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FOREWORD

Industrial policies cannot be separated from the political and institu-
tional setting in which they are developed and implemented. They involve
coordination of a large number of diverse views, and the deployment of many
different policy instruments. The policy-making framework through which
this is done, and the actors present in the debate, have crucial implica-

tions for the kinds of strategies developed, and for the 1likelihood of
success.

In most advanced countries, the central focus of industrial
policy making is the relationship among government, industry and labour.
In Canada, however, the federal system adds another crucial institutional
layer which has often overshadowed the public-private process. With two
levels of government controlling many of the tools necessary for forging
industrial policy, such policy wust reflect a balance between national and
regional interests.

During 1978, Canadian policy makers conducted what has so far
been the most concerted effort to solve the country's economic problems.
These efforts consisted of both federal-provincial bargaining and business-
government consultation. The former was focused on two large-scale First
Ministers Conferences on the Economy, accompanied by a large number of
of ficial and ministerial consultations. The latter was an extended exer-
cise by the federal Department of Industry, Trade and Commerce to seek new
industrial policy proposals from twenty-three industrial sectors. The
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conjunction of the two sets of events provided a unique opportunity to
explore the character and implications of each dimension of consultation,
and to examine the links between them.

This study was conducted jointly by the Science Council, which
has been concerned with the problems which industry-government and federal-
provincial relations pose for an effective industry and technology develop-
ment strategy,1 and by the Institute of Intergovermmental Relations at
Queen's University, which 1is equally concerned with the 1impact of
federalism on Canadian public policy. This 1interest converged in the
events of 1978, and the Council commissioned the Institute to expand its

own work into the present study.

The detailed case studies which follow describe the participants,
the issues and the results from the two sets of events in 1978. They
underline the institutional and political challenges and opportunities
which confront efforts to formulate and carry out integrated industrial
strategies for Canada.

The study was carried out by Douglas Brown and Julia Eastman, of
the Institute's staff, with the assistance of lan Robinson.

On their behalf, we would like to thank the many businessmen and
public servants who generously gave their time to discuss the 1978 events
and to comment on preliminary drafts. Special thanks also to Nicholas Sidor
for helpful editorial assistance, and to Patti Candido and Cher Daley for

typing.

Michael Jenkin Richard Simeon, Director

Science Adviser Institute of Intergovernmental Relations
Science Council of Canada Queen's University -

T. See, for example, Science Council of Canada Report no. 29, Forging the
Links: A Technology Policy for Canada, Supply and Services Canada,
Ottawa, 1979, pp. 39-40, and The Politics of an Industrial Strategy: A
Proceedings, Science Council of Canada, Ottawa, 1979.
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PART A:

PROLOGUE




l INTRODUCTION

Between late 1977 and the close of 1978, the federal and provincial govern-
ments of Canada undertook two new exercises in economic policy formation.
The first was a venture in achieving federal-provincial cooperation 1in
developing econamic strategies. Two First Ministers Conferences on the
Economy (FMC) took place in Ottawa, in February and November 1978, under
the gaze of television cameras and the media. These conferences were an
umbrella for several other meetings of federal and provincial ministers
responsible for economic portfolios. The second innovation was the most
elaborate and ambitious attempt at consultation between government and pri-
vate interests to occur in Canada up to that time. The federal Department
of Industry, Trade and Commerce (IT&C) initiated twenty-three Task Forces
(Tier I), organized by sectors of the manufacturing industry, chaired by
business with labour representatives, and with federal and provincial offi-
cials in the role of observers. The twenty-three committees presented
their reports by August 1978, when the "Second Tier" Committee, also compo-
sed of business and Tlabour representatives, was called upon to distill
cross-sectoral concerns and recommendations from the 860 individual recom-
mendations of the "First Tier" reports.

It was clear from the beginning that these processes were rela-
ted; in fact, the sector Task Forces were announced at the close of the
February First Ministers Conference. However, they dealt with two
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distinct yet complementary dimensions of economic policy. The FMCs attemp-
ted to deal with the intergovernmental dimension of the problem of coordi-
nating economic policy, while the IT&C exercise created a new mechanism for
dealing with the public/private sector dimension. In the first, the debate
centred chiefly on regional and provincial differences of interest. In the
second, differences among industrial sectors and between business and
labour resulted in diverging recommendations. Both dimensions are central
to the development of effective economic policy in Canada.

Both exercises reflected the same concern: the necessity for a
re-evaluation, if not a restructuring, of the role of the Canadian state in
the economy. Many of the major themes were the same: reductions in the
rate of growth of government spending and deficits, public sector wage
restraint, deregulation, and reduced corporate taxation. Both exercises
too, placed very strong emphasis on the necessity for greater collaboration
on, and coordination of, federal and provincial economic policies and
policy instruments - the "rationalization" of the federal state. There
was, finally, an overwhelming sense that structural changes in the economy,
energy shortages, trade and tariff changes, transportation problems,
regional disparities and general competitiveness and productivity, had to
be addressed in a more comprehensive and Tong-term manner.

Such common themes are not surprising. The 1978 exercises coin-
cided with the approach of the end of more than three years of wage and
price controls, and therefore with fears of stagnation, or an escalation
of inflation. Policy makers were questioning old assumptions. Most major
economists were convinced that the kinds of policy changes required to deal
effectively with Canada's economic problems could only be developed by
increasing cooperation and coordination between Ottawa and the provinces,
and between government, industry and labour. Dirigiste strategies were
ruled out by Canadian federalism and the decentralized structure of the
Canadian private sector.

The issues raised by the exercises can be viewed from many per-
spectives. For the student of Canadian federalism the questions are prima-
rily those of the structure and problems of collaborative decision making.
Can a more collaborative approach to policy formation, in which national
policies are developed through the coordination of federal and provincial
activities, lead to a more satisfactory resolution of some of the structur-
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al problems besetting the Canadian economy? Can the competing interests of
different regions be reconciled? If so, were the 1978 exercises a genuine
move in this direction? Would the type of solutions developed in a colla-
borative process differ from those evolving from alternative systems, and
if so, in what way? Are some kinds of problems more amenable to collabora-
tive solution than others? Do the 1978 conferences provide a model for
future shared policy making? What do they tell us about the potential for
collaboration?

While the student of federalism focuses more on process, the
political economist is more concerned with issues and directions. What
sorts of issues were raised by the participants; how were they resolved?
How many of those issues could be traced to problems of economic structure,
as opposed to institutional complications? How intractable are structural
problems when considered independently of the institutions through which
they are articulated? Is a national industrial strategy a potential
reality given the regional divisions in the Canadian economy and the
sharing of responsibilities between federal and provincial governments?
Should the general conservatism of the 1978 exercises be considered a step
toward or away from an industrial strategy?

Clearly the distinction between process and substance breaks down
if examined in detail. A particular type of process may actually generate,
or at least push into prominence, certain types of substantive issues. For
example, it is often argued that a federal system tends to articulate
structural problems in regional terms; some see it as a corollary that a
collaborative federalist approach exacerbates this problem.  Thus, many
argue for strongly centralized decision making at the national level to
assert a single industrial strategy for Canada. Conversely, some structur-
al issues may play a strong role in defining the type of process that
develops. This is the basis for the assertion that the economic problems
now confronting the Canadién political system, given the existing constitu-
tional division of power, are such that a more collaborative approach
between governments is the only hope for successfully addressing them. The
alternatives seem to be a politically unacceptable return to de Jjure and de
facto federal dominance; or the delegation of most industrial policy making
to the provinces, with the attendant dangers of balkanization and destruc-
tive competition.
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The public/private process has arisen from increasing discussion
of "tripartism", the sense that effective economic policy making can only
develop from close consultation between government and the major producer
groups in society. Such mechanisms have long played a prominent role in
Western Europe but have seldom been tested in Canadian policy making.l In
the aftermath of the 1975 wage and price controls program, with the reali-
zation of deep structural problems in the Canadian economy, business and
Tabour leaders and government spokesmen increasingly began to advocate
various consultative mechanisms. The Tier I and Tier II exercises have
been the most elaborate to date.

Following our analysis of federal-provincial relations, we will
examine both the process and the substance of the discussions. What promp-
ted the initiative, who participated, how was it structured, what alterna-
tives were debated, and how did govermments respond? Does this process
also suggest a model which might be developed in the future?

Both the First Ministers Conferences and the IT&C Task Forces
arose from a set of common concerns about the direction the Canadian
economy was taking; both ultimately concerned the role of the state in the
economy, but they involved two very different sets of participants. The
former involved the federal government and ten provincial governments, and
was therefore organized around the territorial basis of Canadian politics.
This territorial ccllaboration? is perhaps the dominant feature of Cana-
dian policy making. Since World War II, an elaborate structure of federal-
provincial negotiation has developed, and an increasing number of national
issues have been dealt with in the arena of "executive federalism".

The latter much less developed dimension involving governments,
business and labour might be called "functional collaboration". Here the
issues and the participants are defined not primarily in territorial terms,
but in terms of the interests of business, labour and agriculture, or in
terms of the needs of industrial sectors, and so on.

Qur objective is to compare these two processes. Fach had a dif-
ferent framework for decision making, a different set of participants, and
a different set of issues and concerns.

Functional interests in Canada tend to be regionally concentra-
ted, for example, manufacturing in Ontario, oil and gas in the West, so the
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two dimensions (territorial collaboration, and functional collaboration)
tend to overlap. Moreover, if there is to be a greater emphasis on func-
tional consultation, there is the gquestion of whether it will be organized
through the federal government, the provinces, or both. Here we will exa-
mine the Tinks between the two 1978 consultation processes, and ask whether
it is possible to integrate the two dimensions further.

Taken together, these two processes can give us an indication of
how an industrial strategy, if it is to exist at all, must be developed in
this country. We will see which groups must be involved in the process,
and how they interact. Their successes and failures, the limits of consul-
tation, will illustrate the problems confronting the development of such a
strategy for Canada, and suggest some changes, both institutional and con-
stitutional, which might enable governments and private interests to grap-
ple more effectively with the economic chal lenges they face.

Our paper begins with an assessment of the economic and political
context within which these debates took place. Part B then provides a
detailed examination of the federal-provincial conferences on the economy.
Part C makes a parallel analysis of the Tier I and Tier II process. In
Part D we make some comparisons and draw our conclusions.

Our findings are drawn from diverse sources. There is copious
documentation on both processes. Papers tabled at the First Ministers
Conferences were made available to us by the Canadian Intergovernmental
Conference Secretariat. The various reports of the industry consultation
exercise were provided by the Department of Industry, Trade and Commerce,
Ottawa. To these we have added conference transcripts, briefing notes and
other papers provided by various governments or individual participants.
The most important source of information was a series of interviews conduc-
ted by the authors in 1979. Over 70 senior pubiic servants, business and
Tabour executives were consulted. We have drawn from a varied literature
on economic policy making in Canada,S3 federal-provincial relations, and
industrial strategies in western societies; however the balance of our
study, we believe, breaks new ground. '




l I THE POLITICAL AND ECONOMIC BACKGROUND TO THE POST CONTROLS PERIOD

The experiments in economic decision making of 1978 were a response to a
series of fundamental changes affecting the Canadian economy and Canada's
political approach to economic problems. In most cases the changes have
their roots in the international economic climate in which Canada has 1lived
since the second world war. Since 1973, that international context has
been dramatically transformed. On the domestic scene, there has been a
steady change in the role of the state in the economy, in the relationship
between the federal and provincial branches of the government, and among
Canada's regions. This chapter examines some of the background to the
vital national debate on the economic and industrial health of the codntny‘
by tracing some broad national and international devel opments to 1973, by

closely examining the series of events surrounding the imposition of wage
and price controls and the post-controls period to 1978, and finally by

summarizing the current state of intergovernmental relations.

The Long-Term Context: 1945-1973
The post-war period can be broadly characterized by the re-establishment of

a degree of "openness" in the international economy that had not been in
existence since before World War I. As one historian has observed, "it
became a central aim of United States foreign policy to prevent the emer-
gence of national capitalist experiments and to gain widespread cooperation
in the restoration of an open world economy."l This policy was success-
fully pursued through the creation of a series of new international organi-
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zations and agreements. Prominent among these were the seven General
Agreements on Tariffs and Trade (GATT) from 1947 to the Tokyo round signed
in 1979. _

The corollaries of increased interdependence were an increasingly
specialized international division of labour, and, at the corporate level,
a resumption of corporate concentration. The first phenomenon was charac-
terized by the exodus of low level technology and labour intensive indus-
tries to less developed countries, such as Korea, Taiwan and Brazil.Z
The second phenomenon has been the growth of multinational corporations,
vast organizations that developed and thrived in the open international
environment. Statistically, these structural changes were reflected by the
increasing percentage of GNP represented by the service sector, and the
declining contribution of the manufacturing sector to total employment in
some western industrial nations.3 '

Accompanying these structural economic changes has been the
changing role of the state in modern industrial economies. By the end of
the Second World War there was general acceptance of Keynesian macroeconom-
ics as the theoretical complement of the social service and economic
stabilization policies which collectively became known as "the welfare
state." The state became a major economic force, both by attempting to
smooth out business cycles with fiscal and monetary adjustments, and by
restructuring demand across income and regional lines by means of transfer
payments. Finally, as the government bureaucracy grew to accommodate these
new functions, the state itself became a major source of demand, even in
peace time; together these resulted in a general increase in the percentage
of GNP represented by the state's current expenditure.4

As the GATT process steadily whittled away at tariff barriers,
the problems created by an open national economy which had originally
encouraged recourse to tariffs did not wither away. Vulnerability to fluc-
tuations in international supply and demand, and the threat of large scale
displacements of industries and populations remained. All nations might
receive equal benefits from free trade in theory, but from the practical
perspective of maintaining social and economic stability in a democratic
political system, some nations are more equal than others.®
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Consequently, nation states developed new, more subtle and less
easy to regulate means of accomplishing "protectionist" ends. These means
were more appropriate to an interdependent world than the disastrous poli-
cies of the inter-war years.® The economic role of the state in the
poest-war period increasingly became that of another principal agency, as
opposed to an outside intervenor in the activities of others. Nations
tended to evolve a set of more or Tess explicit priorities about which
national industrial sectors should receive the most state support, whether
for reasons of national security or on the grounds of perceived interna-
tional competitive advantage. Support was extended by explicit government
policies on purchasing and procurement, infrastructural development, looser
antitrust laws, and aid in export markets.

These developments were naturally most pronounced in those
nations whose industries had been shattered by the Second World War,/ but
all nations developed at least the rudiments of what are popularly called
"national industrial strategies", a set of priorities regarding national
industrial development, defined by the dual constraints of domestic and
international factors, and with an active state role in supporting those
priorities.g

The above outline of structural economic changes roughly applies
to the Canadian economy. The weight of the government sector in our econo-
my had grown through the 1960s. In 1974-1976, total government expendi-
tures averaged 39.8 per cent of GNP, thus surpassing the United States,
which had public sector spending of 35.1 per cent of GNP in the same
period.? The tertiary, or "service", sector also expanded in Canada as a
percentage of overall employment and GNP growth, as it has in other
nations, though it is somewhat larger in Canada than elsewhere. In other
words, the manufacturing sector has been declining as a percentage of over-
all employment and economic growth, though it has continued to increase in
absolute terms.10 Canada's tariff levels are slightly Tower than those
of other industrial nations for all trade, and considerably Tower for most
finished products, reflecting Canada's high dependence on importing manu-
factured goods and exporting raw materials,ll

This last point brings us to some more disquieting trends in the
post-war Canadian economy. As the Third World has developed its primary
resources, the Canadian share of 1international markets and the rate of
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growth of Canada's primary resource production have declined.1Z2 Increasing
international competition in manufactured goods led to a drop in Canada's
share of world exports from 5.6 to 3.8 per cent between 1970 and 1975.13
Consequently, trade deficits in end products rose from $3 billion in 1970
to $11 billion in 1976.14 Canada ranks among the lowest of industrial
economies in terms of the percentage contribution of “"invisibles" to over-
all trade receipts. This has been linked to the unparalleled Tevel of
foreign ownership of Canadian industry; almost half of the deficit on
invisible trade was "due to the remission of profits, dividends and
interest to foreign firms and indfviduals." Finally, a large proportion of
the payments for services from abroad (over $1.4 billion in 1976) was due
to the import of services by subsidiaries of foreign-based corporations.l5

Whatever its consequences for export performance, foreign owner-
ship has risen dramatically since 1945. Recently, the growth in foreign
investment has tended to level off; however in comparative terms Canada's
dependence on external capital remains significantly greater than that of
other western industrialized countries.l6

The Federal-Provincial Context

Canada's political situation is different from that of other western indus-
trialized countries. The growth of the state and its involvement in the
national economy has been characterized by the expansion of both the fed-
eral and provincial levels of government. Regional differences in economic
growth, wealth, and industrial mix have contributed to continuing inter-
regional conflict over economic policy and the geographical Tlocation of
economic activity.

The most significant change in fiscal power has been with the
provincial governments. Charged by the constitutional division of powers
with responsibility for health, education and social services, three of the
largest growth areas in public spending, the provinces' share of gross
national expenditure rose from 5.2 per cent in 1947 to 12.4 per cent in
1977. When combined with Tocal and hospital expenditures this total
becomes 24.3 per cent, compared to the federal government's share of 16.1
per cent of GNP.17  From the early 1940s until the early 1960s, however,
the federal government consolidated its power partially by fiscal dominance
over the provinces through conditional grants or shared cost programs, and
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Tater by equalization payments, to help meet the provinces' fiscal needs.
From the Tate 1950s until 1977, the provihces sTowly but inexorably shook
off the conditional aspects of many programs and, with the lion's share of
expanding natural resource revenues, took on a great deal of fiscal auto-
nomy. 18

The fiscal capacity of individual provinces is not equal, how-
ever, but reflects disparities in provincial tax bases arising from
regional differences in wealth, economic development, and Tlocation of
natural resources. Ottawa has sought to reduce these ihequalities through
transfers of funds both to individuals and to provincial governments to
maintain basic standards of living and public services in the underdevel-
oped regions of the country.l19

The regionally differentiated structure of industrial activity is
one of the main causes of regional disparities. The national economy  is
dominated by Quebec and Ontario, where 80 per cent of the manufacturing
sector is Tocated. Ontario, in particular, has the healthiest and most
sophisticated industrial economy while Quebec is more dependent on Tow
technology, tariff protected sectors. The provinces ¢of British Columbia,
Manitoba, New Brunswick and Nova Scotia have significant manufacturing
bases but much of their secondary industry is directly Tinked to resource
processing. The resource industries of agriculture, fishing, forestry and
mining are the mainstays of the regional economies of the western and
Attantic provinces. These resource producing economies have traditionally
existed in a metropolis-hinterland relationship with the central Canada
economy, particularly following the dominant economic trends reinforced by
the National Policy of 1878. This situation has been mitigated somewhat
since the 1920s by increased direct export of resources to the United
States; a development which has done nothing to increase the relative
integration of the national economy.20

The massive growth in importance of natural resources, especially
petroleum, together with their physical location in the West (and now
perhaps in Atlantic Canada) has profoundly threatened this central-Canada
dominated political economy. The newly-rich provinces contain the most
dynamic and rapidly growing sectors, and seek to use this power to chal-
lenge centralized control. On the other hand, Ontario, threatened by the
impact of high energy prices and by transfers of wealth from its consumers
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to those in the western provinces, seeks to preserve federal power to keep
prices down and redistribute the huge revenues. This basic and intensi-
fying conflict of interest is a fundamental barrier to the development of
nationwide industrial strategies.

In short, the regional dimension can hardly be underestimated in
setting the climate for economic decision making in the 1970s. At the
political level, it has assumed two interrelated characteristics: first,
the federal government has had to respond to demands for regionally sensi-
tive policies, and second, there has been a growth in aggressive industrial
policies by provincial govermments, especially in the wealthier provinces.

It has recently been observed that,

“the reasons for the growing strength of the provinces are many
and complex, and there is considerabie debate among political
scientists about the extent to which it grows out of the aggres-
sive search for power by political elites, or conversely is a
product of strong regional identities, disaffection from Ottawa
and the regionalization of economic elites."2l

Whatever the cause, rising provincial power has not always been at the
expense of federal government power; there have usually been two aggressive
Tevels of govermnment with competing political interests and policies, not
Teast of which have been in industrial strategy.

Thus, the challenges that Canadian federalism poses to the devel-
opment of a coordinated economic policy operate at two distinct, but inter-
woven levels: the interregional and the intergovernmental. Regionalism
implies that policies suited to the needs of one area may be unsuited to
the needs of another; such conflicts would exist in Canada whatever its
political regime.

The existence of the two levels of government reinforces this
perception of regionalism, by providing regional interests with powerful
spokespersons. It also Teads to conflicts about which level of government
is chiefly responsible for economic development policies.  Intergovern-
mental debate is not only about what policies should be pursued, but about
who is best placed to pursue them.

Finally, in a federal system, the instruments of economic policy
making are constitutionally divided between the two levels of government.
Equally important, the division of responsibilities is not clear-cut. The
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growing provincial share of taxation and expenditure allows the provinces
to engage in their own fiscal policies, and undermines Ottawa's flexibil-
ity. Both orders of government can use their tax systems to offer incen-
tives and tax subsidies; both can do the same through direct spending.
Both can create Crown corporations in many areas. Both can use a variety
of regulatory powers in fields such as consumer protection. Both have a
role in the operation of financial markets and in research and devel opment.
Both can, and do, use procurement policies to favour national or provincial
suppliers. Moreover, some important elements of any industrial strategy
remain predominantly in provincial hands. The most notable of these is the
provincial ownership and management of natural resources, but provincial
responsibilities for labour relations, education and other areas are also
important. Thus, both levels of govermment are able to do much to shape
economic activity. By the same token, both have extensive opportunities
for mutual frustration and for the pursuit of contradictory policies.

The process of policy making has also been rendered much more
difficult by the Timited ability of the central govermment to understand
and respond to regional needs. There has been a steady erosion in recent
years of an effective national party system in the federal House of Com-
mons. The Liberals have seen their support west of Ontario diminish to
fewer than a dozen seats in recent years, and to only two after the 1980
election. The Progressive Conservatives suffer a chronic inability to
elect members in Quebec, and the New Democratic Party has also been unable
to find strength in all regions of the country. The cabinet, the judicial
system, the Senate and central regulatory agencies have all been the focus

of regional complaints about inadequate representation, which has eroded

some of the legitimacy of the federal government.

This phenomenon has led to the increasing tendency of provincial
political leaders, rather than members of the federal governmment, to consi-
der themselves as the sole spokespersons for their regions. While this has
taken place across the country, it has been more salient in the western
provinces, particularly British Columbia and Alberta, and in Quebec. Thus,
as political leaders in Canada have tried to come to grips with econonic
problems since the 1950s the traditional constraints of the federal divi-
sion of powers have been exacerbated by provincial demands for input into
national economic policy making. Many provincial leaders now view
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“national" decision making as a federal-provincial process, not as a monop-
oly of the federal govermment.

The economic consequences of the division of powers and of
regional differentiation of the economy has also made national policy
making more difficult. As provincial governments have become more power-
ful, the number of policies designed to favour local capital, protect local
markets and sustain the local population have alsoc increased. Barriers to
the mobility of labour, goods and capital are too numerous to catalogue
here,22 byt they 1include procurement policies, public works contracts
favouring local firms, industrial subsidies, agricultural products market-
ing boards, securities, regulations, pension plan differences, professional
and trades licensing, and construction labour codes. Economists in partic-
ular have become concerned with the importance of protecting the common

market from such interprovincial barriers.

The more recent rise in provincial industrial strategies presents
an even greater challenge to national economic policy making. Although only
some provincial governments‘possess clearly articulated comprehensive blue-
prints for economic deve]opment,23 most have been pursuing a series of
industrial objectives designed to enhance the comparative advantages of
their territories, often in direct contrast to the actual or perceived set
of federal policies for industrial assistance, tariffs and transportation,
and to the policies of other provinces.

Thus, the Tong-term trends since the second world war have left
Canada with considerable regional economic and political decentralization,
and an economy much more open to international forces. Let us now review
the most recent developments in economic decision making in order to under-
stand how the way was paved for the experiments in policy making of 1978.

Medium Term Trends and Events: 1973-1977
The most spectacular economic development of the 1970s was the rise in ofl

prices induced by OPEC in late 1973. The impact of this change did not
come until 1974; din the interim, the volume of world trade increased by 13
per cent and its value by 20 per cent, and there was a continued high rate
of general economic growth. However spiralling commodity prices, with con-
comitant domestic price increases (and later with increased wage demands)
and higher food prices in the wake of poor harvests and supply problems,
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all combined to create a recession by late 1974, the worst experienced 1in
most western economies since the 1930s.24

By 1975, the Canadian economic picture was grim: real GNP growth
had fallen to 1.4 per cent from its 1973 level of 7.1 per cent. For the
same years, new jobs created fell from 430 000 to 179 000, and unemployment
rose from 5.6 to 7.0 per cent. Inflation rose from 7.6 to 10.8 per cent,
and the Canadian dollar was beginning to waver, though its plunge did not
begin until 1977, The trade deficit in end products rose from $3.6 billion
in 1971 to over $10 billion in both 1975 and 1976. While considering part
of this trade deterioration cyclical, the Department of Finance saw the
major cause as "the recent period of more rapid wage and price inflation in
Canada [which] has made it much more difficult for Canadian manufacturers
to compete with foreign firms at home and abroad... ."25

The effect of this economic crisis on the financing of the Cana-
dian welfare state was powerful. Between 1974 and 1975, the budget balance
of the total government sector went from a surplus of $1.9 billion to a
deficit of $4.6 billion, or a swing from 1.4 per cent of GNP to minus 3.0
per cent.

The federal case illustrates what happened at all Tlevels of
government as the governments were called upon to increase social service
payments while, at the same time, the falling economic growth rate drasti-
cally reduced the rate of growth of the tax base. It was a vicious
circle:

"In contrast to the sharp reduction in revenue growth from a rate

of 29.7% in 1974 to a rate of 4.8% in 1975, expenditure growth

slowed from 28.3% in 1974 to 22.6% in 1975. There was a further
large increase in subsidies, most importantly the subsidy on
petroleum imports. Transfer payments to persons increased at
close to the 1974 rate, but in 1975 the most important factor in
the increase was the higher level of unemployment insurance bene-
fits caused by the higher Tevel of unemployment.., ."26

Canadian output, employment, and real income per person all fared
much better than the average of the OECD countries in 1974 and 1975. This
was partly a result of Canada's particular import-export structure, which
meant that international recessions affected the economy differently, and
partly a result of the increased Tevels of government expenditure, and tax
cuts, noted above.

[23




Paradoxical 1y, the relative mildness of the Canadian recession
sustajned import demand, while the greater external impact of the recession
weakened export demand for Canadian goods. Of greater lasting importance,
though, was the fact that the slowdown in inflation which occurred in the
Tatter half of 1975 in the United States, Germany and Japan, came later in
Canada, and then it was less pronounced. Collective bargaining both
reflected and reinforced this trend toward particularly high inflation
rates in Canada.

Major negotiated wage agreements settled in 1975 provided for
annual average increases of 16.8 per cent, compared with 14.3 per cent in
1974, In the non-commercial sector of the economy, too, wages increased.
Overall labour costs jumped by more than 12 per cent while average produc-
tivity, reflecting the recession in output, decTined in 1975. Thus for the
third year in a row, increases in labour costs per unit of output were sub-
stantially higher in Canada than in the United States.

From the perspective of understanding the background to the 1978
exercises, the federal govermment's response to these events constitutes
the single most important political development. The anti-inflation pro-
gram was announced on October 14, 1975, and the necessary legisltation was
passed by Parliament, and regulations issued, late in December. Inflation
rate targets were set at 8, 6 and 4 per cent respectively for the first,
second, and third program years.

The Anti-Inflation Board's (AIB} focus on controlling labour, an
area of provincial jurisdiction, meant that the federal government required

provincial agreement on, and cooperation with, the plan. It acted under
the "Peace, Order and Good Government" clause of the BNA Act, arguing that

inflation constituted a national emergency. This justification was later
sustained by the Supreme Court of Canada. Although the program involved a
massive federal intrusion into provincial jurisdiction, most provincial
governments took part willingly, as they were in the same fiscal "squeeze"
as the federal government. Agreements to apply the new regulations direc-
tly to provincial public sector employees were signed with eight of the
provinces, while Saskatchewan and Quebec established parallel programs to
cover their public sector employees.
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The coordinated federal-provincial policy did reduce inflation
(from 10.8 per cent in 1975 to 6.2 per cent in 1976) for one year,27 but,
in retrospect, its more important effects were probably on public sector-
private sector relations. Wage and price controls were met with vociferous
opposition from the labour movement, chiefly because the AIB's demonstrated
ability to control wages was not accompanied by effective control of price
and profits. The Canadian Labour Congress (CLC) and the Confederation of
National Trade Unions (CNTU) in Quebec pulled out of federal advisory
agencies such as the Canada Labour Relations Council and the Economic
Council of Canada. The CLC organized a widespread public campaign and
staged a national day of protest in October 1976.

As early as May 1976, however, the CLC began to reject its more
negative approach to controls in favour of a more positive position on
tripartite alternatives to the control mechanisms.28 The CLC's national
convention approved the text of Labour's Manifesto for Canada.29  As

stated in the manifesto, labour was convinced that the free collective
bargaining process was ending and that price and income policies were the
harbingers of formal tripartite structures for economic policy. While
aware of the "danger in being coopted," the CLC made it clear that it
wanted to be in the forefront of national planning initiatives that were
based, not on what it termed the institutions of "liberal corporatism"
(which "would mean... labour would function to ensure the acquiescence of
workers to decisions taken by new institutions in which their representa-
tives have no real power") but rather on the basis of “social democracy" in
which labour would gain bargaining power to deal effectively with business
and government managers.

In September 1976 the Economic Policy Committee of cabinet met
with business leaders for discussions focusing on the state of the economy
and "decontrols." Labour, represented by the CLC, and business represented
by the Business Council on National Issues (BCNI) also met for discussions
in late 1976. In March 1976 the BCNI, the CLC and the Economic Policy
Committee held a joint meeting to discuss these same issues. Meanwhile the
federal government released The Way Ahead30 and labour minister John

Munro embarked on a cross country tour to explain and promote the docu-
ment's 14-point plan for the "reconstruction" of industrial relations,
including tripartite boards.
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The tripartite meetings of the CLC, the BCNI and top federal
officials and ministers continued until July 1977. At that point, Finance
Minister Donald MacDonald tabled a "specific written proposal contemplating
phased decontrol starting October 14, 1977."31 According to labour and
business participants, the federal attempt to get voluntary agreement on
post-control guidelines broke down, and with it, the tripartite process.
Labour, in particular, balked at what was perceived as a "take it or leave
it" approach by the federal government. The CLC rejected the proposal and
refused to enter into a bargaining process to decide on a more acceptable
set of post-control guidelines. The BCNI, while not as much opposed to the
process, also had its reservations.

Business and labour's rejection of a continuing tripartite forum
on economic issues in the post-control period were derived in part from the
inability of the BCNI and the CLC to freely represent the private sector.
The Canadian Labour Congress does not represent the majority of the work
force, and is only an aggregate of member affiliates; a significant number
of unions, especially in Quebec, remain outside the CLC. The BCNI has
potentially superior financial resources, but it is composed of the chief
executive officers of 140 of Canada's largest corporations and it can only
speak for these firms. It is also, theré?ore, not representative of the
total business community. Neither the BCNI nor the CLC feels comfortable
with a truly responsible role in a tripartite decision forum. Federal
proposals for a formal consultative body, as outlined in their May 1977
discussion paper Agenda for Cooperation,32 were still-born as an attempt

to restructure national economic relations.

By mid-1977, the federal-provincial alliance on controls was also
splintering. It was becoming increasingly clear that the program had been
relatively ineffectual as anything beyond a "band-aid measure." Hope that
the 1976 economic upturn would represent the beginning of the climb out of
recession was disappointed. The growth in real output for OECD countries
fell from an annual average of 6 per cent in 1976 to about 3 per cent in
1977 and that of Canada sank from 4.9 per cent to 2.6 per cent.33  Though
Canada's economy did not fall so far as most in 1974-1975, neither did it
rise as fast as most in 1975-1976.

Canada's international competitive position had not shown much
improvement. And, although there was a substantial improvement in 1977 in
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Canada's position in relation to all its major trading partners, the
Economic Review stated that:

"A11 of the improvement... came from the depreciation of the
Canadian dollar, and the appreciation of other major currencies
vis-a-vis the U.S. dollar. While progress was made in bringing
down the rate of increase of Canadian labour costs, they still
rose faster than in any of Canada's four major trading partners
in domestic currency terms."3%4
In short, it became increasingly apparent by 1977 that Canada's
declining competitiveness was not a short-term phenomenon due solely to the
international recession, and that it could not be cured by short range
patliatives such as the AIB or currency devaluation, however drastic they

might seem.

In this context, most provincial governments called for an early
end to the AIB program. The federal government, too, had recommended, in
Agenda for Cooperation that it cooperate with the provinces on an orderly

and rapid decontrol by midsummer. The federal tune was soon to change, and
the October 1977 "mini budget" announced that controls would remain in
effect for most firms and employers until the end of 1978. Several
provinces balked: 1in Quebec, the Parti Québécois government had pulled its
pubTic sector employees out of controls shortly after its election in 1976.
Saskatchewan decided to pull out after October 13th, 1977, and Alberta by
the end of December,3%

The perception that Canada's competitive problems were more
deeply embedded in economic structures, and the numerous federal-provincial -
and private-public discussions in 1977 about what was to follow controls,
reinforced a consensus that longer range economic policy formation was
necessary and would require a more collaborative forum. As one federal
official close to the process argued, while the problem of intergovern-
mental interdependence had been around for a long time, it had taken the
AIB, and its impending end, to really bring home the recognition of this
fact. The AIB, he argued, had provided a concrete example of how coopera-
tion was necessary to deal with economic problems, and, at the same time,
had impressed upon participants the enormity of the constitutional/juris-
dictional complications raised by any unilateral attempt to address such
problems.36
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Governments were not alone in realizing that Canada's economic
problems required more than traditional fiscal, monetary, and price and
incomes policies. Economic advisory groups, business groups, Tlabour and
political parties all began to put forward blueprints for structural change
in the economy, and for mechanisms to bring about what they have called a
“national industrial strategy."3/

Thus by late 1977 the economic and political climate was ripe for
some kind of comprehensive policy response to economic problems. The
Canadian economy became profoundly vulnerable to international economic
change and faced serious challenges to its pesition as a competitive
trading partner among the western industrial countries. Viewed from
within, the economy was regionally divided and unevenly developed.
Decentratization of political power had tended to reinforce the economic
regionalism and required a joint federal-provincial approach to economic
policy making. The usual post-war mix of fiscal and monetary “demand
management” policies seemed to be inadequate to meet the challenge of
growing structural problems; and structural, industry solutions have more
and more come to depend upon the consensus of the key economic actors:
business, labour and governments.

