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Mr. Chairman, there is a lot of ¢ground I want
to cover today. I will try to do so as briefly as |
possible. 1 trust you will understand if,’for the
sake of brevity, I appear to be somewhat categofica].

I am not by nature given to playing the role
of Cassandva. Neverthe]ess,'l have found myself driven
to the conc]us1on that the Canadian economy is 1in
serious trouble. 1 be11eve that our problems.are deeply
rooted in deve]opmepts of the past decade or so and will
not be overcome easily, quickly or painlessly.

In ﬁy vievi, it is essenfial that we take Tull
advantage of hindsight to analyse what went wrong in the
ecanomy. Ne shou1d do so not for the sake of recrimina-
tion but to help determine what must be done to set our
affairs right again.

To trace the sources of aur present difficulties,
let us turn our minds back over the years since the eawrly
1960'5. ~Let us ‘try to recé]] what perceptions Canadians
" had formed of this country and.its economy and review
the attitudes, policies and programs that'ﬁere developed

on the basis of those perceptions.

/2



You will remember that by the mid-1960's we
were embarked on one.of the 1ongest,and.strongest
_ econom1c upsurges in our history. " There was growing
confidence, particularly in North America, in the
~ability of governments to manage their economies SO
‘as virtually to pdt'an end to the,age§old business
cycle and achieve .sustained gfowth of oﬁtput and
employment without inflation.

In this country we dared to believe that Sir
Wilfred Laurier's famous predicition was part1y right:
that perhaps at least the latter half of the twentietﬁ
century belonged to Canada.; Certainly we saw 0urse1ves
as a richly endowed storehouse of natura] resources in'a
wor?d that was grow1ng increasingly short of them

Since the_d1scovery.of the Leduc oilfield "in
Alberta in 1947, our meagre oil and natural gas reserves
had been transformed into apparent p]enfy.

Substantial hydro~e1ectric.sources remdined to
be tapped in the remote areas of Labrador; Quehec, Manitdba
‘and British Columbia - a development made feasible by neﬁ
“techniques for long-distance pdwer'transmissioﬁ.

We had pioneered the deve1opment-of a sound
_technology for hérnesﬁing nuclear power using natural
uranium, which we had in abundance. We had substantial

reserves of coal and other minerals,
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e were among the world's leading producers of
- forest products.
Food produttian for export and home demand, another
. of the foundatiens of thg Canadjan economy, also appeared
to have a bright future. Ue were pioneers in the develop~-
ment of new markets for grain in the .5.5.R. and China.

~ The outlook was prohising for more than'jhst our
basic industries. Secondary manufacturihg appeared to
haﬁe gained new strength as a result of the devaluation of
thé Canadias dollar in 1962 and the negotiation of the
- automobile pact with.the United States in-]965. Productiv-
ity relative to the United States improved significantly
and the negative balance of tradé inimanufactured goods
steadily declined over the years to 1970.

Assisted by this turnabéut in the manufaciuring
sector, Canada's overall trade position also improved
dramatically. 1In 1970, we recorded the first current
account ﬁyrp]ussince 19562, a‘tota] of more than $1.1
billion, which Qés followed by a second, smaller surplus
in 1971, |

Over the years, in short, Canada had come to be
seen as. a counfry-ihat was already very well dff and could
surely count on ever-growing wealth and pfosperity.

Now, this basic view of Canada‘'s economic pros-
pect._wide]y held as it was, became the foundation for

public policies that have had a profound impact on the
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whole shape of our-society; We embarked on massive new
social programs and greatly expanded thé éxisting ones in
the hope of transforming Canada into a moré just; movre
‘equitaple and more egalitarian nation.- But few peopTe:
reaiized ve were building on shifténg sands.

Comprehensive health care .became a reality with
the addition of medical insurance to the government-~
financed hospital dinsurance system established in the
1950's. Federal and provincial governments heavily
subsidized a greatly enlarged systém of post-secondary
education to help deﬁe]op the sk111ed human resourpeﬁ
thought to be needed in an increasingly complex economy.

The qualifying age for oid age sequrityrpensions
was reduced, the universal benefits substantially increased,
and a guaranteed income supplement paid to those with
1ittle or no.other means. The'uﬁiversa1 old age security
system was compiemented.by the Canada Pension Plan
and the Quebec Pension Plan. The Canada Assistance Plan pro-
vided a greatly expanded and enriched system of social aid.

