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TABLE 1

Canada’s Trade in Energy-Related Products, 1975-82
(Customs Basis)

1975 1976 1977 1978 1979 1880 " 1981 1882
( $ Billions )

Exports
Petroleum and Coal 4.2 3.4 3.0 3.3 5.1 6.1 6.3 6.5
Crude petroleum 3.1 2.3 1.8 1.6 2.4 2.9 2.5 2.7
Refined petroleum and coal products 0.5 0.6 0.6 1.0 1.9 2.3 2.6 2.5
Coal and other 0.6 0.6 0.7 0.8 0.8 0.8 1.1 1.3
Natural Gas 1.1 1.6 2.0 2.2 2.9 4.0 4.4 4.8
Electricity 0.1 0.2 0.4 0.5 0.7 0.8 1.1 1.1
Radioactive Ores 0.1 0.1 O.1 0.2 0.4 0.2 0.2 0.4
TOTAL 5.4 5.3 5.5 6.2 8.1 11,1 12.0 12.7
Imports
Petroleum and Coal 4.2 4.0 4.2 4.4 5.8 8.4 8.6 6.7
Crude petroleum 3.3 3.3 3.2 3.5 4.5 6.9 7.9 4.9
Coal 0.6 0.5 0.6 0.6 0.9 0.8 0.8 0.9
Other (1) 0.3 0.2 0.3 0.3 0.4 0.7 0.9 0.8
TOTAL 4.2 4.0 4.2 4.4 5.8 8.4 9.6 6.7
Balances
Petroleum and Coal 0.0 -0.6 -1 -1.1 ~0.6 ~2.2 -3.3 -0.2
Crude petroleum ~0.2 -1.0 -1.5 -1.9 -2.1 -4.0 -5.4 -2.2
Other 0.2 0.4 0.3 0.7 1.5 1.7 1.8 1.6
Other 1.2 1.8 2.5 2.9 . 4.0 5.0 5.7 6.2
TOTAL 1.2 1.2 1.4 1.8 3.4 2.7 2.4 6.0
Note: Totals may not add due to rounding.
(1) Includes other crude bituminous substances, fuel oil, lubricating oil, coke of petroleum and coal, and other
petroleum and coal products.
Source: Statistics Canada, Exports, annual, cat. 65-202; Imports, annual, cat. 65-203:; and

Summary of External Trade, monthly, cat. 65-001.
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imported crude oil laid down at
Montreal) 1less transportation costs
from Alberta to Montreal, provided
that this does not exceed

$8.00/barrel per year (more precise-
ly, S$L.00/barrel on each six-month
anniversary date).

tn fact, since the international
price of oil has recently fallen to

about $38.00/barrel in Canadian
funds {(with a world f.o.b. price of
about $29.00 U.S./barrel), the cur-

rent wellhead price of $29.75/barrel
set on January 1, 1983, has already
breached the 75 percent cap by ap-
proximately $3.00/barrel, after ap-
propriate allowances for transporta-
tion costs (see Table 2). The June
30, 1983, Canada/Alberta Amending
Agreement freezes this wel lhead
price at $29.75/barrel as long as it
remains within the 75-100 percent of
world price band. One of the conse-
quences of the much lower forecast
for world oil prices 1is that all
revenue-sharing and netback esti-
mates calculated under the NEA, and

to a considerably lesser degree
those under the NEP, Update 1982,
must now be judged to be totally

misleading.

For new oil, permissible producer
wellhead prices are more generous
than for old oil. indeed, the New
0il1 Reference Price (NORP) <closely
approximates the actual internation-
al price for oil. However, no in-
creases are permitted in the NORP
that would render this price larger
than the international price less
transportation costs to Montreal.
In fact, the NORP has tracked down-
wards from about $43.00/barrel in
early 1982 to about $37.00/barrel at
present. Since it is now projected
that world oil prices will remain
level in nominal U.S. dollar terms
throughout 1984 and 1985 at around
$29.00 U.S./barrel, and then rise at
"no more than 1 percent per annum in
real terms until the end of the dec-
ade, the possibilities for the NORP

Western Economic Review,

‘equivalent amount

are similarly circumscribed if this
forecast turns out to be accurate.
The reference point for pricing
natural gas is now the Alberta bor-
der rather than the Toronto city-
gate as under the NEP, so that
transportation costs from Alberta to
Toronto will not directly influence
what producers receive. The natural
gas price was scheduled to increase
by 25¢/mcf every six months commenc-
ing February 1, 1982, or by
$2.50/mef in total over the five
years of the NEA (see Table 3).
Pipeline tariffs, the federal NGGLT
and the federal COC imply a Toronto
city-gate price which 1is considera-
bly larger than the Alberta border
price. However, the NGGLT is sup-
posed to be regulated so as to gen-
erate a Toronto city-gate price
which is approximately equal to 65
percent of the BTU equivalent price
of crude oil at the Toronto refinery

gate; that is, the blended price of
oil, which includes the PCC and the
cocC. Although the NGGLT once rose

to 68¢/mcf, it is now projected to
decline to zero with the lower pro-
file projected for the blended price
of oil. indeed, under the Canada-
Alberta Amending Agreement of June
30, 1983, the NGGLT falls to zero on
February 1, 1984, and the Alberta
border price increases are limited
to about 16¢/mcf on that date and no
increase on August 1, 1984, in order
to maintain the 65 percent BTU equi-
valency with the blended price of
oil at least until February 1, 1985.
The lower price for natural gas
than for crude petroleum for an
of energy is de-
signed to encourage substitution of
natural gas for oil by energy users,
and is supported by provisions  in
the NEP for lump-sum subsidies for.
those who convert to natural gas
from oil. Higher prices for both
fuels will ~undoubtedly lead to
greater conservation efforts on the
part of consumers. But the supply

Vol. 3, No. 2, July 1984 [ISSN 0715-4577]




‘21ge} SiuU} Ul PBaULBIUCD SJBQUNU BY} 4O BWOS
[o) 340 uotjlededadd 8yl Ul M DOUBISISSE JOJ BPRUBD $30JNOSB8Y pur ‘saulpn ‘ABudul 1e S{e}DlJ40 O3 pajgepu; ade 8m G

| edJluow 03} S31S0D jdaodsuedl]

$S@| 90iJ4d [BUO}IRUJBIU} |[BNIDE By} ueyl dJabde| 8diJ4d SiU} Japusd PINOM IBYL J¥ON 84} U} 8oeid axel

LiIM seseaudutl ou ‘juawsadby (euibjuo 8yl J8pun sy CE£BBL ‘I A{ND wodl BA}IDB1319 dHON 8UY BAIBDBJ D) S| {8M
L11i3ut ButAztenb pue wedBoud (d400S) @D1dd 110 PLO LeiDadS 8yl J8pun [10 SMO{ (e Os|e juswaauby Butpuawy ayl y

‘pueq 80tJud PlJUOM 40 juedusd OO0} -3USDJUdd G/ DUF UIYI LM Sutewsad adiud Spy3l

se Buo| se gL '6Z3% I® uUtewad (|iM 8D0iJd pesayl|sm D}31SaWOp 8yl SNyl - [E3JIUOW 03 S3SO0D jdodsuedl ssa| ‘ediud

leUOl 1BUJBIUL By} 40 juaddad Q0 pPeanxa 0} 310U se os palsnfpe 8q (ieys adjud D}isswop a8y} ‘@sesddsp 82}ud

{euUc|1BUUBIU} B4} PLNOYS ‘31eyl sare|nd}is OS{e 3] |eSJIUOW O} S1S0D uoileldodsuedl SSa8| (|BBJIUOKW IEB UMOP

pte| (10 8pnJd pajdJodw} j0 3s0D abedsse JO) (1O 40 85iud |BUOIIBUJBIUL |BNIDE 34} 40 jusddJdad gL ueyly dabuey

801 Jd Syl JBPUBJ PNOM 1BY} 801dd pesyl|dM [BUOLIUSAUOD 8y} U} ade|d adel ||lM SD2SEBJDU} OU 'SBSE3JDUL |10
JO 8214d {BUOLIBUJBIUL 84U} J} ‘3eylr sazeindiis jusweadby AbBusaul maN 8yl 01 E£86F ‘OF BUNP JO IUBWPUBWY BYL €

“taddeq/GL ¢ 40 8baeyd diysJ4sumO uBjpeBUBD BYl SIPN|DOXB

1NQ |BBJIUOW O} (Sj4tdJe) auliadid) sabueyd uoileidodsuedl sapnidut 8(qel 8y} Ui uaab aopud {10 pepuaiqg Byl

"8JNiNg JEeau 8yl Ul (8J44eq/08°C$ INOQE 03} Pasnpsd 8g 03 IYLBNo pue ‘sAiidsdsduad SjYl wWOJ) DA} SSIOX3 SWLAS

{84deq/8L €% 40 @bueyd JuaaUnNd BYL " dYON 843 Joi BulAjiienb [j0 uo Apisqns By} pue uoilesusdwod juodwy [0

BOUBUL J O} PaJlnbad juNOwe BY} JO SSBOX3 UL PNUBABJ OU BABB] O} SB 0S 318s aq 031 S| (20d) @Bueyd uotiesusadwo)d
wnao43ad 8y} 1By} sa83eindlis ‘486} 't Joquweidas o juswaauby ABueul MBN 8y} ‘9861 -1861 PoidJad B8y} JdsAQ T

*J403}0o'y
uoiielsut paroafodd 8yir se xopui 8oiud @leSB{OUM ‘SN BU} DBuisn 9861 U} Swdsl |esJd U} usddad g inoge Ag
aseaddul usyl pue 'GE6L PuUe v8E} '£86}F Dujunp Adeuoiiels Al|djewixoddde uiewsd 03 paidafoud st 31 “Bul}tam
40 BuLY} e ([34deq/uelpeue) 00 9£3$ J0) (BJJRQ/ S N 00'6Z$ Aldjeuwixoudde st (10 4O 8otud Q'O j PLJOM BYL "} IS310N

05" 8E 00" v 8¢ 'S¢ SL'E LL™} GL°6C §L°GS 00" LE 9861 abeuaay
Q0L " S€E §9°6€ 9z " Gg SL'€E SL'} - GL° 6T SL LY 29°0¢ cgsl abeusay
0L 9¢€E G9°6¢E 9T " GE 9L’E SL°} SL°6¢ GL Y ST LT ¥861 "1 Anp
OL"8E I} 6E 9¢ ' SE 9L € SL't SL 62 SL°LE 00" s8¢ y86L ‘1 uep
0T 9¢€ 98 0Ov zZ ' GE aL’E L SL°6C GL EE gL°Te €861 ‘L ALnp
19°8€ LLvp [AAN1> 9L'E VLT §L'62 GL 62 SLT e £861 '} “uep
EE"IY oo'ey £9°EE OE"9 85} §L°8¢ 6L G¢C GSL 0T zg6l ‘L Alnp
3 4 [41:38°} 4 8E'LE 0E"9 8571 05" €T 05 €¢ SL° 6} z86F ‘i ‘uep
GO EV - 56 0€ Gi°8 8671} sZ'1¢ YA X GL 8} 1864+ '+ T320
(8) (L) (9) (s) (v) (€) (2) (1)
(taq/uposg) (Pesyl (9pm 80} dd (22d) Sijtdel 8didd 110 801dd 80tJd
380D psjewt1sy) L0 abJeuyn au} |adtid peay | LBM Lt0 [
3dodui adidd papuaig uot jesuaduo) pajewiisy juawssJdby pesyl M pesyliiom
asuaJajay pajew} sy wna{oJiad MmaN juawsauby d3N
L0 m8N palewiisy {en3ioy MON
paiosaloud wnuw L Xep
(dHON) ©Dtdg BdU3UB Y LI0 M3N pue {10 8pnJD

(PLO) LBUOIUdAUOD :|[Bddeg J4ad Saxe] pue $8didd 40 8(NPaYDs

¢ 3718vi




10

‘pgsl AjJea AQ ousz 03 3188 8Q L19DN
syl ey} adinbad (ii1m diysuoiie|sd B 4ONS JO BDUBUBIULBW BYL ‘jusouad g9 Ala@jew}xoudde jo (80idd papua|q
8y3) a3eb Adauj4ad 0juUOJUOL BYL 1e [0 8pnud 40 aojJ4d abeaase syl pue 83eb-A3119 ojuocdol 8yl e seb peunieu
40 8234d @iesajoym ayil uddmiaq diysuoiie|ad Arided e Buljeasusb (9A8®] ® 1@ 3188 &G 03} S} S8|EBS D}1S3WOP UO

(L7199N) xe3y spinbit seb pue sef (ednieu a8yl eyl sareindii1s juswsssBy moN BuUl ‘9861 -1861 Poluad BUl JBA0 'E
*aJdayl} sasn
Bujlesy swWOY pue |[BlJ4isSNpul J0j Plos sef Jo SBuN{oA mdu (B J03 8014d JspJoq eld3Gly BuU3 40 jusdded OF
se ybBiy se 8q (iim siuswAed 8sayl ~epeue) uJdaiysel ul sweaBoud uojiowoud Sa|es pue SwWalIsSAS UOLINGLULISEP
seb 40 uUoisuedxa |ej}jded aoueuid 03} 8o0pud uapaog BILBGLY BYL 0 1nO sjiuawAed 8Aliudsul juswdo|aAsg
janden Aed o3 pasdube sey juswudsaol elusqly 8yl eyl pajou 8q t4aABMOY ‘PLlhOYS 31 ' LL1O0 03 se [tem se seb
tednieu 03 saiidde yoiym ‘ow/dgL 0 s8bueyo diuysdasumo ueppeUBR) BY} SBPN(OX3 INQG 03UOJO] O} JBdPJ0q BIJ3ALYV
8Y} Wody (Siiidel auy|adpd) sabaeyd uolierJdodsuedl} sepnidut (Bntdd 8iesa|oym o) s1eb-A3110 OUOCJUOL BUL T
“SaWN{OA }DBJIUO0D
Bulisixe 40 jussJudd 0G BULIPB3OX® SBWN|OA 403 SISEXd (42W/°S°N O£ E£$) 4Dw/ueipeUR) GO'V$ 40 8o1Jd 8A13IUBDUL
Uy  CBulltuym 40 Bwil 1B (40W/°S'N Ov p$) 4dow/ueipeued Ov'G$ Aleiewtxoudde st seb jo 8opud jJodxs syl i 1S8310N
86°¢C 80" v [¢] y6° 9 [4°3s ot "t [4 594 - 9864 ‘i "Bny
86°¢ 80" v o} y8°9 LE} ot LO v - 9861 ‘b Q34
86°C €0’ v o LO"9 0Tt GO} Z8°¢€ - sg6l ‘4 Bny
86°¢C €0’ v o} 69°6 LO"} =ToRm" LS E - sg61 ‘b "Gad
86°¢ 86°E [0} 8E'S a0t 00"} cE'E - rg6r '+ "Bny
86°¢C 86 '€ o] £€0° 8 298 [olo " LO'E - pg86L '+ Qa4
8¢ 96°'¢€ 917 €LV 16 [elo 2t z8°'¢ OoT'E €86} '+ Bny
LS C Q0¥ 8v A 4 VL S6° LG T G0°€ €861 '} "G84d
- - 89" ¥6°' € 83 pe” ze'¢ 06°'¢C z864 '} "Bny
- - g9 6G°E G9 L8’ Lo ¢ GSL'¢C z86+ ‘+ "qad
- - Sy- G0 € Sy 8L’ [4: 3" 08¢ 186+ '+ T390
(8) (L) (2) (s) (v) (e) (z) (v)
801 Jdd adlJdd (17199N) 80t Jdd (1195N) S34tdel 80t Jdd adtJdd
Japdoyg @i1en-A31D Xxe] sen B1en-Aiid Xxe} sen auy} {adid aepJdog a31en-A31D
eydaqgly 03UOUOL tednien 0O3}UOUO L {ednienN pajrw}Is3 eydaqly xel-8dd
pajeWiisS] paiewiisy pejewiisy pajewiisl podiewiisid juswsesduby d3IN
£861 £861 €861 3uswasubBy 3juswasuby MmaN
tied Lied tied MaN naN

seg jednieN :(40W) 3884 04Qn) puesnoyl Jad saxel pue S$831.dd 40 8 Npauss

€ 378vl




response by producers is not so
clear cut, for two other factors
must be taken into account, namely

expected future prices and taxation
arrangements affecting producer net-
backs.

First, the domestic prices of
both new and old oil are tied to the
world oil price and may not exceed
it, or 75 percent of it, respective-
ly. It is now abundantly clear that
the world oil price will not augment
as rapidly as hypothesized under the
NEP, Update 1982, let alone the NEA,
and may well decline further before
it rises again. Even with the re-
covery in economic activity in the
western world, the existing high
world price per barrel of oil will
continue to depress overall demand
for crude petroleum despite some in-
ventory restocking demand which will

soon appear. Under Saudi Arabian
leadership, OPEC has found that it
has to restrict supplies substan-

tially just to maintain the current
price of about $29.00 U.S./barrel,
let alone increase it.

The OPEC nations undoubtedly also
recognize that any additional hike
in their price, even if accompanied
by disciplined supply restrictions
on the part of members, will only
encourage the development of high-
cost alternative suppliies in the in-
dustrialized worlid. These include
reserves found off-shore from Atlan-
tic Canada, in the Canadian Arctic,
the oil sands of Alberta, oil shales
in the United States and elsewhere,
as well as the tertiary recovery of
existing conventional oil. Indeed,
the realization that worid oil pric-
es will not increase as previously
thought is unquestionably one of the
main reasons why oil companies have
not proceeded with the early devel-
opment of resources such as the oil
sands, and have restricted their

‘"other exploration and development
expendi tures.

The second set of factors

Western Economic Review,
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affecting industry supply responses
are the taxes being imposed and
their impact upon the net returns to
producers. The next section dis-
cusses these taxation issues.

2.3 TAXES ON INDUSTRY REVENUES

A main thrust of the NEP was to
appropriate for the federal govern-
ment a sizeable share of the econom-
ic rents {(that is, returns above
those available in alternative uses
of investible funds) which are
available from oil and gas produc-
tion. Given the negative impact of
the NEP on oil industry exploration
and development activity, some may
have expected that the federal-pro-
vincial energy accord (NEA) would

result in Jlower tax rates for the
industry. Yet, this definitely did
not occur. Any improvement in the
industry's net returns comes from

higher prices, not lower taxes, un-
der the NEA. Subsequent changes in
royalty arrangements under the Al-
berta govermment's OGAP program and
in taxation arrangements under the

federal government's NEP, Update

1982, became necessary, however,

" when the realization of a Ilower

world oil price profile became
self-evident.

The most important new federal

tax, the Petroleum and Natural Gas
Revenue Tax (PGRT), was originally
set under the NEP at 8 percent of
production revenues, after deducting
operating costs (but not provincial

royalties) . This tax was the major

factor which seriously eroded oil
company netbacks between 1980 and
1981, and thereby discouraged new

exploration and development. The
September, 1981, accord did not re-
move or reduce this tax, but as a
net result of two amendments in-
creased it even further. On the one
hand, the industry was permitted to
deduct a 25 percent resource
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5. to leave intact the existing
provincial royalty rates and
federal PGRT rates for the
foreseeable future.

The fact that this agreement took
place with a minimum of public con-
frontation, and the fact that it
represents to all concerned a rea-
sonably sensible compromise on the
difficult issues of oil and gas
pricing and taxation, should reduce
the uncertainty and instability of
industry expectations that has no
doubt characterized the last three
years. The main problems remaining
are the pricing and marketing of
natural gas for export to the vari-
ous regions of the United States,
and the current level of the PGRT,
which will become increasingly oner-
ous if (as projected in Table L)
real netbacks decline from 1983 on-
wards.

Table 4 does, however, confirm
that real (and nominal) dollar net-
backs for both oil and natural gas
were seriously eroded in 1981 from
1978-80 levels by the impact of the
NEP, and especially the PGRT, on the
producing industry. indeed, rela-
tive to 1980, and with the possible
exception of ‘''new-old" oil, these
netbacks on an effective tax basis
were eroded in real terms by more
than one-third on EMR's own esti-
mates. Even with all the new meas-
ures put in place, it is now pro-
jected that netbacks on "old-old"
0il will not be restored to 1980
levels in real terms until the lat-
ter half of 1983. On old and new
gas, real dollar netbacks are not
restored until after the end of the
energy agreement, if at all, unless

there. is.a .totally unexpected re-

bound in the marketability of Cana-
dian gas in the U.S., which would
affect netbacks through the revenue

"f low-back® system currently in
place.

Unless one believed that netbacks
were much too large in the 1978-80
period, and that the erosion of them
would not affect producers' expecta-
tions and confidence, the conse-
quences of the severe real netback
erosion for exploration and develop-
ment activity at a time of high real
interest rates should have been at
least broadly anticipated. Cash
flows from existing production are
important for firms to extend their
exploration and development activi-
ty, since these cash flows largely
determine their ability to borrow on
either debt or equity account.

The recent extension of NORP oil
prices to SOOP oil and to oil pro-
duced from newly-drilled infill
wells will provide greater cash flow
to producers. Nevertheless, insofar
as netbacks have gradually been re-
stored, it has largely been through
provincial royalty relief. Implic-
itly, therefore, the Alberta govern-
ment is now paying a significant
proportion of the PGRT out of its
own revenues.

As we shall argue in the next
section, _just as it bought back ju-
risdictional control over its own
resources by agreeing to pay the Pe-
troleum Incentive Payments (PiPs) on
provincial lands in exchange for in-
ducing the federal government to ap-
ply a zero rate of natural gas tax
on exported gas, the Alberta govern-
ment has now attempted to buy back
some moderate prosperity for the in-
dustry by providing royalty relief
to help bring real netbacks back to-
wards their pre~PGRT standing. The
consequences of all this for revenue
distribution are not inconsiderable,
and will be discussed in more detail
in a later section.
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2.4 JURISDICTIONAL AND RELATED
ISSUES

in the post-NEP, pre~-NEA inter-
lude, it became clear to most ob~-
servers that prices for petroleum
and natural gas and the division of
revenues were not the sole concerns
of the two levels of government,
particulariy the provincial govern-
ments. The latter perceived the NEP
as an undisguised attempt by the
federal authorities to enhance their
jurisdiction over resource develop-
ment in this country (at least oil
and gas resources), a contravention
of provincial rights under the Brit-
ish North America Act (and now the
Constitution of Canada). The deci-
sion by the federal government to
tax not only domestically used natu-
ral gas, but also gas exports, was
particularly offensive to the prov-
inces.

Alberta responded to the NEP by
delaying approval of new oil sands
plants and reducing oil production,
thus asserting provincial control
over the pace of resource develop-
ment and exploitation in the prov-
ince. Since this response meant
that greater imports of crude oil
were necessary, it was also a way of
putting pressure on the federal gov-
ernment to relax its stance.

Under the terms of the NEA, Otta-
wa withdrew the natural gas and gas
liquids tax on exports of natural
gas (while still asserting the right
to levy it). This provision, along
with the higher wellhead gas and oil

prices, was a key factor in permit-
ting an agreement to be reached.
Since about one-third of all gas

produced is currently exported, the
removal of this tax improves the re-
turns to gas producers and reduces
potential federal revenues.
Concurrentiy, the Government of
Alberta took over the administration
and financing of the federally-based
PIPs for exploration work within the

Western Economic Review,

province, thereby seeming to regain
more complete control over provin-
cial energy development. This
greater involvement is expected to
cost the province $2.8 billion over
the 1life of the agreement, which
seemingly offsets the reduction in
federal tax revenues from natural
gas exports. In retrospect, how-
ever, this may have been a poor fi-~
nancial deal from the perspective of
the province. Indeed, if the tax on
natural gas exports had been kept
level with the tax on domestic gas,
it would not now be projected to

earn much revenue in any case, indi-
cating that Alberta paid a heavy
price for retaining jurisdictional

control over the PIPs.

