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.. The Honourable Jack H. Horner, :
Minister, Industry, Trade and Commerce,
235 Queen Street, :
. OTTAWA, Ontario
'~ K1A OHS5 '

Dear Mr. Horner:

In response to your letter of March 15, 1978 I
am pleased to submit the Report of the Electrlcal Industry
Sector Task Force. In the preparation of this Report
discussions were extensive and frank and as a result no dissent-
ing opinions are expressed. :

The Sector Profile was found by the Task Force to be a
-reallstlc statement about the Industry and was modified only
slightly to reflect present conditions more closely. It is -
attached as an appendix to this Report.

I wish to express my appreciation for the efforts
contributed by the members of the Task Force who were drawn from
Labour, Industry, the Provinces and the Academic community. A
list of the members and observer organizations is included.

The preparation of this Report would have been a
very difficult task without the dedicated assistance of
Mr. A.R. Hollbach and his staff '

On behalf of the Task Force I express apprec1atlon for
the opportunity to state the concerns of the Industry and to -
offer recommendations toward the resolution of those issues of
greater importance.

. I am submlttlng coples of this Report to your prov1nc1al
colleagues. .

Respectfully submitted.
. Yours truly, : ‘
(L; SPLEary
H.| Stevens '

Chairman, _
Electrlcal Industry Sector Task Force
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ELECTRICAL INDUSTRY TASK FORCE REPORT

The Electrical Industry Task Force was asked by the
Minister of Industry, Trade and Commerce to review the sector
profile discussion paper prepared by his department and to

‘indicate its acceptance or otherwise of the document. .Secondly,

the Task Force was asked to comsider the problems and prospects
facing the electrical industry and to make appropriate policy
recommendations. These views are for consideration by a federal/
provincial conference of Ministers of Trade and Industry and
eventual inclusion as part of a report to Flrst Ministers to be
tabled this fall,

The Task Force found the electrical sector profile
discussion paper generally acceptable and an accurate reflection
of the industry. There were a few reservations expressed by
individual members on certain points; these were communicated to
the Director Gemeral, Electrical and Electronics Branch,
Industry, Trade and Commerce in his capacity as Secretary to the

" Task Force. We are satisfied that the revised proflle

accommodates these expressed reservatious.

INDUSTRY SUMMARY

The electrical manufacturing industry is composed of
manufacturers of two types of products: material and equipment
which generates, transmits or distributes electricity (e.g.
generators, batteries, transformers, wire and cable) and products
which utilize electrlclty (light bulbs, industrial equipment,
appliances). Industrial activity in terms of employment and
value of shipments is almost evenly divided between two
categories.

For the purposes of govermment policy, however, it is
probably more meaningful to subdivide the sector on a different
basis: those firms producing limited numbers of large,
customized pieces of equipment and those produc1ng high volumes
of a relatively standard product. Conditions in these two groups
are 'different.,. In the former, firms are using a strong domestic
technology base to produce goods which are competitive in 4
domestic and foreign markets. It is largely due to these firms
that this sector has such a thriving export business. Exports
have remained steady at just under 10 per cent of domestic output.
in recent years, a level that ‘exceeds both that of the United

.States'and Japan. - The firms manufacturing mass-produced goods

are largely oriented to the domestic market, The small size of
the Canadian market and some fragmentation of production has -
restricted the industry's ability to improve its competitive
position through increasing sc¢ale and specialization. As a
result, some of the products of these firms are vulmerable teo
competition from larger foreign producers who are able to achieve
lower production costs. :



There are more than 500 firms in the industry,
employing about 70,000 people. Production is highly
concentrated, however, with seven firms accounting for 40 per
cent of sales. The industry is also regionally concentrated with
90 per cent of the activity located in Ontario and Quebec,
although there are significant electrical firms in all provinces
except Prince Edward Island. 'The industry, as a relatively
high~technology industry, provides the kind of challenging,
well-paid jobs which are sought by Canadians.

The industry is a prominent user of processed raw
materials including iron, steel, copper, aluminum and plastics
and provides an 1mportant market for other Canadian industrial
sectors producing a variety of component parts and semi-finished
goods.,

BACKGROUND

The major concern of the industry in recent years has
been the erosion of the domestic market by imports. Increasing
foreign manufacturers' sales in Canada have accentuated the
effect of the general slowdown in load growth which followed the
energy crisis in 1974. 1In the high volume segmeunt of the
industry a decline in competitiveness has undoubtedly been a
major factor in the loss of market share. Even those elements of
the industry that have maintained a major degree of
competitiveness have suffered, however, because major foreign
competitor-countries have increased sub31dles and other support
for their own ailing industries.

The most dramatic effect of the situation described
above has been a decline in industry profitability. While an
important factor has been the decline in the business cycle and
the resulting excess capacity, the impact of inflation and
taxation has also contributed significantly to lower rates of
return, This is of concern to firms in the industry because it is
only through profits and the promise thereof that a firm is able
to finance the investments in R & D and production capital that
are needed to keep the company competitive.

The industry is one of the prime participants in the
energy field. As such, its future is vitally affected by energy
policy. Decisious about energy mix, energy investments and the
economic benefits to be sought therefrom will determine to a
considerable extent the rate of growth and structure of the
industry, and its ability to remain competitive in the relevaunt
domestic and foreign markets.

Internationally, the electrical industry is dominated
by a handful of multinational enterprises, most of which are
represented in Canada and are major factors in the sector. In
addition, there are a small number of important Canadian
companies successfully competing in the industry. - The small size
of the domestic market combined with an excess number of
producers in many products has resulted in small-scale, high-cost
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production. In the face of prospects for freer international
trade, the industry will need to restructure itself to improve
productivity gains and competitiveness. Some sub—sectors have
already made significant progress in this direction (e.g. major
appliances and some industrial electrical equipment)., Further
potential exists in these and other sub-sectors.

The Canadian electrical industry is, relatively
speaking, a high-technology industry. However, because of the
dominant position of foreign-owned subsidiaries, most industry
technology has been imported for application in the Canadian
market, There are some outstanding examples of indigenous
Canadian technology which have found international applications
and which provide the Canadian industry with some internationally
unique advantages. Specific instances can be found in the
generation of electricity, high voltage transmission and
industrial drive systems. The importance of a strong domestic
technology base to the competitive strength of a firm is pointed
up by the fact that the exports of the sector are dominated by
products having such a domestic technology base.

Labour also has an important role in determining the
competitive position of the industry. Increases in remuneration
in the early and mid-seventies which exceeded the rate of
productivity gain, led to more rapid unit cost increases than
those in the United States, our main competitor. It is
recognized that the solution to this problem requires the best
efforts of both management and labour. While industrial
relations generally have been positive, management and unions
have not worked together to develop the understanding and
co~operation needed to improve productivity. The industry
currently suffers from a shortage of highly-skilled workers., This
shortage is likely to worsen, because existing training programs
are not producing people with the appropriate skills.

ASSUMPTIONS

In addition to the above commentary on the industry's
structure and characteristics, there are a number of general
assumptions implicit in the Task Force's thinking which have
influenced the recommendations. These can be described under the
following headings: ' '

(a) Economic Growth Rate

The Task Force considers the growth rate targets of the
Minister of Finance to be unrealistic and it assumes
that the average annual growth rate in GNP will not
exceed 4 per cent over the next five years. At the
lower rate of growth foreseen by the Task Force, it
will take at least another five years for electrical

- load growth to absorb overcapacity. During this time
the industry will be particularly susceptible to
competition,




(b) International Competition

It is assumed the steadily developing foreign
competitive pressures of recent years will not ease up.
Indeed, it is anticipated they will intensify as a
result of several trends already underway:

- increasing manufacturing of standard technology
items in low-wage, Third World countries using ‘ :
modern production facilities;
- continuing overcapacity in industrial countries; and
- increasing government intervention in the market-
place by foreign governments to promote their
industries' exports.

(c) Level of the Canadian Dollar

The Task Force assumes that the continued foreign
borrowing of governments and the financial requirements
of scheduled very large resource development projects
will exert upward pressure on the Canadian dollar,
impairing the competitive position of Canadian
manufacturers. Over the medium term, the Task Force
felt it appropriate to plan on the basis of a Canadian
dollar at par with United States currency. '

The Task Force assumes that the Canadian negotiators at
the MTN will not permit freer access to the Canadian
market for foreign exports until evidence exists that
in return, Canadian exporters will gain meaningful
access to their competitors' markets,

LSSUES

Identification of Issues:

The most significant common factor affecting all
industry in Canada today is undoubtedly the "business climate", a
term which embodies the totality of the conditions under which
businesses must operate - the rate of inflation, the overall
level of taxation, government attitudes toward business, labour-
management relations, etc,  In any particular sector, some of
these are obviously of greater significance than others.
Considering the needs of the electrical manufacturing industry,
the Task Force has selected for in—depth study the following six
areas which require primarily govermment initiative:

I Energy policy

IT MTN and trade practices

IIT Regional development ,

IV Provincial utilities procurement policies
v Export marketing and financing

VL Foreign ownership

(d) Multilateral Trade Negotiations _ ‘
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In addition, the Task Force examined some pressing
industrial performance issues which require primarily industry
initiatives and the support of govermment:
VII  Productivity
VIII R & D _
IX Employee relations and supply of skilled personmnel

X Rationalization

Recommendations and Impact

The overriding thrusts of the recommendatioms are to
provide a positive business climate for firms operating in Canada
and to encourage and assist them in their efforts to improve
their intermational competitiveness. A key element in this is
the removal of the uncertainty in the industry which discourages
the required levels of investment.

The Task Force believes that it is mecessary to
consider each set of recommendations within the context of the
background analysis and impact statements prepared for each
issue. The objectives which these recommendations have addressed
can be summarized as follows:

Those relating to business climate:

. Develop a Canadian energy policy which emphasizes the
role of electricity and the strategic 1mportance of

supporting the domestic manufacturing industry in the

energy program,

. Create a market environment that would lead to
improved trade. balance through import replacement and

exports. Recommendations relate to Multilateral Trade

Negotiations, domestic purchasing practices and
competitive export incentives.

. Maximize utilization of the industry's resources
regardless of ownership.

. Achieve an effective balance between the needs for
~ regional development and concentration for
efficiency..

Those relating to industry performance:

. Strengthen the Canadian technological base through an
increased level of investment in the innovative
processes.

. Improve cost cdmpetitiveness through: higher levels
of investment for productivity improvements and
industry restructuring; closer management-labour




understanding and co-operation; and the development
of training programs to add to skilled manpower
resources.

Similarly, the impact statements for each of the
"horizontal issues point to a common set of results likely to
arise from the proposals. In all cases, the impact is seen to be
a much stronger, more competitive electrical industry with direct
implications for:

faster employment growth

~ additional challenging and remunerative jobs
-~ the creation of new wealth throughout Canada
~ the upgrading of Canada's natural resources
- further investment in productive operatious

- the strengthening of the sector's productivity and
manufacturing productivity in general

~ more successful export efforts and a healthier balance
of payments :

The horizontal issues were fairly commonly identified
by the Task Force sub-committees preparing reports on each of the
sub-sectors within the electrical industry. In additionm,
however, there were a number of recommendations specific to the
needs and concerns of individual sub-sectors. These are
contained in the sub-sector reports attached as Appendix A,

BUSINESS CLIMATE ISSUES

I ENERGY POLICY

Canada faces the likelihood of a significant deficit in crude oil
by the year 1990, with the consequent impact on our balance of
payments and implications for our national security. Much of
this problem can be avoided by acting now to take advantage of a
clear energy altermative - electrical power from indigenous
resources - to fill the gap.

