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Report in Brief

The potential to direct specific assistance to individuals adversely
affected by the FTA was exhaustively explored. A fundamental obstacle
in this regard is the problem of distinguishing between the effects of the
FTA and those of the larger, global economic environment. It is virtually
impossible, in the Council's view, to clearly and conclusively attribute any
particular economic event - such as a plant closure - solely to the effects
of the FTA. Depending on the circumstances, the same event might also
be attributed to global economic changes, to technological obsolescence,
or simply to poor management, among other things. Moreover, because
the FTA will have many subtle and complex economic effects, virtually
any job loss ~ whatever its actual causes - might arguably qualify for FTA
adjustment assistance. Since anyone who might qualify for such
assistance would undoubtedly seek it, any agency dispensing adjustment
assistance would be obliged to consider the merits of virtually every job
loss occurring anywhere in Canada.

If arbitrary rules were used to determine by “rough justice” which job
losses qualified for FTA adjustment assistance, the result would be
substantial unfairness to individuals. Two classes of workers would be
created, those whose job losses would qualify them for special assistance,
and those who would be left on their own.

Once these difficulties were recognized, the Council concluded that
it could not recommend an adjustment assistance program aimed specifi-
cally at job losses caused by the FTA. Any such approach would be both
unworkable and unfair, and would lead to discrimination which the Council
considers totally unacceptable in Canadian society. Therefore, instead of
attempting to identify specific causes of job dislocation, the central thrust
of the Council’s recommendations is to promote the swift re-integration
into the work force of all workers displaced by economic change of any
kind.

A Trampoline versus a Safety Net

Recommendations regarding the continuing education and training of
Canadians, which constitute the core of the report, are aimed at promoting
employment and are characterized as a “trampoline.” This term is con-
trasted with the term *“safety net,” traditionally applied to programs aimed
at income maintenance, such as unemployment insurance. Rather than
simply mitigating the adverse impacts of more intensive economic com-
petition, the Council’s “trampoline’ recommendations seek to stimulate
initiatives, accelerate competitive adjustments, and enhance the ability
of both employers and employees to meet new challenges and success-
fully seize the new opportunities presented by the FTA.

The ‘“trampoline” approach seeks to prepare Canadian workers to
prosper in a world of increasing technological change and international
competition, in which Canada must use its access to the larger North
American market to achieve greater economies of scale and higher pro-
ductivity. And for those less able to take advantage of the increased
opportunities, the safety net must remain in place.
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Report in Brief

general, seek to stimulate private sector activity. Its primary aims should
be to offerincentives and assistance, and to remove obstacles and impedi-
ments, so that private enterprise is encouraged and enabled to seize all
available opportunities.

Labour Adjustment

Recommendations regarding labour adjustment are intended to apply
equally and universaily to all Canadian workers, regardless of age or sex,
enabling everyone to participate fully and fairly in the growth of Canada’s
economy.

In the Council’s view, a concerted effort by all parties involved is neces-
sary to develop and implement a strategic national plan for effective human
resource development in the face of global competitive challenges. The
private sector should play a pivotal role in the area of training and have
important responsibilities in the area of education. Governments and the
private sector must work together to shape new policies and programs.

The essential objective of the Council’s recommendations in this area
is to shift the emphasis of government assistance towards employment
promotion (the “trampoline”) rather than income maintenance (the ‘‘safety
net’’). Specifically, the Council recommends that the federal government
allocate an additional $200 to $300 million to funding programs such as
Skill Shortages and Skill Investment, which are particularly germane to
adjustment to the FTA.

The Council identifies the federal government’s Industrial Adjustment
Service (IAS) as an existing and proven tool to help employers, employees,
and communities adjust to economic change. A doubling of the existing
funding of the 1AS is recommended. To further facilitate the adjustment
process, the Council also recommends that the establishment of human
resources plans and goals be made a prerequisite to applications by firms
for any assistance under federal programs. Other recommendations seek
to improve the advice and input the government receives from business
and labour regarding work force training and adult education programs.

A key set of recommendations concerns the establishment of mini-
mum standards for advance notice of layoffs and severance pay. These
include minimum and nationally uniform lead times for layoff, as well as
requirements to supply information about employee demographic profiles,
skills and compensation packages to relevant government departments
and agencies. The Council recommends that severance pay should be a
minimum of one week’s regular wages for each year of service, up to a
maximum of 26 weeks for those with five years of service or more.

It is further recommended that these severance payments not affect
the immediate commencement of Unemployment Insurance benefits, and
that additional payments be made to workers over 55 years of age. Other
recommendations include the establishment of a special fund to compen-
sate employees for unpaid wages and benefits in cases of bankruptcies,
as well as special measures to compensate older workers affected by
layoffs.
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Report in Brief

Another important recommendation concerns federal sales tax. To help
Canadian companies become more competitive in the new trading environ-
ment, the Council recommends that the current biases in the federal sales
tax which have the effect of favouring imports over domestic production
be removed.

Regarding capital investment, the Council recommends that the
government carefully monitor the competitiveness of the tax system to
ensure it provides adequate incentives to encourage new investment. The
government is also urged to compare the availability and cost of capital
in Canada to that of the United States and Japan, in view of the need for
increased competitiveness.

Continuity and Consistency

An important aspect of government’s role frequently cited by groups
making submissions to the Council was the need for more continuity and
consistency in government policies. The time frame necessary for such
things as new product research and development usually exceeds the life-
time of a government. As a result, companies are unable to rely on the
continuity of programs, tax measures, or other government policies and
programs that may be vital to the success of their endeavours.

Consistency - or the lack of it - among the policies of various govern-
ment levels, departments, and agencies presents similar problems. In
some respects, government policies tend to give with one hand and take
away with the other, apparently offering incentives in a particular domain
but effectively cancelling them in some other way. To achieve the desired
results, policies at all levels of government must be carefully coordinated
to deliver genuine net benefits, and these benefits must be available over
a sufficiently long time-frame to allow the intended beneficiaries to take
full advantage of them.

Balkanization

The Council believes that the removal of interprovincial barriers to eco-
nomic activity is the most important step governments should take. The
economic balkanization of Canada into a series of provincial enclaves robs
the country of the ability to achieve the industrial economic efficiency
required to be competitive globally. At present, government procurement
policies across Canada also militate against the achievement of econ-
omies of scale, and prevent important industries from meeting the
challenges of foreign rivals in this area.

The Council notes that two committees of federal, provincial, and
territorial ministers have aiready begun the process of rationalizing govern-
ment purchasing practices. The Council recommends that the draft agree-
ment on government procurement produced by these committees be rati-
fied immediately, and that effective mechanisms be put in place to promote
its rapid implementation. Other recommendations call for the prompt
removal of interprovincial barriers to trade in particular industries, as well
as other barriers that impede the movement of workers between provinces.
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Report in Brief

identified as keys to future success.

The overall direction of the Council's recommendations is described
as one of modifying and reorienting existing programs, rather than making
a massive iniection of funds into new nroarams.

for an ongoing rocal point or rorum 10 review ana consiaer new circum-
stances and concerns as they emerge over the ten-year FTA implementa-
tion period. The Council supports the creation of such a body, both to deal
with problems not foreseen at this time, and to orchestrate efforts to seize
new opportunities as they arise.

“Adjusting to Win" is the overall theme of the Council's conciuding
statement. In a rapidly emerging global competitive environment domi-
nated by three mega-markets - Europe, the Pacific and North America -
Canada’s future depends on its ability to translate the positive potential
of this new situation into successful economic reality. The Council’s report
is a blueprint for immediate action to help the Canadian economy adjust
to win.
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The Advisory Council
on Adjustment
MANDATE

THE COUNCIL SHALL:

(a)

(b)

(c)

(d)

(e)

examine the possibilities for Canadian businesses
and workers to position themselves to secure max-
imum advantage and better exploit the opportu-
nities and benefits arising from enhanced access
to the United States market as a result of the
Canada-U.S. Trade Agreement,

identify specific adjustment issues or circum-
Stances arising from the Canada-U.S. Trade Agree-
ment including the examination of government
programs that act to support adjustment measures
and initiatives including programs for labour
adjustment, industrial competitiveness, duty
remission and regional development and their
impact upon particular regions, communities,
sectors, firms or workers;

recommend such changes or amendments to
program terms and conditions or delivery mech-
anisms as the Council feels are appropriate and
necessary to improve their effectiveness, effi-
ciency or equity as instruments for facilitating
adjustment in response to opportunities and
issues arising from the Canada-U.S. Trade
Agreement;

solicit such inputs as the Council deems relevant
to its work;

assist the Government in ensuring that Canadians
take full advantage of the new opportunities aris-
ing from the Canada-U.S. Trade Agreement.
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Preface

The Canada-United States Free Trade Agreement (FTA) is the most
significant trade agreement ever signed by Canada. The elimination of
barriers to trade in goods and services between Canada and the United
States began on 1 January 1989. By 1 January 1998, virtually all goods
produced in Canada and the United States will move across the 49th
parallel with no restrictions. The scope of the FTA is broad. In addition
to eliminating duty, the agreement will remove most barriers to trade
in services, facilitate conditions of fair competition, liberalize conditions
for cross-border investment, establish procedures for settling disputes,
and lay the foundation for further benefits from the agreement.

Over 30 per cent of Canada’s income derives from trade; it provides
employment for over three million Canadians in the resource, manufac-
turing, and service sectors. The U.S. market is of strategic importance
to our success in the international trading arena. As has often been
pointed out, the United States is our largest customer, accounting for
74 per cent of our exports in 1988. By the same token, Canada is the
largest market for U.S. exports; in 1988, U.S. goods made up 69 per cent
of our imports.

The FTA will present challenges and opportunities for all Canadians.
Although Canadians must constantly adjust to meet new competitive
situations, the FTA will provide a unique focus on the importance of
competitiveness and on the process of change. Business, labour, and
governments must now act positively and together to usher in a new period
of prosperity for Canada.

