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Preface

This paper sets out an effectiveness evaluation of the industrial
incentives program carried out by the Program Evaluation Branch (Finance and
Evaluation Division). The evaluation is based on a number of separate
studies carried out over the last six months.

The paper is divided into two sections: one an overall
assessment covering a summarized version of the major questions pursued
and the findings; and the second section, Evaluation Report, which sets
out in more detail the scope and conclusions of the evaluation. It should
also be noted it has not been possible to incorporate into this document
all the detailed supporting studies which are of course available for
individual review as necessary.

January, 1973
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Section 1

Over-all Assessment

The central question that has been pursued in our investigation
is the abillity of incentive grants to shift investment from non-designated
regions to des’gnated regions by offsetting differential rates of return
among regions as a result of different operating and selling costs. That
is not to deny the arguments advanced for speeding up investments in time,
increasing scale, increasing viability, etc. However, the incentives
program cannot rely on these effects for long: ultimately, for regional
disparities to be alleviated, investment must be shifted in a geographic
sense by overcoming locational cost differentials.

It has been embodied in the goals of the department that
supported investment should be deployed to the maximum extent possible
in a growth centre context. In that event, the benefits of agglomeration
in conjunction with programs of infrastructure and social adjustment will
be captured. In the context of the growth centre philosophy then, we
have looked for relatively large amounts of activity (larger at least
than their current share of manufacturing employment) in the industrial
growth centres and some relationship between incentives activity and
infrastructure activity,

In addition to the questions that flow directly from the central
theme of shifting investment geographically in a erowth centre context,
BEVerai subsidiary lines of investigation have been pursued in this paper:

- has the effective impact of a grant varied appropriately
from area to area according to different needs?

- is the grant rate structure embodied in the legislation biased
against certain industries or regions?

- has support gone to operations with a natural preference for
non-designated regions versus industries that probably would
have located in the designated regions regardless?

~-how successful have incentive grants been in attracting high
_growth - high technology - high skill industries?

- are. incentives grants contributing to 'turning over" regionas by
supporting industries that do not merely replicate the existing
industrial base?

- what proportion of all eligible investment and job-creation in
designated regions is the incentives program supperting?

- is the tax treatment and method of payment of grants conducive
to attracting and keeping firms in designated regions?
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_ As noted, the central question considered is the ability of incentive
grants to shift investment from non-designated regions to designated regions
by offsetting differential rates of return among regions as a result of
different operating and selling costs. In the context of what the legislation
can do (as distinct from what we did under the legislation)}, we examined the
potential impact of an incentives grant as a continuing subsidy to compensate
for higher costs in designated regions. The average maximum impact of the :
grant is roughly four cents on a dollar of sales (after the fact that much E
of the grant returns to the federal treasury through income taxes is 1
considered). This would be effective in inducing locational shifts only in i
a minority of instances and most likely in regions close to the Canadian
industrial heartland where development need is least.

An analysis of the grant rate structure provided for in the
legislation reveals a basic anomaly. The grant system is more capable at the )
maximum rates in terms of cost-offsetting ability for capital-intensive projects
than for labour-intensive projects. This is inconsistent with what we interpret :
as priorities in the_ department's goal structure: quantity of jobs over quality ;
of jobs, and recognition that the greatest development need is in the
Atlantic provinces. This anomaly underlies the ineffectiveness of the
special deveiopment incentives program in the Atlantic sc far: capital-based
constraints in the grant rate structure (specifically, one-half of capital
employed) in the Atlantic where labour-intensive activities predominate

made the raising of the employment related grant ceiling of very little
significance.

Over and above the question of the magnitude of the grant is the
question of the method of payment provided for in the legislation. The
current system inveolves some of the worst of both worlds. On one hand, the
grant is received by the firm after it has the greatest need for it, i.e.,
dfiffng the construction phase. In this circumstance the firm usually !
Tequires some sort of interim financing that cancels out part of the grant :
benefit if 4 risk rate of interest is demanded by the banks. On the other §
hand, the current system of paying the full grant over a relatively short ]
period of time may reduce the incentive for companies to remain in the
designated region over the longer term. The grant can offset cost dis- i
advantages but it does not remove them: a firm which would face a continuing
operating loss situation after a grant is received may terminate operations
so that the incentive has induced only short-run benefits.

Much of the above discussion would be discounted in the event of
an effectively implemented growth centre approach. In the last situation, !
for example, the firm would not terminate operations if the benefits of
agglomeration made the designated location as profitable as a non-designated
location after some point in time. It would be expecting much of companies
supported so far to have gambled on our success in this sense, Moreover,
we have not found evidence of a conscious effort in a growth centre context.
The infrastructure and incentives programs have been implemented without any
direct relationship to each other. Moreover, within the incentives program, !
no systematic pattern of diversion of investment to the growth centres is
evident (e.g. through more generous use of discretion available.} As a result,
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the growth centres have not received a larger share of activity than one
would expect simply on the basis of their pre-existing share of the
designated regions manufacturing employment.