Thus, growiﬁg demands were heard for a comprehensive approach, an
"industrial strategy" for Canada. The debate was organized around inter-
governmental and the public/private consultation. We look first at the
more traditional Canadian model: federal-provincial policy making.
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PART B
The First Ministers Conferences on Economy, 1978




l A SUMMARY OF EVENTS

The federal-provincial First Ministers Conferences on the Economy were held
in February and November 1978. The televised debate among the political
Teaders, and the months of behind the scenes activities before, during and
after the conferences were related, but they had some fundamental differ-
ences. The issues in the debate likewise had a common thread but were
treated in different ways in the various stages of the intergovermnmental
process. This chapter, and the following two, analyze both the process and
issues or substance of the 1978 conferences.

The process includes the behavioural and institutional motiva-
tions of the governments, the role of ministers conferences leading up to
the first ministers meeting, the setting of the agendas, the impact and

importance of the publicly televised "media event" and the methods by which
decisions were taken and relayed to the govermments involved. The issues

of the debate include the role and size of the state in the economy, the
structural problems faced by economic policy makers, and the manifestation-
of interregional tensions,

First, however, it is important to describe the sequence of
events so that a larger picture of the 1978 exercises as a whole can
emerge.
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Organization

Prime Minister Trudeau put the idea of a first ministers conference on eco-
nomic jssues before the premiers during a tour of the provinces in the fall
of 1977. The reaction of the premiers was mixed, but none expressed
unwillingness to participate. It was mid-December, however, before a firm
commitment was made to hold a federal-provincial First Ministers Conference
on the Economy in February 1978.

The agenda and general approach of the conference resulted from
meetings of a steering committee of 1intergovernmental affairs officials
from the ten provincial governments, chaired by Marcel Massé, then federal
deputy secretary to the cabinet for federal-provincial relations.

Several preliminary conferences of federal and provincial minis-
ters responsible for various economic sectors were convened. In some
cases, for example, the meetings of finance ministers, the ministers
conferences represented the continuation of an established pattern of
federal-provincial consultation at the ministerial level. In other policy
areas the meetings were move innovative and specifically geared to the
first ministers conference. The ministerial meetings were held so that
federal and provincial ministers could review policy, and, if possible,
arrive at a consensus on future directions which could then be submitted to
the first ministers. For some meetings, that of the energy ministers for
example, confusion existed among provincial ministers about whether they
were, indeed, to arrive at a consensus for the February First Ministers
Conference. Seven of the nine ministerial conferences forwarded reports on
their discussions to the first ministers. For the other two, the premiers
made statements on behalf of the ministers concerned at the First Ministers
Conference.l

At the federal level, responsibility for organizing and coordi-
hating participation in the ministerial conferences and the first ministers
conference was divided between the Federal-Provincial Relations Office
(FPRO) and the Committee of Deputies on Economic Issues (commonly known as
"DM-10") chaired by Thomas Shoyama, Deputy Minister of Finance. Although
the division of tasks between the two bodies was not clearcut, FPRO's res-
ponsibilities appear to have involved primarily coordination of the confer-
ence agenda and arrangements with the provinces, while the DM-10 committee
was concerned with coordination of the substance of the federal position.
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The federal effort was massive and decentralized. A1T Tine
departments whose mandates concerned conference agenda items were asked to
prepare background papers and reports of the proceedings of the ministerial
conferences. The committee of deput ies then met with departmental offi-
cials to review their papers, and sent them to FPRO to be re-examined and
prepared for cabinet approval. The cabinet either approved the papers of
the federal position concerning that policy area, or asked for revisions.

Provincial governments organized their input according to two
basic criteria. The first hinged on the priority attributed to the premier
and his cabinet to the first ministers meeting. This, in turn, depended
upon whether or not the conference was seen as an effective forum for
expounding the provinces views cbncerning the policies which should be
pursued to improve Canadian economic performance in the short and medium
term. Those governments that considered the conference as a good oppor-
tunity to express their views arrived at their provincial positions in a
more centralized manner than did the others.

The second criterion may be termed institutional: the size and
sophistication of the bureaucratic resources at the disposal of the pro-
vinces. Where there were limited bureaucratic resources, the econamnic
departments had relatively Tittle input into the preparation of the provin-
cial position, responsibility for which often lay with intergovermmental
affairs officials in the Executive Council office. By contrast, economic
departments 1in the Targer govermments were generally involved in the
preparation of their provincial positions, even if they did not a]ways
determine its policy thrust. Their involvement was coordinated by inter-
governmental affairs offices with responsibility for overseeing the coordi-
nation and content of the provincial position.

The February Conference

The First Ministers Conference was held from February 13 to 15, 1978, with
full television and radio coverage by the CBC. It received massive advance
pubTicity and generated high expectations; business and other interest
groups took a close interest in the proceedings, although several news-
papers urged their readers not to expect too much and emphasized the elec-
toral stakes for the Liberal govermment.
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The stars of the show were the Prime Minister and the ten
premiers, but with so much on the agenda, each was accompanied by a Targe
entourage of ministers and officials. A total of 281 persons participated,
78 ministers and 203 officials. By far the largest delegation was from
Ottawa: 33 ministers and 80 officials, many of whom, however, were present
only for brief periods. From the provinces, Ontario and Quebec each sent
26 delegates, New Brunswick sent 21 and Alberta 20. The smalTest delega-
tions were Manitoba with nine and Saskatchewan with eleven. Many of the
ministers and officials sat in serried ranks behind the first ministers
while others worked in offices in various parts of Ottawa. Leaders of the
federal opposition parties and other Members of Parliament, perhaps symbol-
ically, sat with the other observers behind the cameras. One member of the
Canadian Intergovermmental Conference Secretariat (CICS) estimated that
there were no less than 400 accredited members of the press present. Prime
Minister Trudeau chaired the conference, but separate agenda -items were
co-chaired by the premiers, and federal and provincial spokesmen alternated
in leading the discussion, an 1innovation in federal-provincial confer-
ences.

The topics on the agenda {see Table II.1) can be divided in two
categories, often referred to as “horizontal® and “vertical" economic
issues. The "horizontal" issues concerned the framework of the economy as
a whole, such as labour and commercial policies; the "vertical® jssues
dealt with specific sectors of the economy: manufacturing, fisheries,
mining. etc.

Progress on the rather lengthy agenda was mixed and tended to
fluctuate with the mood of the participants. At the end of the first day,
the atmosphere was almost collegial and a mood of cooperation and harmony
prevailed. With the discussion of regicnal devel opment and transportation
issues on the second day, however, a more confrontationist attitude
emerged, particularly between provincial spokesmen and federal cabinet
ministers. This reached its c¢limax on the Wednesday morning in a heated
exchange between Quebec Premier René Lévesque and federal housing minister
André Ouellet, ending when the premier stormed out of the conference hall.

During the morning of that third day, February 15th, federal and
provincial officials prepared a draft communiqué based on the discussions
of the first ministers at a private dinner the previous night. The
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premiers approved the communiqué over lunch which Lévesque also attended.
The Quebec premier later left the conference early, holding a press confer-
ence to denounce the entire event as a complete waste of time and "a pre-
election extravaganza." Undeterred, the other first ministers proceeded
with the remaining items of the agenda and finished their discussions late
on February 15,

"We certainly have not made miracles," said Prime Minister
Trudeau when he presented the closing communiquea, "but we have made a
start.” A glance at the communique leads one to agree at least with the
first part of that statement. The medium-term objectives agreed upon by
the first ministers remained at the level of platitudes, calling for
"expansion of jobs from the private sector," "increased investment," and
then "restoration of price stability." As the Montreal Star put it:
"Motherhood looms large." More progress was made with respect to demand
management and prices and incomes policies. In these fields, it was agreed
to keep the growth of government expenditure below the growth of GNP or
gross provincial product, to accept the Bank of Canada's tight monetary
policy, and to ensure that the level of total compensation of public sector
employees did not lead that in the private sector. The agreed upon prices
and incomes monitoring agency within the Economic Council of Canada was
much more anaemic than that which had been proposed by federal officials in
the months preceding the conference.2 It was also proposed that the Eco-
nomic Council should examine the effects of economic regulation on the
private sector and monitor price and cost changes in the economy in the
post controls period.

In another attempt to improve the business enviromment, federal
and provincial Finance and Resource Ministers agreed to undertake a review
of taxation of the mineral and petroleum industries. The statements in the
communiqué concerning trade and industrial policy were primarily an expres-
sion of good intentions. Ottawa promised to "continue to keep provinces
and indicated that a priority

informed on progress of GATT negotiations,’
at those talks would be to increase Canadian exports, particularly of

"processed raw materials.”

The conclusions on manpower policies, regional policies, agricul-
ture, tourism, fisheries, forestry and manufacturing were wmuch more tenta-
tive and lacking in substance. With respect to housing, the federal

40]




government agreed to reconsider the provinces' proposal for block funding
of housing programs.

The most concrete commitments in the communiqué were in proposals
for specific energy projects. The federal Minister of Energy, Mines and
Resources and the Premier of Newfoundland announced an agreement in princi-
ple to establish the Lower Churchill Development Corporation, which would
be responsible for the engineering, marketing, financing and construction
of the Gull Island Hydro project. The federal government agreed with.
Saskatchewan to proceed with the development of a heavy oil upgrading
facility in the province. Attached to the communiqué was a list of twelve
further projects which were to be given “priority attention" by the federal
and provincial governments. Nine of these projects were in the energy
field. The others concerned maximizing the benefits from the 200-mile
fisheries Timit, expanding grain storage facilities at Prince Rupert and
ensuring increased investment in the automotive industry. A1l these
decisions show how the conference allowed provinces to seek specific
project support from Ottawa.

However ephemeral the substance of the "communiqué,” rost parti-
cipants came away with the general consensus that increased intergovern-
mental collaboration was a prerequisite for an effective economic strategy
for the country. The Minister of State for Federal-Provincial Relations,
Marc Lalonde, put it this way: "“The real condition for the success of this
conference in leading the way toward a better economic future is that it
marks the beginning of a process of more complete and purposeful intergov-
ernmental consultation."3

[t was however only a tentative beginning. Most of the premiers,
with the notable exception of Mr. Lévesque, were pleased with the results.
The communiqué had included most of their "pet" jtems. They welcomed the
commitment to meeting again in November, and the feeling that the provinces
would play an important role in future federal economic policy making.
Officials in intergovernmental affairs agencies were generally enthusias-
tic; those in more substantive line ministries were more lTikely to be
frustrated by the seemingly endless talk and 1little action. For them
substance was more important than process.
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The press was cautiously approving. In general, there was sup-
port for the apparent commitment to restraint and the encouragement of
investor confidence. Many journalists felt that there was a new foundation
of cooperation which could be built on in the future, but that the mélange
of items in the communiqué represented a “T1owest-common-denominator" grab-
bag of generalities and specific projects, and that there was not much
substance underneath the rhetoric. Some papers, like the Financial Times,

also argued that too little attention was given to the immediate and short-
term problems facing the economy.

The Interlude: February to November, 1978
The events between the two first ministers conferences demonstrate both the

promise and the limitations of federal-provincial cooperation over economic
policy. Many officials and political leaders were disillusioned by the
speed with which the TndividuaT governmments returned to earlier habits of
not consulting and of acting alone; yet there were policy initiatives fol-
Towing the February conference that enabled some progress to be made.

Some of these events were designed specifically to follow up the
first ministers initiatives in February, while other policy and political
decisions had a bearing on the climate of federal-provincial relations.

The most important initiative following the First Ministers
Conference was the creation of twenty-three industry Sector Task Forces.
The groups, composed of business and labour representatives, with federal
and provincial observers, each met approximately four times between March
and June and submitted their final reports to a meeting of deputy ministers
of industry on October 23, 1978. The federal government presented a preli-
minary response to the sector reports and to a coordinating overview com-
mittee at a November 7 ministers meeting.

Other programs launched in this interim period were a federal-
provincial mineral taxation review, presented to a meeting of resource
ministers on November 3, 1978; the establishment within the Economic
Council of Canada of the Centre for the Study of Inflation and Productivity
to monitor price and income trends; a study, also delegated to the Economic
Council, to investigate the effects of government regu1atibn on economic
activity; federal-provincial meetings tc exchange information on public
sector compensation; a ministerial conference to review the current state
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of research and development funding; and meetings of industry officials and
ministers to discuss industrial adjustment and devel opment programs.4
Discussion.on conference issues continued with meetings of deputy ministers
and ministers of finance in June, July and November, of manpower ministers
in October, and of fisheries ministers in May and November. Provincial and
federal governments also consulted on the progress of multi-lateral trade
negotiations, tourism development and block funding for housing programs.

Despite this activity, other federal actions had greater signifi-
cance for continuing federal-provincial relations.

In the federal budget of April 10, Finance Minister Jean Chrétien
proposed a measure whereby the federal govermment would partially compen-
sate the provinces for Towering their retail sales taxes. To stimulate the
economy, Chrétien called on the provinces to reduce their sales taxes by
three percentage points for a six-month period, and said Ottawa would
compensate them for the loss of revenue from two of the points. Alterna-
tive arrangements for compensation would be made with provinces that
preferred to lower their taxes by two per cent, but extend the period for a
further six months.

This measure had been discussed at finance ministers meetings,
and Chrétien, when he presented the budget to the House of Commons,
appeared to believe that it was acceptable to the provinces. Quebec, how-
ever, opposed it and argued first, that the measure represented federal
intrusion into provincial jurisdiction; and, second, that it would pri-
marily benefit the Ontario manufacturing industry. After much wrang1ing
the federal government finally accepted the Quebec proposal to compensate
the province for conducting jts own sales tax reduction program. Quebec
eliminated the entire sales tax on only four commodities, clothing, tex-
tiles, shoes and furniture, for which manufacturing is concentrated in
Quebec. The federal government, however, paid $186 million in compensatian
directly to Quebec taxpayers, not to the provincial treasury as the govern-
ment had requested.

The Western provinces followed Quebec's lead 1in criticizing the
proposal but did not opt out of the sales tax measure. On April 14, the
Western premiers issued a statement saying that they were not debating the
principle of the sales tax cut as a fiscal measure but that they were
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“sharply critical of the unilateral and intrusive way in which it had been
put forward." The premiers claimed the federal budget which arrived as
they completed new budgets “contradicts the spirit of federal-provincial
cooperation and consultation, which the February conferences had been
intended to foster."S  Other provincial governments, particularly the
Atlantic provinces and Ontario, were much more supportive of the
measure.t

A second federal move which some provinces interpreted as contra-
dicting the February spirit was the expenditure restraint program announced
by the Prime Minister on August 1, 1978. This was a series of measures
designed to pare $2 billion from current and planned federal expenditures.
Together with earlier cuts and others which came later, public spending
would be reduced by $4.2 billion. Given the high degree of interdependence
in federal and provincial finances, there was no doubt that provincial
revenues would be affected, both directly and indirectly. In a telex to
the premiers on August 18, the Prime Minister promised to "fully discuss
with you before deciding to make changes to federal-provincial contractual
or legislative arrangements presently in effect.” While the federal
government maintained that cuts were in keeping with February commitments
to reduce the growth in expenditures, the details of various restraints on
jointly funded programs, particularly unemployment insurance and fiscal
arrangements, dominated federal-provincial finance discussions throughout
the fall of 1978,

Other measures also affected the next First Ministers Conference
on the Economy, scheduled for November 27-29. Although Finance Minister
Chrétien considered postponing a fall budget until after the first minis-
ters conference, he chose to bring one down on November 16, claiming that
it would concern short-term measures while the conference would focus on
the "medium-term." With a federal election pending, and the Liberals
Tosing all but two of fifteen by-elections held on October 15, Chrétien was
in a difficult position. He chose what was regarded as a responsible
middle path between the advocates of stimulus and restraint. The budget's
key measure was a 3 per cent reduction in federal sales tax at the manu-
facturing level. It also reduced unemployment insurance premiums and
increased the automatic employment expense deduction in wage and salary
income. To promote industrial growth,'Ottawa increased the investment tax
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credit (from 5 to 7 per cent, and from 10 to 20 per cent in the Atlantic
provinces and the Gaspe}, doubled the research and development tax credit
(from 5 to 10 per cent, and to 20 per cent in the Atlantic provinces), and
implemented measures to stimulate investment in mineral exploration and
development and new mining ventures. In addition, a 25 per cent tax credit
would apply to research and development undertaken by small Canadian-
controlled businesses. As the total tax reduction slightly offset the
impact of the August restraint program, the budget would provide only mild
stimulation to the economy.

One final policy measure announced a few weeks before the Novem-
ber conference demonstrated the federal desire to be perceived as respond-
ing to the challenges of economic policy. In November, Prime Minister
Trudeau announced the creation of the Board of Economic Development Minis-
ters. Under the presidency of Robert Andras, former president of the
Treasury Board, the Board's members included the ministers of Industry,
Trade and Commerce; Employment and Immigration; Regional Economic Expan-
sfon; Energy, Mines and Resources; Labour; Small Business; Revenue; and
Science and Technology. The Minister of Finance and President of the
Treasury Board sat ex officio. According to Andras, the Board would review
every proposal and the associated funds for economic development, before
they were approved by the cabinet and Treasury Board. The new Board would
also be responsibTe for coordinating federal industrial policies with the
provinces and the private sector.

Despite the federal activity, and the joint follow up in several
policy areas, the gehera] climate on the eve of the November conference was
less optimistic than it had been in February. With the lost by-elections
in October and the defeat of the Liberal government of Nova Scotia in
September, the federal Liberals were on the defensive. Moreover, the
rather dramatic and controversial undertakings on the economic level were
coupled with significant efforts at constitutional review; the federal
government convened a first ministers conference on the constitution on
October 30, 1978. Having the two conferences to close together strained
the institutional resources of all governments and may have diluted the
attention of the politicians. Thus there was much less enthusiasm for the
second conference on the economy.’
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The November Conference

The federal government's position was clear when the conference opened on
November 27. As Le Droit analyst Fay La Riviére put it: "Le ministre
fédéral des Finances a fait sa part depuis février dernier, 3 votre tour de
faire la vdtre... ."8 The federal bureaucracy had invested a tremendous
amount of time and effort unmatched by any of the provinces, except perhaps
Quebec, in preparing a mountain of material for the conference, as it was
determined to demonstrate its steadfast follow-through on the February
conference.

In his opening remarks, the Prime Minister stressed the insepara-
bility of the constitutional and economic problems facing Canada. He noted
that the issues of greatest concern in the economic realm were unemployment
and inflation. Nevertheless, he cautioned the premiers:

"Last February's conference owed its great success to the col-

Taborative spirit with which we approached it and to our deter-

mination to keep our sights upon the medium-term. Our purposes

are not to dwell upon our past mistakes, nor yet our immediate

difficulties, except as they both may be instructive in pointing
to the directions we must travel."?

Mr. Chrétien then opened the discussion on the "Economic Overview." The
Finance Minister was forced to admit that the economic targets of the pre-
vious February had not matched actual trends, but he argued that this sim-
ply meant that the finance department projections required a more extended
time frame, not that they were invalid.

In the premiers' statements which followed Mr. Chrétien's
remarks, it became evident that the aura of cooperation the federal govern-
ment wanted to project was not forthcoming. The November conference took
on a more familiar pattern of provincial complaints of recent federal
policy and more open interprovincial conflict, than had the previous con-
ference.

The Atlantic provinces focused on regional development policy,
the impact of federal cutbacks, and on energy and fisheries, although their
positions were by no means identical. The Quebec government Taunched an
aggressive attack on the alleged "asphyxiation" of the provincial economy
by federal fiscal and economic policy, laying the blame largely on the
federal system itself. Ontario's Premier Davis singled out the fiscal
"drag" of the Alberta Heritage Fund and the diversion of funds to regional
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development as impediments to national economic growth. Finally, the
Western premiers, again without complete unanimity, focused on trade nego-
tiations, foreign ownership, transportation, and the role of the public
sector. Despite some interregional squabbling, the dynamics of the confer-
ence soon became a sustained criticism of federal economic policy from the
provincial premiers.

The November conference, the agenda for which is given in Table
11.2, was much less productive and considerably more fractious than its
predecessor, The events of the intervening months contributed to the
combative mood, and a closed session lunch on the second day added a paral-
lel conflict to the proceedings. 1In August, the federal governmment had
unilaterally delayed the January 1979 increase of $1 per barrel on the
price of crude oil. Alberta and Ottawa had managed to agree on the post-
ponement provided there would be a further price increase of $1 per barrel
on July 1, 1979 and January 1, 1980. Prime Minister Trudeau attempted to
secure the agreement of the other premiers to this arrangement at the
¢losed luncheon sessions. The federal govermment did not get the unanimous
approval it wanted, and this contributed to a souring of the mood of the
conference.

The traditional dinner on the second day was cancelled, and the
discussions ran behind schedule. The Tast agenda item on the "economic
coordination process" was omitted, underlining the prevailing demoraliza-
tion. Electoral considerations, bureaucratic overload, the large and
unwieldy agenda and the more aggressive mood of the provincial governments
had all taken their toll.

As in February, the November communiqué consisted primarily of

~tentative and general statements. As an editorial in the Ottawa Journal

noted:

"The final communiqué reveals to the world that the first minis-

ters welcomed, emphasized, re-emphasized, affirmed and re-

affirmed, noted, agreed, stressed, reviewed, recognized, urged,

and acknowledged."10

In the communiquéll the first ministers reaffirmed their commit-
ment to the principles of private sector led growth and a reduced role of
government 1in the economy. They stated that attempts to develop both

general industrial and specific sectoral policies, in consultation with

47




snbLunuwo) Jo UOLIRIUISSUY

UGLSN|Douo)

anbLunuwe) syy
UO UQLS$S3S pascld - young

[3d ‘1 18qdue)

Jaluadgd Ag paj UOLSSNISLQ
SaLABYS 1 4

S22UN0SaY

pue ABaauy 40 UD3SLULW

30 J93SLULK |e49pa4 089and ‘aqn4ag "W

‘Bue *Ji AqQ pa| UOLSSNOSLQ Aq pa| uelssnastq
uoljejaodsued) S{edaut

*PLIN “s3400y *yses ‘Avuayeiq

49184 d AQ pa| UOLSSNISLQ Jdatadg Aq pal uoLssnasiq
Juawdo |sAsp |eUOLBay AB4zu3

(pesSsSnasSLp J0u)
$S8204d UOLJRULPJAOD) ILILOUODT
JJd0dsueaj

{p,2u0d) suwa3] oljraads (p,3u02) swaly oLj1oads

Y162 42GUBAON

Buiatad |LO U0 UDLSSNISLP
‘UQLSSasS Paseyd ‘yiun
2qQO1LURY “UCAT] LBLWBAJ
Aq po| uoLsSSnaSLp
LuGt3e|nbad JUIULIADY
ucLjesuadues
403285 a11gnd pue
‘agy ‘euny|notabe Jo
Ss94b04d UG uQLsSSNIS L]
neapndj "W-d
AQ PA|GEY MILAUBAQ

J40dey ssa4bodd

TG ‘S LaeQ
J31URUg AQ pa| uoLSSNISL(
Juswdo |9A9p {BLJISAPU]

Swa3] 01310843

4387 4DGUIACN

uotl

~edbLuw] pue juawAo(dwy

40 JA9]SLULK [e4dp34
‘UBLING CuR TUBWAEBYY)

sanss] juawAo| dwl

pue 38Ry JanogeT

sdalusad [eLoulAcsd
Aq sjuawajels dutuady
423SLULY IDUBUL 4

‘usLlauy) uesp A JUawdILIS NEe3PILAL JBYSEULY SWLdg

MBLAJDAD DLWOUDD] IVUBLBJUO) BYT J0 Duiuadg

Yl/2 4oquizAo)

epuafy

‘Q/61 49QUDAON gZ2-/¢ “AWOUODT 3Y] UO IDUIUBJUO) SAIISEULW ISAE{ - 2 1] 2190

48]



industry and labour, would continue. They agreed to hold another confer-
ence on the economy in late 1979,

They agreed that "employment and Tabour market policies and pro-
grams should be oriented towards the support of permanent employment growth
in all regions," and that "direct Jjob creation programs will continue to
play an important role in high unemployment areas."”

On agriculture, they noted that work would proceed on the federal
proposal for the harmonization of stabilization programs. The statements
in the communiqué on research and development, public sector compensation,
and tourism and fisheries indicated that little progress was made in these
fields. The first ministers suggested that the Economic Council include
FIRA's operations in its inquiry on regulation.

On industrial development, it was agreed that Canada's position
at multilateral trade negotiations should place special emphasis on opening
foreign markets for Canadian fish products, agricultural products, resource
based industrial products and high technology exports. The first ministers
also "affirmed that govermments should work to ensure that the Canadian
market is not unnecessarily fragmented through government purchasing prac-
tices." They agreed to respond concretely to the task force reports.

Major energy projects were to be pushed forward; the most signi-
ficant agreement was the development of new gas markets east of Alberta.
An Ottawa/Alberta task force was to be established to investigate these
markets in consultation with other provinces. The need for the rationali-
zation of refinery surplus capacity in Eastern Canada and equitable treat-
ment of gas relative to other energy forms was acknowledged.

The only announcement of importance on mineral policy was that
"there was general agreement that where one level of government moves to
reduce taxes on resource industries, the other Tevel would not act to off-
set those tax relieving benefits."

The first ministers “stressed that regional devel opment should be
based on viable economic opportunities resulting from natural strengths."

This may have been an attempt to reconcile the Atlantic premiers' opposi-

tion to "transfer payment palliatives" with the fears of Ontario and
British Columbia that firms would be artificially diverted from their
"natural Tocations."
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On transportation, the first ministers agreed that the federal
government should proceed with Bill €-2012 and announced that a meeting
concerning the grain transportation and handling system would be held.

Finally, the first ministers "agreed that it is essential to
continue to discuss and coordinate federal and provincial approaches to
Canada's economic problems through an improved federal-provincial framework

for consultations, discussions and concerted decisions," but no specific

mechanisms or timetables were spelled out.

Both participants and observers felt that the November conference
had been much Tess useful than the February one. Even the press was argu-

H

ing that "gavel-to-gavel" television coverage was 1inhibiting the kind of
flexibile negotiation which was necessary. The complex agenda and the
massive flow of position papers were also believed to have inhibited the
debate. Columnist Geoffrey Stevens suggested that delegates should be
equipped with wheelbarrows. Eighty-one separate documents were distri-
buted: 30 by Ottawa, 13 by Quebec, 10 by Ontario and smaller numbers by the
other governments. The political debate between Prime Minister Trudeau and
Premier Lévesque intruded into economic discussions, and the highly charged
pre-election atmosphere also inhibited progress. This made any attempts to
focus on the mid- to longer-term issues instead of immediate problems
virtually impossible. The general reaction can be summed up as: “We must
have federal-provincial conferences to coordinate economic policy, but

there must be a better way than this."

In the following chapter we explore the anatomy of the process to
see if, in fact, this form of federal-provincial consultation can be effec-
tive.
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J l THE PROCESS OF THE DEBATE

This chapter analyses the work behind the scenes, the behavioural and
institutional constraints on the process, and the political and policy
reasons underlying the events. Five elements in the conduct of inter-
governmental discussions are especially important: 1) the motivations and
objectives of the political leaders and their public servants throughout
the conference period; 2) the way the agenda was set and how this affected
debate at the conferences; 3) the significance of the underlying tier of
ministers meetings before the first ministers conferences; 4) the special
problems created by the public character of the process and massive
coverage by the media; and 5) how decisions or consensus were relayed to
the participating governments and incorporated into their own decision
making.

Motivations and Objectives

Let us first Took at the political and palicy objectives of the participa-~
ting governments.

The Federal Government

The decision by the federal govermment in the fall of 1977 to convene a
First Ministers Conference on the Economy arose from a complex mix of moti-
vations. One set was overtly political and electoral: to be seen to be
doing something effective to promote econamic development. This dictated
an open, public process. The other sét of motives was more substantive:
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to respond to the economic challenges emerging from the economic policy
background of the previous few years.

By Tate 1977 it was realised by economic peolicy makers that

~ traditional stabilization policies were not adequate to address Canada's

economic problems, particularly the problem of the international competi-
tiveness and productivity of Canadian industry, and that the policy
instruments shared between federal and provincial govermments must be used
in concert. This is illustrated in the Govermnment of Canada's discussion
paper of May 1977, Agenda for Cooperation.l

The dilemma was whether the federal-provincial dimension of these
questions could be dealt with, as in the past, by the long established
liaison between the ministers of finance and the Continuing Committee of
Officials of Finance?2 The answer appeared to be negative.

Responsibility for economic management within the federal bureau-
cracy has continued to spread:
"Prior to the early 1960s the key economic departments had
scarcely changed over the previous few decades. Since the early
1960s, however, in quite rapid succession, new departments of
Industry (later merged with Trade and Commerce), Regional Econo-
mic Expansion, Consumer and Corporate Affairs, and Manpower and
Immigration have been established, thus widening the range of
ministerial and departmental participants in the process of
economic management,"3
Throughout the late 1970s, the responsibility for structural framework
policies for trade and tariffs, taxation, regional development, energy,
lTabour markets, industrial relations, transportation, competition and
environmental protection were spread over several more or less autonomous
federal departments. Central agencies such as the Privy Council Office
{(PCO), and the Prime Minister's Office (PMO), rather than the Department of
Finance coordinated the policies. Many provincial officials, and some
federal officials, attributed part of the motivation for the 1978 confer-
ences to the desire of central agency policy makers to better coordinate
the federal bureaucracy's management of economic problems. And, in fact,

the idea for the conferences originated in PCO and PMO.4

The need for a coordinated approach, given the fragmentation of
economic decision-making at the federal level, led the federal government
to recommend a conference with a broad multidepartmental input. Together,
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the conferences involved even more departments than had the constitutional
review of 1968-1971., The key conferences, however, would have to be at the
first ministers Tevel, as one senior official noted: "once you depart from
the attitude that you leave the economy to the ministers of finance; once a
high proportion of govermment concerns are with the economy, then the first
minister has to take a leading role."5

Finally, the conferences in 1978 were designed to address what
had come to be called "medium-term economic issues.” While the temptation
to stress short-term solutions to problems such as unemployment and infla-
tion could not be entirely suppressed, in general the federal conference
planners were detemined that the structural problems facing the economy
demanded more than a shortsighted discussion and would respond only to
Tonger term solutions.6 '

A second set of motivations were the electoral fortunes of the
Liberal government. Throughout the entire period from late 1977 to the end
of 1978, pelitical observers, politicians and the media expected an elec-
tion to be called almost at any moment. The Liberals were widely perceived

‘to be neglecting the economy in their obsession with the issue of "national

unity.” As the months passed, the opposition in the House of Commons
became increasingly vociferous in their condemnation of the govermment's
economic management. For the Prime Minister's advisers, and for the
government in general, the need to be seen to be responding to economic
issues was vital.

There was also the question of business confidence. In the pri-
vate sector it was widely believed that govermment was too large, too
interfering, and that federal-provincial conflict had increased the burden
of government. Many officials noted that this view is borne out by the
responses of 5000 Canadian businesses to the Department of Industry, Trade
and Commerce "Enterprise Canada" exercise in 1977. Thus a key objective of
the public conferences, in the eyes of many federal public servants and
politicians, was to "give a signal to business" that governments could "get
their act together" to come to grips with the state's role in the economy
and to improve conditions for private sector investment. One federal
official said:

"There was a general perception by the end of 1977 by both the
Prime Minister and the Premiers that the [February] conference
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was going to be very important as a signal to business and the
private sector that governments could come together and grapple
with the problems facing the country."7

Nova Scotia

Officials here believed that the Liberals intended to use the conferences
for political ends, though federal officials were felt to be genuinely com-
mitted to formulating a medium-term strategy for the Canadian economy. It
was also believed that, by late 1977, Ottawa had become more willing to
listen to the concerns of the provincial governments.

Thus, despite the strain on provincial govermment resources that
would be involved, Nova Scotia reacted positively to the proposal for a
First Ministers Conference on the Economy. Premier Regan, one of only two
Liberal provincial premiers, and also facing an election, hoped to use the
February conference to initiate his campaign. By contrast, the Buchanan
Conservative government, which defeated the Regan government in late
September, found itself plunged into preparation for the second conference
without having had time to formulate a considered approach. Consequently,
the organization of provincial efforts for the two conferences differed
substantially. The Nova Scotia position for the February meeting was
prepared primarily within the Premier's Office; for November, a committee
of deputy ministers was set up to organize the provincial effort.

The positions put forward by Nova Scotfa were dictated by the
economic problems of fisheries, energy and regional development confronting
the province, not by the political affiliation of the goverment.

None of the officials interviewed in Nova Scotia had expected
concrete decisions on matters of concern to the province. The objective
was simply to get other govermments to agree on the importance of their
concerns, and to have them noted in the communiqué. This, in turn, would
make it difficult for the federal govermment to ignore them.

