
Chapter 4. Regional Policy and Climate 
for Regional Investment in Canada

4.1. Introduction

Programs to promote regional investment as a central component of regional development policy have taken a variety of forms since the inception of “regional policy” in Canada in the early 1960s. The purpose of this paper is to trace the range of instruments that have been deployed and the institutional structures within which that deployment has occurred. What is perhaps most significant is the recent shift in emphasis from promoting investment in physical capital to the promotion of investment in human capital as Canada seeks to reposition itself as a knowledge economy.

The paper proceeds by first reviewing the historical evolution of Canada's regional development policy with an emphasis on the Atlantic region. This is followed by a description of the Atlantic Innovation Partnership (AIP), a five-year initiative designed to increase the capacity of Atlantic Canadians to compete in the new economy through increased partnerships, knowledge, innovation, and productivity. The paper concludes with a summary of “lessons learned” from the Canadian experience.

4.1.1. The Evolution

Investment incentives. Prior to 1960 there was little by way of explicit policy directed at combating regional disparities. The 1960 budget, however, made provision for firms to obtain double the normal rate of capital-cost allowances on most of the assets they required to produce new products subject to their locating in designated regions.
  The thinking behind this initiative was that "footloose" industries could be attracted to slow growth regions.

Investment tax credits have remained as a component of both the personal and corporate income tax structures in Canada and these have continued to be biased in favour of underdeveloped regions. Thus, for example, the Cape Breton investment tax credit provides for a 60% deduction against tax liability for any approved project. At its inception, this expanded and enriched credits already available on designated properties at a rate of 50%. In turn, this enriched credits available for all investments in Atlantic Canada (and the Gaspe) at a rate of 20%. 

ARDA: The Agriculture Rehabitation Act (ARDA) was an attempt to rebuild the country's depressed rural economy.
  ARDA was a federal-provincial effort designed to increase the productivity of small farmers by providing assistance for the alternative use of marginal land, developing water and soil resources and setting up projects to support people in non-agriculture natural-resources industries.  The initiative was soon found wanting, largely because it was not sufficiently flexible and lacked a clear geographical focus.

FRED: The Fund for Regional Economic Development (FRED) was instituted in 1966. This program had a clear geographical focus.  It was concentrated in five designated regions with widespread low incomes and major problems of economic adjustment.  Typically, a FRED plan provided for industrial development measures, employment-development activities and industrial infrastructure.  Soon, however, FRED was found wanting from both a technocratic and political perspective. From a technocratic view, it was felt that FRED made little provision for coordinating a growing number of federal and federal-provincial initiatives in the economic development field.  In addition, there was also the view that, in concentrating as it did on some of the poorest regions in the country, FRED was far too restrictive to meet the challenges of the 1970s.

DREE: The Department of Regional Economic Expansion (DREE) was established in 1969. Under DREE two major new programs were introduced: One was designed to attract private sector investment to slow growth regions through cash grants.  The other - labelled the Special Areas Program - was designed to promote faster industrial growth.  In the case of the latter, twenty-three areas were designated and each became the subject of a federal-provincial agreement. Special Areas Programs were set up drawing on the then vogue idea of growth poles. One perspective was that the main difference between Ontario and the Maritimes was that Ontario had major urban centres with vigorous economic growth to which people from northern Ontario could move. The Maritimes, on the other hand, had few cities capable of strong growth and providing employment; consequently, many people remained in economically depressed rural areas. The growth pole concept, it was believed, would create new opportunities at selected urban centres. Economic growth would take place through movement and change within regions, rather than between regions.

DEVO: A special case was the establishment of the Cape Breton Development Corporation (DEVCO). This was established to rehabilitate and reorganize the coal mining industry on Cape Breton Island. DEVCO is composed of two divisions: coal and industrial development. The industrial development division was created to encourage local industry and broaden the economic base. The federal government acquired the coal mines and property of the Dominion Coal Corporation and turned them over to DEVCO. Since 1971 the federal government has provided working capital advances and operating grants to cover the corporation’s losses.

The Special Areas Program was short-lived. Among the criticisms levelled at it was that the approach was too "restrictive," that its concentration on a limited number of areas incurred the risk of overlooking economic development opportunities elsewhere. Henceforth, DREE would "pursue viable" opportunities whether they were in urban or rural areas, though it would be preferable if they were located in slow growth regions, and priority status would still be given to these.

In 1973, the department introduced a new approach - the General Development Agreement (GDA).
  It was remarkably flexible, capable of supporting virtually any imaginable type of government activity.  Negotiated by Ottawa with all provinces except Prince Edward Island (which was already covered by the fifteen year FRED plan), a GDA provided a broad statement of goals for both levels of government to pursue, outlined the priority areas, and described how joint decisions would be taken. GDAs were enabling documents only and did not in themselves provide for specific action; projects and precise cost-sharing arrangements were instead presented in subsidiary agreements that were attached to the umbrella-type GDAs.

From a strictly administrative point of view, all nine GDAs were basically similar.  Each had a ten-year life span; each stipulated that DREE and the provincial government in question would, on a continuing basis, review the socio-economic circumstances of the province; and each outlined a similar process for joint federal-provincial decision-making.  They differed only in cost-sharing for subsidiary agreements. Under the GDA approach, DREE was granted the following authority to share the cost of a subsidiary agreement: Up to 90 percent for Newfoundland, 80 percent for Nova Scotia and New Brunswick, 60 percent for Quebec, Manitoba, and Saskatchewan, and 50 percent for Ontario, Alberta, and British Columbia.
  The variety of projects supported under the various GDAs was truly remarkable. Virtually every economic sector was covered, particularly in the Atlantic provinces. GDAs sponsored, among many others, projects in tourism, urban development, the fishery, recreation, mineral development, rural development, agriculture, forestry, industrial development, communications, cultural infrastructure, and ocean-related industries.

By the late 1970s, however, DREE was being assailed from a number of quarters, but particularly from central agencies in Ottawa.  For one thing, the country's economic picture had changed since DREE was first established.  Dealing with stagflation had become a central policy priority and Canada's industrial heartland - that is, the economy of southern Ontario and Montreal - was getting "soft."

By 1980, the time was ripe to revamp Ottawa's economic development policies, in particular those related to regional development.  Underpinning the new economic thinking was the view that "regional balance was changing as a result of buoyancy in the West, optimism in the East and unprecedented softness in key economic sectors in central Canada.
 The economic prospects associated with resource-based megaprojects in Atlantic Canada (Sable Island and Hibernia) and the West, at least in part, gave rise to the new thinking. The solution was to encourage a "good" investment climate and market access in the West and East where large investments were bound to take place and to put in place measures to draw resources from declining industries and move them into growth sectors in central Canada.

During this period, a variety of programs were introduced.  Included among these were:

IRDP: The industry and regional development program (IRDP) was established in 1983 to deliver direct assistance to manufacturers and processors in all parts of Canada.

ERDA: Economic and regional development agreements (ERDAs). These were long-term vehicles for federal–provincial planning and cooperation The agreements were aimed at providing for the special economic development needs of each province while reducing economic disparity.

MSERD and DRIE: The Ministry of State for Economic and Regional Development (MSERD) and the Department of Regional Industrial Expansion (DRIE) were established in 1982.  MSERD was designed to play a central agency role coordinating line department activities while DRIE was designed to deliver a regional industrial program based on a "development" index.
 The index established the needs of individual regions, as far down as a single census district, with all regions arranged in four tiers of need.  The first tier, which covered 58 percent of the population, covered the most developed regions of the country while the fourth, which included 5 percent of the population, covered the regions with the greatest need (based on level of employment, personal income, and provincial fiscal capacity). The thinking behind this initiative was that the private sector everywhere in Canada needed government assistance to locate, to expand or to modernize. MSERD became responsible for the GDAs and quickly began replacing them with a "new and simpler set of agreements with the provinces, involving a wider range of federal departments."
  The agreements were labelled "Economic and Regional Development Agreements" (ERDAs), but in time came to resemble very closely the GDAs they replaced. The one important difference was a provision that would allow the federal government to deliver directly certain programs and initiatives rather than always having the provincial governments deliver them, as was the case with the GDAs.

Subsequently, MSERD was abolished and responsibility for the ERDAs was turned over to DRIE. In addition, there was a move to redirect more DRIE funding to slower growth regions. Within a few years, however, it became clear that the government would have to overhaul its regional development policy completely.

The four Atlantic premiers, as well as many business groups in the Atlantic region, became extremely vocal in their criticism of Ottawa's regional policy. DRIE was accused of being extremely "bureaucratic" and not sufficiently concerned with the economic difficulties of the Atlantic provinces. In addition, the resource-based megaprojects never materialized in Atlantic Canada and in the West and the "unprecedented softness" in central Canada suddenly disappeared.  Indeed, by the mid to late 1980s, the Ontario economy, if anything, was overheating.  Atlantic premiers made the case that DRIE, by focusing many of its efforts in central Canada, was exacerbating the "regional disparities" problem.  They argued that it was "better to have no federal regional programming at all than to have DRIE [and] DRIE programs favouring central Canada."
  