In a broader regional context, an examination was made of the
grant rate from province to province. The grant rate can be expressed in
many ways of course. If the grant is expressed as a proportion of capital
costs, the Atlantic provinces appear to be favoured. But projects there
are relatively more labour-intensive so that the grant expressed on a per
‘job basis is less favourable. On the other hand, the more relevant measure
in a locational shift sense is the grant's ability to compensate for cost
differences. In these terms, the grants from province to province revealed
a certain sameness which is inconsistent with differing needs in terms of
isolation from central markets,

The evaluator is still left with a formidable amount of program
activity to explain after all of the preceding limitations are considered.
Studies by the Program Evaluation Branch suggest that the preponderance of
grants represent activity that would have taken place anyway since most
grants have gone to activities that already have a strong preference for

the designated region because of factors such as local market orientation or
dependence on the availability of a key resource. In the Atlantic provinces

particularly, grant activity is concentrated in those sectors that were
already dominant in the industrial base. Moreover, a broad success has not
been obtained in attracting hipgh skill and growth industries {although thers
are some important individual ex¢eptions.) It was also found that most of
the eligible investment spending in the designated regions is supported by
an incentive grant.
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On the basis of all the evidence available, we conclude that
incrementality under the program in a locational sense cannot exceed the g)
Tange of 25-33%. If this level of incrementality were maintained with the ,
current rate of anmual job support under the program, about’ three-quarters
of activity that would have occurred without the program would be supported.
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At the present time, we are at an annual vate of job support in
the designated regions of about 18,000 (excluding Region C).1 'This may
decrease in the short-run until an extension of the program is announced
but our judgement is that it would rise again unless we become more
efficient: i.e., support a lower proportion of activity that would have
occurred in the natural course of events without grants. An 18,000 job
" support rate per year with the upper range of incrementality - namely 33% -
would, however, still imply a significant degree of target achievement despite
“the high degree of inefficiency. These parameters would suggest that one-half
of the targets in the RDIA Targets Task Force would be achieved. Hopefully,
over time, changes in the legislation and in administration of the legislatiom
can be made that allow achieving a higher degree of incrementality and .
efficiency which should result in fuller target achievement at perhaps a
significantly lower level of program activity per year.

1

It should be noted that the actual current rate of job support may be
different than the published figures that go to Parliament. Om the
basis of evidence regarding the ADIA program, intentions and achieve-
ments were close, but the evidence on the RDIA pregram so far is incon-
clusive,
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Section II

Evaluation Report

Introduction

The Program Evaluation Branch presented an evaluation strategy
for the incentives program in mid 1972. The strategy emphasized that
evaluation should be undertaken from several angles as there is no
single indicator that determines program effectiveness. Over the last
six months, several of the studies indicated in the strategy document have
been carried out and there now exists some considerable basis for
synthesizing these efforts and making a broad evaluative statement.
»
"The primary concern has been with effectiveness as distinct vl
from efficiency. The two of course are not separable. However, the main
objective of the work to date has been to measure program impact, while
the question of the cost _of this impact has received little attention.
The latter would involve examining some administrative aspects of
incentives activity that we do not see as being central to our mandate.

To say that evaluation efforts have been focused on determining
Jmpact does in itself not go far enocush to capture the essence of
effectiveness evaluation: the measured impact must be related to a goal
structure. As is well known, this department has not as yet been R
specific in articulating a goal structure. In the evaluation strategy
a more specific goal structure was outlined which attempted to make
the oft-stated general goals regarding unemployment, participation in
che labour force and average income levels more operational from an
evaluation point of view. This goal structure was largely qualitative and
indicated directions rather than distances. Since the preparation
of the evaluation strategy, a considerable amount of work has gone into
quantitative targets - in terms of job creation particularly - under the
RDIA Targets Task Force chaired by the Director of Program Evaluation.
The Task Force has not yet submitted its final report but preliminary
resulis are used in this paper. :

This report then begins with a statement on RDIA targets. The
subsequent sections discuss several evaluative aspects of the program:
the impact of RDIA in overcoming cost differentials among regions; the
impact of the program on broad macro-indicators; locatiomal options and
incrementality; quantity versus quality of jobs supported; the impact
of incentives on the existing industrial structure of regions; incentives
in the context of growth centres; the adequacy of the legislation in
terms of maxima, method and timing of payments, tax treatment of grants; SIS
and discretion, '
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The Goals of the Incentives Program

(a2) The Qualitative Goals

The pablicly stated goals of the department are deceptively
simple: to reduce unemployment rates, increase participation rates and
raise average income levels in designated regions relative to nondesignated
regions. That tripartite statement does not leave the evaluator much
to go on. In essence however, these general goals are apparently to be
achieved by increasing job opportunities.

The goals regarding per capita income, unemployment rates and
participation rates might have been achieved in the natural course of
events without new policy. However, the long-run evidence is that any
progress along these lines would have been of small magnitude and not
likely to materialize in a reasonable period of time. The rationale
for the formation of DREE was the acceleration of this process by
the creation of new job opportunities. The realization of this basic
strategy lay in a number of interrelated programs, among which the
provision of incentive grants for industrial development was most important.