This reallocation of responsibil-
ities for PiPs still does not alter
the fact that the incentives for ex-
ploration and development on federal
lands, principally in the Arctic and
off-shore on the East coast, will be
higher than those in the convention-

al oil and gas producing areas. In
effect, higher cost frontier re-
source developments are being en-
couraged at the expense of poten-
tially lower cost ones in the

western Canadian sedimentary basin,
a situation which makes little sense
from the point of view of the opti-
mal timing of exploration and devel-
opment of potential oil and gas
pocls. From this perspective, one
might interpret the S$5.4 billion of
Alberta incentives, including both
drilling incentives and royalty re-

lief, partly as an attempt to re-
dress this imbalance while also
shoring up industry revenues more

generally. Indeed, this may be ex-
actly what Ottawa had hoped would
occur. :

Two comments remain to be made on
the PIPs question. First, to the
extent that Alberta-financed incen-
tive payments are capitalized into
land lease and bonus bids, some of
these payments will return to the
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provincial government. in any
event, whether the incentives turn
out to be too generous or too lean,
the consequences are internalized to
one level of government through
these capitalization effects. Sec-
ondly, in taking over the PIPs pro-
gram, the Alberta government has
been involved in an exercise in buy-
ing back jurisdictional control over
its own resources. Saskatchewan and
British Columbia, which are letting
Ottawa administer and finance the
PiPs within their own borders, have
apparently not felt the issue was as
important to them.

Some observers have taken the
view that the Ottawa-Alberta juris-
dictional dispute is to be blamed

for the cancellation of construction
of additional oil sands plants, most

notably the Alsands plant, and that
if approval had been given sooner,
construction would have commenced

and would be continuing now in spite
of high interest rates and the
slow-down in the advance of worlid
oil prices. It is true that soon
after the unilateral publication of
the NEP in October, 1980, Alberta
announced that approval for new oil
sands plants would be delayed until
a comprehensive energy arrangement
was negotiated with the federal au-
thorities. Yet, when one examines
the April, 1982, generosity of the
governmental assistance offered to
Alsands, the last proposal to remain
potentially active, this view is not
easily upheld.

The two levels of government were
willing to provide up to 50 percent
of the share capital, and each make
loan guarantees of 34 percent of the
private participants' pre-production
outlays. No payments . would be re-
quired until after start-up, while
at the same time no tax or royalty
payments would be due until the
loans were repaid. These and other
provisions would have provided the
private oil companies at least a 20

Western Economic Review,
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percent nominal return on their in-
vestment. It appears likely that if
these provisions were not sufficient
inducements to cause the partners to
proceed, they would not have been
enough to keep them going even if
they had commenced earlier. The un-
certainty regarding future world oil

prices, possible concerns about
whether the two governments would
change the rules of the game in

mid-stream, coupled with exception-
ally high interest rates, have been
the main deterrents, not merely the
federal-provincial jurisdictional
disputes per se.

Another dimension to the Ottawa-
western Canada conflict arose two
years ago. It had to do with the
shut-in production capacity of oil
in western Canada while extensive
imports by the Montreal refineries
were continuing. Although the now
rescinded Alberta production cut-
backs may have stimulated this situ-
ation, it should have quickly recti-
fied itself. In the NEP, Update
1982, the federal government argued
that there was no overall incentive
for Eastern refineries to buy for-
eign crude oil instead of western
oil because, if imports were lower

“priced, it would lower the mean cost
per barrel of imports and hence re-
duce the average federal subsidy
paid to refiners of foreign crude.
It admitted, however, that if indi-
vidual refiners can get foreign
shipments at below the average

price, they can benefit significant-
ly from so doing; and it allowed
that before April 1, 1982, compensa-
tion per barrel was set prior to the
month when  the oil was imported.
The implication of this was that if
all refiners could buy spot ship-
ments at below the projected price
for compensation purposes, all of
them could gain from this lag in the
compensation formula. ‘

To the extent that shut-in capac-
ity in western Canada is allowed to
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continue, all Canadians lose as for-
eign producers receive revenues that
could have been distributed among
the domestic industry, provincial
and federal governments and Canadian
consumers. Some measures, including
removal of the lag in the compensa-
tion formula and increased exports
of certain categories of crude oil,
have been announced by Ottawa to
minimize these losses.

An additional area of potential
disagreement between Ottawa and Al-
berta concerns natural gas exports
to the United States. These have
recently been running much below
both contracted levels and the po-
tential of the industry. In its
statement on April 13, 1982, Ailberta
suggested a number of changes to en-
hance gas exports. First, the Na-
tional Energy Board's ‘'short-term
deliverability test" was labelled as
too restrictive and inconsistent
with the historical record, since it
assumed that no increments to re-
serves of natural gas would occur
during the next five years. The
recommendation that this assumption
be relaxed has now been implemented.

Second, because in many instances
the quantities of gas being exported
are substantially less than those
contracted for, a realistic assess-
ment is being made of the amounts
that will actually be taken under
existing contracts so that the bal-
ance can be freed for delivery under
other contracts. Flexibility in
price and contract conditions, de-
pending upon where in the U.S. the
sales are to be made, also seems to
be required in order to compete with
existing local market situations.
The current one-price policy on all
gas exports does not allow for this
leeway, although an 11 percent re-
duction in that price has already
been implemented. Whether or not a
further reduction would expand natu-
ral gas export revenues remains a
moot point, though it is clear that

such an expansion would be an addi-
tional method of stimulating further
exploratory and development activity
by the oil and gas inaustry. Under
pressure from the U.S. authorities,
the export price has been lowered a
further 25 percent on all quantities
exceeding 50 percent of existing
contract volumes. The effects of
this reduction, as yet, remain un-
clear.

Finally, there remain jurisdic-
tional problems with respect to
off-shore resources. Although a
Canada-Nova Scotia Agreement on
Off-shore Resource Management and
Revenue Sharing was signed cn March
2, 1982, satisfactory arrangements
between the federal government and
Newfoundland for the development of
the Hibernia oil field are, despite
a Supreme Court ruling in Ottawa's
favour, awaiting further inter-gov-
ernmental negotiations.

A negotiated solution is badly
needed to the jurisdictional and
revenue-sharing dispute between 0t-
tawa and Newfoundland over the Hi-
bernia and other off-shore oil
fields. Given the fact that local
jurisdictional control is bound to
be necessary to some extent, and the
fact that Newfoundland 1is currently
Canada's least prosperous province,
1 am one of those who would err on
the side of generosity towards the
Newfoundland position. Given a rei-
atively flat profile for world oil
prices, and the high cost of explo-
ration and development in the North-
ern Atlantic waters, the expected
economic rents obtainable from Hi-
bernia and other off-shore develop-
ments cannot be so substantial that
it would make that much difference
to the average Canadian taxpayer
whether the federal government cap-
tured a share of these rents or not.
In other words, Newfoundland should

be permitted to harness this re-

source development opportunity to
its own abundantly evident fiscal,
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needs.

employment

2.5 REVENUE-SHARING

The energy agreements signed in
the fall of 1981 between each of the

three western producing provinces
and the federal government were ex-
pected to yield substantial addi-

tional revenues to the two levels of
government as well as to industry,
compared to those projected in the
NEP. With the subsequent levelling
out and reduction in world oil pric-
es, however, the updated total re-
turns to the three parties are ex-
pected to be down by some 37 percent
compared to the 1981 agreements.
The largest drop will be experienced
by the federal government, with the
provinces (chiefly Alberta, which
generates between 85 percent and 90
percent of all oil and gas revenues)
not far behind. industry revenues
after operating costs will be down
by a smaller percentage (see Table
5.

The reasons why the governments
bear the largest portion of the ex-
pected decline are twofold. Revenue
from their taxation arrangements,
which are essentially designed to
skim off the economic rent or return
over and above that necessary for
the industry to continue supplying
oil and gas to the market-place, are
naturally reduced as anticipated
prices and therefore economic rents
diminish. Secondly, 1982 saw reduc-
tions in tax and royalty rates and
improvements in incentive systems by
the Alberta and federal governments
estimated at $5.4 billion and $2.0
billion, .respectively. These were
conceived to soften, for the indus-
try, the adverse effects of the 1981
federal-provincial energy agreements
and the subsequent reduction in the
anticipated rate of oil price in-
crease.

Western Economic Review,
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The NEP and the
reduced the federal dependence upon
the corporate income tax for ex-
tracting revenues from the petroleum
and natural gas industry. Yet the
recent tax changes have restored
somewhat the prominence of the cor-
porate tax as a federal revenue
source, The increase in the esti-
mated share of net Ottawa revenues
coming from the corporation income
tax may well be due to a recognition
by federal authorities that this tax
is a more efficient revenue raiser
than the [ORT.

The numbers

1981 agreements

in Table 5 are some-
what misleading, however. On the
one hand, they may be overly opti-
mistic with respect to the revenues
that the provinces, especially Al-
berta, can expect to receive from
Jand sales. At the same time, they
make no allowance for required in-
frastructure investment costs borne
by provincial governments to support
industry activity. On the other
hand, the federal revenues are un-
derstated (and industry revenues
overstated) since the federal PiPs
on Canada Lands have no explicit
place (and do not belong) in a rev-
enue-sharing table pertaining to
revenue shares from production on
provincial lands.

In addition to this, the consumer

share of potential net revenues is
omitted from the table. Notice,
first, that the federal share nets

out the subsidy on both imported and
new oil from the petroleum compensa-
tion charge (PCC) receipts. The PCC
receipts are excluded on the grounds
that they are not intended to exceed
the amount needed to subsidize con-
sumers using imported oil or new oil
eligible to receive the world price.
It is appropriate to exclude that
portion of the PCC used to provide
the world price to new domestic pro-

duction, including synthetic produc-

tion.
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Such payments have already been in-
cluded in the tabulations showing
provincial royalties, industry re-~
ceipts and the federal income tax.
But the share designated to reduce
the price of Iimports is essentially
a tax the federal government is lev-~

ying on domestic producers to pro-
vide a subsidy to consumers of im-
ported petroleum products. Over the

five vyears of the agreement, the
subsidy on imported oil is expected
to average around $1 billion per
year.

in addition to this, notice that
the Ottawa policy of keeping prices
of domestically produced old oil and
natural gas below world market pric-
es is also equivalent to taxing pro-
ducers of oil and gas (and especial-
ly the producing provinces) and
using the tax to subsidize consum-
ers. Therefore, it makes sense to
count the value of this "tax" as
part of the consumer revenue share
as well[1]. Even if it is assumed
that the market price for natural
gas at the U.S. border is at best
only 75 percent of the BTU equiva-
lent world price of oil, the value
of this combined federal "tax'" on
oil and gas is substantial over the

life of the New Energy Agreement,
averaging about $3.0 billion per
year. The value of this benefit to

consumers of subsidized oil and gas
divides about equally between the
oil and gas accounts. The largest
portion of it has, however, already
accrued during the 1981-1983 period.

By permitting the federal govern-
ment to improve markedly its revenue
share in the energy agreement, and
by making its 1982 reductions in net
taxes on the industry approximately
three times the amount the federal
government has granted, the Alberta
government has, at least implicitly,
agreed to make considerable contri-
butions from its potential non-rene-
wable resource revenues to the fed-
eral government and Canadian energy
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consumers. These contributions rep-

resent a clear-cut bottom line for

a. getting the economy moving again;

b. recognizing the revenue distrib-
ution problem, and

c. re-establishing jurisdictional

control over provincially-owned
resources.
Thus, a rent-sharing scheme has

now implicitly been put in place, in
which Alberta has already made major
concessions in sharing potential pe-
troleum and natural gas revenues
with the rest of Canada. No one
should now expect Alberta to con-
tribute generously to a further in-
ter-provincial rent-sharing scheme,
as some have suggested should be the
result of continuing negotiations on
federal-provincial fiscal arrange-
ments. Other provincial jurisdic-
tions with substantial hydro-elec-
tricity generating capacity capture
large-scale economic rents for the
public sector, and/or choose to dis-
tribute them to consumers within the
province instead. These must also
be accounted for in any revised fed-
eral-provincial equalization scheme,.

With the recent decline in oil
industry activity and in the buoyan-
cy of its oil and gas revenues, the
government of Alberta now finds it~
self with a budgetary situation much
more like that in other provinces.
indeed, it has been running an annu-
al General Revenue Fund (GRF) defi-
cit for two years now, and will con-
tinue to do so in the current budget
vyear. This deficit is being covered
in part by taking all the nominal
interest earnings (projected at
about $1.5 billion) out of the Al-
berta Heritage Savings Trust Fund
(AHSTF) , in part by cutting the
non-renewable resource revenue
transfer to the AHSTF from 30 per-
cent to 15 percent of net revenues
received (about $650 million), and
in part by borrowing from the money
market. In fact, the remaining re-
source revenue transfer of about
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$650 million will hardly be suffi-
cient to keep the nominal AHSTF cap-
ital sum of $13.7 billion (or 1.4
times current annual GRF expendi-
tures) from falling in real terms.
Thus, as recent events have demon-
strated, Alberta has now reached the
point at which provincial tax rates,
especially including the provincial
personal income tax rate, must begin
to be increased if the government is
to maintain its pattern of outlays
on the provision of public goods and
services to Alberta residents.

Put differently, the Alberta gov-
ernment accounts are now in signifi-
cant real (or inflation-adjusted)
deficit even when the AHSTF is taken
into account along with the GRF. A
considerable expansion in natural
gas exports might put them back into

substantial surplus in the
mid-1980s, but for the foreseeable
future it 1is no longer possible to

argue that Alberta'’s fiscal capacity

is much larger than that of other
Canadian governments. Moreover, if
the recent collapse in Alberta's

overall rate of economic growth, and
virtual tripling of her unemployment
rate despite a cessation in net im-
migration, are any indication for
the future (and the cancellation of
the Alsands and Cold Lake projects,
the postponement of several large-
scale petro-chemical developments,
and especially the projection of
much flatter world energy prices
would suggest that they are), we
should no longer expect the Alberta
economy, or the western regional
economy more generally, to out-per-
form the rest of the Canadian econo-
my by anything like the wide margins
that it did prior to the fall of
1980; indeed, quite the opposite
seems likely to occur. That will in
part be due to the aftermath of 0Ot-
tawa's National Energy Program. But
it will also be due to the fact
that, like all the OPEC countries,
our main petroleum producing region

Western Economic Review,
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will fall on relatively less buoyant
times as the world supply-demand
balance for fossil fuels makes flat-
ter real energy prices and netbacks
the rule for the next few vyears.
Indeed, the Alberta economy will re~
main sluggish wuntil such time as
several additional tar sands and
heavy oil developments of medium
size become economic to build, or
until U.S. gas markets pick up, per-
haps in mid-1986[2].

2.6 FOREIGN OWNERSHIP,
CANADIANIZATION AND THE
NATIONAL ENERGY PROGRAM

One of the objectives of the NEP
has been the Canadianization of the
petroleum and natural gas industry.
The target is for KO percent of oil
and gas production to be Canadian
owned by 1990. The elimination of
tax write-offs and the replacement
of them with drilling and other ex-
ploration incentives (PiPs), which
are substantially greater for compa-
nies having a high percentage of
Canadian ownership, is a major poli-
cy change designed to assist in
achieving this objective. In conse-
quence, foreign-owned firms now find
it more difficult to continue their

exploration activities in Canada.
Thus, the tendency has been created
for them either to sell out or to

find some working arrangements with
Canadian firms whereby their opera-
tions can qualify for the most fav-
ourable exploration incentives. At
the same time, their current and an-
ticipated netbacks have been eroded
through the new pricing and taxation
regime. The resulting impact on
their share prices has lowered the
costs of buying them out for Canadi-
ans. Alberta has explicitly accept-
ed the Canadianization objective by
agreeing to administer and finance
the PIP program within the province.

The Canadianization program has
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had some success. Between the time

the NEP was first announced in Octo-
ber, 1980 and early 1983, Canadian
ownership of the industry had in-

creased from 28 percent to nearly 35
percent. Over a dozen sizeable for-
eign corporations were acquired by
Canadian interests during this time
period, and two domestic corpora-
tions, Petro-Canada and Dome, are
now among the top ten companies in
terms of upstream revenues. How-
ever, much of this shift in owner-
ship reflects trends which began
well before the NEP was announced.

This change has not been without
its problems. In particular, the
United States has perceived the in-
centives program to imply outright
discrimination against foreign com-
panies, and has proposed that such
discrimination be removed. It has
also objected to the 25 percent
back-in provision for Petro-Canada
on potential frontier developments
on Canada Lands. Concurrently, it
has raised concerns about the For-
eign Investment Review Agency (FIRA)
with its requirement that foreign
takeovers of Canadian firms, or even
of foreign subsidiaries in Canada,
clearly show significant benefits to
Canada. So far, however, any U.S.
retaliation to these Canadianization
objectives has been too subtle and
diffuse to identify clearly.

A second issue concerns the pos-
sible downward pressure on the Cana-
dian dollar that results from the
outflow of funds involved in the
purchase of domestic subsidiaries of
foreign oil companies. The magni-
tude of such purchases has been per-
haps as high as $15 billion since
the NEP was announced. This appears
to have been part of the reason for
the Canadian dollar's weakness dur-
ing 1981. A recent study by the
Bank of Montreal (1981) suggests

. that the dollar may have been weak-
ened by 1 1/2 U.S. cents between 0Oc-
tober, 1980, and June, 1981, as a

Western Economic Review,

consequence of take-over activity.
This estimate is based on the as-
sumption that even if the companies
buying the foreign subsidiaries were
to borrow U.S. dollars from Canadian
chartered banks (which at the end of
July, 1981, had over 40 percent of
their total assets, or $1L40 billion,
in foreign currency) and use these
to pay the foreign sharehoiders, the
banks would have wanted to cover
themselves in the forward market by
selling Canadian dollars[3]. in
turn, the downward pressure that
would be exerted on the Canadian
currency in the forward market would
be felt in the spot market. The
study also suggests that, because
exchange market participants would
expect there to be some such pres-
sure on the dollar, such anticipa-
tions would, in themselves, work to-
wards their own realization.

in the future, the debts must be
serviced; to the extent that inter-
est payments are greater than the
dividend payments previously for-
eign-owned firms would have made to
their shareholders abroad, downward
pressure on the Canadian doliar will
ensue. The Bank of Montreal study
estimates that if the pace of take-

over activity that occurred up to
June, 1981 (about $2 billion per
quarter) continued for the entire
year, the downward pressure on the

Canadian dollar would peak in about
two years at 1 1/4 U.S. cents. If
the takeover activity continued for
three years at about $1.6 billion
per quarter, the Bank's model sug-
gests that the Canadian dollar would
settle about 5 U.S. cents below what
it would otherwise have been. How-
ever, it is not clear that this work
adequately reflects the concurrent
changes taking place in the Canadian
economy, such as the reduction in
oil imports that should result from
higher domestic oil prices. These
would place partially offsetting up-
ward pressure on the Canadian
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dollar.

Nevertheless, it is unfortunate
that the takeover activity stimulat-
ed by the discriminatory tax and in-
centives system instituted under the
NEP came at a time when it was dif-
ficult enough to manage our monetary
and exchange rate policy in the face
of record high U.S. interest rates.
The resulting softness in the Cana-
dian doliar added, perhaps unneces-

sarily, to both our overall infla-
tion rate and our real interest
rates. Indeed, the Canadian dollar

did fall by 4.5 U.S. cents over the
two years subsequent to the NEP, and
the uncovered interest rate differ-
ential widened from between 2 (for
long~term yields) and 3 (for short-
term yields) percentage points above
its historic norm during a similar
period.

The point needs to be made, how-
ever, that if less dependence on
foreign capital is desired in the
longer~term, greater savings by gov-
ernments and the private sector are
essential. |t makes little sense to
Canadianize the oil and gas industry
at the expense of de-Canadianizing
other industries in the process.
Artificially stimulated takeovers of
existing foreign-owned assets nei-
ther create new producing assets,
nor are they necessary to stem some
hypothetical outflow of potential
oil and gas rents when alternative
fiscal measures are at hand if re-
quired.

2.7  MACROECONOMIC ISSUES AND
ENERGY DEVELOPMENTS IN THE

19808

Once an energy accord had been
reached between Ottawa and the oil
and gas producing provinces, the en-
ergy sector might have expected some
assurance that many of the important
rules of the game would not be
changed for a five year period. The

Western Economic Review,
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major item of doubt remaining in the
accord was the course of interna-
tional prices for oil. Since these
did not increase as hypothesized, it
was to be expected that some impor-

tant renegotiations of taxes and
royalties would be bound to occur,
particularly if at least some

large-scale energy projects were go~
ing to proceed.

The macroeconomic implications of
large~scale energy-related invest-
ment projects are considerable, but
it is outside the scope of this pa-
per to attempt any thorough discus-
sion of them. Suffice it to say
that care will have to be taken to
ensure that these expensive projects
are not subsidized so heavily that
they proceed while lower priced con-
ventional oil and gas development is
negiected; that they are scheduled
so as not to create serious sectoral
bottlenecks and additional severe
inflationary problems; that financ-
ing of them is accomplished in a way
that both encourages and wutilizes
domestic savings and minimizes for-

eign exchange and balance of pay-
ments disruption; that appropriate
purchasing policies are employed

which reach a reasonable balance be-
tween importing cheaper foreign
equipment and stimulating techno-
development and employment
domestically; and that the poten-
tially enormous pollution effects of
such plants are controlled. Impor-~
tant inter-regional questions also
arise with respect to the economic
linkages or inter-regional spill=-
overs from potential large-scale en-
ergy projects, including those re-
gionally-specific impacts which work
through the Canadian balance of pay-
ments and the international value of
the Canadian dollar.

Important questions can be raised
concerning the collection and dis-
tribution of economic rents from en-
ergy resource developments f{and this
pertains as  much to Quebec's
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hydro-electricity potential as it
does to western Canada's fossil fuel
potential). Indeed, a serious study
needs to be made to compare the im-
plications of various rent-distribu-
tion schemes for intra-regional and
inter-regional income distribution
and the efficiency of labour and
capital market responses. The pro-
vincial underpricing of electricity,
natural gas or petro-chemical feeds-
tocks has different developmental
and efficiency implications than the
lowering of provincial labour income
taxes and/or sales taxes, implying
the underpricing of government ser-
vices more generally. There may
also exist an optimal trade-off be-
tween the resource allocative inef-
ficiencies resulting from preventing
the inter-regional terms-of-trade
from adjusting as far as they ought,
and those which may result from fis-
cally induced migration.

It has not been possible in re-
cent years to separate energy policy
developments from overall fiscal
policies. Moreover, since energy
price changes do impact on the over-
all rate of inflation, and on the
level of employment in both energy-

producing and energy-using sectors
and regions, monetary and exchange
rate policies do not remain immune

from energy questions either. For
example, whenever there is a sub-
stantial change in the inter-region-
al terms of trade, the monetary and
exchange rate policy which may seem
to be most appropriate from the per-
spective of an energy-using region
may well Jook to be somewhat inap-
propriate from the perspective of an
energy-producing - region, or vice
versa. In any case, the macroeco-
nomic-implications of -energy pricing
policies will inevitably depend upon
what concurrent monetary policies
are implemented.

