number of countries, distributed according to GDP.

2 Number of telephones per 100 persons.

Source  Estimates by the Economic Council, based on United Nations Yearbook, various issues.

certain range of population. Beyond that, no further posi-
tive effect would be expected and a negative effect might
even appear. The effects of capital, technology, and other
variables are also expected to work in a rather complex way.
The equation that we estimated was therefore quite com-
plicated (see Appendix A).

The most interesting estimation result was that popula-
tion size does seem to influence economic efficiency and
that the effect obtains over a very wide range of population.

We found that the economic benefits to Canadians from
more immigration and greater population size would not
rise indefinitely but would reach a maximum and then
would slowly diminish. On the basis of today’s production
technology and capital investment, we estimated that a
population of approximately 100 million people would
maximize income per person (as measured by GDP per
capita). At that population size, the average income of
Canadians would be roughly 7 per cent higher than at
today’s population (Chart 3-2).

In a more realistic perspective (i.e., starting from today’s
population of 27 million), we found that for every additional
one million persons — a figure that could be attained through
a net immigration rate of, say, 100,000 per year over a
decade — GDP per capita would be increased by about
0.3 per cent. That figure may seem low, but that depends
on how one looks at it. It can be viewed, equally legiti-
mately, in any one of the following three ways:

Chart 3-2

Estimated Range of Income per Capita, by
Size of Population, Canada
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Source  Estimates by the Economic Council.

- a gross increase of $71 per year per present resident,
per million immigrants, for ever;

~ a gross increase of $1,894 per immigrant per annum,
for ever; or
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— a capital sum of $76,000 per immigrant family of four,
if a discount rate of 10 per cent is used.

All of these gains are described as “gross,” because the
calculation does not net out the costs associated with
bringing the immigrants to Canada (such as the costs asso-
ciated with the federal and provincial departments of im-
migration, with language training, and with any welfare
benefits given to immigrants on arrival).

The gross benefits have been specified in a very precise
way, simply in order to make clear the end result of a very
complex and arcane estimation procedure. The margin of
error attached to the estimate is large, but of uncertain size.
Realistically, we can only conclude that: 1) the gross ben-
efits to present residents from immigration are probably
positive, taking into account the efficiency gains associated
with the larger domestic market it permits; 2) they are small

when measured per member of the host community; and
3) they are fairly large per immigrant on a gross basis.

An Evaluation, by Industry, of the
Importance of Domestic Market
Size for Efficiency

The plausibility of the results described above can be
tested by looking at scale economies from the perspective
of individual industries. This can be done by using the ex-
isting literature concerning each industry to arrive at an es-
timate of how much the efficiency of each increases as the
size of the domestic market grows (see box). One can then
add the various industry estimates, weighted by their size,
to obtain an estimate of the total impact of the changing
domestic market size on national productive efficiency.
Since immigration increases the size of the domestic market,

industry or group of industries.

in average industry efficiency.

the size, of individual firms in the old “industry.”

Method for Estimating the Effect of Domestic Market Size on Efficiency

We proceed as follows. For each of several industries or groups of industries, defined in conformity with the Standard Industrial
Classification, we pose up to five key questions. The answers can sometimes be provided by common sense, sometimes by direct
evidence, sometimes by theory (viewed as the distillation of evidence accumulated by previous investigators), sometimes not at
all. The answers available, whether in part or in whole, enable us to assess the impact that a larger population would have on that

The first question is whether a larger domestic market would increase the industry’s output. If it would not, domestic market size
cannot have any impact on the industry’s efficiency. The second question is whether larger firms in the industry are more efficient
than smaller ones. If they are not, a larger industry output, whether achieved by more firms, by larger firms, or by some combination
of the two, cannot affect average industry efficiency. There could be one reservation here conceming inter-firm specialization
effects (see below). If large firms are more efficient, a third question is relevant: Would an expansion of the industry’s market lead
to an increase in the average size of firms in the industry? If it would not, then even though larger firms are more efficient, a larger
domestic market would not lead to an increase in the industry’s average efficiency. If it would, then a larger domestic market
would disproportionately increase output in the larger and more efficient firms in this industry. The effect would be an improvement

The first three questions are hierarchical: a negative answer to the first makes the second irrelevant, and a negative answer to the
second question makes the third irrelevant. Thus it will not always be necessary to ask all three questions for a given industry.

The other two of our five questions should always be posed, at least in theory. The fourth question is whether the greater size of an
industry can potentially lead to greater specialization of firms within it. If it can, this could increase average efficiency, whether or
not larger firms are more efficient and whether or not they are disproportionately favoured by market expansion. For example, the
output of an “industry”” made up of one general auto-repair shop will be less than half as great as the output of an industry made up
of two similarly sized auto-repair shops specializing in a different type of repair. In a way, market size expansion creates two new
“industries” to do the range of work that a single one did formerly; altematively, market size expansion changes the nature, but not

The fifth question is whether the Standard Industrial Classification groups together subindustries that are similar enough that the
answer given 1o a given question about one subindustry will also apply to the majority of the others. If not, this method for estimating
economy-wide scale economies, and most of the existing literature upon which it draws, both become invalid. Having acknowl-
edged the importance of this aggregation issue, we shall do as most investigators do: grit our teeth and pass it by.




we then have an estimate of its impact, through this par-
ticular route, on productive efficiency.