Incentive grants are-provided in regions and special areas
designated for that purpose under the Regional Development Incentives
Act and the Department of Regional Economic Expansion Act. These grants
are available generally for secondary manufacturing industries, i.e.,
manufacturing industries other than initial processing, because these
industries not only produce job opportunities themselves but as well
induce job creation in other sectors of economic activity such as the
service sector., The basic purpose of the grants is to shift investment

in either a geographic sense or in a timing sense. In other words, the grant

is to induce investment in a designated vegion or special area which would
iot have taken place there at all or not at that time. Both types of
shifts are in keeping with the legislation, but it seems clear that in the

leng-run, location shifts will be more significant in achieving the development

grals of the depariment. Consequently, while a broad range of manufacturing
industries are eligible for incentive grants, the implementation of the
legislation is based upon the use of discretion which allows offers of

grants to be made to induce investments which would not have taken place without

the grant.

In order to induce locational shifts, the grant must overcome
differences in operating costs between designated and non-designated
regions, or between different locations within the designated regions.
Again, it is clear that the prime need is for shifting the location of
investment from non-designated regions, although intra-designated region
siifts can be appropriate if the additional job creation and investment
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were to be concentrated in industrial growth poles. The net effect of
these results should be an acceleration of increases in manufacturing
investment in the designated regions - and particularly the growth centres -
at a rate faster than the national rate, leading to an increase in the

share of national investment accruing to these regions.

The job creation objective of the incentive grants program is
basically three-headed: to create more jobs, to cresate "better" jobs and to
save existing jobs. That is the reason for the provision of grants to
expansions and modernizations of existing facilities as well as to new
plants. Volume expansions and modernizations save and improve existing
jobs by making existing operations more competitive through scale economies
or improved techniques of production, thus providing a hedge against bank-
ruptcies and phase-outs. The objective of creating more job opportunities
is particularly served by the provision of incentive grant$ to new plants
and new product exparsions.

The job opportunities of real interest are the additional and
continuing ones: those relating to incremental investment projects. Most
obviously, such jobs will not be created if we support projects that
merely displace workers employed elsewhere in the designated regions. This
possibility will be less likely if projects are supported that have a
heavy export orientation or that displace imports. The job creation
objective will also be more apt to be achieved if incentive grants are
provided to projects with growth potential and/or labour intensive in

4N Aq A3 m ML, - 4 - dalall L 27T S T
tholr cperaticns. The "bottor jobs" target will be reinforced through.

support of high skill and high technology industries. 7

A

It was never believed that the direct impact of incentives
supported projects would in itself be sufficient to solve the regional
disparities problem. Rather, this over-all result was dependent on the
manner in which the activities of the assisted projects were transmitted
to other manufacturing industries and to other sectors of the regional
economies: i.e., to the construction industry, to suppliers of raw materials
and intermediate manufacturers and to the tertiary sectors (government,
insurance, personal services, etc.)}. This. transmittal process must take
place in sufficient magnitude and in the appropriate direction so that the
broad objective of reducing regional disparities can be achieved.

{(b) The Quantitative Goals

The preceding section provided a description of program
effectiveness in terms of direction. But this qualitative expression of
development needs does not say how large the task is, and how much regions
vary in development need. Also it says nothing about how many new
additional continuing jobs are likely necessary to meet these broad regional
development needs. Such a quantification will be attempted in this section.

-
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(i) Overall Departmental Target:

The degree of disparity among regions in terms of participation
rates, unemployment rates and income levels has been well documented and
it is not our intention here to undertake an exhaustive statistical
analysis. Rather, in the following table one can see how much earned
income a "have-not" province in 1971 falls short of the level that would
have prevailed had the participation rate, unemployment rate and earned

income per worker in that province been the same as for the country as a
whole,

TABLE 1
Earned Income Short-Fall in 1971
7 77 by Province .
"Target" Actual 9+ Short-Fall
Earned Income Earned Income  Short-Fall as % of Actual
($000) ($000) ($000)

Newfoundland 1,362,592 845,691 " 516,901 6l1.1
Prince Edward Is. 294,196 180,992 113,204 62.5
Nova Scotia 2,070,985 1,631,350 439,635 26.9
Neir Brunswick 1,710,982 1,231,265 479,717 39.0
{uchec 16,885,302 14,621,558 2,263,734 1.5
Manitoba 2,667,119 2,565,466 101,653 4.0
Saskatchewan 2,523,892 . 2,041,254 482,638 23.6

It is evident that the difference between "what is" and "what ought to

be'" is greatest for Newfoundland and Prince Edward Island. These two
provinces would need an earned income level almost two-thirds above their
actual level in 1971 to give them Canadian standards in terms of
participation rate, unemployment rate and earned income per worker.

New Brunswick, Nova Scotia and Saskatchewan display a development gap of from
two-fifths to a quarter. While Quebec's income gap is relatively small in

absolute terms it accounts for more than half of the total need for all
vihe provinces analyzed.

