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Survey of Canadian
Manufacturing 1985

Greg Mason,
Director,
ISER.

Lawrence Mercer,
Research Analyst,
ISER.

AN OVERVIEW OF CANADIAN MANUFACTURING

For some years the Canadian manu-
facturing sector has been the sub-
ject of investigation, concern and
policy prescription. Throughout the
seventies various organizations is-
sued research reports chronicling
the decline of manufacturing. Per-
haps the most notable was the report
of the Science Council of Canada,
Uncertain Prospects which stated

...the sixties were a period of
serious decay in Canadian manu-
facturing. The end of the re-
cession, the abolition of the
Anti-inflation Board, reduced
taxes, and many other measures
which could be implemented will
not recreate the golden era of
the sixties. The troubles be-
setting our industry are too
deep-seated to be resolved by
the implementation of short-term
or superficial measures[1].

Cited in this report as
seated" problems were:

the ‘''deep-

Western Economic Review,

- recession over 1975-76;

- international competition;

- productivity decline;

- import substitution;

and devel-

- inadequate research
opment; and,

~ 'poor" business climate.

To begin it is wuseful to note
that the experience of Canadian man-
ufacturing has paralieled manufac-
turing in the United States. Thus,
the decline in Canada is not really
unique; more likely it represents
the outcome of similar structural
forces and competitive environments.
Figure 1.1 shows some evidence in
support of this claim. The course
of manufacturing employment in both
countries has been remarkably the
same over the past three decades.
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Figure 1.1

Manufacturing Employment as a Percentage of Total Employment
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The declining share of manufac- vantage. Table 1.1 is perhaps the
turing in national economic activity easiest way to view this.
is readily apparent from almost any

TABLE 1.1

Manufacturing as a Percentage of Total Economic Activity

1960 1970 1980 1984

Employment 21.4 20.7 17.3 15.2
Value Added 26.4 23.3 20.6 18.3
Investment 17.2 21.7 16.7 13.1

Western Economic Review, Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]




The reduced share of manufactur-

3

services and increasing for manufac-

ing is obviously ‘'compensated" by tures. Primary sector activity has
services as shown in Figure 1.2. tended to decline since 1926 when
Prior to 1941 the share in total ec- the first reliable information be-
onomic activity as measured by gross comes available.
domestic product was decreasing for
Figure 1.2
Gross Domestic Product at Factor Cost Distribution by Sector
(In % Shares)
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In terms of major indicators, em- ployment compared to the total has

ployment tends to dominate policy
and consciousness. Current levels
of joblessness focus attention on

this indicator of economic "health."
In manufacturing the decline in em-

Western Economic Review, Vol. 5,

been sharp and regular as shown be-
low in Figure 1.3. Noteworthy is a
brief period, in the early to
mid-sixties when the overall trend
was reversed.

No. 2, Summer 1986 [ISSN 0715-L577]
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Figure 1.3
Canadian Manufacturing Employment as a Percentage of
Total Employment
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A key explanation of the decline stration that these international
in manufacturing employment lies in events have left fundamental changes
technical change. Throughout the in the Canadian economy in their
period 1956 until 1971 the output  wake.
per worker increased steadily and Figure 1.4 shows both the effects
rapidly. Thus while the number of of technical change in terms of a
workers was declining, overall out- steady increase in output per work-
put was increasing. . er, and also the levelling off, then
in 1971 the story changes. The decline in productivity in manufac-
recession of the seventies, provoked turing in the early 1980's. It is

by the energy "crisis! and the deep
depression of the early eighties
have left a deep mark on manufactur-
ing in Canada. Indeed, a key aspect
of this presentation is the demon-

Western Economic Review,

difficult to bring the numbers com-
pletely up to date, since the meas-
ure of output here is real value
added, and these numbers do not be-

come available for two years[2].
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Figure 1.4

Real Output per Worker in Canadian Manufacturing

14000 1
12000 1
10000 1
8000 1
6000 1
40001
2000 1
o.l ] L v L] L] ] ) 1
1956 1960 1964 1968 1972 1976 1980 1984
YEAR
From Figure 1.4 it is apparent in the national economy and changes
that the recession of 1971-73 and in employment in manufacturing. Ex-
subsequently the depression of amination of Figure 1.5 also indi~-
1981-82 have had marked impacts on cates that changes in manufacturing
manufacturing. Table 1.2 below employment is strongly related to

relation between periods
and recession (R)

shows the
of expansion (E)

Western Economic Review,

the business cycle[3].
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TABLE 1.2

Employment in Manufacturing

Average Annual Percentage Change Over the Business Cycle

February 1961 to May 1974 (E) 2.1
June 1974 to March 1975 (R) - 7.4
April 1975 to October 1979 (E) 0.8
November 1979 to June 1980 (R) - 5.4
July 1980 to June 1981 (E) k.7
July 1981 to December 1982 (R) -10.4

January 1983 to April 1985 (E)

Note: E = Expansion, R = Recession

The data only permit suggestive
references to the relationship be-
tween the business cycle and the
manufacturing industries. Major el-
ements of the story, such as a stan-
dardized indicator for output appear
irregularly and only on an annual
basis. At first glance, the initial
period, until 1980, saw the business
cycle and changes in manufacturing
employment quite congruent. During
the last depression, it appears as
though this relationship has become
less pronounced. Consider Figure
1.5, where changes in real GNP are
compared to changes in manufacturing
employment. Over the longer period,
there 1is an apparent relation be-
tween activity in manufacturing and

Western Economic Review,

the national economy. This rela-
tionship has tended to weaken
through time. Two reasons for this
exist. First, as manufacturing be-
come less important in the national
economy, it will have less effect on
the overall economy, and therefore
influence total output to a lesser
extent. Second, feedback from the
national economy to manufacturing
apparently is declining which im-
plies national recovery can occur,
at least to some extent, without
having significant impact on the
manufacturing sector as a whole.
Certainly some subindustries, nota-
bly auto manufacturing, will in-
crease with a rise in overall activ-
ity.
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Figure 1.5

Changes in Manufacturing Employment
Compared to Changes in Real GNP
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It is easy to overstate the div- harbinger.
ergence of the national economy and First, compare investment in man-
the manufacturing sector. Recent ufacturing to total investment.
evidence seems to indicate that at Over the period 1926-1985, invest-

long last the manufacturing sector ment in manufacturing has lagged
A useful measure of well behind investment in other are-
the short-term activity in any sec- as of the economy. Figure 1.6 also

is recovering.

tor is the change

(real gross fixed

tion). This indicator is a valuable the recent depression.

in investment shows the wvolatility of investment
capital forma- and the sharp decline produced by

Western Economic Review, Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]




Figure 1.6

Gross Fixed Capital Formation

Manufacturing Versus the Total Economy
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Most recently, there is some evi- investment is also apparent. In
dence that investment is recovering Figure 1.7 it is apparent that manu-
as shown in Figure 1.6, but it is facturing is declining relative to
important to view these recent in- the primary sector. This chart is
creases in the context of the longer distorted by the extraordinary in-
term trend. The question is simply crease in capital formation in the
whether or not the current increase western and off-shore oil and gas

in invesitment
persist beyond the highs
1973.

Compared to
relative decline

in

of

Western Economic Review,

levels will exceed and

other sectors,
manufacturing

industries. This has dominated all
measures of investment activity and
makes it hard to trace the course
and destination of investment within
the economy.

1980 or

the

Vol. 5, No. 2, Summer 1986 [ISSN 0715-L577]



Figure 1.7

Gross Fixed Capital Formation
Distribution by Sector (In % Shares)
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This figure show that of the to- ment in oil and gas has dramatically
tal, manufacturing has declined in boosted activity in that sector,
terms of investment activity. How- which tends to overstate the appar-
ever, the information is distorted ent reduced share of manufacturing

by the fact that since 1970, invest- in total investment.
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MANUFACTURING AND THE REGIONAL ECONOMY

1.1 OVERVIEW

Throughout the sixties and seven-
ties, culminating in the policies of
the Department of Regional Economic
Expansion and the development pro-
grams pursued by every province and
municipality, manufacturing employ-
ment was a major goal, A host of
policies were aimed at enticing in-
dustry to locate in various regions
ranging from outright grants to tax
expenditures. More recently, some
provinces have begun to explore de-
velopment agreements whereby a firm,
in exchange for government support,
agrees to undertake specific train-
ing or guarantees a certain number
of jobs over a specified period.

Although this document cannot an-
swer how well these various policies
worked, it is possible to develop a
general perspective of manufacturing
at the provincial level. A certain
artificiality exists in this analy-
sis, since provincial boundaries do
not reflect a "natural" economic re-
gion. Indeed all political and ad-
ministrative borders are artificial
and, in the same way they tend to
distort policy, economic analysis is
forced to become somewhat more arti-
ficial than were the country as a
whole the sole focus of attention.
The simplest way to understand this
is to imagine that the three prairie
provinces were one, and what a dif-
ference that would make to our per-

Western Economic Review,

ception of the relative prosperity
of the three sub-regions which were
onhce provinces.

This chapter reviews the manufac-
turing sector at the provincial lev-
el, using employment, shipments and
real investment as indicators of
performance. One important caveat

must be made at the outset. As the
focus shifts to regional economies,
the availability of data becomes

more limited. At times, the resolu-
tion on a particular provincial
economy is reduced, obscuring analy-
sis and definitive conclusions.
This is most apparent for the Atlan-
tic region.

1.2 BRITISH COLUMBIA

The recent depression has pro-
foundly affected B.C. This is very
apparent in the performance of its
manufacturing sector.

1.2.1 Employment

The employment index for B.C.
manufacturing has remained above na-
tional levels since 1963, but the
recession of 1973-74 and especially
since the downturn of 1981-83, the
provincial manufacturing index has
declined sharply, more so than na-
tional trends.

Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]1
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Figure 2.1

Index of Employment in Manufacturing (1961 = 100)
British Columbia Compared to Canada
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2.2.2 Shipments province and at the national level.

Points above the line indicate pro-
One simple way to look at perform- vincial performance in excess of the
ance over the last decade is to com- nation, while points below show that
pare growth in shipments compared to the national industry has grown
Canada as a whole as shown in Figure faster than the provincial industry
2.2[4]. In chart the diagonal shows throughout the period 1971-84[5].
the positions of equal growth in the

Western Economic Review, Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]
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Figure 2.2

Annual Percentage Change in Real Shipments, 1971-1984
British Columbia Compared to Canada
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Note:

M=Manufacturing, PB=Food and Beverages, TO=Tobacco Products,
RP=Rubber and Plastics, LEw=Leather, TX=Textiles, KM=Knitting
Mills, CL=Clothing, WO=Wood, FF=Furniture and Fixtures,
PA=Paper, PR=Printing and Publishing, PM=Primary Metals,
MP=Metal Fabricating, MA=Machinery, TE=Transportation
Equipment, EP=Electrical Products, NM=Non-metallic Mineral
Products, PC=Petroleum and Coal Products, CH=Chemical
Products.

See footnote 5 for an explanation of this chart.
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From Figure 2.2 it is clear that
most sectors in B.C. manufacturing
have done relatively worse than Can-
adian manufacturing as a whole. One
industry - furniture and fixtures
(FF) =~ declined provincially while
growing nationally. The one really
significant area of manufacturing
growth has been in transportation
equipment (TE) which has grown both
regionally and nationally at compar-
atively high rates largely as the
result of recent public policy ini-

tiatives.
2.2.3 Investment

Investment in manufacturing has
been very volatile. Particularly

13

noteworthy is the sustained increase
between 1976 and then sharp collapse
in 1982. While Canada as a whole
has exhibited a general increase in
investment levels over the period
1966-1985, with the national index
standing almost thirty points higher
in 1985 compared to 1966, in B.C.
the level of the index in 1985 is
actually 20 points lower than in
1966. The large increase in the
latter part of the seventies re-
flects increased investment in pulp
and paper as well as energy related
{coal) development. The sharp col-
lapse in 1982 is related both to the
recession and possibly to overexpan-
sion in equipment for resource ex-
traction and processing.

Figure 2.3

Index of Real

Investment in Manufacturing (1966 = 100)

British Columbia Compared to Canada

1965 1969 1973

YEAR
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2.2.4 Summary
The mark of the recessions is

clear, but longer-run change is also
evident. Over the period 1966-1985
manufacturing in B.C. has declined
in terms of employment, real levels
of shipments and levels of real in-
vestment.