As far as fiscal policy is con-
cerned, it is crucial to ensure that
the fiscal regimes faced by all

Western Economic Review,

investment projects are reasonably
comparable, so that lower cost re-
source developments proceed before
higher cost ones. To provide higher
prices or lower taxation and royalty
arrangements for more risky projects
{(let us say because they are on Can-
ada Lands rather than provincial
fands) will only distort the time
profile of resource development com-
pletions, leading to serious econom-
ic inefficiencies. It is for this
reason that corporate profits taxa-
tion, when combined with the absence
of special tax concessions and
write-offs, is to be preferred to
revenue taxation of the form exem-
plified by the PGRT and IQORT. The
less interventionist we can become,
and the smaller the number of spe-
cially designed tax levers and in-
centive schemes pertaining to par-
ticular projects or, more generally,
to particular industries, the better
will the goal of economic efficiency
be served. Indeed, it is now time
to consider dismantling all the
heavily interventionist mechanisms
contained in the NEP.

The Economic Council of Canada
and the C.D. Howe Research Institute
are just two of the influential
agencies which have recently recom-
mended that the domestic wellhead
price for conventional crude oil now
be raised to world levels in light
of the current flatness in world oil
prices. This would help to ease the
remaining damage done to the energy
sector by the massive sectoral tax
increase imposed in 1981 through the
impact of the NEP. Indeed, the ra-
tionale for this tax increase can
only be explained if it 1is clearly
understood that the main objective
of the NEP was to transfer a sub-
stantial proportion of resource rev-
enue potential out of the province
of Alberta. Since the justification
for this wealth transfer is fast
disappearing, and since the NEP has
also had demonstrably perverse
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effects on both economic efficiency
and security of energy supply, it is
now time for Ottawa to deregulate
the energy sector. in my view, the
numerous changes that have had to be
made to the NEP since its inception
clearly demonstrate how misconceived
it was.

Put differently,
to avoid the conclusion that the
fundamental purpose of the NEP was
really to create and sustain a large
scale transfer of wealth from the
Province of Alberta to the rest of
Canada. Judged solely by this prin-
cipal aim of wealth redistribution,
the NEP has been successful. Since
significant wealth destruction has
occurred in the process, however,
this redistributive objective has
definitely been a negative-sum game.

Moreover, if world oil prices
continue to be flat in nominal U.S.
dollar terms, and if natural gas
markets in the United States do not
rebound substantially, then there
will soon no longer be much room in
the fiscal system for any special
federal taxation arrangements per-
taining only to the primary oil and
gas industry. These levies include
the petroleum and natural gas rev-
enue tax (PGRT), the incremental oil

it is impossibie
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revenue tax (IORT), the natural gas
and gas liquids tax (NGGLT) and the
Canadiand ownership charge (COC).
On the other hand, the federal gov-
ernment should not be financing spe-
cial industry incentives, including
both depletion allowances and petro-
leum incentive payments (PIPs), to
the extent that it is now doing on
both provincial and federal lands,
(It is not paying for PIPs in the
Alberta segment now 1in any case.)
On balance, with provincial royal-
ties being non-deductible, this
would still leave the federal gov-
ernment with a significant positive
share of revenues from the industry
through the regular channels of the
corporate income tax.

Such an elimination of
substantial federal distortions, es-
pecially if coupled with price dere-
gulation by the federal government,
would go a long way to improving
overall industry efficiency and the
prospects for security of energy
supplies. In other words, since the
wealth redistribution argument in
favour of the NEP is fast disappear-
ing, my bottom line conclusion is
that after three years of costly ex~
perimentation the NEP should now, in
large part, be dismantled.
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NOTES

)

% Significant portions of this pa-
per have been adapted from joint
work completed earlier by Bruce Wil-
kinson and myself. While acknowl-
edging my deep appreciation for his
involvement in this earlier collabo-

ration, | alone should be held re-
sponsible for the tone and contents
of the present paper. | am also

grateful for the helpful comments
provided to me by Alix Granger, John
Helliwell, Richard Hyndman, Melvillie
McMillan, Ken Norrie and Campbell
Watkins on earlier versions of this
paper, and to Edwin Rilkoff for his
excellent research assistance.

[1] That the total subsidy or ben-
efit to oil consumers consists
of two parts should be self-evi-
dent from the following algebra.
Let Pw, Pb, and Pa be the world
price, the blended price and the
Alberta wellhead price of con-
ventional crude oil, respective-
ly, and let D and M be the total
consumption of domestic and im-
ported crude oil, respectively.
Then the total consumer benefit
from the consumption of subsi-
dized oil may be approximated by

(Pyy = Pp) (D + M.

However, if the oil compensation
account is to break even, then
(ignoring oil receiving the
NORP)

(Pp = Pa) D = (Py - Pp) M.

It follows from this that the
total consumer benefit from this
consumption of subsidized oil
equals the sum of two parts,
namely

(P, - Py) D+ (Py - PD.

Notice that this sum is also
equal to

(P - Pa)D.

[2] See the accompanying analysis in
this issue, by the author, on
the recent Alberta budget.

[3] That the chartered banks have
been used in the takeover moves
seems evident. Their foreign
currency loans booked in Canada
rose by 62 percent on a year-
over-year basis during the first
half of 1981 as compared with 7
percent in the equivalent period
in 1980.
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Inter-Farm Variation of Grain Production
and Transportation Costs, Yields, and Net Income
in Saskatchewan and Management Implications*

thn H. Uhm,? The Tariff Board, Ottawa, Ontario.
Andrew W. Gemmell, Canadian Transport Commission, Ottawa, Ontario.
Won W. Koo, North Dakota State University, Fargo, North Dakota, U.S.A.

Prairie farmers and government policy makers must know that farm size
is the most important source of inter-farm variation in the average
cost of grain production and transportation, and net income. Unlike
manufacturing plants, the average transportation cost for grain farms
in the Canadian Prairies is a decreasing function of output, thus
augmenting economies of farm size. One often neglected but important
inter-farm difference is management efficiency which also determines
inter-farm variation of cost, yield and net farm income. Findings
from the cost, yields, and net income models are consistent between
single and multi-crop samples.

3.1 INTRODUCT I ON ownership is separated from manage-
ment, grain farms in the Canadian
Economies of size in farming have Prairies have been predominantly

been a continuing concern of econho- family owned and operated, relying
mists and the subject will remain as heavily on family labour and they
an important issue as technological will likely remain so. Despite
advances continue. On the Canadian these continuing characteristics of
Prairies as elsewhere technological the family farm, however, the
developments have changed the opti- Canadian Prairie grain farm business
mum farm size in the past; they has changed a lot in recent decades
will undoubtediy influence it in the largely due to technological chang-

future. Moreover, in contrast to es.
industrial corporations, in which

* This research was completed while with the Research Branch, Canadian.
Transport Commission, Ottawa, Ontario.
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One of the most important changes
has been that farm size has in-
creased substantially and the number
of farms has declined over time.
For example, between 1951 and 1976,
the number of farms in Saskatchewan
decreased nearly 40 percent, from
112,018 to 69,450. Small farms (759
acres or less) decreased in number
by 60 percent; large farms (1,600
acres or more) increased by 160 per-
cent {Johnson 1977).

These size shifts have been ac-
companied by changes in internal op-
erational characteristics: more
mechanization and technological in-
tensity, better educated farm opera-
tors, increased use of cash cost in-
puts such as fertilizers, herbicides
and insecticides, and better culti-
vation practices (Johnson 1978) .
The task of managing a modern farm,
therefore, is a complex matter and
this complexity is compounded by the

jong~term trend to increased farm
size.

Nevertheless, individual farms
have different characteristics and
constraints at a given point in
time, in terms of farm size, soil

fertility, grain hauling distance to
the elevator, managerial skills,
capital intensity and so forth. The
authors feel that these differences
result in inter-farm wvariation in
the selection of cropping programs,
in the cost of production and trans-
portation, in yields and in net farm
income. And that these differences
are amenable to study using econo-
metric methods.

The purpose of this paper is,
therefore, to attempt to explain in-
ter-farm variation in (1) costs, (2)
yields, and (3) net farm income
based-on  inter-farm differences in
characteristics and constraints. To
do this, econometric methods were
used to analyze 1977 cross-sectional

33

data for 661 grain specialized farms
in Saskatchewan. The cost models in
particular will examine economies of
size in grain production and deliv-
ery by farm truck. In addition,
this paper attempts to show the role
of management efficiency in explain-

ing inter-farm variation of cost,
yields, and net farm income.
in earlier studies with respect

to farm size, economies or disecono-~
mies associated with transportation
activities (such as delivery of
grain to country elevators) were
largely neglected. Industrial eco-
nomics indicates that average trans-
portation costs limit optimal plant
size (Scherer, 1973). In Prairie
grain farming, it is the authors'
contention that this is not the case
and this paper illustrates that
economies of scale in farming and in
transportation reinforce each other,
creating pressure for farms to grow
in size.

3.2  THE DATA

Briefly, accounting records of
Saskatchewan farms (including state-
ments of farm income, cash flow, as
well as assets, liabilities, and the
owner's equity) were collected by
IST - Canfarm Ltd. of Guelph, Ontar-
io in 1977 through a special survey;
there were 661 grain farms. The
distribution of these farms by soil
zone is: 172 farms in the brown soil
zone, 199 farms in dark brown, and
290 in black. Within this sample of
661 farms, there were 59 farms that
had earned 90 percent or more of
their income from wheat (which was
their sole grain crop). This subset
was selected for supplementary anal-
ysis.
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3.3  THE MODELS

The analysis in this paper is
based on four independent behavioral
equations (i.e., equations 1, 2, 5
and 6) that model the impacts of
specific recognizable factors on
costs of grain farming and transpor-
tation, on yields, and on net farm
income. Full details of the model
specification are to be found in the
Appendix (Table 1).

In general terms, the model ex-
ploring inter-farm variation .in
grain production costs includes !n-
dependent variables such as the size
of the farm (measured in kilograms
of output of grain), soil fertility
(measured as the inverse of the rate
of fertilizer application), the ex-
tent of reliance on hired labour,
the degree of specialization in
grain farming as opposed to other
revenue earning activities, and the
efficiency of the farmer as a manag-
er. In addition, dummy variables
for the three major soil zones were
included as an approximation to geo-
graphic and climatic factors[1].

As hypothesized above, manageri§\
efficiency of the grain producer is
of considerable importance; a whole
new way of examining this question
was prepared for this study, based
on the idea of a "technical effi-
ciency index" put forward by Hubele,
Kadlec, Robbins and Kemper (1966) .
In each of the following cases, the
higher the index, the more efficient
the manager.

The first approach was to develop
a cost effectiveness index (CEI),
defined as the predicted average
cost per seeded acre divided by the
actual average cost per seeded acre.
The predicted cost per seeded acre,
estimated by Ordinary Least Squares,
can be found in Table 3 of the Ap-
pendix. The second approach to es-
timating managerial skills was to
develop a yield effectiveness index

(YEI) defined as the actual yield
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per seeded acre divided by the pre-
dicted yield per seeded acre. The
predicted yield per seeded acre was
estimated using the Average VYield
equations (Appendix Table 5). The
third approach was through the use
of a yield/cost ratio (YCR). This
ratio was defined as the actual
yield per seeded acre divided by the
actual average cost per seeded acre.
All of these alternatives were
used in the course of this study.
Iin each of these cases, the lower
the actual cost given yield, or the
higher the actual yield achieved by
the producer given cost, the more
efficient he is deemed to be at mix-
ing the available inputs to obtain
desired level of output and return.
in addition to the production
cost model just described, a model
to examine the economies or disecon-
omies of volume or distance associ-
ated with trucking grain to primary

delivery points was prepared[2].
The basic idea behind this model is
that with increasing volumes of

grain to be handled, or increasing
distances to haul, ceteris paribus,
the unit cost will decrease as the
fixed costs are spread over more
units. Because of the distribution
of primary elevators in the Canadian
prairies, delivery distance is held
to be independent of farm size as
long as the elevator configuration
in Western Canada remains unchanged,
a fact of fundamental importance[3].
This is quite different than the us-
ual manufacturing plant examples
used in traditional economic analy-
sis. There, because manufacturing
plants are forced to ship to custom-
ers over an increasing geographic
radius with increasing output, the
extent of the market and the cost of
reaching it determines the optimal
size of the firm as per unit trans-
portation cost is an increasing
function of output level. There-
fore, as demonstrated by Scherer,
the optimum firm size in the
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FIGURE 1la

Comparison of Long-Run Average Cost Curves of
Manufacturing Plants
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FIGURE 1b

Comparison of Long-Run Average Cost Curves of
Saskatchewan Grain Farms
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wWhere: ATC = Average total cost
APC = Average production cost
ATrC = Average transportation cost
Q* = Minimum efficient size of manufacturing plant

Note: 1. The above figures give the general shape of the curve but
not the precise magnitude in terms of dollars.
2. Figure 1b above, corresponds to equations 1(APC), 3(ATrC)
and 4 (ATC) in the Appendix (see the Cost Models in Table 1).
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managerial (skill, education, entre-
preneurship, etc.).
In common with industrial econom-

ics, managerial skills are one of
the most important inputs in farm-
ing. The farmer with the greatest

managerial skills will combine other
inputs (fertilizers, pesticides, la-
bour and land) in a manner approach-
ing the optimum, with the probable
result that the success will permit
him to add further 1land and then
other inputs, reinforcing the growth
of farm size pattern mentioned.

New technology enables farmers to
explore real economies of scale.
The existence of economies of size
which is shown by the cost model is
one of the most important forces
favouring farm size growth for the
Canadian grain farms in the Praj-
ries. As size grows, pecuniary
economies (financial) are also at-
tainable. Due to data limitations,
however, sources of economies are
not broken down by real vs. pecuni-
ary. The existence of economies of
size is further confirmed by the net
farm income model since net income
is positively related to size. This
is not surprising since the cost
function is a special case of the
profit function to fixed output.

Since economies of scale in pro-
duction is well documented in the
literature (e.g., Bardhan (1975);
Fleming and Uhm (1981); Hubele et al
(1966) ;3 Johnson (1977); Longworth
and McLeland (1972); Madden (1976)),
it will not be elaborated further in
this paper. However, economies of
farm trucking is relatively 1less
known so that it warrants some fur-
ther comments. Economies of farm
trucking can be attained by farm
managers as farm operations grow in

size. ~As discussed earlier in the
average transportation cost model,
it was confirmed that economies of
volume given distance or economies
of long-haul given volume (or both)
exist in Saskatchewan. Due to a
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lack of data in the Canfarm data
base, the truck size wvariable was
not explicitly included in the model
specification. Therefore, the ex-
tent to which cost savings can be
achieved as truck size increases has
not been explored by wusing the
trucking cost model shown in Table
L,

To deal with the question of the
economies of farm truck size, addi-
tional trucking cost data was ob-
tained from Trimac Consulting Servi-
ces Ltd. in Calgary, Alberta[4].
Exhibit 1 illustrates the change in
the average cost in cents per tonne-
kilometers over varying haul dis-
tances and truck sizes, based upon a
set of assumptions. Note that the
columns in Exhibit 1 show the extent
of economies of distance given truck
size and volume of grain to be
hauled while the rows represent
economies of truck size with assumed
level of volume to be hauled given
distance to be travelled. Alterna-
tively, rows can represent the ex-
tent of economies of volume with as-
sumed truck size. The annual volume
to be hauled varies by truck size in
this illustration because a larger
sized truck will require more tonnes
to be carried in order to be econom-
ical to operate. The assumed age of
the truck is 5 years old and the
value for annual kilometers for the
commercial sized truck is 80,000
kilometers[5].

The truck size 3, 5, 8 and 10 ton
trucks represent configurations typ-
ical of vehicles that would be owned

or leased by farmers while the 15,
25 and 40 ton vehicles represent
typical grain handling commercial

sized trucks available through farm
ownership or single trip or seasonal
contracts with commercial fleet own-
ers. _
The management implications are
such that as farm size grows,  from
100 tonnes to 500 tonnes of grain
production, for example, given a
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hauling distance of 40 kilometers,
the extent of trucking cost savings
by a substitution of truck size
(from 3 ton to 10 ton) would be
about 20.26 cents per tonne-kilome-
ter. This represents about 70 per-
cent reduction in per unit cost.
Assuming that distance also changes
to 80 kilometers (from LO), the cost
savings available from substituting
truck size (from 3 ton to 10 ton)
for the same volume increase could
be about 20.97 cents per tonne-kilo-
meter or about 73 percent. Similar-
ly, managers can realize further of
economies of truck size by using
commercial trucks providing the vol-
ume is large enough. The extent of
cost savings from the use of commer-
cial size trucks is also illustrated
in Exhibit 1.

3.6 CONCLUDING REMARKS

As demonstrated in this study,
the inter-farm variation of produc-
tion and transportation costs,
yields, and net farm income is
largely explained by the inter-farm
differences in operational charac~-
teristics and constraints. This
study found that the most important
such characteristic is farm size.
However, one often neglected but im-
portant inter-farm difference is
management efficiency. It is ex-
tremely difficult to quantify but an
attempt was made to measure it by:
(a) a cost effectiveness index, (b)
a yield effectiveness index and (c)
the yield/cost ratio. Even though
none of these is a perfect measure
of management efficiency, they do
show consistent performance in the
cost, yield and net farm income mod-
els.

Findings of this study support
the concept that large farms have a
cost advantage not only in grain

Western Economic Review,
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production activity, but also in
grain delivery to country elevators.
Uniike modern manufacturing plants,
grain farms in Saskatchewan face de-
clining average transportation cost
per kilogram as output to be hauled
increases; or declining average
transportation cost per kilogram-
mile as output and/or distance in-
creases. Therefore, the declining
average transportation cost due to
economies of volume and/or distance
when output increases augments econ-

omies of size in grain production
instead of limiting farm growth.
Grain farms in Saskatchewan have
been growing in size and they will
probably continue to grow until
economies of size are exhausted.
Conversely, small farms may well

continue to disappear in the process

and may result in a further reduc-
tion in population in rural communi-
ties. The observed changes, over
time, in farm size and accompanied

internal operational characteristics
are primarily caused by technologic-
al change 'and farm owners' ability
to adapt to this new technology and
make input factor substitutions.
These are managerial functions.
Finally, it is clear to the au-
thors that any changes in government
policies such as incentive programs,
tax laws, freight-rates, and the
grain delivery system in Western
Canada should be carefully examined
before their impiementation to de~-
termine their differential impact on
farms in terms of farm size, manage-
ment skills, capital availability
and intensity of use, and the inten-
sity of cash cost inputs. It is the
authors' suggestion that further re-
search is needed on the differential
impact of government policies vis-a-
vis individual farm units in Canada.
This is particularly true for the
effects of tax laws on farm size,
where such work ‘is long overdue.
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TABLE 1} 43

The Model Specifications

A. Cost Model

1. APCy5= f(Syj, FEjj, SLCWij, SPj; MGTys, DDB, BOLK, ;)
2. ATrC*ij = f(Sij, Mij’ Zij pDB, DBLK, Eij)
3. ATrCij = ATrC*ij. Mij(technical relationship)

L, ATCij = APCij + ATrCij (accounting relationship)

B. Yields Model

5. YD.. = f(FEAij, SLCWAij, FAA

i , PEA;;, MGT ., SAQA,.,

ij ij ij

SP.., OBA.., RFA.., DDB, DBLK, E..)
1] 1] 1] 1]

C. Net Farm !ncome Model

6. NFij; = f(S;5,

FAAij’ Mij’ 0DB, DBLK, E

FEij, SLCWij, Spij’ MGTij, SAQAij,

ij

fk, Where i 2, 3, --- 661 {Number of Sample Farms)

]

j =1, 2, 3, (Number of Soil Zones)

Variable Descriptions

APC: The average production cost per kilogram of the ith farm in the
jth soil zone in dollars;

APCA: The average production cost per seeded acre in dollars;

ATC: The average total cost per kilogram (production plus trucking)
in dolliars;

ATRC: The average trucking cost per unit of output in dollars;
ARrC%: -The average trucking cost per output-mile in dollars;

DDB: Dummy variable for dark brown soil zone (1 for the farms
located in black soil, 0O for otherwise);

DBLK: Dummy variable for black soil zone (1 for the farms located in
black soil, O for otherwise);
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TABLE 3

Estimated Parameters of Average Production Cost Model

(Per Seeded Acre)

All Farms in the Sample Wheat Specialized Farms
(661 Farms) (59 Farms)
Variables ] 2 3 L

Constant 35.618% 3L4.,083% 13.332% Lé6.120
(8.883) (7.960) (3.516) (0.579)
1/SA 45 3338.260% 2996.79L% 1848 . 453% 1899.322%
(10.663) (9.444) (3.512) (2.967)
FEAij 2.463% 2.245% 1.817x% 1.812%
(17.271) (15.209) (L.67L) (4.569)

SLCWA . . 1.246% 1.232% 0.534 0.498
(16.755) (16.999) (1.151) (1.016)
PEA 45 2.899% 2.940% 2.520% 2.50L%
(10.596) (11.03L) (3.726) (3.513)

SP 15 ~26.645% ~21.929% | ~33.43h
(~5.350) (-5.106) (-0.388)
FAA 15 0.031% 0.036% 0.038%
(6.269) (2.719) (2.738)

bDB -1.973 -3.993
(-0.771) (-0.742)

DBLK -5.603%% -0.486
(-2.293) (-0.079)

F 321.423 219.954 51.557 31.073
g2 0.708 0.726 0.813 0.806

Figures in parentheses are t-statistics.

*
411
Kok

():

t value is significant at 1 percent level
t value is significant at 5 percent level
t value is significant at 10 percent level
brackets on exponent are decimal point adjustments,

e.g., 0.399 2 = 5 00399,




TABLE L

Estimated Parameters of Average Transportation Cost Model

(Per Kilogram-

Mile)

L7

A1l Farms in the Sample

(661 Farms)

Variables 1 2 3 L
Constant ~0.125 %) 0.502 (%) 0.142 "3)F 0.204 ("3*
(-0.338) (1.208) (L.867) (6.555)
1/5 43 40.781% 29.147% -19.779%
(15.897) (6.154) (-3.932)
1/M 15 0.115 CD* gy (727 0.321 (7
(20.543) (21.083) (0.038)
1/S ig .]/Mij 282.124% 282.000%
(33.687) (16.108)
DDB 0,746 FAYFRE g 53, (G)F g 50 (FAFFR g 567 (Z3)F
{(-1.691) (-4.493) {(-1.875) (-6.0L41)
DBLK 0.133F o I 50 CIF ~0.165 C*
(-3.269) (-2.365) (-2.911) (-3.806)
DDB.1/S ;5 35.2L8% L2.278%
(5.588) (7.881)
DBLK.1/S , . ~2.233 12.395%%
3 (-0.358) (2.315)
F 173.746 132.589 393.843 195.631
R? 0.511 0.545 641 0.67k

Figures in parentheses are t-statistics.

* t value is significant at 1 percent level
t value is significant at 5 percent level
t value is significant at 10 percent level
brackets on exponent are decimal point adjustments,

%
Yok

():

e.g., 0.393("%) = 0.00399.
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SYMPOSIUM ON

PROVINCIAL BUDGETS:
British Columbia Provincial Budget, 1984

Gideon Rosenbluth and William Schworm,

B.C. Economic Policy Institute,
University of British Columbia.

L. INTRODUCTION

In the last two budgets drastic
cuts in expenditure have been justi-
fied by the claim that fiscal re-
straint was necessary to save the
province from economic disaster. In
this paper we examine the validity
of this claim.