(ii) R.D.I.A. Targets

The broad target then is to alleviate these disparities in some
time frame. However, while it may be appropriate to express broad
departmental targets in terms of income, it is more appropriate in the
context of the incentives program to express targets in terms of new
continuing jobs, for such jobs are the medium through which' broad targets

are to be achieved in conjunction with. adjustment and infrastructure programs.

The department has not, as yet, developed a set of regional or provincial

job creation targets for the incentives program related to brpad development
€

needs, It has however established a Task Force for this purpose.

Lhis Task Force was set up under the chairmanship of the director of the

2

Program Evaluation Branch and submitted a preliminary report on Octeober 13, 1972.
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The data in Table 2 indicate targets for RDIA supported jobs with
various assumptions concerning efficiency rates.l It is indicated that the
need for net new continuing jobs under RDIA in the "have not" provinces
(excluding Region C) is about 8,200 annually to 1991.% Somewhat more than
this will require incentives assistance because some supported jobs will be
"lost!" through bankruptcies, capital substitution, etc. This requirement
boosts the target level to slightly over 11,000 annually. It should be
borne in mind that these are annual averages over the entire target period.
The suggestion is not being made that of 11,000 jobs supported in an
individual year, almost 3,000 will be lest during that year. A job
depletion rate of 4% was used: in the early years, relatively few jobs will
be lost, but as the stock of RDIA supported jobs builds up over time, a job
depletion rate of 4% per year means a large amount will be lost in the later
years. The 11,000 annual average support figure assumes that no jobs will
be supported that would occur anyway in the regular historical process of
job creation, If efficiency were 50%, i.e., half of the historical job
creation was supported, then the required job support levei,while still
meeting targets for new incremental activity, would be 19,000 per year. If
there was complete inefficiency as defined in Table 2, i.e., all historical

job creation was supported, the implied rate of RDIA job support is 27,000
per year,

These targets naturally invite comparison with activity to date
undexr the program. This type of exercise is fraught with dangers in that
incentives activity so far has involved. a break-in period for the program
and projections over a long-run period are tenuous. 1f the 1971-72
average rate of activity of about 17,400 jobs3 is assumed to be sustained
over the long-run, a variety of incrementality - efficiency - effectiveness
combinations can be postulated. I£ all jobs supported were incremental,

1‘I‘he complete technical methodology underlying these targets will not be
discussed here, but some of the assumptions underiying them cannot go

unstated. Firstly, the Task Force assumed that the incentives program and other
departmental programs will influence the provincial distribution of

population and employment but not the total national levels. It is

assumed then that the development job will be accomplished by a switching
process within Canada between the "have" and the "have not' provinces.
Aecondly, the Task Force postulated its targets on the assumption that

Canada will successfully implement a national industrial strategy directed
towards manufacturing which will terminate the secular decline in
manufacturing's share of the total employed labour force. A third

assumption underlying the estimates in Table 2 is a 'death rate" for jobs of 4%
annually through bankruptcies, other terminations, the substitution of

capital for labour, etc. Any net gain in the job level is the result of

gross job creation through new activities and expansion of old activities

more than compensating for these job losses. +

In order to put this figure in some perspective, it is interesting to
note that in the 1961-70 period, the average annual net increase in
manufacturing employment in these regions was only about 4,300.

AIt should be noted that these jobs arve estimated as at the time of offer.
There is no good basis yet for making mjudgement on the reliability of
these estimates. Under the ADIA program, realizations and expectations
were close, although with an employment-related grant system such as RDIA,

there may be a basis for expectine some underachievement, 9
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RDIA Job Support Targets under Various Efficiencya
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TABLE 2

Yearly Average, 1972-91

)

Assumptions

Gross Job Support. Requirement with

Net Job Efficiency Assumptions of
‘Support Requirement 100% 75% 50% 25% 0%
Newfoundland 725 1,001 1,177 1,352 1,528 1,704
P.E.L. 115 160 194 229 263 297
Nova Scotia 970 1,334 1,803 2,273 2,742 3,211
New Brunswick 745 1,024 1,432 1,840 2,248 2,657
Atlantic 2,555 3,519 4,606 5,694 6,781 7,869
Quebecb) 4,105 5,446 7,433 9,421 11,408 13,396
Manitoba 810 1,102 1,868 2,634 3,400 4,166
Saskatchewan 725 1,025 1,204 1,383 1,562 1,741
Total 8,195 11,092 15,111 19,132 23,151 27,172
a)

efficiency is defined as the proportion of gross historical job

creation (that would have materialized anyway) that is not covered

by RDIA
b)),

we would be creating jobs at a rate of 1 1/2 times the target rate indicated

by the Task Force report.

At the other extreme, if no jobs supported were
incremental, the activity of the program would represent virtual complete

coverage of the historical job creation that would have been occurring anyway.

1% one-half of jobs supported were incremental, about 45% of historical job
creation that would have occurred anyway would be covered, but this would
$till mean that about three-quarters of targets are being achieved.
observations are quite hypothetical, but what is firmly illustrated is that

a high level of support such as prevailed over 1971 and 1972 can mean both a
high degree of effectiveness in terms of target achievement and a high degree
of inefficiency: i.e., a large proportion of grants merely subsidizing ths
sctivity that would have occurred anyway rather than inducing new activity.