2.3 ALBERTA

2.3.1 Employment

The employment picture in Alberta
was very favourable wuntil the de-
pression of 1981-82. Until this,
provincial manufacturing emplioyment
outpaced national performance. The
recession of 1973-74 had no impact
on employment - indeed, there is ev-
idence to suggest that employment in
manufacturing grew throughout this
period.

Figure 2.4

Index of Employment in Manufacturing
Alberta Compared to Canada
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of 1981-83 had a
Alberta manufac-

The depression
profound impact on
turing and employment fell to 1974
levels. At this point, the jobs
lost in manufacturing have not been
recovered, despite renewed economic
activity in the province.

Western Economic Review,
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2.3.2 Shipments

Over the period 1971-84, due to very
strong growth in the seventies, the
growth in shipments rapidly outpaced

national performance. Only in one
sector, wood products (WD), was na-
tional performance superior to pro-

vincial activity.

Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]
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Figure 2.5

Annual Percentage Change in Real Shipments, 1971-1984
Alberta Compared to Canada
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Note:
M=Manufacturing, FB=Food and Beverages, TO=Tobacco Products,
RP=Rubber and Plastics, LExLeather, TX=Textiles, KM=Knitting
Mills, CL=Clothing, WO=Wood, FF=Furniture and Pixtures,
PA=Paper, PR=Printing and Publishing, PM=Primary Metals,
MP=Metal Fabricating, MA=Machinery, TE=Transportation
Equipment, EP=Electrical Products, NM=Non-metallic Mineral
Productd, PC=Petroleum and Coal Products, CH=Chemical
Products.

See footnote 5 for an explanstion of this chart.

Western Economic Review, Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]




17

Many industries have significantly turing investment quite startling.
outperformed national levels and The sheer magnitude of the Alberta
cannot be conveniently plotted. investment boom causes the entire
. scale of the graph to shift. What

goes up must come down it seems, and

2.3.3 | nvestment with the boom came an equally flam-
boyant bust. In 1984-85 the level of
Investment in Aiberta has been dra- investment in Alberta manufacturing

matically different than for other had receded to near 1976 levels, and
regions. The impact of the oil boom there was little sign of a turn-
is very clear and the relationship around.

between a resource boom and manufac-

Figure 2.6

.Index of Real Investment in Manufacturing (1961 = 100)
Alberta Compared to Canada
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2.3.k  Summary

Alberta is the classic resource
based economy, with sharp expansion
and recovery. wWhat the data pre-

sented above clearly demonstrate is
that resource sector activity can
have a profound influence on the
manufacturing sector. With an era
of stability emerging in oil prices,
it is likely that growth in manufac-
turing will be more measured in the
near future.

2.4 SASKATCHEWAN

2.4 Employment

Saskatchewan manufacturing has shown
steady growth throughout the study

period. This is apparent in the em-
ployment data. Until 1976 the pro-
vincial employment index remained

below that of the nation as a whole.
In 1972, the provincial employment
index began to increase more rapidly
than national trends, and more re-
cently, especially since the recent
depression has significantly outper-
formed Canadian manufacturing em-
ployment. What is also significant
is that the employment index has re-
cently been registering increases,
while in almost every other region
and the nation the employment index
in manufacturing is only just show-
ing signs of life.

Figure 2.7

Index of Employment in Manufacturing (1961 = 100)
Saskatchewan Compared to Canada
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There is one very important peoint
with respect to Saskatchewan manu-
facturing performance, especially in
relation to a province such as Mani-
toba. {in many ways manufacturing in
Saskatchewan is undeveloped and "im-
mature.'[6] Recent growth is largely
due to industries such as food and
beverages expanding in response to
population increases, and secondary
processing of products such as po-
tash and various agricultural prod-

ucts. Saskatachewan growth in manu-
facturing during the seventies and
eighties may simply be reflecting

the maturation associated with ado-
lescence, whereas in other regions,
this occured some decades ago.

Western Economic Review,
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1.4.2  Shipments
Data at the subindustry level be-

comes less available for Saskatche-
wan. This is due to the relatively
small number of sectors on which
there is sufficient data to allow
the release of information without
risking violation of confidentiali-
ty. This is also a reflection of
the relatively underdeveloped state
of manufacturing in the province.
With respect to output, Saskat-
chewan manufacturing has tended to
outperform the nation over the peri-
od 1971-84, aithough not as dramati-
cally as its neighbour to the west.
Wood (W0) and furniture (FF) lagged
behind national performance, but ma-
chinery (MA) and non-metallic miner-
als (NM) (potash) were significant
performers for the province.

Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]




Figure 2.8

Annual Percentage Change in Real Shipments, 1971-1984
Saskatchewan Compared to Canada
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RP=Rubber and Plastics, LE=Leather, TX=Textiles, KM=Knitting
Mills, CL=Clothing, WO=Wood, FP=Furniture and Fixtures,
PA=Paper, PR=Printing and Publishing, PM=Primary Metals,
MF=Metal Pabricating, MA=Machinery, TE=Transportation
Equipment, EP=Electrical Products, NM=Non-metallic Mineral
Products, PCw=Petroleum and Coal Products, CH=Chemical
Products.

See footnote 5 for an explanation of this chart.
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2.4.3 |nvestment parent. Indeed, unlike the other
western provinces (Manitoba includ-
The investment picture in Saskatche- ed) and Canada as a whole, the index
wan manufacturing is interesting. of real investment has already ex-
It too shows the resource boom/bust ceeded pre-1981-83 depression lev-
cycle, but the upward trend is ap- els. This is strong performance.
Figure 2.9

Index of Real Investment in Manufacturing (1961 = 100)
Saskatchewan Compared to Canada

3201
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260 1
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2.4.4 Summary Saskatchewan simply started from a

smaller base, and absolute increases
Saskatchewan manufacturing has grown in activity tend to cause high
steadily and at a more consistent growth rates. However, there is no
rate than other areas of the coun- reason to believe that performance
try. In an important sense this is is slowing and the substantial re-
due to the relative underdevelopment covery in real investment augurs
of manufacturing in the province. well for the future.
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2.5 MANITOBA

Manitoba was the first western prov-
ince to industrialize. It has a di-
versified manufacturing base, but
there are indications of longer term
change.

ployment index in manufacturing
lagged behind the nation as a whole
until 1976, but upon catching up to
Canada it then began to decline in
step. Compare this with Saskatche-
wan and Alberta performance above,
and Atlantic province performance

below. The recession of 1973-74 and
the latest depression of 1981-83
2.5.1 Employment both reduced manufacturing employ-
ment with present Jlevels close to
Consider Figure 2.10 below. The em- 1966.
Figure 2.10

Index of Employment in Manufacturing (1961 =
Manitoba Compared to Canada
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2.5.2 Shipments

Some sectors have grown faster than
national counterparts, others have
not. Conspicuous among the '"losers'
over the 1970-8k4 period were primary

Western Economic Review,
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metals (PM), Textiles (TX) and to a

lesser extent Food and Beverages
(FB). The '"winners' have included
machinery (MA) and electrical prod-
ucts (EP).
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% CHANGE FOR MANITOBA

Western

Figure 2.11

Annual Percentage Change in Real Shipments, 1971-1984
Manitoba Compared to Canada

o

-

-

b
b

% CHANGE FOR CANADA

Note:
M=Manufacturing, FB=rFood and Beverages, TO=Tobacco Products,
RP=Rubber and Plastics, LE=Leather, TX=Textiles, KM=Knitting
Mills, CL=Clothing, WO=Wood, FF=Furniture and Fixtures,
PA=Paper, PR=Printing end Publishing, PM=Primary Metals,
MF=Metal Fabricating, MA=Machinery, TE=Transportation
Equipment, EP=Blectrical Products, NM=Non-metallic Mineral
Products, PC=Petroleum and Coal Products, CH=Chemical
Products.

See footnote 5 for an explanation of this chart.
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2.5.3 | nvestment , higher (or lower) than previous

peaks (or troughs)?" The recent in-
Investment performance in Manitoba crease in manufacturing investment
manufacturing can be roughly divided has been sharp and sustained over
into two phases. From 1956-1971 two years. But there is still some
there .was a general upward trend considerable distance to go before
while from 1972 to the present there surpassing the previous peak of 1982

has been general decline. In exam- and even further before exceeding
ining a series such as Figure 2.12 the peak of 1970-71. To be sure,
below, it is always important to the recent initiation of hydro de-
look at the "peaks' and 'valleys." velopment could take the index above

The key question is not whether the previous highs with resulting fav-
trend is up or down (although this ourable impact on manufacturing em-
is important), but rather, '"will re- ployment and output.

cent increases (or declines) be

Figure 2.12

Index of Real investment in Manufacturing (1961 = 100)
Manitoba Compared to Canada
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2.5.4 Summary

With its '"mature’ manufacturing sec-
tor Manitoba has experienced some
losses due to the recessions of the
seventies and early eighties. Also
longer term decline over the study
period is evident. It is important
to recall the caveats made in the

Western Economic Review,

first chapter. It is possible that
this is a turning point in the
structure of the economy with future
growth emerging from services. It
is also possible that the decline in
manufacturing activity could be sig-
nalling longer term decline in the
economy as a whole. it is simply
too soon for a clear conclusion.
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NOTES

* This article consists of the
first two chapters of the Survey of
Canadian Manufacturing 1985 pub-
lished by the Institute for Social
and Economic Research, | SBN

0-9691641-7-3.

[1] Science Council of
certain Prospects:
ufacturing lIndustry 1971-1977,
Minister of Supply and Services
Canada, Cat. No.:ss23 - L4/1977.

Canada, Un-
Canadian Man-

[2] Value added is computed from fi-
nancial data provided by firms
and there is often a delay in
closing the 'books." This re-
porting lag makes it very diffi-
cult to monitor the economy at
the sectoral level.

[3] The business cycle is crudely
measured by changes in real
gross domestic product. The
period 1960-1985 can be roughly
classified into expansion and
recession, and this is shown in
Table 1.2.

[4] Valued added data
rate as an output measure, but
since it is derived from balance
sheets it is available only with
a two year lag. Also it tends
to be less complete with respect
to industry coverage.

is more accu-

[6] This type of graph is a simple
way to see a ‘''shift-share' pro-
cess. Points along the diagonal

indicate industries which per-
form equally well at the provin-
cial. and. . national . .levels and
which also represent regional
growth that is probably due to
strong national growth. Points

which lie along (or close) to
the vertical axis indicate pro-
vincial industries which have

Western Economic Review,

[6]
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countered national performance
and which therefore are leading
areas for the regional economy.
Industries 1lying close 1to the
horizontal axis are those which
have had poor regional perform-
ance compared to the nation as a
whole.

These graphs are only sugges-

tive, and like shift-share anal-
ysis they are sensitive to the
choice of period used to form

the percentages and offer no ex-
planation as to why a particular

industry has led or lagged na-
tional performance.
Immature is wused in a develop-

mental, not pejorative sense.
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Rational Expectations and

Monetary Policy

Robert F. Lucas,
St. Thomas More College,
University of Saskatchewan.

PN

This paper surveys the implications
revolution for the conduct of monetary policy.
two main approaches to modelling business cycle
fluctuations and the resulting implications
The major conclusion is that ra-

covered are the

issue of credibility of policy.

of the rational expectations
Among the topics

for policy, and the

tional expectations have altered in a fundamental way the view of

policy. The new perception

gests commitment of
rules.

3.1 INTRODUCT 1 ON

In spite of some initial contro-
versy, the rational expectations hy-
pothesis appears to be firmly embed-
ded in the macroeconomic literature.
Thus, it would appear appropriate to
attempt a perspective regarding the
lasting contribution of this hy-
pothesis for the design and implie-
mentation of monetary policy. |
choose to limit the discussion to
monetary policy for two reasons,
First, there does appear to be a
consensus in the profession about
the long-run effects of. different
rates of growth of the money supply.
Yet, this consensus appears to be
lacking for fiscal policy as evi-
denced by the continuing debate
about the relevance of the Ricardian
equivalence theorem[1].

Western Economic Review,

is that of a
zero-sum game between rational agents,
the policy-maker to well-defined

non-cooperative, non-
and this perception sug-
and simple

Second, there appears to be a
growing recognition that the theory
of fiscal policy, at least as it is
applied to macroeconomic models, is
far removed from the actual conduct
of governments. In this view an un-
derstanding of the policy process is
dependent upon the assumption that
particular policies arise out of the
rent-seeking activities of a vested
interest. In contrast, there ap-
pears to be a greater willingness to
believe that monetary policy is for-
mulated through an optimizing pro-
cess designed to stabilize partiicu-
lar economic aggregates.