New Brunswick

With the possible exception of the Department of Finance, little attention
was devoted to the conferences on the economy. The resources of the
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provincial government were severely strained by the simultaneous constitu-
tional negotiations of 1978, which took precedence over the economic
conferences.,

New Brunswick officials did not have high expectations of the
economic meetings. They were just another opportunity for the provincial
government to make its concerns known. The major issues for the province
were energy and regional development, but the province's approach was not
so much to present a "shopping 1ist" but to slow the momentum of certain
developments and ideas that they saw as not being beneficial for the
province,

Newfoundland

While some Newfoundland officials saw the conferences' goals as primarily
political, the Newfoundland government welcomed the idea. It hoped to rea-
lize two objectives: first, to secure a commitment to developing hydro-
electric projects in the province, and to make some progress in resolving
the dispute with the federal govermment over fisheries management; second,
as explained by one official:
"Newfoundland's role [is] to put forward what we see as the main
issues, from the point of view of a very small province...to
bring an appreciation of what we have, and what we are and can
become, to the other provinces and to the federal government...
So from a policy formulation standpoint, I think it's important
that we have [the] kind of national forum, where our views can be
made known."8
The Atlantic provinces reflect a familiar pattern. lLacking the

bureaucratic numbers and the economic and political clout of the larger
provinces, they see federal-provincial conferences as opportunities to put

forward requests for federal assistance on a small number of issues of im-
mediate benefit to their provinces. They do not try to develop expertise
in all areas; nor do they see themselves as economic decision makers on the
national stage. They use their Timited resources to best advantage in a
system where they are forced to depend on the goodwill of Ottawa.

The officials interviewed did share the view that a medium term
approach to Canada's economic problems was necessary. While few thought
that the federal government was attempting to deflect attention away from
such issues as unemployment, all felt that the economic difficulties facing
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the country were deep rooted and structural, and therefore not amenable to
short-term solutions. This view which may have resulted from their analy-
ses of the sources of the chronic economic problems of their own region,
made them sympathetic to the federal govermment's medium-term approach.
Nevertheless, there was a prevailing sense that one could never be entirely
certain of what the federal government was up to.

Finally, few officials in the region regarded the 1978 conferen-
ces as a major innovation. Most saw them as simply another step in an
ongoing process of federal-provincial consultation on the economy.

Quebec

The Quebec govermnment perceived Prime Minister Trudeau's motivations for
holding a first ministers conference as primarily, if not entirely, poiiti-
cal. While the general inclination of the political leadership in Quebec
was not to participate, they saw that they had no choice as they had not
held their referendum and therefore had no legal mandate to act as a sepa-
ratist government.

Quebec's objectives were to protect its Jjurisdiction from
Ottawa's encroachment, to ensure that federal activities in the province
would be in 1ine with provincial priorities, and, like the Atlantic
provinces, to demonstrate how federal programs hurt the province.

Officials felt that they were rushed in their preparations for
the February conference; consequently, their expectations going into it
were low, and the delegation as a whole experienced frustration with the
exercise. This was not the case, however, for the second conference in
November. Buoyed by what they saw as a "victory" in the sales tax dispute,
the Quebec delegation was more aggressive and better prepared. As a re-
sult, Premier Lévesque made a more impressive political performance, with a
cenvincing demonstration of the way in which federal policies hurt Quebec.
The communiqué, perhaps as a result, gave more recognition of Quebec's sub-
stantive concerns.

Ontario

Ontario has traditionally pressed for greater federal-provincial consulta-
tion on the economy, so it welcomed Trudeau's proposal for a first minis-
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ters meeting. Ontario officials interpreted Ottawa's political motives in
a favourable 1light believing that the federal government had a strong
desire to get results from the conference, and was in the mood to Tisten to
the provinces. The Ontario strategy was to put forward forceful and clear
cut arguments in an attempt to make the maximum possible impact on federal
policies.

Ontario was perhaps the most optimistic about the ability of pro-
vinces to have an effect on national economic policy, and officials saw the
dynamics of the conferences as placing Ottawa on the defensive.?

Ontario's approach to the conferences was also shaped by its con-
cern with the Tow level of public and business confidence in government.
Ontario officials were convinced that the public and the business community
would react positively to the conferences only if they resulted in action
on specific economic problems. They therefore opposed the federal govern-
ment's emphasis on the medium-term, which would be seen as too esoteric.
They also wanted the debate restricted as much as possible to the first
ministers themselves, and objected to the speeches made by federal cabinet
ministers. Similarly, Ontario participants feared that the large number of
documents tabled by the federal government would have a stifling effect.

The substance of Ontario's position was also largely a response
to the demands of the business community. As one official explained:

"The Ontario government's economic stance was very clearly con-

sistent with the demands of the private sector at the time. The

central themes of Ontario's position were striking a pretty res-

ponsive chord with the private sector."”

Ontario officials were enthusiastic about the results of the
February conference, primarily because of the commitments to public sector
restraint and to returning impetus for economic growth to the private sec-
tor. They were also pleased that many of Ontario's proposals, such as the
"Buy Canadian" advertising campaign, had been accepted.

Ontario politicians and officials were, however, very much aware
that their province is regarded by many other provincial governments as the
prime beneficiary of national economic policies. Queen's Park was there-
fore very careful not to appear to be pushing the province's own economic
interests to the detriment of those of other regions of Canada. A con-
scious effort was made in Februahy to include among Ontario's proposals
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some which were obviously designed to benefit other provinces. They were
not always successful 1in this. The controversy surrounding the retail
sales tax eut for example resulted from the view that the sales tax cut was
something done for Ontario, to help Ontario's manufacturing to the detri-
ment of the rest of the country.

Saskatchewan

In contrast to Ontario, the Saskatchewan government did not consider
increasing business confidence as a major goal. Government officials con-
tended that relations with the private sector were good, despite a high
lTevel of public intervention. Rather, Saskatchewan sought an alternative
to the prevailing climate of "fiscal reaction.” Several officials said
that while their government was somewhat ideologically isolated at the
conferences, its fiscal responsibility lent weight to its positions.

Nevertheless, the Saskatchewan government did share the federal
government's "medium-term" approach. As one official put it, "part of our
strategy (was) to put forward a very positive view of what we thought could
be done to deal with our structural problems."ll  In particular, Sas-
katchewan emphasized a single message: that Canada needed to invest in
large energy projects immediately, to use surplus labour and, more impor-
tantly, to meet the structural demand for plentiful energy resources in the
years to come. While of particular importance to resource development 1in
Saskatchewan, it was hoped that the first ministers could launch projects
in all regions of the country. Thus Saskatchewan approved of the confer-
ences as meeting the “very real need for coordination of policy between
governments,” and singled out specific areas where joint policy was requi-
red.

Alberta

Alberta was the first province visited by Prime Minister Trudeau in his
tour of the provinces in late 1977 to propose the February conference.
Realizing the prevailing mood in the provincial government that federal
policies had not been working to Alberta's advantage, the federal govern-
ment was anxious to ensure that Premier Lougheed attended. According to
one Alberta official, Trudeau's symbolic gesture of treating Alberta first
contributed to a positive meeting with the Premier. :
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Alberta's participation in the First Ministers® Conference on the
Economy seems to have been guided by two different, and perhaps contradic-
tory, sets of objectives. First, the Alberta government felt a high degree
of commitment to the process. Since 1976, Premier Lougheed had been advo-
cating federal-provincial partnership in fiscal and economic policy. The
government believed that great progress could be made on many fronts, espe-
cially those involving agreement among governments on broad objectives
rather than specific decisions. In contrast to Saskatchewan, Alberta offi-
cials saw the restoration of private sector confidence as a major goal of
the 1978 process. These objectives might have led Alberta to become one of
the most constructive and vigorous participants in the 1978 exercise. This
did not happen, however, because these objectives were offset by the
government's extreme reluctance to be seen to be working in partnership
with the Trudeau government. Alberta did not want to appear to be sanc-
tioning the efforts of the federal Liberals to deal with the economy, and
therefore it refused to commit itself to many new initiatives, so that
Trudeau could not realize political gains from the conference.l2  Regional
tensions, coupled with partisan considerations, went a long way towards
shaping Alberta's motivations about the 1978 conferences.

British Columbia

Of all the provinces, BC alone looked upon the first ministers conferences
as an opportunity to present a detailed and comprehensive statement of eco-
nomic policy. The policy papers tabled at the conference, Towards an Eco-

nomic Strategy for Canada,l3 were part of a set of economic and industrial

policies which had been developed in the province since 1976. Prepared by
the Ministry of Economic Development, the papers involved analysis of the
structural characteristics of the provincial economy and its current and
long term problems. They emphasized that many of the policy instruments
crucial to the promotion of BC's economich health were in federal hands.

Thus, one official described his government's objectives concern-
ing the February conference in the following terms:

“To give them our perspective on national problems. This is not
only the prerogative of the federal government. We are concerned
with concrete actions too being the provinces into the national
decision making process, and are quite prepared to subject pro-
vinc1a14po1icies to the same constraints as we would ask of the
feds."
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The BC effort was more Tike that of the federal govermnment than
those of the other provinces, whose objectives were much more limited.
This initiative, along with a similarly detailed set of comprehensive con-
stitutional proposals presented at the First Ministers Constitutional
Conference in October 1978, represented something of a departure from BC's
traditional operating style in federal-provincial relations.

The BC position did not, however, receive as much attention as
the provincial delegation expected. In part, this was because the position
papers were not made available far enough in advance for conference parti-
cipants to analyze them and formulate a response. It was also thought that
BC had misjudged the dynamics of such conferences, and had made a great
mistake in presenting its position as a comprehensive package which had to
be considered in its entirety. This corresponded neither to the sectoral
agenda of the conference nor to the way in which the communiqué was
drafted.

The cool reception of their proposals Ted BC officials to be cri-
tical of the organization and results of the conferences. However, all
felt that they represented a step in the right direction.

Despite many common economic grievances, the Western provinces
took markedly different approaches. Ideological and policy differences
about fiscal restraint, redistribution and interventionism in the regional
economy, together with different styles of intergovernmental relations,
resulted in the provinces having varying goals for the 1978 exercise.

In a sense, the 1978 exercise took place on two levels: that of
intergovermnmental economic decision making on specific issues (involving
the ministerial sectoral meetings, the intergovernmental committees formed
in February to address specific matters, etc.) and the political Tlevel.
This Ted to some crosscurrents within each govermment between those orien-
ted primarily to the political exercise, and those mainly preoccupied with
negotiations with their counterparts in other governments concerning speci-
fic programs and policies.

An illustration of this difference was the debate on whether or
not the conferences should be open to the media. At issue was not whether
open conferences could result in specific economic decisions (all agreed
that they could not) but rather whether the first ministers conferences
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should be decision making exercises in any case. Some politicians and
bureaucrats generally felt that open conferences served a purpose other
than decision making, as for example, public information. However some
officials felt that efforts to grapple with the economic problems facing
the country were being thwarted by the political leaders' attempts to score
political points and some complained that it was impossible to prepare

coherent economic statements for their premiers, when what the latter

really wanted were votes:

"The massive televised exercise is something one wouldn't want to
see continue. How can one not be cynical when the whole thing
was designed for prime time TV and everybody was trying to get
their speeches scheduled so that they would catch the evening
news or so that more people would be watching?"15

A second but related cleavage within governments was between
finance officials and the growing bureaucracy specifically organized to
conduct intergovernmental relations. According to a finance official from
the Maritimes, there were quite different perceptions between on the one
hand the PCO and its provincial counterparts, and on the other hand the
federal Department of Finance and its provincial counterparts. Perhaps
because finance officials had been grappling with many of the issues to be
addressed at the 1978 conferences, throughout the controls period and
after, they appeared to be more highly committed to the process of inter-
governmental ecbnomfc consultation than were people from other branches of
government. In some provinces, finance officials said that they had expen-
ded a 1ot of effort in attempting to persuade their colleagues in other
departments to take the conferences seriously.

While intergovernmental officials may also have been committed to
a consultative process, their approach differed from that of finance offi-
cials. One finance official explained:

"When finance ministers meet, they usually have eleven budgets
staring them in the face, and they have pretty hard, specific
"macro" decisions to be made, and they're concerned with the
general outlook of the Canadian economy for the next 12-18
months. That's a decision making milieu which operates with real
deadlines and specific economic decisions {in terms of instru-
ments if not impact). Whereas my perception of intergovernmental
affairs is that you're hardly ever getting down to that kind of
specificity or that kind of deadline, and you're dealing more
often with very general issues."16
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These differences in orientation led to friction. In almost
every provincial capital, we were told that“there was conflict on the con-
ferences at the federal level between PCO and the Department of Finance
arising chiefly from PCO's attempt, in conjunction with the Prime Minis-
ter's Office, to restrict the mandate of the Department.l/

Similar conflict also existed within provincial governments. Some
provincial finance officials wished to restrict the role of intergovern-
mental officials to “carry[ing] other peoples' bags."l8 Different explana-
tions were advanced for this type of tension, such as confusion of res-
ponsibilities or the growing role of intergovernmental agencies in economic
consultation, at the expense of departments of finance. In the words of a
western official:

"The battle is raging between Finance and FPRO. To a lesser

extent we have the same kind of tensions in this government.

Finance has traditionally had broad responsibilities in this

area, but it's inevitable that the intergovernmental bureaucra-

cies, with even broader mandates, and a political sensitivity,
will play a greater role. Economic development policies are
broad in their scope and intergovermmental people have a better
grasp of this than Finance traditionally has had."19

It is undoubtedly true that many intergovernmental officials
possess a high degree of "political sensitivity." However with respect to
a meeting in preparation for the November conference, one provincial
bureaucrat was shocked by the “politicization" of the provincial inter-
governmental officials, and attributed much of the contentiousness of the
meeting to those attitudes.20

The conflict may be seenh as an éxamp?e of a larger division
between those officials who were oriented primarily toward the political

aspect of the conferences and those who were interested mainly in economic
decision making. The politicized objectives of many officials going to the
1978 conferences may be explained by at least two factors. First, these
were first ministers conferences, almost by definition less involved in
administrative and policy detail and more involved in political bargaining
and showmanship. Secondly, the wide-ranging agenda necessitated a compre-
hensive and holistic approach, an approach which only intergovernmental
of ficials, in many governments, are equipped to provide.
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and training is impatient with political discussions.

Another way of expressing this difference is to suggest that
these officials are professionally dedicated to the maintenance of the
process of intergovernmental discussion itself. The substance is often
Tess important. Moreover, because of their Jaded familiarity with the
drawn out nature of intergovernmental discussions, they have more patience
than the program officials. They know that the issue will return again and
again. "Success" is not in resolution, but in keeping the lines of commu-
nication open.

Program officials, especially in the economic field, are likely
to be more result oriented. Moreover, their own professional discipline

Agenda Setting

The process of setting the agenda for the series of federal -provincial
conferences in 1978 illustrates some of the more difficult procedural
problems in the organization of such an exercise. The agendas were set by
a steering committee of federal and provincial intergovermmental affairs
officials.

Setting the agenda is a highly political process, for estab-
lishing the terms and subjects of debate predetermines the range of pos-
sible results. Govermments will seek to place on the agenda items of
particular interest to them, and to block the placing of unfavourable
items. In recent years, federal domination of the agenda setting process
has considerably weakened. In 1978, provinces were able to get their chief
concerns onto the agenda. This was facilitated by the very imprecise
statement of the conferences' purpose, under which almost anything could
easily be included. One result was a Tong, unwieldy agenda at both
conferences; few items could be discussed in great depth. |

From the beginning there was initial consensus on two aspects of
the agenda: that the first ministers conferences would be open to the
media and that agenda items would stress structural problems in the eco-
nomy. The most fundamental disagreement was on how these structural
problems would be dealt with. Federal officials proposed that the first
ministers focus partly on vertical, sectoral policies (i.e., mining,
fishing, manufacturing) and partly on horizontal, framework policies (such
as inflation monitoring, public sector spending and tariff policy.} Signi-
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ficant opposition to the sectoral approach came from British Columbia which
thought government should concern itself with setting the economic environ-
ment. BC also saw the conferences' medium-term focus as partly a conces-
sion to them, although they had wanted a macro rather than a micro approach
to economic problems.

Ontario and Quebec both objected to the medium-term emphasis
because of what they saw as the public's negative reaction to such an
orientation:

“We didn't want to participate in an exercise that would be seen
by the private sector and the public as another talk session...
There was a feeling in Ontario that the country was looking for
action and a concern that the conference, as it was being prepa-
red, was not going to lead to it... Remember we were sitting
there with over a million unemptoyed..."21
Quebec officials also attempted to shift the agenda toward specific short-
term issues such as housing, forestry programs, and the dairy quota.Z?Z
Probably Quebec's objections to having the first ministers seek medjum-term
solutions to Canada's economic problems sprang from the provincial govern-

ment's resistance to the concept of national solutions or strategies, and

“its related objective; to ensure that federal economic activity was in

accord with provincial priorities.

Attempts to get short-term issues on the agenda were general ly
unsuccessful, although housing was added at Quebec's urging. Despite the
agenda, Premiers Davis and Lévesque used their opening speeches to raise
their immediate concerns. Thus an agenda, even one agreed to well 1in
advance, does not necessarily determine the direction of the discussion.

Only two other agenda items continued to provoke federal-
provincial disagreement: housing and transportation. The Western provin-
ces insisted over federal objections that transportation policy be placed
on the agenda. The item was finally made part on the discussion on the
agriculture sector in February, and placed as a subheading of regional
development in November.

Agenda discussions preceding the conferences covered not only
those of first ministers, but also the meetings of various groups of fede-
ral and provincial ministers leading up to the summits. One of the more
notable aspects of many of those meetings was that they were "co-chaired"
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by a federal and a provincial minister. This was repeated at the First
Ministers Conferences themselves, when provincial premiers or ministers
shared the role of chairman with the federal government; each province took
its turn at chairing individual agenda items. The co-chairman concept was
one means of demonstrating the federal government's commitment to provin-
cial involvement and altering its confrontationist image. In Ottawa, appa-
rently there was resistance from line departments who wanted to dominate
the ministerial meetings. But the steering committee was able to insist on
the co-chairman device.23

This concept symbolized the formal equality of the two levels of
government and was a tangible indication of a collaborative form. While it
impTied that provinces could Tead discussion even on areas largely in fede-
ral Jjurisdiction, it had some advantages for Ottawa too. Ottawa was Jess
of a target, and it was more difficult for the provinces to "gang up."
Nevertheless, some provincial governments, Ontario in particular, were not
overly impressed by this "symbolic" gesture. In contrast, officials from
at least one of the Atlantic provinces viewed the concept as much more than
symbolic, and saw the device as part of the erosion of the position of the
federal government as "the government which represents the country and
therefore the natural chairman."

There was considerable debate about which premier should chair
which agenda item. Although regional interests tended to prevail in the
choice, the limitations on a chairman's ability to speak for a clearly
regionalist position did deter some provinces from leading of f on topics of
specific regional concern to them (e.g., Alberta did not chair the energy
session).24

Regional variations existed, therefore, in officials' views of
the agenda setting process. The Atlantic provinces did not attempt to
alter the agenda to fit strong conceptions of the form which first minis-
ters discussions should take, although they did play an initiating role
with respect to policy areas of particular concern to the Atlantic region.

In contrast, officials in Ontario and Quebec said that their
governments had attempted both to add specific items to the agenda and to
alter its medium-term orientation. These governments apparently were not
greatly disturbed about the generally unsuccessful nature of these
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attempts, because they could use the premiers' opening statements to raise
the issues of concern to them.

Officials of the Western provinces, unlike those in eastern and
central Canada, saw the agenda setting process-as strongly biased in favour
of the federal government. With the exception of one official, they were
dissatisfied with the lack of provincial input into the agenda. The resis-
tance of the federal government to making transportation an agenda item
probably accounts in large part for the dissatisfaction expressed by offi-
cials in Saskatchewan, Alberta and British Columbia.

British Columbia was the most critical, because its approach to
the conferences stressed the development of a comprehensive economic stra-
tegy. The agendas which were finally adopted for the first ministers'
discuésions ran counter to such an approach, and, in the eyes of BC offi-
cials, "tended to breed ad-hockery."Z5

Finally, many participants argued that a negotiated agenda was
1ikely to be far too long, because of having to include everyone's pet pro-
jects. More progress would have been made if the first ministers had 1imi-
ted themselves to discussion of two or three items. It is highly unlikely,
however, that these same officials would have agreed among themselves to
reduce the number of agenda items. The conferences, after all, were to be
televised and the premiers wished to be seen as defenders of their provin-

ces' interests in key policy areas.

The joint approach at agenda setting, in any case, appeared to
dwindle somewhat by the second conference. Provincial officials met prior

to an agenda setting meeting in October 1978 to discuss a common stance for
November, but were unable to deter the federal government from its insis-

tence that the second agenda be essentially a follow-up of the February
conference.

Ministerial Meetings

Another innovative aspect of the 1978 exercise was the preliminary round of
meetings of federal and provincial ministers responsible for various econo-
mic sectors or aspects of econcmic policy. Each group reviewed the policy
in their portfolios and had to submit recommendations for further study by,
or approval of, the first ministers. At a minimum it was hoped that the
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ministers would identify the most outstanding issues necessary for the
first ministers to address.

The vast majority of officials interviewed agreed that the minis-
terial meetings did not fulfill their intended function. There were two
separate analyses of the meetings: the first that such events could have
provided the basis for policy formulation by first ministers, but did not
do so in 1978 because of hostile attitudes of participants or of organiza-
tional defects; a second analysis contends that such meetings can not be
expected to contribute to hard policy decisions without a clear direction
and mandate from the first ministers.

Those adhering to the first analysis pointed to several problems
in the process. First was the reluctance of some federal line departments
to consult their provincial counterparts. Provincial officials were con-
vinced that recalcitrant ministries were "forced" to talk with the provin-
ces by the Prime Minister and senior bureaucrats. In any case, for many of
the federal-provincial groups of ministers, genuine dialogue had never
taken place before. Two examples illustrate the problem.

Officials in the Atlantic provinces repeatedly cited the meetings
of fisheries ministers as an example of federal inflexibility at the
departmental Tlevel which prevented fruitful dialogue or the devel opment of
consensus. A meeting of the federal and Atlantic fisheries ministers was
held prior to the February conference, but, probably because the ministers
were unable to reach consensus, they did not submit a communiqué to the
first ministers. Instead, Premier Campbell made a statement on their
behalf, in which he outlined the issues in dispute: resource management,
the replacing and overhauling of vessels, licensing arrangements, joint
ventures with foreign firms, and vertical integration within the indus-
try.26

The first ministers were able to resolve none of these issues in
February, and by November the situation had deteriorated, possibly because
it had become evident at the October constitutional conference that the
federal government was not willing to concede a greater provincial role in
fisheries management. In addition, the divergence of the interests of the
Atlantic provinces themselves had become more'épparent. It was significant
that at the November conference Premier Campbell, felt able to speak only
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for PEI.Z7 The subsequent debate on fishery policy was quite anta-
gonistic: Premier Buchanan, for example, accused the federal government of
contributing to "unnecessary uncertainty" 1in the industry because of its
“antipathy to the private sector."28 Federal Minister of Fisheries Romeo
‘Leblanc in turn accused the Nova Scotia government of defending the
interests of the large integrated fishing and processing companies and
impltied that it wished to distribute licenses according to the principle
that "them as has, gets."29

Western officials also regarded federal attitudes as a major pro-
blem, citing as an example, the mines ministers meetings. Despite agree-
ment that the provinces would not move to take up tax room resulting from a
reduction of federal resource taxation, the Ministers meetings were not
considered a success, because they did not resoive the dispute over the
non-deductibility of provincial royalties.

The atmosphere surrounding the mines ministers conferences was
illustrated by an exchange which, according to one official, took place at
the meeting on January 20, 1978:

“Non-deductibility was the first item on the agenda. [ remember
Gillespie leading off with a few introductory comments, followed
by the Saskatchewan minister who expressed the desire for a
return to deductibility and referred to the confounding of tax
structures which the unilateral federal decision had caused.
Gillespie tried to engage in a debate, saying, 'I don't think
other provinces feel that way.' It had been a fairly common
federal strategy to try and divide the provinces by picking out
particular interests. Again they tried it. Don Getty from
Alberta said, 'Let me just poll the group here on return to
deduct ibility."' Every province said 'Yes.' Getty then turned to

Gillespie, say1ng We11 I guess we have a consensus, don't we?'
Gillespie said, 'No, don t th1nk we do.' Getty replied: 'Oh,

so we have it nine to one and we'll call that a tie, is that

right?'"30

Thus, provincial officials generally agree that the federal
government must abandon its rigid approach to interaction with the provin-
ces if ministerial meetings are to build the foundation for economic policy
making by first ministers.

A Tlack of direction was a second problem besetting the ministe-
rial conferences. Especially at the outset, participants were unsure of
what they were to achieve. This was regarded as a product of the haste in
which the conferencés were organized. Prior to the February conference,
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there were too many meetings in a very limited space of time, with no clear
direction as to what was wanted; for some deputies and ministers it was a
frustrating experience. This problem was not resolved before the second
conference, because a firm commitment to hold the conference was not made
until mid September, and because of the close scheduling of the October
constitutional conference and the ministerial meetings.

Perhaps a more critical problem lay in the Timited ability or
inclination of provincial and federal ministers to make decisions on their
own. As one official put it:

"There's a tendency, when you have all these ministerial meetings
leading up to the first ministers conferences, to say, when you
come down to the 'hard nut,' 'Well, we'll leave it to the first
ministers' or 'I don't have further instructions.’ That's bad.
If they need more instructions, why can't they get on the tele-
phone and get their cabinets' opinion? That would let more 'give
and take' take place at that Tevel. Then you would have a focus-
ing effect. Instead, you come to the first ministers conference
and yg% stil1 have a whole broad range of issues to be addres-
sed."
_ The failure of the ministerial conferences resulted not only from
the failure of some groups of ministers to come to grips with outstanding
issues, but also from the Tack of a mechanism which would have permitted

the first ministers to digest the issues addressed to them.32

The first ministers were unable to cope with the volume of issues
submitted to them. Discussion over agriculture in general {and the price
stabilization program in partitular) was a case in point. Differences over
a proposed national stabilization program had persisted for at least two
years. The agriculture ministers discussed the question at their meeting
in January 1978, and pushed the problem up to the first ministers, "who
Jjust tossed it back to them,"33

_ The open, televised first ministers conferences may have aggrava-
‘ted the 'prdb]ems of addressing complicated policy questions. Several
participants remained convinced that issues such as agricultural stabiliza-
tion should be dealt with only at the ministerial and official level,
Teaving broader horizontal policy matters for consideration by first minis-
ters. Nevertheless, the difficulties in discussing the medium-term and the
broader issues was not discounted; as one official contended:
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"The real success Lof these conferences] will be whether govern-
ments are interested in identifying common goals in the country,
and common needs. To what extent are the first ministers pre-
pared to accept certain constraints on economic policy? Are you
prepared to give up some of your autonomy to move in this direc-
tion because we think it holds the best chance for economic reco-
very? It's very difficult, [ would suggest, to have politicians
talk in that framework."34

Many officials said that it would be necessary to develop mecha-
nisms to focus the first ministers' attention on key issues if the problems
resulting from the submission of too many, and inappropriate, questions to -
them, were to be overcome:

"Looking at the First Ministers Conference as an_umbrella for
that kind of activity, [the ministerial meetings] were useful.
If they had a weakness, it was that the central organisms didn't
have an adequate capacity to marshal and digest the work in these
‘subgroups. We failed to bring it all to a focus at the first
ministers' level. Departments of intergovernmental affairs are
not highly developed enough yet to cope with the massive amount
of work, to give it direction. As a result, a lot of paper was
churned out, but nobody, to my knowledge, has read it all, cer-
tainly no first minister or other minister.”

In summary, those who felt that ministerial meetings could pro-
vide the basis for economic policy formulation by first ministers saw four
principal flaws in their organization: Tlack of direction, resulting from
the haste in which they were organized; the negative attitude of some fede-
ral officials towards consultation with the provinces; the limited mandates
of the ministers; and the excessive volume and inappropriate nature of some

of the issues submitted to the first ministers. Most thought that these

) problems could be overcome if the process was regularized.

A few officials argued that ministerial meetings are inherently
incapable of laying the groundwork for economic decision making at the
first ministerial level. In essence this view contends that economic
policy can only be made "top-down" rather than "bottom-up."

Some of the issues emerging from the ministers' conferences were
unsuitable for discussion by first ministers. The role and capabilities of
ministers and officials in respect to economic policy are different from
those of first ministers; bureaucrats and line ministers were regarded as
oriented primarily to the translation of principles and ideas into detailed
programs. They could not, however, formulate these principles and goals.
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Thus, a prerequisite for effective economic decision making 1is consensus
among first ministers that action must be taken to overcome problems facing
the country: "What is essential is the will to do something, not neces-
sarily extensive preparations."36

Some provincial officials suggested that the federal government
should assume greater leadership in economic policy making. They said that
consultation is necessary, but eventually it must lead to the adoption of
firm national policy positions.

Two provincial officials saw the anti-inflation program as a suc-
cessful example. Rather than referring the matter to a ministerial or
officials committee, the Prime Minister held a closed meeting with the
premiers, at which he elaborated the proposed federal action. Confronted
with the same problems of inflation, the first ministers were able to reach
a consensus, and instructed their officials to devise plans for the imple-
mentation of the program.37

In contrast, the consultation which occurred at the first minis-
ters conferences in 1978 was regarded as a substitute for policy:
"[Consultation] has to be a part of any effective policy, but the
problem is that consultation can so easily be an alternative to
policy. I think that the frame of mind of the federal gove rnment
was such that, in practice, the consultative process was a
substitute for policy, not a means for getting a po]icy."38
The organization of the 1978 exercise was seen precluding the
formulation of economic policy, and impeding officials in the exercise of
their true functions. Assessing the bureaucratic mood after February one
provincial official said:

"Exhaustion itself is in part an effect of the lack of basic
decision making on broad policy. The federal bureaucracy is not
exhausted because there's too little of it. It's exhausted
because it's thrashing around in far too targe numbers, precisely

because the basic policy framework isn't thgre. No amount of
thrashing around is a substitute for that."39

Whereas some participants called for a refinement of the mecha-
nisms linking the ministerial meetings to those of the first ministers, a
distinct minority recommended that closed meetings between first ministers
~be held in isolation from other intergovernmental arenas to formulate eco-
nomic policy.
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Finally, although both groups of officials felt that the ministe-
rial .conferences in 1978 had not provided the basis for economic policy
making at the first ministerial level, many did not deny that these
meetings had other merits. In particular, they noted a valuable increase
in communication between line departments. And several federal civil
servants said that preparing for the ministerial meetings had been a worth-
while exercise for federal line departments. Indeed, rather than being an
unintended byproduct of the 1978 exercise, the better coordination.of the
federal departments had been one of Ottawa's objectives in initiating the
ministerial sectoral process.

The Open Conference

To achieve some of its objectives, a first ministers conference must be
open to the public through the communications media. Nevertheless, the
conferences became something of a "media event"40 which imposed significant
constraints on other objectives of the exercise, and raised unique problems
and opportunities for the participants.

Prime Minister Trudeau and some provincial premiers looked on the
conferences as key public exposure before election campaigns.  Another
important public relations objective was to demonstrate that governments
could jointly and effectively deal with the economic problems confronting
the country and to show that Canadian federalism was working. Conferences
could also educate and inform citizens about the broad issues in economic
development and the range of conflicts and alternatives.

Interviews with participants show that there was no consensus on
the appropriateness of open conferences, either in successfully achieving
political goals, or for policy making. Fewer journalists attended the
November conference, reflecting its lack of novelty and the lower expecta-
tions for it. Most commentators regarded total CBC coverage as unnecessary
and ultimately boring. In November, the issues were more concrete and more
detailed, and even the most ardent advocates of openness wondered whether
privacy might not be warranted. Approximately one-third of the officials
interviewed recommended that future economic summit conferences be closed,
because the disadvantages of the media event outweighed the benefits.
Those who supported open conferences agreed that only certain kinds of
topics should be allowed media coverage. o |
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The most frequently cited benefit resulting from media coverage
of the conferences was public information; educating the public about the
functioning of governments, the constraints on government action, the
economic difficulties facing the country, and the major issues and problems
of regions other than their own. A small minority of officfals focused on
accountability; the conferences would allow the public to evaluate their
first minister's performance, and give them more information on which to
base electoral decisions.

Open conferences also make it easier for politicians to make
public commitments that force unpopular changes on their governments.
According to officials, first ministers are also more likely to abide by
publicly made commitments than by those made in closed sessions. It was
suggested, for example, that Prime Minister Trudeau might not have followed
through on his'promise to keep ‘the provinces informed of developments at
the GATT negotiations, had the commitment not been made in public.41

Some officials said open conferences are valuable because they
expose the first ministers to political pressure, which may ultimately pro-
duce policy change. This works in two ways. First, public expectations
which escalate prior to an open conference give first ministers a strong
incentive to accomplish something. Officials from Newfoundland cited the
agreement to establish the Lower Churchill Development Corporation as a
case in point.

Second, open conferences may result in policy change if there is
a negative public reaction to a position adopted by one of the governments.
One official illustrated his point with respect to federal fisheries poli-
cy:

"If for example, after an open conference, the federal cabinet
said to the minister, 'You looked absolutely pathetic putting
forth our position, and we think that's going to have a major
effect on voters in BC and in eastern Canawa, and we just can no
Tonger tolerate this position,' you might find that three months
later at a fisheries ministers' conference or at an officials’

- conference, that the federal Fisheries Minister is suddenly
starting to change his mind. Now that's as a result of the poli-
tical pressure, and that's the slow process, which does work and
which comes from these conferences."42

On the negative side of the balance sheet, the disadvantages of
open conferences can be placed into two categories, one respecting the
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behaviour of first ministers, and the other in the media's interpretation
of the events.

Live coverage by television and radio was said to have a very
significant effect on the discussions. It 1inevitably evoked "an over-
whelming tendency to play to the gallery, to the folks back home."43 Nego-
tiations may become irresponsible, because first ministers cannot indicate
willingness to compramise or to deviate from positions that are popular
with their electorates. The overwhelming tendency, according to officials,
was for their political masters to want to repeat established positions.

Some officials were disappointed that political posturing
destroyed a cooperative and constructive spirit; officials in finance
departments regretted that televised coverage shifted the focus away from
the medium term. But the public eye can also contribute to "cooperative
spirit.” Clearly, premiers cannot be seen as being too parochial or self
serving, particularly if they are seeking to project a national image or to
present a regional case in a more favourable light. The goal of appealing
to investor confidence may also have Tled some participants to downplay

their differences.