On 11 January 1988, the federal government announced the creation
of the Advisory Council on Adjustment, under the chairmanship of A. Jean
de Grandpré, chairman of the board of BCE Inc., to assist the govern-
ment in ensuring that Canadians take full advantage of the opportunities
arising from the FTA. The members appointed were Jalynn Bennett of
The Manufacturers Life Insurance Company, Gordon Cummings of
National Sea Products Ltd, James McCambly of the Canadian Federation
of Labour, and Norman Wagner of Alberta Natural Gas Company Ltd
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and immediate past-president of The University of Calgary. (Further
details on the members of the Council are contained in Appendix A.)

The Council was requested to identify specific adjustment issues, to
examine government programs in support of adjustment, and to recom-
mend revisions to such programs where necessary to improve their etfec-
tiveness. The Council was to complete its work by 30 June 1989. The
Order in Council establishing the Council and defining its mandate is
contained in Appendix B.

From the outset, the Council considered that it was essential to have
the views of unions, trade associations, companies, provinces, territories,
and the Sectoral Advisory Groups on International Trade (SAGITs), which
were established by the government to provide advice on international
trade matters and to work closely with the Trade Negotiations Office
during the free trade negotiations. Although all Canadians were welcome
to present their views to the Council, specific associations and unions
were invited to participate in its work to ensure adequate representa-
tion from all sectors. An invitation was also extended to the provinces
and territories, each of the SAGITs, and federal government departments
and agencies. In total, over 160 representations were received. Appen-
dix C contains the names of those that participated in the work of the
Council.

The consultative process provided the Council with in-depth insight
into the adjustments that will face Canadians in their continuing quest
for increased competitiveness. Overall, people felt confident of success
in the changing circumstances. Certain industry sectors, such as com-
puters, fisheries, and energy, were very bullish about the opportunities
expected to arise in the new trading environment. The Council is aware
that a number of industry sectors have suggested with some urgency that
the tariff cuts be accelerated. Other sectors, such as food processing,
expressed serious concerns about the cost of their raw materials and their
ability to compete with duty-free processed foods from the United States.
The Council will address these concerns in Part 4 of the report.

Although the submissions to the Council addressed FTA issues, they
often referred to the need for Canada to be competitive in a global mar-
ket. It was essentially in the context of the globalization of markets, as
well as of the FTA, that people spoke about adjustments which will lead
to increased employment and investment opportunities; these adjustments
were identified as "upside.” Submissions also cautioned the Council that
unless adequate precautions were taken there could be adjustments which
might result in layoffs and cutbacks in production, sometimes called the
“downside"” of the adjustment process.

The consultations also revealed major influences in the economy that
could have an equal or perhaps more profound effect on Canada’s
competitiveness than the FTA. Rates of exchange, consumer tastes, new
technologies, and interest rates were most often identified as influences
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to which Canadians must adjust, sometimes within a very short time frame.
The Council felt that these factors could not be ignored, not only because
of their potential to influence the extent to which Canadians seize the
opportunities arising from the FTA, but also because they directly atfect
Canada's competitiveness in the global marketplace.

During the debate following the announcement establishing the
Council and the tabling of the FTA legislation in the House of Commons,
expectations were expressed that special adjustment measures would
be put in place to deal with a downside effect of the FTA. In the debate,
the emphasis was on assistance for workers of firms adversely affected
by the agreement. The Council examined this option very thoroughly,
in light of the expectations and the submissions received. After much
discussion and soul-searching, the Council came to the conclusion that
such an approach would be unworkable and unfair.

It would be unworkable because it would be extremely difficult, if
not impossible, to determine whether or not the job loss was the result
of the FTA. None of the submissions to the Council provided a solution
to this problem. The dilemma was evident in the debate during the fall
and early winter of 1988 when a number of plants closed. The propo-
nents of special treatment for workers argued that the FTA was the cause,
while the companies involved maintained that they were obliged to
rationalize their operations for other economic reasons.

It would be unfair because the Council is of the strongest opinion that
all unemployed workers deserve equal benefits and protection regard-
less of the cause of unemployment. The Council cannot accept the view
that Canada should create two classes of unemployed citizens, one whose
job was lost on account of the FTA and who would benefit from special
programs, and another whose job was lost because a product was rejected
in the marketplace or through poor management and who would not be
entitled to special treatment over and above the support provided by
programs already in place. Such discrimination would be totally
unacceptable to members of the Council.

The Council recognizes the importance of fostering in Canada an
environment which will help to motivate the vast majority of Canadians
who are ambitious and eager to get started, to adjust, and to win. At
the same time, this environment must provide comfort and dignity for
those who cannot find new opportunities.

The FTA in itself provides a framework for an expanded Canadian
export capacity to serve markets not only in the United States but around
the world. Although the United States market continues to be strategi-
cally important to Canada’s export effort, it would be unwise to look at
the future of Canadian trade only in bilateral terms; exports to overseas
markets are increasing faster than those to the United States. Translating
trade opportunities into widespread export performance, however, will
require a major overhaul of the attitude of Canadian companies towards
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exporting: this was the key message that came across in representations
to the Council. More Canadians must develop an export mentality if
Canada’s trade potential is to be fulfilled.

The economy is continuously under pressure to respond to numerous
international and domestic challenges and opportunities affecting the
production of goods and services in Canada. The smoothness of the adjust-
ment process that takes place in this type of environment depends on
the decisions of business and labour and the policies and programs of
governments.

Given the challenges and opportunities which lie ahead, Canadians
clearly must become better than the competition to maintain and enhance
the standard of living to which they have become accustomed. In short,
Canada must dare to excel, to meet and to beat the challenges of rapid
change, to increase productivity, and to achieve new levels of competi-
tiveness. To allow this to happen, business, labour, and governments must
begin immediately to work individually and together to ensure that the
benefits of the new trading environment are realized to the advantage
of all Canadians.

This report is intended to assist the government in ensuring that
Canadians take full advantage of the new opportunities arising from the
agreement. It charts a course which will help Canadians in their efforts
to meet the challenges and to take advantage of the opportunities which
await them in the 1990s and in the new century. The Council wishes
to emphasize that the report is only a beginning. It is imperative that
the government set in motion a process to monitor Canada’s success in
adjusting to the new trading environment. This process will become a
focal point for Canadians involved in adjustment. It will also allow the
continuing effectiveness ot programs designed to meet the adjustment
needs of Canadians to be measured. Canada’s commitment to monitor this
process should be at least as strong as its commitment to monitor the
implementation of the FTA.

There are four parts to the report. Part 1, Canada Today, looks at
Canada’s successful adjustment to date in light of such influences as the
Auto Pact and multilateral trade negotiations, and Canada’s competi-
tive position compared to that of its main international competitors. Part 2,
People Issues, discusses the need for a human resource strategy to
facilitate adjustment. Part 3, Corporate Issues, covers the importance of
research and development to Canada’s competitiveness and other factors
affecting investment decisions, such as taxation, access to financing, and
export promotion. Part 4, Specific Industry Issues, examines the impact
of the Free Trade Agreement on the agri-food and wine industries. The
report concludes with the Council’s overview of the challenges and
opportunities for Canadians to succeed in the new trading environment.
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CHAPTER ONE

The Country

Canada is naturally endowed with abundant natural resources in a
climate characterized by extremes of heat and cold. The abundance of
its resources has provided the basis for many large and successful
industries and generated an enviable standard of living. In the past, an
insatiable world appetite for primary resources permitted Canada to
compete and often to excel in the international marketplace. Today, how-
ever, the simple ownership and export of unprocessed resources is no
longer as important a factor in economic strength as it once was. Now
Canadians are challenged not only to become more productive and
competitive in traditional products and services, but also to search out
new opportunities in uncharted waters. This is not a simple task, but it
is critical that Canada turn the opportunities provided by change to
national advantage.

Many factors influence a country’s competitiveness, but the size and
skills of the population are extremely important. In an international
trading context, Canada’s population is not large enough to provide
economies of scale in production. Consequently, Canadian companies
competing against companies with a large home market must increasingly
look to the international marketplace to prosper. To succeed, these
companies must be able to find skilled and adaptable people for their

work force.
Canada’s natural resources, coupled with success in such areas as

cold climate technology in the petroleum industry and in telecommuni-
cations, should not lull us into complacency. Competing in the New
Global Economy, the 1988 report of the Premier’'s Council in Ontario,
states it plainly:

Yes, Ontario looks rich, but the veneer of prosperity conceals
serious structural weaknesses. The Council believes that the same
historical forces that made Ontario’s economy prosperocus today
could make it vulnerable tomorrow. (p. 5)




Part I: Canada Today

As Canada's resources become less indispensable to traditional customers,
and as trade becomes truly global, Canadians must face and overcome
new challenges which, as yet, have not been discussed with sufficient
intensity or sense of urgency in our country. A full discussion requires
not only an examination of ways in which Canadians can take maximum
advantage of new trading opportunities, but also how to assist those who,
for a variety of reasons, have difficulty in a changing economic envi-
ronment. The Council is pleased to have the opportunity to contribute
to this debate and offer its thoughts on the areas that deserve priority
attention.




CHAPTER TWO
A Vibrant Society

Adjustment is an ongoing process. Each year, about four million Cana-
dians change their jobs,! on average about 136,000 firms are identi-
fied by Statistics Canada as new ones, and some 109,000 firms disap-
pear.? This turnover of firms and workers occurs continually in a healthy
market economy.

LABOUR MARKET DYNAMICS

The labour market in Canada is dynamic. Canadians of working age are
constantly moving in and out of the labour force.3 In addition to these
movements, people are constantly changing their status within the work
force from employment to unemployment and back again (Figure 1.1).

The labour force also shows a high degree of inter-industry mobility.
Using the chemical industry as an example, Figure 1.2 shows that,
between 1978 and 1983, 175,500 workers entered the industry, while
160,200 individuals left. Of those departing, 127,800 individuals found
work in other industries, no information was available for 23,400, and
9,000 were unemployed.

The degree of interprovincial mobility also indicates whether the popu-
lation can adjust to employment fluctuations brought on by economic
change. Statistics show that, in the 12-month period ending May 1988,
381,000 Canadians moved from one province to another.4 In addition,
there is significant intra-provincial movement of population.

Some of these workers change jobs more than once, leading to over five million employ-
ment changes. Employment and Immigration Canada, Record of Employment data,
operational data.