ACOA:  The Atlantic Canada Opportunities Agency (ACOA) replaced DRIE in Atlantic Canada. The intent was that ACOA would develop programs from within the region. They designed a new program labelled ACTION which was essentially a continuation of incentives programs to the private sector first introduced as early as the pre-DREE days. ACOA also took over the ERDA agreements and renamed them Cooperation agreements. They, too, are remarkably similar to earlier agreements, whether the ERDAs or GDAs.

AEP: The Atlantic Enterprise Program (AEP), administered through ACOA, offers loan insurance and interest buydowns of up to six percentage points to commercial operations in the Atlantic provinces. Loans must be used to finance projects that establish, expand, or modernize commercial operations in an eligible sector. 

ECBC: Enterprise Cape Breton Corporation (ECBC) primary purpose is to promote and assist the financing and development of industry on the island of Cape Breton outside the coal producing industry. It is an umbrella program that provides financial assistance under various programs administered by ACOA on Cape Breton Island. Financial assistance includes grants, contributions (repayable and non-repayable), interest buy-downs, loan insurance, and loan equity. 

In other regions, DRIE was replaced by the Western Development Office and the Federal Economic Development for Northern Ontario (FEDNOR). FEDNOR launched three new programs shortly after it was established, all of which were designed to support private sector investment in the region.

For Central Canada, the Department of Industry, Science and Technology (DIST) - was established to replace DRIE.  It was to be the role of DIST to retain regional development responsibilities for Ontario and Quebec and assume "sectoral" responsibility for Canadian industry. Significantly, the department's focus was to be "national" and "sectoral" in scope rather than "regional."

DIST was being asked to assume responsibility for federal regional development programs in Quebec. Instead, it was decided to replace Le Plan de l'Est, a program dating back to DREE days, but which was scheduled to expire in March 1988, with a new province-wide agreement to develop Quebec's regions.  It signed a five-year $820 million ERDA subsidiary agreement with the Quebec government.  Ottawa agreed to contribute $440 million and Quebec $380 million. With DIST having federal responsibility for the agreement, the funding was increased by an additional $283 million in 1989. The agreement divided Quebec's regions into two broad categories: the central regions and the peripheral or resource regions. The central regions were awarded a larger share of the funds - $486 million. The resource regions consist of eastern Quebec (Bas-St-Laurent, Gaspésie), the North Shore, the North-Centre (Lac St-Jean), the western region (Rouyn-Noranda), and the northern region (Abitibi). The central regions cover the rest of Quebec.
 

The period of federal fiscal restraint, beginning in the mid-1980s, did not exempt regional development spending. In the case of the Atlantic Canada Opportunities Agency, for example, the program review exercise cut about 40 percent of the agency program budget and made all assistance program to the private sector repayable.
 Subsequently, some $700 million was restored to ACOA’s budget, new money to be invested in research and development, training and community economic development. We will return to this in a subsequent section. First, however, we provide some assessment of forty years of regional development spending.

4.1.2. An Evaluation: Forty Years of Regional Development Policy

How successful have the various federal government programs described above been in alleviating regional disparity? The reviews are mixed. The reasons for this are varied. For one thing, federal government spending in regional development is very modest in the general scheme of things. There are a number of forces that invariably have a far greater impact on the health of Canada's regions than federal government regional development efforts. These include economic circumstances in the United States and Ontario, monetary policy, and fiscal policy. Accordingly, it is not possible to isolate regional development spending and make the case that it is directly responsible for new growth or new net jobs. 

The goals and objectives of the GDAs, and the ERDAs and the Cooperation agreements were and remain extremely broad and of little benefit even as a checklist against which to assess proposed projects. New Brunswick's GDA did not, for example, prevent DREE from providing assistance for a variety of other projects.

Thus, it would be impossible to evaluate the effect of expenditures overall, given the variety of programs and frameworks. Even evaluating the impact of individual federal-provincial agreements is very difficult, if at all possible.

The frequent changes of policy and organizational direction have posed yet another difficulty. Before a thorough assessment of one approach could be initiated, a new one would take its place. Insufficient time had elapsed to determine the effect of a particular program on a given sector. With a new policy announced, officials had little interest in assessing a program that was now history. For this reason alone, we will never know, for example, if the "growth pole" concept ever had much of an impact when it was applied to Atlantic Canada.

In addition, new policies and new approaches have been introduced for a number of reasons, not simply because existing ones were no longer effective. In fact, federal-provincial competition appears to have been largely responsible for at least two of the three major policy reviews. In 1973, the federal government sought to establish closer links with provincial governments by introducing the GDAs. By 1981, Ottawa concluded that it was not getting the credit to which it was entitled and decided to scrap these agreements. Since the principal motive behind two major policy reviews was federal-provincial tension, it may well be more appropriate to assess them from this perspective rather than from one of regional development. Certainly, the 1973 policy review placed the provinces in a favoured position in shaping new regional development initiatives. The 1982 review appears to have made it much more difficult for provinces to do so, with the federal government retaining the option of delivering certain projects directly. The establishment of ACOA, WD, and DIST, meanwhile, appears to have resulted from an urgent desire to deal with a crisis of confidence in DRIE, with strong pressure from the Atlantic region and the West to deal with their economies, which were not rebounding from the recession of the early 1980s, and with a strongly held desire to chart a new course in regional development. 

Notwithstanding the above, there have been attempts to evaluate the effect of GDA- and ERDA-sponsored initiatives. The evaluations were incomplete — almost all concluded that more time was required — and were carried out either by federal-provincial committees of officials or by outside consultants.

Consultants and outside critics have also conducted numerous evaluations of regional development programs designed for the private sector. These programs in the past provided cash grants to businesses to locate or expand economic activities, but now provide loan guarantees or low interest loans. Evaluations have led to a variety of conclusions, favourable and unfavourable. 

The Economic Council of Canada found that the incremental impacts on investment of projects under one program was between 25 and 59 percent and that on jobs between 35 and 68 percent. An investment project is considered incremental if the firm, without assistance, would not have undertaken the project or would have undertaken it outside the designated region. The lower rates, 25 and 35 percent, represent, according to the Council, a very conservative estimate of success. On the whole, the Council found the program beneficial, with a benefit-to-costs ratio of between 3 and 19 to 1. The Council concluded: "The subsidies seem successful enough to be a paying proposition. The value of the jobs created appears to outweigh the inefficiency involve in locating production inappropriately."
 

Regional disparities persist in Canada in spite of forty years of regional development policy. There has, however, been some progress in reducing regional disparities in per capita income during the past forty years. The largest reduction in income disparities has been in average family disposable income while the least reduction was with respect to earned income per capita. What this may suggest is that federal transfer payments of one kind or another to the slow-growth provinces had a greater impact than measures to promote economic growth.

There are signs, however, that regional development measures may not have worked as well as it was first envisaged. Regional disparities are as persistent today as they always have been in unemployment levels, population growth, and research and development activities and they favour the same provinces, notably the four Atlantic provinces.

4.1.3 The Innovation Strategy: A New Direction

We are beginning to see evidence that learning has resulted from past regional development efforts. Learning, not necessarily from proper evaluations of past programs and initiatives but rather from a process of elimination. We now have a better understanding of what has not worked well and have certainly learned that evaluation is a crucial step in program delivery. It is very difficult to learn from mistakes when you cannot identify them and equally as difficult to build upon program success when you cannot identify the strengths and weaknesses.

It appears the Federal Government is rethinking its economic development policies and has clearer objectives for regional development in Atlantic Canada.  They are transferring more decision-making power relative to regional development to the provincial governments and to those in the region who understand the socio-economic circumstances. They are contracting the private and not-for-profit sector to develop and deliver programs as opposed to government agencies delivering the programs. Additionally, they are promoting Atlantic Canada’s participation in the global economy and enabling capacity building as opposed to undertaking capacity building in the region.

The most compelling evidence of this shift in thinking is the recently created Atlantic Innovation Partnership (AIP). This $700 million, five-year initiative is designed to increase the capacity of Atlantic Canadians to compete in the new economy through increased partnerships, knowledge, innovation, and productivity.  AIP is the vehicle through which the federal government will make major investments in research and development, community economic development, and entrepreneurship, management skills development, and trade and investment in Atlantic Canada.

There are three (3) major investment funds under the Partnership as follows: 

AIF: The Atlantic Innovation Fund (AIF) is an investment fund is designed to build innovation capacity, boost the regions competitiveness and support the transition to a more knowledge-based economy. There is also $110 million available for the expansion of National Research Council facilities in Atlantic Canada.

It has been recognized that Atlantic Canada's capacity to innovate will directly affect its future prosperity. The AIF supports leading edge research and development that directly contributes to technology-based economic activity. The AIF totals $300 million and will be administered over five years beginning in the 2001/2002 fiscal year.