Background:

-  Growth in electrical power consumption in the past few years
has suffered from artificial market constraint. On the one
hand, the federal govermment's action to soften the impact of
the rise in world oil prices in Canada has delayed market
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adjustment. On the other, the shift in the advertising
thrust of provincially-owned electric utilities from the
promotion of greater use of electricity to counselling
reduction, is inconsistent with the continuing push of
private oil and gas companies to expand their markets,

Canada's oil production from conventional sources has already
peaked: To assume a new domestic oil supply from frontier
regions is to gamble with very heavy stakes.

It is theoretically possible to replace all imported oil by
1990 by substituting electrical energy;.but the financial
constraints of such substitution are formidable and some
balance would have to be struck between electricity and other
forms.

Lead times to put electrical generating capacity in place can
take up to 13 years which will take us to the period of
predicted oil shortages (1990) if we start today. Immediate
action will also avoid an excessive buildup of major capital
projects in the mid-1980's with consequent pressure on the
Canadian dollar.

Canada is currently experiencing severe unemployment and
investment is at a near standstill. The development of an
"electrical alternative" will provide significant additiomnal
employment for Canadians in the mining, electrical power
generation and electrical equipment manufacturing sectors.

Canada has an ideal source of additional electrical energy in
uranium. Our domestic reserves are plentiful enough to
provide a bridge into the 2lst century when other options
will be available. We have one of the world's finest and
most dependable nuclear generation technologies in the CANDU
reactor. :

Recommendations:

All of Canada's energy capabilities (including fuels,
delivery systems, plant, expertise and manufacturing ability)
must be treated by policy as one resource, and directed to
produce maximum benefit for the country. Market forces alone
will not create the energy supply and mix needed by Canada.
Energy is the key to Canada's survival as a trading natiom.
It must be mobilized for future self-reliance, as a base for
industrial health and growth and as our counter to cheap

foreign labour in the production of international trade

goods. s :

The Canadian government should recognize electricity as the
dominant energy form of the future, as Canada's energy bridge
over the next decade, and as a strategic Canadian industry.



3. An energy policy must begin with an inventory of Canada's
regional energy resources, from which a joint and overall
assessment can be made of how the total can be used to the
best economic advantage of both the regions and the nation.
A.-timetable would then be established to bring these
resources on stream in a way that would create an orderly
flow of capital and extend the life of our non-renewable
resources.

4, With due regard for the importance of counservation as an
immediate step, the electrical utilities should be encouraged
to promote the use of electricity as a substitute for oil and
gas in order to minimize Canada's dependence on imported oil,
and to make fuller use of our present under—utilized
manufacturing capacity. ’

5. The industries and utilities that support generation. of
electricity are "world scale'" and provide a major opportunity
to export finished product (electricity) to the United States
and thus redress our growing balance of payment situation.

In light of these strengths and the priority to the upgrading
of Canada's natural resources, it is recommended that the
government reassess its policy on the export of electrical
power.

Impact:

An accelerated program of new electrical generation between now
and the mid-80's would create far greater employment than any
other recourse, and would spread out the coming pressure on
energy sector capital. 1In addition, it could be a major factor
in solving Canada's increasing balance—of-payments problem.

Without an energy policy, such as the ome recommended here, our
industry will continue to be operated in a climate of uncertainty
and cannot effectively plan for the future. In other words, if
governments do not make up their minds, we cannot make up our
mind, Since government policy in regard to energy obviously has a
critical effect on our sector.

II MULTILATERAL TRADE NEGOTIATIONS AND TRADE PRACTICES

The concept of "free trade" being pursued at the MTN assumes the
success of naturally-competitive suppliers in a market of
unrestricted buyers. This assumption ignores the significant
involvement of governments in the industrial development process
with initiatives designed to enhance competitiveness of their own
industries and to restrict access to their domestic markets.

Such initiatives are particularly common in times of economic
slowdown and if not countered quickly by competitors can lead to
significant geographic shifts in manufacturing activity and
market share, '

. " [l
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Assumptions:

For the purposes of this paper .it is assumed that:

a) Limited progress will be made in eliminating the non-tariff
barriers faced in developed nations by Canadian manufacturers
of electrical goods.

b) Govermments recognize Canada's particularly vulnerable trade
position stemming from the proximity to, and size of, the
United States. :

Background:

. Canada's electrical products manufécturing industry must deagl

with the unwilling buyers - the utilities in many of the
developed nations. Members of the electrical industry have
serious doubts about Canada's ability to change long-
established nationalistic purchasing policies in these
countries. It is difficult to visualize what
equivalent-value incentive Canada has to offer.

In the domestic market Canadian manufacturers are competing
not only with foreign companies, but in many cases with a
joint company-govermnment offer. Protected markets in foreign
countries allow foreign producers to price their exports on a
marginal basis. 1In addition, the foreign supplier may be
supported by direct government financing or guarantees to
allow it to offer firm prices even durlng periods of high
inflation. World overcapac1ty in some sub-sectors makes it
likely that there will be increasing foreign activity of this
kind.

In Third World markets Canadian manufacturing must compete
with foreign suppliers from developed nations who are
supported by their governments ags described above. In
addition, financing for major projects may be offered to the
purchasing country at subsidized interest rates. On matters
of export subsidies and concessional financing, Canadian
manufacturers feel at a disadvantage.

Canadian manufacturers are at a disadvantage with the United
States as a result of DISC, notwithstanding corporate tax
adJustments made by Canada.

The use by the United States of countervail measures
constitutes an important device for the protection of
industry in that country which is not available to flrms in
Canada.

On the matter of dumping, Canada is at a disadvantage in

several ways:

(i) 'goods may be relatively easily dumped into Canada
' because of ineffective trade barriers. Once the goods



(ii) .

(1ii)

(iv)
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are dumped, there is no opportunity for the Canadian
manufacturers to regain the order. Even 1f dumping and
injury are proved, the foreign supplier simply pays an
additional duty up to '"mormal value'" or raises the
price to avoid paying the duty;

because of the impregnable NTB's in Japan and the EEC,
Canadian electrical products suppliers do not even have
the opportunity to sell in these markets at any price;

in Canada, "injury" to the industry must be proved.
While this is also required in the United States, their
definition of injury is such that imports into the
United States are deemed to cause injury at a lower
level of penetration than in Canada; and

dumping reduces the volume in-Canadian plants and
tends, therefore, to impede the reduction of unit
costs, which in turn reflects on competitiveness.

Recommendations:

1.

At the MTN, Canada should seek to delay the reduction of
Canadian tariffs until it is demonstrated that relevant NTB's

have,

in fact, been removed.

The key elements required to effectively remove NTB's are:

(a) a specific documentation of which practices are
permitted under the regulations, and which are not;

(b) a sufficient transparency in each business practice
(e.g. the publishing of certain details related to
winning bid awards) to ensure all participants that the
regulations are being complied with; and

(c) a provision for dispute settlement on a basis that does
not disrupt the normal routine of business, but rather
deals with repeated, deliberate breaches of the
regulations.

Foreign company-govermment offers to Canadian purchasers
(utilities or major projects) sometimes include concessional
financing (e.g. firm prices) that Canadian companies cannot

match.

The federal government should consider a Domestic

Financing Corporation, similar to the EDC, to assure that
Canadian manufacturers are not at a disadvantage in their own
country. '

The federal government ‘should carefully re-examine the
position of the Canadian manufacturer relative to foreign
competitors on the matter of dumping, following which a joint
industry-government effort should be made (perhaps through
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the Electrical and Electronic Consultative Committee) to
develop appropriate policy and procedures. Fundamental
points in a revised policy.should include:

The objective of the anti-dumping procedures should be to
prevent dumping in as far as possible.

. The time element in the finding of dumping and of injury
should ‘be as short as possible.

The cost to the Canadian company in demonstrating that
injury has taken place should be minimized. A mechanism
should be developed such that if injury is proved the
Canadian company is recompensed for the cost of the
action.

The definition of "injury" should not make it unreasonably
difficult to establish that injury has taken place.

. Governments should require an affidavit from the foreign
supplier that the goods are not being dumped.

. .
Governments should have a commitment not to purchase
foreign goods at dumped prices.

. The federal government should mot overrule the Tribunal as
in the recent case of steel.

Canada should work toward neutralizing the United States DISC
program. :

Canada should work toward eliminating the advantage held by

the United States on the matter of the definition of "injury"

for countervail purposes.

Iﬁdustry and -government - should develop a contingency plan now.

in the event of non-removal of existing NTB's or the
introduction of new NTB's by foreign countries.

Other countries recognize the economic benefit derived from a
healthy electrical industry, and support home manufacturers

through local purchasing. Federal and provincial governments .

should make every effort to assure that the Canadian economy
reaps similar benefits for Canadian industry by either
assuring access to foreign markets or by devices designed to
assure Canadian manufacturers a "fair" chance in the Canadian
market. - ' o ‘

The federal government should assure that the lowering of
Canadian tariffs does not put Third World countries in a
preferred position in the Canadian market. Some Third World
countries, using aid granted by Canada (or other countries)
for industrial development are becoming an increasing threat
to Canadian manufacturers, . "
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Impact:

It is felt at this time that the results of lower tariffs
will have, at least for the medium term, a negative effect on
the electrical industry's:

. employment
. ilnvestment
. profits

The reduction in prices resulting from the greater access to
Canada for foreign suppliers will result in loss of market
share for the domestic industry. It should be noted that a
five-point drop in a tariff level would have a 25 or 30 per
cent impact on corporate profits and could endanger a large
number of jobs in the industry. -

A drop in tariff levels will not result in significantly
increased Canadian sales to the United States, to Europe or
Japan, 1f effective access is still somehow blocked or if,
for reasons relating to the general business climate, the
potentlal exporter elects instead to build a plant where the
market is (e.g. in the United States). :

Action to neutralize or prevent the adverse impact of foreign
subsidies and concessional financing packages in the domestic
market will reduce uncertainty and encourage investment and
employment as well as strengthening the industry's potential
for exports. Resolution of the dumping issue will have the
same effect, ' '

Assuring that concessional financing on foreign bids is
competitive will increase employment in Canada.

Ad justment:

Given the assumption that Canada's participation in the MTN will
lead to an agreemeunt to reduce tariffs, the Task Force feels it
is vital that governments have available a well thought out and
adequately funded program of assistance to minimize dislocation

and speed the process of structural adjustment. In this respect,
~the following recommendations are offered:

1.

Adjustment policies and plans should be developed at the
earliest possible date, that 1s, before the tariff reductions
come into effect.

Each sub-sector will have its peculiar problems and will need
to work out specific impacts in order to develop appropriate
adJustment programs.

1
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Adjustment programs must be aimed at making the sub-sectors
genuinely competitive with the new level of competition.
Such assistance should not be based on an indefinite
"support" program. ‘

Ad justment programs, to the extent possible, should be based
on economic considerations and not political considerations.

Adjustment programs must recognize the impact on employees,
on companies, and on communities.