Statistics Canada, Small Business and Special Survey Division.

The labour force is made up of individuals who are employed as well as the unemployed
who are looking for work.

Statistics Canada, Post-Censal Annual Estimates of Population by Marital Status, Age,
Sex, and Component of Youth for Canada, Provinces and Territories, 1 JTune 1988,
Cat. no. 91-210, Table IX.







A Vibrant Society

FIGURE 1.2
Canadian Chemical Industry Changes in Labour Force, 1978-83

Source: Employment and Immigration Canada, Research and Special Studies
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These statistics clearly indicate that adjustment is a normal part of
economic life in Canada, and all Canadians are accustomed to the
place to another; firms open, change in structure, or close.in response
to the changing environment.
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FIGURE 1.3
Exit and Entry of Businesses in Canada, 1978-85

Source: Statistics Canada, Small Business and Special Surveys Division.
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CHAPTER THREE
Canada’s Adjustment
Record

Canada’s economy is influenced by many factors. In the past few decades
these have included trade liberalization such as the Auto Pact, techno-
logical change, exchange rates, the energy crisis, and the 1981-82 reces-
sion. This section examines how Canada has adjusted to these factors.
It then reviews some instances of trading arrangements and looks briefly
at adjustment policies abroad. It concludes with a few remarks on the
globalization of world economies.

TRADE LIBERALIZATION

Since 1948, international trade has been increasingly governed by the
provisions of the General Agreement on Tariffs and Trade (GATT), a multi-
lateral contract subscribed to by 96 governments which together account
for most of world trade. Its basic aim is to liberalize trade and place it
on a secure basis, thereby contributing to economic growth and develop-
ment and the welfare of the world’s peoples. The General Agreement
is the only multilateral instrument that lays down agreed rules for
international trade.

Major multilateral trade negotiations take place under the auspices
of GATT. There have been seven rounds of such negotiations; two of the
most significant for Canada have been the "Kennedy Round"” (1964-67)
and the "Tokyo Round” (1973-79). The latest round, referred to as the
"Uruguay Round,” began in Punta del Este, Uruguay, in September 1986.

Under the Kennedy Round of tariff reductions, rates of duty applicable
to the Canadian manufacturing sector were to be reduced over a four-
year period beginning in January 1968, from an average of 21 per cent
to about 18 per cent. Tariff cuts were accelerated by the government in
mid-1969, however, as part of selective anti-inflationary measures which
aimed at reducing costs to manufacturers and increasing competitiveness.

To encourage companies to take advantage of the new opportunities
and to meet the challenges resulting from the tariff cuts, in 1968 the Cana-
dian federal government introduced the General Adjustment Assistance
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Program (GAAP), which provided for loans and loan guarantees.
During its lifetime, the GAAP provided 122 loan guarantees totalling
$84 million and 6 loans totalling $9 million. The rather limited use
of the program and the strength of the economy during this period
indicate that Canadian companies were able to adjust to the new
situation.

The Tokyo Round represented a more comprehensive approach to
trade liberalization than the Kennedy Round. It culminated in the con-
clusion of a number of new international codes and other agreements
relating to the use of non-tariff measures, such as subsidies, countervail
duties, and import licensing. Canadian tariff cuts averaged about 35 to
40 per cent, as was the case for most developed countries. When the
Tokyo Round of tariff cuts were fully implemented, over 70 per cent of
Canada’s exports to the United States entered duty free. No special adjust-
ment programs related to the Tokyo Round were put in place in Canada.
There existed, however, several broad-based adjustment programs to
which firms had access. The adjustment process was affected by the oil
crisis, low economic growth, and high inflation.

THE AUTO PACT

In 1965, Canada and the United States signed the Auto Pact, allowing
automotive companies to rationalize production on the basis of a North
American market. The Auto Pact proved to be a very positive experience
for Canada. Employment in the industry rose from 83,000 jobs in 1965
to over 146,000 jobs in 1987.

In response to initial concerns about adjustment to the Auto Pact,
the Automotive Adjustment Assistance (AAA) program was introduced
in 1965 and was in effect for about a decade. It provided loans to
Canadian automotive manufacturers to assist them in restructuring their
operations to meet the market conditions created by the automotive agree-
ment. A $20 million fund was initially established, to provide loans at
a rate of interest close to the prime lending rate. By the end of 1975,
125 loans, totalling $109.6 million, had been authorized under the AAA
program. The Transitional Assistance Benefits Program (TAB) was also
announced in 1965 to meet the possible labour adjustment implications
of the Auto Pact. Although TAB was in existence for a decade, only
3,100 workers took advantage of the program. The main reasons for the
low utilization were the small number of layoffs in the industry, the
significant increase in employment immediately after the Auto Pact was
introduced, and the availability of alternative employment.
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EXCHANGE RATES

In the course of the Council’s consultations, the importance of the
exchange rate on Canada’s competitiveness was brought forward in many
submissions. The position of the Canadian dollar with respect to that of
the United States, Canada’s major trading partner, was of most concern.

In this context the Council noted that the value of the Canadian dol-
lar vis-a-vis the U.S. dollar has eroded significantly over the last 10 years,
but that since the beginning of 1986 it has appreciated by about 20 per
cent. While there was growth in real exports during this period, real
imports increased more rapidly, leading to a deterioration in the real
trade balance. Notwithstanding this decline in trade balance and appreci-
ation in the value of the dollar, Canada’s economy has remained strong,
but further increase in the value of the dollar could seriously undermine
the competitiveness of Canadian exports.

ENERGY CRISIS AND RECESSIONS

The oil price shocks of 1973 / 74 and 1979 had severe repercussions
throughout the world. The economies of the major industrialized countries
went into deep recession in 1974 and real output of countries of the
Organization for Economic Cooperation and Development (OECD) grew
marginally at an estimated 0.3 per cent, compared to 6.3 per cent in
the previous year. Canada felt the effect of this downturn; commodity
exports from Canada declined 1.5 per cent in real terms in 1974, and
the foreign trade deficit rose from $785 million in 1973 to $2,485 million
in 1974,

Canadians entered the most severe of the post—-World War Il recessions
in 1981-82, following the second oil shock in 1979. During 1982, real
gross domestic product declined by 3.2 per cent, while inflation and prime
lending rates averaged 10.8 per cent and 16 per cent, respectively. The
jobless rate rose from an average of 7.4 per cent in the first quarter of
1981 to a peak of 12.7 per cent in the fourth quarter of 1982. Canada
recovered quickly from this recession. Within a few months, output and
employment increased, inflation dropped dramatically to 5.8 per cent,
and, by 1983, the prime lending rate declined to about 11 per cent. In
the years since, strong growth has created many opportunities for
Canadians. Over 1.6 million jobs have been created since the 1981-82
recession. In 1986 and 1987, Canada's employment growth rate
exceeded that of the major industrialized countries by a wide margin.
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TRADING ARRANGEMENTS

The FTA is only one example of the trade agreements being negotiated
by two or more countries in every part of the globe. The Council's review
indicates that liberalization of trade in other parts of the world has
benefited the participating countries without any insurmountable adjust-
ment problems. To obtain further insight into this process elsewhere, the
Council examined the adjustment experiences in other free trade areas
(Appendix E). The European Community (EC) during the 1959-68 period
increased its real output, productivity, and incomes more rapidly than
did the United States. Encouraged by these positive results, the EC
countries are moving towards completing the Internal Market, which is
designed to remove all remaining trade barriers in the Community
by 1992.

The Closer Economic Relation (CER) agreement between Australia
and New Zealand has resulted in many positive benefits for both coun-
tries. It also shows that a smaller trading partner (New Zealand) can seize
opportunities in such a situation with few adverse effects. For example,
from the inception of the CER in 1983 until mid-1988, New Zealand's
exports to Australia increased by 118 per cent. Encouraged by the suc-
cess of the CER agreement, both countries agreed to remove the remain-
ing non-tariff barriers five years ahead of the originally scheduled date.

SOME LESSONS FROM ADJUSTMENT POLICIES ABROAD

The Council holds the view that there are areas where Canadians can
learn from the adjustment policies of other countries. With that in mind,
the Council undertook to examine employment and industrial policies
in Sweden, West Germany, Japan, and South Korea (Appendix E). At
least two interesting characteristics related to employment and industrial
practices deserve to be mentioned.

First, the relationships between unions and management in Sweden,
Germany, Japan, and South Korea foster consultation and cooperation.
For example, the Co-determination at Work Act in Sweden gives local
unions the right to information on company policies on employment. In
Germany, the Works Council, formed at the firm level, has equal rights
with management to determine how issues of compensation, hours of work,
layolfs, and dismissal are resolved. In Japan, a widespread system of
labour-management consultation at the enterprise level fosters cooper-
ation. In these countries, the principle of co-determination created an
environment within which trade unions are supportive of structural change
and the introduction of new technologies.

12
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Secondly, in terms of industrial policies, these countries took drastic
steps with respect to many industries which were characterized by excess
capacity and outmoded production facilities. For example, Sweden
reduced its shipbuilding capacity, a move that involved difficult large-
scale shutdowns in many locations. In Germany, coal-mining companies
received government assistance to promote restructuring. In Japan,
increasing competition in the textile industries led the government to
introduce measures to encourage companies to scrap excess capacity
and inefficient plant and equipment. One of the important factors in the
success of these countries in adjusting is their willingness to support
restructuring in response to a changing environment.

LOOKING FORWARD

Canada has demonstrated an ability to adjust to change. In recent years,
Canada has been a leader among OECD countries in both employment
and economic growth. According to the report Competitiveness Criteria,
Canada, in terms of overall competitiveness, is ranked sixth of 22 major
industrialized countries, aiter Japan, Switzerland, the United States,
Germany, and Finland.?