The stated objectives for the AIF are to:

1. increase activity in and to build capacity for innovation and research and development (R&D) which leads to technologies, products, processes or services which contribute to economic growth in Atlantic Canada; 

2. increase the capacity for commercialization of R&D outputs; 

3. strengthen the region's innovation capacity by supporting research, development and commercialization partnerships and alliances among private sector firms, universities, research institutions and other organizations in the Atlantic system of innovation; and

4. maximize benefits from national R&D programs.

Investments are to be reviewed and overseen by an Advisory Board comprised of academics, business leaders, research and development and high-technology field experts, and leaders in economic policy.

This investment demonstrates the Federal Government’s attempts to improve the region’s unimpressive Research and Development track record and bring expenditures on R&D in line with the other regions of Canada.

SCIF: The Strategic Community Investment Fund (SCIF) is designed to help communities fortify their economic base in order to attract investment and increase job creation opportunities.
 

One of the key success factors in sustainable community development is community involvement. The days of engaging a consultant to conduct a needs assessment and develop a strategic plan seem to be gone.  Community development from the inside out is now the preferred approach whereby members of the community are involved in identifying opportunities and assets and developing an action plan.  The Federal Framework for Action in Rural Canada affirms that a cornerstone of community economic development is community involvement. SCIF is designed to encourage and support communities in taking control of their own economic agendas.

The SCIF will focus on rural communities since more than 50% of Atlantic Canadians live in rural communities and will concentrate on helping these communities adopt new technologies; improve the competitiveness of their industrial base; and develop necessary infrastructure that is crucial to their economic development. 

The stated objectives for the program are:

To assist communities (primarily rural) throughout Atlantic Canada to create opportunities for economic development and increase investment and job creation. 

To assist in creating an environment in Atlantic communities that fosters and augments: 

· the development of strategic sectors, 

· adjustment to the knowledge-based economy, 

· the adoption of new technology and innovative practices, and 

· capacity to compete in the global economy. 

The fund totals $135 million will be administered by ACOA over the next five years. Assistance is non-repayable, and funds will be distributed based on the assessed needs of the project as opposed to an equal distribution per province. 

Projects must have broad community support and must arise from an analysis of local and regional economic opportunities.  The economic benefits must be clearly demonstrated and all projects will be alligned with the federal government's policies and priorities.  

This approach is indicative of the shift in thinking and provides further evidence that the federal government is transferring responsibility for regional development to the regions and adjusting its role in economic development to that of enabler rather than implementer.

In addition, a portion of the AIP has been allocated to promote Entrepreneurship and Business Skills Development and Trade and Investment.  This portion of the AIP totals $126 Million and is intended to strengthen Atlantic Canada's international trade and direct foreign investment performance by increasing trade, particularly with the United States and build on ACOA's past work in entrepreneurship development.  There will be a strong focus on developing the necessary business, trade, and investment skills to increase the capacity of Small and Medium Enterprises (SME’s) to manage innovation. 

With regard to entrepreneurship and skills development, the stated objectives are to: 

· increase the number of Atlantic Canadians who choose to start their own businesses; 

· improve the ability of existing businesses to compete and grow successfully; and 

· improve the innovation and technical competencies of Atlantic Canada's SMEs.

With regard to trade and investment, the objective is to ensure that small and micro businesses integrate internationalization into their business plans. This component of the program will encourage regional SME’s to explore and pursue export opportunities and provide the support to enhance their capability to develop and implement an international business strategy. It will also contribute to an increase foreign direct investment. 

More specifically, the stated objectives for AIP investments in trade and investment are to:

· increase trade and foreign investment with Atlantic Canada's major trading partners in the United States and Europe; 

· increase exports of those Atlantic Canada industry sectors, which have a strong, export potential; 

· increase the export skills of Atlantic Canada's potential, export-ready and exporting firms; 

· increase the quality and number of Atlantic Canadian trade consultants;

· increase the number of trained university graduates pursuing a career in trade and investment; 

· provide opportunities for university graduates to work in the international marketing field;

· increase Foreign Direct Investment in Atlantic Canada through a Pan-Atlantic cooperative effort in the areas of investment research and promotion.

Broadly stated, this portion of the investment portfolio demonstrates the government’s desire to increase business and employment opportunities in the region, to address human resources out migration that has plagued the area for years, and to encourage a collaborative attitude among the Atlantic Provinces as opposed to a competitive one.

Overall the AIP initiative is a step in the right direction or at least in a new direction away from the practices of the past.  It is demonstrating the Federal Government’s attempts to reshape programs rather than abandon them and providing evidence that mistakes made in the past were not in vain.

The Federal Government is also participating in efforts to make venture capital accessible to entrepreneurs. Through a partnership with the Atlantic Provinces Economic Council (APEC) the provincial governments and the chartered banks, the federal government has matched the contributions of the partners, providing a pool of investment funds available to SME’s in Atlantic Canada that have growth potential.

Another example of federal and provincial governments partnering in economic growth initiatives is the federal/provincial business service centers. These centers were established approximately five year ago and provide a gateway for SME’s to both federal and provincial government services and programs in one location.    

While the new regional development initiatives of the Federal Government provide encouragement, there remain a number of issues that have yet to be addressed.  Namely, duplication of objectives and services among federal agencies, a continued focus on regional disparity, and the absence of a formal evaluation strategy.  

Duplication of objectives and services not only results in misuse of public funds and poor performance due to multiple mandates but it also causes confusion among the people these agencies are supposed to serve – the public. Where does one go for assistance, advice and information concerning business start-up for example?  The choices are many including ACOA, the Business Development Bank (BDC), the provincial Department of Industry, the local economic develop agency or a University Business Development Centre (UBDC) and many of these organizations exist in urban and rural centers in Atlantic Canada.  

With respect to formally evaluating present and future regional development initiatives, there appears to be little learning from past experience.  If an evaluation plan exists for the AIP it is not evident in the literature contained on the ACOA website, nor was it discussed in the information package made available to the individuals attending the formal announcement in June of 2001.  This is not to say a plan does not exist, however, given the impact of past efforts is not known, one would think this would be a priority and be addressed in the planning stages of the AIP initiative.

It will be incumbent upon the citizens of Atlantic Canada to force the governments to exercise due diligence and ensure there are formal evaluation strategies complete with measurable criterion for all Regional Economic Development investments. This will establish the corner stones for regional economic development – the foundation upon which to build future programming that achieves results and utilizes public funds efficiently. 

4.1.4. Some Lessons Learned

The federal government and provincial governments have been consciously investing in Economic Development in the Atlantic Region for over 40 years. However, many programs have been unfocussed with unclear objectives, duplicated within government agencies and improperly evaluated. The government has not been able to measure the impact or return on investment. Because there was little focus, many projects and initiatives that did not fall under the auspices of “Regional Development” were, nonetheless, funded using monies earmarked for Regional Economic Development. Also, there are federal agencies with the same mandates causing duplication of services and programs and duplicate spending. This has resulted in lost confidence in government interventions and in regional development itself.  Governments have also been highly criticized for investing for political reasons as opposed to economic reasons and have paid too much attention to solving regional disparity problems rather than regional economic problems.

Nonetheless, we have learned a number of things from forty years of regional development measures in Atlantic Canada. The first is that there is no quick fix or silver bullet. There are reasons why some regions do not grow as quickly as others and the challenges are not easily overcome. Some are historical, others are cultural and still others have to do with the existing urban structure.

We have also learned that politics matters. There are many forces that motivate political leaders to act and some do not always correspond to the requirements of proper economic planning. In addition, things that matter a great deal to politicians like visibility are not very relevant to community leaders or to permanent government officials.

The Canadian experience suggests that flexibility in organization and program design has its advantages. What works in one region may not work in another and one organizational model may be particularly well suited for one community but not another (e.g. urban versus rural). But the Canadian experience also suggests that there are important limits to flexibility. One can make a policy or even a program so flexible and open ended that in the end it means very little. As the Canadian experience shows, a program can be so flexible that it actually means very little even as a guide for action. Some Canadian regional programs have been little more than enabling programs simply clearing the way for officials to design and implement virtually any conceivable activity. 

Flexibility in regional development efforts comes with a price. While it enables officials to pursue virtually any opportunity, it also means that governments will never know if their efforts are successful. Having a capacity to evaluate ongoing efforts enables governments to adjust their efforts, to learn from past efforts about what works and what does not. It also gives government officials the capacity to explain and sell their efforts to citizens.

Lastly, we have learned in Canada that it is very important for governments to limit the application of their regional development programs to designated regions. The most important failure of past and present regional development efforts in Canada has been and continues to be the lack of political will to limit their application of the programs to carefully selected regions. 

Since there are agencies similar to ACOA in each geographic region of Canada, the question of why Industry Canada, a federal department with a national focus, has identical mandates to the regional agencies arises.  It would seem more effective and efficient if Industry Canada supported the regional agencies and co-ordinated efforts rather than competing with them. Identifying the core competencies of the various agencies and organizations that share similar or identical mandates, would allow a focused approach to service delivery and enable a complementary network of services as opposed to a duplication of effort. 