Agriculture, Forestry, Fishery, and Mining

These four sectors together account for just under 10 per
cent of Canada’s gross domestic product. For many indus-
tries in the group, any expansion of the domestic market is
irrelevant to output. Industries that sell in the international
market, at prices and terms set there, might sell more do-
mestically if the domestic market were larger, but this would
represent a diversion from international sales rather than a
net addition to them. This includes a majority of Canada’s
natural-resource industries — lumber, wheat and other grains,
potash, coal, uranium, and so on. Thus, even if scale
economies can be achieved through market size, the inter-
national nature of these industries makes the market already
large enough to have exploited them fully.

A few industries within this group — notably the dairy
industry — sell to local markets. Presumably, a larger na-
tional market would partly increase the number of local
markets of this kind, and partly increase the size of each
market. In the latter case, if larger firms are more efficient
than smaller ones and if the distribution of output shifts their
way as the market grows, there could be an effect of do-
mestic market size on industry efficiency.

No direct evidence exists on whether larger firms are
more efficient than smaller ones in the dairy and other local-
market natural-resource industries, such as sand and gravel.
The best than can be done here is to look at some recent
work on variations in efficiency by size of farm in Prairie
agriculture [Auer 1989]. The results from that study show
that in Prairie agriculture, being large does not, in itself,
convey an advantage in efficiency. Rather, larger farms
appear t0 be more efficient because largeness is statistically
related 1o numerous factors that do affect efficiency. The
relationship is not a causal one (see Appendix B).

Are the basic factors determining efficiency on Prairie
farms sufficiently similar to those on farms in other regions
and to those in other types of resource firms serving local
markets, both in the Prairies and elsewhere, that we can
generalize from one to the other? We think it is very likely
s0. Certainly, we believe the balance favours the view that
gains from a larger domestic market in the natural-resource
industry group as a whole would be negligible.

One final point before leaving agriculture and the other
natural-resource industries: a larger domestic market would
decrease somewhat the needed size of the transport industry

Economic Efficiency 27

per unit of agricultural and natural-resource output, since
the average distance from consumers to producers would
decrease with a shift within total demand towards a higher
relative weight for domestic consumers. This is a special
kind of saving, attributable to a larger domestic market,
though it cannot be labelled an “economy of scale.”

We assume that any effect of this kind is included in scale
estimates for the transportation and communications in-
dustry, considered below.

Construction

The construction industry also comprises just under
10 per cent of gross domestic product. A larger domestic
market would certainly increase the total output of the in-
dustry, nearly all of which is sold to domestic consumers.

Most parts of this industry consist of large numbers of
firms, ranging from very small to fairly large. As in any
industry where small firms co-exist in large numbers with
medium-sized and large firms, productivity advantages fa-
vouring the large firms cannot be overwhelming or must
be offset by some disadvantages. Otherwise, fewer small
firms would be able to survive than do in reality. In addition,
the expansion of the industry does not appear to have sig-
nificantly decreased the proportion of small firms in the
past. This suggests that no economies of scale at the level
of the firm exist; nor have we found any studies suggesting
that such economies do exist. The only remaining possibil-
ity would be increased specialization among firms as the
domestic market expanded, leading to improved industry
efficiency even if individual firms had no scale economies.
That possibility seems remote, however.

Our conclusion, therefore, is that a larger domestic mar-
ket would not lead to any perceptible gains in efficiency in
the construction industry.

Manufacturing

This industry comprises just under 20 per cent of gross
domestic product. For most of the manufacturing industry,
an increase in the size of the domestic market would lead
to an increase in output. Some exceptions undoubtedly
exist — where a particular subindustry is a small player in
the global market, for example — but they are not common.

On the question of whether larger firms tend to be more
efficient than smaller ones, a considerable body of knowi-
edge exists for this sector (see Appendix C). The answer is
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fairly unambiguous: across wide parts of the manufacturing
industry, larger firms have an efficiency advantage or - the
result is the same, for our purposes — have longer produc-
tion runs that permit greater efficiency.

Moreover, an expansion in the size of the industry would
seem likely to favour the differential growth of larger firms,
longer runs in existing firms, as well as greater specializa-
tion among firms. All of these changes make the industry
as a whole more efficient.

Although productivity gains from scale economies exist,
they are not very large. Appendix C surveys the estimates
available and finds a fairly wide range. Nevertheless, there
is enough common ground among the results that we may
reasonably deduce that a doubling of manufacturing output
would be expected to improve productivity in that sector
by about 3 per cent.

Transport, Communications, and
Public Utilities

This group of industries accounts for just over 10 per cent
of gross domestic product.

