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34 Auer and Mills

Similarly, a wide range of tariff rates applies to the manu-
facturing industries. Judging by the effective rates, generous
protection -- at a rate of over 20 per cent -- is granted to
knitting mills, the textile and clothing industries, and the
leather-products industry, and very limited protection -- at a rate
of 5 per cent or less -- is given to about half of the remaining
industries (Table 2). A very low rate of tariff is also listed for
the transportation-equipment industry, but in this case subsidies to
the shipbuilding and motor vehicle industries provide some additional
shelter. This does not change the ranking significantly, however,
because quotas, subsidies and tax concessions generally reinforce
the protection afforded by tariffs, even to those industries that
are already highly protected by tariffs.4

A ranking of manufacturing industries according to tariff
rates does not necessarily correspond to their importance in the
economy. Industries with high rates of tariff protection may
account for very little of total output while others with low
tariff rates may account for a large part of it. To assess the
potential impact of tariff changes on domestic production and
import flows, it is necessary, therefore, to take the size of
the different industries into account. Weighting the tariff
rates by value of manufacturing ° ranks the food and beverage
industries with 20 per cent of the total, first; the leather,
textile, knitting and clothing industries with 19 per cent, second;
and the paper and allied industries with 16 per cent, third. To-
gether these three industry groups account for over half of the
tariff protection and, if combined with the metal fabricating and
electrical equipment industries, for three-quarters of the tariff
protection of all manufacturing industries. Because of their
larger weight in tariff protection, some of these industry groups
will be examined more closely.

Historically, tariffs have been granted to industry for a

variety of reasons. They have been granted to enable industries

to compete with cheap foreign labour, to retaliate against restric-
tive tariffs imposed by other countries, to equalize the cost of
production at home and abroad, to shelter an industry at the "peril
point" from extinction, to improve the country's terms of trade,

to help reduce high unemployment, to shift from a specialized to a
more diversified economy, and to help promising infant industries

4 See, for example, B. W. Wilkinson and K. Norrie, Effective Protection and the
Return to Capital, Economic Council of Canada, Information Canada, 1975,
Table 3-4, pp. 42, 43.

5 Following traditional methods of estimation the degree of tariff protection
is measured here by weighting of the individual commodity tariffs, at a more
refined level of disaggregation, by the relative amount of value added. It
implies that manufacturers price right up to the tariff barrier. 1In this
general area see, for example, J. Melvin, "A Weighting Problem in the
Calculation of Effective Tariff Protection: A Comment," in the Economic Record
(June 1972).


























































































































































































98 Perry on Glynn

This brings me to a general comment on the conclusions and
format of the study. The operations performed are technically
complex in terms of public finance, and much of the work presupposes
a familiarity with the general subject. 1In addition, as noted
earlier, some of the assumptions are debatable. I question both
the value and the wisdom of providing a summary by expressing the
results in terms of gain or loss, increase or decrease, 1in tax or
expenditure, in terms of dollars per family at each income level.
How confident can we be about these dollar figures, given all that
has gone before? How much are the income distribution final results
influenced by the choice of certain income distributions used in the
allocative process? The alternative scenarios help to illustrate
the variety of results possible and the influence of various sets
of assumptions. This form of condensation is unnecessary for the
audience that the paper is intended for and can be dangerous when
put into general circulation. To suggest 'per family' figures taken
to the nearest whole dollar is deceptive when such figures can only
be accurate to the nearest $25 to $50 per family, at best.

I would suggest that this study should not be interpreted as
predicting fiscal outcomes because I feel that the ceteris paribus
assumption is not realistic. If the underlying set of fiscal
arrangements in Canada is changed, it is obvious that each province
will immediately assess its own priorities. The minimum costs
involved in maintaining what provincial residents regard as a
"presence," nationally and internationally, will vary greatly and
adjustments will be made. For example, the Economic Council may
be disbanded, but the Ontario Economic Council may not necessarily
be expanded in proportion, according to any of the measures shown
here. The Atlantic Provinces Economic Council may be considered
adequate in the new age. The investment committees of the Alberta
and Saskatchewan Heritage Savings Trust Funds may become the dominant
economic experts in British North America. The maritime provinces
will put more emphasis on defending the two hundred mile limit than
a continental power might. Further, no one seems to have claimed
the Territories. Should Confederation break down after 112 years,

I find it hard to imagine that the provinces will not move immediately
to pick up the customs duties abandoned reluctantly in 1867 and to
adapt them to their particular industrial strategies. The diversity
that is now present within Confederation is a sufficient indication
that quick and significant changes in the quantity and quality of
government will follow immediately on "fiscal autonomy."