There is still evidence the Federal Government is trying to level the playing field between Atlantic and the more prosperous regions of Canada rather than focusing on assisting Atlantic Canada to reach its own economic potential on its own merits. The regions of this country are extremely diverse in geography, culture, natural resources, population, and political climate.  It is apparent that efforts in the past directed toward minimizing regional disparity have not been successful and some would claim “they have done the opposite by fuelling regional envy”.
 It would seem more reasonable to provide assistance to the economically depressed regions to help them help themselves and provide support to the prosperous regions such as access to timely, relevant information for decision-making purposes or assistance to enhance core competencies.

4.2. Canadian Regional Development Experience

4.2.1. Canadian Overview Elements 

(a) Regions of Canada: “Classic” Regions

· Atlantic: Newfoundland & Labrador, Nova Scotia, Prince Edward Island, New Brunswick
· Fisheries and Forestry
· Quebec: «French Canada» - Predominantly francophone in culture and many institutions
· Ontario: Centre of «English Canada» - Commercial hub of Canada

· Prairies: Manitoba, Saskatchewan, Alberta
· Wheat and Oil
· British Columbia

· North: Yukon, Nunavut, Northwest Territories
Only recently developing self-governing status

(b) Federal Umbrella & Perspective

The Federal Government has jurisdiction over the whole of Canada: 

(a) for the purposes of making laws - as long as those laws are in accordance with its subject matters of competence under the constitution; and 

(b) for the purposes of spending money - a power not limited to those areas of legislative competence.

Accordingly, the federal government’s approaches have tended to be a blend of legislation and spending. The spending is sometimes independent of the relevant provincial governments, and sometimes coordinated with them.
4.2.2. Investment Overview Elements

«Investment» Itself. The «classic» forms of investment are ownership interests (stocks, partnerships, joint ventures) and debt interests, loans (bonds, notes, debentures).

Investment in Context. The two main contexts for investment in Canada are Private and Public. In the Private sector context, investment relies primarily on the general legal, institutional and economic frameworks, and secondarily on governmental incentives.

In the Public context, investment involves: setting the frameworks (building the roads, the power supply, the courts; establishing the legal framework) and providing incentives (tax inducements, grants, loans, equity participations).

Canada as historic net importer of development capital. From its early colonial days, Canada has normally been more an importer than an exporter of capital. The costs of development of a frontier environment of great expanse have been high. The population base to draw on has been small,. See separate section on foreign investment.

Sources of funds. The main sources of funds for investment in Canada have been in time: firstly from the United Kingdom and secondly from the United States; in amount: now very heavily from the US, Canada’s major trading partner.

Investment vehicles. Traditional stocks and bonds and loans have been mentioned. In recent years Mutual Funds and Pension Funds have become more and more important. For example, the Ontario teachers Pension Plan Board has well over $50 billion in investments. And pension funds in the US are now worth over $7 trillion.

KPMG Report Approach & Results. The consulting firm KPMG recently released a Report comparing business costs in North America, Eurpoe and Japan. Some relevant aspects are set out here.

(a) Cost Components:

· Labor: a key location-sensitive component, averaging 59% of location-sensitive costs for manufacturing and 81% for non-manufacturing operations.

· Taxes: represent the second-largest location-sensitive cost.

· Transportation: costs represent 2 to 14% of costs for the manufacturing costs examined.

· Energy: costs represent 2 to 8% of costs for the manufacturing operations examined.
(b) Business Costs:

· Land/building/office costs

· Labor/wage/salary/benefits costs

· Transportation and distribution costs

· Utility costs

· Financing costs

· Federal/state/local taxes

(c) Business Environment

· Labor availability and skills

· Access to markets, customers and supplies

· Road, rail, port, airport infrastructure

· Utility and telecom service reliability

· Suitable land sites

· Regulatory environment

(d) Cost of Living

· Personal taxes

· Cost of housing

· Cost of consumer products

· Healthcare costs

· Education cost

(e) Quality of Life

· Crime rates

· Healthcare facilities

· Schools and universities

· Climate

· Culture and recreation

(f) Industries Modelled (for the study)

· Manufacturing: Metal components, Plastic products, Food processing, Electronics assembly, Precision components, Pharmaceuticals, Specialty chemicals

· Research & Development: Biomedical R&D, Electronic systems development & testing

· Software: Advanced software, Content development

· Corporate Services: Shared services centre.

4.2.3. Canada’s General Economic Development in Brief

The fur trade first created a single transcontinental trading economy; since Confederation in 1867, labour and finance have moved freely among the regions [note: that is, «relatively freely», there have been and remain a number of significant barriers]. The improvement of transportation - the railways between 1867 and 1915 and the highway and pipeline systems after 1945 - has helped. The provinces have become important markets and suppliers for one another, so that an investment boom in one region such as the Prairie West could create a nation-wide boom, while a slump in Ontario manufacturing becomes a nation-wide slump.
Central Canada

Central Canada’s [Ontario and Quebec’s] industrial advance was especially rapid between 1896 and 1914, when the whole nation experienced investment and export booms. After 1900 a few industries such as carriage-making and black-smithing declined. But new industries appeared: electrical equipment and chemicals in the 1890s, cars and aluminum after 1900, pulp and paper 1890-1914, radio and home appliances in the 1920s and aircraft in the 1940s.  Cheap hydroelectric power during this period helped accelerate industrial change, as did both world wars and nuclear power in the 1970s (at least in Ontario). In both provinces labour was drawn from natural population increase and immigration.

Because so many of the newer industries were concentrated in Ontario, during the 1920s Quebec’s economic advance was less spectacular; although it shared fully in the development of pulp, paper and non-ferrous metals, it took no part in the automotive industry, and little part in the electrical appliance industries. Also, because a higher proportion of Quebec industries were low-productivity activities which could not pay high wages, Ontario workers earned more on the average than Quebec workers. After 1945, and especially after the 1960s, these gaps closed. Both federal and provincial authorities spent lavishly to attract factories into Quebec; indeed, the Quebec government owned plants in such industries as steel-making and auto assembly.

Although the national financial centre had shifted from Montreal to Toronto by the beginning of WWII, Quebec’s financial system became more sophisticated and more francophone in its attitudes. In the 1970s and early 1980s, as anglophone business and professional people left a province in which they no longer felt at home, there was increasing scope for francophone expertise. Much more serious than the uncertainty among investors were the troubles of Quebec’s established textile and clothing industries, increasingly threatened by cheaper goods from developing nations. The federal authorities provided advice, new kinds of protectionism and adjustment finance. Furthermore, thanks to the presence of Northern Telecom [now Nortel] and Bombardier, for example, Quebec has become an important player in the game of «high tech industry».

In Quebec and Ontario, as elsewhere in Canada, urbanization and industrialization were assisted by the thrift and diligence of the population, whose members were also willing to borrow funds and skills from abroad and, at least until the 1970s, to receive immigrants during times of prosperity. Educational arrangements helped, first by providing for general literacy; next by arranging for higher liberal and professional education; and then, starting in the 1970s, by offering various sorts of specialized secondary and tertiary technological studies in, for example, engineering and agriculture.

By 1987 both economies had become very urbanized, and the «service» industries and occupations were much more important than manufacturing, which in turn was more important than agriculture, forestry or mining.

Atlantic Canada

Although there was some early fur trading, serious economic development in the Atlantic provinces began with the sea fisheries, whose markets were in Europe and later in the West Indies. Prosperity came from the fisheries, forests and maritime carrying trades. Colonial lumber enjoyed preferential [tariff] treatment in Britain, while the carrying trades served the whole Atlantic basin.

The 1920s and 1930s were unhappy decades in the Atlantic region. The iron, steel, coal and machinery industries were in chronic difficulty and, like the fishery, they suffered severely in the Great Depression. Nor did new manufacturers make much headway, in spite of continuing federal subsidies for rail transport. The few rays of hope included new pulp and paper plants and new protected markets for apples and lumber in Britain ... By the mid-1980s, offshore oil had been discovered in commercial quantities, and there were good prospects for natural gas; but the old heavy industries and the fisheries were in chronic trouble and were kept alive by government subsidy (under various names) and government ownership.

Western Canada [Prairie Provinces]

The building of the Canadian Pacific Railway in the 1880s gave Manitoba a wheat economy. Winnipeg [Manitoba’s capital and major city] became a centre for commerce and railways and soon acquired a few factories. In the late 1890s, the prospects for development brightened as world prices rose, transport costs fell, methods of dryland farming improved, and more appropriate varieties of wheat became available.[Note: Canada’s National Research Council has been involved in this development of useful, disease resistant, and fast-growing types of wheat.] Until 1929 the Prairie Provinces enjoyed an immense expansion of the wheat economy, onto which was grafted, before 1914, a very much larger rail system, a network of cities and towns, coal mining and ranching. By 1914 the frontier of settlement had been pushed well toward the northwest, attracting migrants from many lands [and other parts of Canada]. The result was aregional economy which depended almost entirely upon the world price of a single crop [wheat] and on local yields, both of which fluctuated greatly. There was little diversification, except in Alberta, which began to produce small quantities of oil and gas.