Whether this was the case in February or November 1is open to
question. One Alberta official said that cooperative efforts of his
government collapsed in February through the Premier's fear of being seen
as capable of working with the Trudeau government. In November, however,
the first ministers clearly avoided discussing the oil pricing issue out of
a reluctance to fight in public. During both conferences many of the most
hostile exchanges took place behind closed doors. In spite of this, many
officials felt that the media overemphasized the divisive and negative
aspects of the conference.

A more serious concern was that media coverage gave Canadians a
distorted image of the role of the first ministers conferences. There was
an overwhelming consensus among the officials that such conferences are not
discrete events, but that,

"They have to be viewed as part of the continuing process. Where
the public of this country is let down a bit is when these
conferences are characterized as main departure points, from
which radical changes will be made."44
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Not only do the media raise public expectations concerning the
conferences, but they also portray the repetition of established positions
as negotiation. According to a Newfoundland participant, while public
expectations may cause governments to come to the conferences with "some-
thing to show," such progress is made prior to, rather than at, first
ministers conferences. Yet the press tends to give the impression that the
gestures, speeches and posturing at the open sessions either do or do not
constitute "progress."45

The Communiqués

The process of drafting the conference communiqués, while seemingly a
mechanical task, has in reality come to be a critical negotiating phase.
This is as close as a federal-provincial conference can get to “legisla-
ting." How are conference discussions translated into acceptable and work-
able conclusions, agreements, or guidelines for the future? As already
noted, the concluding documents of the February and November conferences
were not inspired. Although evaluation of the contents of the comuniqués
may give them more significance than they deserve, as distillations of
decisions, however weak, they are the critical link between substance and
process.

Part of the problem with communiqués is that there is no agree-
ment on their function. A distinct minority of participants look upon con-
ference communiqués simply as statements to the press, no more, no less., A

Targer number of participants view the “conclusions" of the conference as
guideltines for future policy. They provide a record of agreements to be

used in future intergovermmental relations and notices of intent which com-

mit each level of government to certain policy objectives or initiatives.
Second, communiqués are increasingly used as a policy guide for federal and
provincial bureaucracies,'espec1a11y for central agencies to use to coordi-
nate the policies of line departments, and to evaluate progress between
intergovernmental conferences.

Regardless of how conference participants viewed the communiqués,
all seemed anxious that their positions and concerns be reflected in them.

Thus the bargaining process behind the scenes appears to animate most offi-
cials to the same degree.

[75




Given these varying criteria of conference communiqués, many
participants did not think the conclusions of the 1978 conferences per-
formed their function adequately. They were perceived as too broad and
vague to serve as guidelines, partly because of the breadth of the agendas
and partly because the wording of any agreement had to be heavily qualified
to be acceptable to all parties. One finance official remarked that:

“We go to these conferences and we're supposed to be dealing with

the national economy and one comes out with a weak, general com-

muniqué which is the most that all first ministers can agree on.

They say we must reduce unemployment and inflation and that

everybody agrees that the private sector must be the engine of

growth. That can't provide direction to any government or
department! What one must ask is: To what extent do governments
turn general statements into specific actions?"46

The principles in the communiqués were so general that almost any
policy could be justified by referring to them. For example, federal offi-
cials argued that the August 1978 cutbacks were in line with the commit-
ments to restraint made by Ottawa in February, whereas provincial officials
said that they violated the commitment to economic coordination.

It was also alleged that the pressure to be seen to be dealing
with Canada's economic problems led the federal government to make commit-
ments which it did not intend to pursue. A common example was Ottawa's
commitment to accelerating the development of major energy projects on the
February communiqué list. One Maritime official said that by February
1978, Ottawa had already started to back down on Fundy tidal power47 and
similar complaints were made in the West.48

Finally, many Quebec and Western officials felt that the communi-
qués were biased towards the federal govermment's view. Following the
First Ministers' Conference on the Constitution in October 1978, provinces
felt that a federal draft communiqué had greatly overstated the amount of
consensus, and it had to be abandoned at the last minute.49  The planners
for the November economic conference thus devised a complex joint drafting
'technique to be used to produce the concluding document. This effort was
not entirely successful, but it was a genuine attempt to turn communiqué
production into a collaborative exercise in itself.

Problems in the mechanism could be worked out, but the mechanisms
by themselves could not diminish the suspicions of provincial participants
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that the federal government was being manipulative. It is not coincidence
that those most dissatisfied with the communiqués are those governments
which have become most antagonistic toward Ottawa. It also becomes very
difficult to separate evaluation of communiqués from evaluation of other
aspects of the conferences. The more amorphous and dispersed the discus-
sion, the less detailed and coherent is the communiqué. If the governments
of Canada decide to regularize the 1978 exercise, critical attention will
have to be given to the drafting of communiques.

Conclusion

General conclusions about the efficacy of the process just described must
await the final chapter. As we have seen, participants' views about the
process as a whole, and about specific aspects of it, were decidedly mixed.
For some, the conferences were a promising, if flawed, new departure. They
foreshadowed a new era of collaborative policy making, marked by close
consultation and the meshing of federal and provincial activities in pur-
suit of economic development goals which no single government, under the
existing or future division of powers could achieve. The conferences also
seemed to be a way in which regional interests might be built into federal
decision making.

At the other extreme were those who felt that there was Tlittle
new in the process that developed in 1978. The conferences, they felt,
were much like traditional federal-provincial conferences, and suffered
from many of their weaknesses. They were a valuable forum for the advocacy
of the interests of each government, and perhaps even for mutual education.
But they remain a far cry from formal decision making bodies. Nor was
there much evidence that real negotfation took place, in the sense that
positions were altered and compromises reached. Their structure and proce-
dures are simply not geared for such a role.

Even more critical were those from outside the process, the Tine
departments that felt that the first ministers had not risen to the chal-
Tenge of developing more effective economic strategies. They felt that the
process was a substitute for policy or that concerns for political gain and
the expressions of parochial interests stood in the way of real coopera-
tion. They pointed to the vagueness and generality of the communiqués and
the absence of real trade-offs. The result was a "lowest common denomina-

[77




tor" pooling of differences, not a new consensus which transcended earlier
differences.

Certainly, the pessimism after November contrasted sharply with
the optimism which had prevailed after February. But the process did
involve some important innovations. The subject of both conferences, a
more national approach to economic issues, differed from most previous
first ministers conferences. Preliminary ministerial conferences had not
previously been convened so systematically. This represented a step
towards making the first ministers conference the pinacle for a hierarchy
of federal-provincial bodies, mandated by and reporting to the first minis-
ters. Similarly, while first ministers have commissioned special projects
in the past such as the Tax Structure Committee in 1967, the practice was
greatly extended in 1978. The wage and price monitoring agency, the review
of taxation in the mining industry, the commissioning of the Economic Coun-
c¢il's study of regulation and the mandating of the Tier I and II industry
consultation process were examples. The communiqués also took on a some-
what more elaborate form, as they were clearly désigned in the eyes of some
officials, to provide a guideline to individual governments and intergov-
ernmental committees for future work.

In their preparation for the conferences, governments were forced
to coordinate and integrate the work of many departments and agencies in
their own administrations to present an effective position at the meetings.
Thus the exercise probably helped governments to think more systematically
about industrial policies and to clarify their own views. Bringing so many
line departments into the process also appears to have helped sensitize
some officials to federal-provincial and regional issues. In the short
run, that might have produced mutual exasperation and frustration; but in.
the longer run it offers the prospect of more sensitive policy making.

Thus, it would be short sighted to judge the process entirely
from what one saw on the television screen. Its most important effects are
not so much in the “decisions” registered in the conference room, but
rather in the impact the conferences will continue to have in the internal
decision making processes of the eleven governments. o
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' ' l THE SUBSTANCE OF THE DEBATE

Despite the many constraints imposed by the process on the first ministers
conferences, some clear messages emerged. The discussion of the issues
revealed real differences in policy and perspective among governments, and
some dominant trends in overall approaches toward the economy. In part
because of the wide scope of the agenda, the 1978 conferences provided an
opportunity to listen to the political rhetoric on a large number of econo-
mic issues, and to judge the competing policy means and objectives propo-
sed. The following analysis takes a more comprehensive view of two aspects
of the substantive debate. First, we examine the prominence of a prevail-
ing conservatism concerning the economic role of the state in the economy.
Second, we'examine the different approaches to structural probiems in the
economy articulated by the federal and provincial governments, thus laying
bare the divergence of views on industrial strategy. We find a simultane-
ous pattern of convergence of basic conceptions of the role of the state in
the economy, and divergence on particular strategies and on the goals and
needs of different regions and provinces.

The Economic Role of the State
In his opening statement to the November First Ministers Conference on the
Economy, Prime Minister Trudeau said:

"Through the three days before us we shall be seeking appropriate
policies and initiatives to restore full economic health. We
shall also be seeking to identify where the responsibility for
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action lies - whether provincially, federally, jointly together,

or as we are coming increasingly to understand, not with govern-

ments at all."l

The belief that government in Canada had overextended itself was
widely voiced at both conferences in 1978. This assertion arose from two
rather different views of the appropriate role of the state in a modern

capitalist economy.

Some participants believed that, in extending the social welfare
system during the 1960s and early 19705,' Canadian governments had been
moving in the correct direction, but given the low level of growth in the
economy, it was now necessary to restrain the public sector's role.
Government spending was cited as a main contributor to severe inflation and
constricted private investor activity. This school of thought argued for
diminishing the role of government in Canada on functional grounds. Large
scale public spending on the welfare state, from this perspective, is made
possible only by the productivity of the economy and by the economic sur-
plus it generates. Primary attention, therefore, must be paid to rebuild-
ing economic health. The Prime Minister was one of those who subscribed to
this view.2

In contrast, some participants argued that government in Canada
had overextended 1itself, by assuming responsibilities and functions which
are outside the proper realm of govermnment. According to this view, which
reflected an increasingly popular “neo-conservative" ideology, government
in Canada had attempted to satisfy desires of citizens which are not pro-
perly the concerns of political institutions, and had assumed an inappro-
priate interventionist role in the - economy, thus usurping the field of
endeavour of private enterprise and constraining the latter's initiatives.

The 1978 conferences reflected many neoconservative concerns.
Many discussions focused on the need for "de-regulation,” for restraints on
public sector wages, for “privatization" of Crown corporations and for
reduced or restrained public spending. However, none of the premiers
expressed what could be called a comprehensive or fully developed conser-
vative stance; statements were in the form of rhetoric rather than ideolo-
gical arguments. Some premiers, for example Premier Blakeney, explicitly
rejected the conservative doctrine, and all were sympathetic to many forms
of intervention when it came to discussion of particular problems. How-
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ever, the talk of restraint admirably served one of the prime functions of
the conference: signalling to the business sector a determination to
encourage private investment.

The prime proponents of neoconservative ideas were the govern-
ments of British Columbia, Alberta, Manitoba and Ontario. Although the
Atlantic Premiers agreed on the need for public sector restraint, their
statements were tempered by their insistence that the federal government
must continue its attempts to correct the structural problems in the Cana-
dian economy which have resulted in regional underdevelopment.  Federal
support was requested so that the Atlantic region could be economically
self-reliant in the future. It is interesting to note, however, that the
Atlantic Premiers stated that self-reliance was necessary because economic
dependence on government had an adverse impact on- individuals. Premier
Hatfield described the Tives of unemployed New Brunswickers as ones of
“futility compounded by recriminations."3 In a similar vein, Premier
Moores said that "make-work projects, no matter what their merit, will
never solve our problems. They only create severe sociological pro-
blems..."% Such statements echo the conservative conviction that social
welfare programs may create a sense of dependency and erode the self-
respect of the recipients. But in the short term, at least, the Atlantic
Premiers realized their need to maintain such programs, whatever their 10ng
run aspirations for self sustaining growth, '

Premier Lévesque's conception of the Quebec government as the
force for moulding the social and econemic development of that province,
and his party's social democratic tendencies, meant that his statements
generally ran counter to the grain of neoconservatism.? . Premier Blake-
ney's rejection of the ideology was expressed in his statement to the
February conference that,

"... the simple-minded assertion that anything is good which
limits government spending or intervention in the economy, simply
does not reflect Saskatchewan's concept of the duties and respon-
sibilities of government, nor is it in keeping with a compassion-
ate and forward-looking society."6

In a recent analysis of neo-conservative trends in Canada, Larry
Pratt has maintained that it is,

“the rich, conservative provinces, notably Alberta, Ontario and
BC, (which) have deployed their considerable influence over
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federal economic policies to back private sector initiative and
to Tobby at the side of business for reduction in federal
spending and powers."7

Examination of the first ministers statements at the conferences on the
economy in 1978 suggests Pratt's view is not complete. In the first place,
despite the fact that Manitoba is not a rich province, its Premier was one
of the strongest proponents of neoconservative principles at the conferen-
ces. Second, the premiers of BC, Alberta, Manitoba and Ontario emphasized
different aspects of neoconservative thought.

Although Premier Davis joined the premiers of the three Western
provinces supporting private enterprise, he did not cite "demand overload"
as the source of the Canadian government's misguided economic activities,
perhaps because the economic prospects for Ontario, though high are declin-
ing. In contrast, Premiers Bennett, Lougheed and Lyon explicitly asserted
that unreasonable public expectations, and the willingness of governments
to cater to them, had led us into our economic difficulties.

As mentioned above, first ministers' debates were characterized
by rhetoric rather than consistent ideological arguments. One example of
the confusion which prevailed was that some premiers simultaneously argued
that the role of government should be greatly reduced, but called for vari-
ous forms of intervention. Premier Davis, for instance, applauded the
observations of the federal finance minister about the need for “deregula-
tion, less government involvement and more confidence in the private sec-
tor," but also called for "programs to restructure, modernize and rationa-
lize our industries before the GATT changes take effect."8 Intervention,

in this view, is not the issue; rather the question is whether it is sup-
portive of business and of private capital accumulation.

Premiér Lougheed also stated in his opening speech to the Febru-
ary conference that he saw the primary task for the meeting as the creation
of "a new climate of confidence."? His speech certainly seemed designed
to that end. He blamed Canadian governments, among other things, for
accepting public demands for nonessential services, for succumbing to the
power of the public sector unions, for not resisting pressure from citizens
for excessive regulation of profit making activity, and for having "sadly
condoned, and at times even supported, a constant media induced attack on
the doers and achievers who create jobs in this country.10 Although
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Lougheed's statements in February were in themselves consistent, they were
in strong contrast to the entrepreneurial role which the government of
Alberta apparently envisages for itself with respact to the development of
the province.

Premier Lyon neither called for the development of federal-
provincial programs to rationalize Canada's industrial structure, nor envi-
saged a large provincial government role in shaping the structure of the
provincial economy. Nevertheless, his statements at the conferences in
1978 were somewhat contradictory. No sooner did he deplore the excessive
role which the federal government had assumed in directing the Canadian
economy, than he called, in November, for an immediate meeting of officials
on the issue of upgrading the prairie grain transportation and handling
system. One seemed to be witnessing a nominally free enterprise govern-
ment, which recognized the need for state activity at least in infrastruc-
tural support and development, attempting to transfer as many of the costs
as possible, both in terms of finance and ideological consistency, to the
federal government.

British Columbia's position on government economic intervention
was in many respects the most consistent. The theme underlying the
Premier's statements appeared to be that governments should not attempt to
intervene in the economy at the sectoral level in order to shapé its struc-
ture, but rather should attempt to create a favourable climate for private
sector activity. At the November. conference, Bennett condemned the pur-
chase of Pacific Petroleum by Petro-Canada as being contrary to the spirit
of the February conference's affirmation of private enterprise. The reason
Bennett gave for his attack, however, was that Pacific Petroleum and West
Coast Transmission are "one of the instruments, although in the private
sector, of British Columbia's economic policy."ll  He appeared to be
advancing the notion that intervention by one Tevel of government is some-
how more acceptable or amenable to the free market than intervention by the
other Tevel. As the Prime Minister pointed out in his opehfng speech to
the November conference, it was necessary to decide not only what policy
instruments should be used to what ends, but also which Tevel of govermment
should carry out the initiatives. The latter question cannot be said to be
1deologica],'but_in putting forth the notion that provincial intervention
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in the economy is more appropriate than federal, Premier Bennett was
attempting to use ideology to answer it.

These examples demonstrate that, although neoconservative thought
may have influenced the statements of some of the premiers, it did not
receive a fully elaborated expression at either of the 1978 conferences.
The premiers of British Columbia, Alberta, Manitoba, and Ontario appeared
to have "picked and chosen" the tenets of neoconservatism which were most
compatible with their provinces' interests.

It remains, then, to examine the "conclusions" of the conferences
to judge how far the conservative thrust survived. On the first page of
the February communiqué, the first ministers emphasized that they "see an
expanded private sector as the major impetus for a growth in the Canadian
economy.” In their consensus on medium-term objectives they wanted "sus-
tained growth of output and employment and a reduction of unemployment and
a reduction of the rate of inflation." Expansion "should come to the
largest extent possible from business investment, the development of new
sources of energy and from a more rapid growth of exports than imports.”

In the conclusions on "demand management policies", two clauses
demonstrate the thrust:

"The trend of expenditure growth should be held, on average, to

less than the trend growth in the value of GNP or provincial

gross product. In this context, however, it was agreed that

capital expenditures of a revenue producing nature were important
to economic growth and development."12

Thus expenditure restraint was encouraged, as was deficit reduction:

“"Current large deficits limit the ability of governments to pro-
vide further economic stimulus through either increases or tax

reductions ... these deficits should be reduced quickly as the
desired rate of recovery is achieved."

There was no wholesale abandonment of counter cyclical fiscal policy, but
merely an acknowledgement that large scale deficits render such policy more
difficult. '

In prices and incomes policy, perhaps the most conservative
statement was that "the level of total compensation paid te public emplo-
yees should not lead the private sector.” . But rather than a full-fledged
regulatory body to succeed the Anti Inflation Board, a watchdog monitoring
agency, would be created. This was in. keeping with another February con-
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clusion, under the general title "business enviromment”: "the burden of
government regulation on the private sector should be reduced and the bur-
den of overlapping federal and provincial jurisdiction should be elimina-
ted." In addition, "Foreign investment is wel come in Canada (wherever it
is consistent with national or provincial objectives)," and "the federal-
provincial corporate tax structure appears to be internationally competi-
tive and must remain so."

The November conclusions added little new to these resolutions,
other than to reaffirm the commitment:

“that the fundamental focus for growth must Tie in the private

sector ... [that there be] continued restraint on prices and

incomes ... [they] agreed to emphasize policies which would sti-
mulate new productive investment from Canadian savings [and] ...
continued restraint on public sector current spending, greater
efficiency and effectiveness in the public services and tough but
fair bargaining with public sector employees."

The overall thrust was generally, but not thoroughly, conserva-
tivé. There were many qualifications, and no wholesale abandorment, of
some of the more traditional tools of demand management. On the whole, the
rhetoric of the 1978 exercise arose from a genuine but mild fiscal crisis.
To a majority of the participants, part of this crisis was a Tack of inves-
tor confidence in the private sector; the conservative nature of the
rhetoric and the conclusions on macroeconomic policy was directed at the
business community, to raise its confidence, and at the general public, to
Tower its expectations. At this level of generality there was a substan-
tial consensus; neither federal-provincial nor interregional conflict was
particularly prominent. A1l agreed that economic development must be Tled
by the private sector, and that the role of government was to help it to do
so. There was also some recognition that federal -provincial conflict
itself could threaten to grind the private sector between competing govern-
ments. The competition to capture resource rents through higher taxes was
a prominent recent example, and the study of resource taxation, accompanied
by a partfal retreat of both levels from high taxes, was a result.

The Debate on Structural Policies
The term "national industrial strategy" was frequently heard before and

during both conferences in 1978. The phrase itself was never clearly defi-

[85




ned, which, of course, was one reason for its widespread use, but in gene-
ral "industrial strategy" usually meant a set of public policies designed
to maintain or to build a particular industrial structure in Canada (or
within particular provinces). Its proponents contend that the present
impTicit strategy is inadequate (or worse) and that an explicit strategy is
required to meet the structural problems of the economy. Policy makers
speak of "structural policy" as measures which influence the way in which
resources are allocated between the public and private sectors, between and
within various sectors of the economy, and between and within the various
regions of the country. Structural policies, as noted earlier, can be of
two kinds: framework (or horizontal) policy, such as trade and tariff or
energy policies; and sectoral (or vertical) policy, designed to influence
the structure and performance of particular industrial sectors.

Few participants at the conferences presented a full-fledged
"industrial strategy" for Canada; much Tess did the conferences as a whole.
To the extent that industrial strategy has come to be associated with a
highly dirigiste and detailed government role in the economy, it was ruled
out by the discussion described above. The sine qua non of acceptable
industrial strategy is that it support, not compete with, private sector
decision making.

Nevertheless, certain themes ran through each province's posi-
tion, the federal government's responses, and other statements. This
section raviews the substance of ongoing debate on structural policies, and
sketches out the limitations and promise of a "national" strategy.

British Columbia

The tariff changes in the wake of the GATT negotiations were the most
important development facing the country at the time of the conferences.
Thus the British Columbia position on commercial policy is a good starting
point from which to evaluate its conception of "national industrial strate-
gy." British Columbia in “Towards an Economic Strategy for Canada: The
British Columbia Position," tabled at the February conference stated that
the present structure of the Canadian economy 1is the product of past
“framework" policies, particularly tariffsl3 and argued that the protection

of weak industries by tariffs and financial support has resulted in a,
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"weak and vulnerable industrial structure, often characterized by
high costs and frequent cross-subsidization of the less efficient
by the more efficient industries, and a general decline in inter-
national competitiveness in all sectors.®l

The remedy advocated was the application of "“the test of economic effi-
ciency and international competitiveness to rationalize Canada's industrial
base toward what we can do best."15

This would involve moving as far as possible toward free trade,
primarily benefiting resource industries, but BC maintained that it would
also in the long run, increase the health of Canadian secondary industries
mainly because expanded markets would result in reduced unit costs and
greater efficiency. It was acknowledged that adjustment problems would be
encountered by many manufacturing firms, but adjustment assistance should
be relatively Timited through a gradual reduction in the protective tariff
and a cash support system which would promote the development of secondary
industry in Western Canada.l6  The government's objective was to attract
new industries, oriented to continental  markets, to the province, rather
than industrial rationalization at the national level. One of the advan-
tages of free trade, to BC, lay in encouraging direct foreign investment.

A second policy change advocated by the British Columbia govern-
ment was a move towards tax neutrality between sectors. Tax neutrality,
like the removal of protective trade barriers, would promote the fulfill-
ment of the two principles basic to British Columbia's proposed industrial
strategy: that competitive market forces be relied upon to set the level
of activity in particular sectors, and that industrial policy be establi-
shed to facilitate, not prevent, changes in the relative level of activity
between sectors.l”  These principles also form the basis for British
Columbia's objection to the use of a sectoral approach to industrial
strategy.

At the conferences in 1978, Premier Bennett opposed both the
protection of weak industries, and regional development measures which
result in suboptimal utilization of resources within sectors. He comptain-
ed at the February conference that healthy forest industry companies from
British Columbia were Tocating facilities in other parts of the country
because they could get grants, and that this was detrimental to the indus-
try as a whole.l8 British Columbia therefore proposed that programs be
established to encourage Tabour mobility, that the Department of Regional
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Economic Expansion be disbanded upon expiry of its present programs, and
that such programs be replaced by transfers to individuals "with severely
limited employment and mobility alternatives."l® In short, BC rejected
a sectoral based industrial strategy as contrary to a free market economy,
and looked- to both provincial and federal government to establish the
macro-economic framework for a thriving private economy.

Because most of the framework policies in the industrial strategy
envisioned by British Columbia are under federal Jurisdiction, Premier
Bennett maintained that close federal-provincial cooperation on the economy
was vital. Consultation between the eleven governments might also inhibit
the erection of barriers to the mobility of labour and capital by provin-
cial governments and thereby preserve the integrity of the Canadian common
market, which the BC govermment maintained was crucial both to its indus-

trial strategy and the provincial economy. An ongoing council of first

ministers was therefore proposed. BC noted that, at present,

"Systematic procedures for calling meetings, setting agendas,
terminating debate, establishing consensus, and implementing
agreements are lacking. Most importantly, however, no formal
mechanism exists to ensure meaningful and early consultation on
matters of continuing federal and provincial interest, nor to
monitor government follow-up of the results of intergovernmental
consultation."20

Alberta

The goal of the government of Alberta, in contrast, was to promote its own
provincial industrial strategy, and to ensure that the federal government
did not obstruct it. Premier Lougheed, like Bennett, called for the resto-
ration of private investor confidence. The Alberta government's aim was to
ensure continued expenditures by the petroleum industry {(largely foreign
owned) 1in the province. Provincial revenues, of course, are heavily
reliant on oil and gas royalties and taxes. Lougheed was the most vocife-
rous opponent of the principle of nondeductibility of provincial royalties
in the calculation of federal corporate taxes, and argued that the tax
structure be revised to encourage private investment.

The accumulation of resource revenues in recent years has allowed
Alberta to pursue its objectives more independently, and although it conti-
nues to emphasize the importance of private investment, the Lougheed
government has also assigned an entrepreneurial role to the state. In par-
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ticular, the province seeks to use such public instruments as the Alberta
Heritage Savings Trust Fund to diversify the industrial structure of the
provincial economy. On the other hand, one Alberta official explained that
they would like to see companies established that would be competitive in
the international market. Alberta tries to lead or promote the environment
for industrial diversification through having a good tax situation and
secure supplies of raw materials that will attract the types of firms that
will contribute to diversification.2l

Anxious to provide the infrastructure for such diversification,
the Alberta government argued that a distinction should be made between
capital and current expenditure in the budgetary process, with the latter
being restrained to meet the demands of investor climate, and the former
expanded to meet the demands of industrial strategy.

While Alberta's industrial proposals did not share BC's emphasis
on framework policies, Premier Lougheed did intervene forcefully in the
debates on commercial, transportation and industrial policy. In his open-
ing speech in February, Lougheed objected to federal subsidization of
“marginal economic enterprise" by tariff protection and grants, which
discourage labour mobility. Although Alberta shares some of British Colum-
bia's concerns about the jmpact of regional development policies on overall
economic efficiency, Premier Lougheed did not Join Bennett in his attack on
the Department of Regional Economic Expansion.

Nevertheless, his complaints about federal support of the petro-
chemical industry in eastern Canada echoed those made by British Columbia
about Ottawa's subsidization of the eastern forestry industry: inefficient
allocation of resources. In provinces where the economies are becoming
stronger, the provincial governments wish to direct their own industrial
development. These govermments insist that the federal government should
not interfere in their economies, and object to federal activities that
support potentially competitive industries in other provinces.

Like the other Western provinces, Alberta advocated the greatest
possible reduction of tariff barriers, on the grounds that their principal
impact was to subsidize central Canadian industry. Specifically, Premier
Lougheed hoped that GATT negotiations would result in greater access for
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Canadian petrochemical and agricultural products to foreign markets, parti-
cularly those in the United States.

In the fierce debate on transportation policy at the February
conference, Premier Lougheed opposed the user-pay22 principle, as did
Saskatchewan, Manitoba, Quebec and the Atlantic provinces. Premier Davis
and the Federal Minister of Transport, Otto Lang, defending user-pay,
argued that it would be more efficient to use tax incentives to encourage
specific industries in certain areas than to subsidize firms across the
board by means of a transportation subsidy. Blakeney suggested in reply
that tariffs likewise could be abolished and that subsidies be paid to the
industries that need them instead of protecting the ones that do not.

If the efficiency criterion which Davis cited 1in February in
defence of the user-pay principle contradicted his position on commercial
policy, then the positions of Alberta, Saskatchewan, Manitoba and British
Columbia were likewise contradictory on these issues. In many cases, the
components of a government's position are united, not by logical consis-
tency, but by the province's interest.

Finally, while Alberta had welcomed the conferences as signalling
greater federal-provincial coordination of economic policy, it strongly
opposed proposals for including private sector representatives in inter-
governmental . consultations on the economy, as Ontario had suggested.
Premier Lougheed argued that governments should consult separately with
representatives of the private sector, rather than "dilute" intergovern-
mental consultation by the ~inclusion of spokespersons for business and
labour. As one Alberta official explained:

"It becomes a question of who speaks for Alberta business.

Certainly natfonal labour and business organizations don't, so

it's better to keep the discussions on a government to government

basigé Who speaks for the Alberta petroleum industry but
us?"

Saskatchewan

Saskatchewan's position at the February and November conferences had one
major element in common with that of Alberta: a recognition of an active
entrepreneurial role for govermment in the economy. Premier Blakeney
elaborated on Lougheed's distinction between capital and other government
expenditures. Governments ought not to allow worries about balanced bud-
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gets stop them from investing in energy, transportation and housing pro-
Jects. This was deemed both politically desirable in terms of Jjob crea-
tion, and good business sense, because such projects would utilize labour
on a Targe scale while it was still in oversupply.24

Despite their common recognition of an entrepreneurial role for
‘govermment, Alberta and Saskatchewan differed in their industrial strate-
gies. This may be traced to the different characters of their largest
industrial sectors, and to their respective conservative and social demo-
cratic outlooks.

For Saskatchewan, development schemes based on agriculture and
potash require neither imported technology nor high foreign investment.
With existing regulations in agriculture, and government ownership of large
parts of the potash industry, the protection of high profits at the per-
sonal or corporate level is not particularly important to the maintenance
of growth. Thus, where Premiers Lougheed and Bennett advocated revision of
the tax system to encourage investment, and Bennett strongly supported
indexation of personal income taxes, Blakeney argued, as a response to the

“fiscal crises,” that the remaining Toopholes in the Income Tax Act be

plugged, and indexing of personal income taxation phased out. It is Tike-
wise not surprising that Premier Blakeney's attack on foreign ownership was
rejected by those provincial governments that either wanted, or already
had, substantial direct foreign investment in their economies. Blakeney
specifically argued in November that the “ownership structure" of profit-
able industries be repatriated as a prelude to the rationalization of the
national economy.

Premier Blakeney's opposition to measures to keep public sector
compensation below that in the private sector also set Saskatchewan apart
from most other provinces.

Blakeney was sympathetic to Ontario's proposal for the creation
of a National Council on the Economy. This position differs from the
Alberta position that an industrial strategy consists of each province
developing its own means for promoting investment and devel opment, with the
federal government's role being to minimize the interprovincial conflicts
that result. Perhaps Saskatchewan is not as able to pursue an independent
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course, and for many of its professed goals, such as large energy projects
and Canadian ownership, a large federal role is necessary.

Manitoba
Premier Sterling Lyon, at both conferences, sought to carry his "message"
to Ottawa. He argued that other governments must take Manitoba's lead in
reducing government's role in the economy by reducing regulation and res-
training expenditures. Any strategy for the re-invigoration of the economy
must begin with a commitment to the pre-eminent role of the private
sector:
"I know that it can be argued that this conference should talk
about the long term or the medium term instead of talking about
the next few months, but any long-term solution has to start with
immediate policy and it must start with an end to the ambiguity

that has come to colour Canada's attitude toward private invest-
ment in the private sector generally."Z®

~Manitoba positions were clear cut. Premier Lyon advocated a federal-
provincial review of government regulation, including the Foreign Invest-
ment Review Agency; attacked the expansion of Crown corporations such as
Petro-Canada and Air Canada and argued against universality in welfare
programs.

At the November conference, which followed federal restraint
measures in August of cuts in federal transfers and programs, the Manitoba
government was faced with a diTemma. Although Manitoba had urged federal
restraint, it was inevitably affected by it, and less able than its western
neighbours to absorb these cuts. The conservative stance of the Manitoba
government in this case did not coincide as clearly with perceived provin-
cial interests as may have been the case in Alberta or British Columbia.

While Manitoba does not really share in the general prosperity of
the "West", it shares similar western views. Premier Lyon joined the other
western premiers in arguing for significant tariff reductions, and joined
Alberta and Saskatchewan in pressing both for an end to the user-pay prin-
ciple and for upgrading of the prairie grain handling system.

On regional disparity issues, Manitoba is a member of the “have
not" club. During the discussions of regional policy in February and
November, Premier Lyon neither attacked the Department of Regional Economic
Expansibn, as Premier Bennett had done, nor expressed strong support for
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the principles underlying it, as the premiers of the Atlantic provinces had
done. In February, Manitoba's interventions in these discussions were
Timited to a request for more federal flexibility in the development of an
agreement concerning tourism, and, in November, to a request that means be
devised for providing greater employment opportunities for status Indians.
Premier Lyon, however, during the discussions on research and devel opment
in November, argued that it was unjust that Manitoba had been treated as
one of the "developed" provinces with respect to R&D tax credits.

Adain, a comparison of the perspectives of the four Western pro-
vinces shows how diverse they were. There was no common regional position.
The Atlantic provinces' interests also diverge and belie the stereotype of
a cohesive "region." While they agree on many essential structural issues,
such as trade and transportation, it is more useful, particularly as the
provincial governments take an increasingly important role in the economy,
to differentiate provinces, rather than four or five regions, as the basic
units of economic division in Canada today.

Ontario

For Ontario the conferences were an opportunity for Premier Davis and other
provincial spokesmen to urge other governments not to take Ontario's fndys-
trialization for granted. Ontario was beginning to recognize that explicit
policies are indeed responsible for the concentrated industrialization of
central Canada, a view long held in the "peripheral” regions. It qualifies
the older claim of Ontarians that the concentration of manufacturing in
their province was the result of natural economic forces.

In particular, Ontario was concerned about the international
competitiveness of its manufacturing sector in the face of tariff reduc-
tions and declining productivity. Other provincial governments may have
seen impending tariff reductions as opportunities for increased resource
extraction and processing, and for industrial diversification; Ontario saw
them as necessitating increased govermment action to help manufacturers
adjust. The position paper An Economic Development Policy for Canada
stated:

"The first commitment must be to manufacturing; there can be no

simple acceptance of the status quo in output and employment, but
- there must be action to bring about increasing employment in

manufacturing, and an increase in its share of GNP,"26
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In other respects, Ontario concurred with other provinces that
the expansion of the role of government in the economy had had an adverse
effect on the private sector. Davis therefore joined other premiers in
calling for fiscal restraint and a decrease in regulatory activity.