In this light, Canadians should be confident that they have the poten-
tial to take full advantage of the opportunities of the twenty-first century.
While they should be proud of their achievements and abilities, while
they should celebrate success, they should not, in the Council’s view,
become complacent. Canada's good overall competitive performance is
based on a limited number of areas in which it fares well. Canada ranks
tirst on the list in terms of natural resources; Canada also ranks first in
terms of availability of developed energy sources for the needs of
companies competing internationally. However, many areas need
significant improvement if Canada is to become more competitive inter-
nationally. For instance, Canada ranks twelfth in terms of managers’ sense
of drive, responsibility, and entrepreneurship, and fifteenth in terms of
workers’ willingness to identity with corporate objectives and priorities.
Canadian business enterprise, judged by business research and develop-
ment expenditure as a percentage of total R&D expenditures, ranks
seventeenth.

If Canada is to enhance its international competitiveness, it must deal
with these issues on a priority basis. It must excel at the assimilation of
technological change and become more productive, since competition
at the turn of twenty-tirst century will become more intense. Canadians,

7 World Economic Forum, Competitiveness Criteria (Geneva, June 1987).
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for instance, will be facing increased competition from newly industrial-
ized countries. Several Asian countries, as emphasized in the C.D. Howe
publication Business Strategies, have moved away from being manufac-
turers of textiles and low-value-added goods to becoming fierce exporters
of high-value-added manufactured goods.8 At the same time, countries
such as Spain, Brazil, and Mexico are becoming increasingly industrial-
ized. In 1986, Brazil’s manufacturing output exceeded Canada’s, Spain's
performance is close to Canada’s, and Mexico is not lagging far behind.
In addition to responding to emerging competitive pressures from newly
industrialized countries, Canada will have to strive to become more com-
petitive in an increasingly global environment. Business decisions in the
future are likely to be related to the assembly, production, and distribution
of products whose components will be procured from many international
sources.

The FTA will no doubt also play a significant role in the global trading
environment outlined in the previous paragraphs. It will increase com-
petition at home, but it will provide secure access to a market of some
250 million individuals. This potential market is large enough to offer
Canadian industry the possibility of economies of scale and rationaliza-
tion. Canadian businesses will also be able to develop specialty products,
a difficult option without a large market base. The FTA represents a giant
step towards a stable North American trading environment; it will assist
Canada to become more competitive at home and in world markets.

8 C.D. Howe Institute, Business Strategies and Free Trade, Focus on Corporate Adjust-
ment, Policy Study No. 5, May 1988.
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CHAPTER FOUR

Policy Implications of
the Global Trading
Environment

The FTA is only one element, although a significant one, of the changing
and increasingly global trading environment. Part of its impact is that
it provides Canadians with a unique opportunity to reflect on their
response to ongoing change. It constitutes a tremendous opportunity to
focus the discussion on the role of the various participants in the adjust-
ment process and on the appropriateness of government programs in
support of adjustment.

Workers, businesses, unions, trade associations, and all levels of
governments, including municipal governments, must urgently assume
their common responsibilities in the adjustment process. If Canadians
are to benetit fully from the FTA and to ensure Canada’s international
competitiveness by the turn of the century, they will have to develop a
collective will. They will all need to cooperate to develop an immediate
plan of action. The Agreement will provide them with the opportunity
to do so. But only if they succeed in developing and adopting such a
plan rapidly will they be able to maximize these opportunities.

In the area of human resources, for instance, Canadians will have
to become better educated and better trained — quickly - if they are
to meet the increasingly sophisticated skills required for enhanced
competitiveness. Part 2 of this report, People Issues, discusses how to
attain such objectives. Although it acknowledges that some corporations
have a "training and personal development” ethos, it emphasizes the
urgent need to develop a "training culture” across the private sector.

On the corporate side, firms will have to keep at the leading edge
of new technologies, and aggressive trade initiatives will have to be
sharpened if Canada is to improve its competitiveness on the interna-
tional scoreboard. Part 3, Corporate Issues, reflects these issues, notes
the need for the private sector to take steps immediately, and provides
a blueprint for action.

In the course of the Council’s consultations, it became clear that
specific industries were going to face specific circumstances arising out
of the FTA which will go beyond the usual challenges of the marketplace.
The Council will underline that some policies / measures applying to these
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industrial sectors will require special attention if these sectors are to
increase their competitiveness. These questions will be discussed in
Part 4, Specific Industry Issues.

Specific government programs will be referred to throughout the
report, but the Council wishes to underline that close to 400 programs
touching some aspect of adjustment are offered by federal, provincial,
and territorial governments in support of private sector efforts. There are
certain common elements about all these programs. Generally speak-
ing, all levels of government have designed programs to help labour,
industry, or communities adjust to economic change. This assistance is
provided either directly through financial assistance, such as loans or
wage subsidies, or indirectly through tax incentives. The scope of assist-
ance programs is extensive.? They cover a wide range of needs, from
assisting industries to prepare to take advantage of opportunities, to help-
ing labour upgrade skills, to helping individuals who require support in
adjusting to a more competitive environment.

While the private sector must take the lead in responding to change,
goverment can play an important supporting role. In the case of the
federal government, for example, skill enhancement is facilitated by an
array of activities by Employment and Immigration Canada. In the area
of acquisition, development, and rapid implementation of technology,
Industry, Science and Technology Canada and the National Research
Council of Canada provide a number of programs, together with a range
of services. Export efforts are supported by the Department of External
Affairs.

Key programs will be referred to throughout the report and a descrip-
tion is found in Appendix D.

9 Since details of these programs are available from a number of government and non-
government inventories and sources, they will be discussed only in broad terms here.
Federal programs are discussed in greater detail since they are generally available
nationally. Programs available from provincial and territorial governments are similar
to federal programs but are more specifically designed to respond to the needs of small
businesses.
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Introduction

“"People issues” have been the subject of a great deal of discussion during
the Council’s consultations. It became evident there was a global con-
sensus of opinion that investing in the skills of a country’s people is crucial.
From an economic point of view, there has been growing recognition that
a skilled work force is a key — it not the key — to competitiveness and
growth.

At the same time, from a social point of view, it has become widely
accepted that a skilled work force is essential to the well-being of societies.
Work is expected to provide opportunities for personal growth. By allow-
ing individuals to achieve their potential, education and training shape
the quality of life. It is most important to the Council that Canadians
thoroughly understand how central a role skilled human resources play
in modern societies. This realization is vital if Canadians are to meet the
labour market requirements of the next decade. It is also essential if
Canadians are to secure and improve their quality of life and standard
of living as well as their maximum personal growth as they enter the
twenty-tirst century.

How to achieve that skilled work force — for the benefit of both the
country and the individuals involved — was one of the questions faced.
The Council became convinced that, in the information age Canadians
now live in, the traditional distinction between education and training
has blurred. In the Council’s view, to function in such a society Canadians
need a good basic education in language, mathematical skills, and scien-
tific and technical literacy, and they need to be prepared to go on absorb-
ing knowledge all their lives. In addition, there is no doubt that acquiring
specific skills will be a complex and ongoing activity. Therefore, the
assumptions underlying this report are that, in a high-tech world,
education and training are coming together and that — whatever words
are used — continuing education or training or improvement of skills must
be a part of all Canadians’ working lives.

In the view of the Council, it is critical that the benefits and challenges
of a modern economy be shared equally by all Canadians. It is most
important, for instance, that adequate provisions be put in place to allow
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a parent to participate actively — and fairly — in the labour market. Women
should have equal access to positions requiring higher skills and the
knowledge of new technologies. Increasing women's participation in "non-
traditional occupations” would not only be a significant step in overcom-
ing the "ghettoization” of occupations, but would also avoid their being
disproportionately atfected by the decline of uncompetitive industries.

Women sometimes encounter different circumstances from men when
they enter or re-enter the labour market, and further difficulties are faced
by immigrant women. Often they do not speak either official language,
making it difficult for them to participate fully in the labour market. While
the Council notes that these barriers may prevail because of societal
reasons — for instance, the acquisition of another language may be per-
ceived as a threat to the family unit as well as to the culture of origin
~ it believes it critical that language training be made widely available
to immigrant women.

Canadians of native ancestry and visible minorities must become part
of the mainstream labour market. In the Council’s view, barriers to the
employment of the physically and mentally disabled must also be lowered
so that all Canadians can contribute to the challenges ahead.

These equity issues are, for the most part, already the subject of
targeted programs. In the opinion of the Council, however, they are issues
that should be carefully considered in the design and delivery of any
government programs. [t is essential that equity considerations cut across
all education and labour market policies - as well as private sector plan-
ning - so that all segments of the Canadian population are reached. Every
individual worker must have maximum employment opportunities.

During the Council’s consultations, most sectors expressed general
confidence in future employment growth. The Council's attention was
drawn, however, to small segments of the Canadian work force employed
in certain industries which may face particular difficulties in remaining
competitive once the FTA is in place. The Council examined the points
raised by these industries, and its conclusions and recommendations are
in Part 4 of the report, Specific Industry Issues.

Concerns were also expressed about the ability of the work force to
meet labour market requirements over the next decade and to adapt to
new technologies and to the globalization of the world economy. The
Council listened to deep-rooted concerns about education and training.
It was also apprised that shortages of skilled workers are becoming
increasingly frequent and might constitute a serious impediment to
increased competitiveness. Certain groups also indicated to the Council
that some Canadian workers might not be able to compete in an increas-
ingly demanding labour market.

This part of the report deals with a wide range of "people issues” in
light of the Council’s discussions and submissions received. It looks at
a convergence of trends demanding urgent action if Canadians are to
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meet the challenges of the 1990s and of the next century. It also proposes
principles to strengthen basic skills, to enhance the skills of Canada'’s
work force, and to facilitate work force adjustment. Its structure is as
follows:

* The Challenges Ahead;

* Education: The Prerequisite;

* Training: The Key to Success;

» A Skills Strategy; and

* Specific Employment Issues in an Age of Globalization.
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CHAPTER FIVE

The Challenges Ahead

It is urgent that Canada meet effectively the human resource needs of
the next decade if it is to enter the twenty-first century satisfactorily. This
urgency stems from a convergence of factors. The FTA challenge is no
doubt the first to come to the minds of all Canadians. It indeed provides
a focus. However, Canadians will be able to maximize the opportunities
arising out of the FTA only if they adjust satisfactorily to many pervasive
challenges. In this chapter, the Council will briefly review the "Baby Bust,”
technological change, and shifts in the employment structure.