 The unemployment insurance system was radically

ovefhau1ed in 1971, éonsiderab1y reducing the period of
work required to qualify for substaﬁtia11y increased benefits .
‘-pﬁyable.oveh a longer period of time. Subsequently, fam{1y
allowance payments were more. than doubled. |

Altogether, the social security and welfare system

of this country was revolutionized within the -pericd of a
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decade, transforming it into one of the most generous in the
world - considerably more generous than that in the United
States, the wea1th1est nation in the world. That trans-
formation, in turn, has had a major 1mpact on the Tevel

of government expenditures and on social att1tudes.

Qur sense of abounding prosperity led us into-new
and expanded programs for sharing the wea?th among the
less affluent areas of the country so as to reduce regional
disparities of income and opportunity. In some areas,
drawing unemployment insurance benef:ts became a way of
1ife, reducfng the_inéentive for those without work to
move to centres where jobs were available or to pursue.
the occasional occupations through the séasons that in
previous times were relied on as an important soufce of
incaome. |

At the same time, governments redoubled their:
efforts to take jobs to people by force-feeding the
establishment of enterprises in regions of s]ow'growth -
enterprises that all too frequently foundered because
heavy public subsidies proved insufficient to overcome
the basic economic disadvantages inherent in tﬁe areas
‘where they were established. |

During the years to which I refer, a growing
sense of nationalism réinforced a heady new feeling of
affluence to produce a belief that Canada could afford to

rely less heavily on foreign direct investment than in
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the past. The Foreign Investment Review Act created 2
-new'impediment'to the inflow of equity capital from abroad
and the benefits.that often accohpanied it - markets,
_ entrepreneufship, managefia] skills, technoliogy.
| Our social values and lifestyle also underwent
a radical transformation during this per10d. There
deve]oped a view that the material side of Tife wou]d
pretty well take care.of_itse]f' that what was more 1mpor—
tant was the quality of 1ife:and of the environment. The
old-fashioned virtues that provided the driving force for
the building of the nation in the first place - hard work,
self~-reliance, thrift, saving - became highly unfashionable.
Substantially increased public outlays for social
programs, reg1ona] development and a wide range of other
goods and services, resulted ovevr t1me in a sharp rise in
the proportion of national income passﬁng through the hands
of governments. Batween 1965 and 1975, the ;hare_of goverp-
ment spend1ng in ralation to Grbss National Product rose
from 30 per cent to over 42 per cent, a- dramat1c shift in
a Very'short period of time. It is still growing.
As a result of the long sweep of prosperity and
growth we enjoyed'throughout most of the 1960'#, ve |
: deve]oped firmly rooted expectations that good times would
be continued in perpetuity. Governments were ‘expected to
maintain high levels of\employment through'thipk and thin,

year in, year out. Little allowance was made ?or'changing :
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participation rates in the 1aboﬁr force or for the impact-

of the new unemployment insurance and-other sgcial programs

on incentives. Héd not the Economic Council of CTanada told

us that a 3% rate of unemployment, consistent with virtual

stébii%ty of ﬁrices,was a reasonable goal attainable in the

immediate future? _
faced with such pressures and its ~wn rapidly rising

spending comﬁitmenté I suppose it is hardly surprising that

the Govermment of Canada took excessive risks in expansionary

monetary and fiscal policy. .This Ted inexorably to the high=

est rates of inflation we have ever experienced in péace—time.
Individually, Canadians had also developed high

expectations about the extent to which they were entitied

to share in the growing nationai bounty through increases

in personal incomes. Thase ambitions were reinforced by -

the efforts of many Canadians to maintain and increase

their take-home pay in é.vaﬁn effort to offset the larger

share of incomes being absorbed by governments,

During the past few years, many of théfbkight
perceptions of Canada as a land of unbounded affluence
have been reduced to shattered illusions. We ére being
“forced to face up to hard new realities. The curreﬁt process
of adjustment is a traumatic oné and - as I sge_it - in no

small measure accounts for the distemper of our times.
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Canada, of course, has:not'been §1one in suffering
an economic setback. Most o% the other industriai'nations
had also been following expansionary policies that héd led
them into inflation, which was aggravated by the dramatic
increase in oil pfices in 1973. Action by the leading
nations to bring their affairs under control was followed
by a severe recession throughout the industrial world.

As a result of a combination of circumstances and
policies, Canada had the mildest recession of all. Because
of this Canadians were sTow to realice that the underlying
'problems in our economy and the reversal in'our fortunes
were, if anything, more severe than that in many other
industrial couhtries. | o

In many other natiohs, ﬁnffation ﬁﬁs graddaTiy-
being brnught undef control by the impact of the recession.
In Canada, there was a very real danger that an explosive
increase in wage and salary demands would lead to further
escalation of costs and prices - worsening the'seribus
~deterioration in our international competitive pbsition‘
which, it is now c]ear,.had been underway since 1970.