In addition to the problems of projecting program activity, the
sensitivity of the target exercise to different assumptions about the job
depletion rate should be understood.
with a 2% rate and a 4%
realistic for the purposes of this document.
the targets indicated in Table 2 are a fifth to a third higher (depending

rate.l

on the province) than they would be under a 2% assumption.

lsee Appendix B to the Task Force Interim Report: "The Effects of Varying

the Job Depletion Rates and Efficiency Levels."

The RDIA Targets Task Force has worked
The 4% rate has been judged the more
However, it may be noted that

These
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2. The Impact-Effectiveness of an Incentives Grant

- i R

In order for a grant to be effective in inducing an investment to
shift its location from a non-designated to a designated region, it must be
sufficient to compensate over the long-run for higher operating and selling
costs that affect its return on investment adversely., Indeed, that will
merely equate opportunity among regions and a higher grant rate would be
required to guarantee a shift in location. Further the grant may have to
more than compensate for incentives available outside DREE in non-designated
regions. The important question then is how great these cost differentials ﬂ

are, and to what extent the existing incentive grants can compensate for these
differentials,

() The Need: Cost Differentials among Regions

The first systematic work along these lines, of which we are aware, was
undertaken by Wonnacott and Wonnacott ("Free Trade Between the United States
and Canada: The Potential Economic Effects', Harvard University Press,
1967.} They estimated the percentage that total costs (labour, transpor-
tation, resource and capital) in selected areas are lower or higher than
in Ontario. The results for the Maritimes, Quebec and the Prairies are
presented in Table 3. The Quebec figures would be dominated by the
Montreal area and should not be interpreted as typical of the original
designated regions in that province. In the other areas, cost differentials
are often substantial and almost uniformly so from industry to industry in
the Maritimes, .. .
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TABLE 3

Estimated Cost Differentials in 1958 - Manufacturing Industries -
) Ontario Versus Maritimes, Quebec and Prairies

Percentage that Total Costs are
Lower (-) or Higher (+) than in Cntario

Industry Group " 'Maritimes " "Quebec Prairies

Food . 5.77 0.12 6.44 -
Tohacco 9.99 ~0.14 1.55

Textiles 4,27 -0.36 : 7.14

Apparel 6.85 -1.16 .31

Wood Products 20.18 -2.45 23.45

Paper’ 12,88 -0.05 10.27

Printing -2.62 . 0.77 -1.24

Electrical Equipment 0.45 -0.94 -0.12

Chemicals 9.46 -0.39 7.57

Petroleum Pr, 52.49 1.16 37.97 ..
Rubber & Plastics -0.04 -4.15 -1.09

Leather goods 5.27 -3.15 6.98

Non-Metallic Mineral pr. 58.25 2.58 1 42.21

Metallic products 15.91 -1.45 11.14

Transportation Equip. 1.65 -1.61 1.40

Miscellanecous -1.33 -2.46 0.84
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More recent work has been undertaken by Professor Roy George in
terms of a comparison between Nova Scotia and the Quebec-Ontario industrial
heartland ("A Leader and a Laggard", University of Toronto Press, 1970).
His broad conclusion was that higher costs in Nova Scotia were equivalent
. to about 5 cents on a dollar of sales.! Our own work? is consistent with
this conclusior. In addition, our work suggzsts that Nova Scotia is by no
means in the worst position: cost differentials in the more peripheral
regions - particularly in Newfoundland - are in the range of 10-15 cents on
the dollar on average. There is a band effect then: cost differentials in
relation to an Ontario location are highest in Newfoundland and fall as you
move west into the industrial heartland and then rise again in the Prairies.

{(b) The Instiument: The Cost-Offsetting Impact of a Grant

It is evident that most industry groups experience higher costs of
production in the peripheral regions than in the industrial heartland. This
should not be interpreted to mean that all industries with higher operating
costs in the designated regions should be the recipient of a "cost-offsetting"
incentive grant. Generally speaking, grants should be considered primarily
for projects which have a realistic option to locate outside the designated
regions, and which cannot pass the higher locational costs on to the consumer.

In this section the discussion will centre on how much the incentive
grant can offset higher costs of production for an investment in a designated
region where it would not have located without the grant. It is important
to note that the grant Jdoss not "ipso facto" reduce opcrating costs of the
supported project. A grant is nothing more than an injection of outside
money into the cash flow of the firm. The intention of the department is to
see this grant used as a fund to offset higher operating costs on a continuing
basis. However, there is no assurance that the firm in question will use
it for that purpose. Similarly there is no assurance, let alone an obligatiom,
that the firm will incorporate the grant in the operational cost structure of
the supported project to reflect the cost-reducing and profit-enhancing impact.
In fact beyond the control period there is nothing that ties the grant to the
continued operation of the supported project. This discussion assumes that
there is indeed a cost-offsetting impact and will attempt to measure its size.
The following table indicates what the cost offsetting impact of a maximum
combined grant under RDIA would be on the average Canadian corporation by
industry group (based on average 1965-1969 financial data).

lIt should be noted that Professor George attributed the entire differential

to inferior entrepreneurial skill. He concluded that there was a considerable

" wage advantage in Nova Scotia in that wages were lower than in Quebec - Ontario
but workers were equally efficient. If managerial skills could be shifted to
Neva Scotia as well as capital, the cost differential would disappear. The
question still remains though - why hasn't Nova Scotia been able to attract

and retain managers. Presumably non-monetary factors would discount the equal.: |
monetary returns that George's analysis implies.