THE “BABY BUST”

For years, policy-makers had to struggle with the “baby boom.” During
the 1970s, as those born in the years after World War II - the baby
boomers — entered the labour force, employers could choose from a vast
pool of young entry-level workers (Figure 2.1). Youths between 15 and
24 years of age constituted approximately 22 per cent of the total labour
force in 1961, and in 1971 this percentage rose to 26 per cent. It reached
a peak of 27 per cent in 1974, to decline to about 20 per cent in 1988.
It is projected to decline further to 17 per cent by the year 2001. Because
of this vast supply, businesses were able to select the best-qualified, some-
times over-qualified, candidate, often ignoring the less well-equipped
and the employment disadvantaged, such as school drop-outs or func-
tional illiterates. Poor economic conditions and this over-supply of
individuals led to record high unemployment rates for youth, which
reached 21.3 per cent in 1982.!

1 Statist—it_:s Canada, Labour Force Survey, Seasonally adjusted data, July 1982, Youth
15-24.
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TECHNOLOGICAL CHANGE

While demographics have a dramatic effect on the labour market, new
technologies also have a significant impact. New technologies require
more sophisticated skills. For instance, while 44.4 per cent of jobs in
1986 required a higher level of education than secondary school, 64.3 per
cent of the jobs to be created between 1986 and the year 2000 will
require higher education (Figure 2.2).3 As recently indicated by an offi-
cer of a large automotive company: “"People think that anybody can get
a job as a production worker or assembler. But for these jobs, we no longer
even consider applicants who have not successfully completed high
school.”

New technology is being introduced at an accelerating pace.
Figure 2.3 shows the percentage increase in the use of selected tech-
nologies between 1985 and 1990. The largest percentage increases are
expected to occur in the use of robotics, 265 per cent, and in automated
inspection and quality control, 260 per cent. It is estimated that by 1990,
17.5 per cent of Canadian workers will use personal computers and work-
stations and 8.75 per cent, word processors (Figure 2.4). Such an
exponential introduction of new technologies will require not only higher
skills but also new skills.

FIGURE 2.2
Skill Requirements

Source: Statistics Canada; Employment and Immigration Canada, Canadian Occupational
Projection System (COPS)

Existing Jobs New Jobs

(1986) (1986-2000)
13+ Years
44.4% Education
‘(high skill)

9-12 Years
Education ‘

55.6% (low skill) 35.7%

3 Or any equivalent combination of high school and training.
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FIGURE 2.6
Functional Illiteracy Rate, 1987
Source: Southam Survey, 1987
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* L. Stedman and C. Kaestle, "Literacy and Reading Performance in the United States from
1880 to Present,” Reading Resource Quarterly (winter 1987)

becoming more frequent in the new technology areas.?” While the
demand for scientific skills will no doubt keep increasing, the Council
noted that Canada ranks behind the United States, Japan, and the
United Kingdom in terms of the relative number of science graduates
(Figure 2.8).8

These facts are by no means new and they have been publicized
frequently. By highlighting them, the Council wants to re-emphasize an
emerging national consensus — shared by many provincial education
authorities — that education, throughout Canada, is in need of significant
improvements.

More money does not appear to be the answer. Canada has much
higher public expenditures on all levels of education as a proportion of

7 QECD, Science and Technology Policy Qutlook, 1988 (Paris, 1988), p. 70.

8 These figures refer only to university degrees. They do not include other professional
qualifications such as technical diplomas, which are more prevalent in West Germany
and Sweden.
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FIGURE 2.8
Natural Science and Engineering Bachelor's Degree and Advanced Degrees

Source: National Advisory Council on Science and Technology, Industry Committee Report,
February 1988, p. 73
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In view of the high level of functional illiteracy among Canadians,
of the high drop-out rate, and of the prevalence of skill shortages and
significant unemployment existing side by side, the Council believes that
the education systems fail to prepare some significant segments of the
Canadian population for the challenges of a modern society. The Council
is of the opinion that education has three key objectives and that the
education systems should be reviewed — and rebalanced - to attain the
objectives of imparting basic knowledge, social values, and lifelong
learning skills.

Imparting basic knowledge, the primary objective of education in the
opinion of the Council, has been de-emphasized over the years. It should
be re-emphasized, since the lack of basic knowledge - reading, writing,
arithmetic — is now a problem for one of four adult Canadians. Impart-
ing social values is a second and crucial objective, one that must be
strengthened. Not only do strong social values help ensure that society
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$110 million over five years. The Secretariat, with the collaboration of
the provinces and the help of the non-government sector, is responsible
for coordinating a federal response to illiteracy. While the need for further
remedial measures is pressing, it is also most important, in the Council’s
opinion, to ensure that the education system will, in the future, teach
individuals how to acquire the increasingly sophisticated skills of the
“information age,” as well as imbue them with social values. It is crucial
in the eyes of the Council that the issues of entrepreneurship, industrial
excellence, outward orientation, and the reality of the workplace be
incorporated in the curricula.

In designing and implementing these measures, it will be essential
to seek broad private sector input to ensure that the three objectives of
education are achieved.

Therefore, the Council recommends that:

¢ On an urgent basis, the first ministers find the
appropriate vehicle to review the education / training
systems in Canada in order to increase their respon-
siveness to the requirements of rapidly changing
international and domestic economies. Such a vehi-
cle should involve participation by both business and
labour, and might take the form of a federai-provincial
royal commission on education / training.

33






Training: The Key to Success

twice the proportion — 30 per cent — of those who would trade off these
gains for a longer vacation. In addition, 76 per cent of the respondents
would trade oft wage gains for increased job security, which undoubtedly
can be enhanced by training to a significant extent.

In the increasingly global environment, the Council sees skill train-
ing not only as a necessity but also as a sound investment. It benefits
both employers and employees. The Council believes that there are
significant savings and benelfits attached to a better prepared work force,
which will make companies more productive and enhance the quality
of working life. For instance, a highly skilled work force will help reduce
error and decrease supervisory time. It will contribute to increased
productivity and product quality. It may improve work habits, attitudes,
and motivation. It may enhance the understanding of business principles
and operations, and help workers to maximize their potential.

Skill development, in the Council's view, will make workers more
adaptable within firms, increasing workers’ satisfaction, and avoiding
costly layoffs and hiring. In addition, the Council believes that training
will make workers more adaptable in the event of a layoff. Training
represents a tool to maintain employment, ensure quick re-employment,
and minimize unemployment.

Harvard economist R. Reich, who has written extensively on competi-
tiveness and industrial policies, observes that: “skilled labor has become
the only dimension of production where advanced industrialized nations
can create and retain an advantage ... Production facilities can now be
established anywhere. Financial capital now flows around the globe at
the speed of an electronic impulse. The production processes that depend
on skilled labor must stay where the skilled labour is ..."”® In the Coun-
cil's opinion, Canada’s competitiveness, as well as that of most industri-
alized countries, will rest on the skills of its people.

9 Robert Reich, "Beyond Free Trade,” Foreign Affairs, spring 1983, p. 782.
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In this chapter, the Council will propose some guiding principles for
such a redirection and look at:

» FTA-Specific Measures versus Measures to Adapt to
Ongoing Change;

* The Thrust of a Skill Strategy;

* The Trampoline versus the Safety Net; and

* A General Framework.

FTA-SPECIFIC MEASURES VERSUS MEASURES TO
ADAPT TO ONGOING CHANGE

Canadians have faced many challenges in the past. They will face many
more by the year 2000. The challenges arising from the Free Trade
Agreement are significant. In this respect, the Council could review labour
adjustment issues solely in the context of the challenges and opportuni-
ties arising out of the agreement. The Council feels, however, that such
a study would be too narrowly focused and might mislead policy-makers
and many Canadians. In the Council’s view, Canadians must adjust
successfully to the challenges reviewed earlier, to ongoing change, to
be able to benefit fully from the FTA.

While the Council feels that an effective adjustment strategy must
be global, it also became clear during the course of the Council’s con-
sultations that, in most cases, it would be extremely difficult to differen-
tiate between adjustment to the FTA and ongoing adjustment resulting
from technological change, globalization of trade, or changing consumer
taste. The Council would not want to see Canadian workers, unions, and
management attempting to prove that a particular problem of adjust-
ment arises out of the FTA. Nor would it want to see a large bureaucracy
trying to determine whether such circumstances arise out of the FTA or
other developments. It wants to see all Canadians working together to
adjust and win.

Besides recognizing that it would be extremely difficult in many
instances to differentiate FTA from non-FTA adjustment, the Council also
concluded that, if it were to differentiate and recommend enriched labour
market programs related exclusively to the FTA, such a course of action
would be inequitable. It would create two classes of citizens. The Council
wants all Canadian workers, regardless of their particular circumstances,
to be treated equally.

The Council believes, therefore, that it would be neither feasible nor
appropriate to differentiate between adjustment to the FTA and adjust-
ment to ongoing change. The development of human resources and
programming in support of labour adjustment should be addressed within
a global context.

37






A Skills Strategy

Frankel Steel in Milton, Ontario admitted: "when you are involved with
the union, you certainly have reservations when you start with the
[CSTEC] process and management feels the same. But when the plant
is closing — everyone is affected, so it brings everyone together. There
is nothing left to fight about; you are both looking for a job.”!7 Even
though such cooperation might be difficult at times, the Frankel Steel
experience shows that it may contribute to swift adjustment. According
to the project committee's final report, 99 per cent of the 250 displaced
workers found other employment. The Council is encouraged by such
an approach and urges other industries to develop innovative mecha-
nisms to enhance worker-management cooperation.

The Council also noted that Employment and Immigration already
has a proven tool to foster improved worker-management cooperation
in the Industrial Adjustment Service (IAS). IAS, introduced in 1963, is
designed to encourage employers and employees to work together to bring
about labour adjustment within a plant, an industry, or a community.
It helps the private sector to solve its adjustment problems at an early
stage through the mediation of industrial consultants. Every interven-
tion sanctioned by an IAS agreement involves the establishment of a com-
mittee of employer and employee representatives, chaired by a neutral
third party. An evaluation of the program indicates that, in most cases,
employer and employee representatives as well as the chairpersons
thought that the IAS program had improved labour-management
relations.18

Despite the positive impact of IAS on labour-management relations,
the Council noted that IAS has a budget of only $11.4 million, which
severely limits the potential scope of its activities.