It is possible to suggest the direction of some changes.
Welfare levels (including unemployment insurance) in each province
will probably change to reflect the variation in per capita income.
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Most of the respondents defined Canadians and Canada in a
positive manner, and only a handful either in negative terms or in
both positive and negative terms. A few were not able to respond,
either because they believed Canada lacked an identity or because
they felt that the country's essence was not definable. As one
professional engineer explained, "The country is so diverse that
it can't be defined except perhaps to say that diversity defines
Canada." (026) A view frequently expressed was that a mixture of
British, American, and French culture, tradition and history had
produced a unique and valuable entity called Canada. In the words
of a religious leader, "We have the free and easy ways of the
Americans and yet the staidness and tradition of the British." (013)
Or as expressed by a leading academic lawyer,

Basically we are a mid-Atlantic country that tries
to bridge the gap between the old world and the new.
We are a biracial and bicultural country and we've
tried to combine features of both cultures and
societies ... we have British common law and French
civil law. We are also shaped by our North American
environment. (042)

Others stressed the view of Canadians as generous and moral people
whose social conscience had contributed to advanced social welfare
schemes. "Canadians have a strong sense of the collective. We are
a community oriented people." (025) Also emphasized was the
physical environment and its impact in shaping and colouring
Canadian realities. As a prominent Halifax businessman explained,
"Our environment, sharing in the geography of Canada unites us.

We all have an appreciation for the outdoors and a closeness to
nature." (010) Respondents who had difficulty defining Canada's
identity often turned to the international sphere in an attempt to
find some answers. These individuals referred to Canada's middle
power status, her peace-keeping role, and what was described as a
respected international reputation. Some claimed to be most aware
of a Canadian identity when abroad. According to a member of Nova
Scotia's Bar Society Executive, "It's a very hard thing to express
but I think there is a Canadian identity. When I'm abroad I feel
it most particularly. We are recognized within international
circles." (041)

Negative perceptions of Canada focused on the lack of drive,
enthusiasm and ambition shown by its citizens and the failure of
Canadians to take pride in their country's achievements and
potential. One academic complained that Canadians were "over
cautious, never take a risk and are not adventuresome," (022) A
religious administrator was annoyed with the absence of patriotism
in Canada. "We have a Canadian identity but we don't spend enough
time thinking about it. We have been too humble and have lacked
pride and assertiveness." (033)

Although they may have considered themselves to be Canadians
first, most Nova Scotian leaders had little difficulty in articu-
lating their provincial identification in positive terms. Positive
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I think that the long history of economic disparity
here has created a sense of inferiority among the
people. There is a certain Maritime paranoia found
here -- the fear that the province is being taken
advantage of. Speaking of the legal profession,
because it is the one that I am closest to, I would
say that many lawyers here have the feeling that
they could not compete or cope with lawyers in
Ontario. They feel they can get along very well in
Nova Scotia but would not be able to cut any ice in
Ontario. (030)

A few people were critical of Nova Scotians' acceptance of what

was considered to be intolerable conditions. A leading Cape

Breton union spokesman complained that residents "tend to be placid
in their acceptance of things which normally cause people to be
upset." (004) On the other hand, a university administrator felt
that residents complained too often and emphasized their "have not"
status too much.

Nova Scotians tend to emphasize the have-not idea and
this is dangerous because it can be a self-fulfilling
prophecy.... Nova Scotians have to get rid of a kind
of mentality that blames others for their
misfortunes. (022)

Another criticism was what one respondent referred to as the

province's "tunnel vision." (017) A Halifax union official
complained of the "clannish" nature of Nova Scotians and their
"inwardness." (029) And according to a key Roman Catholic leader,

"The negative side of our identity is our parochialism. We have
encouraged rather passé myths about this province and the vision
of Nova Scotians is not, as a rule, very broad." (033)

Attitudes towards Confederation and its significance for Nova
Scotia shed more light on the relationship of some of its leaders
with their country and their province. Of the fifty-one
respondents, thirty-five (68.6 per cent) judged Confederation to
be a good thing for the province, eight (15.7 per cent) thought
it had a detrimental effect, and eight (15.7 per cent) did not or
could not make any overall assessment. Many of the affirmative
respondents referred to the benefits derived from being part of a
country as large, powerful, and wealthy as Canada. They asserted
that partnership with Canada had allowed Nova Scotia more latitude
for growth and broadening than would have been otherwise possible.