2Program Evaluation Study: The Impact-Effectiveness of Grants under RDIA
and Special Areas Legislation, October 19, 1972.

3These are preliminary results of a study undertaken by Professor Carlton Dudley
of the Centre for Regional Studies at the University of Ottawa with the
financial assistance of this Department. Note that this refers to a maximum
combined grant for regular development incentives only.

.12

L3y iede -2

s

i ey T e

(e e v,




.‘L(-

ALLAL]
[y

- 12 -

) On average therefore the maximum combined grant could reduce
operating costs by 4 percent. 1t should be noted too that the impact would
be smaller for primavy grants: it was estimated that for all manufacturing

the mgximum_primary regular development incentive (excluding a special develop-
ment incentive) would have an impact of only 1 1/2 cents on a dollar of sales,

It is clea? therefore that even at a maximum level the combined
regglgr devqupment incentive is over the long run not able to offset the
additional operating expenses of a location in a designated region.l

TABLE 4

Cost Offsetting Impact of Maximum Combined RDIA Grant
by Industry Group
" (Based on 1965-69 Averageé Canadian financial data)

(cents on a dollar of sales)

Industry Grant Impact Industry - Grant Impact

Food 1.98 Printing § Allied Industries 4.94
Beverages 7.23 Primary Metals : 7.47
Tobacco 1.53 Metal Fabricating 3.70
Rubber 2.86 Machinery 2.67
Leather 1.29 Transport Equipment 2.84
Textile Mills 2.77 Electrical Equipment 2.87
Knitting Mills 0.68 Non-Metallic mineral
Clothing 1,05 - products 4.22
Wood 2.18 Petroleum & Coal Products 2.25
Furniturs 1.72 Chemicals 3.67
Paper & Allied Miscellaneous 4.02
Industries 4.48 All Manufacturing 3.88

1Several objections to the preceding approach might be lodged. Firstly, it
can be claimed that grants are not only intended to cover locational cost
differentials, but to speed up investment, increase scale, improve
viability, etc. That is acknowledged, but the department's public stand

is that the main goal of the incentives program (except possibly in Montreal)
is to shift investment in a locational semse. In our view, that is the only
way regional disparities can be overcome so that the incentives program must
be evaluated in that context. Secondly, it can be claimed that an RDIA
grant alone doesn't have to overcome the entire cost differential (the
Michelin case of course comes to mind). The analysis presented would
accommodate this view if two conditions were met: the impact of additional
forms of assistance was about twice the impact of the development incentive
grant, and the availability of other forms of assistance was inversely
related to the fiscal strength of provinces. Only infrequently will both
these conditions hold. Thirdly, it might be claimed that regional
differentiation is now operative in our grant rate structure - particularly

with the availability of special development incentives in the Atlantic

provinces. That view will be discussed in a later section. Finally, and
most fundamentally, it may be claimed that firms supported with an incentive
grant will not have to be subsidized at current cost differentials over the
loag-run because the benefits of infrastructure and "agglomeration" will
reduce and perhaps remove cost differentials before many years. We will
discuss this question in a separate section except to say here that it would
be asking much of companies supported so far to gamble in this fashion on
DREE success.
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TABLE 7

Expected Jobs from Incentives Accepted
and Manufacturing Employment
(Incentives Activity to September 30, 1972)

an” u _
Atlantic Quebec Manitoba Saskatchewan
1970 Expected 1970 Expected 1970 Expected 1970 Expected
Base(%)  Jobs(%) Base(%) Jobs(%) Base{(%) Jobs(%) Base(%) Jobs (%)
Food & Beverage 37.5 32.8 11.9 7.1 22.6 8.0 39.6 24.8
Tchacco Products X 0.2 1.2 - - - - -
Rubber § Plastic 0.2 11.9 2.4 3.9 0.7 5.2 0.7 26.6
Leather 0.4 0.2 2.7 1.8 1.4 - - 0.7
Textiles 2.0 3.1 7.2 8.3 1.4 2.6 0.8 . -
Knitting Mills X 2.0 2.8 8.0 0.6 0.6 - -
Clothing X 1.5 12.2 10.0 13.1 15.6 X 15.6 E
Wood 8.2 11.9 3.8 10.9 2.5 4.7 6.4 6.2 3
Furniture § Fix, X 4.0 3.3 3.9 3.8 3.9 0.4 - )
Paper § Allied X 0.2 8.5 3.2 3.8 2.1 X 0.4 '
Printing & Pub. X 1.0 4.3 1.9 8.4 4.2 10.6 1.6
Primary Metal X 1.0 5.1 5.0 5.2 1.8 X 23.0
Metal Fab. X 3.2 7.0 5.6 5.6 5.3 7.1 15.6
Machinery 1.1 i.g 2.9 2.6 2.6 5.8 4.4 3.6
Transportation Eq. 9.3 8.3 6.6 11.¢ 11.9 27.8 2.4 6.1
Electrical Prop. X 9.7 6.6 6.8 3.6 6.6 X -
Non-Metallic Min. X 1.1 2.5 3.1 2.6 1.9 4.4 -
Petroleum & Coal X 0.1 ¢.6 0.1 X - 4.8 -
Chem. & Chemical Prod. X 0.5 5.4 2.4 2.1 0.6 ~ 1.4 -
Miscellaneous Mfg. 1.2 5.3 3.0 3.7 X 3.2 1.9 -
Confidential Ind. (40.1) (24.1) - - (3.2) (3.2) (15.0) (39.0)
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