The literature dealing with the
design and implementation of mone-
tary policy may be dichotomized into
tactical and strategic issues. In
the former category there are a
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number of major issues of which the
following are perhaps the most im-
portant. First, there is the tradi-
tion following Poole {(1970) which
emphasizes that the choice of a par-
ticular target for control forces
variance resulting from exogenous
shocks upon other variables of im-
portance. Second, there is the is-
sue of feasibility of control and
the institutional reform necessary
to guarantee it. Third, there is
the concern, brought on by the rapid
financial innovation in North Ameri-
ca in the late seventies, that any
variable controlled by the authori-
ties will have its significance al-
tered in a fundamental manner.

The literature surrounding these
questions will not be reviewed in
this paper primarily because the hy-
pothesis of rational expectations
does not bear directly upon them[2].
Rather, we will concentrate on the
strategic issues of rules versus
discretion and commitment, areas
where the rational expectations hy-
pothesis has had a major impact.

Finally, since the objective is
to provide a solid introduction to
the non-specialist, it will not pro-
vide detailed analysis such as that

found in the NBER volume edited by
Fischer (1980b).
Before proceeding with a discus-

sion of monetary policy however, it
will prove useful 1to review briefly
the major innovations in macro mod-
elling which have accompanied the
development of the rational expecta-
tions hypothesis. in what follows,
Section 2 discusses the natural rate
and rational expectations hypoth-
eses. Section 3 introduces the time
inconsistency property of optimal
policy and Section L4 summarizes the
major conclusions.

Western Economic Review,
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3.2 THEORIES OF THE BUSINESS
CYCLE[3]

There are two alternative ap-
proaches to modelling business cycle
fluctuations which have broad sup-
port in the discipline. These are
the market-clearing, imperfect in-
formation approach identified with
Lucas (1972, 1976, 1977) and Barro
{(1976) and the non-market-clearing,
over lapping contracts, approach as-

sociated with Hall (1975), Taylor
(1979, 1980), Fischer (1977a) and
Phelps and Taylor (1977). While
these alternatives differ dramati-

cally from the market-clearing mod-
els in their view about the underly-
ing market processes, they share
important characteristics. Specifi-
cally, they both ascribe to the nat-
ural rate and rational expectations
hypotheses and, as a consequence,
they both yield the implication that
policy should be formulated in terms
of a rule. The major contentious
issue between proponents of the two
approaches is the particular form of
the rule. The advocates of non-mar-
ket-clearing propose a feedback com-

ponent to the rule while market-
clearing advocates view this
property as irrelevant at best and

probably undesirable. However, be-
fore discussing this aspect of disa-
greement, it is probably useful to
review the areas of agreement.

3.2.1 The Natural Rate Hypothesis

The natural rate hypothesis, at-
tributed to Phelps (1967) and Fried-
man (1968) states that for a given
state of preferences and technology
the behaviour of individuals if
based on correct expectations of the
inflation rate will generate unique
values of economic aggregates such
as output and employment. These
values are referred to as natural
rates. However, actual rates of
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output and employment can differ
from their natural values to the ex-
tent that individuals incorrectly
perceive or forecast inflation.
Moreover, there is a unique rela-
tionship between the difference of
actual and natural values and the
unanticipated component of the in-
flation rate.

The theoretical foundation for
this hypothesis is the homogeneity
property of individual demand and
supply functions which states that
plans based on optimizing behaviour
are a function of endowments and
relative prices but not of nominal
prices. It is natural to think of a
Walrasian market-clearing model when
contemplating natural rates and in
fact Friedman utilized this model in
his development of the hypothesis.
Yet, the natural rate hypothesis can
also be embedded in models where
markets do not clear such as that of
Barro and Grossman (1976). Because
this proposition follows directly
from optimizing behaviour it has
wide support in the profession as a
necessary property of any correctly
specified model. McCallum (1982)
argues further that nonconformity of
a model to the natural rate hypothe-
sis is prima facie evidence of some

type of irrationality which will
render it vulnerable to the Lucas
(1976) critique. That is, the model

will not be policy-invariant and, as
a consequence, it will not be able

to accurately predict the conse-
quences of alternative policy op-
tions. Therefore, it cannot be a
suitable vehicle for policy analy-

sis.

Despite its impeccable theoreti-
cal underpinnings, however, it is
probably safe to say that had the
seventies not provided the empirical
support for it, this hypothesis
would not have gained such over-
whelming support. As Lucas (1982)
has observed, when Phelps and Fried-
man presented this hypothesis the

data necessary to distinguish it
from the prevailing view of a stable

short~run Phillips Curve was not
available.
3.2.2 The Rational Expectations

Hypothesis

The second major development in
macro theorizing since 1968 was the
popularization by Lucas (1972,
1976) , Sargent and Wallace (1975)
and Barro (1976) of the concept of
rational expectations first proposed
by Muth (1961). In retrospect, this
hypothesis represents a logical ex-
tension of economic theory since it
simply extends the principle of op-
timization to the acquisition and
processing of information. Never-
theless, it was greeted initially
with some skepticism[L4].

As Grossman (1980) has noted, the
hypothesis of rational expectations
as originally formulated involves
two major assumptions about the
availability and use of information.
First, it assumes that individuals
know enough about the structure of
the economy to forecast accurately
on average the effects of changes in
the money supply. 0f course, this
assumption can be modified to allow
for learning (Friedman (1979)) but
generally the implicit view is that
it pertains to stationary states in
which the process of learning is
complete. This assumption is some-
times referred to as the model con-
sistent property of rational expec-
tations. That is, if one builds a
model to explain the process of
price generation, then agents will
utilize this model to derive condi-
tional forecasts of the price level.
Furthermore, this interpretation
renders moot the question of whether
the model is true in any fundamental
sense[5].

A corollary of this assumption is
that if monetary policy involves
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systematic responses to fluctuations
in economic aggregates about their
natural rates, then individuals will
be able to accurately forecast this
response regardless of whether the
policy authority provides informa-
tion about it or not.

The second major assumption is
that individuals are able to adjust
their behaviour as a result of their
expectations. That is, there s
some time frame within which markets

clear. 1In the imperfect information
approach alluded to above, there is
instantaneous market clearing. In

the overlapping contract models, in-
dividuals can react to new informa-
tion only when contracts are renego-

tiated. They attempt to achieve
market clearing but this attempt is
successful only in an asymptotic
sense.

The combination of these two as-
sumptions with the natural rate hy-
pothesis vyields the neutrality or
policy-ineffectiveness proposition -
namely, that the systematic compo-
nent of monetary policy has no in-
fluence on average on the difference
between actual and natural levels of
real economic aggregates. In its
strong form (when it is assumed that
market clearing 1is instantaneous)
the proposition precludes any scope
for systematic policy. However, in
its weak form (when it is assumed
that market-clearing is approached
asymptotically) there is still a
role for systematic policy. This
result obtains  because private
agents are unable to take advantage
of new. information as quickly as the
policy authority. I will return to
a discussion of this point in Sec-
tion 3.2.3 below.
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3.2.3

Nonneutrality of Money

At first glance the neutrality
proposition would appear to be in-
consistent with the view that a
principal cause of business cycle
fluctuations is the behaviour of the
stock of money. However, this is
not the case. If one assumes that
there is an important subset of mon-
ey stock changes which are not per-
ceived or anticipated when expecta-
tions are formed, then even if
expectations are rational they will
not correspond to perfect foresight,
and the corresponding expectational
error will generate divergences be-
tween actual and natural values of
output and employment.

This nonneutrality proposition is
a feature of both the market-clear-
ing and non-market-clearing para-
digms referred to above. in the
former, it arises because of a mis-
taken perception on the part of the
individual agents about potential
gains from trade. Specifically, it

is assumed that individual prices
only imperfectly yield. information
about the aggregate price level.

Consequently, aggregate disturbances
resulting from (say) changes in the
stock of money can be mistakenly
perceived as relative disturbances
and the resulting intertemporal sub-
stitution of labour forms the basic
impulse for business cycle fluctua-
tions.
Some of the early tests of this
approach (Barro (1977a, 1978b) and
Barro and Rush (1980)) involved
testing the reduced form which im-
plies that only unanticipated money
(defined as that part of the money
supply which is not correctly fore-
cast on the basis of information
available in the preceding period)
affects the gap between actual and
natural values of real aggregates.
While there was some initial contro-
versy regarding the measurement of
unanticipated money, the hypothesis
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appears to stand up to variations in
this definition. However, Mishkin
(1983) has demonstrated that Barro's
results appear to rely wupon a rela-
tively short lag structure.
Furthermore, it is becoming evi-
dent that this reduced form is not a
proper implication of the market-
clearing approach (Barro {(1981),
Grossman (1983)). The problem ap-
pears to be that not only must money
be unanticipated but also it must be
imperfectly perceived in the current
period. |In other words, the assump-
tion of instantaneous market clear-
ing implies that if information
about the money supply is currently
available, it can be taken into ac-
count in the formation of inferences
about the aggregate price level.
Consequently, a nominal disturbance
may be identified as such and the
neutrality proposition will hold.
Since contemporaneous information
about the money supply is readily
available in the form of preliminary

estimates of the money supply, this
argument suggests the hypothesis
proposed by King (1981) that any
current observation which provides
unbiased information about current

monetary aggregates cannot generate
fluctuations in real variables about
their natural levels. Boschen and
Grossman (1983) test this hypothesis
along with a second which implies
that changes in real aggregates
about their natural values are posi-
tively correlated with revisions in
preliminary measures of changes in
monetary aggregates. This implica-
tion follows since only the differ-
ence between revised and preliminary
estimates, that is unperceived mon-
ey, should lead to misperceptions
about the origin of a disturbance.
In-other words, unperceived rather
than unanticipated money must be the
force behind business cycle fluctua-
tions in the market-clearing para-
digm. Boschen and Grossman reject
both hypotheses and they conclude

Western Economic Review,

that the market-clearing rational
expectations approach fails empiri-
cally.

The apparent failure of the mar-
ket-clearing model to provide a con-
vincing explanation for time series
data has elicited two distinct re~
sponses. Those who do not wish to
abandon the market-clearing frame-
work have taken to reinterpreting
the empirical evidence which sug-
gests a causal relationship between
money and income. Barro {(1984) ar-
gues that this evidence is consis-
tent with the view that business cy-
cles originate in real shocks with
subsequent effects on monetary
aggregates generated through the in-

teraction of financial intermedia-
tion and real aggregates. In this
view, money is indeed largely neu-

tral but it is also endogenous and
the causality of the time series
data runs from real aggregates to
monetary aggregates.

A second alternative is to ques-
tion one or both of the assumptions
underlying the market-clearing ra-
tional expectations model. One ap-
proach which has rather broad sup-
port is to relax the assumption of
market-clearing in the short-run but
to maintain the assumption of ra-
tional expectations. In the over-
lapping contract theory of Fischer
(1877), for example, agents optimize
at both the individual and market

level in that they settle on an ex-
pected real wage such that all ex-
pected gains from trade are real-

ized. However, for reasons not well
understood they sign contracts which
fix nominal wages and which specify
that employment is to be demand de-
termined.

The determination of the contract
wage depends critically upon the
price level expected to prevail over
the contract life. Expectations of
the price level are formed rational-
ly and are consistent with market-
clearing assumptions. Nevertheless,
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aggregate disturbances which were
not anticipated at the time of the
contract formulation are capable of
generating an actual real wage dif-
ferent from the expected market-
clearing real wage, and, since em-
ployment in this situation is demand
determined, divergences between the
actual values of income and employ-
ment and their natural levels.

In addition, this model implies
the neutrality proposition if mone-
tary policy is correctly anticipated
when contracts are formulated. Nev-
ertheless, even if policy is unanti-
cipated when contracts are signed,
at the time of renegotiation infor-

mation about the actual values of
policy parameters will be utilized
in the calculation of the new con-

tract wage and, accordingly, the
neutrality property will obtain.
Somewhat ironically, therefore, the
very evidence initially believed to
be consistent with the market-clear-
ing approach - namely, that only un-
anticipated money will generate in-
novations in real aggregates - s
now interpreted as support for the
non-market-clearing approach.

Furthermore, in this framework
there is no role for imperfectly
perceived changes in monetary aggre-
gates. If agents are bound by con-
tracts, they cannot react to any in-
formation which may be revealed to
them. Therefore, whether or not
money is correctly perceived is ir-
relevant and the empirical failure
of the unperceived money hypothesis
has no consequences for this ap-
proach.