Moreover, our conception of this countﬁy as a
vast treasure-house of natural resoﬁrces had to be-considu
erably scaled down. We discovered that we did not POSSEss
certain resources, notably oil and gas, in such abundance
as we had thought,‘and.that the development of a8 large
* proportion of the resources we did possess had becomel

uneconomic because of cost increases and high taxation.
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Export markets for many of our primary products
Vhad also bécome‘weak, partly because of the recession
and pﬁrt]y because our coéts had gotten out of line.

The unsatisfactony Sfate of most of our primary
industries is more than matched by“that of our secondary
manufacturing industry. The substantial improvement that
took place in fts'ﬁompetitive posifion throughout fhe_1960's
was.reversed in the early 1970's. Our negative balance of -
trade in manufactured goods, which fell below $3 billion fn
1970, rose to more than $10 billion in 1975. No doubt many
influences were at work. But the dominant Tactor must ﬁave
been the rise of Canadian wﬁges in manufacturing above those
in the United States, despite the fact that our productivity
continﬁed to lag well behind.

Much of the story of what has been happen%ng to our
economy is reflected in our international balance of payments.
By 1974, the surpluses of the first two years of the present |
decade had been re§1aced by a record-breaking current aécount
deficit of $1.6 billion. This was small, however, by cbm—
parison with the deficit of more than $5 billioen that
followed in 1975, which substantially exceeded that of aﬁy
other industrial nation. Unfortunately we retajned that
record in 1976; and the outlook for 1§77 is not significantly
better. |

In part these deficits reflected the reﬁuction:in

oil exports ordered by the government to preserve our.
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declining reéerves; In part they reflected the deterior-
ation of our terms of trade with other countries because
of the world-wide decline in commedity prices.

~ For some time, however, Canadians lived with the
happy illusion that our growing external deficit resu1téd
mainly from the mildness of the recession here in comparison
with our trading partners, whi;h caused imports to rise and
exports to fall.

1t has since become evident that this development
was less a reflection of strength than of weaknéss. What
was concealed by the illusion was the serious decTihe that
had taken place in our competitive position at home and
abroad. What was concealed, as well, was the fact that
we were now 1iving well beyond our means on monéy-borroﬁed‘
from abroad and by diﬁsipation of our capital at home.
Governments at all levels in Canada were now

running recbrd budget deficits and were.borrowing heavily.
In the case of provincia] gpverhments and their agencies,
mucﬁ c¢f the borrowing has been undertaken abroad. This,
in turn, has offset our massive current accouhf deficit.
Unlike other beriods in our history., such as the 1950's,
this deficit has not been'primari]y the fesult 6f arheavy
'iﬁf]ow of capital goods to build up our productive capacity.
Instead, it reflects a heavy inflow of goods and services
with which to sustain current consumption at the high level

made pbssib]e_by the supportive actions of governments, and
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.we11 beyond our ﬁapacity to support out of domestic production,
A number of'consequehces fiow from these déve1opments,
Heavy government borrowing at home has created strong upward
pressure on snterest rates in Canada. Borrowing from abroaq
has tended to maintdain the exchange rate of the Canadian
dollar well above the level that would be justified by our
competitive position. And it has resulted in the assumption
of very heavy newldebt servicing charges for the future. It
must have come as a shock to many Canadians.when the Morgan
“Guaranty Trust recently repdrted that Canpada was the worlid's
1argest borrower in jpternational markets 1in 1976, and that .
canada now has a greater external debt in relation to fits
‘Gross National Product than has Britain.  Yet some péobie
in high places are telling us Canadg shouid”not worry about
contracting the solpa11ed "British &isease" .
One conseduence of excessive_foreign borrowing

was spe11edAout by the federal gdvefnment in-its discussion
paper of last fall entitied "The Way Ahead”. "nTo the extent
that such borrowing is used to flnance consumpt1on rather
than investment," the paper pointed out, "it lowers the
rate of future growth and thus shifts some of the burden
of supporfing current living staﬁdards to future generations."