As the budget speeches have
pointed out, the world recession
caused both a decline in provincial
revenues and an increase in the num-
ber of persons receiving welfare
payments. At the same time higher
expenditures on health services were
made necessary by a rising medical
fee schedule and higher hospital
costs. The Minister of Finance has
concluded that British Columbia must
either raise tax rates or cut expen-
ditures. The alternative of running
larger deficits was rejected.

In this paper we point out that
claims about the harmful effects of
deficits are invalid in the current
circumstances in British Columbia.
There are sound economic reasons for
running .a deficit .during a reces-
sion. In fact, there is no struc-
tural deficit in the British Colum~
bia provincial budget and, in spite
of the recession, a surplus is like-
ly in 1984/85. The financial condi-
tion of the British Columbia
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government is one of the best in
Canada. We conclude that although
the recession has caused severe eco-
nomic difficulties for British Co-
lumbia, there is no financial justi-
fication for the policy of
restraint.

4,2  THE DANGERS OF DEFICITS

The idea that deficits should be
avoided is regarded as self-evident
by many people. But it is not by
any means self-evident. Given that
revenues vary over the business cy-
cle, balancing the budget vyear by
year would mean that expenditures
would fluctuate from year to vyear
because of factors outside of the
province's control. Such a policy
is simply bad management. No suc-
cessful business operates by adjust-
ing expenditures to meet revenues on
a short term basis. A sensible fis-
cal policy is to fund worthwhile ex-
penditures in a deficit year either
with funds carried over from previ-
ous surplus years or with debt that
may be repaid in future surplus
years. The level of expenditures
should be kept reasonably stable but
should be allowed to vary with eco-
nomic conditions, rising in reces-
sions when larger social service and
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welfare expenditures are called for.
Revenues will change annually ac-
cording to provincial, national, and
world-wide economic conditions. The
surpluses and deficits incurred over
time by this fiscal policy should be
managed by a sensible asset and debt
policy.

An argument frequently made
against government deficits 1is that
they tend to raise interest rates,
thus ''crowding out'" private spending
on new capital equipment and so, in-
directly, restricting the growth of
output. This argument does not ap-
ply to British Columbia, where both
the government and business borrow
at interest rates determined in the
large North American capital market.
The additional financial borrowing
resulting from a larger British Co-
lumbia government deficit does not
have a large enough impact in this
market to affect the cost of credit
to other borrowers.

An alternative argument is that
government deficits contribute to
inflation which, in addition to its
other undesirable effects, also
leads to the ''crowding out'" of pri-
vate spending. But in British Co-
lumbia's open economy and with the
present high unemployment rate, this
is not an outcome that can be seri-
ously expected. A larger government
deficit leads to a larger demand for
goods and services, both directly
and indirectly through spending by
those who receive payments from the
government or are relieved of taxes.
In British Columbia's open economy
much of this demand, though by no
means all, ‘'spills out" to the rest
of Canada, the United States and
elsewhere. The remainder increases
-—employment and-output in the prov-
ince. It does not raise prices,
given present conditions of unem-
ployment and unused capacity.

These effects were in fact ac-
knowledged in the budget of 1983/84
by the appropriation of $415
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million, about one-third of the re-
sulting deficit, for the express
purpose of stimulating employment.
"This employment stimulation initia-
tive meets the commitment, made ear-
lier this year, to provide a major
expenditure injection for creation
of immediate employment relief!
(British Columbia 'Budget 1983, p.
9) . There appears to be some incon-
sistency between this initiative and
the statement that ‘'we cannot spend
our way out of the recession" (p.
7), or the statement that "we cannot
significantly affect the health of
our economy by spending or consuming
more ourselves" (British Columbia
Budget 1984, p. 1). On the contra-
ry, the fact that the health of the
economy did not improve greatly can
be attributed in part to the fact
that government expenditures did not
increase enough.

Another reason for the conven-
tional wisdom's aversion to deficits
is based on the fear of "living be-
yond our means.” A family, busi-
ness, or government that spends more
than it takes in must either be run-

ning down its assets or going into
debt. No one's assets are infinite,
and in any case, running down the

assets means that less income will
be available in the future so that
the problem of '"living beyond our
means' ‘will be aggravated. Going
into debt leads to interest charges.
If a government borrows from its own
residents, interest payments are a
transfer from taxpayers to debt
holders and there is no net drain of
payments from the economy. In Brit-
ish Columbia's open economy, how-
ever, a large proportion of the in-
terest payments go to other regions
of Canada and abroad, and thus rep-

resent a loss of income to British
Columbia.

The fact that interest payments
are a burden does not mean, of

course,
into debt.

that one should never go
It makes good business
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unprecedented since the 1930s. A
cyclical deficit is greater when the
cyclical depression is greater.
Second, the aggravation of the de-
pression in British Columbia by the
provincial government's budgetary
policies. Third, the inclusion in
the government expenditure figures
of transfers to extra-budgetary
units of the government, and other

items that reflect the disposition
of savings rather than expenditure.
We now turn to these accounting
problems.

Since not all units of the pro-
vincial government are included in
the budget accounts, these accounts
do not give a true picture of the
transactions between the government
and the private sector. For exam-
ple, a deficit can be created in the
Consolidated Revenue Fund by trans-
ferring funds to Crown corporations,
even though taxes and other revenues
received from the private sector ex-
ceed payments for goods and services
and transfers to the private sector.
Secondly, a deficit can be created
by including in expenditures items
that fall into none of the above
categories, such as loans to the
private sector, revaluation of as-
sets, and distribution of assets.

Column (3) of Table 1 represents
a rough attempt to estimate the def~-
icit after adjustments for these
problems. 1t deducts from the defi-
cit (or adds to the surplus) invest-
ments, advances, and grants to Crown
corporations, other investments and
advances, and asset revaluations and
asset distribution associated with
the B.C.R.1.C. disaster. The cumu-
jative average of the adjusted sur-
pius is shown in column (&), Every
year up to and including the 1982/83
fiscal year shows a cumulative aver-
age surplus. Thus the correct read-
ing of the statistical record con-
fronting the government when it
embarked on the 1983/84 budget exer-
cise should have been that the
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British Columbia economy had a
structural tendency to generate sur-
pluses rather than deficits.

In 1983/8L4 the severe depression
would have produced a large deficit
for any feasible fiscal policy. I f
the expenditure cuts had not been
made, the deficit wouid have been
larger by perhaps one or two hundred
million dollars. The statistical
record suggests that a larger defi-
cit in 1983/8L4 would not have been a
matter for concern from the point of
view of long-run fiscal soundness.

In the 1984/85 budget, S$L70 mil-
lion of the projected deficit of
$670 million represents a transfer
to B.C. Rail in order to reduce the
its debt. That is a discretionary
intra-governmental transfer which
could easily have been deferred and
should be ignored when thinking
about the province's structural rev-
enue base and expenditure needs.
When it is deducted the projected
deficit is reduced +to $200 million.
This is well within the government's
record of errors of estimate. The
198L4/85 budget figures show that in
the 1983/84 budget, revenue was un-
derestimated by nearly 3300 million.
Thus it is reasonable to expect that
the corrected deficit for 1984/85 is
not significantly different from
zero. Again, there is no evidence
of a structural deficit.

The suggestion that the govern-
ment finances of British Columbia
contain a structural surplus rather
than a deficit is strengthened when
Statistics Canada's compilations are
examined. Columns (5) to (8) of Ta-
ble 1 show provincial government
surpluses and deficits for Statis-
tics Canada's Financial Management
System and on a National Accounts
basis. As mentioned before, the
first adds to the budget figures the
accounts of certain government agen-
cies, such as the Workers' Compensa-
tion Board and the Medical Services
Commission. |t also adopts somewhat
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TABLE 3

Net Interest Payments - British Columbia Provincial Government

Excess (Shortfall) of
Interest Payments Over
Iinterest Receipts

(§ Million)
(1) as a
Proportion
Statistics of other (1) as a
Canada Provincial Proportion
Fiscal Year National Government of Provincial
Starting Provincial Accounts Revenue GDP
April 1 Accounts System? (Percent) (Percent)
(m (2) (3) (L)

1972 (3L.L4) (50)

1973 (43.3) (60)

1974 (83.3) (87

1975 (59.5) (86)

1976 (32.2) (61)

1977 (52.5) 97)

1978 (78.0) (105)

1979 (139.9) (20k)

1980 (206.4) (258)

1981 (194.6) (295)

1982 (63.0) (303)

19832 4.3 N.A. 1.1 0.2

198L2 167.6 N.A. 2.2 0.3

1 Calendar Year corresponding to first 9 months of fiscal year.
2 Estimates

Source: Column (1) and (3): 1973-78: B.C. Financial Statements for the
Fiscal Year Ended March 31, 1978,

pp. Al11-A13. .
1979-83: B.C. Public Accounts 1982/83,
pp. B20-B23.
' 1984-85: Budget 1984 pp. 59, 21.
Column (2): Statistics Canada No. 13-213, 1967-82.
; Tabies 3, 7.
Column (4): Estimate and forecast of GDP for

corresponding calendar year:

Budget 1984. pp. 36, 57.
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revenues or the provincial economy,
and a less restrictive fiscal policy
would not have encountered any sig-
nificant obstacles on this score.

L.5 BRITISH COLUMBIA'S ABILITY TO
BORRCOW

Finally, we consider whether the
dramatic expenditure cuts we have
witnessed can be justified by the
need to maintain a good credit rat-
ing for the government. Considering
the eagerness with which the worid's
lenders have advanced funds to Mexi-
co, Brazil, Argentina, Poland, and
other countries on the verge of fis-
cal collapse, it is hardly likely
that deficits +twice or three times
as large as those of the last two
years would have seriously impaired
British Columbia's ability to bor-
row. The difference between a good
and less good credit rating could
have been at most something in the
order of a quarter of a percentage
point on the interest rate.

But would the credit rating have

been any worse if B.C. had run a
larger deficit? A counter-cyclical
fiscal policy would have led to a

larger deficit but would also have
led to more employment, real output,
and a higher growth rate. In deter-
mining the credit-worthiness of
British Columbia, lenders do not
simply consider the government's
current budget, but also the econom-
ic prospects of the entire economy,
both private and public sectors.
These prospects would have been bet-
ter with a larger deficit.

A major item in determining the
financial status of the British Co-
lumbia government is the record of
assets and liabilities. Lenders
want to know whether there is ade-
quate equity, the excess of assets
over liabilities, to make the loan
safe. Since the government not only
borrows on its own account but also
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guarantees the loans of Crown corpo-
rations, lenders would presumably
like to see a balance sheet consoli-

dating the accounts of the govern-
ment and its Crown corporations.
The closest we can get to this is
the consolidated balance sheet pub-

lished in the provincial Public Ac-
counts in which the accounts of the
government are consolidated with
those of some Crown corporations,
namely those serving government de-
partments or implementing government
programs. In addition, the govern-
ment's net equity in Crown corpora-
tions selling goods and services to
the public is taken into account.
The resulting '"taxpayer's equity,"
the excess of assets over liabili-
ties, and its year-to-year change,
is shown in Table k.

It is possible that the govern-
ment was concerned about the record-
ed drop in taxpayer's equity (row
(k) of Table 4) from $1.4 billion in
March 1982 to less than one-tenth of
this amount in March 1983. This re-
cord, however, is based on an ac-
counting practice that ignores most
of the real assets owned by the gov-
ernment and its Crown corporations.
This omission can be partially cor-
rected by using the values of fixed
assets (at original cost less esti-
mated depreciation) given in various
notes in the Public Accounts. When
these are added, the revised figures
of taxpayer's equity are given in
row (7) of Table 4. The drop be-
tween 1982 and 1983 looks considera-

bly less dramatic since it is only
of the order of 20 percent. More-
over, the net equity of nearly $k

billion at March 31, 1983 looks ade-
quate to sustain a very large volume
of borrowing. The recorded values
of the fixed assets are undoubtedly
too low owing to the rise in market
values in recent years.

Even adding these estimates of
the government's fixed assets gives
a very incomplete picture of the
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TABLE &

Taxpayer's Equity - Province of British Columbia
Consolidated Statement

{§ Million)
Fiscal Year Starting April 1
1982 1981 1980 197S

(1) Taxpayer's equity at start 1357.8 1498.5 1710.4 1256.82
(2) Add excess of revenue over

expenditure (1218.3) (335.9) (353.3) 503.5
(3) Add change in equity in

commercial Crown corporations (22.9) 195.1 1414 (49.9)

(4) = Taxpayer's equity at year-end 116.6 1357.8 1498.5 1710.4

(5) Add net fixed assets of

consolidated Crown corporations  905.3 - 765.3 602.3 512.9
(6) Add estimated net fixed assets

of government departments? 2900.0 2900.0 2888.7 2601.9
(7) = Revised estimate of

taxpayer's equity at year-end 3921.9 5023.1 4989.5 4825.2

1 Estimated. Differs from reported figure of 1255.2 owing to changes in
accounting practice. See Public Accounts 1981/82, p. C8.

2 Fjgures for 1981 and 1980 are reported in Public Accounts 1980/81, p. C17
as "recorded on a memorandum basis in the Consolidated Revenue Fund."
Figures for 1983 and 1982 are rough minimum estimates based on the data
for 1981 and 1980.

Source: B.C. Public Accounts, 1982/83, 1981/82, 1980/81.
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province's credit-worthiness since
the most valuable asset is omitted.

This is the power to levy taxes on
the province's economic activity.
As we have seen, even when output

and employment are impaired by de-~
pression, financing of the accumu-
lated deficits is forecast to re-
quire only two percent of provincial
revenues.

We conclude that there is nothing
in the provincial government's bal-
ance sheet or its capacity to obtain
revenue that would justify concern
for its credit rating and consequent
expenditure cuts.

There are, however, further
aspects of the province's financial
position not reflected in this bal-

ance sheet, that a lender might want
to consider. The risk involved in
the province's guarantee of the debt
of '"commercial' Crown corporations
(whose accounts are not consolidated
with the government's in Table L)
depends on how one evaluates the
commercial prospects of these corpo-
rations. On March 31, 1983 the
guaranteed debt of these ‘''‘commer-
cial'" Crown corporations amounted to
$8860 million, most of it accounted
for by B.C. Hydro ($7661 million)
and B.C. Railway (5877 mitlion)[1].
It is possible that a lender might
entertain doubts about the commer-
cial soundness of these two enter-
prises in view of repeated discus-
sions in the media concerning
Hydro's tendency to build dams in
excess of requirements and the
doubtful prospects of B.C. Rail's
new Tumbler Ridge Branch Line. It
is not surprising that the govern-
ment wants to replace outside bor-
rowing for the Tumbler Ridge Branch
Line, estimated to have cost $L55
million, by ‘Ycontributing equity
capital financing as permitted by
economic conditions. The province
will recover a portion of these
costs from revenue generated by this
project (North East Coal)."[2] And
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if the revenue is not forthcoming,
the province can follow the time-
honoured practice of writing off
losses in B.C. Rail. "During the
year ended March 31, 1980, in view

of the cumulative deficit of the
Railway, the province's investment,
which amounted to $185,572,900 at

March 31, 1980, was written down to
one dollar, An additional invest-
ment of SL5 million made in March
1982 has been written off.'[3]

Until the taxpayers' money has
replaced the funds borrowed for the
branch 1line, the government will
provide '""annual grants equivalent to
the amount of interest charged by
the Railway to its operations.!" But
the government's guarantees to B.C.
Rail (or, more accurately, its cred-
itors) in connection with North East
Coal go further:

The Railway will incur
tion to this project, the cost
of additional coal related roll-
ing stock and equipment as well
as the cost of upgrading other
facilities and improving lines
in addition to the Tumbler Ridge
Branch Line. It is anticipated
that the Railway will recover
these costs from increased rev-
enues generated by this project.
However, the province has as-
sured the Railway that if rev-
enues are not sufficient to cov-
er those costs that the Railway
will be kept whole (Sic) [L].
Thus it is a plausibie inter-
pretation of current budgetary
policy that welfare recipients
must suffer in order to enable
the government to subsidize its
unsound business ventures and

in rela-

pay off their «creditors, in an
effort to maintain its credit
rating.

Comparing data in Budget 1984
(pp. 29, 64) with those in the
Public Accounis one finds fur-
ther guaranteed debt for dubious
commercial ventures: $57
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million for B.C. Place as of De-
cember 31, with $7h million more
to be borrowed in 1984/85, and
$38 million for Expo 86 with
$100 million more to be borrowed
in 1984/85 which, press reports
suggest, is a seriously unders-
tated figure. The debt of B.C.
Transit rose by $165 million be-
tween March and December of
1983, with $318 million to be
borrowed in 1984/85, presumably
for A.L.R.T. Further increases
in the debt of B.C. Hydro and
B.C. Rail are also indicated.

L.6 CONCLUSION

We conclude that there is no good
fiscal reason for the government's
policy of ''restraint.!" The policy
may have the questionable aim of
freeing up funds to guard against
the possibility of the government's
unsound commercial investment pro-
jects undermining its credit rating.
The provision in the 1984/85 budget

of $470 million to reduce the debt
of B.C. Rail makes sense as an at-
tempt to partially "repair’ the dam-

age to the government's reputation
due to mistaken investment deci-
sions.

As we have indicated before, how-
ever, the cost of any possible dam-
age to the credit rating is trivial,
one-eighth or one-quarter of a per-
centage point on the interest rate,
and the increased rate would only
apply to new borrowing and refunding
of maturing debt[5]. Concern about
the credit rating cannot possibly
justify the expenditure cuts and the
creation of unemployment and misery

that the last two budgets have en-
tailed. Moreover, the damage done
to the economy by the government's

unsound investment decisions cannot
be repaired. What the government's

fiscal policy does 1is to transfer
the resulting losses to the
shoulders of those least able to

bear them: welfare recipients and
those deprived of employment by the
“restraint' measures.
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[3]

NOTES

Public Accounts 1982/83 Vol. 1,

pp. C24, C28, C29. OQur figure
does not include the provincial-
ly guaranteed debt of local gov-
ernments, hospitals, school dis-
tricts, colleges and
universities.

p. C21.

Ibid. p. C17.

[5]

63

ibid. p. C21.

The downgrading of B.C. Hydro's
rating by Moody's investors Ser-
vice from "AAAY to "AA1" in July
1983 meant one-eighth of one
percent more in interest charg-
es. Nevertheless, it was cited
by government ministers as jus-
tifying their budget-slashing
{(Winnipeg Free Press, July 13,
1983, p. 12).
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Alberta Provincial Budget, 1984

Brian L. Scarfe,
Department of Economics,
University of Alberta.

The
provincial

budget brought down by the
treasurer of Alberta,
Louis Hyndman, on March 27, 1984,
was clearly one of expenditure re-
straint. General Revenue Fund (GRF)
expenditures in fiscal 8L4/85 are
projected to remain at $9.6 billion,
in line with actual forecast expen-
ditures for fiscal 83/84, which end-
ed on March 31, 1984.  0Of these
budgeted expenditures, approximately
$7.9 billion are classified as oper-
ating expenditures, while $1.7 bil-
lion are classified as capital ex-
pendi tures. Revenues are projected
to be about $9.4 billion in compari=-
son with forecast revenues for 83/84
of $9.0 billion. No new provincial
taxes are proposed within the budg-
et, but it should be noted that Al-
berta's personal income tax rates
were increased from 38.5 percent to
43.5 percent of basic federal per-
sonal income tax on January 1, 1984.

in consequence, the GRF deficit
projected for 84/85 is $258 million,
down from an estimated $566 million
in 83/84, and (if the same account-
ing framework were used) an actual
deficit of $752 million in 82/83.
Each of these figures assumes that
all the investment income (roughly
$1.5 billion in each year) from the
Alberta Heritage Savings Trust Fund
(AHSTF) is transferred into the GRF,

Western Economic Review,

in order to increase GRF revenues
and thereby reduce the resulting
size of the GRF deficit, and that
the non-renewable resource revenue

transfer to the AHSTF remains at the
15 percent level (down from 30 per-
cent in earlier years). The result-
ing non-renewable resource revenue
transfer to the AHSTF is projected
to be $651 million in fiscal 84/85,
which is only barely sufficient to
maintain the real value of the AHSTF
intact. This value is forecast to
be approximately $13.7 billion on
March 31, 1984, so that the real
value of the AHSTF will decline in
the coming year if, as seems likely,
the inflation rate exceeds k 3/k
percent.

The large
include hospitals

spending departments
and medical care
(2,283 million}), Social Services
and community health ($1,223 mil-
lion), education (51,158 million),
advanced education ($871 million)
and transportation ($842 million).

The large revenue sources include
non-renewable resource revenues
(63,553 million), which consist

chiefly of crude oil and natural gas

royalties, personal income taxes
(81,741 mitlion),  AHSTF investment
income ($1,530 million), payments

from the Government of Canada (5968
million) and corporate income taxes
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From these numbers,
see that the transfer

(S615 miliion).

it is easy to

of the AHSTF investment income is
treated as a major revenue source,
and that the main downside risk in

is related to
especially
given the
export mar-

the revenue picture
non-renewable resources,
natural gas royalties
sluggish nature of gas

kets in the United States.
Although the recession bottomed
out in November 1982 in many parts

of Canada, with Ontario in particu-
lar experiencing a full year of re-~
covery in 1983, Alberta has remained
mired in recession. Only in 198k,
have any real signs of recovery been
witnessed here. In large part, the
depth of the Alberta recession ema-
nates from the fact that we were hijt
by a triple whammy:

1. a regionally-specific, feder-
ally-imposed fiscal restraint
policy, better known as the
National Energy Program,

2. a major fall in investment
activity triggered by the
high real interest rates
which accompanied North Amer-
ica's tight monetary policy
of 1980-82, and

3. a decline in the external
terms of trade (the price of
provincial exports, especial-

ly energy exports, relative
to the price of provincial
imports) .

In consequence, the boom-bust phe-
nomenon has been more acutely felt
in Alberta than in most other parts
of Canada.

Largely because world oil prices
and U.S. natural gas markets are now
expected to remain flat for at least
the next two years, the province of
Alberta will at best follow the rest
of the country out of the recessijon
by at least one full year. Indeed,
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no one should now expect the Alberta
economy to out-perform the rest of
the Canadian economy. Quite the op-
posite seems more likely to occur.
That will in part be due to the aft-
ermath of Ottawa's National Energy
Program. But it will also be due to
the fact that, 1like all QOPEC coun-
tries, our main petroleum-producing
region has fallen on retatively less
buoyant times as the world supply~-
demand balance for fossil fuels
makes flat real energy prices and
netbacks the rule for the next few
years., Indeed, the Alberta economy
will remain sluggish until such time
as several additional tar sands and
heavy oil developments of med i um
size become economic to build, or
until U.S. gas markets pick up, per~
haps in mid-1986.

With the decline in energy indus-
try activity and in the buoyancy of
its oil and gas revenues, the gov-
ernment of Alberta now finds itself
with a budgetary situation much more
like that in other provinces. As
recent events have demonstrated, Al-
berta has now reached the point at
which provincial tax rates, espe-
cially including the provincial per-
sonal income tax rate, must begin to
be increased if the government is to
maintain its pattern of outlays on
the provision of public goods and
services to Alberta residents. Put
differently, the Alberta government
accounts are now in real (or infla-
tion-adjusted) deficit even when the

AHSTF is taken into account along
with the GRF. Expenditure restraint
plus the personal income tax in-

crease have, however, limited the
size of this deficit.