REGIONAL DEVELOPMENT

Provincial governments have a legitimate concern to promote the
growth of industry within their jurisdictions. However, efforts
to induce new manufacturing activity in slow growth regions can
hurt the competitive position of industry by aggravating
fragmentation and overcapacity.

Background:

Concentration of manufacturing activity in Canada's central
provinces is dramatically exemplified by the electrical
products industry with 82 per cent of establishments and 92
per cent of gross revenues located there.

While such concentration may be justified by proximity to
markets and suppliers, it contributes to economic hardship
and alienation in the other regions.

Government programs to redress the situation have been
counterproductive in instances where uncompetitive production
units and overcapacity have been encouraged. Rather than
generating stable new employment, such programs are
disruptive if the new industry they initiate is not viable.

Location factors which originally attracted manufacturing

‘plants to certain areas are not necessarily still valid.

Under favourable conditions, relocation to an .underdeveloped

~region may be feasible. This type of shift can contribute.to

regional development and to competitiveness. Current federal
government programs do not provide assistance in these cases.

For firms with plants in more than one province, intrafirm

.rationalization .of production into specialized plants can

improve competitiveness while retaining decentralized
operations. The current provincial practice of giving
purchasing preferences only for those products a firm
manufactures within the jurisdictionm, works against economic
efficiency and ignores the fact that specialized plants
usually are exporting considerable amounts of output to other
parts of Canada.
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Recommendations:

1.

Development priorities and opportunities should be discussed
in the first instance with manufacturers who are already
established in Canada or who have developed a market here for
their products sufficient to support a viable manufacturing
facility.

While recognizing the fundamental importance of regional

development and a more balanced distribution of manufacturing

activity in Canada, application of DREE and other financial
assistance should be predicated on long~term prospects and a
realistic feasibility analysis which evaluates all relevant
criteria. Such analyses should be reviewed by industry
experts and adjusted where necessary before being used to
encourage new investment.

The desirability of DREE assistance for a project should be
assessed in the light of various criteria including security
of employment, extent of import replacement, technology
content (particularly if new), export opportunities and
prospects for growth.

Co—operation should be sought by govermnment agencies and
industry from provincially-owned utilities for guidance on
market opportunities and import replacement strategies.

Encouragement should be given to studies which assess the
economic feasibility and consequences of moving entire plants
to new locations. In the interests of avoiding
fragmentation, DREE should drop its requirement that when a
new investment by a domestic firm is being assisted, that
firm may not close existing capacity. Some further measure
may have to be considered in this respect to assist companies
and communities to minimize effects of dislocation and to
encourage a positive adjustment.

Provincial governments should extend any existing purchasing
preferences to the full range of products made by a firm and
not just to those items made within the province. The
provinces should commit themselves to studying the ways of
extending this application of preference to cover sub-sectors
or groups of producers of a common product.

Impact:

Many current regional development initiatives hinder industry's
efforts to improve its competitiveness, A shift in the focus of
regional policy from regional development for its own sake to the
development of competitive industry in all regions of Canada
would lead over time to a stronger electr1cal sector and
healthier regional economies.

-
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The recommended change in DREE regulatiouns to permit the
substitution of new regional capacity for existing operatiouns
would significantly alter the regiomnal distribution of activity,
by encouraging relocation and upgrading of inefficient or
outmoded production units in other regions. Provincial

.procurement policies could thereby be based on a more ratiomal

and cost-competitive industrial structure.

IV PROVINCIAL UTILITIES PROCUREMENT POLICiES

The absence of consistent, mutually shared procurement policies
among publicly-owned utility companies in Canada, supportive of
electrical products made in Canada, is detrimental to the '
Canadian manufacturing industry and incousistent with practices
in other countries. '

Background:

~ Utilities account for 50 per cent of industrial electrical
products purchased in Canada.

-  Provincially-owned utilities in Canada account for 90 per
cent of all utility purchases of electrical equipment.

- More than 40 per cent of Canada's installed electrical
generating capacity is outside the provinces of Ontario and
Quebec; less than 10 per cent of electrical equipment
industry employment is outside these two provinces.

- Utilities must quite naturally counsider their own self
interest and that of their customers in making purchasing
decisions. The incentive this creates to buy at lowest cost
is generally reinforced by legislation in the case of
publicly-owned utilities.

- In provinces where manufacturing facilities are located,
calls-to-tender generally apply terms and conditiomns
compatible with the capabilities of local suppliers, and

sometimes assign price preferefice to such sources. Provinces:

with a less—~developed electrical products industry are more
receptive to foreign bidders and often impose terms and
conditions that are commercially unacceptable except to
foreign bidders with access to govermment-—supported risk
coverage, ' :

- While discrimination may be practised by utilities within one

province against bidders located outside that province, this

is deemed to be less of an issue thaun the terms and
counditions set by the buyer and the encouragement of offshore
~ bidders.
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Since much of the equipment is made to order, dumping is
difficult to prove;. in .any event, anti-dumping. procedures do’
not prevent such practices and flnes have not been imposed on
proven offenders.

Recommendations:

1.

4'

First Ministers should recognize the significant ill-effects
of uncontrolled interprovincial competition for industrial
development. High priority should therefore be placed on the
identification of an equitable formula for sharing the
benefits of manufacturing activity and the development of
mechanisms to facilitate and encourage support of Canadian
manufacturing regardless of provincial location. These might
include an equallzatlon fund or offset arrangement, for
example,

All utilities must be encouraged to recognize the economic
benefits of placing orders for electrical equipment within
Canada and to exercise a preference for Canadian-made
products.

Provincial utilities should be encouraged to make it a
condition of bids, or at least to require written
confirmation from bidders, that prices quoted are not below
fair market value in their country of origin and are not
based on government subsidies as to cost or risk coverage.

Where foreign purchases cannot be avoided, offset
arrangements should be made part of the procurement package.

Impact:

Electrical utilities are the most important single market for
industrial electrical equipment and wire and cable; their
buying practices significantly influence the opportunity for
growth and technological development of Canadian-based
manufacturers.

Canadian utilities are highly regarded internationally.
Their use of Canadian-made equipment and their participation
with Canadian manufacturers in the development of advanced
designs can provide important leverage in export markets.

Concerted action between industry and the utilities, w1th1n
an agreed framework of interprovincial sharing of
manufacturing benefits, could provide the growth in activity
necessary to facilitate location of new production units in
provinces now without sufficient electrical manufacturing
strength.
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Voluntary revision of regional imbalances in production
activity within the framework of financial viability would
fulfil regional development objectives and enhance overall
domestic market opportunity: a 'positive sum game"

. Restricted calls-to-tender and self-imposed policing of bids

by utility companies to exclude marginal pricing from foreign
suppliers would minimize the costly and unrewarding appeals
by Canadian manufacturers to inhibit dumping.

EXPORT MARKETING AND FINANCING

A significant amount of the international trade in electrical
products takes place between industrialized and less~developed

. countries. Canada must compete in these markets against offers

from foreign competitors which combine industry and government
support. There is a continuing need for supportive and
competitive Canadian programs to neutralize the role of forelgn»
governments in these markets.

Background:

Exports of Canadian electrical products in 1976 totalled $260
million with the industrial electrical sub=-sector accounting
for 40 per cent of these.. More than a third of the exports
of industrial electrical equipment go to less~developed
nations. These countries also constitute significant markets
for wire and cable, batterles and miscellaneous electr1ca1
products.

The strongest export performers in the sector are generally
products developed from a Canadian technology base.

Canadian companies have demonstrated amn ability to compete
against the major foreign competitors in selected product
areas, but the total Canadian offer has often not been
competitive against foreign bids with more attractive
government-supported financial packages, including protection
against inflation of fixed price coutracts, and the timely
offer of competltlve interest rates.

Canada ranks high among nations in the percentage of GNP
which is dispersed to the aid of developing countries;
however, there is insufficient visible collaboration between
CIDA, EDC and ITC in the selection of the projects which
would match the particular project and manufacturing skills
of Canadians with the needs of these developing nations;
Canadian consultants receiving CIDA funding do not support
the supply of domestic equipment and service to the same
extent as consultants from other countries.
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Given the current world overcapacity in the electrical
products manufacturing sector, the international agreement
limiting the subsidy element in concessional financing can be
expected to come under increasing pressure. Concessional
financing in support of foreign bids continues to pose a

‘threat in Canada and provides an advantage to offshore

suppliers which Canadian suppliers cannot match.

Support has been given to Canadian export activities by the
ITC Program for Export Market Development and by the informed
members of the Trade Commissioner Service in most countries
around the world. :

Increasingly, to achieve export success in the markets of the
developing countries requires the offer of "turnkey packages";
Canadian industry has not had a successful experience in
bringing together participating companies into effective
bidding comsortia.-

Recommendations:

1.

ITC should continue the Program for Export Market Development
with periodic review and updating, taking into account the
rising costs of marketing work in most countries as a result
of the decline in the value of the Canadian dollar.

EDC should reconsider its policy of making a profit at the
expense of Canadian competitiveness on foreign bids under
these circumstances. In cases where Canadlan bids are
competitive in all other aspects, EDC should provide, on a
timely basis, financial packages that are competitive in
interest rates and in terms, including protectiom against
inflation. EDC financial capacity to support export offers
should be increased.

Contrary to the current philosophy in government, tied aid
can be justified and should be emphasized. It should be a
fundamental guideline of Canada's aid policy to use Canadian
consultants, Canadian specifications and Canadian products.

ITC, EDC, and CIDA should collaborate to optimize financing
programs in support of domestic manufacturers"exports (e.g.
through blended rate financing) and to select aid projects
which, in a practical way, match the particular skills of

Canada's manufacturing industry with the needs of developing
countries,

The govermment should continue to press for a stronger
international agreement limiting the provision of.
concessional financing to developed countries. Recognizing
that this is a partial solutiom, the government should
monitor the level of fimancing coming into Canada, with a
view to neutralizing its effect when it is used to finance
products which compete directly with Canadian products.
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FOREIGN OWNERSHIP

There appears to be a resurgence of "anti-foreign-ownership"
feeling in Canada. The strong feelings on this issue often are
not based on any systematic examination of the benefits and
drawbacks of foreign-ownership. Such a situation contributes to
economic uncertainty and thus adversely affects all business
decisions. :

Background:

From the point of view of Canada's economy, the performance
of a firm is important. The ownership is not.

Foreign-owned companies have made a major contribution to the
stability and growth of the Canadian economy. Such companies
not only have provided needed capital, they have brought
technology, marketing connections and access to R & D.

The multinational has an advantage over many Canadian
companies in the area of worldwide marketing and
distribution. This is a strength which can be readily
exploited through programs like the Pathfinder Program,
restructuring product lines, specialization and. concentration
on technology development in areas which will increase

exports.

. While foreign ownership in some cases has made Canadian

subsidiaries vulnerable to policy decisions of foreign
governments or has restricted the ability of a subsidiary to
pursue new opportunltles, many foreign—owned firms are free
to respond to events in the marketplace and have been able to.
work aggressively to take advantage of new opportunities.

Uncertainty about how govermument plans to treat foreign-owned
firms, and concern that discrimination will be practised
against subsidiaries and in favour of Canadian-owned

.companies, would be discouraging to foreign investment and

would have a negative impact on the Canadian economy.