X - Confidential
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Cases .Costs Expected Jobs v Offers

($1000) . ($7000)

St. John's 18 5,692 513 2,770

Halifax- '

Dartmouth 25 13,636 1,396 4,474
Moncton 23 8,113 610 3,391 :
Saint John 21 15,378 1,208 5,463 ;
Quebec City 50 20,684 2,569 5,217 :
Three Rivers 44 90,352 2,614 14,494 fow 3

Total 181 153,855 8,910 35,809
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TABLE 8
Net Offers Acceﬁted in Sﬁecial Areagj
as a percentage of. all offers accepted
in the province
(inception to September 50, 1972)

No. of Eligible Capltu Exﬁected Jobs Value of Offers

“'Cddes T Costs o _ Accepted
Newfoundland 57.1 59.4 52.0 64.6
Nova Scotia 24.1 9.0 31.0 16.4
New Brunswick 24.4 35.7 36.2 33.1
Quebec 20.8 49,2 28,0 35.8
Ontario 30.8 12.5 32.7 22.3
Saskatchewan 66.7 80.1 42.6 77.3
Alberta 20.9 74.8 43.8 70.5
Canada’ 22.8 38.2 28.9 32,8 |

)Act1v1tv in all special areas except Ste. Scholastique is
expressed as a proportion of all provincial activity
excluding Region C.
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TABLE 9

Net Offers ‘Accepted in Industrlal Growth Centres
"""""" to Septenmbér 30, 1972
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No. of Eligible Capital
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In the following paragraphs, a brief evaluation is made of RDIA
activity in individual growth centres.

Halifax-Dartmouth

In terms of most indicators, Halifar-Dartmouth has participated in
the incentives program only to the extent that could be expected from its
share of provincial manufacturing employment. There is no particular
concentration in this growth centre. Indeed, it has received a relatively
low proportion of the value of grants, not only because of smaller projects
than in the rest of the province but because of a lower rate of award (in
terms of grant per job, grant as a percentage of capital costs or grant as
. a percentage of the maximum grant possible). There 1s no evidence then that
activity was consciously diverted to the growth centre through preferential
grants,

Moncton

Moncton has participated in the incentives program to a greater
extent than its share of the total provincial employment base would suggest.
To Septembetr 30, 1972, for example, it had 12% of expected jobs in the
province although it had only 8% of provincial employment in 1969. It is
not clear whether RDIA is leading growth or growth is leading RDIA: total
employment in Moncton over the last decade has grown at twice the over-all
provincial rate. As with Halifax-Dartmouth, projects outside the growth
centre have received hiigher rates of suppert than inside,

Saint John

Almost one-quarter of the provincial manufacturing base is in
Saint John. This proportion also applies with respect to Saint John's
share of incentives activity. Projects in the Special Area do seem to have
obtained some edge in terms of grant size. The question is begged as to
whether particular projects that went outside the area could have been
induced to establish in the area with the use of some of the extra discretion
available to the department - particularly with respect to a few metal-
working projects that located outside, but within 30 .miles, of Saint Johmn.

Three Rivers

Three Rivers accounts for some 10% of the Quebec manufacturing
labour force outside Region C. In terms of expected jobs, an equivalent
percentage of RDIA activity went to the special area. However, the level
of activity has accelerated through time. Although the evidence is mixed,
the balance of results suggests that projects in the Three Rivers Special
Area have received a premium in grant rates. Over-all then, there is the
prospect that RDIA will help this area to make up ground lost in the last
few years when total employment has declined.
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guebec Citz

Quebec City accounts for some 12 percent of provincial manufacturing
employment outside Region C while expected jobs under RDIA so far represents
about 10 percent. As a result then, RDIA is not contributing to a concentra-
tion of manufaciuring-in this Special Area. A contributing factor behind
this result is a lower rate of award inside the Special Area than outside it.
Infrastructure activity has been very vigorous in this Special Area and is
likely a substantial contributing factor in the relatively rapid rate of
growth in total employment in this area in recent years (i.e., 13% growth
from 1968 to 1971 compared with 1% growth in the province as a whole and a
decline of 1% in Three Rivers). The concern that must be expressed here,
however, is that these gains may be transitory in that the greater proportion
of job-creation under the infrastructure program does not last beyond the
construction phase.