Although a considerable expansion
in patural gas exports might put the
accounts back into substantial sur-
plus in the latter part of the
1980s, for the foreseeable future it
is no longer possible to argue that
Alberta's fiscal capacity is much
larger than that of other Canadian

Vol. 3, No. 2, July 198L [ISSN 0715-4577]



66

provincial governments. The poten-
tial growth in the AHSTF has effec-
tively been absorbed into the feder-
al government's revenues, largely
through the continuation of the pe-
troleum and natural gas revenue tax
(PGRT) initially imposed under the
National Energy Program (NEP). Al-
berta's $5.4 billion royalty relief
and drilling incentive package, the
0il and Gas Activity Program {0GAP)
of April 1982, may be regarded as an
attempt to restore real oil and gas
netbacks partway towards the posi-
tion at which they stood before the
PGRT was unilaterally imposed by the
federal government under the NEP.
Implicitly, therefore, the Alberta
government is now paying a signifi-
cant proportion of the PGRT out of
its own revenues.

The Alberta government
self with a structural adjustment
problem to cope with as well as a
recession problem. Although the re-
cession problem might call for fis-
cal stimulation, and indeed we re-
ceived some considerable stimulation
through expanded capital expendi-
tures in the Spring 1982 provincial
budget, which was followed in that
budget year with the OGAP royalty
relief program and the interest-
shielding aspects of the Alberta Re-
surgence Program (ARP), the struc-
tural adjustment problem continues
to call for the opposite remedy.
The decline in our terms of trade,
or the price of our exports (espe-
cially crude oil and natural gas)
relative to the price of our 'im-
ports, requires not only that we cut
our fiscal cloak according to the
cloth of 1lower projected growth in
both provincial product and popula-
tion, but also reduce our real wage
levels in the public as well as the
private sector back down towards na-
tional average levels. These ad-
justments are essential - if we are to
wean ourselves from our reliance on
conventional crude oil and natural

finds it~
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gas revenues as the main source of
our previous prosperity, and to move
towards a more diversified but slow-
er—growing provincial economy. The
implicit wage guideline contained in
the government's budgetary strategy
is an important ingredient in this
adjustment process.

Where, then, does this leave the
Alberta economy? Qutput growth in
1984 may rebound to about the 2.5

percent level, considerably slower
than the national averagé, which |
project to be about 4 percent. The
unemployment rate, which tripled as
the recession took hold despite a
complete cessation of net immigra-
tion and the commencement of net
out-migration, will remain high, in
large part because the outlook for

renewed expansion in the construc-
tion industry continues to look
bleak on all fronts, including the

residential, commercial, industrial,
petro-chemical and possibly the
transportation and utilities sectors
as well. As recent budgets have
demonstrated, we should expect no
further real growth in public sector
capital outlays to tide us over the
private sector investment shortfall.

Real investment activity has suf-
fered a major decline from the high
levels experienced prior to 1981
both because of the recession - in-
ducing high real interest rates and
because of the structural fall in
the terms of trade. However, real
private consumption activity should
now hold up despite the personal in-
come tax increase that hit us atll
last January, largely because many
people have already factored the
likelihood of such tax increases
into their savings plans. Inflation
rates will be somewhat lower than
the national average, largely be-
cause housing and real estate prices
will remain flat, and because wage
gains will be relatively small in
comparison with those that may begin
to be seen in Ontario and elsewhere.
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Nevertheless, as Alberta households
and business firms begin to get
their balance sheets in order, and
appropriately adjusted to our new
circumstances, this province will
surely begin to revive its spirit of
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entrepreneurship. It has the human
abilities and physical resources to
succeed eventually in generating a
full recovery from its end-of-boom
hangover. Don't count us out in the
latter half of the 1980s.
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Manitoba Provincial Budget, 1984

Costas A. Nicolaou,
Department of Economics,
University of Manitoba.

The Minister of Finance himself
has called it a iconsolidation and
development" budget; the Conserva-
tives have called it a "Tory' budg-
et; others have found little to say
for or against it; and still others
seem satisfied with it.

One plausible explanation for the
variety of comments on this budget
may be that Manitoba's Minister of
Finance has struck a happy med i um
between activism in the job and de-
velopment fronts on the one hand,
and “"financial prudence" (if not re-
straint) on the other. Manitoba's
government has long been supportive
of overall government expansion to
create jobs, and now seems to be-
lieve that the province is at a
ntake-of f'"' point as far as private
investment is concerned; but it has
also had to pay some attention to a
rather disturbed financial market
that was looking more and more
closely at credit ratings, including
Manitoba's. By way of an opening
summary, | would say that the Minis-
ter of Finance has done as good a
job as could be done with such con-
tradictory objectives.

Western Economic Review,
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6.1 THE PRESENTATION OF THE BUDGET

The opposition, through MLAs and
its vocal academic advisor, have
constantly been hammer ing at the to-
tal numbers of Manitoba's deficit
and per capita debt without much
thought or analysis of the composi-
tion of either the deficit or the
debt. A credible attempt was made
in the budget presentation to put
these numbers in proper perspective,
by looking into their composition.

With respect to the deficit, es-

timated at a total of $488.6 mil-
lion, @ distinction was properly
made between total deficit (total

pudgetary requirements) and net op-
erating deficit (total deficit ex-
cluding investment expenditures) .
The net operating deficit for the
year was $167.5 million, a much more
palatable figure for those concerned
with government overspending, and
indeed a much more proper indicator
of the government's deficit position
from the financial point of view.
The distinction between total
budgetary requirements and net oper-
ating deficit is, however, valid
only under the assumption that in-
vestment projects undertaken by the
government will be productive and
profitable; this requirement is, of
course, not always satisfied in all
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projects, be they private or govern-
ment. And if a project does go sour
and is scrapped, it will then be
proper to count its depreciation as
part of the net operating deficit.

The logic of the above argument
implies that the net operating defi-
cit should be calculated as total
deficit minus net (not gross!) capi-
tal expenditure; any depreciation
not covered by the revenues of the
respective project should be part of
the net operating deficit. This is
not how the government presents the
budget, however. The net operating
deficit is calculated as total budg-
etary requirements minus gross (not
net) capital expenditure, and is
therefore understated by the amount
of depreciation.

The importance of the above point
obviously depends on whether depre-

ciation is a substantial amount in
relation to the total deficit.
Moreover, this criticism should be
seen in the proper perspective.

Manitoba has made substantial prog-
ress in the presentation of its
budget compared to other provinces.
As for the outstanding provincial
debt, the total of $6289 per person
is properly reduced (by the sinking
fund of $720 per capita) to $5569
per person. As well, that component
of the debt which reflects produc-
tive and profitable investments is
called 'self-sustaining' and is sub-
tracted from the total, yielding a
net per capita debt financed by tax-
payers amounting to $2304 per per-
son; against this debt there are
assets (estimated by Clarence Bar-

ber) of total value of $4000 per
person. This presentation,. proper
from an economic - and financial -
point of view, may help dispell un-
justifiable fears and concerns
spread upon the layman by press com-
mentaries sadly lacking in analyt-
ical depth.

The government ascribes about 50
percent of last vyear's operating
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deficit to insufficient equalizatiol
payments by the Federal Government
and expresses the hope that thi

situation will be corrected in th
near future.
6.2 BUDGETARY MEASURES

So much for presentation. Bu

what about fiscal action?

| have already referred to thi
contradictory nature of the govern
ment's apparently concurrent objec
tives of job creation, developmen
and restraint. In this light, the
budget seems to achieve an admirabl:
mixture, holding almost every majo
expenditure down and achieving ai
overall increase in spending of 3.!
percent, while incorporating a smal
dose of job creation measure:
(through the much-touted Jobs Fund,
and some investment incentives; al
these at the cost of a small tobacc
and diesel fuel tax. The budge
does not even miss the lip servic
to social welfare objectives: i
small income tax rebate is intro
duced, estimated to save low-incom
Manitobans a total of $3.5 million
and an average $55 per person.

More specifically, the Manitob:
Jobs Fund 1is to continue in opera
tion in 1984-1985, with a change ii
direction from short-term to long
term job creation. A total of $21U
million is committed to the fund fo
the coming year (this include
$118.8 million in non-budgetary au
thority), and is spread over busi:
ness development, housing, urban de
velopment and human resources, an
community and capital assets. Ex
penditures on health, education an
welfare are estimated to rise b
about 6 percent, those on agricul
ture by 7.2 percent.

On the tax front, tobacco taxe
are raised by 12.5 cents per pack
age, and the diesel fuel tax i:

raised by 1.5 cents per litre, wit
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expected increases in revenues of
$19.3 million annually.

Moreover, a good development in-
centive is provided to prospective

investors in manufacturing and pro-
cessing, through an investment tax
credit of 6 percent of investments

in new buildings, machinery and

equipment.

Finally, small employers are re-
lieved of the health and education
levy (payroll tax), which caused

many complaints in the past as being
an administrative nuisance.

6.3 EVALUATION

Full evaluation of the budget of
a government should include politi-
cal as well as economic criteria. |
will comment on the economics of the
budget alone, however insufficient

and incomplete such comment may be
by itself.

On purely economic and financial
criteria, then, I would find the

budget timid at best, given the cur-
rent economic conditions. the The
national economy is not rushing into
a recovery, and while Manitoba may
in fact be at a "take-off'" point
{transport agreements, hydro sales,
aluminum plant and potential potash
mines) job creation and maintenance
could use a bit more stimulus than
the budget provided. But then, the
aim of restraint (or ‘prudence' if
one prefers the term!) would have
been compromised, though properly so
in my opinion.,

With expenditures on services
such as health,  education and wel-
fare, a 6 percent rise may help
achieve more efficiency in some sec-
tors while it -may really hurt oth-
ers; careful study of the actual
needs of each sector may not be un-
justified if the “financial pru-
dence' strategy is to continue.

As for the 7.2 percent increase
in expenditures on agriculture, no
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information was provided on how
these expenditures would be target-
ed. Without such information, | see
no obvious economic reason why the
increase should be so much higher
than average. Agriculture is a com-
petitive industry par excellence,
and should be left to its own de-
vices to achieve efficiency and
proper production and price levels;
fluctuations might have to be
smoothed, but the 7.2 percent in-
crease in expenditure on the indus-
try does not seem to be for that
purpose (though the latter is sought
to be achieved through separate sta-
bilization programs).
Tax increases do

not seem objec-

tionable in magnitude, and in any
case one of them (tobacco) is ef-
fected on goods that belong to the

Finance Minister's traditional plun-
dering ground.

As for tax incentives, the tempo-
rary 6 percent investment tax credit
seems sensible. However, only time
will show whether it is the cost of
investment and production that keeps
investment down in Manitoba (as some
fellow economists would have us be-
lieve) or whether it is low demand
conditions that are responsible. |[f
the latter is the case, then more
expansion rather than more tax in-
centives would do the job better.

Finally, on the social welfare
front, the small income tax rebate
is rather insufficient, given past
rates of inflation. Herein lies an-
other victim of the contradictory
aims of development/ expansion and
fiscal "prudence" as defined by the
Conservatives.

~But how has the
this province fared in a national
context? While all provinces (ex-
cept Quebec) have reduced their def-
icits (as compared to last year) by
an average of 29.3 percent in their
new budgets, Manitoba has reduced

its (total) deficit by .6 percent.
|t appears, then, that given the

government of
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general <climate about governments
and their deficits, it may be fair
to put criticism aside: the Manito-

ba government has stood bravely
alone against a rush to reduce defi-
cits before the recovery is firmly
in place. The only unfortunate
point is that Manitoba's actions are
simply not enough to pull the na-
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tional economy out of the recession.

But if recession stays and defi-
cits deepen as a consequence, one
should look anywhere else than here
for scapegoats. Manitoba's Minister
of Finance has certainly not con-
tributed to more unemployment and
misery.
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New Brunswick, Newfoundland and Labrador,
Nova Scotia and Prince Edward Island
Provincial Budgets, 1984

E. J. Doak,
Department of Economics,
Saint Mary's University.

NEW BRUNSWICK

7.1 OBJECTIVES ments must '"reduce their spending
and their share of the economic
The March 1984 Budget was pre- pie ... Canada will be better off
sented by the Honourable John B. M. after this when government, busi-
Baxter, Q.C., Minister of Finance. ness, labour and various interest
From the beginning of his address groups ... work together ... to
there is concerned reference to the improve our lot..." (p. 13).
deficit on ordinary account and the The clearest statement of objec-

growth of government debt (p. 1). tives appears thereafter:
Mr. Baxter, however, s encouraged

by trends in the economy in 1983/84 ...in New Brunswick's case we
and the emergent "financial picture" have very limited tax room, thus
of the province (pp. 4-6). He an- the only sensible fiscal strat-
ticipates a 'broadly-based economic egy is one which reduces the
recovery in New Brunswick this year deficit by restricting the
with real GDP increasing by 4.2 per- growth of government spending
cent" (p. 10). On pp. 12-25 he out- and encouraging growth of the
lines his fiscal strategy. In doing private sector. This strategy
so, he reasons that: will yield permanent productive
a. the Canadian economy generally jobs and a larger tax base from
has been suffering from a serijes which improved social programs
of economic difficulties; can be financed in the future
b. that no province can easily free - {p. 13).
itself of that;
c. that ''governments have committed There are five elements to the
themselves to more public spend- Budget plan (p. 14):
ing than the growth in the econo- 1. a three year strategy to correct
my can support'; the deficit problem;
d. government deficits have resulted 2. economic initiatives;
but, 3. social initiatives;
e. this cannot continue - govern- L. internal management initiatives;
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and
5. revenue measures.

In general then, the objectives
being pursued in New Brunswick are
similar to those being pursued in
the other Atlantic Provinces. In
fact, 1in his address, Mr. Baxter
mentions that there had been two im-
portant federal-provincial meetings
in 1983 - one in June, and the other
in December. "At the June meeting,
attention was focussed on inflation
and possible probiems posed by the
termination of several public sector
restraint programs then in place
across the country" (p. 8). The De-
cember meeting ''concentrated on the
economy -and the respective fiscal
positions of the provinces and the
federal government. All Ministers

were in general agreement that it
was important to continue public
‘sector spending restraint in
1984/85."

7.2 EXPENDITURES

Gross ordinary expenditures are
expected to increase by about 5 per-

cent in money terms, which trans-
lates into zero or negative growth
in real terms. So, in this respect,

New Brunswick
above objectives.

tures are expected
about 11 percent, but, since it is
small relative to ordinary expendi-
tures, the combined expenditures'
growth rate is still only 6 percent

is adhering to the
Capital expendi-
to increase by

(as noted in Appendix tables of
Budget Speech).
As Mr. Baxter points out, 'the

Government's capital budget is a ma-
jor factor in the provincial con-
struction industry's work load and
supports many jobs in that industry"
“(p. 20). About 70 percent of the
increase in capital spending is in
support of ‘'economic development!
and major projects which are as foi-
lows (pp. 20-21):
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1. a major highway construction pro-
gram (5121.6 million);

2. completion of Woodstock Community
College Campus {$3.5 million);

3. construction of the Sud-est Com-
munity College ($h million);

L, continuation of the Greater Mon-
cton Sewage Treatment Plant ($4
million);

5. Phase | of an integrated Radio
Communication System in the Prov-
ince (S4 million).

On pages 16-20 there are a number
of other '"economic development meas-
ures” all intended 'to encourage
private sector growth." There are
both tax and expenditure initia-
tives. Among the latter are:

1. a venture capital program;

2. forgivable interest free loans
to qualifying small businesses;

3. a short term job creation program
"focussing on specific target
groups such as employable Social
Assistance Clients, those who
have exhausted their unemployment
entitlements, youth and stu-
dents';

L4, funds for new sub-agreements in
agriculture, forestry, minerals
and planning;

5. grants to swine producers;

6. funds to implement a new Fish
Health Management Program, and

7. funds for selected educational
programs.

As indicated in his statement of
objectives, the government is com-
mitted to improving social programs
and making social initiatives.
There are various specific areas of

support listed on pages 22-23.
These all fall into the general cat-
egories of health, education and
welfare.

On pages 23-3L4 there is an out-
line of ‘some of the measures that
will be introduced in 1984/85 to
make the administration of govern-

and cost effec-
a productivity
fund is

ment more efficient
tive." For example,
task force and improvement
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to be established. Also, there will
be the hiring of additional audi-
tors. These are among the govern-
ment's "internal management initia-
tives."

7.3 REVENUES

Gross ordinary revenues are ex-
pected to grow by 9 percent this
year. As in the case of other At~
lantic Provinces, the bulk of this
growth is expected to come from the
province's own sources of revenue.
Funds from the federal government at
the present time account for about
43 percent of total revenues. How-
ever, these are only expected to in-
crease by about L4 percent this year.
This means the government of New
Brunswick is expecting a 13 percent
increase in their own sources of
funds.

New Brunswick's main
of funds are:

a. personal income tax;

b. social services and education
tax;

¢. real property tax, and

d. gasoline and motor fuels tax.

own sources

As already indicated, in .the aggre-
gate these are expected to increase
by 13 percent this year. In making
this estimation the government must

be keeping in mind the expected
rates of inflation and real income
growth. There are some projections
given in the Budget (p. 2 of "The
Fiscal Plan'). The sum of inflation
and rate of real income growth is
estimated to be about 9 to 10 per-
cent. There then seems to be an im-

plicit assumption of tax revenue
elasticity - percent change in tax
‘revenue to percent change  in money
income - of about 1.4. This may be

slightly on the high side.

- Primary sources of federal funds
are equalization payments, EPF (Es-
tablished Programs Financing),
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welfare and education. The first
two are expected to grow by only &
to 5 percent this vyear. Although
welfare funds are not as large, they
are expected to increase by about 10

percent. However, funds for educa-
tion are to decrease by about $1
million.

Mr. Baxter devotes pages 7 to 9
of his speech to '"federal-provincial
fiscal relations." He relates how
at the joint  federal-provincial
meeting of December 1983 he had 'de-
scribed New Brunswick's serious
structural deficit to the federal
Minister of Finance..." and that
'our situation and concerns have
been spelled out in detail to offi-
cials of the Federal Department of
Finance ... that equalization rev-
enues are inadequate and we have ad-
vanced some ideas for adjusting fed-
eral programs to help us achieve a
more stable financial position."

With regard 1to "other fronts of
federal-provincial fiscal relations,
problems remain largely unresolved.
Over the past 12 months the provinc-
es continued to press the federal
government to work out an acceptable
arrangement for health care financ-
ing... (However,) the federal gov-
ernment introduced a new Canada
Health Act which has the potential
to make it more difficult and costly
for us to operate our health care
system' (p. 9).

Previously we had mentioned that
the government of New Brunswick made
some tax initiatives for purposes of
encouraging private sector growth.
"“One of the most important of these
is a tax holiday for small business.

Effective January 1, 1984, the cur-
rent New Brunswick small business
corporate income tax rate will be

reduced from 9 percent to zero" (pp.
16-17) .
Finally, the Budget contains
three other revenue measures:
1. effective September 1, 1984, alil
non-sponsored students will have
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to pay a tuition fee for regular
Community College programs of one
and two years duration;

2. effective January 1, 1984 the
standard corporate tax rate will
increase from 14 percent to 15
percent; and

3. there will be changes to the
Metallic Minerals Tax Act.

7.k FINANCIAL REQUIREMENTS

As it is expected that gross or-
dinary expenditures will grow by
less than gross ordinary revenues
for this vyear, a reduction in the
deficit on ordinary account is ex-
pected. |t will decrease from about
$171 million to about $98 million.
Although capital spending will grow
significantly, capital recoveries
will offset a large part of that.
5o, the budgetary deficit will fall
from $377 million to $306 million.
Non-budgetary accounts, such as

Source:

Province of New Brunswick Budget

1984-1985,
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'"loans and advances,” will make for

combined '"financial requirements'
this year of about $380 million,
‘which will be down from last year's

figure of S450 million. So, if its
estimates work out, the government
of New Brunswick will accomplish its
objective with respect to deficit
reduction.

Mr. Baxter devotes pages 1k to 16
to his '"strategy to correct the def-
icit problem." The first reason he
gives for reducing the deficit is
the interest cost. 'Interest on the
debt is a serious drain on provin-
cial resources... If we allow these
large deficits to continue, more and
more of our tax revenue will be used
for interest on the debt." It was
only because of the recent recession
that the government departed from
its traditional practice of main-
taining a surplus on the ordinary
account. |t is hoped that with eco-
nomic recovery the province can re-
turn to a surplus by 1986/87.

presented by the Honourable

John B. M., Baxter, Q. C., Minister of Finance.

NEWFOUNDLAND AND LABRADOR

7.5 OBJECTIVES

The 1984 budget was presented by
the Honourable John F. Collins, Min-
ister of Finance and President of
the Treasury Board, at the third
session of the 39th General Assembly
of the House of Assembly on Tuesday,
March 20, 1984,

in his opening remarks, Mr. Col-~
lins notes the consequences of the
recent worldwide recession for budg-
etary deficits of governments gener-
ally. However, the present and fu-
ture represent  "healthier more
realistic times." The economy seems
to have stabilized and at this stage
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is poised for a period of moderate
growth.

Four key elements
1984 budget strategy:
a. reduce the current account defi-

cit;

b. implement a broadly based expen-
diture restraint program;

¢. avoid new tax measures and major
tax increases;

d. institute measures to promote

constitute the

economic activity and encourage

private investment.

Elements (a) and (d) are very
similar to objectives in Nova Sco-

tia. The
for element

same might also be said
(c) . The biggest
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which when combined with net capital
expenditures of $174 million and
debt retirement of $80 million re-
sult in total financial requirements
of $286 million.

7.9 OFFSHORE RESOQURCES

Mr. Collins
three pages of the
"0ffshore Resources -
Equality" (pp. 19-22).
along the following lines:

a. the longer-term outiook for the
Newfoundland economy is closely
related to offshore development;

b. the danger here is that, like

devotes the last
Budget Speech to
the Quest for
This goes

federal government;

c. other provinces have received
better deals from Canada
Newfoundland; therefore,

d. Newfoundland seeks equality with
other provinces.

than

7.10 SUMMARY

deficit re-
on economic re-
is confidence that
much of this will occur in the pri-
vate sector. However, Newfoundland
is showing more restraint in govern-
ment spending and greater strides at
cutting taxes. Both provinces see

As with Nova Scotia,
duction will depend
covery and there

past history, these natural re- offshore resources as playing an im-
sources will be controlled by portant role, both now and in the
outside interests, including the future.

Source:

Newfoundland and Labrador Budget, 1984. Presented by the Honourable John

F. Collins, F.R.C.P. (E.), Minister of Finance and President of the Treas-
ury Board.
NOVA SCOTIA
7.11 OBJECTIVES government spending, but the other
objectives require the opposite.
The Nova Scotia budget, brought Even the minister admits to this
down on Friday, March 23, 1984, has problem on page 28, when he states

three objectives:

a. deficit reduction;

b. maintain critically important
health, education and other ser-
vices; and

c. economic growth and employment,

especially within the private
sector.
Repeatedly, the Minister refers to
such objectives in his Budget ad-

dress (1. pp. 1=3, 11, 32-33).
One does not need much expertise
in economics to realize that achiev-

ing all of these goals at the same
time is difficult, if not impossi-
ble. "Deficit reduction'" demands
increased taxes or reduced
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that "the government could have fur-
ther reduced or even eliminated the
deficit by introducing massive cut-

backs in the health and education
areas.'" We will return to this mat-
ter later in our analysis.

Such objectives are otherwise
laudable. The past recessionary
period in Canada hit hard on employ-
ment in Nova Scotia. The unemploy-
ment rate is about 13 percent. The
economy is nevertheless showing good
signs of recovery. In the meantime,
a substantial deficit of $2L0 mil-
lion has developed which requires
close scrutiny. However, Nova Sco-
tians do not seem willing to
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sacrifice essential services.

