















































190 Evenson and Simeon

First, it is argued that the federal government drains
resources from Quebec by taking more out in taxes than it returns
in federal spending. The bases for such analyses remain highly
controversial, but most agree that, following a long period of
deficit, federal taxing and spending do redistribute some resources
to Quebec from other parts of the country. Quebec spokesmen argue,
however, that this surplus is accounted for mainly by income
maintenance programs that do little to promote economic development.
They also argue that federal development spending (DREE) has not
been oriented to their perception of Quebec's needs.

It is also felt that basic structural policies benefit Ontario
and hurt the weak areas of the economy. The St. Lawrence Seaway
diverted trade from Montreal to the Great Lakes. Agricultural,
transportation, and other policies are oriented more to Ontario
than to Quebec, and so on.

The Quebec nation-building impulse derives from other sources
as well. Redress of grievances and under-representation would not
eliminate the drive for autonomy and self-determination within the
province itself. To focus on grievances is to ignore that
autonomy may be sought for its own sake or that a highly self-
conscious people, united by a common language, a common historical
experience, an elaborate network of social institutions, and with
institutional resources provided by control over a provincial
government, might wish to achieve sovereignty and so become a
complete "nation-state."

Only recently has Quebec nationalism generated the demand for
independence and sovereignty. Duplessis and the Union Nationale
government resisted federal incursions in the social field and
jealously guarded the province's tax resources but were content
to leave economic power in federal hands. The government of Jean
Lesage focused on expanding provincial tax shares in responding
to federal intitiatives, such as the Canada Pension Plan, with its
own programs and in seeking freedom from federal controls through
cost-sharing programs. Under the slogan "egalité oli indépendence,"
the 1965 Union Nationale government expanded the cultural and
foreign roles of the Quebec government and called for fundamental
constitutional revision that would recognize the existence in
Canada of two distinct nations. 1In the late 1960s, attention
shifted somewhat to language policies, motivated partly by the
sense of threat to francophone majority status in Montreal and
partly by the desire to attack more directly the barriers to
francophones in the private sector.3!

31 Guindon, op. cit.

























198 Roberts on Evenson and Simeon

voters want to elect provincial governments to run the provinces and,
independently of this, a federal government with a strong regional
component to run the nation.

Evenson and Simeon speak of country-building, province-
building and Quebec nation-building. They could, perhaps, have looked
more closely at government-building because this has been a major
preoccupation at both the federal and provincial levels for the past
twenty years. By and large, Western Canadians are thoroughly annoyed
with big government because it 1s so insensitive to peoples' needs.
Integral weaknesses in government structure are only magnified by
expansion.

There are many peculiar ironies in the western response to the
issues of the day. Westerners are opposed to bilingualism, but they
demand french language training for their children; they favour
unity, but oppose the price-tag that might accompany it; they
demand control over their own natural resources and the funds which
accrue from them, yet participate willingly in equalization payments
to other parts of the country; they consider the Supreme Court to be
made up of fine, impartial judges who regularly rule improperly and
irregularly on constitutional matters in favour of the central govern-
ment; and, finally, they're incensed at their poor representation
in Cabinet, and mad at Jack Horner for changing sides. These are
the paradoxical statements that emerge from meetings of the Canada-
West Foundation in every part of Western Canada.

Evenson and Simeon state: "it is impossible to divorce
changes in central institutions from the crucial question of the
division of powers." I must disagree and suggest that Ottawa can
begin to eradicate the roots of discontent by putting its own house
in order without provincial government approval. A reformed House
of Commons could allow for more regional input and proportional
representation as well. It is the emending formula which cannot be
divorced from the division of powers, and the November "First Minis-
ters' Conference" ground to a halt over this very issue.

As the party system is failing, the Senate watchdog impotent,
and the nation increasingly difficult to govern, it is time for the
Federal Government to move on to unilateral reform of the House of
Commons. There must be some kind of accomodation that will give
Westerners a greater say in the Parliament of Canada. I shall frame
my conclusion in the form of a gentle warning. There is an ambiva-
lent mood in the West today. While committed to the ideal of one
Canada, Westerners are also taking a pragmatic and somewhat envious
look at Quebec's success in obtaining the things she holds dear.
Western Canadians too are taking a long, hard look at their future.



























208 Norrie

making up for the portion of fixed costs lost on rate-sensitive
traffic moving at less than total cost. The National Transport-
ation Act, relying as it does on intermodal competition to set
rates in all but a few instances, creates and sanctions such
discriminatory pricing by the railroads.

The western provinces feel that they inevitably have rela-
tively inelastic demands for transportation services because of
the lack of competing water transport, the high-bulk, low-value
nature of their exports and the long distances involved in the
import and even intraregional movement of goods. These latter
factors are thought to restrict the competitive ability of
trucking. As a result the region views itself as bearing a
disproportionate share of railway fixed costs at the expense
of real incomes of the region's residents. In addition, this
value of service pricing together with statutory rate limitations
on some agricultural products results in a structure of rates
over commodities that actively discourages further processing
within the region.