"Borrowing'from abroad is not the only way we have -
been mortgaging our future in an effort to put off the day
of reckoning. As I indicated a few moments ago, ‘we have
- also been-sustaining the standard of l1iving to wh1ch.we

have become accustomed by eating up our capital.
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In nominal terms, capital investment and the earn-
ings with which to finance it appear to have remained until.
recently at a fairly high level. But these inflated figures
are highly misleading. 1f we had accounts corrected for
the distortions of inflation it would be crystal clear that
in real terms industry has not beean geherating sufficient
earnings to_méef'the high cost of rep]acing‘existing plant
and equipment, to say nothing of creating new capacity.
such figures would also show why it is that in many indus-
tries the pfospective return would =not justify new invest-
ment even if funds wefe aQai]ab]e. If is hardly surprising
thet many Canadian companies are looking to thé United
Stateg and other countries for the location of new pro-
ductioﬁ facilities. |

This problem has been aggravated by the kind of
vrestrictions which have been imposed on profits under the
anti-inflation program. These compound the difficulty
companies face in generaﬁing suffjcient earnings to |
compensate for the high capital and operatiﬁg costs that
confront them in Canada today. In its paper, "The Way
Ahead", the government indicated it would rely heavily on
private industry to provide the ingreased output, investment
and_empfoyment.this country requires.. Through excessive
taxation, profit controls and other -policies, however,
industry is still being denied the means to do that Job.-

Moreover, even with the present control program,

our competitive position in relation to the United States
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has continued to deteriorate. MWages and salaries are
still rising more quickly in this country than south of
the border. This combined with peor productivity per-
formance results in unit labour costs increasing substan-
tially faster than in the United States. .

" No thinking Canadian would dispute the conclusion
that Canada is in deep economic troub1e.or that major
adjustments are required to resolve the prob]ems of growth,
unemployment and inflation. And I have not yet mentioned
the impact of the Parti Québgcois victory in the recent
.Quebec etection. 7 .

It is by now a stale, but nonetheless hard, fact
that the election to office of a govefnment in Quebec
dedicated to taking that province out of Canada has intro-
duced a new and major dimension ov uncertainty in our
econom&. This event cannot fail to make a difficult task
"that much more onerous. A negative force of formidable
weight has been introduéed into an aireadyIUﬂcertain |
investment climate. Capital, whether originating at home
or abroad, will see this new uncertainty as an added cost
of doing business in Canada. Other factors aside, this
can only mean less 1nVestment than would otherw1se have
taken pTace. The main damage will occur in Quebec but
there is bound to be a ripple effect across the entire
country.

Fa11ure to face this harsh reality can only serve

to impede the development of an economic strategy adequate
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to the formidable challenges facing us. It will not be
an eaéy task for our present government, or any govern-
| ment for that matter, to provide the economic 1gadership
required, preoccupied as it must be by the daily tesis
and dfversions of.this.most serious challenge to our
natioﬁa] unity. _ _

1 want to conclude my remarks wiﬁh a few suggestions
as to how we might find our way out of our economic dilemma.
But before doing so 1 wiﬁ1 try youf patience for a_moment
longer on the subject of Quebec. '

I have no special credentials to analyse thé
political implications ofhtﬁis deve1opmenf ﬁithin Quebec
jtself, but I would like to make one or fwo obseryatioﬁs
about the options open to Canada. In putting these
forward howéver, 1 recognize that the issue of nationa1
unmty may in the Tast anaiysms be joined - and resolved -
not in the calculus of econom1c gains ovr losses, but in
the less tangib]e sphere of human emotions and cultural
aspirations which, after all, ave no furthevr from the
heart of the political process. | o

First, I do not think we can s1mp1y c11ng to the
-status quo in Canad1an federalism. Not only has this
" become less and less acceptable to Quebec, but to other
provinces as well. _

At the opposite extreme is the separatist option

of Quebec as an independent nation. I do not believe more
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-,ihan a small minority of Quebecers.want this, nor of
-course do any q1gn1f1cant number of other Canadians. It
may come to that, but by defauit and not by choice. It
would not be a solution, but rather the failure to find
‘one. It would mean the defeat of Canada - thé‘end of
our National Dream. I refuse to even discuss ﬁhis
"possibility as a civilized option.

What about political independence'for Quebec
with some kind of economic union with Canada? On the face
of it this notion bhas a certain attraction. You can have
your cake and eat it too, master ih your own house with
no economicApena11t1es. Small wonder that this 1dea is
emerqging as the sireﬁ song of the Parti Quebecois:

. To my way of thinking 1his jdea breaks down under
any kind of rational analysis. Indeed it is a contra-_
diction in terms. Would an independent Quebec with one
quarter of Canada's population and a fifth of Canada's

economy expect to negotiate wlth the rest of Canada as.
an equal in setting commercial policy, monetary policy,’
fiscal po?icy,'equa1ﬁzation grants, energy subsidies,
government procurement policies? Why would the vest of
Canada with quite different economic problems and goals
accept this? And if the bargaining process and outcome
ref]ected proportional population or economic power what
in reality would be left of Quebec po11t1ca1 independence?