7.12 EXPENDITURES

Gross expenditures are estimated
to be $3.2 billion. About one-half
of this is for health and education.

Another 16.5 percent is for ''service

to the public debt." The remainder
is spread among other government
functions.

This represents an increase of

10.4 percent over the previous year.
In real terms, once the inflationary
factor is eliminated, it represents
2 hefty 5.1 percent increase. This
easily suggests that government s
doing more than just holding the
line on expenditures; the expendi-
tures policy 1is clearly expansion-
ary.

The most dramatic increase in or-

dinary expenditure is in 'services
to the public debt," or, in other
words, interest expenses, which ac-

count for about kb percent of the

increase. On average, other ordi-
nary expenditures will increase
about 7 percent, which will largely
be absorbed by increases in cost of

living (1. A21).

Capital expenditures
about $361 million. Over 40O percent
of this will be for transportation
and communications. Resource devel-
opment takes another 25 percent.
Sizeable amounts have also been al-~
located to health and education.

The total increase in capital
spending represents an increase of
35 percent over the year before.
So, while government might be trying
to hold the line on ordinary expen-
ditures, this certainly is not the
case with capital spending. It has
also linked this with its objectives
of growth and employment (1. p. 17).

will be
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7-13  REVENUES

Gross revenues are estimated at

$2.6 billion. About 58 percent of
this will come from provincial
sources; the rest will come from
equalization grants, established

programs financing and other federal
sources.

The above estimate
enues represents a 10 percent in-
crease over 1983/84. In real terms
it represents an increase of 4.7
percent (1. A8). It is noteworthy,
however, that the bulk of this in-
crease is estimated to come from
provincial sources. 0f the total
increase of about $239 million, pro-
vincial sources are expected to gen-
erate nearly $200 million. The per-
centage increase in federal sources
may not even be enough to cover the
cost of living.

of gross rev-

About two-thirds of provincial
revenues are generated from two
sources: income taxes and the

health services tax. Both sources
are expected to generate hefty in-
creased revenues for 1984/85, In-
come taxes are estimated to be about
13 percent higher, while revenue
from health services tax is expected
to be about 18 percent higher (1.
A10) .

The foregoing has great signifi-
cance for the size of the deficit.
Should there be less economic growth
than projected, income tax revenues,
as well as health services tax rev-
enues, will be less. This, given
projected expenditures, would make
it more difficult to reduce the def-
icit. For example, if everything
else (ordinary expenditures and rev-
enues) grow as expected, there would
have to be combined income tax and
health services tax revenues of $978
million. It is estimated that these
revenues will in fact total $1,019
million (1. A18). This gives us
some idea of the shaky premise on
which deficit reduction is based.
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All provincial taxation rates are

to remain the same with the excep-
tion of the tobacco tax. The tax
rate on cigarettes is raised from

1.4 cents per cigarette to 2 cents.
The tax rate on other tobacco prod-
ucts is increased from 35 percent to
50 percent of the retail price. Ac-
cording to the Minister, Nova Scotia
"tobacco tax rates are still among
the lowest in the country” (1. p.

12) .
The higher tax rate on tobacco
products will help to boost revenues

from the health services tax. One
source predicts up to $15 million
more as a result of this tax. The
remaining increase in health servi-
ces tax revenue, about $50 million,
will come from offshore activities.
The wupcoming fiscal year marks
the first time that the province
will receive direct revenues from
of fshore activities pursuant to the
Canada-Nova Scotia Offshore Agree-
ment. These monies relate to sales
tax revenues that have accrued to
Nova Scotia as a result of explora-
tion off its coast, since the 1982
signing of the agreement (1. p. 13).

7.4 FINANCIAL REQUIREMENTS

A comparison of
tures and revenues
penditures are expected

gross expendi-
reveals that ex-
to outstrip

revenues. Gross expenditures exceed
gross revenues by about $555 mil-
lion.

Sources:

Budget{ Address,

Province of Nova Scotia,

This difference can also be

thought of as a function of

a. the difference between ordinary
expenditures and revenue, more
popularly known as the 'deficit';
and

b. capital expenditures.

In 1984/85, it is expected these

will be about $194 million and

$361 million respectively.

In the Budget address, a great
deal is made over deficit reduction.
We have already alluded to this sev-
eral times in our analysis. We can-
not help but think too, how simple
it is to confuse '"deficit reduction"
with ‘'reduction in borrowing re-
quirements.!" The latter is certain-
ly not true for 1984/85. In fact
the $555 million spread alluded to
above represents about an 11 percent
increase over 1983/84. This means
that there is more pressure on gov-

ernment to borrow in this current
budget.
7.15 SUMMARY

The status of the budget is

clearly expansionary and should help
to maintain essential services as
well as promote growth and employ-
ment. The current operating deficit
may come down as well, provided eco-
nomic recovery is not aborted. How-
ever, this should not mask the fact
that borrowing requirements are much
higher than the year before.

1984/85.

Honourable Greg Kerr,

Minister of Finance, 33 pp. plus Appendix, 25 pp.

Budget Highlights, Province of Nova Scotia, 1984/85, 2 pp.

Mail-Star, Halifax, Nova Scotia, March 24, 1984.

Notes, March 9, 23 and 30, 1984. Dr.

Critic.

Western Economic Review,

Biil Gillis, M.L.A., Liberal Finance
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7.16  OBJECTIVES
The Budget Speech was delivered

by the Honourable Lloyd G. MacPhail,
Minister of Finance and Tourism, and
Chairman of Treasury Board, on April
10, 1984,

Mr. MacPhail opened his remarks
by reminding the Assembly that his
government is committed to the goal
of a balanced budget on current ac-
count. He regards deficit reduction
by all governments as necessary for
easing the burden on financial mar~-
kets and thereby allowing for the
expansion of private industry in-
vestment and employment (p. 1.
Later (pp. 24-27), he indicated his
government's intention of restrain-
ing government spending and not im-
posing any additional taxes. There-
fore, in general, the objectives
being pursued in Prince Edward Is-
land are much 1like those in Nova
Scotia and Newfoundland.

As is typical for budget speech-
es, Mr. MacPhail provides an over-
view of trends for his province's
economy and compares these to econo-
mies elsewhere. He sounds cautious-
ly optimistic. Among other things,
he notes that during 1983 ‘'Prince
Edward Island was the only province
in Canada to experience sufficiently
strong employment gains to reduce
the unemployment rate from its 1982
level? (p. 3).

This is Mr. MacPhail's sixth
budget. in his speech he notes how
current forecasts of spending for
1983/84 are much below that antici-
pated while revenues are up, on ac-
count of the recovery. So, the
1983/84 deficit is much 1lower than
anticipated.

Western Economic Review,

ISLAND
7.17 EXPENDITURES

Expenditures on current account
are expected to be in the order of

$4LO million. This represents about
a 5 percent increase over 1983/84 in
money terms and practically no in-
crease in real terms. So, in this
respect the government seems deter-
mined to restrain its spending
(Budget Summary after p. 28).

Estimated capital expenditures
are much smaller at only about $24
million. However, this does repre-
sent a large 41 percent increase

over 1983/84.

in his speech, Mr. MacPhail ex~-
presses his appreciation to the pub-
lic, the civil service and manage-
ment personnel of government f'in
attempting to assist us out of very
difficult economic circumstances.”
He goes on to say that "the war has

not yet been won,"” that he sees
"several more battles" in the cur-
rent fiscal year (p. 23). He then

proceeds to state that:

a. '""the public must learn to live
with fewer services and less sup-
port from government in order to
maintain costs within sustainable
levels';

b. "the civil service will shortly
be entering into the restraint
program...';

c. 'we must continue the restraint
effort on government expenditure
while being sensitive to the real
need of those who are least able
to provide for themselves...';

d. '"government must, at the same
time, ensure that it continues
support for the private sector in
order to build upon the economic
recovery which began in 1983."

As a result of efficiencies
gained and adjustments to previous
programs, the government feels it is
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new initia-
programs.

able to undertake some

tives and expand certain

These include:

a. an expanded program of highway
reconstruction;

b. a small business incentive
program to assist small firms to
expand to meet market opportuni-
ties;

c. additional funding to accelerate
efforts of Department of Fisher-
ies in developing the near-shore/
offshore fleet;

d. assistance to Souries Hospital
in land purchase and planning for
new facilities;

e. a pilot project for developing
computer technology awareness in
junior high schools; and

f. an educational program on
seatbelt safety.

7.18 REVENUES

Revenues on current account are
expected to be about $L432 million.
This represents less than a 4 per-
cent increase over 1983/84. It also
falls short of current expenditures
by about $8 million.

The Current Revenue table at the

end of the speech helps shed some
light on the problem. Slightly over
one-half of revenues to Prince Ed-

ward Island are from the government
of Canada. There are seven catego-
ries listed: equalization; Canada
Assistance Plan; Canada Employment;
Development Plan; Established Pro-
grams Financing; Extended Health
Care; and Other. In the aggregate,
there is no increase in funding over
the 1983/8L4 level of about $213 mil-
Tion. There will be some increase
in equalization, Canada Assistance
Plan, Extended Health Care and Oth-
er. However, this will be offset by
decreases in Canada Employment, De-
velopment Plan, and Established Pro-
grams Financing. 1In fact, Mr. Mac-
Phail addresses some aspects of

Western Economic Review,

" quence will be an

federal funding in his speech on pp.
12-18. As for EPF funding, he
states that it is "no longer a reli-
able basis for long term planning of
our Health and Post Secondary Educa-
tion Systems' {(p. 14).

As for its own sources of funds,
Prince Edward lIsland forecasts a
healthy 8 percent growth. The bulk
of these revenues are derived from
taxes, including sales and income
taxes. It is interesting to note
that while Nova Scotia is faced with
a similar problem of not being able
to obtain significant increase in
federal funding, it forecasts sig-

nificantly higher revenue growth
from its own sources. Of course, in
Nova Scotia's case the extra rev-

enues will be assisted by higher to-
bacco taxes and the offshore activi-
ties,

More than once, Mr. MacPhail
shows he is reluctant to impose new
taxes (pp. 27, 27). The only rev-
enue measure has to do with the com-
mission paid to vendors for the col-
lection of tax revenue (p. 27).

The estimated 8 percent increase
in tax revenues from its own sourc-
es, of course, depends on a healthy
growth in the economy. |f forecast-
ed growth is too high, the conse-
even higher defi-

faces the same

cit. Nova Scotia

probliem.

7.19  BORROWING REQUIREMENTS

According to Budget Summary (af-
ter p. 28), the deficit on current
account of $8 million combined with
net capital spending of about §21
million will partly be "financed" by
an "increase in sinking fund as-
sets,' leaving a "deficit" of nearly

$10 million - a sizeable increase
over 1983/84.
A 'cash requirements" table  at

the end of the speech shows the
budgetary "deficit" of $29 million
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along with other needs which require
financing. These include "repayment
of Alberta Heritage Fund Loan ($22
million)," net advances to Crown
corporations ($16.3 million)." Al-
together, total cash requirements
are $77.5 million - a substantial
increase over 1983/84. Such re-
quirements will be met in three
ways:
a. debenture issues ($50 million);
b. Canada Pension Plan ($11.5
million); and
c. increase in unfunded debt ($16
million).

7.20 FINAL COMMENTARY

Although the Prince Edward Island
government appears to be committed
to the goal of reducing the deficit
and borrowing requirements, it is

83

spending but not capital spending.
It has been wise to refrain from tax
increases so as not to abort econom-
ic recovery, but automatic growth in
its own sources of revenues will,
although significant, not be suffi-
cient to finance the growth in its
spending, while reducing the deficit
and borrowing requirements. Too
much of its revenue depends on fed-
eral sources and these are not ex-
pected to increase in the aggregate.
So, the Prince Edward Island govern-
ment has in fact brought in a budget
that in many ways runs contrary to
its own desires. It is faced with a
year of high borrowing requirements
— much higher than the year before.
It is difficult to see how this will
be resolved in the future. Perhaps
more restraint should be placed on
capital spending. However, one can-
not help but wonder how much growth

not able to achieve these objectives in the economy depends upon such
in the current budget. It has shown spending.

determination to restrain current

Source:

Province of Prince Edward Island, Budget Speech and Estimates, 1984, Pre-

sented by the Honourable Lloyd G. MacPhail, Minister of Finance and Tour ism

and Chairman of the Treasury Board.

Western Economic Review,
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ANALYSTS’ NOTEBOOK:

The Interpretation and Application

of Tobit Regression

Wayne Simpson,
Department of Economics,
University of Manitoba.

The Manitoba Basic Annual Income
Experiment (MINCOME) was conducted
to investigate, among other issues,
the effects of income supplementa-
tion on work incentive or labour
supply. In a recent paper published
in the Western Economic Review,
Ehnes and Simpson (1983) provided an
initial analysis of 1labour supply
behaviour from the MINCOME baseline
data, using Tobit regression. The
purpose of this note is to examine
the Tobit regression technique in
more detail and to extend Ehnes and
Simpson's analysis by providing a
useful decomposition of the regres-
sion results. An application of
this decomposition to social policy
analysis will be discussed to con-
clude this note.

8.1 TOBIT REGRESSION

The use of microdata, or data on
individual economic units such as
MINCOME participants, often results
in the analysis of truncated vari-
ables. Hours worked, for example,
is truncated at zero hours[1]. This
violates the assumption that hours
worked are normally distributed
about the regression line, which is
necessary for ordinary least squares
to provide an optimal regression

procedure. Consider equation (1)
from Ehnes and Simpson (1983, p.18).

H=a, +a,.WM + a,.WF + 3

0 1 2 3
A+ a_ . SCHOOL + a,..DEP +

e (1)

YN+

a 5

LEDUC + a

6

a5 8.RACE + e
where H is annual hours worked;
WM is the imputed male wage
rate;
WF is the imputed female wage
rate;
YN is unearned
A is age;
SCHOOL indicates student
status, and
DEP represents the number of
dependents under 16 years
of age.

income;

The problem arises because hours
worked, H, and hence the error term,
e, is truncated (H > 0). Ordinary
least squares regression, with or

without the zero observations (H=0
for those who do not work), will be
biased or inconsistent.

A standard solution tfo the prob-
lem is Tobit regression, which as-
sumes- that there 1is an underlying
linear model which forms the basis

for observed hours worked (zero or
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TABLE 1

Decomposition of the Relevant Labour Supply Estimates
From Tobit Regression for Adult Males in MINCOME

Indepen- Tobit Tobit Due to Due to
dent Coef~ Regression Slope Change in Change in
Variable ficient Coefficient Coefficient! Hours Worked? Participation?

WM aj 111.8 107.75 1.0 16.75
WF a, -23.5 -22.67 -19.14 ~3.53
YN a3 - 0.18 - 0.171 - 0.144 -0.02

* The expected change in hours worked from a one unit change in the
independent variable, evaluated at the mean expected annual
hours (1570.197) and the mean of the independent variable
($3.98 for WM, $0.92 for WF, and $1,327.50 for YN).

? The expected change in hours worked, attributable only to those
already working positive hours, from a one unit change in the
independent variable, evaluated as in footnote 1.

* The expected change in hours worked, attributable only to those
previously not working any hours, from a one unit change in
the independent variable, evaluated as in footnote 1.

positive). We can think of this un- is more difficult than the standard
derlying model as an index related linear ordinary least squares model.
to preferred hours of work. Until In the standard (least squares) mod-
the index reaches some threshold el, the coefficient estimates (al,
level, individuals do not work a2, etc., in equation (1)) represent
(H=0) [2]. Beyond the threshold lev- the "'slope" or expected change in
el, the index and hours worked coin- hours worked resulting from a one
cide. The important point is that unit increase in the corresponding
the index may be assumed to be nor- independent variable. This slope is
mally distributed about its regres- constant for all values of the inde-
sion line such that consistent re- pendent variable. In the Tobit mod-
gression techniques may be el, however, the size of the expect-
developed. For further details on ed change in hours worked from a
the Tobit maximum 1likelihood proce- unit increase in the independent
dure, interested readers should con- variable depends on the value of the
sult Tobin (1958), Amemiya (1973), independent variable at which the
or Maddatla (1977). change occurs. Hence the Tobit re-

Because the Tobit regression mod- gression coefficient represents the

el is non-linear, its interpretation slope at some particular value of
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TABLE 2

Decomposition of the Labour Supply Elasticity Estimates
From Tobit Regression for Adult Males in MINCOME.

Due to Changes Due to Changes
Total in Hours Worked in Participation
Income Elasticity - 0.680 - 0.574 - 0.106
Substitution Elasticity 0.945 0.798 0.147
Gross Wage Elasticity 0.265 0.224 0.041

Note: The elasticity estimates are calculated as

Ny,= WM . ag (income elasticity)

NS

(al - HM . ag) . WM/HM (substitution elasticity)

and N = WM . a/HM (gross wage elasticity)

where N = Ny + Ng and all elasticities are evaluated at the
mean values for WM ($3.98) and HM (1615.1 hours) in the sample.
The coefficient estimates aj, aj,, aj are obtained in Table 1.
the independent variable. or expected change in hours worked

A reasonable convention is to from a one unit increase in the in-
evaluate the slope at the mean value dependent variable, consists of the
of the corresponding independent expected change in hours worked ar-
variable. These Tobit slope coeffi- ising from those already working
cients are compared to the Tobit re- (H>0 before) plus the expected
gression coefficients from Ehnes and change in hours worked arising from
Simpson (1983, p.20) in Table 1. those who begin working (H=0 be-
A1l results are derived from the fore)[3]. McDonald and Moffitt
original Tobit estimates in that (1980) provide a method to calculate

study, but only the relevant coeffi- these distinct effects, and hence
cients al, a2, and a3 are shown. decompose the Tobit estimates into
Thus the estimate of al, for exam- what are referred to as ''changes in
ple, indicates that a $1.00 increase hours worked" and '"changes in par-
in the wage rate for males would in- ticipation” in the final two columns

crease annual hours worked for males of Table 1. Thus the expected in-
by 107.75 hours, only slightly dif- crease of 107.75 hours, referred to

ferent from the Tobit regression es- in the previous paragraph, would
timate of 111.8 hours. consist of an increase of 91.0 hours

A useful decomposition of the To- from those already working and an
bit results is possible. The slope, increase of 16.75 hours attributable
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to those entering the work force.

The estimates in the last three
columns of Table 1 are converted
into elasticities in Table 2. The
income elasticity estimates indicate
that a ten percent increase in in-
come (e.g., welfare assistance) will
reduce annual hours worked by 6.8
percent. This will consist of a 5.7
percent reduction in annual hours
worked for those already working and
a 1.1 percent reduction in annual
hours due to work force withdrawal.
The gross wage elasticity estimates
indicate that a ten percent increase
in wages (e.g., a tax reduction or
wage subsidy) will increase hours
worked by 2.65 percent, consisting
of 2.2hL percent due to those already
working and 0.471 percent due to work
force entry.

8.2 AN APPLICATION AND A WARNING

In this Review,
(1984) simulate the
effects of possible
the Manitoba Work Incentive Plan for
adult females. They use estimates
of labour supply elasticities from
the United States, which are not de-
composed in the manner abovel[k].
Hence independent estimates of the

Simpson and Hum
work incentive
variations to

effects of the Plan variations on
employment and caseload must be
made. The method above, however,

would provide useful information on
changes in hours due to changes in
employment status (work force with-
drawal or entry). 0f course, the

results above apply to adult males
and are only illustrative pending
results for adult females from

MINCOME. They do suggest, however,

Western Economic Review,
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that about 85 percent of the changes
in hours worked arise from those al-
ready working. Changes in employ-
ment status, which introduce further
program cost calculations due to
changes in the size of the program,
are relatively insignificant and may
be safely ignored. Whether results
are similar for adult females re-
mains to be seen.

Tobit regression analysis pro-
vides a useful means of estimating
regressions with truncated dependent
variables and decomposing the esti-
mates into effects on those above
and at the truncation point, respec-
tively. The reader is warned, how~
ever, that the validity of this de-
composition rests upon the validity
of the Tobit assumptions - specifi-
cally, the validity of the underiy-
ing linear index model and its sti-
pulated relationship to the observed
truncated variable (hours worked in
our example). While these assump-
tions seem reasonable for many situ-
ations, there may be cases in which
they are misleading. If one be-
lieves, for example, that some inde-

pendent variables in the model do
not have the same proportional ef-
fect on those already working as

they do on those not yet working (or
those who might stop working), then
the Tobit decomposition will be in-
accurate, In such cases, the re-
searcher must rely upon longitudinal
data (rather than cross-sectional
baseline data) to assess changes in
work status and hours worked inde-
pendently. Fortunately, MINCOME
will provide precisely this type of
data for future investigation of
this and other questions.
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NOTES [3] Or stop working in the case of a
negative coefficient.

[41 In fact many of the estimates
[1] Note that this problem would not are derived from inappropriate
arise using aggregate data where least squares procedures.
average hours worked in a popu-
lation would never be zero.

[2] This corresponds to the usual
concept of a corner solution
where preferred or equilibrium
hours worked are actually neg-
ative and the individual is out
of equilibrium because hours
worked cannot be negative.

Western Economic Review, Vol. 3, No. 2, July 1984 [ISSN 0715-4577]
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A Look at Poverty Lines: Measuring Income Adequacy”

Social Planning Council of Metropolitan Toronto.

9.1 INTRODUCTION

The existence of various income
support programs in itself suggests
a socially-accepted concern with the
inadequacy of incomes and with the
need to provide a basic income floor
to all persons and families in our
society. Though there is still wide
disagreement as to what an appropri-
ate minimum income would be for a
given family or individual depending
on particular circumstances, poverty
line measures are an attempt to de-
velop an acceptable yardstick
against which to assess the adequacy
of such income support.

9.2 DEFINING POVERTY

in advanced industrial countries
such as Canada, poverty can only be
understood in terms of relative dep-
rivation - that is, in terms of in-
sufficient access to certain goods
and services which are available to
most other people and which have
come to be accepted as basic to a
decent standard of living. Thus,
the level of income adequacy varies
over time, relative to the norm ac-
cepted by the community generally.

in this sense, families and indi-
viduals are considered to be living

Western Economic Review,

in poverty when the resources avail-
able to them are inadequate to ob-
tain the diet, living conditions and

amenities customary in the society
to which they belong. There appear
to be two common threads running

through much of the discussion about
poverty in Canada, each reflecting a
different emphasis:

1. the notion of an income suf-

ficient to provide for the
basic necessities of life and
to enable effective family
functioning and full and

equal participation in commu-
nity life (income adequacy);

- 2. concern about the need to re-
duce disparities in opportu-
nities, including a reduction
in the degree of income ine-
gquality in society generally
(income equality).

The choice of focus on issues re-

lating to income ‘''inadequacy' and
income ‘''inequality" gives rise to
two broad approaches in defining
poverty. Measures which focus on

inequality look at poverty in rela-

tion to average income or average
living standards. Measures which
emphasize income inadequacy look at

poverty in terms of securing an

Vol. 3, No. 2, July 1984 [ISSN 0715-4577]

o o EEEEEE———




92

9.3 STATISTICS CANADA'S REVISED
LOW-INCOME CUT-OFFS

The most widely used poverty
lines in Canada are the "Low-lincome
Cut-0ffs," revised annually by Sta-
tistics Canada. Though Statistics
Canada stresses that its low-income
cut-offs are not intended to serve
as official poverty lines, they are
widely regarded as such by welfare
advocacy groups, pension reform
groups and civil servants.