Ontario's conception of industrial strategy seems similar to
British Columbia's, but in fact the two differed substantially. Whereas
British Columbia wanted to facilitate changes in the relative level of
activity between sectors, Ontario's primary objective was to defend and
re-invigorate the manufacturing sector. In many instances this would
require government intervention in the form of adjustment assistance, pro-
motion of plant and equipment modernization, industrial rationalization,
and international marketing. Provinces with resource based economies hoped
to encourage local processing by providing price incentives or advantages
in terms of security of supply to firms willing to locate in the province.
But Ontario insisted that a national common market must be maintained,2/
in part because of fear that other provinces might be able to use resource
advantages to lure firms away from Ontario. A larger concern was that
fragmentation of the national economy would reduce the size of the markets
for Ontario manufacturing firms, thus reducing their competitiveness. The
desire to secure a large market led Premier Davis to recammend such things
as the "Buy Canadian" campaign to the other first ministers in February.
(As several other premiers pointed out in November, it could in fact more
accurately be called a "Buy Ontario" campaign). The recommendation was
also made in An Economic Development Policy for Canada that:

"Effective coordination of goverrnment purchasing in areas such as
heavy electrical equipment, urban transit, railroad rolling stock
and pharmaceuticals will assist Canadian industry to develop

rationalized units capable of competing effectively in world
markets."28

The Ontario government also argued against proposed revisions to competi-
tion law and changes to the Bank Act at a time when Canadian producers
should be devoting their full efforts to rationalizing and improving their
productivity. Ontario's position on the Bank Act conflicted with that of
British Columbia, that revisions to promote competition should proceed, to

"ensure that firms are able to obtain adequate financing for
plant modernization and/or expansion as well as providing impro-
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ved opportunities for Canadians to invest their savings in the
economy. "29 '

BC disagreed with what it perceived as Premier Davis' defence of eastern
financial institutions.

One of the most important shifts in Ontario's position between
February and November concerned regional development. In February, Premier
Davis had at Teast faintly supported the Atlantic provinces' conception of
regional devel opment, but by November he had moved closer to the British
Columbia position. He said that the way to strengthen the low-growth
regions of Canada was not by weakening the Ontario economy, nor artifici-
ally diverting industries to regions where they would not otheryise locate,
and he questioned if Canada could afford to trade off competitive indus-
trial development to achieve better regional distribution of incomes thus
indicating both the extent to which the Ontario govermment perceived its
manufacturing sector as being ""under siege” and the more general tendency
to defend the provincial interests.30

Finally, in pursuit of all its objectives, the Ontario govermment
was a strong supporter of more formal mechanisms for federal-provincial

collaboration on economic policy. Calling for a "genuine consultative

process,” the Ontario government maintained that "the achievement of a
credible national economic development policy is dependent on the federal
and provincial governments working closely together."31l [p fact, Ontario's
proposal for a "National Council on the Economy" included private sector
representatives of business, Tabour and ofher groups as well, which would
consider and "offer policy alternatives® +o future First Ministers' Confer-
ences on the Economy.

Quebec

Quebec's participation consisted primarily of insisting that federal econo-
mic policies and programs should respect provincial priorities, in every
area, from agriculture to research and development to tourism. It flowed
from the intensive efforts by the province throughout this period, to gene-
rate its own industrial strategy, and to develop its own extensive proce-
dures for consultation with the private sector.

Some of the criticisms of federal policy made by Premier Lévesque
were similar to those made by the Atlantic Premiers. In November, Premier
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Lévesque attempted to demonstrate that federal fiscal restraint had hurt
Quebec and that the federal retail sales tax scheme reduced provincial
revenues while benefiting the Ontario manufacturing sector. Premier
Lévesque with Premier Bennett, severely criticized federal cutbacks in
unemployment insurance, but for opposite reasons. British Columbia felt
that the federal cutbacks in the program had not gone far enough. Quebec,
in contrast, maintained that the encouragement of labour mobility was con-
trary to the principle of regional development and demonstrated Ottawa's
insensibility to the relative immobility of Quebec workers because of 1in-
guistic and cultural factors.

Quebec and the Atlantic provinces also took similar positions on
regional disparity and underdevelopment, but articulated them quite
differently. Atlantic premiers frequently criticized federal policy for
protecting the Ontario economy to the detriment of the rest of the country,
but they assumed that this situation could be remedied. Quebec spokesmen
argued that the federal structure was simply incapable of responding to the
economic interests of minority regions. Similarly, Quebec's grounds for
Ottawa's withdrawal from overlapping jurisdictions was also more principled
than other provinces. It was not a matter simply of the inefficiency of
duplication; Quebec spokesmen maintained that Ottawa should withdraw
because the issues involved were regionally specific, and thus could not be
accommodated at the federal level.

Quebec sought, especially in November, to demonstrate what it
viewed as the steady erosion of the province's fiscal manoeuverability.
Finance Minister Parizeau produced a long list of various tax changes, such
as amended fiscal arrangements, federal sales tax on Olympic installations,
changes inh population calculation for equalization, cuts in shared-cost
programs, retail sales tax cuts and so on, which he contended had pushed
the Quebec government

“into an increasingly tight financial position in the hope of

bringing it to recognize as its own, the federal priorities, the

federal programs and federal distributions to citizens."32

Thus, Quebec's involvement in the conferences consisted primarily
of trying to bring federal policy and programs in line with the province's
industrial strategy. In Tlight of its broader political goals, it also
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tried to demonstrate the inability of both Ottawa, and federal-provincial
debate, to deal with Quebec's economic problems.

_ The economic development strategy which underiay Quebec's posi-
tion at the 1978 conferences was not made completely explicit until the
September 1979 release of its white paper, Bitir le Québec.33 According to
the strategy, there were two components to building a healthy economic base
in the province: policies to promote the competitiveness and dynamism of

individual firms, and policies to encourage the sectoral rationalization of
industry and increased processing of raw materials within the province.
The paper confirmed the private sector as a primary force for growth, and
that Quebec's program of industrial assistance was similar to Ontario's
policy of promoting industrial modernization. However, the Quebec program
emphasized indigenous capital and the support of provincial fims. The
Parti Québécois' conception of Quebec as a nation on the road to political
sovereignty makes a critical difference in this respect.,

The sectoral component of the economic strategy had three facets:
to enhance the province's comparative advantages 1in natural resources
through intervention to ensure resource supply; to develop "basic indus-
tries," such as steel and petrochemicals, considered essential to diverse
industrial development; and to provide continued protection through an
adjustment peribd for the "soft" sectors such as textiles, footwear, and
furniture, which empToy so many in the province.

Although Industry Minister Bernard Landry stated at the February
First Ministers Conference that Quebec agreed with Ontario that an effort
must be made to adjust to freer trade,34 and although the province's indus-
trial strategy emphasized exporting goods in the manufacture of which
Québec enjoyed a comparative advantage, the govermment argued that very
vulnerable sectors should continue to be protected over the medium term.
This would allow the companies involved to modernize and become more compe-
titive, and would prevent massive unemployment.

When Quebec assessed the federal role in industrial strategy, it
made a distinction between the federal financial involvement and federal
input into the substance of policy. Quebec insisted that Ottawa's commit-
ment to fund regional development and social programs should be maintained,
but that federal expenditures should follow provincial priorities. Quebec
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of ficials argued that each province has to build its own economy according
to its resources and relative advantages.

Federal involvement in economic development should therefore be
based primarily on bilateral consultation. Whereas both British Columbia,
with a strategy based on framework policies, and Ontario, with its emphasis
on the need for a national common market, insisted that increased federal-
provincial consultation was imperative, Quebec wished to keep such discus-
sion to a minimum. Premier Lévesque advanced two cardinal principles which
should govern intergovernmental relations at the February conference:

"(1) That each government mind its own business but that it do so

definitely and with the greatest tenacity;

(2) That the occasions for federal-provincial discussions be

reduced to a minimum but when cooperation is necessary, that it
be both frank and fleet."35

The Atlantic Provinces

The Atlantic provinces tended to take rather similar positions on the main
"structural issues." On the trade issue, they generally supported trade
Tiberalization; Premiers Hatfield, Regan and Campbell all noted in February
that much of the region's manufacturing output, and most of its resource
output, is exported. They called for greater free trade, particularly with
the eastern United States. They repeated their opposition to the user-pay
principle in transportation, especially for railways, and cited the impor-
tance of differential transportation rates as a "tool of regional develop-
ment."* At the November conference, all four govermments made conspicuous
statements in support of the General Development Agreement approach of the

Department of Regional Economic Expansion, in the face of opposition from
British Columbia, and Ontario.

Regional solidarity, however, breaks down somewhat on closer exa-
mination of each province's prerequisites for economic development. Con-
flicts and differing approaches among the provinces are a result of dif-
ferent economic bases and opportunities. The Atlantic provinces share many
of the same problems; thus competition amongst them for scarce investment
dollars is keen.
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New Brunswick

New Brunswick perhaps best illustrates the classic case of a dependent
province with Tittle leeway for an independent development strategy. S1ow-
downs in the national economy have a critical effect on provincial reve-
nues, as equalization declines, cutbacks in unemployment insurance and
other federal programs also decrease fiscal latitude. In his statement as
chairman of the mining sector on the agenda in February, Premier Hatfield
noted his disagreement with the Western provinces on the royalties deducti-
bility issue. The provincial right to the revenues from natural resources,
he said,

“should not be misused so as to pre-empt the federal govermment

from the exercise of its fiscal responsibilities, including equa-
lization."36

New Brunswick could not bring itself to support any proposals which would
erode the central government's ability to redistribute income, or to use
money for purposes of regional devel opment.

Prinee Edward Island

Support for the federal role in income redistribution and regional develop-

ment was echoed by Prince Edward Island, but its Premier used the conferen-

ces as an opportunity to advocate greater regional sensitivity on the part

of federal policy makers. In fiscal policy, Premier Campbell welcomed

Ottawa's attempts to set medium-term targets for the economy, but warned:
"a substantial effort to examine and predict the impact of
national targets upon regional economies must accompany or,

1ndeed§7be an integral part of the national target setting exer-
cise.”

Along with his general support of present federal-provincial efforts at
development, the PEI premier also served notice that his government did not
share the view that wholesale retreat of the public sector would serve eco-
nomic progress in the region: “the private sector seems to feel little
sense of responsibility toward contributing to balanced economic growth 1in
this country."”

Nova Secotia _ :
The positions taken by the Nova Scotia and Newfoundiand governments best
illustrate the thrust of industrial strategy as perceived in the Atlantic
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region. These two provinces have the most significant potential for
resource led growth in the region, and have been the most vociferous in
their demands for federal assistance and policy cooperation in developing
their economic opportunities. "We must use our resource base as the funda-
mental guide for determining what our dindustry structure should be,"
Premier Buchanan told the November conference, and cited the promise of the
fishery industry as the chief example. To meet the challenge of the exten-
ded international fishing limit, the fishing fleets of Nova Scotia and
Newfoundland require significant investment, but Premier Regan told the
February conference they simply did not have the resources to make all the
necessary investments on their own.

Fisheries expansion has become a critical focus of debate within
the Atlantic region and at the intergovernmental level. The Nova Scotia
government has insisted on wresting a significant amount of the management
of the industry from Ottawa. The province is anxious to develop a verti-
cally integrated offshore fishing fleet in order to expand the province's
processing industry and to contribute to fts marine technology and ship-
building industries. Federal fisheries minister Romeo Leblanc generally
supported the development priorities of the inshore fishery, and to some
extent was supported by the Newfoundland government.38 Nevertheless, the
Newfoundiand government has also insisted on a greater role in fisheries
pb]icy. Both provinces have also injected this concern into the constitu-
tional debate.

Newfoundland

In addition to 1its grievance with the federal government over fisheries
policy, the Newfoundland government added two other resource related

issues: the conflict over ownership and management of offshore oil and
gas, and the contention that "national energy policy" is at least partially
responsible for Newfoundland's inability to get a fair deal from Quebec on
the Upper Churchill hydroelectricity contract. While Newfoundland Premier
Frank Moores told the conferences in 1978 that his province was on the
threshold of great economic potential as a "resource rich area," he conti-
nued to emphasize that at this stage "the federal government holds the key
to the realization of our resource potential." Because of its fiscal
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dependency, Newfoundland faces serious limits to 1its development goals
without substantial federal cooperation.

Thus, the Atlantic premiers were concerned about federal fiscal
restraint at such a critical juncture in the regfon's development. Both
Nova Scotia and Newfoundland complained about the disproportionately high
impact of the changes to unemployment insurance on their regions. New
Brunswick and Prince Edward Island argued that a single national strategy
could not address unique regional problems. While the Atlantic provinces’
spokesmen did not argue, as Quebec did, that federal institutions were
inherently incapable of responding to regional needs, they did argue that
their governments were more familiar with local development needs and prio-
rities. In general, they called for a long-term joint commitment to
regional development based on the comparative advantages of their resource

bases. This is a strategy which requires close federal-provincial collabo-
ration.

The positions of the Atlantic provinces reflect a significant
departure from their traditional position of dependency. While those con-
cerns remained, they were now accompanied by a new selfconfidence born of
the promise of wealth from offshore oil and gas and the Atlantic provinces
now asserted the need to manage and to benefit from these resources. New-
foundland, in particular, is committed to control the pace and character of
oil exploration, development and production, to obtain a larger share of
the resulting wealth, to guarantee job opportunities for its citizens, and
to minimize the disruptive effects of development on its traditional cul-
ture and social structure. '

""" The Federal Government

The position and role of the federal government at the conferences was qua-
litatively different from that of the provinces. Federal spokesmen at the
preconference meetings presented policies for provincial reaction, but, at
the first ministers conferences, they did not put forward a comprehensive
blueprint for an industrial strategy. Rather their tactics were to react
to provincial statements and to seek to mediate in interregional disputes.
On a number of issues, Tisted below, federal representatives took strong
stands, but in most cases they were defending prevailing policies or propo-
sed initiatives..
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In fact, if the federal government pursued any strategy at all,
it was to promote the consultative process itself. In the period between
the two conferences, federal officials and ministers took great pains to
follow-up on the February initiatives, though it is questionable if other
policy decisions pursued by the federal government between conferences
reflected the collaborative spirit. Nevertheless, there appeared to be a
prevailing commitment to consultation, so much so that the consultative
process seemed to be a substitute for policy for the federal government.

These general observations aside, what was the overall stance of
the federal government towards the structural issues? The need to improve
the business climate was Ottawa's chief concern. The federal government
proposed the creation of an Inflation Monitoring Agency, promoted the
rationalization of government regulation and improved coordination of eco-
nomic policies, and stressed the need for public sector restraint. Changes
in the unemployment insurance program were made with this end in mind.

In its conviction about the need for improving the competitive-
ness of the Canadian economy, the federal government shared the concerns of
most provincial governments. Many federal proposals reflected the worries
of Ontario, and to a lesser extent Quebec, about the lack of competitive-
ness of Canadian manufacturing. Thus, many federal proposals paralleled
those of Ontario: mechanisms to promote industrial rationalization,
mergers and modernization; the development of a comprehensive adjustment
assistance program for industries affected by the GATT negotiations;
increased incentives for research and development; and the maintenance of
an internationally competitive tax system.39 In addition, the federal
government shared Ontario's concerns about the maintenance of a national
market for Ontario's products; Ottawa adopted Premier Davis' proposal for
a “"Buy Canadian" campaign. But the federal position did not always coin-
cide with Ontario's. For example, whereas Premier Davis argued that revi-
sion of competition laws was unnecessary and would increase uncertainty on
the part of industry, Finance Minister Jean Chrétien insisted that it would
promote, rather than impede, industrial rationalization.

The major shift in federal policy between the February and Novem-
ber conferences concerned transportation. In February, Ottawa and Ontario
had taken the position that the principle of user-pay must be maintained.
By November, however, the federal government had introduced a new National
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Transportation Act, Bill C-20, which formally recognized that transporta-
tion policy should be used as a tool for regional development and that when
this objective conflicted with that of efficiency, the regional development
role should prevail, provided that all governments were in agreement. This
bill received general approval from both the Western and Atlantic govern-
ments.

On other issues, however, the federal govermment continued to
hold positions contrary to the majority of provincial views. The state-
ments by Fisheries Minister Romeo Leblanc gave little indication of a wil-
lingness to compromise with the demands of some of the At]antic provinces;
in mineral policy, Ottawa would not budge on its refusal to deduct provin-
cial resource royalties from corporate taxes.

In contrast to the theoretically consistent strategy papers
produced by British Columbia, or the implicit drive and vision of Alber-
ta's goal to diversify, the federal government articulated no overall
policy for the structural reform of the Canadian economy. This is not to
suggest that it did not respond to the issues; it did, in a plethora of
policy statements, discussion papers and department consultations, initia-
ted, not from the centre, but rather across the entire bureaucratic
field.40  That the central bureaucracy was able to get all departments
to respond at the same time (while not, perhaps, in the same key) was no
mean feat.

In general the conference forum gave many advantages to the pro-
vinces, and to some extent placed Ottawa on the defensive. It was a golden
opportunity for provincial premiers to act as national policymakers and to
use a national platform to promote their regional views. Because it has
Parliament, the federal government does not need such a forum as much as
the provinces do. The conference format invited provinces to assert their
views on federal policies which affected them.

As more self contained, homogeneous entities, it was easier for
provinces to articulate a clear model of regional needs. Federal leaders
had to balance the views of a large number of departments, with different
constituencies, perspectives and priorities, and the views of ten very dif-
ferent sets of provincial/regional interests. It is not surprising that
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the federal position tended to vacillate between broad generalities and
specific responses to provincial requests.

No joint provincial position emerged. The policy divisions were
not only federal versus provincial; frequently, the provinces were divided
among themselves. These divisions had little to do with party affiliation:
indeed through most of the period all but three provincial governments were
Progressive Conservative. Differing ideology did play some vrole in
explaining conflicts; in particular, the divergence in approach between
neighbouring Saskatchewan and Manitoba seemed to reflect the social demo-
cratic orientations of Premier Blakeney and the conservative values of
Premier Lyon. But by far the most important division lay in the differing
economic structures of the provinces themselves, and in the inter-regional
conflicts over the nature and Tocation of economic activity which such dif-
ferences generate. Thus there is a remarkable continuity 1in each provin-
cial government's position. Given a perspective which begins with regions

‘or provinces as the most important focus of attention, it is difficuit to

discuss industrial strategies in anything but regional terms. It is hard
to see how a single national policy can respond to all these needs. If
Ottawa is to be the prime generator of industrial policy for the regions,
its strategy will of necessity be an amalgam of different policy elements
aimed at satisfying various areas.

One alternative is provincial economic strategies. We have seen
that the provfnces were effective and articulate champions of their own
regional interests, and powerful advocates for beneficial federal policies.
But beyond that, what was striking was the provincial commitment, most
evident in BC, Alberta, Saskatchewan, Quebec, and increasingly Nova Scotia
and Newfoundland, to develop their own provincial policies. In many cases
the provinces demanded to be left alone to do their own thing, or argued
that federal policies be adjusted to reinforce provincial policies.

Conclusions

The official communiqués were the only means of consolidating the wide
array of federal and provincial views. To take the main framework policies
in turn, the conclusions concernihg trade and industrial policy endorsed
the "Buy Canadian" campaign, thus satisfying the manufacturing sector, and
the federal and Ontario governments. The federal government was urged to
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continue its role at the multilateral trade negotiations "with the aim of

achieving positive net benefits to Canada and a balance of benefits and

costs which reflect the interests of all provinces."4l A special effort
to reduce tariffs {and JTower non-tariff barriers) was singled out for
fisheries and agriculture products, resource-based industrial products and
petrochemicals, and a commitment was made to negotiate for a bigger share
of automobile production, thus responding to a main demand of each region.

In regional development policy, the February conclusions noted
that the first ministers strongly affirmed the importance of reducing
regional disparities, "and the continuing need for review and expansion of
programs for regional development, based on Tonger-run economic development
potential and transportation requirements in each province and region."42
This would appear to answer the Atlantic provinces demands, particularly as
DREE was committed to maintaining a federal presence in regional policy.
The regional "commitment" was “reaffirmed" in November, but with the
caveats, possibly responding to BC and Ontario concerns, that "regional
development should be based on viable economic opportunities resu]tiné from
natural strengths such as fisheries, forestry, agriculture and tourism."
This communiqué, however, endorsed the basic tenets of bilateral federal-
provincial cooperation through the General Development Agreement approach.

Transportation was conspicuously absent in the February communi-

" qué. But by November, the conclusions included the following hard-won

concession for eastern and western provinces. "First ministers agreed that
transportation should be used as a tool for regional economic and social
development. They noted that this objective was contained in Bill C-20,
amendments to the National Transportation Act."43

In the area of energy development, the most notable conclusion
from the February conference was the endorsement in principle of two joint
federal-provincial capital projects for the development of hydro electric
power at the Gull Island site in Labrador, and for heavy oil production in
Saskatchewan; this, in part, responded to some provinces' calls for increa-
sed public investment in large projects. In November the first ministers
gave a tentative boost to a gas pipeline in the east, by recognizing “the
need for the rationalization of refinery surplus capacity in Eastern Canada
and equitable treatment of gas relative to other energy forms,” a qualified
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support of Alberta's position. (However, the dramatic politics of oil
pricing and revenue sharing took place outside these economic summits.)

There was less progress on sectoral policies. There was no reso-
lution of the conflict on fisheries; the conference seems to have made 1it-
tle difference to prior consensus on agriculture; the most significant
achievement in the mineral sector was the tabling of the federal-provincial
review of taxation, which appears to go a long way towards restoring “tax
stability" to the sector. In particular, "there was general agreement that
where one level of government moves to reduce taxes on resource industries
the other level would not act to offset these tax-relieving benefits."#%
Some "agreement" was reached on the importance of such things as "R&D pro-
grams, greater technology transfers and modernization" of the forestry
industry. Headway was made towards a "block-funding" of provincial housing
plans (effective decentralization). Finally, in the manufacturing sector,
the conclusions dwelt largely on the process of consultation established

" with specific industry sectors. The first ministers, in November, "reaf-

firmed the need to continue, in consultation with representatives of Cana-
dian industry and labour, the development of both general industrial and
specific sectoral po1icies."45 It would be stretching matters to deduce
from this that the governments endorsed dirigiste industrial planning, but
at least, as explained below, they rejected neither the sectoral approach,
nor consultation with business and labour.

On some questions, then, the first ministers were able to go no
farther than an exchange of views, at best enlightening, at worst a litany
of well-worn pdsitions. For other issues, valuable consensus was reached
on broad policy objectives. Finally, in a few policy areas, joint deci-
sions were taken that bound all the participants.
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The ministerial conferences were as follows: Energy Ministers,
December 1, 1977; Agriculture Ministers, January 17, 1978; Mines
Ministers, January 20, 1978; Ministers of Labour, January 23-24, 1978,
Forestry Ministers, January 25, 1978; Finance Ministers, January 26-27,
1978; Ministers of Trade and Industry, January 30, 1978; Ministers of
Tourism, January 31, 1978; Federal and Atlantic Fisheries Ministers,

According to the conference conclusions: "It was agreed that the
Economic Council of Canada be requested, if feasible, to assume the
responsibility for analyzing price and cost developments for a limited
post-control period. The function would be to inform the public and
draw public attention to cost or price developments which appear to
threaten the national economic objectives. It would also have a
research and educational role in the improvement of productivity."

First Ministers Conference on the Economy, Ottawa Feb. 13-15, 1978,
Notes for the Hon. Marc Lalonde, "Statement on Consultative
Mechanisms," Canadian Intergovernmental Conference Secretariat, Ottawa,

First Ministers Conference on the Economy, Ottawa, Nov. 27-29, 1978
'‘Progress Report on Commitments undertaken by First Ministers at the
February 1978 Conference on the Economy, tabled by the Federal
Government," Canadian Intergovernmental Conference Secretariat, Ottawa,

Western Premiers Conference, Yorkton, Saskatchewan, April 14, 1978,

See Federal Year in Review, 1977-78, Institute of Intergovernmental
Relations, Kingston, Ont. 1979, pp. 10-13,

See, for example, editorial in Le Devoir, November 28, 1978.

First Ministers Conference on the Economy, Ottawa November 27-29, 1978,
"Notes for opening remarks by the Prime Minister," Canadian Intergov-
ernmental Conference Secretariat, Ottawa, Doc. No. 800-9/027, p. 4.

Ottawa Journal, December 1, 1978.
First Ministers Conference on the Economy, Ottawa November 27-29, 1978,

“Summary of Conclusions," Canadian Intergovernmental Conference,
Secretariat, Ottawa, Document No. 800-9/087.

I. A Summary of Events
1.
week of February 1, 1978,
2.
3.
Document No. 800-7/073, p. 2.
4,
Doc. No., 800-9/022,
5.
"Communiqué."
6.
7.
8. Le Droit, November 25, 1978.
9.
10.
11.
12.

Bill C-20 recognized transportation policy as an explicit tool for
regional development. It was never passed, but is still somewhere on
the Liberals' Tegislative agenda. See below, p. 105.
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II1. The Process of the Debate

1. Government of Canada Agenda for Cooperation, Ottawa, May 1977.
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19.
20.

21.
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23.

24.

25.

26.

27.

28.

Interview with Saskatchewan official, July 1979.
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British CoTumbia was not involved in this dispute. The province's
satisfaction with the federal Salmonid Enhancement Program and the fact
that BC does not have to share the resource with other provinces, has
contributed to better relations with Ottawa over the fisheries.

First Ministers Conference on the Economy, Ottawa, November 27-29,
1978, “Opening Statement on Fisheries by Prince Edward Island,"
Canadian Intergovernmental Conference Secretariat, Ottawa, Doc. No.
800-9/042, p. 12.

First Ministers Conference on the Economy, Ottawa, November 27-29,
1978, "Fisheries Statement by Nova Scotia," Canadian Intergovernmental
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First Ministers Conference on the Economy, Ottawa, November 27-29,
1978, “"Notes for Remarks by the Hon. Romeo Leblanc, Minister of
Fisheries," Canadian Intergovernmental Conference Secretariat, Ottawa,
Boc. No. 800-9/068, p. 10.

Interview with Saskatchewan official, July 1979.

Interview with BC official, August 1979,

Interview with provincial officials, July 1979,

Interview with senior Quebec officials, September, 1979. See also
First Ministers Conference on the Economy, Ottawa, November 27-29,
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38. 1bid.

39, Interview with official from Atlantic Provinces, July 1979.
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the media. This, of course, was not the case; however, many would
interpret the conferences as artificial events concocted for the
medi a.
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competition from other modes on the prairies especially for the
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PART C
THE INDUSTRY CONSULTATIVE EXERCISE




, THE CONSULTATIVE PROCESS

The industry consuitatfon in 1978 was more straightforward, and its mandate
was less ambiguous than that of the federal provincial conferences. How-
ever, the political difficulties in setting up the consultation involved
similar problems, and many of the issues were the same as those discussed
by the first ministers. This chapter describes the consultative process,
first by outlining the sequence of events, then by considering them from
the perspectives of the participants, and finally by examining in more
detail the membership and mandates of the consultative task forces.

The Sequence of Events
The stimulus for the establishment of the 23-sector task forces in 1978 was

the "Enterprise: '77" project of the federal Department of Industry, Trade
and Commerce. In the spring of 1977, approximately 5000 businessmen were

solicited for their opinions on current federal and provincial economic
policy. Although these interviews were conducted by federal officials,
provincial governments were invited to send representatives to the inter-
views taking place within their provinces, and the federal government made
interview reports available to the provinces on request.

This exercise produced a barrage of criticism of the role played
by government in the Canadian economy. The most common complaints involved
the "burden" imposed on the private sector through regulation, excessive
taxation, and.the impact on the labour markets of federal transfer pay-
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ments, e.g., unemployment insurance to individuals. Businessmen were also
cynical of the federal government's dealings with the private sector.]

At the interviews, businessmen were not asked to address specific
issues, nor to make specific recommendations. IT&C officials, therefore,
thought that the next stage in the consultative process should be more
structured and should seek specific recommendations from the private sector
for restoring the health of the Canadian economy. This reflected a policy
position taken in the federal govermments post-controls statement, Agenda
for Cooperation.2 The main objective of the consultations was to build or

renew business confidence in the government.3

With the exception of tourism, the sectors represented in the
task forces were all engaged in manufacturing, reflecting the traditional
orientation of the Department of Industry, Trade and Commerce to secondary
industry, and the problems faced by many manufacturing sectors in the face
of the tariff reductions which would emerge from GATT negotiations. The
decision to adopt a sectoral approach resulted from the developing convic-
tion within the federal govermment that it was necessary to analyze, and
attempt to correct, the structural weaknesses of the Canadian economy.
This was coupled with political realities which virtually precluded rapid
and large scale inter-sectoral or inter-regional transfers of resources and
restricted new measures to those designed to raise the level of performance
of existing industries,

The Department of Industry, Trade and Commerce's consultation
with the private sector prior to 1978 had primarily involved management
concerns, e.g., research and development, export and investment problems,
and taxation, and the Department had therefore come to regard business,
rather than labour, as its clientele. With the adoption of a sectoral
approach to consultation, however, it was recognized that all major actors
would have to be involved. The department decided to invite ltabour to par-
ticipate in the sectoral task forces, although there was uncertainty about
the reaction of business to labour's inclusion.? Provincial governments
were also invited to send representatives to participate on the task
forces.

The planners of the industry consultative process wanted to avoid
any "tripartism" in the exercise. The concept was politically unpopular as.
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it had connotations of “big" interest collusion on economic decisions to
the exclusion of the interests of the unorganized, e.g., labour, small
business, etc.b

The federal government instead sought what may be termed a
bipartite consultation, or a forum in which labour and business could come
together, under public auspices, to advise the government on private sector
concerns. The distinction between “tripartism" and “bipartism with govern-
ment sponsorship" may appear too subtle, but participants insisted on the
distinction.6

The selection of the 23 industrial sectors was somewhat hap-
hazard. The Department of Industry, Trade and Commerce had conducted, for
internal use, studies which could be polished into “sector profiles" for
distribution to the task forces. Due to the Tack of background material,
IT&C officials could not set up task forces in one or two further indus-
tries which they would have liked to see examined. Nevertheless, they felt
that the 23 sectors selected covered the major aspects of manufacturing in
Canada.

It was hoped that endorsement of the IT&C exercise by the first
ministers at their conferences would legitimize it and encourage business
and labour representatives to participate. Therefore, the department pre-
sented its proposal to the Ministers of Industry meeting preceding the
February conference, and to the first ministers themselves, After receiv-
ing the approval of the Ministers of Industry and the majority of first
ministers,’ IT&C began setting up the 'Tier I' task forces.

The Department was also concerned that the exercise would be
branded a political initiative of Tittle substance. According to one
federal official:

"IT&C had to commit itself not to use the process in a political

way: there were no press conferences, no publicity surrounding

the task force meetings, no Ministers involved. This was the
only way IT&C could get, not only the provinces, but many private
sector people, into the exercise."

Each IT&C division . concerned with a specific sector chose a
chairman from the business community. In some sector, IT&C officials nomi-
nated all the business participants; in others, the suggestions of the task
force chairmen or provincial govermments were taken into account. In some
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sectors, industry associations were well represented on the task forces,
whereas in others, such as electronics, it appeaked that IT&C officials had
attempted to circumvent the trade associations.9

As a pre-condition of participation, the Canadian Labour Congress
had demanded assurance that it would be able to clear all labour involve-
ment on the task forces.l0 Nevertheless, as can be seen from task force
membership (see Appendix), two representatives of the Centrale des syndi-

cats démocratiques (CSD) and one official of the Confédération des syndi-

cats nationaux (CNTU) did take part.ll  The task force secretariats were

composed of IT&C officials, and all other federal participants had
"observer" rather than "member" status. The status of provincial govern-
ment representatives varied from one task force to another. Provincial
of ficials were variously designated as members, cbservers, or participants.
On some task forces, all provincial representatives shared the same status:
on others, their designation appeared to depend on the extent of their
participation.

The first task force meetings took place early in April, 1978.
They met, on average, about four times and each meeting took place in a
different city. It was Tate July before all the reports were submitted.

On nine of the 23 task forces, at least one labour member dis-
sented from the majority report. On one other, a labour member disasso-
ciated himself from a substantiaT number of recommendations. In only one
case, the automotive industry, did businessmen as well as labour officials
dissent from the task force report.

A "Tier II" committee was established to review the Tier I
reports and extract from them the common themes. IT&C had originally con-
templated assembling a completely new ‘Tier II' group, but had finally
decided, at the urging of task force members, to invite Tier I chairmen and
tabour representatives to participate in the overview committee. Only the
chairman of the Tier Il committee had not been previously involved in the
sectoral exercise. Government representatives were not included in the
Tier 11 committee, due to sensitivities among the business and Tabour par-
ticipants.

The CLC's demand for pafity with business on Tier II was accep-
ted, and there were therefore five labour and five business participants,
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in addition to a chairman from the business community. One academic also
participated.

The report of the Second Tier committee was completed by Tate
October, and was discussed at meetings of the Deputy Ministers {(October 26)
and Ministers of Industry (November 7). At the latter meeting, the federal
government offered a preliminary response to the task force reports in
Action for Industrial Growth: A First Response,l2 which was followed by

Continuing the Dialoguel3 in February 1979. Detailed federal responses

to the sectoral reports did not appear until May 1979, Despite the fact
that at the November ministerial meeting, the federal and provincial
Ministers of Industry agreed that all governments should make substantive
responses to the sector recommendation before February 1, 1979,14 the first
provincial response from Nova Scotia, was not released until April, 1979,
New Brunswick responded in January 1980. The Ontario government released
its response in mid-1980. The other seven provincial governments do not
intend to make formal public responses.

How did business, labour and other governments react to the pro-
posal to hold the 1978 exercise? What were the mandates and structures of
the consultative task forces?

The Process in Perspective: Reactions of Businessmen, Labour and

Provincial Governments

The IT&C exercise in 1978 was not the first time that the private sector
had been invited to participate in sectoral discussions. The Economic
Council of Canada, had sponsored two national economic conferences in 1973
and 1974, bringing together approximately 200 representatives of industry,
unions and the public sector. Sixteen sector committees prepared "OutTook -
Papers” on different industries and on education and health.l5 These
papers were discussed at the conferences, with a view to providing input
into economic policy making.