The attempt to combine the as-
sumptions of non-market-clearing and
rational expectations is not without
its critics. No explanation is giv-
en either for nominal wage contracts
or for employment rules which gener-
ate ex post inefficiencies which
could be avoided ex ante. As Barro
(1977b, 1984) has noted, contracts
allow for the separation of wage
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employment negotiations.

contracts should allow
for more not less mutually advanta-
geous trades to be exhausted than
spot markets where price and quanti-
ty decisions cannot be divorced.
Consequently, to assume this type of
contract, he argues, 1is to violate
the basic proposition which lies at
the heart of all economic theorizing
- namely, that agents optimize[6].

A further argument against this
approach is that the duration of the
contract is likely not exogenous to
a change in the policy regime which
(say) leads to a greater variance in
the aggregate price level. Conseq-
uently, the model may not be policy-
invariant at least to regime chang-

rate and
Therefore,

es.

In spite of these criticisms the
non-market-clearing rational expec-
tations approach maintains broad
support and for two reasons. First,

is not consis-
data while it

the main alternative
tent with time series
is. In other words, some type of
price stickiness appears to be nec-
essary to explain the short-run be-
haviour of real aggregates. Second,
models combining the assumptions of
non-market-clearing and rational ex-
pectations are relatively close in
spirit to the optimization principle
in that agents attempt to achieve
market-clearing results but for

technical factors not well under-
stood they are not able to accom-
plish this result at every point in
time.

3.2.4 Policy Implications

Since both methods of modelling
business cycle fluctuations embody
the natural rate and rational expec-
tations hypotheses, it is not sur-
prising that they share important
implications for the conduct of mon-
etary policy. in particular, each
suggests that policy should be
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viewed in terms of a rule for the
evolution of monetary aggregates
through time. This proposition fol-
lows because a rule implies that the
predictability of money will be max-
imized and, hence, expectational er-

ror regarding the inflation rate
will be minimized. Since it is ex-
pectational error which generates

divergences between actual and natu-
ral levels of real wvariables, and
because these divergences are utili-
ty-reducing, it follows that any
scheme for policy which reduces un-
certainty about future monetary
aggregates will increase welfare.

A second reason for viewing a
rule for policy as desirable follows
from the market-clearing approach
alone. The fundamental problem fac-
ing individuals in this framework is
to extract information from individ-
ual price movements regarding chang-
es in the average price level. 1 f

the policy authority generates a
large variance in the aggregate
price level by pursuing a volatile

individuals will
the majority of

monetary policy,
tend to attribute
perceived movements in individual
prices to movements in monetary
aggregates which, by assumption,
should leave real behaviour un-
changed. Consequently, when rela-
tive disturbances occur which re-
quire adjustments in resource
allocation, these disturbances will
likely be misinterpreted as nominal
in character and the necessary ad-
justments will not be made. This
response results in a misallocation
of resources with a corresponding
reduction in utility. To the extent
that a rule prevents a policy with
large variance, it must necessarily
lead to a higher level of wel-
farel7].

Notwithstanding the  consensus
about the desirability of the rule,
there is still disagreement regard-
ing the particular form of the rule.
Proponents of the
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non-market-clearing approach argue
for a feedback from the target vari-
able to the instrument of policy
while proponents of the market-
clearing approach think that a feed-

back is at best irrelevant and could
lead to less price stability. This
difference of opinion follows from

the implication of the non-market-
clearing framework that systematic
policy is capable of influencing
real variables within the contract
period because the monetary authori-
ty is capable of reacting to new in-
formation while agents, because of
the commitment to a contract, are
not. For example, suppose contracts
are signed at t-1 to prevail over
period t and the nominal wage agreed
to is based on rational expectations
of the price level for period t.
Furthermore, suppose a deflationary
shock occurs at time t which couid
not have been forecast with informa-
tion available at t-1. (eteris par-
ibus, the shock will drive the ex
post real wage above the market-
clearing real wage and employment
and output will decline below their
natural rates. I1f the monetary au-
thority perceives the disturbance
contemporaneously, it can neutralize
it through a suitably designed mone-
tary policy and thereby maintain the
natural rates of employment and out-
put.

While the above example may be
complicated by the addition of a
recognition lag, so long as there is
some persistence to the effect of
the disturbance the basic message
remains valid - namely, that even
with rational expectations there can
be a role for systematic policy to
play in the stabilization of aggre-
gate income and employment.

Given the lack of consensus re-
garding the appropriate method to
utilize in analyzing business cycle
fluctuations, the choice between an
activist and non-activist rule would
appear to depend upon the cost of
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rela-
greater output
That is,

greater price level variance
tive to the cost of
and employment variance.
if the market-clearing approach is
correct, then the feedback response
will be perceived by individuals and
the only effect of monetary policy
will be on the variance of the price
fevel. On the other hand, if the
non-market-clearing approach is cor-
rect, then the feedback response
will reduce the variance of real
output and employment.

Friedman (1977) has argued that
the real cost of price level vari-
ance could be significant and there
is some evidence of this in the work
of Mullineaux (1980) . However,
there would appear to be a presump-
tion within the profession that the

cost of output variance dominates
and hence that the rule should be
activist in nature. Yet, it should

be stressed that the rational expec-
tations hypothesis per se does not
provide any criterion for the choice
of the form of the rule.

3.3 CREDIBLE RULES

A second requirement for an opti-
mal monetary policy is that the rule
should be viewed as credible by pri-
vate agents. Credible in this usage
means that individuals must believe

that the government will carry out
policy utilizing the rule adopted.
The importance of this requirement

becomes obvious once one recognizes
that the monetary authority has a
large number of choices open to it
and one cannot determine a priori
which is the most likely option to

be undertaken. Therefore, even if
the authority announces in advance
the policy-to-be followed, the an-

believed if pri-
utilize this in-
formation of

nouncement must be
vate agents are to
formation in the
expectations.

The issue of credibility was
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first raised by Fellner (1976, 1979)
who argued that a credible policy of
disinflation would be less costly in
terms of foregone output than one
which individuals do not expect to
be pursued. The argument is
straightforward and is a special
case of the policy-ineffectiveness
proposition. An announced policy of
disinflation if believed could lead

to a revision of expectations pari
passu with the fall in inflation

without a period of higher than nor-
mal unemployment.

In the context of non-market-
clearing models the necessity of
credibility for costiess disinfla-
tion is obvious since in this frame-~
work a forecast of future policy is
crucial to the determination of the
contract wage[8]. In market-clear-
ing models, the emphasis on credi-
bility is not so well-motivated. As
noted in Section 3.2, contemporane-
ous monetary data would appear to be
sufficient to insure costless di-
sinflation since agents need not
commit themselves to a specific
course of action until information
on current money is available. Nev-
ertheless, there are many actions
such as investment decisions which
do require expectations of future
policy. Mistakes in these fore-
casts, while not necessarily imply~-
ing particular times series for out-
put, have wundesirablie implications
for the profit levels of firms and,
as such, should be avoided. There-
fore, if the government objective is
welfare maximization, then credibil-
ity will be an important feature of
any policy regardliess of the assump-
tion whether markets clear or not.

An interesting analysis of the
implications of credibility is un-
dertaken by Blanchard (1983) who in-
vestigates the impact of the 1979
change in the United States monetary
policy regime on two central macroe-
conomic equations, the Phillips
curve and the term structure of
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interest rates. He solves a simple
aggregate model under three assump-
tions about policy - namely, that
policy is believed to be random,
that the new policy is believed in-
stantaneously, and that beliefs
about policy are slowly adjusted to
the new reality. One conclusion of
this analysis is that partial ad-
justment of belief about the true
process generating money can vyield
results which bear a strong resemb-
lance to those generated under the
assumption that inflationary expec-
tations are formed in an adaptive
fashion. <Clearly, therefore, either
analysis or prediction of the re-
sponse of a macrosystem to an an-
nounced policy change depends criti-
cally upon the degree of credibility
of the policy.

There are two basic reasons why
any particular policy may not be
credible. The first and perhaps
most obvious is when the particular
option is inconsistent with other
policies being pursued. An example
of an inconsistency between policies
is explored by Sargent and Wallace
(1981) who posit a long-run budget
constraint for the government which
limits the amount of revenue it can
obtain through deficit financing.
|f the government attempts to exceed
this limit,  the resulting deficit
implies a specific rate of growth of
the money supply necessary to gener-
ate through seignorage revenue which
cannot be obtained by borrowing. In
this environment an announcement by
the central bank of a rate of growth
of the money supply less than that

implied by the Treasury Board con-
straint will have no credibility.
A second and more subtle reason

for a policy to lack credibility is
if it is in the interest of all for
the government to renege on its pol-
icy once individuals have taken de-
cisions based on the announced poli-
cy. If rational agents anticipate
this result, then obviously they
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will not believe that the announced

policy will be carried out. This
property is referred to as time in-
consistency.

If lack of credibility is gener-

ated by an inconsistent set of poli-

cies, then the solution to this
problem is straightforward - simply
choose a consistent set. However,

if the difficulty is due to time-in-
consistency, then the solution is
quite different. It would appear
that elimination of time inconsis-
tency requires some type of institu-
tional reform which limits to some
extent the ability of the monetary
authority to initiate changes in the
policy rule. in other words, not
only should policy be circumscribed
by a rule but also there should be a
significant amount of commitment to
the rule imposed from outside of the
system. Since this advice is quite
radical, particularly from the per-
spective of the monetary authority,
it is instructive to explore in more
detail the concept of time-inconsis-
tency.

3.3.1

Time-Inconsistency of
Optimal Policy[9]

As Fischer (1980a) has demon-
strated, there are three necessary
conditions for time inconsistency.
First, the policy maker's objective
is to maximize the representative
agent's utility and the agent's
utility function is knhown to the
policy maker[10]. Second, the rep-
resentative agent maximizes utility
subject to rational expectations of
the policy maker's objective func-
tion. Third, there is some distor~
tion in the system attributable to
government policy. Given these con-
ditions it 1is possible to demon-
strate that the optimal policy of
the government is to announce a par-
ticular policy, and at a later date,
once individuals have taken action
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based on this policy, to renhege on
its commitment. Somewhat surpris-
ingly, individual welfare will be
higher if the authority does dissem-
ble. The difficulty arises if
agents take into account this incen-
tive of the government to cheat. |If
they do so, the appropriate response
will be to base decision plans on
the assumption that the authority
will renege. This behaviour in turn
yields an outcome which is inferior
to that associated with pursing the
announced policy. In other words,
the only possible outcome is the
worst case scenario.

As an example, consider a two-
period analysis of a government that
spends on a public good and raises
the necessary revenue by placing
proportional taxes on labour and
capital income. A tax on current
labour income is avoidable and dis-
tortionary. However, since a tax on
current capital income cannot be
avoided, current government spending
is financed optimally by a tax on
capital income alone. Nevertheless,
it is not optimal for private agents
to believe that second period taxa-
tion will fall on capital alone
since that belief will tend to re-
strict capital accumulation too
much. Consequently, the optimal
pelicy today requires a promise to
tax both labour and capital tomorrow
such that at the margin the distor-
tion per dollar of tax revenue
raised is equalized between the two.
This policy is known as the open-
loop solution.

The problem with the open-ioop
solution 1is that once the future
arises, the government has an incen-
tive to renege and tax capital only.
Taxes on capital in the second peri-
od cannot be avoided and, therefore,
they are non-distortionary. This
solution ~ 1to tax capital alone in
each period - is the time-inconsis-—
tent solution. Clearly, the utility
of each individual is higher

Western Economic Review,

37 -

relative to the open-loop solution
since the time profile of the capi-
tal stock is the same, but under the
inconsistent solution there is no
distorting tax levied on labour in-
come in the second period.

The above solution is time-incon-
sistent because private agents will
have every reason to believe that
the government will renege on its
announced policy wupon reaching the
second period since it is in the in-
terest of all for the government to
do so. Consequently, in the first
period private agents will attempt
to avoid some capital taxation by
investing less and the capital stock
carried over into period two will be
smaller than under the previous two
scenarios[11]. Once individuals
have taken their action, the govern-

ment has no option but to carry
through the same policy in each
period - namely, the taxation of

capital only - since to do otherwise
would reduce utility even further.
This policy is time consistent in
the sense that all individuals be-
lieve the policy will be pursued and
it will in fact be carried out.
Nevertheless, this solution also
yields the lowest possible wutility
of the three since the tax is placed
on only one income thereby generat-
ing the greatest distortion.