British Columbia’s [BC’s] economic evolution before 1929 was very different. There was little agricultural land, and most farm products were locally consumed. [Railroad connections to the East in the late 1800s and early 1900s, brought] much more rapid development and urbanization occurred. Important activities were lumbering, the fisheries, and copper, silver, coal, and base metal mining in the south. Ranching and fruit-growing were also established. Some industries, especially ship building and repairing, were set up and the great smelter at Trail came into operation in 1920.

From 1914 to the late 1940s, especially during the Great Depression, conditions were often difficult. All 4 provinces felt themselves to be the victims of Canada’s tariff policy [Note: Canada’s original ‘national policy’ of tariffs to encourage internal, east-west trade domestic trade] which raised the price of the manufactured goods that came from elsewhere but did nothing for the price of the primary products and simple processed goods which they had to sell. Prairie drought, adverse price movements and foreign protective tendencies, as in the 1920-22 recession and the slump of 1929-33, were serious matters. Ottawa [that is, the federal Government] provided relief money, protected the provincial governments from bankruptcy [except for Alberta which defaulted on its debt], and tried through trade negotiations to improve the conditions for western exports. After the collapse of the co-operative wheat pools in 1929-30, Ottawa also supported the marketing of prairie wheat.
The years after 1945 saw new resource-based development, rapid urbanization and dramatic increases in standards of living. The most striking new projects were in oil, gas, pipeline-building and potash, which transformed the economies of Alberta and Saskatchewan. BC began to produce oil and gas; BC and Manitoba acquired immense new hydroelectric plants, and aluminum smelting began at Kitimat, BC in 1951. There were new export markets, as oil and gas moved to Ontario and the US and as BC coal and lumber products moved to Japan. Prairie wheat, which gradually lost its old markets in Britain and Europe, eventually found new markets in the USSR, China and in developing nations. Federal policy was helpful: Ottawa began to make equalization payments to Manitoba and Saskatchewan, and it provided a protected Ontario market for expensive Alberta oil1960-73, although thereafter it held oil prices below world levels. It also reduced or removed many tariffs. Lumbering and pulp and paper expanded, and most of the time did well because of the North American construction and communication booms. In 1967 exploitation of Alberta’s tar sands began.

By 1987 Alberta had developed a petrochemical industry and Manitoba was producing buses and light aircraft. Yet the western provinces remained heavily dependent on the export of a few primary products and on the investment activity which the primary industries could generate. The West remained «development-minded», as it had been between 1896 and 1914.

Current state

By the 1980s most Canadians had become city dwellers and the majority of workers were in white-collar jobs, generally in the service-producing industries. Disparities in earnings, living standards and ways of life had been much reduced, especially after 1945. Nevertheless, the various regional economies are still very different. manufacturing remained largely a matter for Ontario and Quebec, while the 4 western provinces still generated immense surpluses of natural products. In the Atlantic provinces, living standards remained comparatively low and prospects were much less bright. Partly for this reason, interregional subsidies have become deeply entrenched in Canada’s way of life.

4.2.4. Framework Matters

(a) Constitutional

· Property & Civil Rights - Provincial

· Municipalities - Provincial

· Trade & Commerce - Federal

· Banks & Banking - Federal

· Taxation - Both Federal & Provincial, but Provincial only «Direct» taxes

· Spending Power - Predominantly Federal

· Incorporation - Both Federal & Provincial

(b) Legal
· Contract, Commercial, Securities, Land Law, Mortgages

These matters set much of the basic «private law» framework for investment. For the Province of Quebec they are dealt with by the Civil Law and Statutes of that province’s legislature. For the other Provinces and Territories the Common Law governs together with the relevant statutes
. Particularly relevant to investment are the rules respecting the «vehicles» used - both equity and debt - for companies and individuals. Some of these are the frameworks for issuing shares in Companies and selling and reselling them (initial public offerings and stock market rules).

· Enforcement Mechanisms

The mechanisms for enforcement of investment rules are both Private and Public. In the Private arena are the rules of contract, with the Courts available to deal with disputes. In the Public arena are corporate and securities rules, with agencies to administer them.

· Labour Relations

The rules respecting Labour relations generally tend to be Provincial, with federal activity respecting federal entities or fields (like inter-provincial operations, such as national railways).

(c) Structural

· Stock Exchanges

The major Stock Canadian Stock exchanges are in Toronto and Montreal (with smaller, more special purpose exchanges in Calgary/Vancouver). Although major Canadian companies more and more have been listing and are traded in New York or on Nasdaq. And there is a further issue on the horizon of greater and greater consolidation into New York of more and more of the market represented by the 8-hour time zone centred in North America. 

Securities Commissions
The main roles performed by Securities Commissions (the primary ones being in Ontario and Quebec, as there is no «national» securities commission - despite calls for one) centre around full and fair disclosure and anti-market manipulation/insiderism processes.
Currency, Dividend Controls

While there are withholding provisions in tax legislation, and new «money-laundering controls that are now in place, Canada does not presently have overall currency or capital or dividend controls.

Tax Treaties
To avoid «double taxation», Canada has tax treaties with many countries, that in effect allow a taxpayer to deduct the taxes already paid (or payable) to one jurisdiction from the taxes owing to another.
Other

There are, of course, broader frameworks at play too. For example, the Kyoto Treaty. Last week one national organization here came out with estimates that for Canada to implement Kyoto and the US not, would cost Canada 450,000 jobs ! The Government disagreed. Other estimates focus on money cost to the economy, with numbers like $40 billion mentioned.

4.2.5. Private Sector Initiatives & Intermediation

One theme that runs through the Canadian political economy is that central Canada (Ontario and Quebec) through its main cities (Toronto and Montreal) constitute a form of «metropolitan centre» that uses the rest of Canada as a «hinterland». That the centre has the high paying jobs and the high-value value-added, and the rest of Canada («ROC») supplies raw materials and captive markets. One aspect of this issue is the concentration of the Banking industry in the East, and at the present time, notably in Toronto. (Even if the official «head office» is elsewhere. For example, the head office of the Bank of Nova Scotia is in Halifax. But all the decision-makers are in Toronto office.)
This concentration of banking is exacerbated by the concentration as well of Securities and Insurance in Toronto (and the earlier take-over of the Trust industry by the Big Five Banks). An extract from the Estey Report into the failure in 1985 of 2 western banks gives a flavour of this issue:
At the Western Economic Opportunities Conference in July 1973, further pressure for the creation of new banks came from the four western provinces. In a joint submission, the governments of the four western provinces stated:

«The branch banking system, characterized by the five major Canadian chartered banks  with branches coast to coast, and head offices in central Canada, has not been adequately responsive to western needs.»

To alleviate what they regarded as a bias towards the interests of central Canada on the part of the major chartered banks, the western provinces urged the formation of independent regional banks in Western Canada:

«Western-based banks in which there was a degree of public participation would be more sympathetic to the needs of residents of the West and [sic ‘than’] the major chartered banks. In particular, they could provide a substantially greater amount of financial capital than in the past to rural and urban communities and would facilitate an expansion of the productive capacities of the western provinces’ economies. They would infuse effective competition into the banking industry in the securing of deposits and the making of loans and by extending considerably greater assistance to small-scale and risky ventures. Increased competition for business would induce the established chartered banks to improve the quality of services provided to residents of Western Canada.»

Citing the experience of the Bank of British Columbia, then Minister of Finance John Turner expressed his sympathy for the creation of more western banks, and indeed more banks generally, to enhance competition. He announced the willingness of the federal government to recommend that the incorporation of new banks be permitted through letters patent to eliminate the cumbersome and expensive special act [of Parliament] requirements of existing legislation.
4.2.6. Incentives/Disincentives in the Tax System

Registered Home Ownership Plans

In order to encourage Canadians to buy homes, in the 1970s the Federal Government introduced a feature into the Income Tax that allowed annual contributions (up to a limit) to «Registered Home Ownership Plans». These contributions were deductible. The amount in the fund accumulated and generated interest tax free. And could be withdrawn - again tax free - to purchase a house (once).

The program was successful, encouraging many average people to invest in houses. But it was in the end discontinued, apparently because it was «too successful», and, indeed, led to too great a loss of government tax revenue. And, ironically, in the press releases surrounding its ending, it was (wrongly) called a «loophole».

Registered Retirement Savings Plans (RRSPs)

Land Speculation Tax 

In Canada, especially in Ontario, there was rapid and significant price inflation in the 1970s. Over a period of just a few years the price of houses doubled (a house that cost 25,000 in 1967, cost, say $50,000 less than 5 years later, and 5 years after that it was $100,000 plus). And, by 1981, interest rates for home mortgages were 21% per annum.

To deal with this situation, the Federal Government brought in Anti-Inflation legislation in the mid 1970s, and somewhat before that the Ontario Government enacted a Land Speculation Tax. The Federal legislation was in effect a price freeze. The Ontario legislation was a tax on excess profits.

Land Transfer Tax - Rates for Non-residents

Ontario taxes land transfers. In the 1970s it put in place a higher rate of tax fro transfers of recreational property to non-residents.

Stock Transfer Tax

Prior to 1974 Ontario taxed stock transfers. This encouraged incorporation in other provinces.