Although the economic conferences were considered fairly
successful by businessmen with whom we spoke, no concrete results had
flowed from them. One industry representative doubted that governments had
seriously studied the sectoral reports. This seems to have been the
essence of the private sector's grievances against the federal government;
not that there had not been adequate opportunities for consultation, but
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that Ottawa had neither seriously examined, nor acted upon, the recommenda-
tions made in the course of these discussions.

As well as being worried that the Liberal government might
attempt to use the IT&C sectoral task force exercise to make political
mileage, businessmen were concerned that the exercise might prove to be
another instance of “consultation without results" to try to create a posi-
tive image for the federal government.l6

But many people in the private sector believed that the federal
government's approach to consultation was changing. Like some provincial
officials, they thought that Ottawa, having found itself in a policy vacu-
um, was beginning to seek genuine input from the other economic forces.

Although business participants feared that the IT&C exercise
might prove unfruitful, the extent of pessimism varied substantially from
one industry to another, for example the aerospace industry, which had had
a close and harmonious relationship with Ottawa over many years, tended to
welcome the prospect of participating in the IT&C exercise. In contrast,
sectors which were in close contact with government by virtue of being
"problem industries" (soft sectors such as clothing, furniture and foot-
wear) tended to share the disenchantment with Ottawa.

Another factor which tended to influence a businessman's reaction
to the proposal of the IT&C exercise was the size of the firm he represen-
ted. In general, representatives of the smaller firms tended to involve
themselves in the exercise reluctantly, often with the attitude that they
were “giving it one last shot." In contrast, executives of the larger
firms, whether Canadian or foreign owned, almost automatically agreed to
participate, first, because they wanted to keep informed about what was
brewing in Ottawa, and second, because they perceived the process of influ-
encing policy as one which was very slow and demanded perseverance. This
difference may be explained by the greater resources at the disposal of the
larger firms and the fact that lobbying is usually considered as an inte-
gral part of their operations.

Although many businessmen apparently had reservations about the
1T&C exercise, the reservations were not great enough to prevent them from
participating; all the members of Tier I committees interviewed said that
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the business membership of their task forces had been representative of the
industry as a whole.

The CLC's reaction to the proposal concerning the sectoral con-
sultation exercise was complex.l?7  IT&C's decision to seek Tlabour's
involvement was generally perceived as an afterthought. The CLC was infor-
med of Ottawa's intention at meetings with the Prime Minister and the Cabi-
net in the first week of February 1978, but internal problems prevented it
from reaching an early decision about whether or not to participate. The
CLC was concerned that its Timited resources might preclude effective
involvement, and the more radical branches of the CLC were sceptical
because of what they perceived as the tripartite nature of the IT&C exer-
cise. Finally, the Congress was preparing for a leadership convention on
April 4, 1978, Although IT&C was not to blame for the delay in the CLC's
decision on participation, CLC officials felt that by refusing to take
their situation into account and by proceeding with the planning and
organization of the consultative exercise in the absence of labour, the
federal govermnment had unbalanced and imperilled the exercise as a whole.

In March, Jack Horner pressed the CLC for a decision. CLC offi-
cials felt that they were faced with a "fait accompli”; IT&C had already
defined the terms of reference of the task forces, selected their chairmen,
and set their schedules. The CLC was convinced that the IT&C exercise
would proceed with or without their involvementl8 apd decided, shortly
before the convention, to participate. Owing to the late decision, labour
representatives did not attend many of the first task force meetings.

A1l three task forces in which non-CLC Tabour representatives
were involved concerned "problem industries", textiles and ciothing, ship-

building and repair, and footwear, and these industries are concentrated in
Quebec where the CSN and CSD constitute rival trade union “centrales” to
the CLC. The fact that M. Dalpé of the CSD was also a member of the Tex-
tile and Clothing Advisory Panel, which reports to the Minister of IT&C,
may explain his involvement. The representatives of CLC affiliates on the
textiles and clothing and shipbuilding task forces expressed no objections
to the participation of their colleagues from other labour congresses. 19

The federal government was anxious that the provinces endorse the
project and, through the auspices of the first ministers conference in
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February 1978 and the industry ministers meeting earlier in the year, it
sought provincial approval. A comparison of provincial invelvement and
reaction to the exercise is instructive as an illustration of the nature of
federal-provincial relations in industrial policy, and in formulating a
regional analysis of industry-government relations.

The reactions of provincial observers and policy makers toward
the industry consultation tended to vary according to their place in the
bureaucracy. As at the first ministers conferences, officials in central
agencies and intergovernmental affairs were more sceptical of the federal
motivations of the exercise than were line department bureaucrats. Two
cases in point were British Columbia and Quebec. The "Tine" officials in
BC were critical of the timing of the sector consultation, and thought that
Ottawa should have waited until federal-provincial follow up mechanisms
were improved, but they generally supported the idea. Central agency offi-
cials, however, objected to the sectoral approach altogether, as part of a

" larger view that sector specific industrial policy be avoided. The secto-

ral approach, in their view, treated the provinces "as Jjust one of four
interest groups.'20  In Quebec, officials in the Ministry of Industry
and Commerce were relatively positive about the project and became deeply
involved. Officials in the central agencies, by contrast, perceived the
exercise as being primarily politically motivated, and were much less
enthusiastic. Indeed, some officials on the Conseil Exécutif appeared to
be totally unaware that the sector task forces had taken place.

Despite these internal divergences of opinion, both provinces
participated fully as observers. BC sent representatives to 19 task
forces.21

Reactfons of many of the provinces depended on, or corresponded
directly with, their relationship to the federal department of Industry,
Trade and Commerce. Provincial officials in both the east and west tended
to view IT&C as "Ontario's DREE," not attuned to regional economic inter-
ests. Nevertheless, officials in the Atlantic provinces who saw little
benefit for their region in the exercise, given the limited concentration
of manufacturing there, welcomed the opportunity to bring a “regional"
dimension to the discussion, and to meet representatives of important
industries. Thus Nova Scotia and New Brunswick sent representatives to

124]




about nine task forces each, Newfoundland and Prince Edward Island to about
iy 22
SiX.

In Alberta, however, a similar regional alienation from IT&C 1ed
to a boycott of the process altogether. Premier Lougheed argued at the
February first ministers conference that federal and provincial governments
should consult separately with the private sector rather than including
private sector representatives in intergovernmental discussions.Z3

Lougheed rejected Ontario's proposed National Council on the Eco-
nomy and the federal government's proposal for a National Industrial Coun-
ci1,24 both of which called for the participation of the private sector and
both levels of government. Lougheed's position appears incompatible with
the statement in the February conference communique that:

"First Ministers agreed to seek out the active involvement of the

private sector (including business and labour) in federal-

provincial discussions on specific development programs tailored
to the particular requirements of each of the manufacturing
sectors."25

According to a provincial official, Alberta thought that it had
made its position clear and was therefore surprised to receive word from
IT&C that, "the Tier I exercise was going ahead."

Industry, Trade and Commerce's apparent confusion may be partly
explained by the fact that IT&C officials thought that they had secured the
agreement of the Alberta Deputy Minister and Minister of Economic Develop-
ment to participate. Apparently, the decision not to participate was made
by Cabinet, rather than at the Tine department level.26  The IT&C exercise

was seen by the Alberta government primarily as a pubTicity seeking venture
for the Trudeau government; there was also concern that participation would

imply a commitment on the part of the Alberta government to the outcome of
the consultative exercise.

Alberta preferred to conduct its own consultation with industry
rather than get involved with the federal program. Other provinces, too,
had their mechanisms for consultation with industry, some more elaborate
than others. In Saskatchewan, the larger industrial concerns had access to
the Premier. In Manitoba, the provincial government, through its “Enter-
prise Manitoba" agreement with the fédera] government, encouraged sectoral
development and consultation in five of the sectors studied in the IT&C
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exercise: aerospace, electronics, urban transportation, machinery and food
processing. Manitoba, however, was one of the most enthusiastic supporters
of IT&C's industry consultation.

The two provinces with the most complex and formalized government
consultation with the manufacturing sector are, not surprisingly, Quebec

and Ontario.

In Ontario, formal consultation with the private sector began in
1977, following the "Partnership for Prosperity" conference, which brought
together 140 businessmen, labour leaders, academics, and representatives of
consumers and other groups to discuss the province's economic outlook.
Informal discussions with business and labour then took a more concrete
form with the Premier's Advisory Committee on Economic Policy, which recom-
mended in November 1977 that Ontario establish a pilot project for sectoral
consultation. Under the auspices of the Ontario Ministry of Industry and
Tourism, an electronics sector "task force" began meeting in January 1978.
With the‘creatioh of the IT&C sector task forces, Ontario decided not to
duplicate their efforts, and was a chief supporter of the federal proposal
at Industry Ministers and first ministers meetings in early 1978. In fact,
Ontario officials claimed partial credit for the sector-by-sector industry
consultation idea. The province sent representatives to all but one (the
ocean industry) sector task force.

Quebec, like Ontario, had been involved in formal consultation
with the private sector long before the IT&C consultative exercise was ini-
tiated. Two types of conferences had been held, the "grand sommet”, deal-
ing with 1issues of concern to all industries, and the sectoral "mini
sommets”. Neither type of conference discussed general economic issues;
but were restricted to immediate issues.2/ '

The first of Quebec's socioceconomic conferences was the "grand
sommet" held at Pointe-au-Pic in May 1977. The government hoped to meet
with the principal econamic agencies in the province, arrive at "a new
equilibrium” in labour relations in Quebec, and identify a new direction
for the province's economic development. It is probable that the Parti
Quebécois government also hoped that the conference would result in impro-
vement of its relations with other economic agents and, in particular, with
the Conseil du Patronat. This summit brought together 129 participants and
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51 observers from both the private and the public sectors; all discussions
took place in plenary session, and the conference was open to the media.
Some provincial officials believed a closed conference would be more effec-
tive, but Tabour leaders refused to meet with government and business in
cTosed session.28

Four sectoral "mini-sommets" on textiles, clothing, footwear and
furniture followed the Pointe-au-Pic conference in the fall of 1977. These
were closed to the media, and much of the discussion took place in work-
shops. They brought together an average of 55 participants and observers.
Quebec consuTtatidn with industry continued simultaneously with the IT&C
exercise; sectoral conferences. on agricultural products, fisheries, tour-
ism, and "industries culturelles" were held in 1978.

Quebec did not boycott the federal process. As mentioned, it was
a significant participant in the majority of federal task forces, and a
comparison of the industry and labour participation in the two consulta-
tions shows almost no overlap. The Quebec conferences involved the franco-
phone business community almost to the exclusion of dominant anglophone
interests in Quebec such as the aerospace sector, whereas the federal
process included firms from both the anglophone and francophone business
commnities.29 It seems clear that the two processes did not necessarily
duplicate each other; the Quebec internal process was obviously more poli-
tical and social in its outlook, and tended to stress issues specific to
the regional economy, while the IT&C process, by definition, was concerned
with "national" problems.

In summary, the motivations for, and extent of participation in
the federal government's industrial consultation project by the provinces,
varied considerably. In the following discussion, the effects of the vary-
ing degrees of commitment and involvement will be illustrated by the reac-
tion of the provinces to the discussions and to the final reports of the
task forces.

The Mandates and Structures of the Tier I and Il Committees
Tier I

The Briefing Notes for Consultative Task Forces, distributed to the members
of the "Tier I" committees stated:
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"The overall objective of the exercise is to restore the sectors
to a high degree of economic dynamism by encouraging the develop-
ment of new investment opportunities, improving the efficiency of
operations and facilitating the ad%ustment out of uncompetitive
activities into more viable ones."30

In pursuit of this objective,

“the terms of reference for both (the Tier I and Tier II commit-

tees) specifically sought the private sector's views on a wide

range of government policies which together establish the frame-

work within which industry operates."sl

The members of the task forces were provided with briefing notes,
documents such as the federal department of Finance's general overview

Canada's Economy: Medium Term Projections and Targets,32 and the more

specific sector profiles prepared by IT&C. Some observers, however, criti-
cized the task forces as having a very broad mandate, without clear terms
of reference. New Brunswick officfals, in particular, were critical of the
gap between the sector profile analysis and the "“macro“ approach of the

Medium Term paper. As a result, the task forces were not geared specifi-

cally to what each sector could contribute to the larger, macroeconomic
goa1s.33 The task forces were seen as forums for special pleading, which
would give government no insight into the question of which industries
ought to be expected or encouraged to lead the Canadian economy onto a
recovery path. As one western official remarked, “You have to be more
specific in the terms of reference for such task forces, otherwise consul-
tative exercises of that kind become simply a formula for the preservation
of the status quo."34

Tier 1 participants interviewed (representing ten task forces),
were generally satisfied with the definition of their industrial sector as
outlined in the "sector profile" prepared by IT&. One exception was the
ocean industry. According to the profile,

"[The ocean industry] is composed of those establishments which

manufacture equipment or private services for all commercial and

scientific activities in the oceans. Marine transport vessels

and traditional fishing support equipment, however, are generally
excluded."35 _

Task Force members, however, disagreed and look on all fishery related
manufacturing as a major opportunity for their industry. They therefore
felt that the mandate and némbership of their task force should include
marine transport and traditional fishing equipment manufacturers.
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Other sector task force members found a few 1inaccuracies in
1ndustry proflies but most sector comm1ttees decided that, because of time
constraints, they should not occupy themselves with rev1s1ons of their
industry's prof1]e.

Industry, Trade and Commerce 5 sectora] consultation was p]anned
as a ‘“one shot" exercise: the Tier I comm1ttees were to d1sband after
having submitted the1r reports and there was no prov131on for task force
chairmen to reconvene their comm1ttees in order to study governments res«
ponses. ATthough several provincial off1c1als obJected to this feature,
none of the private sector part1c1pants we interviewed were part1cu1ar1y
concerned about it. The aerospace task force however has been transformed
into a permanent consultative commfttee A few chairmen were prepared to
reconvene their task forces on their own 1n1t1at1ve, if the federa] govern-
ment's response was unsattsfactory Most felt, however, that once they had
presented their views, it was up to governments to respond. If the respon—
ses were unsatisfactory, 1ndustry S dlsp1easure cou1d be effectlveTy demon-
strated without reconven1ng the task forces.

Provincial officials complained that the time allotted to the
sector committees was too short to penmlt them to accomp11sh their task.
However, the vast maJor1ty of private sector part1c1pants and a few govern-
‘ment officials felt that they had had suff1c1ent t1me. A Tier I chairman
observed that

"It may be that our first observations are the best ones. Subse-

quent refinement or reflection will improve them but the improve-

ment may be marginal. .In that sense the time was sufficient. 136

ATl pr1vate sector participants said the membership of their task
forces had represented good cross sections of their 1ndustr1es. One Nova
Scotian observed:

“I'd have to say that the region has to be realistic, and it is
inevitable that if you set up industry sectoral task forces then
they're go1ng to be representative mainly of central Canada,

becagse that's where the industry is. There's no escape from
it." '

Officials from the Atlantic provinces felt, however, that the task forces
were matn1y representing central Canadian‘industry, and that the emphasis
on central Canada had been exacerbated by the fact that small business and
:Tndustry was not 1nc1uded Th1s echuston was a]so,noted_by_off1c1als:1n
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Quebec and in the Western provinces. Manitoba industry was represented,
but only as a result of the government suggesting names of companies to
1T&C.38  Saskatchewan was, surprisingly, not represented on the food
product task force, and BC found western representation on Tier I generally
unsatisfactory.

Despite the provincial government's refusal to participate,
Alberta had no qualms about Alberta firms getting involved in the IT&C
exercise, and officials suggested firms to Industry, Trade and Commerce.

Labour's assessment of the businessmen on the task force was
positive; they were impressed by the number of chief executive officers on
the task forces and by their commitment to the process. lLabour representa-
tion, however, varied from union presidents to relatively junior officials.
The CLC prepared The Labour Report to the Coordinating Committee for the 23

Industry Sector Task Forces,39 to familiarize Jjunior Tlabour members

with the CLC position.

Businessmen, even those on the same task force, often conveyed
very different impressions of the nature of labour's participation. Never-
theless, certain patterns emerged. Businessmen in task forces representing
industries faced with severe problems tended to rate labour's partictpation
very highly. This was particularly true in the case of the textiles and
clothing industry, where labour and management had been working together on
the Canadian Textile Labour-Management Committee since the late 1960s, and

.on the Textile and Clothing Advisory Panel. These judgements did not, how-

ever, depend on whether or not the labour representatives had disassociated
themselves from the majority report. Labour members on both the aerospace
and forest products task forces dissented from the majority reports, but
the majority of the business members contacted felt that labour's input had
been good. Finally, there was a strong correlation between the seniority
of the labour representatives on a task force and a positive evaluation of
labour's input on the part of business members. When unijons sent junior
representatives to the task force meetings, or where junior officials sub-
stituted for the union presidents, businessmen generally perceived labour's
involvement as minimal.

Some businessmen in high technology industries indicated that the
labour representative did not have enough ‘expertise to discuss the techni-
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cal issues involved, while others said that union representatives could not
contribute fully to sectoral discussions, because they felt they had to
adopt the CLC position." Task force chairmen tended, however, to be far
more sensitive to the politics of labour and the constraints it imposed
than most other business participants.

There was a substantial difference between the roles of the fede-
ral and provincial government members. The provinces took varying degrees
of interest in the task forces, with those from Ontario, Quebec and Mani-
toba most frequently obtaining full status as task force members. However,
there were limits to the participation of even the most senior provincial
officials. As one business member observed, "the provincial representa-
tives were very active, but there was a boundary over which they couldn't
pass. The extent of their government's commitment to the exercise was not
predetermined." Businessmen noticed that the provincial officials, Tlike
labour representatives, were constrained by having to answer to their
"political bosses."40

There was also concern from both industry and the provinces that
the role of the provincial observers had not been sufficiently defined;
many felt Tike outsiders to the process. In a formal position as interes-
ted observers, many felt compelled only to Tisten. As one Quebec official
t21d us, this was not necessarily a bad thing:

"The underlying philosophy of the task forces was that it

afforded industry an opportunity to give its views to government,

SO we were there as observers until the final meeting, when we

intervened. We wanted to hear their views and knew we could com-

ment on recommendations later."41

Federal officials took a more active role. In theory they were
there only to provide “secretarial" support, but in fact their input was
much greater. As one participant told us, IT&C officials acted more like
"executive assistants,” and many task force members noted that IT&C and
other federal officials entered vigorously into the debate. In some cases,
the discussions within the task forces were virtually a debate between
industry and federal officials.

Tier Il

In April 1978, IT&C convened a meeting of the twenty-three sector task
force chairmen to discuss the composition of the Tier Il committee. The
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research director and the senior economist of the CLC attended the meeting
and insisted that the CLC have equal status with business on the Tier II
committee.42  There appears to have been fierce debate on this issue
with those opposing equal representation doing so on the grounds that the
CLC did not represent labour in Canada and that indendent unions should
have a role on the committee. IT&C wanted parity for CLC or the committee
because it was the only labour organization with which it could deal, and
although the CLC did not represent labour across Canada, it had a large
number of affiliates, none of which would have participated in sectoral
consultation without Congress approval.

At the meeting of the 23 chairmen, businessmen who favourably
perceived consultation with the CLC, eventually prevailed on their col-
leagues to accept IT&C's proposal for CLC parity on Tier II.

CLC officials regarded the Second Tier level of the IT&C process
very positively because they felt better equipped to deal with horizontal,
rather than sectoral issues. In addition, whereas there had been great
variation in the expertise of labour participants on Tier I, all the labour
members on the Second Tier committee were senior officials of the CLC.43
Compared with the Tier I, the roles of the various participants in the Tier
11 group were clearly defined.

Jack Horner, outlined the terms of reference of the committee:

"Your mandate is to work directly from the task force reports and
attachments to identify and made recommendations about factors
and policies that cut across sector lines. You will pull toge-
‘ther the common threads running through the reports to make
recommendations on broad economic policy and on issues important

generally to manufacturing and tourism. You will, if you wish,

make recommendations as well on major sector-specific -issues.”

According to Tier II members, the committee initially attempted
discussion of broad economic issues. This was found to be unworkable, as
the discussion degenerated into labour and business members haranguing each
other. The committee therefore decided to concentrate on issues on which
agreement was possible. Procedures had striking similarities to those of
the bargaining table. One issue was dealt with at a time. On each issue,
the business members briefed their colleague on the committee's staff, and
the CLC officials briefed the labour member. The Tier II staff, which also
included an academic, then met to try to hammer out a common position.
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When they reached a point beyond which they could not proceed, they retur-
ned to consult with their fellow labour or business members, and the
process was repeated until agreement was reached.

When their report was completed, the Tier II committee decided to
present its recommendations both to the federal government and directly to
the provinces. Teams of Tier II members, consisting of one business and
one labour member each, visited provincial capitals, except those in the
Atlantic provinces. A Newfoundland official said that Second Tier members
had planned to come to St. John's but that the weather had prevented it.
In contrast, New Brunswick officials had not even been contacted by the
committee.#5  The Tatter saw the Second Tier committee's oversight as just
another example of the neglect of their region in the entire consultative
exercise. They were'particuTarIy upset that the only Tier II member from
the Atlantic region had been an academic on the committee staff.

Other officials from the eastern provinces were relatively uncon-
cerned about the lack of Atlantic representation on Tier II. Their view
was that, given the IT&C exercise's emphasis on large scale {hence, central
Canadian) manufacturing, expectations of significant participation from the
Atlantic region on Tier II were unrealistic. This was exacerbated by the
fact that none of the task forces was asked to consider the regional dimen-
sion of their sectors. In effect, this view of the IT&C exercise was more
damning than the complaints about the lack of Atlantic representation on
the Second Tier. [Its proponents were echoing the opinion of some Western
officials concerning the IT&C exercise as a whole, namely that if govern-
ment, in seeking the advice of the private sector, does not clearly state

its objectives, consultation becomes nothing more than a formula for the
status quo.

Officials 1in other provinces, with the exception of British
Columbia, considered the Second Tier level of the ITRC exercise to be less
important and less useful than the sector task force reports. British
Columbia officials preferred the Second Tier's examination of horizontal
issue to the sectoral approach embodied in Tier I. They also welcomed the
creation of a forum in which the broad economic issues affecting all manu-
facturing sectors would be discussed in conjunction, rather than in isola-
tion.
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I I THE ISSUES OF THE DEBATE

In contrast to the first ministers conferences, the debate over economic
issues in the industry consultative exercise was not as open or direct.
Furthermore, it took place on two levels: first, the discussions between
Tabour and business (and sometimes government observers) in Tier I and Tier
II, and second, the governments' responses.

This chapter first examines the recommendations and discussions
of Tier I by looking more closely at a number of key issues important to
the structural pressures on the economy and the state's relations with the
private sector. These issues are taxation, foreign ownership, government
intervention, trade policy, research and development and technology trans-
fer, regional balance, labour relations and manpower, and the special pro-
blems that the federal state imposes. This is followed by an examination of
the “dissenting views" of several Tier I participants and outside obser-
vers. Second, we discuss the debate and recommendations that arose from
the Tier II'committee, and reactions to it. Finally, we look at the fede-
ral and provincial governments' responses to both the Tier I and Tier II
task force reports.

TIER 1

Taxation

A1l sectors saw, in the Canadian tax structure, a mix of disincentives to
investment, to capital formation, to productivity growth and to the ability
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to attract and sustain the services of key technical and management person-
nel. Taxation was seen as the most important element in the cost competi-
tiveness of industry and as the principal factor in encouraging investment.
Increased competitiveness was seen as being dependent on government fiscal
actions to offset cost diSadvantages suffered by Canadian industry because
of climatic conditions, labour costs and the high price of raw materials.

Most committees recommended increases in the investment tax cre-
dit for plant construction and equipment purchaSes. They suggested that
acée]eratéd tax write-offs be made permanent and that more generous carry
forward and carry back provisicns be implemented for losses and unused
investment credits.

Elimination of capital gains tax was needed to create a more
favourable investment climate; registered home ownership and retirement
savings plans were mentioned as disincentives to private risk capital
investment in 1ndu5thy; Concern about the Tack of investment incentives
for individuals was greatest in high risk "infant" mahufacturing sectors
such as the ocean industry. According to one member of that task force:

"The point that we were trying to make was that we were looking

for ways to encourage investment of the savings of Canadians in

manufacturing industry. The last budget, as far as I can tell,
provides no new incentive for the individual to use his savings
to invest in manufacturing industry as opposed to investing in
residential housing or hi?h-rise buildings or the movie industry
or exploration drilling."
It was suggested that governments adopt inflation accounting for the tax
system in order that real wealth not be transferred from business to gov-

ernments.

There was no general call for a reduction in the corporate income
tax. However, the personal income tax rate in Canada was identified by
ma ny as a problem for some industries in retaining personnel. The majority
of reports also called for the elimination of federal and provincial sales
taxes on bui]ding materials and non-production machinery and equipment, and
saw sales taxes as contributing to Canada's uncomfortable investment
climate.

A1though'most sectoral reports noted their aversion to government
handouts and intervention, and more than a few called upon governments to
decrease public sector expenditure as a percentage of GNP, they justified
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the'neceSSfty for various fiscal measures to assist business on the grounds
that they would:

- in the short to medium term to help companies seize market
opportunities or to adjust to changing market conditions (aero-
space, food and beverage, electronics, ocean) and;

- to enhance price competitiveness vis-a-vis the major competi-
tion, generally in the United States, and consolidate the
domestic market as a hedge against imports {furniture, proces-
sed fruit and vegetables, plastics, footwear) or to put indus-
try on equal footing in an anticipated export market
(machinery, commercial printing).

- to help overcome inflation (textile and clothing).

- to offset cost disadvantages of largely imported production
inputs and ongoing structural disadvantages, such as labour
costs and climate (petro chemical, fertilizer) or heavily sub-
sidized foreign competition (shipbuilding and repafr, iron and
steel, aerospace).

With the overall cost structure in Canada substantially higher
than in the US, the cumulative Tlevel of taxes in Canada was claimed to
significantly contribute to the deficit competitive position of Canadian
industry. The private sector felt that its efforts should be directed in
all cases to improving productivity; governments' responsibility was to
ensure an investment climate conducive to meeting the challenges of the
future in Canada.

Foreign Ownership

The question of foreign ownership was a significant "non issue" of the

debate. Ownership, nevertheless, has been perceived by many industrial
policy analysts to be a critical structural factor, and it is instructive

to examine a few of the industrial sectors to ask just how important the
constraints of ownership were to the internal dynamics of the task forces
themselves.

Nationality of ownership was seldom discussed and there was no
indication that it was considered a "problem," but this probably meant it
was considered too sensitive an issue to discuss openly or to include in a
report of task forces which included executives from both multinational and
Canadian owned firms. Businessmen from the larger firms in particular are
reluctance to discuss the ownership issue openly. This reticence, however,
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does not extend to such groups as the Canadian Federation of Independent
Business. However in three sectors, the automotive, machinery, and elec-
tronics industries, foreign ownership became either directly or indirectly
a significant issue.

The Automotive Industry Task Force report was unique among the 23
for its direct evidence of internal dissent among the business members .2
Five members, all from independent Canadian parts manufacturers, felt their
views were "not sufficiently accommodated" in the final report and wrote a
dissenting view to indicate that the report only addressed the problems of
the vehicle assembly part of the industry which was mainly foreign-owned.
The Tlabour members, too, wrote a dissenting minority report arguing that
there was inadequate employment and R&D investment by Canadian assemblers
under the present Autopact agreement, and implied that direct foreign
ownership of the automobile manufacturers was at fault.

The majority report did not ignore the ownership issue entirely;
it openly admitted that “"decision making functions" of the industry took
place in the United States, and recognized that there were "too few deci-
sion centres" in Canada, especially for investment, R&D, purchasing and
marketing. The parts manufacturers were also at a disadvantage, even if
competitive with US suppliers, because of the lack of decision centres in
Canada in purchasing and new product development. Foreign ownership in the
parts sector was also seen as a specific factor in the underdevelopment of
the industry. However, the task force could not - -reach a consensus on
strong measures to increase Canadian investment and purchasing, particu-
lTarly in the parts sector. The foreign owned versus Canadian firms dicho-
tomy on the task force prevented a common position on the Tlimitations
placed on the Canadian industry by continental rationalization.

Similar constraints were mentioned, but not prominently, in the
Machinery Industry Task Force report. In particular, this task force
mentioned that investment for export opportunities was limited, as to a
large extent, investment policies of Canadian machinery. firms are based
primarily on domestic market forecasts. The task force did not attribute
export limit's to foreign ownership, but rather argued that both foreign and
national firms face “greater uncertainties regarding advantages of continu-
ing to export from a Canadian base in the long teyrm."3
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Finally, the Electronics Industry Task Force maintained that the
important factor 1is not corportate ownership but corporate behaviour.
Accordingly, the task force recommended in an appendix a set of "Guidelines
for the Corporate Behaviour of Foreign-Owned Companies and Multinational
Enterprises Operating in Canada,"# based on similar OECD guidelines and on
principles for international business conduct established by the Canadian
government. The guidelines promote a substantial amount of “autonomous”
Canadian input in financing, technological innovations, R&, and so on.

" Government Intervention

A1l task force reports made three points:

- that environmental standards, Tabour relationships and transfer
payments to the poor put a heavy burden on industry;

- that these should be subjected to a cost benefit analysis to
determine if in fact the general good was being best served by
such a regulatory burden; and

- that all future regulation be made on a consultative basis with
business.

Most of the reports specifically mentioned goverment regulation
of competition. Fragmentation of Canadian industry was cited as a major
impediment to cost efficiency, productivity and international competitive-
hess. Goverment attempts at competition legislation, and the bureaucratic
intervention they require, were seen to adversely affect business
confidence. Most often mentioned was the fact that corporate concentration
must be seen in an international rather than a domestic context. The
Report of the Royal Commission on Corporate Concentration (Bryce Report)®

and the "Skeoch Report"6 were favourably mentioned by all the task forces
that discussed the issue in detail.

A second major issue was the cost of government environmental
legislation. This issue was mentioned in detail by task force reports in
the iron and steel, petrochemicals, plastics, forest products, non-ferrous

metals, construction, cement and concrete and commercial printing sectors.
The general tone was that industry had been "disproportionately affected by

the rapid growth and proliferation of regulation." All sectors were con-
cerned that the costs of compliance might far outweigh the benefits to
society. The iron and steel, cement and concrete and petrochemicals indus-
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tries were concerned about the cost of compliance with pollution control
standards, and the plastics industry suggested that manufacturers be held
Tiable for only those damages they can be reasonbly expected to foresee.
Most other task forces, however, urged some consultative mechanism be
established in which more "rational" environmental Tlegislation could be
formed and encouragement given to harmonizing the differences in regqula-
tions between jurisdictions.

The tourism sector identified government regulation and legisla-
tion as the single most debilitating factor in that sector's poor perform-
ance. A significant portion of its recovery plan dealt with strategies to
lobby all three levels of government and make them aware of the effects on
the economic health of the tourism business, of minimum wages, premiums for
holiday pay, unemployment insurance and almost every tax.

The final issue mentioned in a number of reports was the cost of
compliance with government requests for information. It was suggested that
firm steps be taken by governments to cut down on industry's "paper bur-
den.”

Finally, in relatively new industries like ocean technology, or
in high cost/high risk ventures, or 1in industries with 1ittle domestic
decision making control, the invoivement of governments was actively
sought, either for infrastructural support or as a means of coercing the
industry into a certain direction. Govermment, for example, is involved in
every part of the aerospace industry.

Trade Policy

It is not easy to class industrial sectors by their support or opposition
to free trade. Where the need for protection was expressed, it was for
reasons specific to the circumstances of the individual sector.

The textile and clothing sector, one of the most vulnerable to
trade liberalization, deserves special mention. The Textile and Clothing
Sector Task Force, along with the Footwear Task Force, reconmended that it
be exempted from multilateral trade negotiations. Nonetheless, the posi-
tions adopted by Tlabour and business illustrate their relative restraint in
terms of requested trade policy. They recommended bilateral export res-
traint agreements be negotiated with 14 more countries than were signed at
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that time, that a computerized import reporting system be implemented by
IT&C, and that various antidumping and countervailing measures be stream-
lined. These were intended to fulfill two basic requirements for the sur-
vival of the sector:

“reduction of the penetration rate of imports from Tow-wage and

state-trading countries to a level .somewhat comparable to that

permitted by the United States, the European Community and other

industrialized nations and the vigorous control of unfair trading
practices on the gart of both the developed nations and those of

the Third World."

In the best of possible worlds, the task force would have insis-
ted upon national quotas for protection against imports but they realized
the federal government would reject such proposals out of hand. The rela-
tive "realism" of this sector task force was unusual in the exercise as a

whole, and may be explained by the extensive consultation the industry has

‘had with government since 1976.

Textile and clothing was not the only sector seeking tariff pro-
tection. Plastics, the food and beverage industry, and processed fruit and
vegetables also sought protection. The ocean industry felt that protection
was necessary, but favoured Canadian content regulations on offshore oil
exploration, rather than tariffs. Similarly, the shipbuilding and repair
industry wanted protection in the form of a regulatory structure. Requests
for regulatory measures to increase the share of the market served by
domestic industry were also directed at provincial governments. A member
of the Construction Industry Task Force outlined the problem:

“We are trying to change the accepted format of Canadian indus-

try's input into projects undertaken by foreign based multina-

tionals. It is more of -a problem here in Alberta than anywhere
else. 0Of the 60 largest industrial plants built in Alberta in

‘the last 25 years, not one was designed by Canadians. The multi-

national problem, in particular, can only be solved by govern-

ment. Industry has tried to break the circle for some time now,
but to no avail. The feds have very Tittle clout with the
provinces in this regard. Provinces will have to act. A1l the
province has to say when granting construction permits is that
such and such activity must be in local hands - it's all in their
power."8

Partial protection in a certain range of products was sought by
the forest products industry, but generally it felt it would benefit from

easier access to world markets. ‘The petrochemical industry sought bilate-
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ral free trade with the US in a limited number of petrochemicals, but
favoured the retention of a tariff, or a reduction of the effects of higher
Tabour costs in Canada. In all cases, nevertheless, the task force felt
that government revenue should bear the cost of offsetting disadvantages in
cost competitiveness, vis-a-vis the US. The electronics industry recog-
nized free trade as an eventual goal but felt protection was still needed
so it could secure the domestic market.