. A semi-annual survey of capital investment intentions of

major businesses of Canada, carried out by ITC, indicates
that foreign-controlled firms included in the survey are
planning to increase their capital expenditures at a much
faster rate than Canadian-controlled firms.

Recommendations:

1.

Business and government should investigate further means by
which the link between subsidiaries and parent companies can
be used to benefit Canadian firms and to strengthen their
performance.
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To remove uncertainty, all companies should be measured
against a code of business conduct related to Canadian
economic and social priorities (e.g. the ITC Principles of
International Business Conduct, or the OECD Guidelines) and
firms which qualify should be treated equally by governments
irrespective of the nationality of their ownership or
control,

INDUSTRY PERFORMANCE 1SSUES

VIiI

PRODUCTIVITY

Significant gains in the productivity element of cost
competitiveness must be achieved to offset other cost increases
if the industry is to respond to increasing foreign penetration
of the domestic market and to export opportunities.

Background:

While exports of the electrical products sector have
increased to more than 8 per cent of factory shipments in
1976, indicating competitiveness in some products, the
decline in the overall competitiveness of the sector is
indicated by the growth of the negative trade balance from
$189 to $877 million during the period 1965 to 1976. Over
this period industry shipments as a percentage of the
domestic market fell from 87 per cent to 79 per cent. This
has been a key factor affecting the productivity performance
and growth of the industry. '

Within the domestic economy the growth in productivity in the
electrical industry has been at a rate below the average for
all of manufacturing. This may partly reflect the maturity
of many of the industry's products and the already high level
of productivity.

In comparison with foreign competitors, especially the United
States, the level of Canadian productivity is lower in
industries producing high volume standardized goods. This
gap arises from the small size of the market and the
fragmentation of production which inhibit firms' abilities to
gain the benefits of greater scale and specialization. TFor
firms producing large custom—built pieces of equipment,
productivity levels are comparable with United States
counterparts. Through the growth of the domestic market,
entry into some export markets, and the vigorous efforts of
the industry, productivity growth rates exceeded those of the
United States industry and the gap narrowed until the
recession of 1974. Since that time. overcapacity has held
down further productivity improvement. Given the structural
nature of the constraints to productivity improvement, a
major drive above and beyond the ongoing efforts of the
industry is required if its competitive position is to be
improved significantly. '
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- Gains in cost competitiveness will become increasingly
- difficult to achieve in a period marked by lower market
growth and increasing production costs. Under such
conditions, productivity gains are of particular importance
in restraining price increases which heighten the risk of
further loss of both domestic and foreign markets.

- Productivity gains require investment in a range of functious,
including modernization of production plant and machinery,
process development for more efficient use of energy and

- materials, and improved distribution systems. To reduce the
.unit cost of output, investment will also be needed to
achieve restructuring within the industry to obtain more
efficient units of production. These investment plans
require an improvement in the profitability of the industry
in order to generate some of the needed capital and to offer
the prospect of rates of return that will compensate
investors for the risk and effort involved.

Recommendations:

Industry must identify areas of product excellence where
specialization would improve cost competitiveness, and must be
prepared to commit the necessary investment funds to achieve and
maintain this. For Canadian subsidiaries, which represent a
significant portion of this industry, an appropriate strategy
would be to seek world product mandates from their parent
organizations. "

Initiatives for the improvement of productivity must originate
within industry and must include measures affecting all aspects
of a company's operations - technology, production, marketing,
finance and management. Government policies and programs may be

necessary to remove constraints to improvements in these areas

and specifically to permit a return on investment that is
competitive with other countries and that will stimulate capital
formation here. Recommendations in respect of the latter
objective are as follows. Recommendations on related areas can
be found elsewhere in the issue papers.

1. The federal govermment should amend corporate tax legislation
to recognize and allow for .the impact of inflation on.
corporate profits. '

2. Increase the present investment incentive credit to 15 per
‘cent of eligible capital expenditures as a direct reduction
of corporate income taxes otherwise payable. '

3. Remove present provision by which capital costs of the
acquired assets are reduced by the amount of the incentive
" for capital cost allowance purposes.
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Reduce the period in which the cost of the eligible capital
expenditures can be written off for tax purposes from two
years to one year.

Expand the investment incentive program to cover all capital
expenditures in the industrial sector rather than limiting
these, as at present, to expenditures for manufacturing plant
and equipment only.

Shorten the period for write—offs for tax purposes of
building investments to encourage expansion needed to support
programs related to investment for productivity improvement.

Recognize, within investment incentives definitions, the cost
of restructuring within thé industry for production
efficiencies.

Impact:

Improvement of industry productivity is critical to overcoming
the competitiveness gap which has been undermining the weaker
sub-sectors of the industry. It is also important in the
stronger sub-sectors if they are to improve their trade and
employment performance and make a full contribution to economic
recovery., : :

VIII

RESEARCH AND DEVELOPMENT (R & D)

Increased levels of R & D are essential to achieve the national
goal of a stronger, more independent technology base and a level
of new development to give Canada a significant base of unique

and competitive products for domestic and international markets.

~Background:

If Canada's manufacturing industries are to contribute fully
to future growth of the economy, it is important that they
remain abreast of the advance of technology. Failure to do
so will make them increasingly susceptible to competition
from low-wage developing countries.

The Canadian expenditure on R & D has steadily dropped since
1968, from 1.2 per cent of GNP to about 0.9 per cent. The
decline has been even more severe in the electrical and
electronic industries.. Their share of total Canadian
industry R & D has dropped from about 30 per cent to 23 per
cent in the same period.

In Canada the key to productive R & D must be selectivity and
the need to focus on areas of advantage where the identified
R & D costs can be carried competitively in the selling
price. Such areas may include low, medium and high
technology industries.

v

~

- e - - _i L L

"

w



23

- ' The Canadian electrical pfoduct manufacturing industry has a

proven track record in the development of technology-based
products in response to indigenous needs and with world
export potential. Examples range from high voltage DC
equipment, hydro generators and industrial drive systems in
the industrial electrical field, through fibre optics in wire
and cable, to electric kettles and dehumidifiers in the
appliance industry.

Foreign ownership is significant in the Canadian electrical
industry and undoubtedly has some effect on the levels of

R & D performed by electrical products manufacturers in
Canada. This situation is partly reflective of differences
in the "product profile" of parents and subsidiaries, but
more so of the relative attractiveness of the business
climate in the respective countries. -

R & D activity is employment—-intensive and provides
high—-quality, high-income work.

1.

l Recommendations:

The present R & D tax incentives should be increased and
applied to 'base" as well as incremental expenditures. 1In
addition to continuing to qualify for 100 per cent write-off
as a normal expense, eligible R & D expenditures should
qualify for an effective 25 per cent tax rebate. Existing
programs for small and medium—size business should also be
enhanced in order to equalize the opportunity of benefit.

The definition of R & D expenditures eligible for the above .
treatment should be broadened to.cover expenses which are
essential to: the development of new or improved products or
processes (e.g. direct labour, direct material, subcontracts
and consultants, overhead) including industrial design
services and the costs of construction prototypes, pilot
plants and special test equipment. In addition, the
following pre-production expenses should be eligible for
support where they are related directly to the commercial
exploitation of the results of the development project: the
preparation of production drawings, process data, reports,
specifications,. instructions and bills of material, and the
design of production tooling, inspection and test equipment,

" and other non-recurring, pre-production activities of similar

nature. s

Canadian R & D incentive programs should have long-term
continuity, recognizing the need to provide .the time and
stability for staff build-up and retention, as well as design
and development, and the transition to manufacturing
engineering and production. The federal govermment should
commit itself to the support of these measures for a period
of not less than 10 years.
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The Department of Industry, Trade and Commerce and the
Department of Energy, Mines and Resources should establish,
with appropriate representation from the provinces, a Task.
Force.or Action Group. to formulate policies and: related
programs, with the objective of facilitating electric power
system interconnections and networks, utilizing and supporting
the capability of Canadian manufacturers to design and
produce the required equipment and systems. Such policies

and programs should be designed in support of, and related

to, the R & D programs.

Impact:

A tecent in-depth analysis in the United States of certain
aspects of high and low-technology industries discovered
that:

a) high-technology industries grew almost three times as
fast as low—technology industries;

b) output-per—employee in high-technology industries is
double that of the low, and this favourable labour
productivity is mirrored in a price record of much more
resistance to inflation in the high-technology
industries;

c) output-per-employee gains were not at the expense of
employment; employment in the high-~technology industries
has been growing at a rate nine times that of the low-
technology groups;

d) high-technology products generated a significant trade
surplus while those with a low-technology content showed
a deficit.

Such performance should be equally attainable in Canada,
given adequate support for the industry.

The extent to which an enriched tax rebate will directly
generate more R & D is difficult to estimate with any degree
of precision. At the maximum, if the full amount of the tax
rebate's incremental benefit were to be reinvested in R & D,
a company's individual R & D expendltures could be 1ncreased
by around 15 per cent.

Realistically, however, it would seem unlikely that the full
amount would flow through as increased R & D. Over a period
of time there would be a substantial increase, particularly

by the successful tax-paying companies in the industry. In
addition, a more generous tax treatment of R & D expenditures .
would have a positive influence on the overall business
climate and should encourage more optional R & D to be
performed in Canada, particularly in the high~technology
industries with strong international characteristics.
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Thus an increased R & D.tax credit would have a twofold
impact. 'In the first instance, it would permit more
investment in R & D by those companies already successfully
involved; and in the second, it would emhance the
atrtractiveness of Canada vis-a-vis other countries as a place
in which to invest in R & D facilities. Both would stimulate
Canadian technology-based industries. : '

IX EMPLOYEE RELATIONS AND AVAILABILITY OF SKILLED MANPOWER

Productivity of the electrical manufacturing industry is impaired
by some employees' lack of understanding of the industry's
decreasing competitive position and the factors that influence
it. The industry is also at a disadvantage vis—&-vis the United
States because of higher unit employment costs. Management and
labour unions have not generally worked together to develop
better understanding and co-operation to improve productivity.
The industry is also suffering from a shortage of highly-skilled,
experienced tradesmen and technical workers which is expected to
become more pressing over the next three to five years.

Background:

- Productivity is much more than production worker output per
hour. It is the effect on output by all the inputs including
R & D, design, plant, equipment, methods, systems, etc.
Particularly important inputs, however, are co-operative
attitudes and effective work by all employees.

-  During the 1960's and early 1970's Canadian wage rates rose
more rapidly than those in the United States. Up to 1972
"improved. output per man-hour more than offset these
increases, but since then Canadian productivity performance
has not matched the pace in the United States. The resulting
competitive disadvantage has been further aggravated by _
reductions in the Canadian tariff following the Kennedy Round,
and up to 1975 by the appreciation of the Canadian dollar.

- Since the end of the. Second World War, Canada has relied upon
the .immigration of skilled workers, largely from Britain and
Europe, to meet the major portion of its needs in this
respect. As a result, there was little pressure upon
‘government, business or labour to make significant efforts to
train new workers in the relatively high-level skills '

""required in many of. the advanced-technology industries.

~ ' Rising standards of living in Europe, tighter immigration.
- procedures and growing demand for workers with technical
" skills have acted together to tighten the market for this
type of manpower. These pressures likely will continue over
the foreseeable future. Skilled tradesmen such as
electricians ‘and machinists are in short supply despite high
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unemployment levels. Specialty skills such as transformer
coil winders must be trained intermnally, enticed away from
competitors or obtained through immigration. The factors
that influence this situation are indicative of an increasing
Canadian problem that requires solution if the electrical
high-technology industry is to develop and 1mprove its
international competitiveness.