Nova Scotia could not have developed as it did
without being part of a larger unit. (037) At
the time of Confederation Nova Scotia had
reached a peak; it was ripe for some kind of
change. 1In order to grow further it had to
join something bigger. (034)
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province was neither possible nor desirable. It was also clear
that the nationalism expressed was not without its critical edge.
All those interviewed expressed some frustration with federal
policies. It was contended that Ottawa was callously indifferent
to the Atlantic region, and it was bitterly resented that Nova
Scotia in particular was often overlooked in the corridors of
power. As one Maritime historian has quite succinctly expressed
it, "Maritime eschatology ... has not been predicated upon the
destruction of the national policy but upon its fulfilment."?2
Respondents obviously intended to remain Canadians, but Nova
Scotian Canadians, living in a respected and viable and productive
corner of Canada.

Respondents' perceptions of the federal and provincial
governments were quite varied. When asked about contacts with the
federal government, twenty-six of the fifty-one replied that they
did have such contacts, fourteen said that they did not, and
eleven did not respond. Provincial contacts, as might be expected,
were more frequent. Thirty-seven respondents had dealings with the
provincial government and only four had no contacts. In the
federal spheres twelve had dealings with public servants, one
individual dealt strictly with pollt1c1ans and twelve with both
politicians and bureaucrats. The remaining twenty-eight did not
respond. At the provincial level, two dealt exclusively with
politicians, six with public servants, twenty-seven with both
groups and sixteen did not answer. Twelve claimed to have been
negatively affected by federal government policy, six felt that
they had suffered no ill-effects and thirty-three did not resoond.
Provincial government actions were not considered as being
especially harmful. Of the thirty-two individuals responding,
twelve felt they had experienced negative effects from provincial
government policy while twenty regarded such actions as relatively
harmless. When asked to decide which level of government was
easier to deal with, a majority chose the provincial government.
Of the twenty-one people answering this question, seventeen
preferred to deal at the provincial level, two favoured the
federal government and two saw no difference in dealings with the
two governments. A guestion about the impact of jurisdictional
conflict produced twenty-five answers. Of these, fifteen said
that they had been affected by jurisdictional conflict, and ten
suggested that they had felt no such thing.

Opinions concerning the extent of Ottawa's understanding of
Nova Scotia's problems were evenly divided. Twenty-eight
respondents believed that the federal government understood Nova
Scotia's problems, while twenty-one disagreed with that conclusion.
Two did not find an answer. When asked about the provincial
government's ability to communicate problems to Ottawa, thirty-six
(70.6 per cent) replied that Halifax was doing a good or adequate
job with only eight (15.7 per cent) ranking provincial efforts as

2 T. W. Acheson, "The Maritimes and 'Empire Canada'" in Bercuson, Canada and
the Burden of Unity, p. 109.
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policies is singularly unenthusiastic, 12 injured and 6 not injured,
no one helped and 33 not responding. Suggestions for reform ought
not to fall on deaf ears.

Most (17 of 21) preferred to deal with the province; in the
language of Scott and Breton, signalling costs to provinces were
clearly less than to Ottawa. For example, even an application of
their principles of total costs would have dictated that the Atlantic
Restoration Center remain in Moncton in order to avoid serious costs
and risks in transporting Acadian and Atlantic artifacts and resultant
destruction of our heritage. But that is of little concern to Ottawa.

My purpose here is not to summarize or to add colourful
particulars; it is to highlight the Canadian irony and suggest to
economists that the analytical framework based upon neo-classical
economics is wholly inadequate to deal with the issues at hand.
Economics has little to say of allegiance and regional social prefer-
ences. The propositions of neo-classical economics require mobility
of labour and capita% as well as complementary tax structures as
outlined by Johnson. Perlin's and Rawlyk's findings, sustained
discrepancies in income and linguistic barriers, suggest that these
assumptions are not met. Indeed, until we social scientists come
fully to grips with much broader but equally specific models, we
shall continue to recommend policies which politicians and poets
alike will rightly regard as being non-optimal. When neo-classists
speak of "non economic costs," there is an admission_of inadequacy.

At the micro foundation level, Lancaster™ and Becker  have begun to
form a broader, more detailed theoretical base, but their work needs

to be expanded to include a perceptual function between activities

and utility. We need to make models compatible with those of
perceptual psychologists if we are to have anything to say about
vesting education and communications. Only in such models can all

the avenues for development become clear; only then can the constraints
imposed by government and the division of power be examined completely.
Only then can we clearly delineate the social costs and see how they
are borne by government and individuals. Economists will then be

able to discuss the tax structure as a vehicle for transferring social
cost back to those creating the costs and, within that framework,

the allocation of power which is what is at stake in federal-provincial
conflict.