The low-income cut-offs are de-
rived from consumer expenditure data
on the basic necessities of food,
shelter and clothing. Statistics
Canada begins by identifying the
proportion of gross income that the
average Canadian household spends on
these basic necessities. The low
income cut-off is set at the income
level where households on average
are spending an additional 20 per-
cent of their income on these items.
Any family or individual with an in-
come at or below this level is con-
sidered to be living in poverty.

The low—-income cut-offs
first established in 1961.
time,

were
At that
the average proportion of ex-
penditures spent on food, clothing
and shelter was 50 percent. Thus,
households which on average spent 70
percent or more of their income on
these basic necessities were judged
by Statistics Canada to be experi-
encing financial hardship.

The low-income cut-offs are ad-
justed annually using the consumer
price index, and have been revised
in order to reflect changes in aver-
age consumer expenditure data twice,
in 1969 and again in 1978. At the
time of the last revision, the aver-

age - Canadian household spent 38.5
percent of their income on food,
shelter and clothing. Therefore,

Western Economic Review,

the low-income cut-offs were set at

levels where households on average
spent 58.5 percent of their incomes
on these basic necessities. Current

proposals call for future revisions
to occur at regular four year inter-
vals.

One of the most frequent criti-
cisms levelled at the low-income
cut-offs concerns the arbitrary na-
ture of selecting a 20 percent dif-
ferential to indicate a poverty lev-
el income. Clearly, low~-income
households do spend a demonstrably
larger proportion of their disposa-
ble incomes on the basic necessi-
ties. But there is no real explana-
tion as to why this 20 percent gap
was eventually selected, and it ap-
pears that any other number might
have been chosen just as easily.

Further, the 20 percent differen-
tial was initially developed in re-

lation to average family expendi-
tures on basic necessities of 50
percent. That is, as the difference

between an expenditure of 70 percent
and 50 percent, thus resulting in a
ratio of 1.4:1. Had this ratio been
maintained for subsequent revisions

to the low-income cut-offs, poverty
level incomes would be derived on
the basis of househoids spending

more than 53.9 percent of their in-
comes on food, shelter and cliothing

rather than the current 58.5 per-
cent.
Statistics Canada varies the

amount of the cut-offs depending on
household size and the population of
the place of residence.. This re-
sults in a set of 35 poverty lines.
The 1984 figures have been estimated
by the National Council of Welfare
assuming an inflation rate for cal-
endar year 1984 of 5.0 percent and
are shown in Table 1.
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TABLE 1

National Council of Welfare Estimates of Low-Income Lines for 1984,

Population of Area of Residence

No. in 500,000 100,000 - 30,000 -~ Less than
Family and over 499,999 99,999 30,000 Rural

1 $ 9,900 $ 9,403 $ 8,820 $ 8,154 $ 7,322

2 13,063 12,397 11,567 10,733 9,569

3 17,473 16,560 15,476 14,396 12,814

b 20,136 19,136 17,890 16,640 14,812

5 23,464 22,216 20,719 19,303 17,223

6 25,627 24,213 22,633 21,050 18,804

7 or more 28,207 26,709 2L,963 23,214 20,719
Source: 198L Poverty Lines: National Council on Welfare, Health & Welfare

Canada, March, 1984,
9.3.1 £.C.5.D. Poverty Lines poverty line by applying the average
family income for Canada to a par-

The Canadian Council on Social ticular household unit size, and
Development poverty lines are based then adjusting for different sized
on a measure of income inequality, units using the weighting system

with families and individuals living
on incomes less than half of the av-
erage family income deemed to be
living in poverty. Initially adapt-
ed from the staff minority report of
the Special Senate Committee on Pov-
erty, published as "The Real Poverty
Report,'"[1] the C.C.S.D. approach
begins by establishing 50 percent of
average family income as the poverty
line for the average household.

it then applies a weighting sys-
tem of family size income wunits to
adjust the poverty line for house-
—holds-of -different sizes. A family
of one person gets three income
units; a family of two receives five
units; a family of three, six units;
and each larger size
ditional income unit.
method involves '‘centering"

The C.C.S.D.
their

Western Economic Review,

family one ad-

outlined above. Prior to 1982, the
C.C.5.D. had used a four-person fam-
ily to centre their poverty line.
However, in 1982 a re-evaluation
took pilace. It was noted that be-
tween 1971 and 1981, the size of the
average Canadian family had dropped
from about 3.8 persons to 3.3 per-
sons. Therefore, the C.C.S5.D. de-
cided to restructure their approach
by wusing the three-person unit to
centre their poverty line. Thus,
they set the poverty line for a
three-person household at 50 percent
of average family income, with ad-
justments for households of differ-
ent sizes made on the basis of the
weighting system noted previously,
The use of a ‘''centering" techni-
que relating to a particular house-
hold size produces a less precise,
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more approximate measure than would
result from incorporating annual
changes in the size of the average
family directly. Unlike the Statis-
tics Canada low-income cut-offs, the
C.C.S.D. poverty lines are not ad-
justed according to the size of
place of residence. Table 2 at-
tempts to estimate the C.C.S.D. pov-
erty lines for 1983 using a project-
ed average family income for Canada
of $34,250.

9.3.2 Senate Committee Poverty
Lines

A third set of poverty line meas-
ures can be derived from a somewhat
more complicated method put forward

TABLE 2

by the Special Senate Committee on
Poverty in 1971. Like the low-in-
come cut-offs, the Senate Committee
poverty lines are based on a measure
of expenditure rather than simply
income. In developing their ap-
proach, the Committee wanted a meas-
ure that would be sensitive to
changes in both national average in-
comes and family size.

At the time, the Senate Committee
was primarily concerned with estab-
lishing goals for a guaranteed in-
come. Using budgetary standards de-
veloped by Health and Welfare
Canada, and assessing this against
average consumer expenditure data,
the Committee devised what it con-
sidered an acceptable income floor
for basic necessities.

Canadian Council on Social Development Estimated Poverty Lines For

1983

Family Size

Amount (8)

Ut 5w o

8,562
14,271
17,125
19,979
22,833

Source: Statistics Canada, Income Distribution by Size in Canada, 1980 and

1981 (preliminary).

This "initial" level of adequacy
for a family of four for the year
1969 was established at $3,500 or

about--12-to- ‘14 --percent above  the

comparable amount using the low-in-
come cut-offs for that year. In
1969, the low-income cut-offs as-
sumed that, on average, families
living below the poverty line were
spending 70 percent of their incomes

on basic necessities. The Senate
poverty lines were calculated on the
basis that the income guarantee lev-
els represented 70 percent of their
respective poverty lines.

The Senate Committee poverty
lines are adjusted for family size
according to the same formula as the
C.C.5.D. poverty lines using '"family
size equalizer points." Again, a
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family of one receives three points,
a family of two receives five
points, a family of three gets six
points, and so on.

in order to update the poverty
line annually, the Committee devel-
oped an escalator mechanism which
incorporates both changes in average
disposable incomes (after taxes) and
changes in average family size. The

TABLE 3
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Senate poverty line incorporates el-
ements of both the income inequality
and income inadequacy approach.
Estimates of the Senate Committee
poverty lines for 1983 are shown in
Table 3. it should be noted that
the more complicated formula makes
precise estimates difficult for the
current year.

Senate Committee Poverty Lines Estimated for 1983

Family Size

Amount (§)

AV L I S S RS S

8,734
14,557
17,469
20,380
23,292

Sources: Statistics Canada,

Income Distribution by Size in Canada,

1980 and 1981 preliminary;

Revenue Canada, Canadian Taxation Statistics

(various years);

Canadian Statistical Review,

| ncome)

Like the C.C.S.D. lines, it makes
no adjustment for size of place of
residence. Unlike the C.C.S.D. pov-
erty measure, it can be adjusted an-
nually to reflect changes in the
size of the average family. The
C.C.S.D. method simply locks in on a
three or four-person family and ad-
justs all other family size units in
relation to that.

Section 3 (Tables on Disposable

(various years); 1981 Census.

9.3.3

Toronto Budget Guidelines

A fourth poverty measure is the
income adequacy standards developed
by the Social Planning Council of
Metropolitan Toronto in their Guides
For Family Budgeting. The adequate
budget approach wused in the Guides
is based on establishing standards
for a minimum basket of goods and
services deemed necessary for the
proper social and physical develop-
ment of persons and families in Met-
ropolitan Toronto.

The standards define basic needs
by expenditure categories including
food, shelter, clothing, health
care, personal care, transportation,
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recreation and household items. The
standards are differentiated accord-
ing to family size, the age and sex
of family members, and activity lev-
el and employment status of adults.
The Guides result in income adequacy
levels sufficiently above subsis-
tence to ensure good health and
self-respect, but still substantial-
ly below average community living
standards.

The net budgetary requirements of

TABLE 4

different household sizes for 1983
have been estimated in Table 4. Net
budgetary requirements include in-
come needed to purchase the minimum
basket of goods and services, but
excludes income taxes and other
transfers. The household incomes
resulting from the budget guide
standards tend to represent 50 to 55
percent of median Ontario incomes
for households of that size.

Social Planning Council Budget Guides Estimated Income
Requirements for 1983

‘Family Size

Amount ($)

U 2w N

11,530
15,390
18,710
23,570
27,360

Note: The amounts shown represent averages of the different family
compositions which might occur for each family size.

The budget guideline approach has
the advantage of associating income
levels to the costs of purchasing a
particular basket of needed goods
and services in the marketplace. As
such it represents the most readily
understood approach, and can relate
household income to a given level of
living or lifestyle.

Its difficulties relate to the
need to make adjustments for other
jurisdictions across the country, as
the budgeted amounts have been spe-
cifically developed on the basis of
Toronto needs and prices.  However,
the basic quantity standards should
not be that difficult to replicate
and adjust to suit the differing

needs and situations of other re-
gions and centres across Canada.

9.3.4 Montreal Diet Dispensary
Budget

A final poverty line measure also
based on a budget adequacy approach
is that of the Montreal Diet Dispen-
sary as contained in their Budgeting
For Basic Needs. The Diet Dispen-

sary approach differs from the So-
cial Planning Council budgets in
that it is oriented toward a subsis-
tence living standard for families
in need. The basic needs budget is
a "bare-bones' approach designed to
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and maintain family func~
tioning during the short-term while
in receipt of social assistance.
These standards were established in
the late 1950s and have not been ap-
preciably revised since, except for
repricing.

The basket of

support

goods and services
in the Montreal Diet Dispensary's
budget costs are on the whole about
35 to 50 percent less than the bas-
ket contained in the Guides For Fam-
ily Budgeting. Much of this djffer~
ence can be explained on the basis
of specific considerations such as
much higher rental rates in the To-
ronto area, a higher proportion of
meat and fish in the dietary stan-

TABLE 5
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dards used for Toronto, and the need
to include 0.H.!.P. premiums in the
Toronto budget.

The Montreal budget contains ex-
tremely limited amounts for several
items, notably recreation, gifts,
communications, alcohol and tobacco
consumption. On balance, the lower
quantity and price standards con-
tained in the Montreal budget re-
flect its acceptance of the aims and
objectives of government social as-
sistance programs as a basis for ar-
riving at income adequacy standards.
The 1983 costs for the items con-
tained in the Diet Dispensary budget
are shown in Table 5,

Montreal Diet Dispensary Basic Needs Budget Estimated |ncome

Requirements for 1983

Family Size

Amount ($)

U1 2 W N

5,340
7,6kbL
9,792
11,556
13,212

Note:
1983

June,

9.4 POVERTY MEASURES - STRENGTHS
AND WEAKNESSES

As a means of assessing the ade-
quacy of household incomes and a va-
riety of income security programs,
each poverty measure carries with it
some strengths and limitations.
This section will highlight briefly
the merits and problems associated
with three of the poverty lines un-
der discussion - the low-income

Western Economic Review,

Budgeted amounts are those from the most recent repricing in

cut-offs, the C.C.S.D. poverty line,
and the Toronto budget guide stan-
dards.

The two other measures have been
excluded from further discussion.
The Senate Committee line has been
dropped due to its complexity, dif-
ficulty in updating, and. the fact
that it has fallen into disuse in
recent’ years. The Montreal Dijet
Dispensary's basic needs budget has
been omitted because it has not been
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revised conceptually since the late
1950s, and conforms to a subsistence
rather than a relative deprivation
approach to assessing income adequa-

cy.

9.4.1 The Low-lncome Cut-Offs

On the positive side, the low-in-
come cut-offs differentiate income
requirements on the basis of family
size and the size of urban area in
which the household 1lives. lts
lines are derived from national data
and are therefore appropriate as a
basis for assessing the adequacy of
federal income security programs.
Finally, the cut-offs are easily
maintained and published and updated
annually.

On the negative side, the consum-
er expenditure patterns which estab-
lish the community norms for spend-
ing on the basic necessities of
food, clothing and shelter are typi-
cally four to seven years out of
date. Concerns have been expressed
that the substantial differences be-
tween the poverty level in the
smallest and largest communities, a
disparity of up to 36 percent, may
not accurately reflect the costs of
living faced by these families but
rather the higher incidence of pov-
erty in rural communities. The ar-
bitrary nature of the 20 percent ex-
penditure differential has already
been discussed.

In addition, the low-income cut-
offs make no adjustment for family
composition (number of adults, chil-
dren); nor do they make allowances
for variations in local market con-

ditions as they relate to expendi-
tures on food, shelter or other ma-
jor items. This Tlimits their

usefulness
and local

in assessing provincial
income support programs.

Western Economic Review,

9.4.2 The C.C.S.D. Poverty Line
On the positive side, the
C.C.S5.D. line is readily updated and

revised and is widely disseminated
to voluntary agencies and welfare
advocacy groups. It also distin-
guishes income requirements on the
basis of family size and is derived
from national data.

|ts disadvantages relate to the
arbitrary nature of selecting a
benchmark of 4O, 50 or even 60 per-
cent of average family income as the
poverty line, as well as its failure
to adapt for changes in family com-
position and local conditions. The
problems created by the ‘centering"
method in terms of precision and ac-
curacy have already been noted.

9.4.3

The Social Planning Council
Budget Guide Standards

The budget guidelines published
by the Social Planning Council have

the distinct advantage of being
readily understood in that they are
based on an identifiable basket of

goods and services and their associ-
ated costs. This budget adequacy
approach allows for a clear and pre-
cise relationship to be drawn be-
tween income deficiency and having
to do without certain needed goods

and services. in addition, the
budget guides can be adapted for
changes in family composition and

life style, including the age and
sex of adults and children.

The disadvantages include the
great amount of detailed pricing and
expenditure data required to regu-
larly update the Budget Guides, and
the difficulty in using costs based
on Metropolitan Toronto to make in-
ferences about costs in other areas
across Canada.

The Budget Guides
useful in examining
provincial and local

should prove
the adequacy of
income support
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programs in that the methodoliogy can
be adapted to suit local conditions.
However, by their nature, they would
appear difficult to use in assessing
income adequacy more generally on a
national basis.

9.5 THE ADEQUACY OF INCOME SUPPORT
PROGRAMS

These various approaches to meas-
uring income adequacy provide useful
yardsticks by which to gauge the
adequacy of government income sup-
port programs. The following analy-

TABLE 6
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sis reviews current pension rates
and social assistance benefits in
Ontario, as well as minimum wage in-
comes in relfation to the poverty in-~
dicators previously discussed.
Though there is a moderate amount
of variation among the three adequa-
Cy measures cited, the general pat-
tern is remarkably consistent (see
Table 6). All three approaches in-
dicate that a couple living on a
combined pension are living at or
close to full income adequacy. Pen-
sioners living alone however, are as
much as 32 percent below adequacy
depending on the measure employed.

Adequacy of Income Support Programs in Ontario, 1983

As a Percent of:

Low-1ncome

Cut-0Offs C. C. §. D. Budget
(Large Urban) Poverty Lines Guides?
Pension Income
Single Person 70.9 78.9 67.6
Couple 102.2 90.1 92.3
General Welfare
Mother, 1 Child 46 .6 k1.1 Li
2 Parents, 2 Children 41.3 40 .1 39.
Minimum Wage Income
Household Employed
Size Adults
2 1 57.9 51.0 7.3
3 1 h3.3 L42.5 36.9
4 2 75.1 72.9 61.8
5 2 6L. 4 63.8 .

' Adjusted for family composition

‘The monthly benefits payable un-
der General Welfare Assistance in

Ontario result in incomes equal to

less than half of adequacy. The
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level of adequacy which results from
working for the minimum wage |is
greatly influenced by both the num-
ber of persons in the household and
the number of earners. Thus, while
a three-person household with only
one income earner results in adequa-~
cy levels of between 37 and 43 per-
cent, comparable to welfare, a
four-person household with two earn-
ers show adequacy levels of 62 to 75
percent.

A Gallup Poll conducted in March,
1983 which asked Canadians to iden-
tify the least amount of money need-
ed by a family of four in order to
make ends meet, produced income re-
quirements similar to some poverty
measures. Nearly 70 percent identi-
fied incomes of $300/week or more,
and nearly 4O percent considered
$400/week or more as the basic
amount. A weekly income of $350 to
$400 results in an annual amount of
between $18,000 and $21,000. v

Thus, a substantial discrepancy
exists between both public percep-
tions of the minimum income require-
ments of families and various income
adequacy measures on the one hand,
and the actual level of income sup-
port provided by various public pro-
grams on the other. This would seem
to reflect societal attitudes to-
wards the disadvantaged, in particu-
lar the view that the poor are
largely responsible for their own
circumstances and as such are not
deserving of more generous public
programs.

Concern has been expressed that
many Canadians remain unconvinced
that the adequacy levels represented
by the low-income cut-offs, C.C.5.D.
poverty line, and the Toronto budget
guides constitute poverty level in-
comes. This has led to a re-think-
ing of poverty measures, and to the
desire to formulate an approach
which is credible with both policy-
makers and the public generally.

There is clearly a need to be

Western Economic Review,

able to present poverty measures in
a way that conveys the lifestyle and
expenditure choices facing such hou-
seholds. In this respect, the budg-
et needs approach of the Toronto So-
cial Planning Council has a distinct
advantage over either the low-income

cut-offs or the C.C.S.D. poverty
line.
It has been suggested that a

two-tier approach to defining income
adequacy may also be desirable. Un-
der this approach, two levels of
well-being would have to be identi-
fied - a minimum adequate, but
scraping by" level and a bare-bones
"poverty' level - each with its own
expenditure package. The first
measure would serve as the long-term
target against which to assess the
adequacy of public income support
programs. The second, more }imited
poverty measure would be used to
gauge whether current income support

levels meet even the most basic
standards of income sufficiency.
Both levels of 1living would be

based on judgements relating to li-
festyles and the expenditure package
needed to support them. wWhile the
'scraping by'" expenditure package
would Jikely result in income re-
quirements similar to current ade-
quacy measures, the new, more limit-
ed, "poverty' level would have a
largely subsistence expenditure
package connected with it. _

The new 'poverty' measure might
more closely resemble the basic
needs basket of goods and services
in the budget of the Montreal Diet
Dispensary, a measure which accepts
government income maintenance pay-
ments as given.

The arguments in favour of estab-
lishing a subsistence concept of
poverty hinges primarily on its po-
Jitical saleability. It can be
readily demonstrated to the public
that households living below even
this minimum level of income are
living in poverty. As such, the
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argument continues, it will be much
easier to mobilize public opinion in
favour of ensuring that all income
support programs at least provide
this minimum amount.

The arguments against such an ap-
proach are also compelling. By ac~-
cepting the notion that mere subsis-
tence is a valid basis upon which to
establish levels of income support,
welfare advocates might find them-
selves legitimizing inadequate in-
come security programs and would se-
riously undermine arguments based on
concepts of relative deprivation and
income inequality. Such concepts
have formed the foundation of pover-
Ly measurement and informed public
debate about the adequacy of income

security programs for nearly 20
years.
A systematic review of national

family budget standards in the U.S.,
conducted in 1980, clearly points in
a different direction. The study
argued for the abandonment of a
"basket of goods' approach relying
on detailed quantity standards, and
instead favoured the adoption of a

four-tier measurement system based
on relative deprivation and income
inequality.

The review began by identifying
the median expenditure level for a

two-parent, two-child reference fam-

ily as a normative standard. It
then established three other living
levels - the social minimum, the
lower 1living and the social abun-

dance standards - in relation to the
norm. These three living levels
range from 50 percent of the median
expenditure level to 1.5 times that

level. )

The U.S. study asserts that at
incomes below 50 percent of those
experienced by the median family,

data clearly demonstrate that widen-
ing material inadequacies increas-
ingly threaten the ability to par-
ticipate in the social mainstream.
They therefore rejected any concept

101

of poverty below this level as serj-
ously limiting the opportunities
available to the poor to make choic-
es about their own lives and those
of their children with dignity.

9.6  CONCLUSIONS

This article has examined a num-
ber of yardsticks by which research-
ers and policymakers measure the
adequacy of government income sup-
port programs and incomes generally.
The major findings can be summarized
as follows:

1. In Canada, most measures of
poverty are based on the no-
tion of relative deprivation
- the lack of sufficient re-
sources to acquire certain
goods and services which are
available to most other peo-

ple and have come to be ac-
cepted as basic to a decent
standard of living.

2. Poverty measures tend to fo-
cus on questions of income
inadequacy (budget needs ap-

proach) or income inequality
(disparity between poverty
level and average living

standard) .

3. All poverty measures provide
adjustments for family size,
while some include further
adjustments based on regional
or local conditions or family
and household composition.

k. Most poverty measures have
some conceptual difficulties
associated with them, whether
these relate to complexity,
arbitrariness, a lack of
adaptability, or difficulty
in translating resulting in-
comes into lifestyle charac-
teristics that the public can
understand.
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Review for 65 and Older: A Report by the National Council of Welfare on the

Incomes of the Aged, Government of Canhada, February, 1984,

This is a government report which
provides various income figures for
the elderly in Canada. It is a good
government report in terms of pro-
viding easy to read and easy to un-
derstand national statistical data.
The figures are taken from censuses
and from the Statistics Canada sur-
vey of consumer finances. it pro-
vides a statistical profile of aging
in Canada in terms of numbers and
percents of individuals by age and
over time. It then provides numer-
ous details on various aspects of
dollar income and discusses non-dol-
lar subsidies.

One of the things that | like
most about this report is that it
presents details for both men and

women, and in doing so illustrates
very dramatically the distinctive
situation of elderly women. It also
analyzes different age groups among
the elderly themselves, distinguish-
es between those living in families
versus those who are unattached, and
provides some data by provinces.

On the whole it is clearly writ~
ten although there are a few places

where the language becomes a bit ag-
gravating.
they

For example, on page 11

talk about increased life

Western Economic Review,

(76 pp.)

expectancy and about average lifes-
pans, an uncommon usage of the word
lifespan. On page 60, they state
homes owned by the elderly tend to
"fetch" a lower price on the housing
market. On page 62 they talk about
Canadians 65 and older benefiting
from free or subsidized health care
delivered in the home or the commu-
nity. It would be more accurate to
state that such health care is at no
cost to the consumer or simply refer
to it as subsidized. Free is inac-

curate and misleading. Other than
these few irritations, the report
tends not to stray much from fact.

Indeed, this is probably appropriate
since the couple of forays into in-
terpretation are sometimes treacher-
ous. One example appears at the end
on page 68 where it is noted by the
year 2001, six in ten aged Canadians
will be women, most of them living
alone. This is true only if current
living arrangements are projected to
that time period. If in fact Tiving
arrangements change drastically, as
suggested by some, we may see more
elderly women living together. It
is the assumption of continuity of
the status quo which may not be cor-
rect.
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On the whole, however, the therefore a good resource for indi-
information is clearly presented, viduals studying incomes and/or ag-
and does what good government re- ing and who are interested in uti-
ports do: present data from nation- lizing some of these figures in

al surveys in a clear manner. it is their own work.