- The geographic size of Canada, its political subdivisions and
internal differences of culture and language and the cost of
relocation have tended to reduce the role that could be
played by internal worker mobility in-easing imbalances of
labour supply and demand in different regions of the country.

- Business and labour have some concerns which have inhibited
their willingness to support systematic private sector
efforts to train workers. On the part of firms, there is
concern that the mobility of workers can mean that the firm
can lose the services of any employee after time and money
have been invested in him. On the part of labour there is
concern that learning workers not be used as a cheap
substitute for fully-qualified employees and that in times of
slow economic activity more senior workers are not laid off
so that learning workers may continue their education.

Recommendations:

1. Govermment, industry associations and labour unions must work
co-operatively to develop information material on the factors
that influence productivity, including the contribution of
employees' positive attitudes and motivation to effective
work and low absenteeism. '

2. Industry management and labour unions, together and
separately, must communicate with and involve workers in
productivity improvement programs.

3. The govermment sector should not lead 1ndustry in wage,
salary and benefit lncreases.

4. Federal and provincial labour legislation should be revised.
to provide secret ballots for strike votes.

5. Industry and labour with the assistance, where necessary, of
governments should develop a more flexible approach to
apprenticeship—training programs with a view to better
balancing the needs of apprentices to complete their training
and the needs of more senior skilled workers for protection
against loss of jobs in periods of low activity.
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Incentives should be developed to encourage entry into, and
completion of, apprenticeship programs. This could be
achieved through interprovincial harmonization of training
and apprenticeship programs aided by a system of certificates
which provide greater recognition of the skills possessed.

Industry, labour and government should establish and support
a training program for the electrical industry to set
standards for certification of various trades. Demographic
manpower projections should be made periodically to identify
projected needs of the various skilled occupations.

Increase the size and scope of government training programs;
encourage greater on—-the—job training; and establish a
"co-operative" system of education at the level of the
community college, technical school or CGEP whereby students
would alternate between formal education and practical, shop-
floor experience. '

Provide a tax incentive for employers to upgrade the skills
of their employees by offering a 150 per cent write—off
against taxable income of expenses incurred in providing
approved forms of worker training.

As a means of improving mobility to fill short—term regiomnal

needs, mechanisms should be developed to recompense workers
for extra costs of temporary dislocation.

RATIONALIZATION

The Canadian electrical products manufacturing industry must be
restructured if it is to survive in a "freer" world trading
environment and to reduce the substantial trade deficit of the
sector.

Background{

Canada is running a large and increasing trade deficit on
electrical products in spite of a respectable level of
exports of 9 per cent of shipments.

The sector contains a wide range of products from large;
high~technology, high~unit cost, custom~engineered products
and systems to standardized, low-unit cost products most
economically produced in long production runs. In addition,
reference is made below to turbine drives for generator
systems (hydraulic, steam and gas) produced by the generator
manufacturers because they are sold as packaged systems.
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At present the sector has four major characteristics:

1. the small domestic market and the excessive number of
manufacturers in many product lines have resulted in.
small scale, higher cost production. Fragmentation of
manufacturing activity has resulted from DREE and some
provincial govermment procurement policies;

2. the relatively small size of firms in Canada does not
support the level of investment in R & D necessary to
create "free standing'" product lines that can compete
worldwide;

3. exports from this sub-sector are dominated by products in
which the technology base resides in Canada; and

4, most production comes from the Canadian subsidiaries of
multinationals, and this is unlikely to change.

There has already been a significant amount of consolidation
and rationalization in the Canadian electrical industry.
Furthermore, a number of free-standing product lines have
been developed through Canadian R & D or by assignment from
parent company of world charter., E.g. waterwheel generators,
bulk o0il and air blast power circuit breakers, drive systems
for mine, mill and transportation systems, industrial gas
turbines and small steam turbines, hydraulic turbines, HVDC,
EHV. and UHV power transformers, solid-state excitation ’
systems for hydraulic generators, and a variety of utility
control and instrumentation systems.

In the case of major appliances, the recent formation of the
Canadian Appliance Manufacturing Company (CAMCO)  through the
combination of three of the larger manufacturers is a prime
example.

Recommendations:

1.

Federal policies (e.g. DREE, FIRA, combines legislation)
should encourage, or at least not interfere with, market
forces tending to concentrate Canadian manufacturing.

Provincial governments should be dissuaded from following
purchasing practices which tend to fragment the industry.

R & D incentives and internationally competitive taxation and
trade policies are required to make it attractive for multi-
national companies to assign international product charters
to Canadian operations.

Government and industry should identify key projects with '
potential national scale, e.g. export of electricity, and
should encourage these.
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5. Industry should initiate identification of sub-sectors and/or
products which would benefit from international
rationalization where domestic rationalization alone cannot
provide competitive economies of scale or the range and
variety of product designs. Also, industry and government
should undertake joint discussions with the United States
regarding the possibility of a tariff-free continental market
for them.

Impact:

-~ Greater concentration of production will improve
competitiveness through lower unit costs and increased
capability for R & D.

- An improved investment climate achieved through govermment
action on R & D incentives and internationally competitive
taxation and trade policies will greatly assist Canadian
subsidiaries in their efforts to earn additional world
charters for selected product lines from within their
multinational structure. Such action could also attract new
R & D centres or manufacturing facilities to locate in
Canada.

The end result will be greater specialization by Canadian
manufacturers, lower prices to Canadian customers, an expanded
technology base, increased exports of some products, and
depending on the degree of competitiveness achieved, a reduction
in level of imports of some products.

SUB-SECTOR - SPECIFIC ISSUES

The Task Force considered the issues and concerns
arising within each of the sub-sectors comprising the electrical
industry. . The sub-sectors are: Industrial Electrical, Wire and
Cable, Major Appliances, Small Appliances, Batteries and
Miscellaneous Electrical Products. The views, analysis and
recommendations of the Task Force relating to each of these
subsectors are contained in Appendix A.

For all of the sub-sectors, it was found that the
horizontal issues discussed above were of great importance.
Conditions and concerns unique to each sub-sector led to
particular emphasis being placed on various horizontal issues for
the different sub-sectors. For two sub-sectors, Major Appllances

‘and Small Appllances, the Task Force made.additional

recommendations concerning matters beyond the horizontal issues.
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CONCLUSIONS

A common coucern runuing through all the issue papers
is the need for the electrical industry to redouble its efforts
to strengthen its competitive position. This is a task that will
require the best co-operative efforts of management, labour and
.government. In the area of general business climate issues, the
Task Force identified in its issue papers a number of areas where
government policy changes would enable the industry to broaden
and strengthen its special capabilities and more generally,
create an environment more conducive to healthy economic growth.
In the case of the industry performance issues, the Task Force
highlighted several areas where labour and management must
increase their efforts to strengthen productivity and
competitiveness and indicated public policy changes that would
assist in this process.

As a major participant in the supply and distribution
of energy, the electrical industry is in the unique position to
increase Canada's domestic supply of energy and to provide
significant industrial benefits in the process, However, to
achieve this, it is important to have an energy policy that
encourages the replacement of foreign o0il imports with domestic
energy. A focus upon accelerated development of electrical power
will ensure that more money stays in Canada, more attractive
manufacturing jobs are created, and a world competitive
technological base is maintained.

The electrical industry is proud of its strong
performance in export markets, in the face of intense competitive
pressures. However, the active intervention of foreign
governments in support of their electrical producers both in
their domestic and foreign markets presents the industry with
unfair competition at home and abroad. Until meaningful progress
is made on the international removal of NTB's and export support
programs, the Canadian electrical industry must be assured of
competitive support if it is to prosper. To this end, it is
important that the Canadian market be secured for domestic
producers through the active use of trade and procurement
policies, and that the export sales of Canadian firms receive
export financing support from government which is -as attractive
as that offered by foreign producers,

Over the longer run, the prospects of the industry will
be determined by the ability of firms to improve their
productivity and maintain and extend their technological
strengths, The industry is anxious to pursue these goals, and
indeed already is doing so. Both require the investment of
substantial sums of money. To make such investments financially
worthwhile and to secure the capital needed for them, the profits
of the industry must recover from their current levels.
Government's contribution in this area should be to reduce its
"take" and to re-orient its spending priorities towards the
support of industrial activities which promise to create a larger
pool of wealth.

"
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, If the industry were to achieve the policy changes and
improvements it is seeking, it would be able to contribute even
more than it currently does to national ecomomic goals, providing.
a significant number of attractive new jobs, a strong
contribution to mnational productivity, impressive export
earnings, reduced import penetration, greater energy self-
‘sufficiency and increased national income. ‘
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APPENDIX A

SUMMARY - OF ELECTRICAL INDUSTRY SUB-SECTORS

INDUSTRIAL ELECTRICAL EQUIPMENT

]

.Introduction:

- The purpose of the report is to identify objectives for an
increased contribution by the industry sub-sector to Canada's
economic well-being and to put forward recommendations
directed toward these.

The objectives are:

. A Canadian energy policy appropriately recognizing the
role of electricity and the strategic importance of a
supporting. domestic manufacturing industry in the
energy program.

A strengthened Canadian technological base through an
increased level of investment in the innovative
processes,

An improved sub-sector trade balance by import
replacement and exports through recommendations related
to multinational trade negotiations, domestic
purchasing practices, and competitive export
incentives. :

. A better cost competitiveness through an improved
business environment encouraging investment for
productivity improvement and industry restructuring.

Background: .

-~ The Industrial Electrical Equipment. Sub-~Sector is the largest
_of the electrical industry sub-sectors accounting for 30 per
cent of industry shipments, 40 per cent of exports, 35 per
cent of employment and experiencing 36 per cent of industry
imports. '

- The.products of the sub-sector include the broad range of
© products of SIC 336 for the generation, transmission and

distribution of electricity and equipment for the conversion
of this electricity into other forms of energy for broad-
applications in resources, transportation, and primary and
secondary manufacturing industries. . The products themselves
cover a broad mixture from heavy-electrical, high-technology,
custom-built power generators and transformers to
mass-produced electrical components and devices for
industrial and contractor markets. In between these extremes
are such products as large and medium—sized motors and
control systems for steel and paper machine drives, mine
hoists, ship propulsion and transportation systems.
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The sub-sector employs a wide range of technologies and types
of manufacturing facilities, the latter ranging from the high
investment, specialized machinery needed to produce
generators, large motors and power transformers, to the
relatively light type of facility required for the mass
production of components such as ballasts, capacitors aund
distribution transformers. The cost of entry and the types
of technology vary across the sub-sector with a high level of
design and custom—manufacturing competence dominating for the
heavy equipment and mass-production techniques important for
the lighter products.

Compared to the total Canadian electrical industry, the
Industrial Electrical Equipment Sub-Sector has had a somewhat
better performance over the period 1965-1975. The market and
factory shipments had a slightly higher growth rate than for
all electrical products and the percentage increase in the
sub-sector's exports outpaced the export growth for the
industry. The percentage growth in imports was lower than
for all electrical products. And during the period since
1974, when the total industry employment was shrinking by
more than 10,000, this sub-sector held about even.