The reason for this result is
well-known to students of game theo-
ry. As Fischer (1980a, p. 100)
notes

there is an externality at work
here in which each person acting
‘individually, and taking the ac-

tions of others (including the
government) as given, ends up
worse off than if coordinated
action were possible. The ra-
tional expectations optimum tax
allocations ..are implicity
Nash equilibria in a game with

very many players.
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The implication is that

for a

for policy
particular rule to be credi-
ble, it must be time consistent.
Yet, in the absence of further con-
straints, the time consistent solu-
tion is undesirable. If, however,
we could limit the discretion of the
government through an externally im-
posed constraint, and thereby force

it to abide by its announced deci-
sions, then the open-loop control
situation (which yields the highest

level of utility in a noncooperative
framework) can be obtained. That
is, credibility can be achieved by
ruling out dissembling behaviour on
the part of the authorities.

The analysis of time-inconsisten-
cy has been extended by Barro and
Gordon (1983a) to the area of mone-
tary policy. They assume an economy
characterized by an expectations-
augmented Phillips Curve and a gov-
ernment which seeks to minimize an
intertemporal cost function which is
an increasing function of the gap
between the actual and target unem-
ployment rates and the actual infla-
tion rate. The target unemployment
rate is assumed to be a fraction of

the natural unemployment rate be-
cause in the presence of unemploy-
ment insurance and income taxation

the natural rate will tend to exceed
the level associated with efficien-
cy. The actual inflation rate en-
ters the cost function because of
either the cost of changing prices
or the inefficiency associated with
the inflation tax on real balances.
It is assumed that the cost function
reflects the preferences of individ-
ual agents.

The problem facing the government
may be described as follows. It is
optimal to generate an unemployment
rate less  than the natural rate in
every period. However, the only way
this can be accomplished is by gen-
erating systematic expectational er-
ror. |f expectations are formed ra-
tionally, then it will not be
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possible through a systematic policy
to generate the desired expectation-
al error. Consequently, the optimal
policy will entail setting a rate of

growth of the money supply consis-
tent with a =zero long-run inflation
rate. That is, the only cost the

government can minimize is that due
to inflation and therefore it should
announce a policy of zero inflation.
We can characterize this as the
open-loop control solution. As in
the preceding example, this solution
is not time consistent since if
agents enter a period with zero in~
flationary expectations, the mone-
tary authority can generate an unan-
ticipated inflation thereby driving
the realized unemployment rate clos-
er to the target rate. Furthermore,
it is in the interest of private
agents for the government to renege
on its policy since welfare will be
higher in this situation.

Barro and Gordon demonstrate that
the consistent solution is the solu-

tion to a non-cooperative game be-
tween the central bank and a large
number of private agents with the
following characteristics. Individ-

uals know that the government enters
each period with the freedom to
choose any inflation rate treating
private expectations of inflation as
constant. Since they know the ob-
jective function of the government,
the rational expectations hypothesis
implies that in their formation of
expectations they take into account
the incentive for the government to
deceive them. Formally, they solve
at time t-1 for the optimal infla-
tion at time t given constant expec-
tations. This solution implies an
inflation rate such that the margi-
nal cost of a higher inflation rate
equals the marginal benefit of a
lower unemployment rate. Individu-
als then rationally anticipate this
inflation rate for period t.

At time t, the monetary authority
still retains the option of
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generating an inflation
than anticipated and thereby reduc-
ing unemployment. However, it will
not have an incentive to do so since
individuals will have chosen an ex-
pected inflation rate such that the
marginal cost of additional infla-
tion is equal to the marginal ben-
efit of lower unemployment. Conseg-
uently, the government can do no
better than generate an inflation
rate equal to the expected rate and
the solution will be time consis-
tent. As in the case analyzed by
Fischer, however, this is the worst
possible outcome. Over time there
is a positive inflation rate yet
since it is fully anticipated the
unemployment rate equals its natural
level. As a consequence, society
incurs the cost of this inflation
without any corresponding benefit.
Once again it 1is possible to
achieve the open-loop control solu-
tion (the optimal solution) if it is
possible to constrain the future ac-
tions of the central bank. For ex-
ample, if the authority is bound to
a once-and-for-all choice of a rule
for policy, it will recognize that
it has no control over the unemploy-
ment rate and it will choose a rule
designed to insure zero inflation in
all periods. Since individuals know
the authority is committed to the

rate larger

rule, it will be credible and, ac-
cordingly, the expected inflation
rate will be zero as well. There-

fore, a commitment of the authority
to a particular rule will generate a
rise in social welfare[12].

Barro and Gordon concluded that
the presence or absence of commit-
ment is the single most important

distinction between rules and dis-
cretion. The traditional argument
in favour of discretion is that a
rule needlessly restricts the free-
dom of the central bank to do good.
The conventional response to this
argument is that a rule also limits
the ability of the bank to do harm.
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The importance of the consideration
of credibility 1lies in the conclu-
sion that even if the government
correctly optimizes each period, an
inability to generate credibility
will yield an outcome inferior to a
situation where long-term contracts
with the public are feasible. From
this perspective, - "discretion
amounts to disallowing a set of
long-term arrangements between the
policymaker and the public. Purely
discretionary policies are the sub-
set of rules that involve no guaran-
tees about the government's future
behaviour." (Barro and Gordon,

(1983a) p. 607.)

2.3.2 Monetary Rules

wWhile there is general agreement
that a rule and a commitment to a
rule are two necessary conditions
for an optimal policy, there is much
less concensus about the general
characteristics of a rule necessary
to insure credibility. In this sec-
tion we outline some of the more im-
portant considerations.

First, it may be desirable to
have the rule contingent on particu-
lar outcomes such as wars since an
important reason why governments may

wish to generate unanticipated in-
flation is to raise revenue. Unan-
ticipated inflation amounts to a

lump-sum tax on money and nominally
denominated bond holdings and as
such it can generate revenue without
incurring the distortions associated
with a personal income tax. This
consideration would loom largest in
wartime when the distortions would
have the most deleterious effect.
Nevertheless, the difficulty with
contingent rules is that they may be
difficult to verify. The more con-
tingencies embedded in the rule, the
more difficult it would be to sepa-
rate the contingencies from situ-
ations where the government simply
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reneges on its commitment for the
reasons outlined above. Thus, the
rule should be as simple as possible
with exceptions limited to well-de-
fined events.

Second, an important criterion
for the choice of instrument(s) of a
rule is ability of the central au-
thority to control the instrument.
In other words, an inability to con-
trol an instrument will preclude the
possibility of credibility even if
commitment is established.

Third, questions remain regarding
the amount of information required
(and the method by which it would be

generated) to choose the parameters
of the rule. The Lucas critique re-
ferred to in Section 3.2 maintains

that parameters of reduced form mod-
els are not invariant to the poli-
cies pursued by the monetary author-
ities. Consequently, the only
manner by which the authorities can
acquire reliable information regard-
ing the parameters of a rule is to
estimate a complete structural ra-
tional expectations macro model. In
principle this is possible, but it
remains a formidable task.

The above considerations would
suggest that commitment to a rule
should not be viewed as a once-and-
for-all choice of a particular rule
but rather as a recurring commitment
for a well defined duration. This
would allow the authorities to modi-
fy the rule in light of new informa-
tion acquired under the rule as well
as to respond to structural change.
Yet, during the commitment period,
uncertainty resulting from policy
actions would be eliminated.

Finally, we turn to the issue of
the type of institutional reform
necessary to achieve commitment. It
is..not clear. that economists have
any comparative advantage in the de-
sign of such reform. Nevertheless,
two comments appear in order.
First, for the commitment to be tak-
en seriously, it must be imposed
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upcen the centratl bank from without.
Casual observation of the policy-
making process of Parliament would
suggest that it should not be viewed
as the appropriate source for the
commi tment. This leaves a constitu-
tional amendment as the obvious al-
ternative.

Second, for this proposal to have
any chance of implementation it must
originate from the central bank.
Five years ago, one might have at-
tached a reasonably high probability

on this occurrence for the Bank of
Canada appeared willing to commit
itself to a highly publicized and

easily varifiable course of action.
However, since the abandonment of Ml
targeting in the fall of 1982, the
Bank has refused to provide a bench-
mark against which their policy ac-
tions could be judged. For this
reason one must be pessimistic about
the possibility of achieving a cred-
ible rule for policy.

3.k CONCLUSIONS

The development of the rational
expectations hypothesis has had dra-
matic implications for the way in
which academic economists view poli-
cy. it does not seem too long ago
that the conventional view was one
of a policy authority facing a well-
specified policy invariant disequi-
Tibrium regime. In this framework
the principal policy problem is sim-
ply the determination of the values
for the policy instruments which
maximize social welfare. Now, ac-
cording to the proponents of ration-
al expectations the view is that of
a non-cooperative, non-zero-sum game
between rational agents. This
change in perception suggests sig-
nificant limitations on the conduct
of policy regardless of one's view
of whether the economy is best char-
acterized by market-clearing or non-
market-clearing assumptions. In
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particular, it suggests commitment
of the policy-maker to well-defined
and simple rules. Nevertheless, |
am not optimistic that the new view
of policy will be embraced enthusi-
astically by those who actually for-
mulate and execute policy. This
pessimism stems, in large part, from
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the assumption that government offi-

cials maximize utility subject to
constraints just as private agents
do and a significant argument in

their utility function is the amount
of discretion they possess over day-
to-day control of policy strategies.

Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]




L2

[1]

(2]

[3]

[4]

[5]

NOTES
This theorem states that the
method of financing government

expenditures, whether by debt or
taxes, is irrelevant since both
methods yield the equivalent ma-
croeconomic effect. See Barro
{(1978a) for the theoretical un-
derpinnings of this theorem and
Tobin (1980) for an alternative
view.

For a recent survey of this lit-
erature, see McCallum (1985).

This section borrows heavily
from Grossman's (1983) excellent
survey of the two approaches to
modelling business cycle fluctu-
ations.

Shiller (1978) surveys some of
the grounds for this skepticism.
One of the interesting problems
for future historians of econom-

ic thought to resolve is why
economists who were quite com-
fortable in deriving (say) con-

sumption functions from sophis-
ticated intertemporal optimizing
techniques would suddenly rebel
against the use of these same
techniques for the formation of
expectations. One possible ex-
planation for this phenomenon is

that the hypothesis was origi-
nally presented within market-
clearing models and perhaps
there was an initial confusion
between the two assumptions. As
subsequent developments illus-
trated, rational expectations
does not imply market clearing
although some would argue that

the two hypotheses are most nat-
urally suited to each other.

it has been argued that individ-
uals have different information
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(7]

(8]

L9l

[10] This is not quite true.

sets and they therefore likely
hold different expectations. |
do not wish to suggest that this
is an uninteresting line of in-
quiry. However, it does seem
that any objection based on ex-
pectational differences across.
agents amounts to an objection
to the methodoliogy of macroeco-

nomics, not to rational expecta-
tions per se. For better or
worse the representative agent

appears to be the basis for mod-
ern macro theory.

The
criticism is
Fischer (1977b,

standard response to this
exemplified by
1984) who argues
that, real world contracts do
take the form assumed by this
approach. Recent research in
this area (surveyed by Azariadis
and Stiglitz (1983) and Hart

(1983)) suggests that differen-
tial risk aversion and asymme-
tric information between worker

and firms may provide a ration-
ale for demand-determined con-
tracts which is consistent with
the optimization hypothesis.

See Barro (1976) for a formal
development of this hypothesis.

0f course, not only must the
policy be credible, it must be
announced sufficiently far in
advance to allow all contracts
to take it into consideration.
Otherwise a policy of disinfla-

tion even if believed could lead
to a temporary reduction in in-
come.

Although Kydland and Prescott
(1977) are responsible for the
original analysis of this prob-
lem, this section draws heavily
upon the example of Fischer

(1980a) .

If we
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[12]
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assign an arbitrary objective
function to the authority such
as the maximization of the pub-
lic interest, then the authori-
ty can at any point change its
policy and argue that it is in
the interest of all to do so.
In this situation, of course,
individuals will have no reason
to believe in any particular
policy and time inconsistency
will trivially obtain. How-
ever, the difficulty of time
inconsistency can also occur
even when the authority maxim-
izes the same wutility function
as private agents.

Specifically, individuals will
use the principle of backward
solution. This entails treat-
ing the amount of capital at
the beginning of the second
period as given and calculating
both the optimal government and
individual response. Then,
moving back one period, the in-
dividual optimizes with respect
to the consumption-saving deci-
sion taking as given the opti-
mal future government tax rates
and spending levels.