Tax Holidays

One way of encouraging industries to locate in particular jurisdictions is to give them a tax holiday for a length of time.

Capital Gains Tax

The Federal Government substantially amended the Income Tax in the early 1970s. One feature of this was to tax capital gains for the first time. The applicable tax rate was applied to 50% of the gain (by way of comparison, 100% of normal income, say from wages, was subject to tax at the normal rates.) Accordingly, if I bought stock for $1000 at time 1 and sold it for $2,000 at time 2 for a gain of $1000, then $500 of it would be taxed.

Estate Tax
Prior to the above referred-to introduction of capital gains tax, both Federal and Provincial levels of Government levied taxes on the death of the taxpayer. Federally, these were called «Estate Tax», Provincially they were called «Succession Duties». After capital gains tax was introduced, the Federal Government withdrew from the «death tax» field to avoid double taxation (as the Income Tax had deemed disposition on death, that triggered capital gains tax), and the Provinces were expected to do so as well. Some Provinces did so quickly, some dragged their feet. (Among the Provinces, Alberta - which had a theme of being relatively «tax-free» - was one of the quickest, Quebec was the probably the slowest.)
Overall

Alberta’s theme of being «low tax» probably has helped it gain the ranking of (Calgary) having the second largest number of corporate head offices in Canada - and the economic activity that goes with them - only Toronto being ahead, and Montreal and Vancouver now being behind.
4.2.7. Government Programs and Structures

Grants (or Direct Action) for Infrastructure

Before Confederation (creating Canada as a country in 1867) and immediately afterwards, some significant publicly funded exercises in Infrastructure Creation included:

(a) Canal building to improve the prospects for the Port of Montreal generally, and to enhance access to the Great Lakes water system and thus the Canadian and US mid-western grain trade.

It was felt that Montreal could be the entrepot for eastern North America, rivaling New York, because of its strategic location on the St. Lawrence-Great Lakes Waterways. It was only the building of the Erie Canal (in the 1830s) connecting the Hudson River (and thus New York) with the Great Lakes at Buffalo that made New York the clear winner.

(b) Settlement roads build to facilitate opening land for new colonists - especially farmers in the Eastern Townships of Quebec.

(c) Substantial land grants to railways and especially the Canadian Pacific Railway (CPR) to support their funding and therefore their building.

(d) A «National Policy» of Tariffs to keep out foreign products, and railways to bind Canada togther as an East-West entity to resist the (natural) North-South inclination and (the feared) overwhelming influence of our American neighbours.

In more recent years there have been various transportation initiatives such as: 

· Government’s creation of Canadian National Railways (CNR) out of several failed lines.

· The creation of Air Canada (whose shares were originally held by CNR).

· Freight rate subsidies - the Crow Rate in the West, and Maritime Freight Rates in the east.

· The building of the St. Lawrence Seaway to allow ocean-going vessels access to interior ports in Ontario (Toronto) and the US (Detroit, Chicago).

And, of course, most recently (recognizing the rise of trading blocs and our heavy dependence on US trade)Canada has entered into first Free Trade with the US and then NAFTA - the North American Free Trade Agreement

Investment Partnerships Canada

«Assists companies seeking to directly invest in Canada. Either as an initial investment or to expand existing Canadian operations, IPC [Investments Partnerships Canada] business consultants work with companies to provide the information and strategic perspectives on Canadian-based advantages for servicing North American markets and for obtaining global market mandates».

«IPC is the focal point for direct investment support in Canada. With direct contacts to Canadian Investment Counsellors in Canadian Embassies and Consulates around the world and to investment consultants at national, provincial, and municipal levels within Canada, IPC has the capacity to assist companies with their direct investment decisions from the exploratory phase through to locations selection and follow-up».

«IPC provides this straightforward, professional assistance free of charge. All services are provided confidentially. The services range from economic data for site selection to personal assistance for exploration visits and guidance on available incentives, regulations, transportation and taxation. IPC arranges introductions for company investors to a wide variety of government and private sector resources and suppliers at national and regional levels, to academic and business consultants and others integral to your companies direct investment decisions.»

Public/Private Partnerships
The Canadian Council for Public Private Partnerships (whose Chair is former Federal Minister of Finance Donald Macdonald, and one of whose members is another former Federal Minister of Finance - Michael Wilson) is perhaps the leading example of such groups in Canada. «Burdened by increasing debt levels, governments around the globe are focusing on new ways to efficiently deliver services and build and finance infrastructure. Public-private partnerships bring together strengths of both the public and private sectors. They are innovative tools of public policy. In addition to maximizing efficiencies and innovations of private enterprise, public-private partnerships can provide much needed capital to finance government programs and projects of a commercial nature, thereby freeing public funds for core economic and social programs».

«Public and private interests have already worked together in many cases in Canada to bring us new and important infrastructure development critical to maintaining Canada’s competitiveness. The link between the Provinces of New Brunswick and Prince Edward Island over the Northumberland Strait and the municipal water pipeline financed, built and now operated by a private sector company in Alberta are recent examples of the cooperative approach between public and private interests in Canada. Many new projects are expected to be developed in the near future on a partnership basis including the development of important highways in Canada. Municipal governments are looking closely at cooperative projects with the private sector in areas ranging from municipal recycling to water and waste water projects.»

4.2.8. Some Initiatives

National Energy Program

«The National Energy Program (NEP) was introduced on 28 October 1980 as part of the first Liberal budget after the 1980 election. Coming in the wake of the 160% in world oil prices in 1979-80 and the prolonged stalemate between the federal government and Alberta over energy pricing and revenue-sharing, the NEP was a unilateral attempt by the federal government to achieve 3 objectives: energy security, by which was meant oil self-sufficiency; a redistribution of wealth towards the federal government and consumers; and a greater Canadian ownership of the oil industry. To reach these objectives, the government adopteda wide-ranging set of measures. Among these measures were grants to encourage oil drilling in relote areas; grants to consumers to convert to gas or electric heating; new taxes on the oil industry; an expanded role for the Crown Corporation Petro-Canada; and a 25% government share of all oil and gas discoveries offshore and in the North. These measures were all promised on the expectation that the world oil price would continue to rise indefinitely. When it did not (the price started to fall in 1982), any justification for these interventionist policies evaporated and the NEP itself was shown to have been ill conceived».

«The NEP, one of the most sweeping government policies ever taken in Canada, was dismantled by the Progressive Conservatives after their 1984 election victory. Although the NEP did reduce Canadian dependence on oil and foreign ownership of the oil industry, its chief legacy was one of distrust of the federal government by the western provinces.»

Foreign Investment Review / Investment Canada
«The Foreign Investment Review Agency [FIRA] was a federal agency formed by Parliament in 1973 as a result of concerns about foreign presence in the Canadian economy. The agency began screening foreign acquisitions of Canadian businesses in April 1974 and the establishment of new Canadian businesses in October 1975. The agency advised the government (through the Minister of Industry, Trade and Commerce) on what action should be taken, if any. In making its recommendations, FIRA took the following factors into consideration: the effect of the investment on employment and economic activity in Canada; the effect on Canadian productivity, technological development and product variety; the degree of Canadian participation in management; the effect on competition; and the compatibility of the investment with national policies».

«FIRA was criticized by those concerned about American economic influence because it approved most of the applications it received. The Agency was also strongly opposed by many business people, and in December 1984 Sinclair Stevens, Industrial Expansion Minister, revised its mandate to promote and facilitate investment in Canada by Canadians and foreigners; to undertake research and analysis; to provide policy advice; and to ensure that significant investment by foreigners created a net benefit to Canadians. The name was changed to Investment Canada in 1985».
4.2.9. Some Technical Aspects & Approaches

Aluminum

Canada is a major aluminum producer because of the availablity of abundant hydroelectric power at reasonable cost.

International Financial Centres

The Canadian Federal Government attempted to use Canadian Tax Law to establish Montreal and Vancouver (but, interestingly, not Toronto, which was the only real banking centre) as International Banking Centres - but without any real success. After WW2 some significant international banking business moved from New York City to London England because the Americans taxed the transactions and the British indicated that they would not do so.

4.2.10. Government as Investor, Supplier, Subsidizer

PetroCanada

Petro-Canada was established in the 1970s as a Federal-Government owned oil company (a «Crown Corporation»). A creature of the oil crisis and Canadian nationalism (and later associated to some degree with the National Energy Program) the Company was to give government some insight into, and some control regarding, an international oil industry which was mostly US controlled. It ended up as one of Canada’s largest oil companies, and is now mostly in private hands.

Air Canada

Air Canada, Canada’s major airline, began in the late 1930s as a subsidiary of the Government owned Canadian National Railways, under the name Trans Canada Airlines. Its role was - as with other countries’ national carriers - to connect canadians to one another and to the rest of the world. The government substantially privatized the company in the late 1980s.

Crown Resources 
The lion’s share of natural resources in Canada - mineral and forest - are owned by governments, either Federal or Provincial. And, typically, these governments allow private companies to extract and develop them in return for royalty payments of various kinds.