The specific complaints are five in number. It is held
first that rates on the export of raw materials are significant-
ly lower than those for processed products, creating an incen-
tive to export the former rather than the latter and thus des-
troying otherwise natural industries for the West. Examples
most often cited are the rates on feed grains as opposed to
livestock and meat products, and those on rapeseéd versus
rapeseed o0il and meal products. A second charge is that the
West does not receive the same kind of zone or blanket rates on
incoming goods that the East does. Smaller centres pay additional
rates to those charged to the main cities, thereby discouraging
the decentralization of economic activity within each of the
provinces that is a major goal of all prairie governments.
Thirdly, the rates on goods shipped to the provinces are said to
be higher than those for the same product shipped the greater
geographical distance to Vancouver. This is the familiar long-
short-haul discrimination, and results from the railways' need
to compete with ocean delivered supplies from other countries to
B.C. The most common examples here are steel and canned goods.
The higher prices reduce real incomes in the West and also in-
hibit the establishment of western wholesaling and distribution
centres on the prairies. The fourth allegation is that rates
on westbound manufactured goods are lower than those on eastbound
ones, compounding western difficulties in competing with eastern
producers in both local and central Canadian markets. Finally,
it is argued that the horizontal rate increases of recent years,
whereby a constant percentage increase has been applied to all
rates, has increased the absolute rate spread, and thus exacer-
bated the above problem.

The West has proposed to replace the present value of ser-
vice scheme with one based as closely as possible on the actual
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326 Fortin on Rabeau and Lacroix

What I do know, however, is that if it is not more costly at the
margin for them to borrow than for Ottawa, they will at least lose
this excuse for not getting more actively involved in stabilization
policy. Of course, one would also like to examine any equalization
proposal on efficiency grounds.

Proposal

My remarks contain an implicit judgment on the authors' proposal
for a Stabilization Fund. The Fund would transfer cyclical funds
at no cost from the low-cost borrower and inefficient stabilizer -
the federal government - to the high-cost borrower and efficient
stabilizers - the provinces. The money would help finance capital
expenditure projects contained in a list of admissable projects.
The transfers would be generated from a reduction in other, "structural"
transfer programs and/or from suppression of the DREE, the SDUA, the
myriad of federal job creation programs, etc. They would involve
no new additional transfers to the depressed regions from the have
provinces. It is hoped that this scheme would help enhance the
national and regional performance of stabilization policy and
eventually make a substantial contribution to solving the structural
disparities as well, presumably through the upgrading of manpower
and equipment in the low income regions arising from a lower average
unemployment rate there, and through the minimization of interregional
import leakages brought about by the intensive use of the capital
expenditure tool.

Rabeau and Lacroix's proposal is technically consistent with
their premises. As I have said, I find that their emphasis on
capital expenditure is pushed too far and their paper establishes
no clear relationship between the size of the disincentive arising
from higher borrowing cost at the provincial level and the size of
the transfer scheme proposed. 1In fact, the authors are too modest
to put any figures on the cost of their proposal to the federal
government. But beyond that, if only a change in the nature, not in
the size, of the transfers from rich regions to poor regions over
a complete business cycle is involved, I see little net income and
employment gains made by the poor regions in the long run, since
there would be no incentives for higher federal or provincial deficits
on the average. From a cyclical point of view, the proposal is
equivalent to a switch from federal transfers to households to
provincial capital information, and the balanced-budget multiplier
of such a move is very low, something of the order of one-third of
the usual government expenditure multiplier. Viewed upside down,
this means that only a huge transfer scheme should bring an appreciable
impact on the regional economies.
















332 Martin

government as it is by the quality of the local
natural and human resources and/or by the access
to financial resources, etc.

A third major aspect of this proposition is that the resource
cost, as well as the consequence of an expenditure action on
the performance of other key variables in the economy, is not
the same for a "pure decision" action as it is for most fiscal
or monetary manipulations.

The above implications are only acceptable if we empirically
demonstrate that the impact of a "pure decision" is spatially
biased and that the regional impact can be considerable.
Furthermore, the empirical work must support the proposition that
regional consequences of the pursuit of a national objective differ
considerably when a non-expenditure, as opposed to an expenditure
policy, is utilized.

Canada's Past Experience with Pure Decisions

Non-expenditure policies are not a contemporary phenomenon.
In the period of National Policies, which roughly stretches from
1867 to 1940, pure decisions were the cornerstone of the federal
government.s intervention in the economy. Three "basic national
decisions"™ characterize this period of Canadian economic history:
Prairie Settlement; an All-Canadian Transportation System; and
Industrialization by Protective Tariffs. While the last one is
entirely a "pure" decision, the workings of the transportation
system, at least with respect to rail rates, involved and still
involves a large dose of "arbitrary decision and regulation by the
state."

During the next twenty years, non-expenditure policies were
displaced by changes in fiscal aggregates as the prime instruments
of the federal government's policy arsenal. Known as the "Keynesian
Period," the stabilization of the national economy by the use of
macro-economic instruments became the major concern of the federal
government. However, in the early sixties, the emerging regional
disparities began to be more acutely felt and this led to a national
commitment to the alleviation of spatial inequalities. The
Keynesian doctrine remained as the basic rationale for policy
actions, and the federal government resorted to Equalization
Payments and an assortment of other regional development funds and
agencies for needy regions. This culminated in 1969 with the
establishment of the Department of Regional Economic Expansion (DREE).
By the beginning of the sixties, Canada had entered an era of
"Regional Awareness."

1 Mackintosh, 1967, p. 9ff.

































































































































































