The Impact of Incentives Activity on Broad Economic Indicators

In this section, regional trends in the broadest impact indicators -
unemployment rate, participation rate and average incomes are discussed. In
addition, an analysis is made relating incentives activity in terms of jobs
and capital costs to the total eligible® job creation and capital spending
in regions - specifically, how much of the total pie are we covering?

The latter aspects are treated in greater detail than the former aspects.
Both approaches are fraught with conceptual and measurement difficulties

but these are more prohibitive in the former. It is unrealistic to expect to
disentangle the separate influence of the incentives program on the broad
macro-indicators, {(i.e., unemployment, participation and average income), for
the incentives program is only one of several inter-acting departmental
programs. In addition, of course, a large proportion of incentives-supported

TABLE 10

Unemployment Rates by Region
1961-72

Atlantic Quebec Prairies Canada

1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971

11972
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(3) based on January to November data.

1 / the context of 'eligibility' in this section refers to job creation
Znd investment in manufacturing activities which under the RDIA Regulations
are eligible for consideration for an incentive grant.
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TABLE 16

Capital Expenditures in Manufacturing and
R,D.I.A, Activity
Manitoba and Saskatchewan
(millions of doilars)

Capital Expenditures Manitoba and

on Manufacturing  Saskatchewan's Estimate of &

Share of Can, R.D,I.A. Supported Cap, :

Eligible Eligible Cap, Supported Exp. as Percentage ;

for Expenditures on  Investment of Eligible f

Total R.D.T.A. Manufacturing - in Place ~Cap, Expenditures |

1968 116.3 102.0 5.7 3

1969 98.4 77.0 3.7

1970 125.8 75.0 3.1 15.8 21.1
1971 84,1 73.0 3.3 33.3 45,6
1972 74.8 66.0 2.8 32,5 49,2

Notes: The major exclusion from eligibility for R.D.I.A. incentives grants
are petroleum refining and pulp and newsprint activities, Due to
statistical limitations, the entire paper and allied industries and
petroleum and coal products group had to be excluded. On the other
‘hand, projects ineligible because of size restrictions are not §
excluded nor are capital expenditures in those parts of Saskatchewan
and Manitoba not designated under the R.D.I.A. or the Department of
Regional Expansion Act., On balance, therefore, probably less
investment was eligiblé for incentives support than indicated above.
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TABLE 17

Manufacturing Employment and
~ Incentives Job Creation
Manitoba and Saskatchewan

—rh A e
Sk Tt

S el

Manuf,Employment Expected Jobs 1

in Large Est. - Estimate of Jobs in Place from Total Net

R.D.I.A. Estimated R.,D.I,A, as Percent of Offers Accepted ¥

Eligible Gross Job Assisted Estimated Gross (Per Date of {

Industries Creation Jobs in Place Job Creation Acceptance) !

5

1968 55,021 3,200 :

1969 56,242 32 1.0 203 ;

1970 55,741 451 13.9 2,050 !

1971 57,000 1,188 37.1 3,316 J
1972 - 54,153(Est.) 3,200 1,800 56,2

2,809 s j
' |

Notes: See note on Table 12
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TABLE 19

Value of Incentive Grants:
Combined Grant Cases
Outside Region C

to June 30, 1972 ]
Value of Grant Approved
Per As a Percentage As a Percentage Capital Costs
Authorized of Eligible of Maximum Per Authorized
Job Capital Costs Possible Grant Job
Newfoundland $4,189 47 63 $8,879
P.E.I. 3,279 40 59 8,165
Nova Scotia 3,210 41 51 7 7,738
New Brunswick 6,270 49 82 12,878
Quebec 4,671 25 65 18,818
Ontario 6,084 20 58 30,365
Manitoba 3,127 34 53 9,084
Saskatchewan 4,334 32 63 13,535
Alberta . 13,128 16 82 81,661
British Columbia 2,745 31 - 51 8,725

It is evident as well from the table that a considerable degree of
discretion remained for the department to award grants that more realistically :
differentiated among regions on the basis of the relative difficulty of ;
attracting new investment. The over-all conclusion suggested is that -
discretion was not utilized to deploy investment spatially - either in terms g
of broad regions or, as we have seen earlier, in terms of the industrial growth . $
centres,

The question is then why have the discretionary powers of the
present legislation not achieved their objectives? The present Act and its
Regulations assumes that, in the case of new plants having a locational
choice between the non-designated and designated regions, there is technical
capacity within the department to determine locational cost differences as a
basis for calculating the level of incentive grants. This capacity is not
present. In those cases where locational cost differences were a consideration,
it was not the department who determined these differences, but the applicant.
The locational cost data then can merely be part of the company's bargaining
stance - indeed companies have accepted grants that fall short of covering
the costgaps that they submitted.

it A e

'

1f the technical capacity to determine locational cost differences )
is lacking, then discrimination between new plants with a locational
disadvantage and those without a disadvantage is not possible. That does
not mean that those without a disadvantage should not be assisted. These new
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