Free trade was favoured for all products in the cement and con-
crete sector, and strongly favoured by commercial printing, though the
latter opposed the clause in the GATT proposals which would open government
contracts of more than $200 000 to international competition. The non-
ferrous metals industry sought reciprocal reduction of all tariffs, as did
the aerospace industry. The construction industry favoured bilateral trade
with the US. By its very nature, of course, the tourist industry cannot be
protected, at least not by tariffs.

Three sectors should be treated as special cases. Iron and steel
needs special protection from foreign steel products subsidized by govern-
ments. The sector task force encouraged the government to establish a sys-
tem to identify these products and to take measures to countervail them.
It suggested a ceiling for steel under the General Preferential Tariff
similar to those in the EEC and Japan, and mechanisms beyond traditional
export financing to encourage export trade. The machinery industry called
upon government to seek the elimination of all "buy provincial" schemes
which it identified as serious impediments to growth. Finally, the auto
industry saw certain measures to restrict access to the Canadian market as
a potential coercive tool to force auto manufacturers to invest in Canada.

In all sectors, the call for government protection was not ideo-
logically based, but was a response to the quality and quantity of support
given by other governments to major competitors, chiefly in the US. This
was nowhere more clear than in the issue of procurement policies. Nine
sectors saw government procurement as the basis for a coordinated national
industrial development program. In aerospace, the major problem affecting
the sector was the lack of stimulus caused by an inadequate level of direct
government procurement. Procurement policy was viewed as the industry's
major vehicle for technological development, as well as the cornerstone to
its export policy of specialization in the international market. In the
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construction industry, government procurement policy would Tead to new
levels of efficiency. Active procurement policies could be used as a base
on which to build an export trade.

Finally, the iron and steel sector noted that its future develop-
ment depended upon the growth of secondary manufacturing, which was parti-
cularly vulnerable to dumping. A significant number of sector reports
called upon the government to simplify the procedure for securing protec-
tion against dumping and to reduce the stringent burden of proof, which now
resides with the Canadian manufacturer.

Research and Development, and Technology Transfer
Research and development is directly related to the technological compe-
tence of various industrial sectors. Although a number of sectors felt

that they were modern and efficient by international standards (machinery,
textiles, cement and concrete, commercial printing, iron and steel), most
agreed that research and development was a key factor in improving produc-
tivity, overcoming cost input disadvantages and increasing growth. Gene-
rally, sector reports admitted to declining expenditures on R&D as a
percentage of constant GNP and felt that government could improve this
situation by providing a dependable research environment.

Proposals for specific government action varied according to the
circumstances of the industry. The ocean industry called for the develop-
ment of a jointly funded Canadian Ocean Technology Research Authority
endowed at $100 million over at least five years. Most sectors called for
increased government incentives, investment tax credits, and a broadening
of the term R&D to include design innovation, management techniques and
automated systems development. The urban transportation industry proposed
the development of a national policy to overcome fragmentation and to
secure coordinated funding for R&D.

A structural dilemma facing research and development in Canada
was repeatedly noted. R& has traditionally been concentrated in pure
research, but many sector reports noted that the emphasis had changed to
commercial development and the application of new technology to the produc-
tion process. Government, therefore, needed to encourage the development
of R&D capability, which is tied to production engineering, product design
and marketing capability. This was stressed by the non-ferrous metals,
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electronics, furniture, footwear, and the food and beverage industries.
Government's role in R&D was seen as providing a climate in which private
industry could develop innovative product management and marketing improve-
ménts fhrough a system of improved incentives, tax write-offs and more
accessible public programs, specifically the R&D sections of the Enterprise
Development Program (EDP).

Again, although research and development had a high profile on
Tier I, several task force members, some of whom represented high-techno-
Togy industries, indicated that R&D per se was no panacea for the problems
of Canadian manufacturing. The chairman of a high technology sector task
force cautioned that:

"Large expenditures on R& make sense only where the domestic

market is Targe enough to support the manufacture of the product

contemplated. R&D, in the absence of a marketing plan which
makes long-term sense, is a waste."9

And the Electronics Task Force contended that:
Within the area of technology, the crucial activity is the appli-
cation, adaption, and extension of basic research to produce
goods and services for which there is a commercial market. The
basic research underlying new electronics goods and services and
production processes is relatively cheap and easily accessible.
Few, if any, of the successfu] firms undertake basic research.
The vast majority of a firm's effort allocated to R& is devoted
to the entrepreneur1a1 activity of developing products ves -1his
process is time consuming, difficult and cost?y
The task force urged a shift in goverrment support from basic

research to market-oriented development.

Technology transfer was treated as a separate problem in a number
.of task force reports; most saw them as a constraining factor.

In summary, research and development was portrayed in most of the
task force reports as a critical factor in productivity increases and
growth. Problems in this area centred on the "stop and go" nature of
previous govermment funding and its emphasis on basic, rather than applied
research. The role of government was to develop sustained dependable fund-
ing directed at applied research to produce goods and services for the .com-
.mercial market. This involved an expansion of what‘ﬁs'current]y considered
R&, and substantial .amounts of public money. - |
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Regional Balance

Few task force reports mentioned regional balance as a significant issue.
Those that did were concerned only that federal and provincial regional
subsidies and development grants did not Tead to excess capacity and a dis-
tortion of inter-regional competition in the national market. Various task
forces recommended that projects eligible for regional incentives should be
more carefully evaluated, and cautioned gbvernment against policies which
induced industrial activity for short term employment creation. Regional .
growth should be pursued by aggressively catering to Tocal requirements and
building on indigenous strengths.

The cement and concrete report supported DREE infrastructural
support but opposed DREE grants to companies because they disrupt the nor-
mal market. Regional development, it argued, should be stimulated through
income tax incentives,

Three Canadian industrial sectors are concentrated in specific
localities: petrochemicals in Montreal, Sarnia and Alberta, automotive in
Southern Ontario, and aerospace in Toronto, Montreal and, to a lesser
extent, Winnipeg. The aerospace industry felt that greater regional dis-
persion should not be encouraged. Instead, consideration should be given
to finding new work which could be performed by upgraded small companies in
other regions, a strategy which would require significant increase in
government support through procurement policies. The automotive industry
noted the obvious barriers of high fixed plant costs and specialized trades
to regional diversification in industry. The petrochemical task force
recommended that the three centres of its activity be allowed to develop to
their maximum efficiency by concentrating new petroTéum investment at these
sites.

Regional location was not a major issue in the other reports.
One of the primary elements of the federal provincial debate, the territo-
rial location of economic activity, was low on the list of industry con-
cerns. Moreover, while many federal and provincial government programs
seek to counteract market forces and foster regional development, most
industries beTieved that the market should prevail.

Some businessmen from the Atlantic region were disturbed by the
approach of the Tier I committees to regional development. But, as one
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Nova Scotia businessman put it, “If my company were located in Toronto, I
would have taken exactly the same stance."

Atlantic representatives in sectors with less regional imbalance
general Ty supported Tier 1 recommendations such as the abolition of
regional development incentive grants. They shared the view that the lat-
ter distort the market and that public servants do not have enough exper-
tise to accurately evaluate submissions for grants. It is also possible
that competition which may be fostered by such grants would not be wel-
comed.,

A third group of task forces, of those representing industries
which naturally Tlocate in the coastal areas of the country, such as the
shipbuilding and ocean industries, although noting in their reports the
contribution these industries could make to regional development, did not
heavily stress the point.

Labour Relations and Manpower

Apart from general requests that government reduce or limit wage settlement
increases in the public sector, the task force reports identified the Tack
of skilled manpower and high labour costs as the two largest problems in
labour and manpower policy. Canada's lack of highly skilTed tradespeople
was seen by the machinery sector to be the major limiting factor to
increasing plant capacity. In other sectors this problem was seen to
contribute to the generally unfavourable investment climate in Canada. The
ability of skilled tradespeople to be sufficiently mobile to fill job
vacancies across the country concerned both the automotive and electronics
task forces.

Many, therefore, argued for improved Canadian training. Although
many sectors expressed a need for more recognized apprenticeship programs,
the most common demand centred on the standardization of training, profici-
ency requirements, and labour codes across the country. The construction,
aerospace, forest products, machinery and petrochemical sectors were most
emphatic on this point, while shipbuilding, automotive and furniture saw a
need for greater coordination of eduction and industrial training. Specif-
ically they sought a re-allocation of funds from provincial post secondary
training to in-plant training. A few task forces recognized rigorous
provincial protection of educational jurisdiction as a problem in the
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demand for a nationally administered standardized apprenticeship and train-
ing program. Only the machinery sector asked for a review of immigration
Taws to allow the entry of skilled foreign tradespeople.

High labour costs in Canada were identified as a major probiem by
the petrochemical, plastics and non-ferrous metals task forces. In petro-
chemicals, they were seen as a major element of cost disadvantage. While
labour related expenses represented only one-third of the total cost of new
plants, they accounted for two thirds of the cost differential vis-a-vis
the United States. Plastics also expressed great concern about the
increasing wage differential between Canada and the United States. Part of
the problem was attributed to the alleged effect of unemployment insurance
on the work ethic and the resistance of unionized workers in Canada to con-
tinuous (seven day, 21 shift) operation of plants. The non-ferrous metals
sector viewed labour retention in remote areas as a large problem and sug-
gested that various forms of income tax relief be implemented for employees
in isolated areas. Frequent work stoppages, it argued, had eroded Canada's
reputation for reliability of supply.

Little mention was made of the Canadian system of collective bar-
gaining. The forest products and construction task forces felt that the
government should study industrial certification as a method of reducing
the multiplicity of unions representing employees at the same operation.
Other sectors viewed public service wage settlements and indexed pensions
as trend setters that the private sector could not afford. Finally, while
the petrochemical industry called for the elimination of the right to
strike in essential services as defined by the Alberta Labour Act, only the
Furniture Task Force called for the imposition of "right to work" laws.

The general opinion welcomed measures to tighten the unemployment
insurance scheme; the Furniture and Cement and Concrete Task Forces called
for a reduction of the cost and administrative burden placed upon them by
workmen's compensation. The Cement and Concrete Task Force went so far as
to suggest that compensation benefits be subject to income tax, and that
where payments were high the employees should bear some of the cost.

The Problems of Federal-Provincial Conflict and DupTication

Fifteen of the 23 task forces identified some aspects of divided federal
and provincial jurisdiction as an impediment to ' business efficiency.
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Issues most commonly mentioned were environmental regulation, labour codes
and standards, transportation policies, 1ncome taxes, unemployment
insurance and workmen's compensation. Lack of intergovernmental coordina-
tion was seen to impede new investments, increase the difficulty and costs
of compliance to regulation and increase tax burden and administrative
costs. Intergovernmental coordination was seen to be necessary to increase
government effectiveness and reduce government expenditures.

The urban transportation sector presents a special case. The
largest single problem affecting the industry was seen to be market frag-
mentation. The task force felt that this was principally due to the degree
of public control over the sector, and the resulting lack of study of poli-
cy on either total market needs or related industrial opportunities for
urban transportation manufacturing. Initiatives, such as the federally
proposed National Urban Transportation Development Corporation (1974},
designed to overcome this problem, had not been accepted by the provinces.

The urban transportation industry accepted that existing juris-
dictional problems prevented the establishment of a single body to act as a
catalyst in the servicing of Canadian demand by Canadian industry. Never-
theless, it felt that some method of obtaining cooperation was essential.
The task force called upon the federal and provincial governments to coope-
rate in industry support programs, and for the establishment of an inven-
tory of national market needs and standardization of specifications, compo-
nents and purchasing policies. This latter point was addressed by many of
the task forces.

The petrochemical industry called for informal, ongoing consulta-
tions between governments and industry {labour was not mentioned) to moni-
tor changes in market development and investment plans and to avoid inter-
governmental conflicts.

The general impression was not that industry preferred to deal
with one level of govermment rather than another. Rather the climate of
jurisdictional protection, wherein each government sought to expand or con-
solidate its hold on specific areas or aspects of a common area, led to
uncertainty, administrative burdens and a negative effect on the investment
climate. Industry seemed not so much aware of the problems of "federalism"
as it was of doing business in the Canadian federal system.
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Dissenting Views

Labour members dissociated themselves from the reports of seven task
forces: aerospace, primary iron and steel, cement and concrete, furniture,
machinery, non-ferrous metals and automotive. On both the Forest Products
and the Urban Transportation Task Forces, one labour member out of three
dissented from the majority report. Finally, one of the two labour repre-
sentatives on the Petrochemical Task Force disagreed with a substantial
number of recommendations.

In only four cases, iron and steel, aerospace, petrochemical and
automotive, did labour's dissent emanate from disagreement on sector-
specific Tssues. The labour member on the Iron and Steel Industry Task
Force said the task force erred in its assertion that enormous amounts of
capital were required for essential expansion programs, and that the indus-
try was fairly profitable relative to other Canadian industries. The Aero-
space Sector Minority Report stated that the difficulties of the industry
were due not only to labour costs and productivity problems, but also to
the extensive practice of sourcing parts outside Canada. The dissent of
labour members from the petrochemical and the auto industry reports was
also based on assessment of their industries' situations and prospects
which differed than those held by the majority.

In furniture and forest products the reasons for dissent were not
given, but in the remaining four, labour dissent sprang from disagreement
with business on broad policy issues. The most frequent of these was
Tabour's opposition to industries' requests for subsidies and special tax
and other concessions, which would in the words of one union of ficial,
"simply add to the after tax profits of corporations and would not result
in significant benefits to Canada." Union officials frequently objected to
task force recommendations such as reduction in the level of unemployment
insurance and limits on the right to strike, and to statements attributing
the problems of manufacturing in Canada to high labour costs. But despite
the fact that the Petrochemical Task Force recommended that the right to
strike be limited in essential services, only one out of three labour mem-
bers on the task force objected,

In general, Tabour representatives favoured government interven-
tion in the economy through regulation and public ownership, and tended to
be more critical of the impact of foreign ownership on the economy than did
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business members. And in many cases, the minority reports included recom-
mendations on ways to improve manpower training in their sectors.

The positions on broad economic policy areas outlined in the
labour members' minority reports were reflected in the CLC's overview docu-
ment, The Labour Report to the Co-ordinating Committee of the Twenty Three

Industry Sector Task Forces. The labour officials who dissented from the

Aerospace, Nonferrous Metals and Urban Transportation Task Forces reports
specifically noted that the reader should refer to the CLC document for a
fuller exposition of their unions' positions.

Only 1in the Automotive Industry Task Force, did business members
dissent from the majority report. In disassociating themselves from the
report, representatives of the Canadian independent parts industry stated
that they had found themselves

"immersed in a determination on the part of the task force to

justify a policy of industrial benefit to one sector of the

industry, while the requirements of the independent parts and
other sectors of the automotive industry have been dignored."12

IT&C officials appeared much more concerned about the dissent of this busi-
ness group than they were about labour dissent, which was discounted 1in
advance as "to be expected."

An Overview

The Tier I discussions of several key issues surrounding “industrial
strategy” in Canada illustrate some of the strengths and weaknesses of this
particular consultative exercise. The task forces focused on a breoad range
of topics, from specific problems relating to single industries to comments
that pertafn to business anywhere. Much of the fask force discussion cen-
tred around a proper "investment climate", fiscal policy, prices and
incomes policies, and various government regulation of labour relations,
environmental standards, and competition policy. They also discussed seve-
ral of the areas important in industrial rejuvenation: the impact of trade
liberalization, the state of research and development and technology trans-
fer, and questions of manpower supply. In at least two of these areas,
trade and R&D, the task force reports illustrate the complexity and speci-
ficity of industry demands for direct govermment support. This demand for
direct government support is in contrast with the general call for less
government intervention in order to improve the overall investment climate.
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The issues of regional Tlocation of industry, and nationality of ownership
were not considered in depth by the sector task forces.

How instructive was the debate for the governments which réceived
the reports?

Many senior provincial bureaucrats viewed the exercise as educa-
tional, and regarded the information obtained from the meetings and the
reports as helpful in formulating sectoral policy. Their reaction to Tier
I recommendations, however, was predominantly negative. The following com-
ment was typical:

“The I1T&C task force reports provoked a lot of cynicism in the

Ontario government about business. They certainly belied busi-

ness' ?eneral statements about getting govermment out of the eco-
nomy."13

The reports were described by some provincial officials as "shopping lists
of tax cuts" or "forums for special pleading." The essence of the offi-
cials' complaints appears to have been that the Tier I reports in no way
aided governments in formulating new directions in industrial policy. One
western official observed that “in a way, the [Tier I] process served the
federal government well because the private sector only asked for more of
what it has been getting."l4

Provincial officials were also disturbed by the Tier I willing-
ness to place the burden of restoring the competitiveness of Canadian manu-
facturing entirely in the hands of government. They also complained about
the lack of regional and political sensitivity of the Tier I exercise. In

particular, Atlantic and Manitoba officials were disturbed by the antipathy

of the majority of task forces to regional development measures and Quebec
officials argued that the many recommendations for uniform educational Sys-
tems and labour standards demonstrated ignorance of the cultural realities
of Quebec society.

Federal officials were much less critical of the reports. Like
provincial observers, they appreciated the opportunity to discuss the
issues with industry representatives, and to obtain detailed comments on
government programs. They tended to evaluate the exercise in terms of its
effect on government-industry and business-labour relations in general, so
that, from their point of view, the recommendations themselves were not the
most important part of the exercise. Rather, the improved relations, the
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benefits of dialogue, and the willingness to Tisten were the most important
accomplishments of the process.

Nevertheless, the task forces had produced a “"wish 1ist" of tax
incentive proposals. As the Second Tier report stated:

"We acknowledge that if all the tax recommendations in the Task

Force reports were implemented at the same time, there would be

such a massive reduction of government revenues that the results

would be unacceptable. Governments will, therefore, need to

assign priorities to recommendations that are consistent with

inflation and real economic growth."'15

The view that government, rather than industry, should establish

industrial objectives and priorities was reinforced by the Tier II report.

TIER TI

The Second Tier committee on policies to improve Canadian competitiveness
summarized its conclusions and recommendations under nine headings: trade
and multilateral trade negotiations, manpower and labour relations, taxa-
tion, research and development, energy, transportation costs, regional

development, government purchasing policies and rationalization.

The report identified "many areas where agreement was reached and
where recommendations can be made jointly by labour and business."l6 There
weré some issues, however, on which consensus could not be achieved. The
most important of these were taxation, and manpower and Tabour relatiaons.

Labour and business members agreed that the level of corporate
taxation in Canada should not exceed that in other developed countries {in
particular, the United States) and that greater coordination of fiscal
policy between Canadian governments was necessary. They also recommended a
number of tax measures to stimulate manufacturing, such as sales tax cuts
agn footwear and clothing. Labour and business members disagreed, however,
on the desirability of "inflation accounting” for corporations, on changes
to the capital gains tax, and on whether or not the level of corporate
taxation was satisfactory.

The Tier Il committee deferred discussion of labour relations by
establishing a private sector task force to investigate the guestion and
report to the first ministers,
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On manpower, the committee recommended the establishment of "an
autonomous body, jointly supported by provincial and federal governments
and by business and labour, to integrate sector inventories of manpower
availability and needs and to advise on manpower policy, training and edu-
cation requirements."l7  They also suggested that funding be redirected
to "on the job" training. The Tier II report, however, noted that the
business and Tabour members had been unable to reconcile their "fundamen-
tally different views" on unemployment insurance.

It should not be concluded, however, that labour and business
members simply "agreed to disagree" on difficult issues, for it is apparent
that a great deal of compromise took place.

Regulation is an example. The CLC officials did not consider it
important, and did not want to devote a section of the report to it. In
contrast, business members felt strongly about it. Regulation was there-
fore discussed only briefly in the report. The committee recommended that
regulation be simplified, and noted that whereas business members advocated
cost-benefit analyses of proposed regu]étions, labour officials argued that
such analyses do not capture the full social benefits of some types of
regulation.

Trade policy was a second example of compromise. All members
agreed that Canada should negotiate reciprocity in the GATT; that indus-
tries which are uncompetitive but vital in political and economic terms
should enjoy the same Tevel of protection as their counterparts do in other
developed countries; that Tower trade barriers should be phased in over a
period of eight to ten years; that textiles and clothing should be exempted
from the Tokyo Round; that the federal government should develop a compre-
hensive adjustment assistance program and should encourage the formation of
export consortia; and that safeguard procedures be improved. But agreement
was not complete. Business members had wanted to make specific recommenda-
tions on bilateral free trade with the United States, but CLC officials
objected. They compromised on a recommendation:

“That Canada rely on the multilateral trade agreement route in

its general trade policy; continental free trade should not be

pursued as a general policy, but only as a selective sectoral
strategy where appropriate.”l

Another area of compromise was regional development policy:
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“Broad agreement is expressed by the Task Forces that regional
economic development is fundamental to the concept of equitable
sharing among Canadians of the country's resources. Indeed, this
is the very essence of regional development."19

- In spite of their praise for the principle, the committee lamented the
creation of surplus industrial capacity which had resulted from regional
development programs. Reliance on grants should be reduced; business and
Tabour should be consulted before grants are made; and regional development
incentives should not foster competition with existing industry. According
to one labour member, the recommendation to reduce the use of grants was a
compromise between the business members, who wanted them replaced by tax
incentives, and the CLC officials, who favoured the use of open and publi-
cized grants ("to show who the beneficiaries of welfare are in our
society.)"20

The Tier 1I report, like Tier I, placed great emphasis on
research and development:

"Canada should aim at self-sufficiency in technology, that is, to

balance exports against imports of technology. This requires an

economic environment encouraging the growth of the domestic

market, the development of incentive to attract R& activities of

an international trade, and policies that differentiates between
support for large corporations and small firms."2l

The committee made several recommendations concerning incentives for
research and development, two of which apparently involved concessions by
business members to the CLC. First was the suggestion that "payback"
mechanisms be implemented when public funding had led to a successfully
commercialized and profitable venture. Second, "research and development
benefits to Canada should be given more emphasis as an explicit evaluation
criterion used by the Foreign Investment Review Agency."22

The committee only briefly discussed transportation and energy
policy. It noted that transportation issues were extremely complex, and
could not be fully considered in the short time allotted. The major recom-
mendations on energy were that, in the long run, energy should be developed
and sold in the form that represents the optimum amount of upgrading; and
that “the pricing policy for energy should ensure that Canadian secondary
producers are not put at a disadvantage relative to their international
competitors, particularly those in the United States."Z3
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The Tier II report identified rationalization as "potentially one
of the most important factors in improving the competitiveness and produc-
tivity of Canadian manufacturing industries." It suggested that govern-
ments encourage the establishment of joint service facilities for corpora-
tions that cannot justify such expenditures on their own; that compensation
be extended to communities and individuals adversely affected by rationali-
zation and “that competition legislation not hinder the restructuring
process. The committee did not, however, make suggestions concerning the
substance of federal measures to encourage rationalization.

The committee stressed the need for intergovermmental coordina-
tion in government purchasing. They argued that governments had not formu-
Tated their purchasing policies in the national interest. In particular,

"There is concern that certain provincial government purchasing

policies are designed primarily to encourage regional develop-

ment. An effect of this policy that may not be appreciated is

the resulting fragmentation of industries which reduces their
cost competitiveness in both the domestic and export markets."24

This was only one of a number of Tier II recommendations which criticized
provincial activities that fragment the national economy. For example, the
committee recommended that "provincial actions or restrictions that reduce
manpower mobility be abolished,"2> that "the need for intensive consul-
tation on fiscal policy will becomne greater as provinces increasingly deve-
Top their own taxation systems,"20 and that “provincial governments publish
on a regular basis their (development) priorities and compare their plans
at federal-provincial meetings 1in an attempt to reach consensus and
harmonization."2/

Business in general seems highly sceptical of the growing empha-
sis on "province building." Those business that have a national market
fear conflicting sets of regulations, restrictions on the movement of goods
and capital, misallocation of resources according to political criteria,
and regionally fragmented markets. In this sense, the interests of Cana-
dian manufacturing capital and labour, or at least those segments represen-
ted on the committee, run counter to the recent emphasis on provincialism
at the political level.

The compromises necessary to reach agreement between business and
Tabour in Tier II resulted in a watered down version of the strident
demands of Tier I.
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The majority of task force members, including the chairmen,
thought the Tier II committee had done a good job but with little relevance
to Tier I. Specific recommendations, crucial to each industry, had inevi-
tably been lost in the attempt to identify common threads. Some business
members of Tier I also pointed out that the overview was more political.
Most task force members said that it would not be accurate to claim that
the Tier Il report effectively incorporated their sectors' positions.
Rather, observers tended to view the two processes as separate, as did the
governments in their responses to the reports. The more political nature
of the Tier II committee's report probably gave it more credibility to the
policy makers and politicians who received it; at least, it gave some indi-
cation of the sensitive trade-offs required in industrial policy formation.
And as a unanimous joint statement of senior businessmen and labour offi-
cials, it could hardly be ignored.

Finally, the overwhelming consensus among officials, and members
of Tiers I and II, was that the major benefit of the Tier Il exercise was
an improvement in understanding between business and labour. Ron Lang, a
CLC official on the overview committee, expressed this view in a speech to
the Conference Board of Canada's seminar on consultation in November 1979:

“Tier Il was important for a number of reasons, but perhaps its
most noted accomplishment was that for the first time business
and labour had sat around the same table discussing, word-by-
word, paragraph-by-paragraph, a final report to which they could
sign their names and which they were prepared to defend publicly.
That, in my opinion, was a tremendous achievement."28

THE GOVERNMENT'S RESPONSE
The federal government, through the department of Industry, Trade and Com-

merce, expended a great deal of bureaucratic effort to produce a detailed
response to the findings and recommendations of both the Tier I and Tier II
reports. With the receipt of the 23 sector task force reports by late
August 1978, the bureaucracy began an analysis and breakdown of some eight
hundred and sixty recommendations. As the Second Tier committee did its
work, IT&C prepared the first of its written responses to the wealth of
material generated by the consultative exercise.

In early November, Action for Industrial Growth: A First Res-
Eonse29 was released to respond to the issues prior to the federal budget
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later that month. This paper consisted of a 17 page "summary of initia-
tives to date," which cited actions underway or planned, and an eighteen
page "first response' which gave a clearer indication of which policy
initiatives were meant to satisfy which of the hundreds of recommenda-
tions.

Separate response papers for each industry sector Task Force did
not appear until May 1979. Each "response" averaged 25 pages, and included
an overview of the government's reactions to the thrust of the task force
recommendations and some of the more general policy initiatives which res-
ponded to broad concerns. The bulk of the responses, however, were
detailed answers to each of the recommendations (which varied from a dozen
for some task forces to over a hundred for others.) Individual responses
indicated disagreement, "under review," or various shades of agreement:
"agree, agree in part, agree in principle," or the enigmatic: "noted."

Finally, Action for Industrial Growth: Continuing the Dialogue,30

released in February 1979, responded in 48 pages to the 46 recommendations
of the Second Tier report.

The Ontario govermnment responded to the Task Force reports with
22 sector responses and twelve horizontal responses, the latter relating to
issues which were encompassed by many of the Task Force recommendations.31

The only other public response is that of the New Brunswick
Department of Commerce and Development, which in January 1980 released a 50
page response, addressed to task force recommendations concerning 13 broad
areas of provincial policy. Nova Scotia also prepared an overview response
and specific sector responses but did not make them public. They were
instead sent to the federal govermment and to the task force chairmmen.

That the other provinces have not provided public, detailed res-
ponses to the Task force recommendations is not for want of federal pres-
sure. Since the fall of 1978, IT&C has tried to get the provinces to
respond. The federal department prepared a detailed 1ist and breakdown of
Tier I recommendations by categories of federal, provincial and joint
federal-provincial responsibility, and asked provincial officials: at a
meeting on October 26, 1978 to respond to the latter two areas. At the
November 7 meeting of federal and provincial ministers of industry, it was
“generally agreed that all governments should respond quickly and in a
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substantive way to the recommendations of both Tier I and Tier II reports,"
before February 1, 1979.

The reason for the provincial delay in responding stems in part
from their assessments of the process as a whole. For many governments it
was clearly not a vital issue; others did not see the point in replying as
the process itself accomplished what was needed and, in the words of a BC
official "detailed responses to 800 recommendations would be overkill,"32
Other provinces have used the task force recommendations in their dealings
with specific sectors. Most provincial officials responsible for their
government‘s role in the exercise cited the federal election campaign and
change of govermnment in 1979 for the lack of response.

The federal First Response paper indicates the overall approach

of the government to the consultation exercise:

"The role of government in influencing the directions industrial
activity takes in Canada has long been a focus of controversy.
This issue is not conducive to simple prescriptions given the
structure of Canadian industry, the degree of foreign ownership,
the size of its markets, competitive pressures from abroad, and
the role of governments in industrial development in our major
trading partners. An essential premise remains, however. It is
that the private firm operating in the marketplace is the instru-
ment to seek out economic opportunity and turn it to productive
activity."33

Given this market emphasis, the government has thus to respond in its poli-
cies to "rapidly changing opportunities and constraints generated by the
market," which also rule out the "grave risk" of prescriptive industrial
planning. '

The First Response paper essentially reiterated existing govern-
ment policies designed to demonstrate that, in the IT&C's eyes at Teast,

many of the recommendations of the Task Forces were already in effect, but
may simply have been unadvertised, underdeveloped or not explained. Thus
under the heading "burden of govermment" it listed recent expenditure res-
traints; under "economic development and infrastructure" it listed current
DREE programs; and undey "taxation" it listed a variety of measures, some
years old, such as various forms of depletion allowances, tax credits and
write-offs. The federal government claimed that introduction of environ-
mental protection compliance requlations which would allow for variance,
the extension of federal procurement policy to Crown corporations and the
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examination of the scope of present programs for the teaching of -on-the-job
labour skills, were planned inftiatives.

Continuing the Dialogue did for the Second Tier report what the

23 individual responses did for the sector task forces. The paper reitera-
ted the general approaches taken by A First Response, and underlined its

measure of agreement with Tier II. It perceived the committee's work as
important for three reasons:

- 1t was a significant example of industry-government consultation
and cooperation,

- it placed emphasis on the importance of the manufacturing indus-
try to Canada, and

- 1t reinforced the federal govermment's belief in the need to fos-
ter economic growth.
The response then reviewed in detail each Tier II recommendation, noting in
at least half the cases that there was agreement in part or in principle,
and in only three cases, all relating to taxation, that there was disagree-
ment.

This response did not preclude new policy departures. The Board
of Economic Development Ministers (BEDM), in the few months of its
existence,3% did make a concerted effort to coordinate specific new
sets of policies for four industrial sectors. AMthough it had only $300
million allocated for extra spending in 1978-1979, BEDM used it, in parti-
cular, 1in programs for shipbuilding, forest products, the automobile
industry and electronics. Instruments included various special subsidies,
DREE grants, increased funding through the tEnterprise Development Program,
tax measures and R&D incentives.

The reader immersed in the whole of the First Response, the 23

sector responses, and Continuing the Dialogue, 1is apt to drown in detail.

They are testament both to the incredible variety and scope of public
policy towards the private sector, and the myriad of technical jargon and
attention to minutae that afflicts the bureaucracy. This is not to suggest
that individual firms or participants could not find interest and satisfac-
tion in the particulars, but that as a whole the responses are difficult to
comprehend and tedious; it is very difficult to draw useful generalizations
from them.
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Certain trends emerge from the responses. Many of the task force
recommendations on taxation were rejected by the federal governmeht.
Changes to corporate tax regiime were all turned down, as were suggested
personal income tax reductions. Paradoxically, business participants 1in
the consultative exercise later recalled the tax measures announced in the
November 1978 budget as positive evidence of the federal response to their
recommendations.3%  The reduction of the manufacturer's sales tax, the
raised investment tax credit, new research and development credits, the
reduction in unemployment insurance premiums and an increase in automatic
employment expense deductions were all part of the budget, and all cited as
"part of the federal government's general response to industry demands.

Some industry recommendations were received more favourably than
the tax recommendations. These included joint alleviation of labour supply
problems, less stringent environmental protection laws, specialized
programs for export marketing and technological innovation, procurement
policy, and efforts to reduce government regulation. The federal govern-
ment, however, required extensive provincial cooperation for the implemen-
tation of many of these initiatives. In its response to the Electrical
Industry Task Force, for example, the federal government pledged to initi-
ate discussions with provincially owned utilities for cooperation in
purchasing Canadian made equipment, and agreed with the perceived need for
increased harmonization of labour legislation, but again, Teft it for first
ministers or labour ministers to sort out.

Like the federal government, the provinces that responded expres-
sed sympathy for private sector demands but they also had a regional
perspective which was almost absent from the federal responses. New Brun-
swick, in particular, criticized the consultative process for its superfi-
cial treatment of regional development concerns. It also took issue with
the relative lack of attention to small and medium-sized business, and what
it saw as the general lack of mechanisms for further consultation. New
Brunswick also questioned the Tier II report's emphasis on submitting
regional incentive grants to business-labour scrutiny, and disagreed with
Canada policies for government procurement which would militate against
such programs as "Atlantic Canada Plus" (a regional version of "Buy Cana-
dian)."
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Finally, the official responses of the federal and provincial
governments included a dovetailing of the industry consultative exercise
with the .federal-provincial process. At their November meetings industry
ministers spent much of their time responding to the Second Tier report.36
The ministers noted the "regulation reference" to the Economic Council of
Canada, and promised to try to remove overlap between levels of government
in a manner consistent with their respective jurisdictional authority.
Provincial ministers promised to develop a coordinated adjustment policy
for industries affected'by international trade negotiations; on manpower
questions, they agreed to "participate in an interprovincial Task Force" to
consider ways of harmonizing labour market practices and legislation. A
federal-provincial working group would also Took into the question of coor-
dinating government purchasing policies, and the ministers endorsed the
Joint labour-business study of problems related to major construction pro-
jects. Other issues were left for more appropriate bodies to deal with,
for example tax questions to finance ministers. |

Further evidence of federal-provincial action was provided in the

Progress Report37 tabled by the federal govermment at the November First
Ministers Confefence. Here, under item 7, "industrial research and devel-
opment" were the various tax measures recommended by ministerial meetings
and embodied in part in the federal budget of November 16. Ottawa outlined
increased funding for various programs of the Ministry of State for Science
and Technology designed to encourage R&D. Under "trade and industrial

policy," the Progress Report noted three meetings of officials and minis-

ters on industrial adjustment assistance, and reiterated earlier federal

announcements regarding increases in, or extensions of such programs as the
Enterprise Development Program, and the Export Market Development Program.