Neena Chappel, Centre on Aging, University of Manitoba.
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Leading Indicators™ '

Figure 1

Canada-United States Composite
Leading Indicator
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Tablie 1

Gross National Expenditure

% Change from same quarter last year

1983 1983 1983 1983 1884 1984 1984 1884 i983 1984
*
I II 111 Iv I 11 I11 v

Private Consumption 1.1 2.4 4.2 4.9 4.2 . . . 3.1 2.8

Public Consumption 0.1 -0.2 0.1 1.2 3.4 . . , 0.3 2.9

Investment -g.98 -4 .2 ~-0.7 -4,2 0.2 -4.9 1.6

-Public 2.2 0.7 2.1 1.1 2.9 1.5 2.4

-Residential 8.4 40.7 40.6 11.3 2.9 24 .4 -4 .8

~-Non Residential -18.3 -18.4 -13.4 -14.1 -6.4 -16.2 -0.7

~-Mach.&Equipment -13.6 -10.5 ~-6.6 -4 .1 3.8 -8.8 7.1
; Change in Stocks, %GNE ~-1.5 -1.1 1.1 0.8 0.6 ~0.2 0.6
5 Exports 0.5 2.2 2.1 21.8 25,1 . ) ) 6.4 32.5

Imports -3.1 2.3 11.2 23.0 24 .7 . . . 8.1 27.6

GNE -0.8 2.2 4.8 7.1 5.9 . . . 3.3 4.4

*x 8.0 7.6 - 7.8 5.1 3.3

*: Average rate of growth based on the first available quarters, at annual rate.

*x%: % Change from previous guarter, at annual rate.
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Figure 3

Employment
(Percent Change From Same Time Last Year)
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Taple 2
Regional Employment and Unemployment
% Change from same guarter last year

1983 1983 1983 1983 1984 1984 1884 1984 1983 1984
*
I 11 111 Iv 1 II III Iv

CANADA
Labour Force 1.2 2.0 1.9 1.6 1.8 1.3p 1.7 1.6
Employment -2.8 -0.0 2.6 .5 3.2 tp 0.8 1.8
Unemployment Rate 12.5 12.3 t1.6 11.1 11.3 11.6p 11.9 11.4
MANITOBA
Labour Force 2.0 2.4 3.2 2.2 1.7 1.3p 5 1.3
Employment -1.4 0.1 2.8 4.0 3.5 3.6p 1.4 3.3
Unemployment Rate 8.9 8.8 8.0 8.8 8.4 7.9p 8.4 B.1
SASKATCHEWAN
Labour Force 3.2 3.7 4.3 2.9 1.6 0.8p 3.5 0.7
Employment 0.2 2.2 3.9 2.5 1.2 0.2p 2.2 -0.0
Unemployment Rate 7.5 7.3 7.1 7.5 8 7.9p 7.3 7.8
ALBERTA
tabour Force 1.8 2.5 1.7 0.6 0.3 -0.7p . . 1.6 -0.7
Employment ~4,1 ~1.3 =-0.6 0.1 0.5 -1.7p . . -1.5 -1.9
Unemployment Rate 10.7 10.8 10.8 10.7 10.5 11.7p . . 10.7 11,14
B. C.
Labour Force 1.0 2.4 1.3 0.1 O.1 0.2p . . 1.2 0.8
Employment -4.4 -0.1 1.3 1.0 -0.1 -1.8p . . -0.6 -1.4
Unemployment Rate 14.0 13.7 3.7 13.7 14.2 15.4p . . 13.8 14.8

“: Average rate of growth based on the first available guarters, at annual rate.

p: Preliminary figure.
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Table 2b
Regional Employment and Unemployment
% Change from previous guarter., at annual rate

1983 1983 1983 1983 1984 1984 1984 1984 1983 1984
»*
I 11 I11 v 1 11 111 v

CANADA
Labour Force 0.5 4.6 2.0 -0.6 1.4 2.5p 1.7 1.6
Employment 1.8 5.7 5.0 1.5 0.6 1.4p 0.8 1.8
Unemployment Rate 2.5 12.3 11.6 11.1 11.3 11.6p 11.8 11.4
MANITOBA
Labour Force 2.7 2.9 1.3 1.8 0.8 1.3p . . 2.5 1.3
Employment 4.8 3.3 5.0 2.8 2.6 3.7p . . 1.4 3.3
Unemployment Rate S.9 9.8 9.0 8.8 8.4 7.9p . . S.4 8.1
SASKATCHEWAN
LLabour fForce 5.0 3.5 2.6 .6 -0.3 Q.6p 3.5 0.7
Employment 3.5 4.1 3.4 -0.9 -1.8 0.3p 2.2 -0.0
Unemployment Rate 7.5 7.3 7.1 7.5 7.8 7.8p 7.3 7.8
ALBERTA
f.abour Force -0.7 3.5 0.7 -1.0 -1.8 ~0.7p R . 1.6 -0.7
Employment -2.7 2.8 0.5 -0.2 -1.1 -6.0p . . -1.5 -~-t.8
Unemployment Rate . 10.7. 10.8 10.8 10.7 10.5 11.7p . . 10.7 11,14
B. C.
Labour Force 0.1 4.2 -0.3 -3.5 0.0 4.8p . . 1.2 0.9
Employment 2.4 5. -0.3 -3.5 -1.9 -1.5p . . -0.6 -1.4
Unemployment Rate 14.0 13.7 13.7 13.7 14.2 15.4p . . 13.8 14.8

*: Average rate of growth based on the first available quarters, at annual rate.

p: Preliminary figure.
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Table 3
Regional Prices and Wages
% Change from same quarter last year

1883 1883 1983 1883 1984 1984 1984 1984 1983 1984
I 11 I11 v 1 11 I11 v

CANADA
CP1, Total 7.6 5.9 5.3 4.6 5.2 4.5p . . 5.8 4.3
Average Weekly Earnings 6.9 7.6 7.9 7.0 5.7 . . . 7.3 1.7
MANITOBA
CPI, Winnipeg 7.5 7.6 6.8 5.0 5.0 2.8p . . 6.7 3.0
Average Weekly Earnings 8.2 7.9 9.4 8.8 7.6 . . . 8.6 3.9
SASKATCHEWAN
CP1, Regina 6.5 6.6 6.8 6.0 5.5 4.5p 6.4 3.9
cPI, Saskatoon 6.0 6.4 7.1 5.9 5.3 3.8p 6.3 3.6
Average Weekly Earnings 7.8 7.0 8.1 6.4 5.4 7.3 0.8
ALBERTA
CP1, Edmonton 7.4 6.3 5.3 4.3 4.0 2.3p 5.8 2.5
CPI, Calgary 7.0 5.4 3.0 2.7 3.1 1.7p 4.5 2.3
Average Weekly Earnings 8.5 7.7 6.7 5.8 5.8 7.2 7.6
B. C.
CP1, Vancouver 6.7 5.6 5.3 4.6 4.7 4.3p . . 5.5 4.1

Average Weekly Earnings 7.7 8.1 7.6 4.8 1.5 . . . 7.1 -1.5

=. Average rate of growth based on the first available quarters, at annual rate.

p: Preliminary figure.
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Table 3b
Regional Prices and Wages
Y Change from previous quarter, at annual rate.

1883 1883 1983 1983 1984 1984 1884 1884 1883 1984
I 11 II1I v 1 11 111 v

CANADA
cPI, Total 2.5 5.7 6.6 3.5 4.8 2.9p . . 5.8 4.3
Average Weekly Earnings 3.1 10.5 8.1 6.4 -1.7 7.3 1.7
MANITOBA
CPI, Winnipeg 1.9 11.2 4.8 2.4 2.0 2.0p . . 6.7 3.0
Average Weekly Earnings 6.2 10.5 18.1 1.0 1.6 . . . 8.6 3.9
SASKATCHEWAN
CPI, Regina 4.1 7.1 8.0 4.6 2.5 2.8p 6.4 3.9
CPI, Saskatoon 5.1 8.8 7.7 2.2 2.6 3.0p 6.3 3.6
Average Weekly Earnings 1 10.2 16.2 ~-1.8 -2.0 R 7.3 0.9
ALBERTA
CPI, Edmonton 3.9 8.4 3.5 1.6 2.7 1.3p 5.8 2.5
CPI, Calgary 1.2 7.2 -0.2 2.8 2.9 {.6p 4.5 2.3
Average Weekly Earnings S.8 5.4 8.5 -0.1 10.0 . 7.2 7.6
B. C.
CP1, Vancouver 3.7 5.6 7.2 1.8 4.1 4.0p 5.5 1
Average Weekly Earnings 11.0 11.4 3.6 -5.8 -2.4 7.1 -1.5

*: Average rate of growth based on the first available quarters, at annual rate.

p: Preliminary figure.
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Average Weekly Salaries (Real)
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Table 4a
Regional Indicators of Economic Activity
% Change from same quarter last year

1983 1983 1883 1983 1984 1984 1984 1984 1983 1884
»
I II IT1 Iv I II I11 Iv

CANADA
Retail Trade 6.7 7.6 9.8 10.6 8.6p 8.7 8.4
Shipments 0.3 6.6 9.8 19.4 17.9 8.0 16.0
Housing Starts 0.0 83.3 37.9 -3.6 -9.9 25.0 4.3
MANITOBA
Retail Trade 4.5 4.4 8.6 9.8 9.7 6.8 8.2
Shipments ~-5.5 -1.1 -0.5 6.0 8.7 ~0.3 -0.7
Housing Starts 400.0 166.7 600.0 33.3 0.0 200.0 20.1
SASKATCHEWAN
Retail Trade 6.8 .6 11.5 8.3 3. . 8.0 1.8
Shipments -4.8 1.8 10. 1 g.2 17 .14 . . . 4.2 -0.1
Housing Starts . 0.0 120.0 -28.6 =-62.5 -22.2 . . . ~3.4 437.0
ALBERTA
Retail Trade 1.8 1.6 5.3 4.1 2.1 . . . 3.2 1.7
Shipments ~7.7 1.1 4.3 8.4 11.1 . . . 1.5 ~5.1
Housing Starts -30.0 -34.3 -39.1 -40.0 -66.7 . . . -35.2 -78.8
B. C.
Retail Trade ~2.1 4.0 6.7 7.1 6.2 3.9 5.3
Shipments -1.8 11,1 16.5 11.8 -1.0 9.3 -21.6
Housing Starts ~-48.5 84.2 53.8 18.8 -11.8 12.3 -52.1

*: Average rate of growth based on the first available quarters, at annual rate.
p: Preliminary figure.
Note: Shipments are not seasonally adjusted.
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Table 4b
Regional Indicators of Economic Activity
% Change from previous qQuarter, at annual rate.

1983 1883 1983 1983 1984 1984 1984 1983 1984

*
I II 111 v 111 v

CANADA
Retail Trade 11.6 10.8 11.7 8.3 7.6p 8.7 8.4
Shipments 20.5 22.0 17.9 17.3 14.7 8.0 16.0
Housing Starts 90.7 184.0 -78.7 -25.3 45.6 25.0 4.3
MANITOBA
Retail Trade 7.0 8.6 13.7 9.8 6.6 6.8 8.2
Shipments -16.6 60.0 -4 .1 -1.4 -4.4 -0.3 ~-0.7
Housing Starts 671.6 555.4 ~-41.4 -89.3 144 .1 200.0 20.1
SASKATCHEWAN
Retail Trade 20.2 1.2 13.3 -0.3 0.4 8.0 1.8
Shipments =23.1 140.% 21.1 -~36.4 1.6 4.2 -0.1
Housing Starts 60.2 123.2 -95.7 -87.0 2864.2 -3.4 437.0
ALBERTA
Retail Trade 9.4 -1.0 6.8 1.6 1.1 3.2 1.7
Shipments -18.7 72.6 15.2 -13.4 -11.5 1.5 ~5.1
Housing Starts 21.6 43.9 -86.3 -46.0 -88.4 -35.2 -78.8
B. C.
Retail Trade 10.0 12.8 7.2 -1.0 6.2 3.8 5.3
Shipments 10.7 88.3 -13.1 -13.6 -32.1 9.3 -21.6
Housing Starts 27.4 1696.7 -89.3 -18.5 ~61.2 12.3 -52.1
*: Average rate of growth based on the first available quarters, at annual rate.
p: Preliminary figure.
Note: Shipments are not seasonally adjusted.
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Figure 7
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Figure 8

Shipments (Manufacturing)
(Percent Change Same Month Last Year)
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Note: Three month moving average.
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Figure 9

Retail Trade
(Percent Change Same Month Last Year)
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Figure 10

% : Wheat Board Price
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Figure 11

Money Supply
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TABLE S
Manitoba: Percent Changes From Same Month Last Year
REAL LEADING
REAL REAL AVERAGE INDUSTRY
WAGES & SHIP- UNEMPLOY- EMPLOY- RETAIL WEEKLY EMPLOYMENT :
DATE CPI SALARIES MENTS MENT RATE MENT TRADE EARNINGS MANUFACTURIN
JANSB3 7.7 ~2.2 -1.5 9.9 -0.7 ~-3.8 0.9 -1.7
FEB83 7.5 -3.5 -9.4 10. 1 -2.6 -5.0 ~0. 1 -1.7
MARS3 7.3 -3.5 5.1 8.7 -0.8 0.4 1.0 -5.0
APRB3 8.2 -3.8 ~-3.4 9.7 -0.7 -8.2 -0.2 -1.7
MAY83 7.6 -2.3 ~-0.6 10.0 0.7 -3.7 -0.2 3.4
JUNSB3 7.0 -2.1 0.4 9.8 0.2 3.3 1.2 1.7
JuLs3 7.1 ~2.4 0.2 8.3 1.8 3.7 1.7 3.4
AUG83 7.1 -0.7 ~0.6 8.8 4.0 -0.3 2.8 3.4
SEP83 6.0 0.2 -1.2 8.0 2.9 1.9 3.5 8.8
0cT83 5.6 2.0 0.8 9.2 3.3 4.6 2.7 9.1
NOV83 4.8 3.4 10.7 8.6 4.3 4.9 3.7 7.4
DEC83 4.7 3.0 6.6 8.6 4.5 4.1 4.3 -1.7
JAN84 6.4 4.0 4.6 8.4 3.5 5.0 2.0 -6.8
FEB84 4.8 4.5 12.4 8.5 3.7 4.5 3.2 -1.8
MARS84 3.9 11.5 8.2 3.1 3.7 2.0 -1.8
APR84 3.4 8.4 8.0 3.9 12.0 -3.4
MAYB4 2.7 7.8 3.5 0.0
JUNB4
JuLsg4
AUGS84
SEP84
0CT84
NOov84
DEC84
TABLE 6
Saskatchewan: Percent Changes From Same Month Last Year
REAL LEADING
REAL REAL AVERAGE INDUSTRY
WAGES & SHIP- UNEMPLOY~- EMPLOY- RETAIL WEEKLY EMPLOYMENT :
DATE CPI SALARIES MENTS MENT RATE MENT TRADE EARNINGS AGRICULTURE
JANSB3 6.9 -2.0 -0.8 7.6 0.0 3.1 2.1 14.3
FEB83 6.4 -2.7 -4.8 7.5 0.5 -1.3 0.6 20.3
MAR83 6.2 0.4 -8.2 7.3 0.2 -1.0 0.9 8.9
APR83 6.7 ~-6.3 0.8 7.5 0.9 -1.6 -1.1 5.2
MAYB3 7.1 -1.9 1.3 7.4 2.6 -4.3 0.1 3.4
JUNSB3 5.9 2.4 3.2 7.0 3.1 3.2 2.2 -1.1
JUL83 6.9 2.6 9.7 6.6 4.3 4.8 1.1 -4.2
AUG83 6.8 -2.1 11.8 7.4 4.5 4.3 0.3 -2.1
SEP83 6.6 -0.7 8.8 7.4 3.1 4.1 2.3 -10.7
0cT83 6.1 -0.2 14.1 7.4 3.1 5.9 0.6 ~4.2
NOV83 6.0 1.1 2.5 7.4 2.3 1.9 0.3 3.6
DEC83 5.8 2.1 11.2 7.6 2.1 -1.1 0.3 2.5
JAN84 6.2 3.4 15.4 7.4 2.1 ~3.4 0.2 1.2
FEBB4 5.5 2.2 18.4 7.6 0.9 ~-1.6 -0.1 -2.4
MAR84 4.9 . 17.5 8.4 0.5 -0.7 -0.6 2.6
APR84 4.4 18.8 7.6 0.7 3.6 12.3
MAY84 4.2 8.0 0.2 4.3
JUNB4
JuLs4
AUG84
SEP84
0cT84
NOV84
DEC84
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TABLE 7
Alberta: Percent Changes From Same Month Last Year
REAL LEADING
REAL REAL AVERAGE INDUSTRY
WAGES & SHIP- UNEMPLOY- EMPLOY- RETAIL WEEKLY EMPLOYMENT :
DATE CPI SALARIES MENTS MENT RATE MENT TRADE EARNINGS CONSTRUCTION
JANS3 8.3 -3.0 -9.1 10.2 -3.6 ~5.8 2.0 -29.1
FEB83 7.4 ~-3.5 -7.3 10.5 -3.9 ~8.2 0.3 ~-28.2
MARS83 6.6 -4.4 -7.0 11.3 -4.9 ~1.6 0.8 -29.1
APRSB3 6.9 -6.5 -2.8 10.7 -2.7 ~7.6 0.4 -22.2
MAY83 6.2 ~4.8 2.6 10.7 -0.6 -4.8 1.9 -11.8
JUNS3 5.8 -4.5 3.0 11.0 -0.6 -0.5 1.7 -13.9
JuL83 5.7 ~5.1 2.8 10.9 -1.2 1.4 1.5 -17.7
AUG83 5.3 -5.2 5.7 11.1 -0.4 -1.6 1.3 ~21.0
SEP83 4.7 -4.2 4.2 10.6 -0.2 0.4 i.2 ~25.4
0cT83 4.2 -5.4 10.3 10.2 0.6 0.1 1.5 -21.2
NOV83 4.2 -4 .1 6.4 10.7 0.4 -0.8 1.8 -23.3
DEC83 4.5 -6.3 8.6 111 -0.7 0.2 1.1 -24.2
JANB4 4.5 -4.5 15.8 10.6 -0.3 -1.5 1.4 -18.3
FEB84 4.0 -3.9 8.0 10.3 1.0 -1.1 2.1 -12.7
MARS84 3.5 9.1 10.7 0.8 -2.9 1.8 -14 .1
APRB4 2.7 14.5 11.0 -1.4 5.2 ~-23.8
MAY84 2.2 12.0 -1.8 -26.8
JUNB4
JuLs4
AUGB4
SEP8B4 . . . . . .
ocTe4 . . . . . .
NOvB4 . . . . . .
DEC84
TABLE 8
B. C. : Percent Changes From Same Month Last Year
REAL LEADING
REAL REAL AVERAGE INDUSTRY
WAGES & SHIP- UNEMPLOY- EMPLOY- RETAIL WEEKLY EMPLOYMENT :
DATE CcrPI SALARIES MENTS MENT RATE MENT TRADE EARNINGS MANUFACTURING
JANB3 6.8 -6.2 ~0.6 14.3 -6.2 -9.89 1.0 -18.8
FEB83 6.6 -6.7 O.1 13.8 -4.0 ~9.2 0.9 -12.9
MARB3 6.7 -6.3 -4 .4 13.9 -2.9 ~-5.5 1.0 -11.2
APR83 6.5 ~-6.6 6.4 13.5 -0. 1 -4.9 1.3 -7.8
MAY83 5.1 -2.9 11.3 13.7 -1.1 -1.4 3.0 -11.3
JUN83 5.1 -2.2 15.14 14.0 0.8 2.1 3.1 -3.8
JuL83 5.8 ~-0.3 22.4 13.7 1.4 0.8 1.9 ~-1.3
AUGS83 5.2 6.3 13.1 13.9 0.8 0.6 2.7 -0.6
SEP83 5.0 1.4 14.3 13.5 1.8 2.7 1.8 0.0
0cT83 4.7 ~-1.8 i8.2 13.6 0.1 4.5 0.5 -2.0
NOV83 4.3 -4.5 6.1 13.9 0.7 -1.2 -0.0 7.7
DEC83 4.7 -3.6 11.7 13.7 2.1 3.9 0.3 9.3
JANB4 4.8 -4.7 12.3 13.6 1.4 2.5 -2.4 10.9
FEB84 4.8 -6.6 -2.9 14.5 -0.4 1.1 -3.3 1.3
MARB4 4.4 ~-10.5 14.4 -1.3 0.8 -3.3 -4.0
APR84 4.2 -3.6 15. 1 -1.9 3.5 -6.5
MAY84 4.6 15.6 -1.6 -3.4
JUNB4
JuLs4
AUGB4
..SEPB84
0CT84
NOvag4 .
DEC8s4 .
Note

* All data presented here were extracted from the CANSIN, University
Base and processed using the Statistical Analysis System.
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SQURCES AND DEFINITIONS

Series Mo

on CANSIM
Average Weekly Earnings, Alberta D70L4160
British Columbia D70L316
Canada D700169
Manitoba D704010
Saskatchewan 0704060
Bank Rate B14006
Change in Stocks DL0O613
"Composite Leading Index, Canada Dg9L75
United States D99LB6
CPI1, Calgary D133160
Edmonton D132953
Regina D132539
Saskatoon ) D1327L46
Total D130000
Vancouver D133367
Winnipeg D132331
Degree of Utilization of Production
Capacities in Manufacturing B60003
Employment, Alberta D769068
British Columbia D769231
Canada D767608
Manitoba D768792
Saskatchewan D768930
Exports D4O618
GNE DL40593
Help Wanted |ndex ‘Canadian Statistical Review

(Stats. Canada)

Housing Starts, Alberta D8L5669
British Columbia DBLE6TO
Canada DLOLS
Manitoba DBL5667
Saskatchwan DBLEE6S

Imports DL0620
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Investment,

Labour Force,

Leading Industry
Employment,

M1

M1A

M2

M3

Private Consumption

Public Consumption

Real Average Weekly
Earnings,

Real Wages and Salaries,

Retail Trade,

Shipments,

Western Economic Review,

Total

Public

Residential
Non-Residential
Machinery and Equipment

Alberta

British Columbia
Canada

Manitoba
Saskatchewan

Alberta

British Columbia
Manitoba
Saskatchewan

Alberta

British Columbia
Canada

Manitoba
Saskatchewan

Alberta

British Columbia
Manitoba
Saskatchewan

Alberta

British Columbia
Canada

Kanitoba
Saskatchewan

Alberta

British Columbia
Canada

Manitoba
Saskatchewan

D40601
DL0602
D40608
D40609
DLO610

D769067
D769230
D767606
D768791
D768929

D771553
D771562
D771532
D770343

B1627
B1624
B1630
B1628

D4LO59L

DL40O600

D704160/D132953
D704316/D133367
D700169/D130000
D704010/D132331
D704060/D132539

D52L45/D132953
D52L46/D133367
D5243/D132331
D524L/D132539

D651171
D651347
D650087
D650907
D651083

D310702
D310723
D310030
0310660
D310681
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Unemployment Rate, Alberta p769070
British Columbia pD769233
Canada B767611
Mani toba D76879k
Saskatchewan p768932
Wheat Board Price, Alberta p239123
Manitoba 0239117
Saskatchewan p239120
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