The Council applauds the thrust of such government initiatives.
It believes that governments can be a catalyst in fostering worker-
management cooperation and notes that increased resources are required.
However, it wants to stress that, to meet the challenges and opportunities
of technological change and the increasing globalization of the economy,
business and labour will have to try to eradicate the lingering politics
of confrontation.

'7Frankel Steel in Milton, Ontario closed its doors in January 1988, putting
250 employees out of work.

18 Employment and Immigration Canada, Strategic Policy and Planning, Program Evalu-
ation Branch, Evaluation Study of the Industrial Adjustment Service (IAS) Program,
Final Report, p. 68.
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dians more aware of the benefits of such planning and by providing
support services. The Council noted some promising examples of govern-
ment initiatives in this area. Employment and Immigration Canada
entered into agreements with private sector organizations to help the
private sector identify their current and future skill requirements and to
ensure that training provided by firms and educational institutions meets
their needs. Agreements with the Canadian Electrical and Electronics
Manufacturing Association and with the Aerospace Industries Association
of Canada are two such examples.

In the view of the Council, this type of approach is worth studying
further to determine the extent to which industrial sectors can manage
the adjustment process and implement programming more effectively
than government. It is also critical to define more precisely how the
government can be an etfective catalyst.

The Council sees the government playing a more direct role. The
government should consider requiring, for instance, that any requests
by firms for tederal assistance include a human resources plan. In such
a plan, the Council wants to stress that the level of consultation between
labour and management should be fully outlined.

The government in its programs could also play an important role
in human resource planning by putting greater emphasis on government
training in areas where opportunities and problems are emerging. In this
respect, the Council identified an EIC program which emphasizes link-
ing upside and downside development. The Continuing Employment
Option of the Skill Investment program was implemented in July 1988.
This option provides financial assistance to help defray workplace-based
training costs, wages, and other costs incurred by new or expanding
employers when they hire and train workers recently laid off or whose
job is threatened because of technology or market change (an IAS cer-
tification is required for eligibility). Although the thrust of this option
appears promising, it has been introduced too recently for turther assess-
ment. The Council also noted that the funding for this option is limited,
some $4 million for 1988 / 89.

In conclusion, the Council wants to emphasize once again the impor-
tance of human resource planning in the Canadian quest for increased
competitiveness. This planning must permeate the economy at an early
date, and the primary responsibility for it rests with business and labour.
Employment and Immigration Canada can play a role as facilitator.
Industry, Science and Technology Canada can also provide important
services in the area of emerging technologies, through the Sector Com-
petitiveness Initiatives discussed in Chapter 11. Ultimately, however,
the private sector must take charge.
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Therefore, the Council recommends that:

* The private sector, both management and fabour,
seek new and innovative ways to plan jointly for
change.

e The government increase its support of human
resource planning through |AS.

* The government make human resource planning and
the establishment of goals a prerequisite for firms
applying for any assistance under federal programs.

Increased Private Sector Training

The data collected indicate that Canada’s overall private sector training
effort is limited, although it is recognized that there is little consistency
in the interpretation of what constitutes training. For 1987, expenditures
by the private sector on training and retraining are estimated at approx-
imately $1.5 billion!® — just over $100 per worker on average. U.S. firms
now spend about $80 billion annually on training their staff, similar to
the amount spent by all U.S. public and private universities and four-year
colleges.20

Most of the Canadian expenditures are incurred by a small number
of firms. According to a Canadian Facts study, in 1984, three out of four
establishments did not provide any formal training.?! There is evidence
that training is largely concentrated in capital-intensive rather than
labour-intensive industries and in expanding rather than declining indus-
trial sectors. Moreover, in firms offering training, evidence shows that
it is directed in large part to employees who already have above-average
education and pay.22

The Council believes that the responsibility for training the unem-
ployed — some one million — rests primarily with the government. It is
convinced, however, that the responsibility for most of Canada’s training
effort — training the 12 million or so employed — rests with the private
sector. The Council notes with regret that the private sector does not

19 The 1987 figure was extrapolated from Canadian Facts 1984 data, Manpower Train-
ing and Development Study, commissioned by Employment and Immigration Canada
and the Ontario Manpower Commission, 1985.

2 OECD, Science and Technology Policy QOutlook, 1988 (Paris, 1988), p. 14.

21 Canadian Facts, Manpower Training and Development Study, 1985.

22 QECD, “The Role of Education in Labour Force Preparation and Adjustment,” pre-
pared for the Intergovernmental Conference on Education and the Economy in a
Changing Society, Paris, 16-18 March 1988, p. 72.
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yet have a training mentality. It encourages companies to do more
training, and workers to take steps to equip themselves with skills.

The Council is not saying that all corporations in Canada are equally
remiss in their efforts. Some corporations indeed demonstrate a strong
training ethos. IBM Canada is one of them. It is a resilient company in
a fast-moving business. In 1987, it spent $29.6 million in training — an
average of $2,437 per employee. Every year, employees receive on the
average eight and a half days of training in addition to a maximum of
six-months’ training at the time of hiring. At IBM, training is an intrinsic
part of work. Every year each employee’s performance is appraised and
he or she also participates in a personal development session to decide
what training will respond to both the individual's personal educational
wishes and the skills needed for advancement within the company. This
is, in the eyes of the Council, an example of what the private sector
training ethos should be.

Despite a few such instances of high corporate responsibility vis-a-
vis training, the Council remains extremely concerned that more com-
panies do not take a similar approach. A general private sector training
effort is urgently required and will benefit both employers and employees.
If everyone were involved in such an effort, employers who do training
would not see their staff raided by employers who do not invest in the
skills of their work force. Employees’ satistaction would also be greatly
improved as they would be able to achieve their utmost potential. The
Council cannot stress too much that Canadian corporations must rethink
their approach to training. Training is not a residual activity. It must
become part of work. The Council sees the responsibility to equip
individuals with mathematical, scientific, and technical literacy skills
resting primarily with governments — with appropriate input from the
private sector — but ensuring that workers can meet the challenges of
tomorrow’s occupations remains a private sector responsibility. In the
Council’s opinion, only private sector training and retraining, on a con-
tinuing basis, will allow firms to meet their skills requirements, workers
to maximize their abilities, and firms and workers to adjust and to win.

The Council believes that the private sector will not increase its train-
ing efforts simply because it is exhorted to do so. It considers that the
government should act immediately to ensure that companies begin
offering basic training.

The Council proposes establishing a corporate tax liability that would
be oifset completely if the firm provided a base level of training to
employees. The objective would be to foster a training ethos and to induce
firms to meet their own changing and increasingly sophisticated skill
requirements. It is not to raise revenue. Should the private sector not meet
the training level required, the government would use the moneys
collected to develop training programs, in consultation with industry and
labour, to ensure that skill shortages do not hamper the quest for increased
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competitiveness, to ensure that Canada enters the twenty-first century
with a highly skilled work force, and to ensure that Canada adjusts
and wins.

Such a tax liability should be set at a relatively low level, so that
employers would have little difficulty matching it. For instance, given
a $300 billion Canadian payroll base, a 1 per cent tax liability could
lever $3 billion in training. This tax liability should be introduced with
ample notice to allow companies to plan. It might also have a carry-over
provision — possibly five years — to ensure flexibility. The Council recog-
nizes that without appropriate safeguards, this approach might produce
only a minimum level of incremental training.

Although the principle is simple, issues surrounding its application
will require further study and extensive consultations. In designing such
a tax liability the government should work closely with the provinces,
business, and labour.

One of the first issues that the parties involved will have to examine
is the adequacy of the training infrastructure to provide training, espe-
cially in the area of high technology. In this respect, it may be desirable
to assess how new technologies could further enhance Canada'’s private
sector capacity. The Council thinks that a tremendous opportunity exists
in the development, by community colleges and others, of advanced skills
training techniques that are well suited to the adult learning environ-
ment — such as computer-based training (CBT) techniques. The experience
of industrial and military institutions could be used as models. Such
programs result in substantially lower costs per student and greater
acquisition of knowledge.

Defining eligible training will be another key issue. To be eligible,
programs must not encourage “paper training,” the designation of pseudo-
training activity as training expenses. Defining training will also mean
addressing such issues as training on the job or contracting out, direct
and indirect training costs, and apprenticeship.

Practical and administrative issues will also deserve extensive cooper-
ative study. Would it be appropriate to treat small businesses differently
from large corporations? Is it realistic to expect a small fishing venture
in Atlantic Canada, for instance, or a family-operated small business in
a remote area to be involved in such an initiative? The issues of seasonal
and temporary workers will have to be addressed, as well as the treat-
ment of unincorporated businesses and government services. Parties
involved may also want to review the feasibility of applying a dollar-
per-hour-of-training formula. These are only a few of the details that would
have to be worked out. Although the details of the initiative will gener-
ate strong debate, the overriding principles of fairness, equity, and mini-
mum reporting burden should be kept at the forefront of the discussion.
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The Council does not — and should not — have answers to these ques-
tions; the details of this initiative, as well as alternative solutions like
those proposed by the Canadian Labour Market and Productivity Centre
which would achieve the same objective, must be carefully worked out
in cooperation with the many parties involved. The Council wants to
underline, however, that industry must take more responsibility to develop
a training capacity that meets current and projected needs. Governments
must encourage and facilitate the process without dictating needs and
solutions; they must foster a “training culture.”

In addition to administering the training incentive tax, the govern-
ment would also have another important role to play in fostering private
sector training — as facilitator. For instance, the government might pro-
vide consulting services and analysis capability to industry associations
or unions, along with some seed money to plan for skills development
needs and to implement new and unique solutions.

Finally, the Council wants to emphasize that Canadians themselves
must develop a “training culture.” The government can assist, but ensur-
ing the availability of a highly skilled work force to meet the challenges
of the twenty-first century will be a private sector responsibility.

Therefore, the Council recommends that:

¢ To foster the ‘“‘training culture’” needed to increase
Canadian competitiveness, the government design
and implement an initiative to lever greater private
sector training.