The task force participants' assessments of the responses were,
1ike those of the governments, mixed. Most task force members seem to have
had low expectations to begin with, and were thus not too disappointed. As
Alfred Powis told a recent conference on the consultative process, "to
believe that these recommendations will actually be heeded by govermments
would be a triumph of hope over experience."38  The very - fact that govern-
ments read the reports and responded quickly, was taken by some partici-
pants to be a positive sign and a genuine desire to consult and improve
economic policy. A construction executive from Alberta was impressed by
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the governments' reports: the response "was made quickly and in direct
terms of we agree or disagree. Very unusual for them, and a darn good per-
formance."39

Others were not so impressed. "“Standard civil service answers"
was the opionion of an aerospace executive, and a business member on the
Iron and Steel Industry Task Force thought that "many people could have sat
down and written [the response] in advance. It was very bland ... a typi-
cal official's document." An ocean industry executive from Nova Scotia
thought the response to the task force to be simply "a great deal of jargon
... [it] did not address adequately some of the particular concerns we
made.” When pressed to explain, he said that Ottawa had given a "flat no,
we disagree" to a suggested mechanism for enhancing investment opportuni-
ties in the sector, without what he considered to be a reasonable alterna-
tive policy. One could be cynical, he said, and believe that "the feds had
their own plans, and if our recommendations didn't correspond, they went
ahead anyway."40

Labour reaction to the governments responses Tikewise was a mix
of praise and criticism. However Tabour participants were more critical of
the Second Tier responses.

On the release of Continuing the Dialogue in February 1979, the
CLC issued "a scathing denunciation" 1in which they charged the federal
government with ignoring or distorting labour's role in the process.4l

Throughout our interviews with task force members, however, and
in later public statements by prominent pérticiapants,42 the government
"responses” uppermost in their minds were not the formal ones. The res-
traint measures in August, the various incentives of the November budget,
and the establishment of the Board of Economic Development Ministers?3 were
seen as tangible evidence of the federal govermment's commitment to
improving the economic climate. The federal govermment itself considered
the new Board to be its most important response.

Participants who were positive about the process, the majority of
our sampfe, tended to regard the consultation itself as a recognition of
their concerns. But as one task force chairman told us: "There's no point
if it's just sending reports back and forth. Let's continue to get action
on a face-to-face, personal basis, not trade paper; the consultative pro-
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cess has to be alive in order to work successfully.” Others noted that
industry has to expect a continuous process of “beating on government's
door" if it wants results; another said the "communications process”" was
most important. The following comment from a senior textile executive used
to extensive contacts with government provides a useful summary:
"They're working very hard to show us they're responding. It
would have been a huge setback if these 200-300 CEOs and union
Teaders had not been given a proper response. However, for 90%
of the recommendations there is no easy solution. We've made a
fair amount of progress, but it's a continuous exercise, and you
can't change overnight."44
It is clear, nevertheless, that for many the consultative process
has only begun. Many of the participants from smaller firms said that if
there was not adequate response to the 1978 exercise, they would not repeat
it. In contrast, participants from larger firms said that they would con-
tinue their attempts to impress their case upon government, whatever the
nature of the final response.

Government's basic goal in this exercise was to restore private
sector confidence, and to seek private sector views on ways to overcome
structural problems in the economy. But this consultation must, at Teast,
be divested of its ad hoc nature if the public and private sector are not
to return to their respective worlds, unknown to, and unheard by, each
other. According to some, the 1978 industry consultation was an attempt to
redress an imbalance in the state's attitude towards the private sector.
If a balance is to be maintained, basic contradictions such as labour's
role in the process and provincial input will have to be addressed. And in
any case, with a more genuine dialogue between government and industry,
- communication may not have to take the form of self-serving replies and
public relations advocacy. We will return to these themes in our con-
cluding chapter. '
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PART D
CONCLUSIONS




, THE LIMITS OF CONSULTATION

A _Framework for Comparison

Writing about the pressures of industrial change on society in 1978, the
C.D. Howe Institute recalled a similar period of crisis a generation ago,
and the views of Joseph Schumpeter at that time:

"'creative destruction' is a healthy, evolutionary process
whereby the economic system adapts to changing circumstances...
However, there is a strong resistance to the ‘destructive’
element of the process today because it tends to cause economic
hardship in the form of unemployment, relocation and income
10sS.es &

"The way in which this resistance is expressed in policy terms is
important because policy can influence the ability of the economy
to undergo the process of creative destruction. The test of a

dynamic economy lies in its ability to shed inefficient and gbso-

tete activities and to adopt new, more efficient processes,"l

This paper is a case study of how the Canadian state is facing
the “creative destruction" of much of its economy. The two processes of
collaboration, one with provincial governments, the other with the private
sector, illustrate the limitations and difficulties of designing industrial
strategy in Canada. During the 1970s the kind of industrial strategy most
often envisaged was one which would promote a shift in the economy's
resources between sectors, promote ratjonalization within sectors, and
reduce, as much as possible, the hardships to firms, communities and
workers which might result from such transition. As we have seen, there
was considerable debate on which economic agencies should have mest scope
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in decision making. A large part of the problem has been the conflicting
interests and policies of Canada's various economic sectors, regions and
governments.

How then do we judge the exercises.in economic policy collabora-
tion of 19787 Did either process of consultation contribute to the forma-
tion of a coherent industrial strategy for Canada? If not, why not, or to
what degree did they help?

What do the two processes, government-industry and federal-
provincial, tell us about the nature or the limits of consultation among
functional and territorial interests in Canada? Because intergovermmental
collaboration is much better established and advanced than public/private
consultation, comparison is not always appropriate but both exercises fit
the same broad policy process, although in different ways and at different
points.

Let us consider a continuum which illustrates the possible range
and nature of consultation. A very simple version may be presented in this
way:

Information Consensus Joint Decisions
Exchange
(joint access) {accommodation) {agreement)

l | |

There may be a wide range of results from consultative forums, whether the
participants are governments, economic groups, or both. At its most ele-
mentary stage, consultation requires an exchange of views and information;
the meeting itself imparts legitimacy to the participants and gives them
access to one ancther. If, however, there is not a genuine sharing and
exchange of information, the consultation gets no farther than a trading of
opinions. At best there is a mutual education which may affect the later
decisions of the various participants. Farther along the continuum, and
rising out of a shared information base, comes accommodation or "consensus
“building," where there may be agreement on general goals and directions,
~and where compromises on various limited and specific issues may take
place. Building upon that, the participants may go a few steps farther,
towards making joint decisions and agreeing on joint policy upon which all
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would be obligated to act in their own spheres. Moving from left to right
on this continuum, the individual participant's freedom of action is eroded
as consultation takes on a life of its own. How far along the continuum a
consultative process gets depends fundamentally on the rewards and demands,
at each stage, of joint decision making when compared to acting alone. As
one proceeds from left to right, more elaborate and formal machinery is
required; more formal decision rules are necessary, and mechanisms to
assure effective compliance with and implementation of these rules become
more important. And, it should be noted, this continuum does not take in
the broadest range of political and economic options. In the industry-
government context, for example, it assumes a mixed economy where some
measure of consultation between private and public interests is desirable.
Neither a totally laissez faire government nor a socialist regime require
consultation. Similarly, when the consultation involves federal and pro-
vincial governments in the Canadian context, it assumes the federal system;
intergovernmental consultation would not be required within a wunitary
state, - and would be of a wholly different order between independent
states.

We will try to place the processes we have described in previous
chapters into a larger framework, to see where they have taken us so far,
and where they may take us in the future. We will also be comparing and
assessing their results in contributing to an "industrial strategy."

The Industry Consultation

“Who makes an overall development strategy for Canada?" was the gquestion
directly addressed in the report of the Second Tier Committee:
“Both Tabour and business members of the Committee recognize the
fundamental democratic responsibilities of elected governments to
govern. The committee, in putting forward recommendations for
government action, does not seek to share this responsibility;
governments must be responsible and must clearly he seen to be
responsible for the decisions they take."Z
Over and above specific policy measures, many of the private sec-
tor participants in the task forces looked to government to set industrial
objectives: will Canada have an indigenous ocean industry; will we
preserve the textile and clothing industries; will high technelogy indus-

tries be given priority? Representatives of firms located in the periphe-
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ral regions of the country stressed that government must decide whether
regional diversification of industrial activity should be encouraged. It
would be unrealistic to expect industries concentrated in central Canada to
pursue such a strategy independently. Businessmen also argued that only in
the context of a set of industrial objectives established by government,
could they plan with a degree of certainty.

"Did the IT&C exercise produce an industrial.strategy for Cana-
da?" It did not, nor was that its intention. The relevant question is:
to what extent would the IT&C exercise have helped government to formulate
an industrial strategy, assuming that government was interested in doing
s0?

The Tier 1 exercise provided officials with a wealth of informa-
tion about the industrial problems and challenges facing domestic industry,
as perceived by the private sector. Nevertheless, the reports did not
present government with a basis for making decisions about which sectors
should be encouraged to lead economic recovery. The format of the Tier I
exercise encouraged each sector task force to make a special case for
itself, and worked against the formulation of recommendations which would
permit government to choose between sectors and between firms.

This was also true of the report of the Second Tier committee
which had the difficult mandate of extracting common threads from the Tier
I reports. The Tier Il committee's need to balance conflicting sectoral
recommendations led in some cases to proposals which involved uneasy com-
promises. For example, in energy, the committee recommended both that
"pricing and taxation policies be so structured that adéquate energy
sources be developed" and that "the pricing policy for energy should ensure
that Canadian secondary producers are not put at a cost disadvantage rela-
tive to their international competitors."3 That the overview committee
did not make specific recommendations concerning industrial rationalization
also testifies to the difficulties involved in formulating proposals for
manufacturing industry as a whole, without picking winners and losers among
sectors.

The failure to provide the basis for the formulation of an indus-
trial strategy resulted in part from the design of the mandates of the Tier
I and II committees, which provided no policy direction and set no objec-
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tives for the committees. While the federal Department of Finance provided
its paper Medium Term Projections and Targets for the Canadian Economy, and
IT&C prepared sector profiles, the task forces were not explicitly directed

to provide information on how their sectors could contribute to meeting

. specific economic goals as set out by the government. This may have been

due to a reluctance on IT&C's part to weaken business confidence by impli-
cating industry directly in a process of sector selection. IT&C may also
have wanted to avoid having the task forces spend their time debating the
government’s goals and objectives. However the lack of sensitivity of the
exercise to regional issues, for example, would have been lessened if the
federal government had outlined its objectives concerning regional develop-
ment.

Because the task force mandates did not have specific regional
policy in terms of the relative positions of the regions in the national
economy objectives, their recommendations buttressed the status quo. The
same was true of their recommendations regarding industrial policy general-
ly; these involved requests for "more of the same" and were not conducive
to new policy initiatives by government. If the federal government had
wanted recommendations on which to base an industrial strategy, it would
have had to clarify its objectives and ask the private sector about ways to
achieve them.

The government's dilemma is that a top-down process, where
government asserts clear policy objectives and only seeks advice on how to
implement them, risks being damned as illegitimate intervention in the pri-
vate sector. But a bottom-up process, in which the private sector is
simply invited to "tell us what you want," is bound to produce an uncoordi-
nated and incoherent stream of proposals which provide something for every-
one, but aveid hard decisions.

Given these Timitations, we should note that the industry consul-
tation did fulfill some functions rather well. Govermnent and industry
representatives exchanged and validated their information about the needs
of different sectors and the details of existing government policy. Also,
the recommendations of the task forces and the responses of govermments
supplied further information to assist firms, unions and governments in
making their own decisions. The task forces proposed a multitude of crea-
tive, but disparate, policy suggestions, some of which were subsequently
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taken up, in various forms, by the federal and provincial governments. The
fact remains, however, that the 1978 exercise barely went beyond the ini-
tial points on our consultative continuum. One could not contend that
those involved reached a broad joint consensus on objectives for industrial
policy, especially in light of the criticisms of the government responses
from labour and others.

To observers of public/private consultation in Canada, these con-
clusions should not be surprising, for there are a number of significant
obstacles to the development of formal collaborative mechanisms.

First, no single business organization exists to Tlegitimately
represent the private sector. The Canadian Manufacturers' Association, the
Business Council on National Issues and the Canadian Federation of Indepen-
dent Business each represents a significant proportion of business, but
none are as all-encompassing as, for example, the BC Employers' Council or
the Conseil du Patronat in Quebec are for their regions. - Nor do they speak
with the authority that business, labour and agricultural groups in many
European countries do.- Foreign ownership is one significant obstacie to
this; the cleavages between large and small business and the regional dis-
persion of business are others. The IT&C exercise did bring togepher firms
in the manufacturing sectors (many for the first time) but, as a whole,
small business was neglected.

The Canadian Labour Congress does not have the same degree of
structural weakness for consultation, but it, too, has Timitations. Only a
-minority of the Canadian work force is organized, and a significant minor-
ity of unions are not affiliated to the CLC.

For both Tabour and business, however, there are also attitudinal
(or ideological) barriers to moving farther along the road to collabora-
tion. The North American political and social climate is not as conducive
to public intervention in the economy as are some European societies.
Business has generally resisted attempts by government to implicate the
private sector in its decision making processes. The labour movement, too,
has been cautious of any "tripartite" forums, anxious not to be "coopted"
into accepting political decisions not in its interests. Individual unions
which, relative to other countries, have more power and resources than the
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central organization, continue to be sceptical of any activities not
directly related to collective bargaining.

Final 1y, governments themselves, reflecting the mood of these two
Targe interest groups, have not been overly anxious to seek extensive con-
sultation. They are also responsible to many interest qroups which lie
outside of "big" business and labour, and which are hostile to "corpora-
tist" institutions. One must note also that corporatist mechanisms do not
fit easily into the framework of parliamentary government, cabinet soli-
darity and bureaucratic responsibility.

The industry task forces of 1978 were a step towards more effec-
tive collaboration on economic and industrial issues. The participants
were modestly satisfied with the results, and may be expected to repeat
similar types of exercises. Further movement along our consultation conti-
huum, however, is not very likely in the foreseeable future. At the pro-
vincial level, where private interests appear to be more homogeneous, the
obstacles to industry-government consultation may not be as great. From

~this arises the crosslinkages of federal-provincial consultation with

pubiic/private, a'poiht to which we will return.

The TIntergovernmental Consultation

If govermments were acknowledged to be responsible for the hard decisions
of industrial strategy, were the First Ministers Conferences on the Economy
in 1978 a step 1in that direction? The answer is not very encouraging.
First, the conferences were not designed to discuss the structural weaknes-
ses of the economy to the exclusion of other issues. ~Among their most
important goals was to signal business that governments could coordinate
their role in the economy and contribute to a better climate for market-
place decisions. Yet general progress on macroeconomic goals, such as the
Tevel of government spending, price and incomes policy, and growth objecti-
ves, must be tempered with the unspéctacu]ar results in the more important
structural issues related to industrial strategy. In fact, even at a Tevel
of general objectives for industrial policy, the industry consultation
process formulated a much more coherent overall view than did the first
ministers. The main virtue of the intergovernmental process, however, was
its ability to enact in concrete policy terms those few things on which the
governments were able to agree.
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As the section on the "Substance of the Debate" showed, the level
and nature of industrial activity across the country were very much at
issue in the intergovernmental arena. There was a prevailing disagreement
among regional spokespersons, rooted in differing economic interests and
political ideologies. Provincial governmments have varying views on the
main issues of structural change: for example, the ultimate use of trade
and tariff policies, the role of transportation, competition, and regional
development policies. VYet all of these policy areas are partly, if not
wholly, under federal jurisdiction. Nevertheless, strong provincial views
on national economic issues arose in many cases as a result of coherent and
aggressive provincial industrial development strategies. If Canada does
not have a national industrial strategy, it most certainly has several
provincial industrial strategies.

In both the discussions of sector specific issues and "horizon-
tal" policy issues, the debate was complicated by constitutional gquestions.
Jurisdiction over many of the public policy fields necessary for the state
to pursue industrial goals is currently being disputed amongst the federal
and provincial governments. Most provinces are anxious to secure or expand
their existing economic powers, and to neutralize the impact of some fede-
ral policies on their regional plans. Natural resources, fisheries, off-
shore minerals, and many other issues crucial to the economic debate were
being discussed in the constitutional negotiations which were also underway
in 1978 and 1979,

Resolution of these issues and of the bitter intergovernmental
conflicts surrounding them is a prerequisite for further progress in fede-
ra]-proﬁincia] collaboration. The conclusions of the conferences demon-
strate clearly that consultation among governments in Canada takes on many
forms and functions, and is much more developed and varied than the public/
private consultation process. In temms of our continuum, the federal-
provincial conferences can and do extend from simply meeting, to exchange
views, to joint policy decisions and implementation. How far along the
continuum governments can go varies according to the issue discussed, which
in turn depends on a number of factors.

Public policy can affect both the means and the ends of the
government's role in the economy. The means may be termed "institutional®
issues; the ends, "structural® issues. As we have seen, structural issues
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were very difficult to resolve; consultation on them between Ottawa and the
provinces has barely progressed beyond the information exchange and adver-
sarial debate stages. Too much is at stake; moreover, the participants are
not convinced that joint action is preferable to their own freedom of move-
ment.

Institutional 1issues centre on changes in the organization of
policies and policy instruments within and between the two levels of
government. Among these, there are two broad issues: rationalization of
policies, and jurisdictional disputes over policy. Two examples of the
need for policy rationalization were the agriculture stabilization
programs, and the dispute over funding for housing projects. The former
was not really resolved at the first ministers conference, but may be on
its way to resolution; the latter was resolved through policy decentraliza-
tion. Other policy disputes were alleviated through exchange of informa-
tion, direct coordination or integration within one level of government or
the other. Exchange of information is particularly useful in the planning
or policy formation stage.

Jurisdictional disputes are less easy to resolve because they may
involve rather different regional perceptions of economic or political
interest. Of course, with the constitutional review process also underway
in 1978, the participants at the economic conferences tended to leave
Jurisdictional questions aside. However, what some governments perceive as
a rationalization problem over a policy issue, may be viewed by others as a
Jurisdictional dispute. Two examples from 1978 were fishing and uranjum
mining.

In general, the consultative process appears to be capable of
making substantial and very important headway towards the resolution of
institutional problems that are defined as problems of rationalization
rather than jurisdiction. And in this respect some modes of resolution are
easier than others: information exchange is the most painless, followed by
policy coordination. Integrating into one order of goverment a policy
field that was formerly shared between the provincial and federal govern-
ments is most difficult of all. The consultative process is much less cap-
able of resolving structural conflicts in a mutually acceptable way, due to
differences both in political ideology and economic interests. Even for
the most difficult issues, however, there is virtue in placing them in the
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process. For example, in jurisdictional areas, disputes were considerably
defused when the federal government treated the provinces as partners
rather than adversaries in national decision making, and when the provinces
recognized the national impact and responsibilities of their power. Pro-
vincial governments' attempts to ensure that a national decision making
forum be intergovernmental rather than dominated by Ottawa gained increased
lTegitimacy.

The need for federal-provincial consultation on national issues
is, of course, not universally recognized. Some federal officials feared
that the 1978 conferences further undermined the power of the federal
government and enhanced the status of the provinces by allowing premiers to
use a national forum to participate in policy making on matters under fede-
ral jurisdiction. Ottawa, they believed, was on the defensive. On the
other hand, some provincial participants thought that the federal govern-
ment still dominated the process. Some Quebec officials decided that
federal-provincial interpenetration is so complex, and the difficulties of
cooperation so great, that there must be a radical break.

Where can intergovernmental consultation on economic policy go
from here? Significant innovations in the 1978 process hold promise for
improved mechanisms; yet the conferences also demonstrated many weaknesses
and limitations. There remain significant institutional obstacles to open
and useful federal and provincial consultation in such a forum. Within
bureaucracies there were differences in approach; some federal officials
and politicians were much more willing to confer with their provincial
counterparts (and more convinced of the need to) than others. The agenda
was an attempt to widen the traditional fiscal debate to include other eco-
nomic concerns and other agencies in economic policy making, and to get
get them all together at the same time. This same characteristic, however,
posed massive problems for coordination, and became too much for the first
ministers, the ultimate decision makers, to cope with effectively. When it
is all added, there was really very Tittle to show for such a tremendous
amount of effort.

The round of preliminary ministerial meetings, geared specifi-
cally to prepare statements and policy options for the first ministers, was
also an innovation. Again, we can see the limitations of the forum:
ministers would not, or could not, take the decisions necessary to expedite
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the process. Whether all participants shared a common goal of policy
determination is also somewhat in doubt. There seemed to be constant
tension between the imperatives of the open medi a event, public education,
political grandstanding and statesmen like compromises, and the substantive
policy objective of designing a medium term economic strategy.

Can federal-provincial first ministers conferences be effective
decision making forums?  Some would. answer, "Yes", but only if present
trends towards instjtutiona]ization are greatly accelerated. According to
this view, intergovernmental consultation would strive for the far end of
our continuum where joint policy is decided and where the freedom of indi-
vidual governments is constrained. Once policy makers move toward the more
developed end of this spectrum, however, the need for sophisticated insti-
tutions increases. Mechanisms for "policy implementation" and "forums of
consultation" were, of course, part of the 1978 agenda itself. The British
Columbia government made suggestions for reform that would entail the esta-
blishment of a permanent Council of First Ministers, with a group of high
Tevel economic coordinators directing a federal-provincial secretariat on
economic policy and strategy. The Council would, on a continuous basis,
identify areas of study, set broad policy directions, and establish terms
of reference for specific policy proposals., First ministers would make the
broad decisions, passing policies back to the secretariat to coordinate
their implementation., These proposals would also assign a role to ministe-
rial conferences, to act as joint working groups to further develop propo-
sals or to undertake studies.4

The Ontarfo govermment would take such proposals one step fur-
ther. It would build into the intergovernmental process some means of get-
ting "the advice of business, labour and other groups in the private
sector." Thus the Ontario government proposed the creation of a National
Council on the Economy, composed of the federal and provincial ministers of
Finance and representatives of business, labour and others, "to define the
major economic issues of the day and offer policy alternatives for conside-
ration by First Ministers."b

And, as federal-provincial relations minister Marc Lalonde told
the first ministers in February 1978, the federal government has discussed
their ideas for a joint public/private consultative forum in Agenda for
Cooperation.® In his summary of possible mechanisms, Lalonde also men-
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tioned the use of the Economic Council of Canada as an agency for joint
reference, specific consultation on regional economies or issues and pri-
vate sector involvement in sectoral discussions.

Despite these proposals, we remain sceptical of the efficacy of
any elaborate institutional framework in the absence of other more critical
committments being made. Our study of the process and substance of the
1978 round of first ministers conferences leads us to conclude that, any
level of consultation requires a significant amount of political will
behind it. Unless individuals in the process are convinced that their
shared interests are greater than their conflicting interests, the will for
more sophisticated intergovernmental consultation will not exist.

One of the most critical decisions to be made, and one that
depends a great deal on political will, is where the balance of power 1in
our federal system will rest. With a federal constitution, there can be at
one extreme a great deal of centralization of power in Ottawa, and at the
other, a highly decentralized system of powerful provinces. In either
" case, political pressures are more focused, and decisions are more easily
made, by one government alone. At any point in between, however, political
pressures are fragmented. Effective national policy making therefore
requires some degree of coordination. In many ways the constitutional
debate now underway prevents us from being certain about the decision Cana-
dians will make on the centralization-decentralization continuum. |

At any point on the spectrum first ministers conferences would
have a different function. At the centralized extreme, they would become
meetings of vassal dependencies with a role like that of interest groups,
trying to influence Ottawa, but without formal power. However, there would
be definite obstacles to any return to the federal dominance in economic
affairs that there was in 1940s and 1950s; Ottawa has neither the fiscal
clout to reclaim complete economic hegemony, nor, perhaps, the political
Tegitimacy. Too many of the policy levers are in provincial hands. Nor
are these levers likely to be quickly given up by the provinces, as the
provinces develop greater commitments to planning their own development and
greater confidence in their ability to do so. Today the demand is not so
much that provinces should adjust and adopt their policies to national or
federal priorities; but rather that federal policies should be designed to
facilitate and harmonize with provincial policies.
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Paradoxically, the arguments for federal primacy 1in econamic
policy making are compelling. They include the desirability of maintaining
a truly open national market, the need to maximize opportunities for mutu-
ally beneficial economic integration, the need to engage in an effective
redistribution, the need to provide consistency, predictability and sim-
pticity 1in the policy environment for firms operating across the whole
national market, the need for Canada to present a unified face to world
competition, and the need to integrate the broad tools of fiscal and mone-
tary policy with the more direct tools of economic development, such as
Tabour and manpower. In the present political context, however, major
shifts in favour of federal jurisdiction are most unlikely.

At the opposite extreme the provinces would be the basic units
for economic planning, and the provincial governments as the primary econo-
mic policy makers. As we have seen, several provinces, such as Alberta,
Saskatchewan, Quebec, and recently Newfoundland, have asserted their
willingness and capability to act in this way. The province has some
advantages as a planing unit. The province is more homogeneous and there-
fore it is easier to develop a general consensus on policy. The scale of
provincial societies makes consultation easier. Several provinces possess
both the wealth and the bureaucratic and technical skills to aspire to a
more powerful role. .

If this model were followed, then provincial economic powers
would be strengthened. Provinces would gain a direct role in areas of
Jurisdiction with important regional/provincial effects (like transporta-
tion.) At the extreme, we would move to a "confederal" sytem, in which
Ottawa would undertake policies sanctioned by the provinces and “national"
policy would consist of the pooled, collective interests of the ten provin-
cial governments.

There are of course many problems with such a scenario. It is
obviously not attractive to the poorer provinces, nor to a province like
Ontario which depends so much on the national market. Regional inequali-
ties would almost cértain]y be exacerbated. There is no more reason to
believe that confederalism could better reconcile conflicting regional
interests than the federal system can. And not all provinces possess the
necessary resources. Provincial economies, Tless diversified than the
national economy, are more subject to wide fluctuations in their fortunes.
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They also are even more subject to international forces than the national
economy; and, in a world of national and international corporations, and of
mobile capital, even wider provincial powers would not necessarily provide

effective control.

Industrial strategy will depend upon the actions of all govern-
ments, whether each govermment acts on its own or in concert with the other
ones. Where the balance of power between federal and provincial govern-
ments will rest is thﬁs in doubt. Only when the critical jurisdictional
issues become more settled will there be the necessary political will to
make intergovernmental forums work. At that peint we shall be better able
to assess the tasks that specific mechanisms such as first ministers con-
ferences are expected to accomplish. If a general consensus on policy
directions and the division of labour between governments can be achieved,
then it should not be difficult to build on some of the suggestions already
made to develop effective coordinating mechanisms. If not, no amount of
tinkering with new institutions will be effective. The problems we have
examined in this study are, in short, not primarily problems in public
administration.

Integrating Federal-Provincial and Industry Consultation

In reviewing the background to 1978, we found that the anti-inflation pro-
gram of 1975, combined with the later debate about tripartism, conjured up
an image of national economic policy making in which the federal government
would be the central agent in consultation with the private sector. This
suggested a movement towards a well established European tripartite model
and seemed to run against the more familiar Canadian pattern of policy
making based on territorial and governmental perspectives. But by 1978,
the federal-provincial axis had reasserted itself. One of the more inter-
esting aspects of the debates on economic policy in 1978 was that both
processes were in play at the same time {llustrating some important dif-
ferences between them, and posing some questions about how, and through
what mechanisms, the two processes can be brought together. Both federal-
provincial and public/private consultations have an important rationale,
but can they be reconciled?

Business and labour leaders on the Tier I and Tier II committees
discussed many of the same issues as the federal and provincial ministers
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and officials did. But the range of subjects and the perspectives bought
to bear on them differed in important ways. As one role of the intergo-
vernmental process was to restore business confidence, many of the general
themes of the conferences, e.g., expenditure restraint, better coordina-
tion, and less requlation, were highly congenial to business. Many of the
kinds of assistance sought by the task forces were also sympathetically
discussed in the first ministers conferences. But the discussion in the
first ministers meetings was of necessity much broader: the IT&C process
focused only on manufacturing while the intergovernmental meetings spent
much effort on agriculture, energy and other matters. More important,
there was a fundamental difference in orientation; for provinces, the
primary issue was often the location of industrial activity. To a premier,
what affects economic activity in ‘my province" is central; for an
industrialist, territory is secondary. His question is what affects “my
industry." The premier is concerned with interactions among various
activities in his province; the industrialist is interested in his sup-
pliers and customers without regard to location. Thus, the private sector
businessman regards an emphasis on regional development as at best irrele-
vant and at worst harmful. He also is impatfent with conflicts of juris-
dictional authority; for him, those issues should be resolved on grounds of
efficiency and administrative convenience, not on the basis of rival
conceptions of province or country building. Among the private sector
participants is a fear of the negative impact of isolated provincial devel-
opment strategies. On the other hand, government participants feel that
the private sector representatives are shortsighted and blind to important
political realities. Thus there is considerable exasperation with each
other, reflecting quite different view points.

The two types of consultation are most fundamental 1y different in
their position along the spectrum of collaboration. The industry-govern-
ment consultation is at a relatively primitive stage compared with the
intergovernmental forum, and with state-industry relations in other indus-
trial societies. The private sector, both labour and business, is not much
farther past the role of Tobbyist, trying to inform and influence the
pelicy makers, In intergovernmental consultation, participants share a
similar basis of authority; provinces are also often placed in the role of
Tobbyist, but, compared with industry's position, they have a more legiti-
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mate role in policy making. Until and unless labour and business organiza-
tions gain more legitimacy, their direct participation in econanic policy
making will be limited. They will, of course, continue to have consider-
able leeway in making private decisions, but the time has not arrived for
full collaboration on public goals and policies.

The federal-provincial process is, of course, more clearly esta-
blished. There were many new aspects of the 1978 process, in subject
matter, institutions, and participants. But the general ground rules were
known and accepted on all sides. The IT&C process, on the other hand, was
more exploratory and tentative: expectations and rules of the game were
much less clear. In addition, the IT&C process was closed, private and
mainly technocratic; the governmental one was open and political.

The formal 1ink between the two processes was rather Toose. The
IT&C process was legitimated and approved by the first ministers. Both
levels of government sat in on the various industry committees. But the
ties were minimal.

It is unlikely that public/private and intergovernmental consul-
tation can be fully integrated. In terms of consultative experience and
decision making legitimacy, the participants are simply not at the same
Tevel of development. Business and labour, in their relations with both
federal and provincial governments, are barely past the adversarial stage,
only a little way along the spectrum; “executive federalism" is a well
established and more or less legitimate feature of the Canadian political
system.

This is not to suggest that the two cannot come together. The
case studies presented here indicate a great deal of promise for consulta-
tion that meshes the two forums. Despite its limitations, the IT&C exer-
cise involved provincial governments in a substantial way; in fact, there
have been a number of spin-off task forces and advisory boards which have
continued the business, labour and federal-provincial collaboration since
1978,

On a larger scale, a national forum to bring together the eleven
governments and representatives of the private sector (such as the National
Economic Development Conference planned by the Conservative Minister of
State for Economic Development, Robert de Cotret, before the fall of the
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government in December 1979) might be useful, but only if it was designed
to play an educational and consensuys building role. It could not, however,
serve as a model for national collaborative decision making on economic
policy. It would be unwieldy and cumbersome, and even more prone to avoid
joint dectsion making.

Industry consultative forums might be more successful when tied
to the federal-provincial process at a less political Tlevel. Advisory
boards, joint planning agencies, and special task forces could have a
crucial effect at various stages of the policy process.

Apart from mixing federal-provincial consultation with the
private sector, industrial consultation will likely continue to be more
common and successful on an industry to single government basis.

Yet, there remains conflict over where consultation is to take
place. The industry consultation examined here was mainly a federal exer-
cise, but as we saw, many provinces are developing their own consultation
mechanisms. There is the danger, described by Alan Cairns, that rival
governments will seek to bind important economic interests to them, in
networks of dependency, and that as a result private interests will find
themseTves again caught between competing economic and governmental
systems.” It is much easier to operate a public/private consultative
process in a unitary state.

And yet we know that intensive federal-provincial consultation on
economic policy is not going to fade away, especially while the balance of
power within the federal system is still in dispute. A frequently noted
characteristic of federal-provincial negotiations is that they tend to
"freeze out" interest groups, partly because of their secrecy, and partly
because the preoccupations of intergovernmental negotiators preclude the
private perspective. It is also clear that the conflicts, contradictions,
duplication and delay of intergovernmental discussions have important
repercussions for private interests. Nevertheless, the trend to intergo-
vernmental collaboration seems frreversible and this dilemma was nhot
resolved in 1978. Canada's serious economic difficulties seem to have
heightened awareness by both levels of government of the consequences of
their disagreement on the private sector. A general opening of the
federal-provincial process to the scrutiny of Parliament, provincial legis-
latures and the press may also strengthen this awareness.
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The involvement of manufacturing firms and unions in a review of
federal and provincial industrial policy in 1978 was a significant step
towards further consultative mechanisms with the private sector. In gene-
ral, though, Canada's political realities are such that the territorial and
intergovernmental perspective will dominate economic policy making in the
next decade. Any "national" industrial strategy will of necessity sacri-
fice clarity to the exigencies of regionalism. It will have to be sensi-
tive and differentiated so as to benefit all regions, which means that it
cannot focus on only one sector, even one as large as manufacturing, which
is so highly concentrated on regional terms. To a very real degree, the
limits of consultation between the public and private sectors, and between
the two orders of government, will continue to constrain the making of an
industrial strategy and a general economic policy for Canada.
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