The quality of employment is high in the electrical products
industry compared to all manufacturlng, as 111ustrated in the
following table:

Electrical All

Equipment Manufacturing
Managerial ' 22% 18%
Sales 5% ) 67
Science and Engineering 7% 47
Production 627 667

The relatively high-technological content of the products and
processes of the sub-sector suggests an even higher level of
technically-skilled employees.

From an international viewpoint, the sub—sector has increased
exports from 7 per cent of shipment in. 1965 to 1l per cent in
1975, a level which compares favourably with exports of about
8 per cent of factory shipments for electrical products for .
the U.S. and 7 per cent for Japan. In the same period,
however, the trade deficit of the sub~sector increased by
$190 million to $278 million, and further to $312 million in
1976. Trade data for the sub-sector suggest that the cause of
the deficit is not so much a low rate of exports, but rather
a very high penetration of our domestic markets by foreign
manufacturers. Despite a domestic market that is significant
relative to the large producer countries of electrical
products (i.e. 90 per cent of France, 65 per cent of Britain,
and 23 per cent of Germany), Canada is the only country among
the large producers with a negative trade balance in
electrical products.

Y I
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- The sub-sector has significant resources and has demonstrated
the skills to .employ them; it contributed to the Canadian
economy products and services to the value of $940 million in
1976; it achieved a level of export sales of $104 million,
and provided employment for over 26,000 people. However, the
level of imports to the Canadian market strongly indicates
the need for policies supportive of import replacement and
industry consolidation of the domestic market.

i

Recommendations:

- The sub-sector analysis fully supports the important
horizontal issues and the proposed recommendations identified
- by the Task Force. Recommendations on the following issues
have a particularly significant impact on the industrial
electrical equipment sub-sector:

(1) Provincial Utilities Procurement Policies
(2) Rationalization _
(3) Export Marketing and Financing.

4"
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INDUSTRIAL ELECTRICAL EQUIPMENT SUB-SECTOR

Products included are:

SUMMARY DATA SHEET

Pole Line Hardware
Turbo~generators
Generators AC of all

Motors AC of all
Motors DC of all

Generators DC of all
Welding Apparatus
Ballasts

sizes

sizes
sizes

sizes

Transformers of all sizes
Circuit Breakers

Switches

Fuses

Capacitors

Switchgear

Industrial GControl
Converter Equipment

1976 performance data compared to Canadian electrical industry

29.3%
36.47
39.1%
35.47%

Growth in output and market

of
of
of
of

industry
industry
industry
industry

- Electrical Industry

shipments
imports

exports -
employment

compared to

- ($940 million)
- ($416 million)
- ($104 million)
~ (26,250 employees)

Canadian electrical industry

Domestic Trade
Market Shipments  Exports Imports Balance

1965 1,506 1,317 78 267 -189

1975 3,673 2,956 256 976 =720
Change $ 2,167 1,639 178 709 -531

% 143.9 124 .4 228.2 265.5 280.,9

- Industrial Electrical Equipment Sub-Sector

1965 T hbh 376 25 113 - 88

1975 1,161 883 97 375 -278
Change $ 697 507 72 262 -190

% 150.2 134.8 288.0 231.9 215.9

Electrical Industries
1974 A
Domestic Exports Imports
Market Shipments % Shipments Z ADM
U.s. 33,773 34,900 7.9 4.8
Japan 26,602 28,200 7.1 1.5
F.R.G. 14,790 17,600 24,6 10.3
Britain 5,133 5,436 25.1 20.7
France 3,720 4,100 40.3 34.2
Canada 3,362 2,656 9.0 28.1
Canadian Industrial ,
"Electrical Sub-Sector (1975)

1,161 883 11.0 32.3

I
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WIRE AND CABLE

Introduction:

- The purpose of the report is to make practical
recommendations that will assist in making the Canadian wire
and cable industry competitive with similar industries in
other industrialized countries, specifically the United
States.

Background:

- The wire and cable industry includes firms that manufacture
electrical wire and cable, both insulated and uninsulated.
Among the applications for wire and cable are telephone and
telegraph systems, electrical power transmission and
distribution, and other equipment manufacturers' products
using magnet wire in generators, transformers, motors,
control equipment, etc. In 1976, it was the second.largest
electrical sub-sector accounting for 22 per cent of the total
sector shipments. :

= In 1976, the domestic and export business was carried out by
15 companies operating 38 plants. There was at least one
wire and cable plant in every province except Prince Edward
Island and Newfoundland.

- The demand for wire and cable in the early 1970's was
increasing at an average double digit rate per year. ‘This
heavy demand triggered plant expansions across the country
based on a forecast of continued growth. When the demand
peaked in 1974, the industry was left with significant
overcapacity with most competitors trying to capture a larger
share of a static market. The result was price deterioration
and the erosion of profitability. '

-~ ' Under the above circumstances, the industry should be in a
position to increase its export shipments. In fact, because
of the structure of the industry and its markets, the
industry has been losing its share of the export market, and
has been in a deficit position since 1973.

-~ There are a number of issues facing the industry which have
~ important impacts om its competitiveness. These include
productivity, overheads, thé MIN, material costs, and plant
capacity.

- The productivity of the industry is lower than that of its
United States. competitors, but rationalization of production
to achieve comparable economies of scale and specialization
is considered difficult under current Canadian competition
legislation. In addition, the purchasing policies of
provincial governments have had the effect of inducing
uneconomic fragmentation of some facilities.
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-~ Management and labour in the Canadian industry have not been
as productivity~conscious or as agressive in cutting costs as
in some other industrialized nations. Furthermore,
productivity has suffered from the shortage of skilled labour
arising from the lack of apprenticeship-type training
programs, and the lack of enthusiasm for such programs by
students who have the basic capabilities. This, in turn, is
largely due to the current labour legislation framework and
the way in which labour contracts are negotiated. The thrust
towards the equalization of pay between the lowest skill and
the highest skill in the plant means there is little
incentive to improve one's skills.

-  Overheads that are beyond the control of management are
higher in Canada than in the United States. Many of these,
such as the recent Ontario proposal for OHIP increases, are
for social programs imposed by governments.

- There has been continued concern in the wire and cable
industry that government negotiations in the MIN are
continuing to treat this sub—sector as a part of the
conductor-materials sector. The problems of the two are
vastly different and this approach could mean the sacrificing
of this sub-sector as a part of a total compromise.

- The cost of material to Canadian producers is a factor in the
export performance of the industry. Insulating materials are
priced higher in Canada than in the United States, and
conductor material prices are adjusted upward to reflect the
differential in the value of the Canadian and the United
States dollar.

~ New entrants into the industry, or existing competitors, can
obtain grants for new facilities or expansion, which result
in uneconomic decisions, and further aggravate the
over—capabity. problem to the detriment of the entire
industry. A

Recommendations:

~ The sub-sector ‘analysis fully supports the recommendations in
the horizontal issues papers. The recommendations on
productivity, rationalization, the MTN, and manpower are
particularly important to the sub-sector..

'Impact:

- If the recommendations on the horizontal issues are
implemented,; the industry should be able to retain its share
of the domestic market and grow as the market expands. In
addition it may be able to develop a sufficiently high level
of exports to once again be a net exporter and contribute to
an improved merchandise trade balance. The industry would
continue to provide an effective vehicle for adding value to
Canadian raw materials such as copper, aluminum and
plastics. : o '

"~
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A strong industry will be better able to withstand the
reduction in tariffs resulting from the Tokyo Round MTN and
will require less adjustment assistance as tariffs are
reduced, In the event steps are not taken to provide for the
reduced tariffs, it should be recognized that the impact is
likely to fall first on the smaller regionally dispersed
plants.



MAJOR APPLIANCES

Introduction: -

There is serious concern about the continued existence of the
major appliance industry in Canada because of increased
competitive pressure from imports, the disappearance of )
historical cost advantages of manufacturing in Canada and the '
threat of reductions in tariffs,

Background:

The major appliance sub-~sector has been losing market share
to imports which now account for 25 per cent of the domestic
market, up from 13 per cent ten years ago.

The tariff on major appliances imported into Canada is 20 per
cent (15 per cent for dishwashers and room air conditioners
which are classified as machinery for tariff purposes).

The competitive position of Canadian appliance manufacturers
is impaired by lower productivity in Canadian plants
vis—a-vis American. Shorter production rums, lower capital
investment per employee and higher component costs all
contribute to the higher cost position and consequent lack of
competitiveness of the Canadian manufacturers with their key
competitors in the United States.

The industry has undergonme major restructuring in the last
15 years, both in production facilities and corporate
ownership. The process of merger and rationalization
provides the industry with the potential of developing
long-term cost viability. However, industry commitment to
further consolidation and investment in productivity
improvement is required in order to meet international
competitive pressures.

Recommendations:

Sub~sector analysis supports key recommendations in the
horizontal issue papers. The following specific recommendations

are made:
3 » 3 ’ . ’ *
1. Encourage continued industry rationalization.
2. Tariff reductions on appliances resulting from the MIN must
be phased in over a five to ten-year period and must not )
exceed 20 per cent of current rates.
3. Include dishwashers and room air conditioners (two high )

growth products) under the appliance tariff for duty
purposes. :

-~
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4. Change the application of the federal manufacturers' sales
tax so that imports do not derive a competitive advantage
over Canadian manufactured appliances.

5. Ensure that electrical code standards and energy counservation
standards are effectively and realistically introduced and
applied. ' . s

 Impact:

The domestic major appliance market exceeds $700 million
sales annually, employs 12,000 Canadians directly, is the
second largest user of sheet steel in Canada, and supports a
domestic component manufacturing industry of almost
equivalent size.

Given the appropriate policy mix, the industry has the
potential of increasing direct industry employment by up to
3,000 jobs (plus an additiomnal 6,000 indirect jobs) currently
being lost to imports. In addition, the industry has
indicated an increasing commitment to R & D projects and
export sales programs which could further build its
employment base, ‘

Consistent support of the sector recommendations will allow
the industry to maintain long—term viability.
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SMALL APPLIANCES

Introduction:

- The implications of the disappearance of historic cost
advantages enjoyed by manufacturing in Canada and the
possible loss of the protection provided by tariffs for the .
continued existence of the small appliance industry, are a
cause for very real concerun.

Background:

- During the past ten years the small appliance sector has been
losing market share to imports at an ever increasing rate -
from 30 per cent of total market in 1965 to 42 per cent in
1975. At the present time imports are increasing at twice
the rate of products being manufactured in Canada.

- Tariffs oun small appliances imported into Canada are now
15 per cent for motor driven products and 20 per cent for
heated products.,

- Product and model proliferation in Canada's small and
geographlcally extended market results in low productivity
that is impairing the ability of Canadian manufacturers to
competé. The short production runs do not permit the
industry to invest in automatic equipment,

-~  Because of the loss of market share to imports, Canadian
plants are operating at less than capacity.

~ Lack of R & D over the past years has led to few original
Canadian engineered products being developed.

~ The dominant position of mass merchandisers contributes to
multiplicity of products and their buying power helps to
increase the sale of imported goods.

- The manufacturing segment of the industry is at a
disadvantage insofar as the levying of federal sales tax is
concerned, This tax is levied at the landed price plus duty
on imported goods - however, it is levied at the price at
which the manufacturer sells to trade on manufactured goods.