* The government design and implement a flexible tax
liability for firms that would be offset by a firm’s
expenditures for training, up to the full amount of the
tax.

e The government act as facilitator in fostering private
sector training by providing consulting services and
analysis capability, or seed money to employers,
unions, or industry associations.

THE “TRAMPOLINE” VERSUS THE “SAFETY NET”

In most industrial countries, total public spending on labour market pro-
grams, including unemployment insurance, expressed as a percentage
of gross domestic product falls into the 2 to 3.5 per cent range. Programs
may concentrate on the one hand on getting the unemployed back to
work as quickly as possible. These "employment promotion” programs
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include, for instance, employment services, training, and special measures
for youth or the disabled. On the other hand, some labour market pro-
grams are designed to maintain income. They include unemployment
compensation or early retirement for labour market reasons.

These two categories of measures retlect, in the opinion of the Council,
two very different approaches: the “trampoline” versus the “safety net.”
The former approach is not an easy one. It requires imagination. It also
means frustration, anxiety and sometimes failure. Its etfectiveness and
efficiency will be scrutinized. It will have to show continuity but have
the ability to be fine tuned as labour market requirements evolve. The
trampoline approach constitutes a real challenge.

The latter approach — the safety net — is an easier one. It requires,
in the opinion of the Council, far less imagination. Although the Council
agrees that such an approach is an important element in achieving a
fair and equitable society, it notes that it does not contribute to the future
development of a country.

Traditionally, countries have relied on both types of measures. Inter-
nationally, however, there are significant differences in the mix used,
as Table 2.1 shows. Sweden, for instance, spends some 70 per cent of
its labour market expenditures on employment promotion measures. At
the other end of the scale, Australia spends 21 per cent on this type of
measure.

TABLE 2.1
Government Employment Promotion and Income Maintenance Expenditures
as a Percentage of Total Labour Market Expenditure, 1987

Employment Income

Promotion Maintenance

Measures Measures
Sweden 70 30
West Germany 42 58
United States 29 71
United Kingdom 35 65
Finland 32 68
Japan 29 71
Canada 25 75
France 24 76
Australia 21 79

Source: Derived from OECD, Employment Qutlook, September 1988, p. 86

Canada relies heavily on the safety net approach. Only 25 per cent
of public expenditures on the labour market are devoted to employment
promotion — the trampoline. This distribution, in the view of the Council,
requires greater balance. The Council believes that some of the empha-
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sis should be shifted away from the safety net towards the trampoline.
Canadians should invest primarily in employment, not in unemployment.

Although the Council advocates a shift in emphasis, it is not recom-
mending a major reorientation of the Unemployment Insurance (UI)
program. The Council recognizes that the safety net is important and
that in fact it may be more important to Canadian regions which do not
fully participate in our fast-growing economy.

In the opinion of the Council, an emphasis on employment promo-
tion measures on the part of both the private sector and governments
would eventually lead to a decrease in Ul expenditures, as claimants
would become far fewer.

A GENERAL FRAMEWORK

Canada'’s labour market expenditures expressed as a percentage of gross
domestic product compare well to those of many countries often seen
as models. Relatively, Canada spends approximately as much as
Germany, Sweden, and Finland (Table 2.2). In recent years, total
unemployment insurance expenditures have been in excess of $11 billion
annually (financed in 1987 as follows: employers 43%; employees 31%;
and government 26%) and, for 1988 / 89, the Canadian Jobs Strategy
had a budget of $1.774 billion.23 Thus, the total level of resources
devoted to labour market intervention is not a core issue in the opinion

TABLE 2.2
Labour Market Expenditures as a Percentage of Gross Domestic Product, 1987
Total Employment
Labour Market Promotion Income

Expenditures Measures Maintenance
France 3.07 0.74 2.33
Sweden 2.66 1.86 0.80
United Kingdom 2.57 0.89 1.68
Finland 2.39 0.76 1.63
West Germany 2.34 0.99 1.35
Canada 2.24° 0.57 1.68
Australia 1.53 0.32 1.21
United States 0.83 0.24 0.59
Japan 0.59 0.17 0.42

Source: OECD, Employment Qutlook, September 1988, p. 86. * sic

23Employment and Immigration Canada launched the Canadian Jobs Strategy in 1985.
It was developed after consultations with business, labour, and provincial governments
and emphasizes involvement by the private sector at the local level.
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FIGURE 2.11
Estimated Unemployment Insurance Benelits, 1988

1 Regular and special benefits, developmental uses for work-sharing and job creation
2 Section 39: training
Source: Employment and Immigration Canada

Safety Net'
$10.3 billion

Total
$10.5 billion

of the Council, and it sees little need to recommend a dramatic increase
in the overall level of moneys. The balance of these expenditures is,
however, of concern.

Unemployment insurance benefits for the most part represent an
income maintenance measure as shown in Figure 2.11. For many
individuals, unemployment insurance provides a short-term but essen-
tial financial bridge to allow them to find another job.24 For those who

24 Twenty-two per cent of Ul claimants receive benefits for less than 9 weeks and some
45 per cent for less than 20 weeks.
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experience longer term unemployment — and therefore likely need to
upgrade their skills — it does not help them get back to work as soon
as possible, since it does not generally allow for training or retraining.
The Council noted one exception: Section 39, Training Provision of the
UI Act. This section — currently budgeted at $255 million — provides
income support to the unemployed up to a maximum of 104 weeks while
they improve their skills. In the eyes of the Council, this is a positive use
of funds which should be strengthened significantly, but without increas-
ing the Ul contributions of employers and employees.

With respect to alternative uses of other income maintenance funds,
the Council is also encouraged by the cooperative efforts of federal and
provincial governments to enhance the employment prospects of social
assistance recipients. In this initiative, employment programming and
training are available to recipients on a voluntary basis as an alterna-
tive to social assistance payments.25 The Council again sees this type
of measure as a positive step in getting individuals back to work.

The Canadian Jobs Strategy is another major federal labour market
intervention, and the Council noted that considerable emphasis is given
in it to equity issues (Figure 2.12). As indicated earlier, certain segments
of the population face special employment problems, and several CJS
programs have been targeted to assist in this respect. Some $520 million
is spent on Job Development to provide training and work experience
to the long-term unemployed. Approximately $525 million is spent on
Job Entry to help young people and women, for instance, find employ-
ment. In total, two-thirds of CJS expenditures — $1.05 billion — are devoted
to these groups.

Although the Council sees these programs as valid, and indeed
needed, another segment of CJS programming is more germane to adjust-
ment to the FTA, to the quest for increased competitiveness. This seg-
ment comprises programs designed to upgrade skills, reduce skill short-
ages, and assist the employment threatened or newly unemployed. These
programs, all focusing on efficiency, should in the view of the Council
be given greater emphasis. Overall, some $450 million is allocated to
these programs. Skill Investment, designed to assist the employment
threatened or newly unemployed as a result of market or technological
change, has, for instance, a budget of $83 million. Skill Shortages, which
assists employers in finding the skilled workers they need to be competi-
tive — where these skills have been designated in shortage at the regional
or national level - has a budget of $250 million. In addition, Community

25 This initiative, introduced in 1985, is designed to enhance the employability of social
assistance recipients. It became fully operational in 1987-88. Since its inception approx-
imately 60,000 individuals have participated in the federal component of this initia-
tive. (Data for the provincial component are not available.)
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FIGURE 2.12
Canadian Jobs Strategy, Budget, 1988-89
As of 31 January 1989

Source: Employment and Immigration Canada

Total
$1774 million

Unemployment Insurance
Section 38 $37

Job Development $520

Job Entry $526

Innovations $47

," . Skill Investmen
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Skill Shortages $243

Operations & Maintenance $184

Industrial Adjustment
Service $10 Community Futures $124

Applicable to Increased Competitiveness / FTA issues

Futures, designed to assist selected communities in the assessment of
their economic circumstances and in the development of employment
opportunities, has a budget of $124 million.26

In light of the arguments above, the Council concluded that the
emphasis in government labour market interventions needs to be shifted.
The Council believes that the details of how best to achieve that shift
should be developed jointly by labour, business, and governments. It
wants to stress, however, that the existing safety net should remain, and

%6 For information on Canadian Jobs Strategy programs, refer to Appendix D.
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it notes that greater emphasis should be given to the trampoline which
facilitates employment maintenance, quick re-employment, and
minimized unemployment. Greater emphasis should be given to develop-
mental income support measures, such as Section 39 of Ul, and to pro-
grams such as Skill Investment and Skill Shortages. The Council is of
the opinion that, although equity considerations can be met by the CIs,
the efficiency challenges cannot fully be addressed with current
CIJS funding.

Therefore, the Council recommends that:

e A bipartite group of business and labour be estab-
lished by government to review how best to effect
a shift in emphasis in expenditures on labour market
interventions from income maintenance to employ-
ment promotion measures.

e The federal government shift expenditure from
income maintenance to employment promotion
measures, taking into consideration the recom-
mendations of the bipartite group.

e The federal government double the amount allocated
to Unemployment Insurance, Section 39, Training.

e The provinces cooperate with the federal government
in reallocating expenditures from the “safety net” to
the “trampoline.”

¢ The federal government increase significantly - by
$200 to $300 million annually - funding for programs
such as Skill Shortages and Skill Investment or
similar programs which are particularly germane to
adjustment.

While the level of funding is important, it is even more imperative to
design programs with extensive private sector input if Canada is to meet
labour market requirements and maximize their impact. Too often, in
the Council's view, such programs have been designed with too little
consultation with the private sector. In this respect, the Council welcomes
initiatives on the part of EIC to increase private sector input in the design
of labour market interventions. The Council believes, however, that
considerable further scope exists for broader advice from the private
sector on global and sectoral labour market requirements. It is also of
the opinion that there is a need for private sector suggestions on the most
effective means of utilizing the funds available for human resource
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development and for both the Ul program and the Canadian Jobs
Strategy.