Barro and Gordon (1983b) also
consider a second manner by
which the open-loop control may
be achieved. |f the government
is concerned with its reputa-
tion, then it may be willing to
forego the short-term gain of
unanticipated inflation for the
sake of maintaining a long-run
zero inflation. This concern
creates a link between present
policy and future expectations
which is assumed to be absent
in the discussion in the text.
Nevertheless, they demonstrate
that there are a number of fea-
tures (including a high dis-
count rate) which may generate
a breakdown in the reputational

equilibrium.
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A Revised Forecast of Seeded Area
in the Prairie Provinces — 1986

Daryl F. Kraft,
Agricultural Economics,
University of Manitoba.

Joanne P. Karman,
Agricultural Economics,
University of Manitoba.

A previous forecast of seeded
acreages in western Canada was made
in February. At this time the grain
prices were based upon market condi-
tions between October 1985 and Janu-
ary 1980 and on-farm March grain in-
ventories were estimated. The
Canadian Wheat Board (CWB) initial
price for spring wheat had not been
announced. The two previous fore-
casts differed according to the as-
sumed initial payments. Whereas one
assumed initial price of $130 turned
out to be correct, the falling pric~
es of the feed grains and oilseeds
have changed the economic setting.
In addition the inventories of grain
stored on-farm prior to seeding are
now known. Qur estimates of March
on-farm grain stocks, however, were
close to the figures published by
Statistics Canada. Thus, the dif-
ferences between the April forecasts
(revised) and the February forecasts
are primarily due to changes in feed
grain and oilseed prices. Table 1
outlines the grain prices used in
the February forecasts and those
used in the April forecast.

Under the forecasts made in Feb-
ruary, the price of wheat was low
relative to the prices of the other
major grains. The result of this
was that the area seeded to wheat

Western Economic Review,

was forecast to decline
million acres from 1985 1levels.
Acreages previously utilized for
wheat production were forecast to be
seeded to barley and canola. Under
the revised forecasts made in April,
the prices of the major grains tend
to be more in line with one another.
The result of this is that wheat
acreages are forecast to decline
slightly from 1985 levels, the area
seeded to barley is estimated to de-
cline the most and the area seeded
to canola continues to be substan-
tially above 1985 levels.

just over §

Table 2 presents the detailed
1986 forecasts for seeded acreages
in the prairie provinces made in
February and the revised forecasts

made in April. Also included in the
table are the seeding intentions es-
timated by Statistics Canada through
a survey of farmers.

The April forecasts
prairie wheat acreage of
lion acres, a decline of
acres from 1985 levels. The area
seeded to wheat on fallow 1is fore-
cast to decrease from 1985, while
prairie wheat acreages seeded on a
stubble seedbase are estimated to
increase from 1985 1levels. On a
provincial basis, Manitoba and Sas-
katchewan wheat acreages are predic-

estimate a
32.7 mil-
400,000

Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]
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k9

Prices of the Major Grains Utilized in the Forecasted 1986 Seeded Area in

the Prairies

February April
Forecast Forecast
{in $/tonne)
Wheat S 146 $ 1462
Oats 100 75
Barley 105 80
Canola 316 279
Flax 309 277

! Ap initial price of $130/tonne and an assumed final payment of $16/tonne

which is equal

ted to decline in 1986. The area
seeded to wheat in Alberta is ex-
pected to show a modest increase due
to additional wheat seeded on stub-
ble. Statistics Canada suggests the
seeded area in wheat will increase
by 700,000 acres.

Dats seeded for grain are fore-
cast to decline from 1985 levels on
both seedbeds in all three prairie

provinces. The greatest reduction
will occur on stubble seedbeds. The
Statistics Canada survey indicates

that prairie farmers intend to seed
the same area to oats.

The area seeded to barley in
western Canada is now forecast at

7.9 million acres, a decrease of 2.6

million acres from 1985 levels.
This decrease is expected in all
three prairie provinces. Estimates

from Statistics Canada's most recent
survey are that barley acreage will
decrease by 0.4 million in 1986.
Prairie canola acreages are fore-
cast to increase above the 1985 lev-
els. The April forecast predicts

Western Economic Review,

to the most recent final payment.

acres of canola to be
seeded, an increase of almost 2 mil-
lion acres from 1985, The April
forecast exceeds the February fore-
cast in spite of canola prices fall-
ing $37/tonne. Feed grain prices
fell only $25/tonne but the drop in
receipts per acre exceeded canola.
For example, with a yield of 0.6
tonnes/acre of canola, a decrease of
$37/tonne represents a drop in rev-
enue of $22.20/acre. Barley, on the
other hand, with an expected yield
of 1.2 tonnes/acre, would return
$30/acre less with prices falling by
$25/tonne. Because the forecasting
procedure evaluates the relative re-
turns between crops, it is not sur-
prising that the feed grain area is

8.6 million

predicted to decline the most. On a
provincial basis, all three prairie
provinces are expected to exhibit

increased areas seeded to canola.
On the basis of the Statistics Cana-
da survey, the canola area is ex~
pected to fall by 0.5 million acres.

Qur forecasted fliax acreages for

Vol. 5, No. 2, Summer 1986 [1SSN 0715-4577]
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western Canada show a 0.3 million
acre drop from 1985 while Statistics
Canada predicts a 0.1 million acre
increase. The area seeded to flax
on a fallow seedbed in the prairies
is expected to show no change from
1985 levels, while the area seeded
to flax on stubble is forecast to
decrease 300,000 acres.

Under the April forecast, the
area seeded to other «crops is fore-
cast to be 2.9 million acres, an in-
crease of 600,000 acres from 1985
levels. Given the market conditions
for grains and oilseeds, this pre-
dicted increase appears to be more
likely.

Poor grain prices combined with
higher inventories may result in a
decrease of the total area seeded on
the prairies in 1986. The April
forecast estimates the total area
seeded to be 55.2 million acres, a
decrease of 1.8 million acres from
1985. Land summerfallowed is ex-
pected to increase even further un-
der the revised forecasts to 21.1]
million acres. Statistics Canada
suggests no change in summerfallow.
Total land utilized for crop produc-
tion on the prairies in 1986 s
forecast to be 76.3 million acres.

The revised 1986 forecasts of

Western Economic Review,

seeded area in the prairie provinces
indicate a reduction in 0.4 million
acres of wheat, 2 million acres of
oats, 2.6 million acres of barley,
0.3 million acres of flax, while the
area in canola, other specialty
crops and summerfallow are projected
to increase by 1.9, 0.6 and 2.3 mil-
lion acres, respectively. Statis-
tics Canada survey of seeding inten-
tions showed no increase in
summerfaliow, a drop in canola pro-
duction, an increase in area seeded

to wheat and minimal change in the
areas seeded to feed grains. Their
survey was undertaken prior to the

announcement of initial prices and
the most recent price changes. Our
forecasts are based upon how prairie
farmers have seeded their land in
relationship to economic conditions
over the past twenty-five vyears.
Since the 1986 conditions cannot be
found in any previous vyear, the
forecasts are a statistical judge-
ment of how prairie farmers will
react in these extremely uncertain
times. Divergent opinions and fore-
cast errors are inevitable when en-
tering uncharted economic waters.
All predictions should be viewed in
this context.

Vol. 5, No. 2, Summer 1986 [ISSN 0715-L4577]
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TABLE 2
Actual and Predicted Seeded Acreages in the Prairies 1986
(Revised)
(Million Acres)
1985 1986 Forecast

Crop/ Harvested February April Statistics Canada
Seedbed Area Forecast Forecast Seeding Intentions
Wheat

Fallow 15.1 12.9 13.2

Stubble 18.0 15.0 19.5

Total 33.1 27.9 32.7 33.62
Oats?

Fallow .6 b Wb

Stubble 2.1 1.6 1.2

Total 2.71 2.0 1.61 3.802
Barley?

Fallow 1.2 1.5 .9

Stubble 9.3 11.0 1.0

Total 10.52 12.5 7.92 11.402
Canola

Fallow 2.8 3.6 b3

Stubble 3.9 k.6 L.5

Total 6.7 8.2 8.6 6.25
Flax

Fallow .2 .3 .2

Stubble 1.6 1.3 1.3

Total 1.8 1.6 1.5 1.98
Other 2.3 2.7 2.9 1.21
Total Area
Seeded 57.0 gh.9 k5.2 58.26
Summerfallow 18.8 20.9 21.1 19.15
Total Cropland 75.8 76.3 77.41

75.8

! Qats and bariey for grain only.
z  Qats and barley for grain and hay.
as forage is 0.7 million acres while barley is about 0.6 million acres.

Western Economic Review,

The oats area normally harvested

Vol. 5, No. 2, Summer 1986 [ISSN 0715-k577]




52
NOTES

nomics and Farm Management, Univer-
sity of Manitoba, Winnipeg, Manito-
ba. Joanne P. Karman is a Research

Daryl F. Kraft is a Professor with Assistant with the same department.
the Department of Agricultural Eco- This paper was dated April 30, 1986.

Western Economic Review,

Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]



53

Economic Indicators
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TABLE 1a
Gross National Expenditure
% Change From Same Quarter Last Year

1985 1985 1985 1985 1986 1986 1986 1986 1985 1986
1 11 111 v I 11 111 v

Private Consumption 3.7 4.4 6.3 6.4 5.2
Public Consumption 2.8 2.3 1.3 2.0 2.1
Investment 1.7 6.4 8.0 10.6 7.0
-Public 5.1 2.8 -1.6 -4.0 0.5
~Residential 2.1 13.0 23.4 34.2 18.2
-Non Residential 1.3 8.8 7.5 A5 5.5
~Mach.&Equipment 0.6 2.3 6.9 9.1 4.7
Change in Stocks, %GNE 1.0 O.1 1.3 0.7 0.8
Exports 8.0 6.8 0.5 2.1 4.5
Imports 6.8 4.5 6.5 8.0 6.7
GNE 4.3 4.3 4.4 4.8 4.5

b 4.1 3.2 7.0 5.4

=». % Change from previous quarter, at annual rate.
TABLE 1b
Gross National Expenditure
% Change From Previous Quarter, At Annual Rate.

1985 1985 1985 1985 1986 1986 1986 1986 1985 1986
1 11 IIX Iv I 13 I11 Iv

Private Consumption 5.8 6.2 7.2 6.3 5.2
Public Consumption 2.0 0.5 -1.1 6.8 2.1
Investment 3.2 18.1 15.3 5.6 7.0
-Public -6.6 -1.5 -1.9 -6.0 0.5
~-Residential 6.9 44.6 53.9 36.2 18.2
~Non Residential 4.1 36.0 -4.5 -11.8 5.5
-Mach.&Equipment 4.8 2.4 21.4 8.7 4.7
Change in Stocks, %GNE 1.0 0.1 1.3 0.7 0.8
Exports 0.8 -5.8 4.6 8.7 4.5
Imports 18.3 -5.5 22.4 2.9 6.7
GNE 4.1 3.2 7.0 5.4 4.5
L 4.3 4.3 4.4 4.9

=+: % Change from same quarter last year.
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TABLE 2a
Regional Employment And Unemployment
% Change From Same Quarter Last Year

1985 1985 1985 1985 1986 1886 1986 1986 1985 1986

1 11 I11 v 1 11 111 v

CANADA
tLabour Force 2.1 2.2 1.4 2.4 2.8 1.8 3.5
Employment 2.3 3.2 2.6 3.2 4.3 2.8 5.1
Unemployment Rate 19.1 10.% 10.3 10.2 8.7 10.5 9.7
MANITOBA
Labour Force 1.4 (o] i.9 2.3 2.4 1.6 2.6
Employment 1.1 0.1 2.2 3.8 3.1 1.8 1.6
Unemployment Rate 8.6 8 8.1 7.4 8.0 8.1 8.0
SASKATCHEWAN
Labour Force 3.0 3.9 2.6 2.6 2.8 3.0 3.4
Employment 2.4 3.8 3.0 2.9 3.2 3.0 3.8 i
Unemployment Rate 8.3 8.0 7.8 8.1 7.9 8.1 7.9
ALBERTA
Labour Force -0.4 -0.98 -0.7 0.2 2. ~0.4 3.4
Employment -0.8 0.6 1.6 2.1 5.1 0.8 6.4
Unemployment Rate 10.8 10.83 8.5 9.5 8. 10.0 8.6
B. C.
Labour Force 2.8 1.7 0.3 1.1 2.2 1.5 2.6
Employment 2.3 2.9 1.8 1.8 4.3 2.2 7.0
Unemployment Rate 14.5 14.5 13.5 14.3 12.8 14.2 12.8

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

Western Economic Review, Vol 5 No 2, Summer 1986 [ISSN 0715-k577]




58

TABLE 2b

Regional Employment And Unemployment
% Change From Previous Quarter, At Annual Rate

1985 1985 1985 1985 1986 1986 1886 1886 1885 1986
L]
11 111 v b 11 111 v

CANADA
Labour Force 1.4 2.8 0.5 3.7 4.1 1.9 3.5
Employment 1.5 5.3 1.9 4.2 6.1 2.8 5.1
Unemployment Rate i1.1 10.5 10.3 10.2 8.7 10.5 9.7
MANITOBA
Labour Force 1.8 -0.5 4.7 3.3 2.3 1.6 2.6
Employment 2.6 0.3 6.0 6.8 -0.8 1.8 1.6
Unemployment Rate 8.6 8.4 8.1 7.4 8.0 8.1 8.0
SASKATCHEWAN
Labour Force 3.4 5.0 -1.6 3.9 4.1 3.0 3.4
Employment 3.4 6.1 =-0.9 3.0 4.8 3.0 3.8
Unemployment Rate 8.3 8.0 7.9 8.1 7.8 8.1 7.9
ALBERTA
lL.abour Force -5.2 -0.1 3.2 3.3 3.8 ~-0.4 3.4
Employment -4, 1 2.6 7.0 3.2 7.7 0.9 6.4
Unemployment Rate 10.9 10.3 9.5 9.5 8.6 10.0 8.6
B. C.
Labour Force -1.9 2.0 -1.8 6.5 2.4 1.5 2.6
Employment -0.7 2.4 2.8 2.6 9.7 2.2 7.0
Unemployment Rate 14.5 14.5 13.5 14.3 12.8 14.2 12.8

*: Average rate of growth based

on the first avatilable quarters, ‘at annual rate.