- Low return on investment has resulted in a lack of capital
investment having been made by the industry in recent years.

.
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Recommendations:

1.

Sub-sector analysis supports the general recommendations in
the horizontal issue papers. In addition: this industry has
a special need to phase out uneconomical products and commit
itself to a rationalization program. This can be of world-

~wide scope as well as in Canada. It must specialize in those

areas in which it can compete and become effective in
international markets.

2. The phase-in period for the lowering of tariffs must not be
shortened as was done after the Kennedy Round. Sudden
substantial drops will destroy the industry. Tariff cuts on
small appliances should not exceed 20 per cent over five to
ten years. "

3. A program whereby manufacturers can purchase parts and
assemblies at favourable duty rates should be set up - this
should be done by a credit system based on Canadian purchased
parts and assemblies.

4, The current federal sales tax program should be revised, and
those products which are imported should have sales tax .
levied at the same level of sale as manufactured products.

5. A major "Buy Canadian'" program should be launched and run at
least twice a year with government sponsorship.

Impact:

The phasing-out of uneconomic products will enable the
industry to become more effective and concentrate on those
items in which it can-compete in world markets. ‘

A gradual lowering of tariffs will enable the indﬁstry to

"~ adjust ‘to these conditions in an orderly manner.

Being able to purchase parts and assemblies from outside

 Canada at favourable duty rates could greatly assist -

companies to enter into the manufacture of high-cost
products, which at present are imported complete.

. The establishmentAof a federal sales tax program which did

not discriminate against mahufactured products, would enable
manufacturers to compete more effectively against imports.

‘A'major information program directed at the consumer to "Buy.-

Canadian-Made Products! would greatly enhance the sale of
these products and make the consumer aware of the benefits of
buying '"Homemade Goods".
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BATTERIES

Introduction:

- The purpose of the report is to make meaningful observations
and recommendations about the Canadian battery manufacturing
industry, in context with the electrical industry, and with
regard to the overall manufacturing industry in Canada.

Background:

-~ The industry in Canada is dominated by eight or nine multi-
national corporations.

- During recent years, a technologically driven market decline,
combined with a "unique" loss—of-market situation (Auto Pact
with the United States), has brought about a significant
production overcapacity and a relatively large unfavourable
trade imbalance. However, there are some export
opportunities and at least one specific large new market
opportunity (electric vehicle batteries). If these are aided
by appropriate govermment policies (e.g. MTN) the current
production and trade imbalances should become redressed
soon.

- The industry which is regionally diSperséd'has a generally
satisfactory history of stability and adequate return on
investment. ' ‘

Recommendations:

Impact:

The sub-sector fully supports the analysis and recommendations
related to the horizontal issues. Of particular importance

to the sub-sector are recommendations on productivity, MTN,
regional development, and manpower resources.

I1f Canada's investment climate would improve, and if Canada
contains its relative inflation, its battery industry will
continue to thrive. There is prospect that this industry
might again become a significant growth industry, and this
possibility needs to be nurtured by appropriate tariff and
export aid treatments. The reward can be a doubling or
tripling of jobs, and a reversal of trade imbalance.
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MISCELLANEOUS ELECTRICAL PRODUCTS

Introduction:

- The objective of this study is to define in clear terms the
scope and nature of the industry sub—sector; to identify the
major issues which are currently having an impact on it and
which seem likely to do so in the future; to propose some
strategies involving both industry and government, which
address themselves to the key issues identified; and to
suggest actions which should be included in an industrial
strategy as it relates to this industrial sub-sector.

Background:

The sub-sector embraces firms producing a broad range
of diverse electrical products including lamps, lighting
fixtures, wiring devices, conduits and fittings. Even within
each of these categories, there is considerable diversity of
output.

- Imports far exceed exports in this sub—sector and the gap is
widening. The trade deficit on these products has risen from
$46 million in 1965 to $153 million in 1976.

- This is a highly fragmented industrial sub-sector. It
contains 34.6 per cent of the establishments in the
electrical industry, but accounts for only 18 per cent of the
industry's sales and employs just over 20 per cent of the
industry's workforce. Establishments are concentrated in the
industrial centre of Canada - 56 in Quebec, 108 in Ontario
and nine in British Columbia. Ownership ranges from giant
multinational to local owner/entrepreneur.

- Traditionally this has not been a highly profitable industry
sector. The technology base is generally low so there is
little R & D carried on - nor is there scope for much.

- Certainly in a national strategy sense this sector does not
present a large number of opportunities for long-term
improvement. However, since it does employ 20 per cent of
the work force in the electrical products sector, selective
strategic programs directed to productivity, stabilization of
employment levels could be beneficial,

Recommendations

The miscellaneous electrical sub-sector fully supports
the recommendations in the horizontal issue papers. Of major
importance to the sub-sector are the recommendations on
rationalization, particularly the identification of markets
and/or products which would benefit from international
rationalization where domestic ratlonallzatlon alone cannot
provide competitive economies of scale or the range and varlety
of product designs., :
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Impact:

The pressure of normal market forces should lead to a
process of rationalization. There likely will be some decline in
activity and employment within the sub-~sector as a result of
increased imports of some goods and some productivity
improvement. This trend toward a smaller but more efficient
sub-sector probably is inevitable, but those firms which are
competitive should be able to survive and prosper.
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APPENDIX B

SUMMARY OF TASK FORCE RECOMMENDATIONS

BUSINESS CLIMATE ISSUES

‘Energy Policy

1.

All of Canada's energy capabilities (including fuels,
delivery systems, plant, expertise and manufacturing ability)
must be treated by policy as one resource, and directed so as
to produce maximum benefit for the country. Market forces
alone will not create the energy supply and mix needed by
Canada. Energy is the key to Canada's survival as a trading
nation. It must be mobilized for future self-reliance, as a
base for industrial health and growth and as our counter to
cheap foreign labour in the production of international trade
goods. :

The Canadian government should recognize electricity as the
dominant energy form of the future, as Canada's energy bridge
over. the next decade, and as a strategic Canadian industry.
. A\
An energy policy must begin with an inventory of Canada's
regional energy resources, from which a joint and overall
assessment can be made of how the total can be used to the
best economic advantage of both the regions and the nation.
A timetable would then be established to bring these
resources on stream in a way that would create an orderly
flow of capital and extend the life of our non-renewable
resources., '

With due regard for the importance of conservation as an
immediate step, the electrical utilities should be encouraged
to promote the use of electricity as a substitute for oil and.
gas, in order to minimize Canada's dependence on. imported
0oil, and to make fuller use of our present under-utilized

.manufacturlng capacity.

The industries and utilities that support generation of
electricity are "world scale" and provide a major opportunity
to export finished product (electricity) to the United States
and thus redress our growing balance of payment situation.

In light of these strengths and the prlorlty to the upgrading

of Canada's natural resources, it is recommended -that the

government re-assess its policy on the export of electrical
power.

Multilateral Trade Negotiations and Trade Practices

1.

At the MIN, Canada should seek to delay the reduction of
Canadian tarlffs until it is demonstrated that relevant NTB's
have, in fact, been removed.
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The key elements required to effectively remove NTB's are:

(a) a specific documentation of what practices are permitted
under the regulations, and which are not;

(b) a sufficient transparency in each business practice
(e.g. the publishing of certain details related to
winning bid awards) to ensure all participants that the
regulations are being complied with; and

(¢) a provision for dispute settlement on a basis that does
not disrupt the normal routine of business, but rather
deals with repeated, deliberate breaches of the
regulations.

Foreign company-government offers to Canadian purchasers
(utilities or major projects) sometimes include concessional
financing (e.g. firm prices) that Canadian companies cannot
match., The federal govermment should consider a Domestic
Financing Corporation, similar to the EDC to assure that
Canadian manufacturers are not at a disadvantage in their own
country. :

The federal govermment should carefully re—examine the
position of the Canadian manufacturer relative to foreign
competitors on the matter of dumping, following which a joint
industry-government effort should be made (perhaps through
the Electrical and Electronic Consultative Committee) to
develop appropriate policy and procedures. 'Fundamental
points in a revised policy should include:

. The objective of the anti~dumping procedures should be to
prevent dumping in as far as possible.

. The time element in the finding of dumping and of injury
should be as short as possible.

. The cost to the Canadian company in demonstrating that
injury has taken place should be minimized. A mechanism
should be developed such that if injury is proved the
Canadian company is recompensed for the cost of the
action.

. The definition of "injury" should not make it unreasonably

difficult to establish that injury has taken place.

. Governmments should require an affidavit from the foreign
supplier that the goods are not being dumped.

« Governments should have a commitment not to purchase
foreign goods at dumped prices.

B3
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. The federal government should not overrule the Tribunal as
in the recent case of steel.

Canada should work toward neutralizing the United States DISC
program,

Canada should work toward eliminating the advantage held by
the United States on the matter of the definition of "injury"
for countervail purposes. ’

Industry and govermment should develop a contingency plan now
in the event of non-removal of existing NTB's or the
introduction of nmew NTB's by foreign countries.

Other countries recognize the economic benefit derived from a
healthy electrical industry, and support home manufacturers
through local purchasing. Federal and provincial governments
should make every effort to assure that the Canadian economy
reaps similar benefits for Canadian industry by either
assuring access to foreign markets or by devices designed to
assure Canadian manufacturers a "fair" chance in the Canadian
market.

The federal government should assure that the lowering of
Canadian tariffs does mot put Third World countries in a
preferred position in the Canadian market. Some Third World

_countries, using aid granted by Canada (or other countries)

for industrial development are becomlng an 1ncreaslng threat
to Canadian manufacturers.

Ad justment policies and plans should be'deVeloped at the
earliest possible date, that 'is, before the tariff reductlons
come into effect.

Each sub-sector will have its peculiar problems and will need
to work out specific impacts in order to develop appropriate
ad justment programs.

Ad justment programs must be aimed at making the sub-sectors
genuinely competitive with the new level of competition.
Such assistance should not be based on an 1ndef1n1te
"support" program.

AaJustment programs, to the .extent possible, should be based
on economic con51derat10ns and not polltlcal con51derat10ns.,

-AdJustment programs must recognize the impaet on employees,

on companies and on communities.
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Regional Development

1.

i

Provincial Utilities Procurement Policies

Development priorities and opportunities should be discussed
in the first instance with manufacturers who are already
established in Canada or who have developed a market here for
their products sufficient to support a viable manufacturing
facility.

While recognizing the fundamental importance of regional
development and a more balanced distribution of manufacturing
activity in Canada, application of DREE and other financial
assistance should be predicated on long-term prospects and a
realistic feasibility analysis which evaluates all relevant
criteria. Such analyses should be reviewed by industry
experts and adjusted where necessary before being used to
encourage new investment. ' '

The desirability of DREE assistance for a project should be
assessed in the light of various criteria including security
of employment, extent of import replacement, technology
content (particularly if new), export opportunities and
prospects for growth.

Co-operation should be sought by governmentyagencies and
industry from provincially-owned utilities for guidance on
market opportunities and import replacement strategies.

Encouragement should be given to studies which assess the
economic feasibility and consequences of moving entire plants
to new locations. 1In the interests of avoiding
fragmentation, DREE should drop its requirement that when a
new investment by a domestic firm is being assisted, that
firm may not close existing capacity.  Some further measure
may have to be considered in this respect to assist companies
and communities to minimize effects of dislocation and to
encourage a positive adjustment.