These are the best of times; they are the worst of times; it is
an age of foolishness; it is an epoch of belief; it is the season of

4 This theory is developed by Harry G. Johnson, "The Implications of
Freer Trade for the Harmonization of other Policies" in Aspects of
the Theory of Tariffs (London: Allan and Unwin, 1971).

5 Kevin J. Lancaster, "A New Approach to Consumer Theory," Journal of
Political Economy, Vol. LXXIV, 1966, pp. 133-157.
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3 Presence of Scale Economies

Decentralization may mean the loss of certain cost advantages
which accrue from the centralized production of goods and services
because of positive scale economies in the production process. Of
course, where negative scale economies dominate the provision of a
public service, exactly the opposite will hold true, and lower
average unit and total cost will be attained by dispersing the
production facilities among the provinces.

4 Possibilities of Duplication

Within the federal-provincial political framework it might
well be possible that competition or lack of consultation between
the federal and provincial levels of government could result in
certain public service operations being performed more than once,
implying wasteful duplication.

These four arguments have received considerable analytical
attention. Two or more of them have often been considered within
the context of a trade-off situation where, for example, the
potentially positive gains from decentralization associated with
argument 1 are weighed against the potentially harmful effects of
decentralization associated with argument 2.

We shall be devoting most of our attention to argument 3
which concerns economies of scale, and argument 4, involving the
possibilities of duplication, is briefly examined.

Our study is different from previous works on the subject
of decentralization because of its empirical approach to the analysis
of decentralization. We adapt our analysis to a novel Canadian
institutional framework with quite revealing results.

In Part II, entitled "An Industry Synopsis," we examine the
nature of the production processes underlying the provision of
those public services in Canada which are now provided by the
federal government. In Part III, "The Regionalized Services," we
consider alternative scenarios under which decentralization might
occur. These scenarios are not individually exhaustive, but we
hope that, together, they may capture the range of possible costs
associated with decentralization. 1In Part IV, "Economies of Scale
in the Regionalized Services," we discuss our empirical estimation
procedures, as well as results generated concerning economies of
scale in the provision of the regionalized public services. 1In
Part V, "Decentralization of the Regionalized Federal Public
Services," we combine our estimates of economies of scale from Part
IV with out scenarios of decentralization outlined in Part III
and arrive at some estimates for the cost of decentralizing the
federal, regionalized public services in the province of Quebec.
In Part VI, "The Unregionalized Federal Services," we discuss the
decentralization of the unregionalized federal public services, and
in Part VII we provide a summary of our results and some conclusions.
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PART VI
THE UNREGIONALIZED FEDERAL SERVICES

In the unregionalized services the head office component is
itself the final producer and distributor of goods and services.
Either these goods and services do not lend themselves to regional
implementation, or the cost-saving of centralized provision
outweighs the advantages of regionalization. This would be the
case for research programs such as Science and Technology or the
National Research Council, for central government steering bodies
such as Treasury Board, or the Department of Finance, and for other
intergovernmental bodies. Total expenditure on such programs is
approximately 2.5 billion dollars, compared to 13.6 billion dollars
for the regionalized services.

We do not attempt any rigorous empirical estimation of head
office decentralization costs in the following analysis, but rather
set out to establish a more general framework of analysis, more for
the purpose of laying the groundwork for discussion than for arriving
at any one figure

The unregionalized programs may be categorized on the basis
of the general duties they perform. Occasionally, one program may
qualify for two different categories. Table 6-1 specifies six
categories of "Duty" and lists the appropriate federal institutions
under each category.

Expenditures within Categories I, II and VI account for the
largest portion of the non-regionalized expenditure bill --
approximately 1.3 billion dollars (double counting corrected for) --
while expenditures related to Regulatory, Funding and Representative
bodies are very small by comparison.

In column 2 of Table 6-1 we indicate whether or not there is
evidence of similar operations performed at the Quebec provincial
level. Outside the "Research-Related" category Quebec does indeed
have many similar programs. The actual Quebec counterpart is not
given as this would often require the lengthy descriptioT of an
individual provincial program within a given department.

Quebec does not have any existing capacity outside of Category
V in either the science fields or international relations, but it
does have considerable capacity within the category "Intergovernmental
Support Bodies." This is not surprising given the similarity between
the scope and organization of federal and Quebec provincial programs.
The sum of expenditures associated with Research-Related Bodies and
all other programs for which little indication of existing capacity

1 The list of actual Quebec counterparts is available upon request.




















