Western Economic Review,
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TABLE 3a
Regional Prices And Wages
% Change From Same Quarter Last Year

59

1985 1985 1985 1985 1986 1986 1986 1986 1985 1986
.
I 11 111 v I 11 111 v

CANADA
CPI, Total 3.7 4.0 4.0 4.2 4.2p . . . 4.0 4.4
Average Weekly Earnings 3.0 3.3 3.7 3.9 . 3.5
MANITOBA
CPI, Winnipeg 3.5 4.6 4.0 4.4 4.8p . . . 4.1 4.6
Average Weekly farnings 1.8 1.9 2.2 3.7 . 2.4
SASKATCHEWAN
CPI. Regina 3.8 4.2 3.3 3.4 2.8p 3.7 2.2
CPI, Saskatoon 3.0 3.1 3.7 4.2 4.2p 3.5 4.2
Average Weekly Earnings 2.2 1. 1.0 1.7 1.7
ALBERTA
CPl, Edmonton 2.7 3.6 2.8 3.1 3.3p 3.1 4.0
CPI, Calgary 2.3 3.2 2.9 3.3 3.4p . 2.8 3.2
Average Weekly Earnings 0.3 1.3 2.0 1.8 . 1.4
8. C.
CP1, Vancouver 3.1 3.4 2.9 3.2 3.3p . . . 3.1 2.7
Average Weekly Earnings 1.9 1.7 3.6 4.0 . 2.8

p: Preliminary figure.
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TABLE 3b
Regional Prices And Wages
% Change From Previous Quarter, At Annual Rate.

1985 1985 1985 1985 1986 1986 1986 E=1-19 18985 1986
. »
1 11 111 1v I 11 111 1v

CANADA
CPI, Total 4.8 4.5 3.7 3.6 4.7p 4.0 4.4
Average Weekly Earnings 3.7 4.9 3.6 3.3 . 3.5
MANITOBA
CPl, Winnipeg 3.1 7.6 3.0 4.0 4._8p . . . 4.1 4.6
Average Weekly Earnings 4.2 4.3 4.6 1.9 . . . . 2.4
SASKATCHEWAN
CPI, Regina 3.7 4.0 1.7 4. 1.5p . . . 3.7 2.2
CPl1, Saskatoon 3.9 4.2 3.5 5.1 4.1p . . . 3.5 4.2
Average Weekly Earnings -1.1% 3.2 -1.4 6. 1.7
ALBERTA
CcPl1, Edmonton 4 5.1 1.4 1. 5.1p 3.1 4.0
cPl, Calgary 3.1 5.2 3.0 2.1 3.4p 2.9 3.2
Average Weekly Earnings 4.1 -0.5 6.1 -2.0 1.4
B. C.
CPI, Vancouver 2.0 4.8 3.5 2.4 2.4p . . . 3.1 2.7
Average Weekly Earnings -0.7 7.5 2.3 6.9 . . 2.8 .

p: Preliminary figure.
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TABLE 4a

Regional Indicators Of Economic Activity
% Change From Same Quarter Last Year

1885 1885 1985 1985 1886 1986 1986 1986 1985 1986
1 II I11 v 1 11 I11 Iv

CANADA
Retail Trade -9.4 17.6 26.0 53.5 . 21.4
Shipments 5.9 6.9 7.6 8.2 7.4
Housing Starts 4.0 4.0 12.2 4.6 6.1
MANITOBA
Retail Trade -0.2 1.8 ~-3.3 5.5 0.8
Shipments 4.8 10.8 10.8 8.8 8.8
Housing Starts 16. 1 7.4 4.1 5.0 7.8
SASKATCHEWAN
Retail Trade 11.9 14.4 14.3 11.6 13.0
Shipments 7.0 7.0 9.2 7.0 7.5
Housing Starts 9.6 12.5 15.8 13.4 12.8
ALBERTA
Retail Trade 6.3 7.7 9.6 10.5 8.5
Shipments 8.3 9.5 11.5 11.9 10.6
Housing Starts -20.0 20.0 0.0 75.0 13.6
B. C.
Retail Trade ~-50.0 25.0 40.0 0.0 -4.5
Shipments -44.4 -14.3 71.4 83.3 . 17.2
Housing Starts -4.8 0.0 0.0 81.8 11.9
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TABLE 4b

Regional Indicators Of Economic Activity
At Annual Rate.

% Change From Previous Quarter,

63

1985 1985 1885 1985 1986 1986 1986 1886 1985 1986
I 11 111 v I 11 111 v

CANADA
Retail Trade -6.2 130.4 103.8 26 .1 21.4
Shipments 5.4 6.5 12.3 12.6 7.4
Housing Starts -10.6 37. 1 3.6 -5.8 6.1
MANITOBA
Retail Trade -15.3 81.4 -11.4 -13.8 0.8
Shipments ~-14.5 75.1 8.7 -14.4 8.8
Housing Starts -14.1 33.6 5.1 0.7 7.8
SASKATCHEWAN
Retail Trade 23.3 10.8 8.2 4.1 13.0
Shipments 25.4 3.6 ~0.1 0.8 7.5
Housing Starts 15. 1 16.8 17.8 4.3 12.8
ALBERTA
Retail Trade 12.2 13.7 12.4 4.1 8.5
Shipments 14.2 10.4 11.5 11.7 10.6
Housing Starts 0.0 406.3 216.0 -41.4 13.6
B. C.
Retail Trade -58.0 144.1 284.2 -74.0 -4.5
Shipments -51.8 107.4 1500.0 -28.4 . 17.2
Housing Starts 892.8 -~47.8 25.7 52.4 11.8

Western Economic Review,
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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 CP1 SALARIES MENTS MENT RATE MENT TRADE EARNINGS MANUFACTURING
JANBS 2.8 1.8 6.5 8.5 1.1 0.7 -1.4 -5.%
FEBSS 3.8 1.2 -2.7 8.5 1.1 9.9 -1.8 ~1.8
MARSS 3.8 1.3 8.1 8.8 1.3 14.4 ~-1.8 0.0
APRBS 4.5 0.3 4.7 8.5 ~-0.2 6.1 -2.3 -1.8
MAY8BS 4.9 -0.7 2.8 8.3 0.2 11.2 -2.6 -5.0
JUNBS 4.6 -1.0 4.5 8.5 0.4 10.6 -3.1 ~-8.1
JuLss 4.0 ~0.6 8.9 8.4 1.1 10.5 -1.7 -3.2
AUGS8S 3.7 -1.8 13.0 8.4 1.5 2.4 -1.8 1.7
SEPBS 4.3 -0.7 13.8 7.6 4.1 7.1 -1.6 3.4
0cTss 3.9 0.3 4.4 7.2 4.3 7.0 ~0.1 5.1
NOV8S 4.3 0.7 1.5 7.6 3.4 7.6 -0.7 18.9
DECBS 5.0 -1.5 8.3 7.4 4.0 6.2 -1.2 14.5
JANBG 4.8 0.3 6.1 8.1 3.4 5.7 -1.0 11.5
FEBB6 5.1 7.8 2.9 . . 7.3
MARS86 8.1 2.8 3.6
APRS86 .
MAYB6
JUNBE
JuLss
AUGBS6
SEP86
ocTes
NOV86
DECBE
TABLE 6
Saskatchewan: Percent Changes From Same Month Last Year
REAL LEADING
REAL REAL AVERAGE INDUSTRY
WAGES & SHIP- UNEMPLOY- EMPLOY- RETAIL WEEKLY EMPLOYMENT :
DATE cP1 SALARIES MENTS MENT RATE MENT TRADE EARNINGS AGRICULTURE
JANSS 3.7 1.8 4.4 8.2 1.8 3.0 -0.8 -6.2
FEBBS 3.9 0.4 -1.4 8.2 1.8 ~-0.6 -2.0 -4.9
MARSS 4.3 0.7 -3.1 8.4 3.5 6.4 -2.1 ~-1.3
APRS8S 4.3 ~-1.4 ~-1.9 8.1 3.7 -1.8 -2.4 -8.8
MAY8S 3.9 -0.8 4.5 8.1 4.4 5.6 -1.4 2.1
JUNBS 4.3 -2.1 2.3 7.9 3.4 4.7 -3.2 -5.3
JULBS 3.9 -0.9 0.1 7.8 4.1 6.1 ~2.7 -3.2
AUGSS5 3.0 0.0 ~-4.6 8.2 1.8 11.2 -2.6 -8.9
SEPBS 3.0 0.5 -5.2 7.6 3.0 0.2 -1.2 -4.3
0cTes 3.7 0.8 2.3 7.9 2.8 3.8 ~0.8 2.2
NOVES 3.2 2.3 5.6 8.1 3.2 7.1 ~2.2 -1.2
DEC8BS 3.4 1.4 8.2 8.2 2.5 -0.3 ~1.8 -8.1
JANBG 3.4 0.5 3.1 8.0 3.6 0.8 -1.3 6.6
FEBBG 2.8 . 7.6 3.6 . 3.9
MARBE 8.2 2.4 3.8
APRS86
MAY86
JUNBS
JuL.86
AUGBE
SEPBG
0cT86
NOV8E
DECBS
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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 CP1 SALARIES MENTS MENT RATE MENT TRADE EARNINGS CONSTRUCTION
JANBS 2.5 2.2 7.9 10.8 0.3 4.1 -2.7 -17.9
FEBBS 2.8 3.4 1.7 1.1 -1.9 6.1 ~2.6 -20.3
MARBS5 2.8 4.8 4.8 10.7 -0.7 10.0 -1.6 -16.4
APRSS 3.3 4.7 3.0 10.7 0.5 5.9 -0.8 -7.8
MAY8BS 3.6 4.3 15.8 10.4 0.7 10.0 -2.4 ~-8.5
JUNBS 4.1 5.1 13.2 9.8 0.5 8.8 -3.4 -9.2
JuL8S 3.0 6.7 14.9 9.5 1.0 11.8 -0.4 -2.5
AUGBS 2.8 6.2 9.1 8.6 1.7 i5.9 ~1.2 -1.2
SEPBS 2.7 6.8 8.9 9.3 2.2 10.4 -0.8 2.6
0CcT8s 2.8 5.6 4.8 9.5 2.4 9.7 -0.7 1.4
NOV8S 3.2 3.2 9.1 8.5 1.4 10.4 -1.7 6.0
DECBS 3.4 4.6 13.2 9.4 2.4 9.8 -1.1 11.3
JANBE 3.3 3.6 16.5 8.5 4.3 12.2 -1.5 21.8
FEBBG 3.4 8.4 5.9 25.5
MARBG 8.0 5.1 17.9
APRBG
MAYBE
JUNBE
JuLse -
AUGB6
SEP8B6
oCcT86
NOV86
DEC86
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 crPI SALARIES MENTS MENT RATE _MENT - _TRADE EARNINGS MANUFACTURING
JANBS 3.5 1.8 7.6 14.6 1.0 -0.8 -2.1 -10.5
FEBBS 3.2 3.4 18.2 14.8 2.7 3.6 -0.7 -9.3
MAR8S5 2.7 6.2 23.0 14.2 3.3 6.6 -0.8 ~-0.7
APRBS 3.2 1.5 18.0 14.7 2.6 2.1 -1.7 2.8
MAYBS5 3.3 0.8 4.4 13.9 4.0 4.8 -2.0 3.5
JUNBS 3.6 1.3 1.7 14.8 2.0 5.6 ~1.3 3.5
JULBS 3.0 2.8 6.7 i3.9 2.1 5.9 O. 1. 8.2
AUGBS 2.9 4.4 0.6 13.85 1.6 7.8 0.6 11.9
SEP85S 3.0 3.6 5.2 13.0 1.7 5.5 1.1 6.8
0cT85 3.3 1.9 6.2 14.3 2.1 7.2 0.2 3.2
NOvas 3.0 1.3 1.8 14.5 0.7 1.7 0.7 0.7
DEC85 3.2 1.2 6.9 14.1 2.6 6.5 1.5 2.7
JANBG 3.3 0.3 8.4 12.9 4.7 9.3 0.9 9.5
FEBBG 3.2 . . i2.8 4.0 . 10.2
MARSBE . . . 12.7 4.3 4.2
APRBG .
MAYBE
JUNBGE
JuL86
AUGBE
SEP86
sle3 £:13
NOVB6
DECB6

Note
% All data presented here were extracted from the CANSIH, University
Base and processed using the Statistical Analysis System.
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Building the Co-operative Commonwealth.