Two of the major royalty arrangements involve those for oil extraction and those for timber cutting. And, if the rates are considered «low» in comparison with other competitor countries, then they have ben argued to constitute unfair forms of subsidy.
Unemployment / Employment Insurance

Unemployment Insurance «UI» (renamed «Employment Insurance» in the 1990s) is within Federal jurisdiction by virtue of a Constitutional amendment in the 1940s. In essence, both employees and employers pay into a fund, which fund will pay unemployed workers benefits if they become unemployed in defined circumstances and for defined periods.

Given that seasonal workers like fishermen have been able to supplement their income in «off-season», and that some manufacturers like the car companies will lay off workers, let them collect UI; and then rehire them later - as part of an industrial strategy, it has been suggested, in the international trade context,  that UI is a form of unfair subsidy.

4.2.11. Government Provided Infrastructure

Road, Air, Rail, Water

Most major transportation systems are federally regulated and most involve some sort of federal monetary support. Most roads and highways are built by the Provinces, but with some form of federal subsidy or inducement. Airports, though now in part privatized (as is the air navigation system - Nav Canada), were built by and maintained by the federal government. Railroads were mostly developed through federal grants. And, one CNR, was federally owned, although now private. They are somewhat different from other modes of transport as they own and maintain their own right-of-ways. As for water transport, the federal government has traditionally built and maintained the canals, and the ports, dredged the channels, kept the aids to navigation (signals, beacons, lighthouses).

Communications

While the Post Office is now a separate Crown Corporation (rather than a government department) and possibly on the way to privatization, and while the major Telephone Company (Bell Telephone) has always been in private hands, the federal government has normally been involved in radio and TV (through its Crown Corporation - Canadian Broadcasting Corporation), and through helping establish microwave and other telecom networks.

Power

Both in Ontario and Quebec there has been a tradition in the 20th century of public ownership of the facilities for the production and distribution of power (largely from hydro, but also from coal, natural gas and nuclear). Ontario, however, is currently going through a process of division of the system into parts and their privatization.

Bridges (Vancouver, private building of Lion’s Gate)

While most bridges have been government built (though often funded by tolls), some - such as the Lion’s Gate Bridge in Vancouver - were originally privately built and owned.

4.2.12. Regional and Sectoral Approaches

Regional Development Programs

Canada has had a number of Regional Development programs over the years. The following note describes the big picture on them.

Regional Development Planning is undertaken by governments with the aim of improving the well-being of people in areas where there is concern about present and future living conditions. Economic conditions normally receive the greatest attention, but economic problems (such as high rates of unemployment, low income levels or lack of investment opportunities) are closely associated with a broad range of physical and social problems. These include substandard health and housing conditions, inadequacies in physical infrastructure (eg. water supplies, waste disposal, transport facilities), environmental pollution, and deficiencies in educational, recreational and social services. A planned program of regional development normally attempts to treat these problems comprehensively.

Canada has a long history of development programs of many kinds, the most notable being the system of income transfers among the provinces that followed the Rowell-Sirois report [see separate note on this] of 1940. Yet the federal government did not adopt an integrated approach to the problem of regional disparities until 1969, when the Department of Regional Economic Expansion (DREE) was established. DREE’s chief purpose was to help create employment opportunities, but 2 levels of need were recognized. The first related to «designated regions» where unemployment was high but the infrastructure for development was already in place; here, grants were provided to firms willing to invest in new or expanded manufacturing plants. The second were «special areas» where infrastructure was not available, and social facilities and services were lacking as well. For these areas, DREE adopted comprehensive programs that included the development of industrial parks, vocational training, the construction of new housing, the provision of a wide range of health and social services, and the creation of jobs, which could be in service industries or in manufacturing. Both types of programs were funded and administered as federal-provincial partnerships, although the federal government bore a larger proportion of costs in the poorer provinces.

Beginning in 1973, in response to criticisms that the regional development programs were too much under central control, the provincial governments were given more autonomy over the design and implementation of projects supported by DREE. Then, in 1982, most of DREE’s programs were moved to a Department of regional Industrial Expansion (DRIE) in the Ministry of Trade and Commerce. A new Ministry of Economic and Regional Development was created at this time to co-ordinate federal government actions to generate beneficial regional impacts. With the national economy performing badly, it came to be argued that regional development could not be effective unless well-thought-out development strategies had first been formulated at the national and provincial levles. If regions were left to compete with one another for limited opportunities, it was feared that Canada would fail to develop an international comparative advantage in such emerging fields as communication electronics or northern transportation equipment.

In 1987 the federal government effected several significant changes in regional development policy. Firstly, a new Ministry of Industry, Science and Technology was created to formulate national development policy, particularly in the context of making Canada more competitive internationally. This new ministry was an amalgam of the former Minisrty of Science and Technology and DRIE and, to some extent, replaces the functions of the Ministry of economic and regional Development which was disbanded in 1984. Secondly, 3 regional development agencies were created. One, the Department of Western Diversification, is designed to be a planning agency and a conduit for funds to assist in the diversification of western Canada’s economy. Another, the Atlantic Canada Opportunities Agency, is designed to plan and deliver projects and programs to improve welfare and expand the economy of the Atlantic Region. A third agency, the Federal Northern Ontario development Agency (Fednor), is designed to plan and fund economic expansion and and employment creation, including the tourism sector, in northern Ontario. It is possible that additional agencies will be created: eg. there has been discussion of a similar agency for the northern Territories of Canada. The creation of these new agencies indicates a trend toward creating larger regions for development programming in Canada - 2 of the new agencies are multi-provincial in composition. In allcases, the emphasis is on strengthening large-scale regional economies by concentrating on areas of potential comparative advantage. These swings in federal government policy reflect a fundamental disagreement about the proper approach to regional development in Canada. For their part, provincial governments have shown little enthusiasm for the idea of national strategies or plans. In general, provincial governments have seen regional development planning as their responsibility, on the grounds that they are closer to the problem areas than any national agency and have a better understanding of regional needs and priorities. Certainly the various provincial governments have instituted a variety of development programs of their own over the years, and are likely to continue to do so.

Product Support 

What’s one person’s «price supports» is another person’s «cartel». Perhaps the leading current example of this is OPEC. Another example is the so-called «uranium cartel».

On the one hand, the uranium industry in Canada (and elsewhere) was considered a strategic industry, an industry that «ought to» continue to exist. And to do so, companies must be able to make profits. In the 1970's, however, the price was only $6 per pound. Then, allegedly, a «cartel» engineered a rise of price to $40 per pound.

There was no government action against this arrangement. (Indeed, at least in Canada, government was (at one point) seen as at least tacitly supporting it.)

However, the private sector acted. Westinghouse had built nuclear reactors and contracted to supply uranium fuel for them for the $6 price. It animated anti-trust proceedings in the US in Chicago in 1977. These were, after much ado, settled in 1981.

In the «services» area, doctors in Canada have a fixed «tariff» of «fair» fees (on a per-service basis) that are paid to them through the government Medicare plan.

One approach centred in Canada has been Coal production and Steel production support in Nova Scotia though government subsidies to the producing companies in order to maintain local jobs.

Marketing Boards, Quotas 
In agriculture - especially products like wheat, milk, cheese, potatoes - governments (federal and provincial), establish Marketing Boards that serve the economic purpose of preserving the industry by evening out the peaks and valleys of the open market prices by acting as exclusive buyer of the products from the farmers and exclusive seller of the product into the markets. They typically keep prices up by restricting the amounts sold into the markets and may also restrict supply by limiting the amounts produced by either barriers to entry or quotas.
By way of example, here is what the province of Ontario says about its Marketing Boards:

Approximately 60% of the value of all agricultural products produced by Ontario farms is marketed through twenty-one provincial marketing boards. In 1999/2000, that amounted to about $4.2 billion worth of farm commodities.

Marketing boards are primarliy governed by farmers who are elected by their peers for terms of at least one year. The boards have electoral districts that strive for equitable representation of producers and production. Two boards have directors representing other sectors of their industry.

Marketing boards play an important co-ordination role in the marketing or selling of their commodities. The nature of that role is determined by each board’s ‘marketing plan’. These plans vary widely in the degree to which the board influences how producers sell their commodities and how companies that purchase agricultural commodities (ie. food processors, dealers) source and purchase their requirements.

4.2.13. Foreign Investment in Canada

Foreign investment in Canada is both direct (made for control purposes) and portfolio (made only for the interest or dividends paid or the possible capital gain to be achieved). The amount of both types is very large, with the consequence that a considerable fraction of the Canadian economy is controlled by foreigners (mostly Americans) and the annual interest and dividend payments made to them takes a sizeable fraction of Canada’s income. In 1995, when the national Income was $558 billion, investment income payments to foreigners totalled $49 billion.

This large foreign presence in the economy, quite unparalleled elsewhere in the world, has deep historic roots. Beginning in the mid-19th century, when Canada was still a British colony, British investors readily supplied capital, chiefly of the portfolio type, that financed construction of canals, railways, urban buildings and public works, in the half century prior to WWI.