Provincial govermments should extend any existing purchasing
preferences to the full range of products made by a firm and
not just to those items made within the province. The
provinces should commit themselves to studying the ways of
extending this application of preference to cover sub-sectors
or groups of producers of a common product.

1.

First Ministers should recognize the significant ill-effects
of uncontrolled interprovincial competition for industrial
development. High priority should therefore be placed on the
identification of an equitable formula for sharing the
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benefits of manufacturing activity and the development of
mechanisms to facilitate and encourage support of Canadian
manufacturing regardless of provincial location. These might
include an equalization fund or offset arrangement, for
example.

All utilities must be encouraged to recognize the economic
benefits of placing orders for electrical equipment within
Canada and to exercise a preference for Canadian-made
products.,

Provincial utilities should be encouraged to make it a
condition of bids, or at least to require written
confirmation from bidders, that prices quoted are not below
fair market value in the country of origin and are not based
on government subsidies as to cost or risk coverage.

Where foreign purchases cannot be avoided, offset arrangemeunt
should be made part of the procurement package.

Export Marketing and Financing '

1.

ITC should continue the Program for Export Market Development
with periodic review and updating, taking into account the
rising costs of marketing work in mOst countries as a result
of the decline in the value of the Canadian dollar,

EDC should reconsider its policy of making a profit at the
expense of Canadian competitiveness on foreign bids under
these circumstances. In cases where Canadian bids are
competitive in all other aspects, EDC should provide, on a
timely basis, financial packages that are competitive in
interest rates and in terms, including protection against
inflation. EDC financial capacity to support export offers
should be inecreased,

Countrary to the current philosophy in goverument, tied aid
can be justified and should be emphasized. It should be a
fundamental guideline of Canada's aid policy to use Canadian
consultants Canadian specifications and Canadian products.

ITC, EDC, and CIDA should collaborate -to optimize financing
programs in support of domestic manufacturers' exports (e.g.
through - blended rate financing) and to select aid projects
which, in a practical way, match the particular skills of
Canada's manufacturing industry with the needs of developing
countries. .

The government should continue to press for a stronger
international agreement limiting the provision of

. Y
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concessional financing to developed countries. Recognizing
that this is a partial solution, the government should
monitor the level of financing coming into Canada, with a
view to neutralizing its effect when it is used to finance
products which compete directly with Canadian products.

Foreign Ownership

1.

Business and government should investigate further means by
which the link between. subsidiaries and parent companies can
be used to benefit Canadian firms and to strengthen their
performance.

To remove uncertainty, all companies should be measured
against a code of business conduct related to Canadian
economic and social priorities (e.g. the ITC Principles of
International Business Conduct or the OECD Guidelines) and
firms which qualify should be treated equally by governments
irrespective of the nationality of their ownership or
control. '

INDUSTRY PERFORMANCE ISSUES

Productivity

Industry must identify areas of product excellence where
specialization would improve cost competitiveness, and must be
prepared to commit the necessary investment funds to achieve and

maintain this.

For Canadian subsidiaries, which represent a

significant portion of this industry, an appropriate strategy
would be to seek world product mandates from their parent
organizations.

Initiatives for the improvement of productivity must originate
within industry and must include measures affecting all aspects
of a company's operations - technology production, marketing,

finance and management.

Government policies and programs may be

necessary to remove constraints to improvements in these areas
and specifically to permit a return on investment that is ,
competitive with other countries and that will stimulate capital

formatiion here.
objective are as follows.

Recommendations in respect of the latter
Recommendations on related areas can

be found elsewhere in the issue papers.

1.

The federal government should amend corporate tax legislation
to recognize and allow for the impact of inflation on
corporate profits. :

Increase the present investment incentive credit to 15 per
cent of eligible capital expenditures as a direct reduction
of corporate income taxes otherwise payable.
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Remove present provision by which capital costs of the
acquired assets are reduced by the amount of the incentive
for capital cost allowance purposes.

Reduce the period in which the cost of the eligible capital
expenditures can be written off for tax purposes from two

years to ome year.

Expand the investment incentive program to cover all capital

.expenditures in the industrial sector rather than limiting

these, as at present, to expenditures for manufacturing plant
and equipment only.

Shorten the period for write-offs for tax purposes of
building investments to encourage expansion needed to support
programs related to investment for productivity improvement.

Recognize within investment incentives definitions, the cost
of restructuring within the industry for production
efficiencies.

Research and Development (R & D)

1.

The present R & D tax' incentives should be increased and
applied to '"base'" as well as incremental expenditures. In
addition to continuing to qualify for 100 per cent write-off
as a normal expense, eligible R-& D expenditures should
qualify for an effective 25 per cent tax rebate. Existing
programs for small and medium size business should also be
enhanced in order to equalize the opportunity of benefit.

The definition of R &.D expenditures'eligible for the above
treatment should be broadened to cover expenses which are
essential to: the development of new or improved products or

‘processes (e.g., direct labour, direct material, subcontracts

and consultants, overhead) including industrial design
services and the costs of construction prototypes, pilot
plants and special test equipment. In addition, the
following pre-production expenses should be eligible for
support where they are related directly to the commercial
exploitation of the results of the development project: the -
preparation of production drawings, process data, reports,
specifications, instructions and bills of material, and the
design of production tooling, inspection and test equipment,
and other non~recurring, pre-production activities of similar

‘nature.

Canadian R & D incentive programs should have long-term
continuity, recognizing the need to provide the time and
stability for staff build-up and retention, as well as design
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and development, and the transition to manufacturing
engineering and production. The federal government should
commit itself to the support of these measures for a period
of not less than 10 years.

The Department of Industry, Trade and Commerce and the

Department of Energy, Mines and Resources should ‘establish,
with appropriate representation from the provinces, a Task
Force or Action Group to formulate policies and related .

programs, with the objective of facilitating electric power
system interconnections and networks, utilizing and
supporting the capability of Canadian manufacturers to design
and produce the required equipment and systems. Such
policies and programs should be designed in support of, and
related to, the R & D programs.

Employee Relations and Availability of Skilled Manpower

1.

Government, industry associations and labour unions must work
co~operatively to develop information material on the factors
that influence productivity, including the contribution of

employees' positive attitudes and motivation to effective

work and low absenteeism.,

Industry management and labour unioms, together and
separately, must communicate with, and involve workers in,
productivity improvemeut programs. '

The govermment sector should not lead industry in wage,
salary and benefit increases.

Federal and provinciél labour legislation should be revised
to provide secret ballots for strike votes.

Industry and labour with the assistance, where necessary, of
governments should develop a more flexible approach to
apprenticeship training programs with a view to better
balancing thé needs of apprentices to complete their training
and the needs of more senior skilled workers for protection
against loss of jobs in periods of low activity.

Incentives should be developed to encourage entry into and
completion of apprenticeship programs. This could be
achieved through interprovincial harmonization of training
and apprenticeship programs aided by a system of certificates
which provide greater recognition of the skills possessed.

Industry, labour. and government should establish aud support
a training program for the electrical industry to set
standards for certification of various trades. Demographic
manpower projections should be made periodically to identify:
projected needs of the various skilled occupations.
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Increase the size and scope of government training programs;
encourage greater on-the-job training; and establish a
"co-operative" system of education at the level of the
community college, technical school or CGEP whereby students
would alternate between formal education and practical, shop-
floor experience. '

Provide a tax incentive for employers to upgrade the skills
of their employees by offering a 150 per cent write-off
against taxable income of expenses incurred in providing
approved forms of worker training.

As a means of improving mobility to fill short-term regional
needs, mechanisms should be developed to recompense workers
for extra costs of temporary dislocation.

Rationalization

1.

SUB-SECTOR - SPECIFIC ISSUES

Federal policies (e.g. DREE, FIRA, combines legislation)
should encourage, or at least not interfere with, market
forces tending to concentrate Canadian manufacturing.

Prdvincial governments should be dissuaded from following
purchasing practices which tend to fragment the industry.

‘R & D incentives and internationally competitive taxation and

trade policies are requlred to make it attractive for multi-
national companies to- assign international product charters
to Canadlan operatlons.

Government and industry should identify key projects. with

potential national scale e.g. export of electricity, and
should'encourage these.

Governments should work with industry to identify sub-sectors
and/or products which would benefit from international '
rationalization and should initiate discussions with the
United States regarding the p0331b111ty of a tariff-free
continental market for them. :

1.

Major Appliances

Tariff reductions on appliances resulting from the MTN must
be phased-in over a five to ten-year period and must not

~exceed 20 per cent of current rates.
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Include dishwashers and room air conditioners (two high
growth products) under the appliance tariff for duty
purposes.

Change the application of the federal manufacturers' sales
tax so that imports do not derive a competitive advantage
over Canadian manufactured appliances.

Ensure that electrical code standards and energy conservation
standards are effectively and realistically introduced and
applied.

- 1.

4,

Small Appliances

The phase-in period for the lowering of tariffs must not be
shortened as was done after the Kennedy Round. Sudden
substantial drops will destroy the industry. Tariff cuts on
small appliances should not exceed 20 per cent over five to
ten years.

A program whereby manufacturers can purchase parts and
assemblies at favourable duty rates should be set up - this
should be done by a credit system based on Canadian purchased
parts and assemblies,

The current federal sales tax program should be revised, and
those products which are imported should have sales tax
levied at the same level of sale as manufactured products.

A major "Buy Canadian" program should be launched and run at
least twice a year with government sponsorship.

-~
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- THE CANADIAN ELECTRICAL PRODUCTS INDUSTRY
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The following profile of the Canadian Electrical Industry was
developed by the Sector Task Force on the Canadian Electrical

Industry from a profile prepared by the federal Department of
Industry, Trade and Commerce.
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PROFILE OF THE ELECTRICAL PRODUCTS INDUSTRY IN CANADA

The electrical manufacturing industry in Canada consists of a number of diverse subsectors. This
profile is, therefore, divided into two main sections. The first provides an overvnew of the industry’s
subsectors and sets out some of its general characteristics. Included is a comparison of the
performance of the Canadian industry in the aggregate with that of Canada's main competitors. The
second section covers each of the main subsectors of the industry, highlighting the problems and
prospects of each.

AN OVERVIEW OF THE ELECTRICAL INDUSTRY

The electrical industry produces three classes of equipment: equipment which generates
electricity (hydro and thermal generators, batteries); equipment which transmits and distributes
electricity (wire and cable, transformers, conduit, switches); and equipment which uses electricity to
perform some other function (light bulbs, appliances, motors).

For practical and analytical purposes these three classes of equ1pment have traditionally been
assigned to six industry subsectors: (1) industrial electrical equipment; (2) wire and cable; (3) major
appliances; (4) small -appliances; (5) miscellaneous electrical products; and (6) batteries (see
Canadian Electrical Industry chart). Each subsector differs markedly from the others in terms of the
technology employed, production techniques and markets served. In these circumstances, the material
set forth in the overview part of the profile should be treated with caution. In particular, it should be
noted that, while it is possible to make statements of general validity about the industry as a whole,”
there will frequently be exceptions to these at the subsector level. '

GENERAL CHARACTERISTICS OF THE -
ELECTRICAL MANUFACTURING INDUSTRY IN CANADA

Growth

Asa point of reference for what follows, Table | sets out the electrical industry’s growth in Canada
f