Transport, communications, and public utilities are areas
where significant productivity gains might be expected as
a result of a larger domestic market. The only major ex-
ception seems likely to be trucking. Here, many small firms
co-exist alongside large ones; an expansion of the total
available market would likely favour all size categories
more or less proportionately; and large firms would appear
to have no significant efficiency advantages over small ones.
In rail and pipeline transportation, however, as well as in
telecommunications, electricity generation and distribution,
gas, and water supply, there are likely to be downward-
sloping cost curves and an opportunity for a wider domes-
tic market to permit movement along those curves.

As far as we know, empirical estimates of the scope for
higher efficiency at larger domestic market sizes, based on
Canadian data, are available only for the electric-power
industry. By way of illustration, consider Ontario Hydro.
By analysing the shape of its cost curves, Daly and Rao
[1983] estimated the returns to scale of Ontario Hydro at a
very substantial 1.54, meaning that a 10-per-cent increase
in output would raise costs by only 6 per cent.

Although their results conflicted with those of Christensen
and Greene [1976], who had found only minimal scale
economies, that discrepancy was very likely because, unlike
their predecessors, Daly and Rao had included transmission
and distribution costs in their analysis of scale economies.
The cost economies in generating electric power are

exhausted at a relatively small size, whereas those in trans-
mission and distribution stretch much further.

For the industry group as a whole, we would not expect
the results to be as large as this. Population increase seems
less likely to augment the efficiency of freight transport by
rail and pipeline, for example, as much as that of the distri-
bution of power through the electric grid, because rail
freight and pipeline facilities appear to be closer to full
capacity utilization. Duplication of facilities (e.g., double
or triple tracking, extra pipelines) would be required beyond
a certain point, implying that there would be no scale
economies over more than a rather limited range of market-
size increases. Trucking, which falls within this group, is a
case where efficiency gains from a larger market size are
likely to be nil. On the other hand, telephone linkages, telex
and satellite telecommunications, and other industries in the
sector seem likely to be similar, as far as the potential for
scale gains is concerned, 1o electricity generation and dis-
tribution.

As a very rough estimate, we put average scale econo-
mies in this industry group as a whole at one third of the
way between zero for trucking and approximately 1.6 for
electricity — i.e., at 1.2. This may seem too large if we con-
sider very large population increases. It would imply, if it
were valid all the way up to a population as large as the
United States, that the industry group in that country would
be 50 per cent more efficient than in Canada. It may never-
theless be reasonable for more moderate changes; a dou-
bling of industry size, when scale economies are measured
at 1.2, implies a 15 per cent rise in efficiency.

Finance, Insurance, and Real Estate

This group accounts for just under 10 per cent of gross
domestic product.

The Canadian life insurance industry has been examined
by several researchers. Drawing on earlier work, Daly et
al. [1984] have estimated the productivity and retumns to
scale of 31 federally registered Canadian companies by
pooling time-series and cross-sectional data covering all but
five of the companies, each of them individually and annu-
ally over the years 1961 to 1977. Like their U.S. counter-
parts, the Canadian companies had U-shaped cost curves,
which suggests that there are scale diseconomies for both
the largest and the smallest companies. The optimal size
was between the two extremes: the 13 smallest were too
small, and the three largest were far too large.

Daly et al. [1984] concluded from their analysis that, on
average, firms in the life insurance industry were too large;




and because large firms operate in the range of dis-
economies of scale, there was a negative effect on the pro-
ductivity of the industry. Between the 1960s and the late
1970s, the 10 largest companies operating in the range of
diseconomies of scale lost market share to the smaller firms
operating in the more efficient range. This improved in-
dustry productivity. Even more important was the role of
technical progress in improving productivity. The signifi-
cantly increased domestic market size (in terms of business
volume) was not a factor.

True, there was evidence that technological progress was
faster in the larger firms, because the new technology was
more advantageous to them. If this phenomenon persists,
it will gradually decrease the cost disadvantage of large
firms and might even reverse it. That point does not appear
to have been reached yet.

For the banking sector of the industry, we draw upon
some U.S. results. The Federal Reserve provides banks with
a “functional cost analysis” service, in which they allocate
costs and revenue to specific banking functions according
to a standard format. Using such annual data, covering some
800 banks for the years 1975 to 1978 (the number varies
between 747 and 852 banks over the period, accounting for
15 per cent of the Federal Reserve members), Benston et
al. [1982] estimated the relevant cost functions. They
measured output by the number of deposit and loan accounts
serviced — augmented with information on the average
balances of these accounts — and related it to the associated
operating costs, all stratified into nine deposit-size groups.

They found that branch banks experienced diseconomies
of scale — with estimates of returns to scale ranging from
0.84 to 0.91 — when deposits exceeded $25 million per
branch. With respect to the size of the accounts, branches
experienced considerable economies: the larger the average
size of the account, the lower the cost per account.

On the basis of their results, the authors concluded that
it was “unlikely that there are large, if any, economies of
scale in producing the most important banking services
(business loans may be an exception)” and that “smaller
banks are, at the least, not at an operational disadvantage
with respect to large banks” [Benston et al. 1982, p. 21].

Technological progress is expected to affect future de-
velopments in this sector. While large financial institutions
introduced the major planning and operations-control soft-
ware on their extensive computer systems over the 