Meanwhile, the US was building a huge national economy which would far surpass that of any European country. Its railway network joined all its regions into one immense market, making gigantic industrial plants feasible and profitable. For some of these plants it became desirable to set up distant branch plants that were closer to natural resources or to local markets that could be best served by a local plant. The railway, the telegraph and later the telephone made it possible to exercise effective control over operations far from headquarters.

As natural resources became depleted in the US, American industrial firms sought supplies elsewhere. The first Canadian resource upon which Americans drew heavily was timber. American lumbermen came to Canada and built large mills By 1929, Canada accounted for about 65% of world exports of newsprint; 90% of its output went to the US.

The discovery in the late 19th and early 20th century of valuable minerals (gold, nickel, zinc and other non-ferrous metals) created a mining industry in which US and some British capital soon played a commanding role.

During the 1920s, US firms in other industries began to operate branches in Canada on a large scale. The 1929 stock market crash and the great depression brought practically all forms of foreign investment to a standstill that lasted throughout WWII. Following WWII, US investment resumed in Canada [especially in mining and oil.

Conceivably, goods and services produced in the branch plants of US firms could have been produced by Canadian-owned enterprises, but US firms had the enormous advantage of much greater capital and experience and strongly established, valuable connections.

Presumably the role of US-controlled firms in the economy would not have grown so rapidly if authorities had restricted it or had provided special assistance to Canadian-owned firms, but they were anxious to achieve as much economic development as possible and were unconcerned by the large increase in US participation in the economy. As a matter of principle, they treated US-owned and canadian-owned firms with absolute impartiality.

In addition to setting up branch plants in Canada, US firms bought established Canadian firms, incorporating them into their organizations ... As a result of all these considerations, US direct investment of $3.4 billion in 1950 was over 30 times that figure by the end of 1995.

Although US-owned firms initiated the production here of many novel products and services and provided welcome job opportunities, there have been - and still are - problems caused by their presence. Huge and increasing amounts of money have to be remitted to US owners in the form of dividends on their investment and contributions by branch plants toward head office costs of administration, research, product development and advertising.

Multinational corporations carried on their Canadian operations to serve their own best interests, not hose of Canada. Industrial research and development, essential to industrial innovation and growth and providing highly desirable job opportunities, was generally done not in Canadian branch plants but in US facilities.

The presence of giant, foreign-owned companies made it difficult for the government to stabilize the economy.

Aside from economic concerns, many Canadians objected on nationalistic grounds to the scale of foreign ownership and control over the economy. The federal government responded in the 1960s with new legislation forbidding foreigners to own radio and television stations; and with restrictions on foreigners’ rights to set up banks, insurance companies and other financial concerns ... In 1973 the federal government established the Foreign Investment Review Agency to screen investments by non-residents.

As of the end of 1995 foreign investment in Canada totalled $672 billion. Half was by Americans, with 40% of their investment being direct, and therefore conferring control over business operations.

The flow of investment funds has not been entirely one-way. Canadians have set up branch plants in foreign countries and made portfolio-type investments in foreign stocks and bonds. In 1995 Canada paid out $49 billion in interest income to foreigners but we received only $16 billion from Canadian investments abroad. What’s more, in no foreign country does Canadian investment play a dominant role.

Canada’s largest foreign investment, which is in the US, gives Canadians control over only a minute portion of the US economy, in contrast to the very large fraction of the Canadian economy that is controlled by American interests.

4.2.14. Domestic Canadian Investment

Registered Retirement Savings Plans (RRSPs)

The Canadian Income Tax system provides for the deductibility of contributions to Registered Retirement Savings Plans. These Plans are typically held by Financial Institutions that invest the funds in predominantly domestic Canadian stocks and bonds and money market instruments. In 1998, for example, 6.1 million taxpayers contributed some $26 billion to RRSPs.

Mutual Funds

As the interest rates paid on bank deposits decreased in recent years from their highs (of some 10% per annum) in the early 1980s to Canadians began to move their money into mutual funds. As of 1998, about $332 billion was so invested.

Pension Funds

The Ontario Teachers’ Pension Plan Board alone has some $70 billion in assets (in the US, pensions are said to total some $7 trillion.)
4.2.15. Government Sales Export Financing & Trade Facilitation

Export Development Canada («EDC») is a federal government Crown Corporation that provides Canadian exporters with financing, insurance and bonding services as well as foreign market expertise.

EDC describes its Financing as follows:

EDC provides export financing to buyers of Canadian capital goods and services. With our export financing in place, you can offer your international buyers flexible financing and payment options to increase your competitive advantage.

Direct Loans - Direct loans are a financing arrangement between EDC and a buyer, or a borrower on behalf of a buyer, for a predetermined transaction. Loans usually involve large transactions with long repayment terms.

Lines of Credit - EDC can lend money to a foreign bank, institution, or purchaser, which then onlends the necessary funds to foreign purchasers of Canadian goods and services.

Equity Investments - Through our equity program, EDC invests equity in transactions that generate direct, substantial, identifiable, export-related benefits to Canada.

4.2.16. Government Banking Support

Business Development Bank of Canada («BDC») is a federal government Crown Corporation providing financial and consulting services. These services include:

· Term Financing

· Innovation Financing

· Working Capital for Growth

· Working Capital for Exporters

· Tourism Investment Fund

· Productivity Plus Financing

· Micro Business Program

· Venture Capital

· Subordinate Financing

· techno.net: Term Financing to Implement E-Commerce

· Growth Capital for Aboriginal Business

· Young Entrepreneur Financing program

· Student Business Loans Program

· Cultural Industries Development Fund

· IDEA - SME Fund.
4.2.17. North American Free Trade Agreement («NAFTA»)

The following extract gives an overview:

Chapter 11 of NAFTA covers investments in one NAFTA country [there are 3 countries: Canada, the US, and Mexico] by investors from another NAFTA country. «Investment» covers all forms of ownership and interests in a business enterprise, tangible and intangible property and contractual investment interests [but financial services are dealt with in another chapter - 14].

General Principles: The guiding principles of the invstment provisions are national treatment, Most-Favored-Nation («MFN») treatment and a minimum standard of treatment. Subject to each Party’s reservations and certain exceptions, each Party must treat investors of another Party and their investments no less favorably than its own investors and no less favorably than investors of other countries. At a minimum, each Party must accord to investments of investors of another Party treatment in accordance with international law, including fair and equitable treatment and full protection and security.

Performance Requirements: No party may impose or enforce «performance requirements» in connection with investments in its territory, such as commitments or undertakings relating to exports, domestic content, local sourcing, trade balancing, technology transfer or product mandates.

Senior Management and Boards of Directors: No Party may require that an enterprise constituted or organized under the laws of the Party that is an investment of an investor of another Party appoint to senior management positions individuals of any particular nationality. A party may, however, require that a majority of the board of directors, or any committee thereof, be of a particular nationality or resident in the territory of the Party, provided that the requirement does not materially impair the ability of the investor to exercise control over its investment.

Transfers: Subject to equitable, nondiscriminatory and good faith application of its laws relating to bankruptcy and insolvency, securities regulation, criminal or penal offenses, reports of transfers of currency or other monetary instruments and enforcement of judgments, no Party may prevent an investor of another Party from making transfers relating to an investment in the territory of the Party, including profits, dividends, interest, capital gains, royalty payments, management fees, technical assistance and other fees, returns in kind and other amounts derived from the investment, as well as proceeds from the sale or liquidation of an investment.

Expropriation and Compensation: No Party may directly or indirectly nationalize or expropriate an investment of an investor of another Party except for a public purpose, or a nondiscriminatory basis, in accordance with due process of law and international law and on payment of fair and adequate compensation.

4.2.18. Human Capital & The Knowledge Economy

Canada has had a tradition of free (that is: tax funded) public education at the elementary and secondary levels - compulsory until later childhood (about 16). And university and college education is encouraged through various forms of government aid (loans, grants). As all economies move more and more into «knowledge-based» products, education will become more and more important.

Some comments on the «New Economy»:

«The new, proliferating forms of e-business and the extraordinary dynamism of the industries that produce information technology products are harbingers of a new economic era.» (US Secretary of Commerce, June 2000)

«What we are witnessing today - and what historians will likely call the defining event for the start of the new millenium - is the birth of a new economic order based on chips and networks. We call this the Network Economy. And in this new economic order, the old laws are being torn apart.» (Jean Monty, CEO of BCE to OECD October 1998)

«The last decade [1988-98] has been a period of great turbulence and massive change. Extraordinary advances in technology and knowledge have enabled entrepreneurs and innovators to develop new products, new services, new ways of doing things, new distribution channels, and new industries. We are living through an information revolution.» (Canada’s MacKay Report, September 1998)

«We are witnessing an explosive increase in innovation. Using open standards, people around the world are creating new products and services that are instantly displayed to a global audience. We are witnessing myriad new forms of business activity, such as electronic marketplaces linking buyers and sellers in seamless global bazaars, and changes in business processes from customer service to product design that harness the new technologies to make businesses more efficient and responsive.» (US Secretary of Commerce, June 2000)
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