Essays on the Democratic Socialist

Tradition in Canada. J.
ings 13. Canadian

Plains Research Centre,

(255 pp.) No Index. $15.00. 1SBN 0-883977-031-X.

There are some people who
the NDP is committed to ''democratic
socialism." There are
think the earth is flat.
group write few books.
are quite prolific.
greater source of
them than

others who
The second
The first

There is no
fascination for
the Regina Manifesto -
that great statement of purpose
which gave the CCF (and by exten-
sion the NDP) its !''democratic so-
cialist" credentials. The present
volume consists of papers delivered
at the Regina conference marking the
b50th anniversary of the Manifesto,
in 1983. Generally, they are good,
historical papers, which shed light
on the nature of the CCF in western
Canada. But what emerges from the
shadows is a reformist political
party, not a ‘'democratic socialist
tradition."

As Alan Whitehorn notes in the
opening essay, there is a conven-
tional idea that the CCF was not
just a political party, but also a
social movement. This idea rests on
some dubious assumptions about the
differences between a party and a

Western Economic Review,

William Brennan, {ed.), Canadian Plains Proceed-
University of Regina, 1984,

think movement. Whitehorn's critique of
these assumptions is useful, al-

little attention to
that the CCF was a
product of social movements without
being a movement itself. The labour
and farmers' movements - or were
they just organizations? - obviously
were essential to the CCF. In the
1930s, they were open to a "demo-
cratic socialist! expression of
their objectives: hence, the easy
acceptance of the principles articu-
lated by the 'professors'" in the
League for Social Reconstruction.
As Michiel Horn makes clear, the
professors concerned were themselves
in a socialist phase, and there was
a cleavage between the intellectuals
and the prospective party activists.
However, the comparatively tough
language of the manifesto concealed
a commitment to social reform, among
activists and intellectuals alike,
that overrode any commitment to so-
cialism.

The weakness of the CCF's social-
ist commitment becomes apparent in
the accounts by Jean Larmour, lan

though he gives
the possibility

Vol. 5, No. 2, Summer 1986 [ISSN 0715-L577]




70

MacPherson, and Jim Pitsula, of the
economic and social policies of the
CCF government in Saskatchewan
(1944-64) . What is clear is how
quickly the party shifted from so-

cialist to reformist policies - ones

that, by 1948, gave precedence to
private capital in the economic de-
velopment of the province. Perhaps
the shift was inevitable, but the

ease with which it occurred suggests
that the CCF's socialist rhetoric
was never much more than that. As
the economic and political obstacles
to change became more apparent, the
government's policies became hardly
distinguishable from ones pursued by
liberals on either side of the
American border. The CCF's long
struggle with the Communists - which
Christina Nicol discusses in rela-
tion to B.C. - helped to reinforce
the party's reformism. The Cold War
seems to have sealed it.

Alvin Finkel's essay on the CCF
in Alberta 1is especially interest-
ing, because it shows how the party

was destroyed there by its implicit
acceptance of conservative fiscal
policies in the 1930s. In form, the
party was committed to more radical
policies, but in practice it sup-
ported its constituent organiza-
tions: The United Farmers' of Alber-
ta, which controlled the provincial
government (1921-35), and the Cana-
dian Labour Party, which supported
the UFA and for a time dominated the
Edmonton City Council (1933-34).
These governments were as conserva-
tive, fiscally, as most bankers
could wish. When people reacted
against them they turned not to CCF,
but to Social Credit, which really
was a social movement.

Thomas Socknat and Joan Sangster
explore the CCF's relationship with
two movements which were perhaps
less prominent in the 1930s and the
1940s than they are today: pacifisms
and women's rights. The pacifists
fared better than the feminists

Western Economic Review,

within the CCF, but even they were
overwhelmed, as Woodsworth's lonely
dissent to the Declaration of War in
1939 suggests. The cooperative
movement got more concrete support
from the CCF government in Saskat-
chewan, but as lan MacPherson shows,
it failed to become central to the
government's strategy for economic
development. In all three cases,
but especially in the first two, the
CCF was concerned to incorporate or
co-opt these movements. This meant
shutting out the Communists. (it is
remarkable how many prominent CCF
women were expelled for their Commu-
nist leanings.) In the labour un-
ions, the struggle for hegemony be-
tween the CP and the CCF was
particularly vicious, but similar
struggles were played out in other
social movements. In the process,
the democratic socialist tradition
seems to have been squeezed between
the Scylla of the Stalinist CP and
the Charybdis of the liberal CCF.

Economists will be disappointed
that this book contains nothing in
the way of economic analysis. Al-
though the policies of the CCF gov-
ernment in Saskatchewan are de-
scribed, no account is offered of
their economic effects. Nor is
there a comparison of the strategy
pursued in Saskatchewan with those
of non-CCF governments. The essays
are almost all based on original ar-
chival research; perhaps as a re-
sult, the authors make little effort
to theorize their findings, draw
relevant comparisons, or examine
other data. One result is that the
pretensions of the CCF remain uncri-
ticized.

On the whole, this book is a use-
ful addition to the literature on
the CCF/NDP. However, any further
advance in our understanding of that
party depends on breaking with the
central myth that identifies the
CCF/NDP with democratic socialism.
The CCF/NDP may have done as much to
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extinguish the
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sustain it.

Warren Magnusson, Department of Political Science, University of Victoria.

Regional Economic Development:

Canada's Search

for Solutions. Bonald J.

Savoie, University of Toronto Press, Toronto,
$12.50

ISBN 0-8020-6614~3 paper bound,
$25.00.

Differences in the economic per-
formance of Canada's regions, termed
regicnal disparities, have been a
national and regional problem since
Confederation. Although regional
disparities have always been on the
political agenda, it was not until
the late 1950s and early 1960s that
regional development policy emerged
as a conscience policy direction.

Regional Economic Development:
Canada's Search for Solutions, pro-
vides a descriptive and analytical
perspective of Canada's regional de-
velopment efforts since the 1960s.
The book also identifies policy and
program direction and organizational
requirements for future successful
regional development policy.

The introductory chapter of the
book sets forth the basic principles
of regional development theory nec-
essary for an appreciation of the
remainder of the text. Given the
multi-disciplinary nature and com-
plexity of regional development
theory, Savoie manages to present
and explain concisely, concepts such
as the growth pole approach, the de-
velopment approach, the trade theory
or comparative advantage approach
and the neo-classical theory ap-
proach to regional development. The
concepts of region and regionalism,
as well as the nature of the impor-
tance of Federal/Provincial rela-
tions - translated as Federal/Pro-
vincial co-operation - are outlined.

Western Economic Review,

Ontario. 1986. (212 pp.)
or ISBN 0-8020-2589-7 cloth bound,

Section Il - titled The Efforts -
deals with the formation of DREE as
the organization charged with re-
sponsibility for regional develop-~
ment policy and with its numerous
program and organizational manifes-
tations. This part of the book is
descriptive and provides the first
published comprehensive documenta-
tion of the evolution of DREE and
its successor DRIE. Within the con-
text of the political and bureau-
cratic power structure, the inter-
personal relations of key actors,
the political and economic climate
of the time, and Federal/Provincial
relations, Savoie traces the deci-

sions to adopt key organizational
and program options for addressing
regional development policy. From

Ottawa's '"take or leave it" approach
with the provinces in the early
period towards a centralization at-
titude based on Ottawa's concern for
Ypublic visibility" for its regional
develiopment efforts, Savoie is able
to describe the reasons for numerous
organizational, policy and program

changes. A particularly important
shift with regard to program deliv~
ery and the spatial distribution of

funding was the shift from the early
programs that targeted funds to
slow-growth regions to broadly based
programs that now cover 90 percent
of Canada's land area and over 5O
percent of the population. This
policy and funding shift has

Vol. 5, No. 2, Summer 1986 [ISSN 0715-4577]
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particularly important
for a slow growth
by the author.

This section of the book profiles
a rapidly changing Federal govern-
ment policy emphasis with regard to
regional development. The complexi-
ty and difficulty of defining worka-
ble and acceptable regional develop-
ment policy while meeting both
economic and political objectives is
painfully obvious.

Using economic indicators for
1961-1981, Chapter 9 provides an as-
sessment of Canada's regional devel-
opment efforts. Three questions are
posed for analysis: "What effect
have these (regional development)
expenditures had on slow-growth re-
gions? What have we learned from
the various initiatives? and, What
are the implications of the recent
re-orientation of federal regional
development policy and programs?"
Savoie's responses to these ques-
tions will provide both cynical and
optimistic observers of regional de-
velopment policy data for reflec-
tion. Clearly, the lessons learned
are fundamental vyet critically im-
portant. Savoie concludes that re-
gional disparities still exist when
examining the indicators of unem-
ployment and per capita income.

In Chapter 10 however, the author
poses two key questions: "Are we
employing realistic indicators?"
and, '"Can Canada realistically hope
to alleviate regional disparities,
as defined by income and employment

implications
region, as noted

levels?" The author argues that it
is "nmow clear that the goal of al-
leviating regional disparities s

unrealistic" (p. 149) using standard
income and employment indicators and
suggests broadening the use of indi-
cators. He then goes on to call for
clearly defined and realistic re-
gional development objectives as a
basis for success.

Western Economic Review, Vol. 5,

The author's examination of fu-
ture directions for a renewed
Federal regional development policy
initiative suggests a number of key
ingredients. These include: a fed-
eral government thrust to integrate
regional economies, the development
of clearly stated objectives for na-
tional economic development and re-
gion level strategies, Federal in-
centives to counter interprovincial
bidding for new industry, more ef-
fective use of a regional develop-
ment fund with emphasis on cash
grant incentives, a pro-active pro-
gram stance by the Federal govern-
ment, greater emphasis on local en-
trepreneurial opportunity and
development, and the establishment
of a Federal agency with a regional
development mandate and authority to
cut across jurisdictional lines.
Among the author's suggestions is a
Federal tax program which would al-
low individuals, residing in slow
growth regions, to accumulate tax-
free funds for business purposes.

Given the constantly changing and
turbulent history of regional devel-
opment policy in Canada, as well as
the difficulties of achieving co-or-
dination among Federal departments
and among the Federal government and
the Provinces, one might wonder
whether regional development policy
is a wutopian dream that may remain
illusive in a complex socio-politi-
cal hierarchy. | remain cautiously
optimistic while at the same time
providing support for Savoie's sug-
gested policy thrusts.

This book is well worth reading.
lt should stimulate productive dia-

logue between Canadians interested
in the regional development gques-
tion. Regional Economic Develop-
ment: Canada's Search for Solutions

should be mandatory reading for Can-
ada's decision-makers at the Federal
and Provincial levels of government.
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Floyd W. Dykeman, Department of Geography, Rural and Small Town Research
and Studies Programme, Mount Allison University, Sackvilie, New Brunswick.
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Two Monographs

TRANSITIONS TO WORK

The proceedings from the Transitions to Work Conference convened by the
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