The Council is impressed with the scope and the breadth of the advice
on trade matters provided by the International Trade Advisory Committee
(ITAC) and the Sectoral Advisory Groups on International Trade (SAGITS).
The strength of the structure is that it has provided an ongoing, confiden-
tial, two-way flow of information and advice between the government
and the Canadian private sector on international trade matters. Member-
ship in the committees is drawn from the business, labour, consumers,
cultural, research, and academic communities. Both the ITAC and the
SAGITs report to the minister for international trade. The Council believes
that a similar structure should be put in place to advise the minister of
employment and immigration on policies and programs to assist Canadian
workers adapt to the requirements of an increasingly competitive
international environment.

Therefore, the Council recommends that:

o The government actively seek private sectorinput in
the design, implementation, delivery, and monitoring
of labour market measures.

e The government, building on existing models, estab-
lish an International Trade Advisory Committee
(ITAC) / Sectoral Advisory Groups on International
Trade (SAGITs) type of structure to provide broad
advice on labour market issues and the formulation
of labour market policies.
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CHAPTER NINE

Specific Employment
Issues in an Age of
Globalization

In Canada’s continuing quest for competitiveness, the process of labour
adjustment will be ongoing as Canadians gear up for:

* the increasing pace ol international technological
change;

* more intense competition as world markets become truly
global, with product stock, assembly, and distribution
supplied from many international sources;

* competition in the larger North American market with
countries which have relatively low labour costs; and

* the effort to overcome the problems of Canada’s smaller
scale production with higher unit costs in comparison
with larger global trading partners.

In the opinion of the Council, there is no doubt that the globalization
process of previous decades will continue and likely intensify in the fore-
seeable future. The programs of the federal, provincial, and territorial
governments which deal with work force adjustment in these circum-
stances, as well as the wide variety of initiatives taken by employers and
employees, will continue to assist workers as these changes occur.

In the Council's view, there are two main complementary sets of issues
to be addressed. On the industrial side, the adjustment process is com-
plicated by relatively low increases in productivity, high rates of regional
unemployment, and more recently by higher rates of interest and a strong
Canadian dollar. On the labour side, the adjustment process under
globalization is complicated in particular by the traditional fragmen-
tation of responsibilities between federal and provincial or territorial
jurisdictions, and by variations in labour standards.

The effort required to gear up and make Canada fully competitive
internationally for the next century is of considerable magnitude and will
require a high degree of integration and harmonization of policies, in
economic and social areas as well as between government jurisdictions.
It is in this context of global competitiveness that a decade of new labour
adjustment measures must be situated.
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In order that Canadian business and labour can take full advantage
of larger markets and increased competition arising from globalization,
there is a need to:

rapidly increase the international competitiveness of
much of Canadian industry;

ensure that government and business assume an
appropriate share of responsibilities for encouraging
competitiveness and improving the management of the
process of change;

establish common labour adjustment standards applic-
able to all Canadians in all regions of the country;
ensure that those who are displaced are assisted, by rapid
retraining of workers where required, to help them find
new employment in areas of emerging opportunities; and
make provision for retraining older workers and, where
appropriate, for a humanitarian exit from the labour force
for those workers.

In this section of the report, the Council has singled out some key
areas for particular and immediate attention. In the Council'’s view, the
most important aspects are:

Advance Notice of Layoft;

Severance Pay;

Wage Earner Protection;

Community-based Re-employment Services;
Community Adjustment; and

Programs for Older Workers.

ADVANCE NOTICE OF LAYOFF

Business, communities, and individuals need time to plan for change and
to acquire new skills. It is self-evident that, the more prepared for change
people are, the easier it will be for them to make an orderly transition
to new opportunities. This observation is also supported by growing inter-
national evidence.2? One of the most important features of advance
notice is that it provides time to assess the labour market, to make an
inventory of the skills and preferences of the laid-oft workers, and allows
unions, management, and all levels of governments to take an early and

27 OECD,—Measures to Assist Workers Displaced by Structural Change: Report by Evalu-
ation Panel No. 1 (Phase II), April 1988, chap. IV.




Specific Employment Issues

active role in defining the options or tailoring the adjustment services
required.

Ideally, the longest possible notice of a layoff should be given, since
adequate notice can allow a worker to find new employment before a
permanent layoff occurs, thereby avoiding or at least reducing a period
of unemployment. The six-month advance notice provided by Firestone
Canada Inc. in 1987 for the closure of its Hamilton plant was an important
factor in the placement of over 80 per cent of the 1,286 workers involved.
As an added economic benefit, this period of notice not only reduced
the length of unemployment for these workers but also avoided consider-
able unemployment insurance costs. This relationship between a long
period of advance notice and savings in unemployment insurance costs
is in line with similar findings in the United States.28

As the globalization process unfolds, Canadian companies will adopt
a variety of strategies including mergers, acquisitions, and other produc-
tion rationalizations in order to be in the best position to compete inter-
nationally. These activities could lead to anxiety and uncertainty for
affected Canadian workers. The Council strongly believes that these com-
petitive strategies must not lose sight of benefits built up by workers,
such as seniority, and should not result in disadvantages to any groups
of employees.

The Canada Labour Code and legislation in most provinces and
territories require an employer to provide notice before laying off indi-
vidual employees. Advance notice is also required in many jurisdictions
before a collective layoff. Depending on the jurisdiction, as few as 10
or as many as 50 employees have to be laid off to come under the provi-
sions of federal, provincial, or territorial collective layoff legislation.2°
The general principle followed is that the larger the group the longer
the advance notice required.

Legislation for group termination is in place at the federal level as
well as in Newtoundland, Nova Scotia, New Brunswick, Quebec, Ontario,
Manitoba, and Yukon. Where legislation for group termination is not in
place, provincial or territorial legislation requires individual notice,
except in the Northwest Territories where neither type of layoff notice
exists.

In addition, group termination legislation in the federal, Manitoba,
Ontario, and Quebec jurisdictions provides for joint adjustment commit-

28 L. Mishel, Advance Notice of Plant Closings: Benefits Outweigh the Costs, Economic
Policy Institute Briefing Paper (Washington, D.C., May 1988), pp. 3-4.

2% The Federal Labour Code applies to industries such as banking, telecommunications,
and interprovincial transportation. It requires a group notice of 16 weeks where an
employer terminates the employment of 50 of more employees under certain desig-
nated circumstances. Provincial statutes, where they exist, generally follow a similar
pattern with significant variations. Notice required varies from 4 to 18 weeks.
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tees made up of employer and employee representatives. The purpose
of these committees is to facilitate the adjustment process by minimiz-
ing the impact of layotfs on workers and assisting in their re-employment.
As well, employers anticipating group terminations are typically required
to provide information concerning the intended termination of employ-
ment, including statistical and skill profiles of affected employees, under
federal, Ontario, Quebec, and Manitoba legislation.

After examining advance notice, the Council has concluded that it
is a key element in successtul re-employment strategies, since it provides
an essential period of time during which individuals and the community
can prepare for and adjust to change.

Therefore, the Council recommends that:

¢ The federal, provincial, and territorial governments
put in place minimum standards for advance notice
for layoffs, with the objective of maintaining near
continuous employment as possible, with the follow-
ing as a minimum:

Notice period of

2 weeks regular notice for all companies laying off
1 to 4 persons;

4 weeks regular notice for all companies laying off
5 to 9 persons;

8 weeks regular notice for all companies laying off
10 to 49 employees; and

16 weeks for layoffs of 50 or more people.

!

Regular part-time employees receive the same
advance notice of layoff as full-time employees.

In group layoffs, the employer be required to supply
the relevant federal, provincial, and territorial depart-
ments and agencies with a full demographic and skill
profile of those laid off, the proposed compensation
and redeployment package, together with the rea-
sons for tayoff.

e The federal government, through existing agencies
and departments, ensure that employers fully respect
seniority provisions, pensions, and other benefits
built up during employment, in the design and
implementation of merger, acquisition, and product
rationalization strategies.
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SEVERANCE PAY

Compensation for termination of employment, or “severance pay,” is
another important measure available to ease hardship for workers as a
result of work force reduction. The Council notes that there is provision
for severance pay only in federal and Ontario employment legislation.30
However, severance payments are an accepted practice and regarded
as such a strong corporate responsibility that compensation on termination
of employment for executives is commonly provided.

The extent of the adjustment burden being carried by workers has
not, in the opinion of the Council, received sufficient attention. The
Council strongly believes that severance payments should be made to
all employees and that the prime responsibility for severance pay rests
with employers. Employers should be conscious of this responsibility. A
recent example of corporate responsibility in this regard is Gillette
Canada Inc., which, at its plants in Montreal and Toronto, provided a
minimum of 26 weeks severance pay for permanent employees and for
temporary employees who had worked 3700 hours or more. It also allowed
for an age bonus.

In addition, the Council observed that under some severance arrange-
ments, an employee who found another job before separation was not
entitled to receive full severance. The Council sees this as a potential
impediment to early job search and re-employment, as well as a depar-
ture from the notion of compensation for loss of employment and past
service. The Council also noted that under the Unemployment Insurance
program, severance pay is considered income, and as such reduces the
overall Ul benefits otherwise payable. In the opinion of the Council, sever-
ance payments are essentially compensation and not earnings, and should
not be considered in the Ul waiting period or be fully taxable.

Severance pay represents an amount paid in recognition of, among
other things, a loss of capital built up by workers in their jobs. This capital
may take various forms, such as seniority privileges or other considera-
tions specific to a particular employer. These can all be considered as
forms of "human" capital which represent investments by employees in

30 Under the Federal Labour Code, an employee who has completed 12 consecutive
months of employment is entitled to two days’ wages in respect of each completed
year of employment but not less than five days’' wages at the regular rate.

Under the Ontario Employment Standards Act, the employer must provide sever-
ance pay to each employee who has accumulated five years of service or more. This
requirement applies where 50 employees or more are terminated within six months
or less, or where one or more are terminated by an employer (including a group of
related companies) having an annual payroll of $2.5 million or more. In these situa-
tions, the employee is entitled to one week's regular wages (exclusive of overtime)
in respect of each year of service, plus credit for each completed month of service,
to a maximum of 26 weeks.
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their jobs and which are similar to the types of investments subject to
capital gains tax that are given special treatment for income tax pur-
poses. Severance payments also represent a financial base for individual
initiatives, to ease adjustment or to consider alternatives, for examp