Mr. Lévesque pn1nts to the European Econom1c

Community as h1s model, but misses the essent1a1 po1nt.
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States that enter a customs union have to make some pretty
basic compromises. VMost of Quebec's secondary industry -
for example, textiles, Qarments, boots and shoes, -.depends
heavily on the highly-protected Canadian market. Other
Canadians are prepared to accept this cost onTy to the
extent that they can believe it is part of the cement
that binds a nation together. A éustoms union has to
involve major elements of give and- take, and the members
have to see these as being equitable in their broad
jnterest, or justifiable in terms of some major tideal.
Those great ideaTists; such as Jean Monnet, who con-
ceived the European Fconomic Community were creafors,
- not destroyers. They saw th; Community as a step towards
European federalism. This is why the membef states in |
Europe were persuaded to set asidn centuries of enmkty
and radfca] differences in commercial policy, agricultural
policy and industrial policy to try to build a new and
more unified Wostern Europe. '

1t is of the utmost importance that our Quebec
compatriots npt be seduced by the facile but highly mis-
]eadihg notion that it would be possible for an'%ndependent'
Quebec to negotiate a meaningful economic union with the
rest of Canada.
| Another option much discussed in recent years .is
that Quebec should have a special étatus within Confed-

eration. Quebec already has acquired a degree of special
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status in a number of fields. If tﬁis was carried
substantially further real qﬁestions would arise as to

the status and role of the Members of Parliament from

that Province. Would they be entitled to legislate along
'-with the other MP's on matters affecting the rest of
Canadd if in the case of Quebec those matters were
reserved for the provincial Jegislature? ‘It is difficult
to see this as a workable regime.

This leaves us with the option_éf_giving more
powers and responsibilities tb all provinces within our
federation. A degree of decentralization is the essence
of federalism, and in many respects Canada 1is éTready |
fairly decentra]ized, as the Prime_Minﬁsfer and otherg
have pointed out. I agree with the Prime Minister that
no amount of decenfralizatiqn will satisfy Mr. Lévesﬁue
and the other committed separatiéts. But surely the
_obaect1VE is not to please them but to meet the legitmate
asp1rat1ons of those Quebecers who are dlssat1sf1ed with
the present situation but would prefer to keep the1r
province within Canada.

What do I mean by more decehtranZatioﬁ? Do
not take fright. I have no intention of attempting a
detailed answer here and now. But let meAtry one
.proposition by way of a general approach. First we
must identify those elements of nationhood which are

essential to a modern industrial state - e.g. sovereignty
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over international and inferprovihcia1 movemént of_goods,
§env%ces and people, monetary po1fcy, externa]*affairs,
national defence, Jjustice and basic human rights, macro-
economic policy, sufficient‘tax revenue for an effective-
equatization program, and perhaps one or two other fields
of Jur1sd1ct1on Everything else =~ and this takes in a
great deal - should be treated as negotxab1e, resources,
education, language, culture, manpower policy, health,
wel fare, urban affairs, communications - to name only a .
few. o |

Th1s would help Quebec atta1n some of its most
cher1shed goals - and help ease growing tensions in
qther parts of Canada. A side benefit of such an approach
would be to $low down, and in some areas to reverse the
process of state intervention in the economy and in the
lives of Canadians. The value of this should not be
underestimated given the oxtraordinary federal inter-
vention in recent years often in the fuce of provincial
opposition. l

“To return to our present economic problems, I
see three éiternative courses open to us. |

We could continue to follow Britain down the long
- .road itlhas been travelling - consﬁming more than wé are
producing by borrowing abroad, printing monéy ét'home,
and eating into our capital. That Qou]d be the road to

ruin.
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‘A second option is resort to the old-fashioned
medicine of very tight-fiscal and monetary policies to
ha]t the rise in prices and incomes and bring our foreign
trade 1nto better ba1ance 1 believe we should try hard
to av01d this course because of the heavy to1] it would
exact in terms of unemployment and lost output. It may,
hcwever,,u1timatéTy be forced upon us i% W2 fail to put
our house in order in any other way.

Finally, we could follow a mlddie road. Briefly
that involves the pursuit of moderate restra1nt in fiscal
and monetary po1icies aimed at bringing inflation gradua11y'
under control without harshly restricting the growth of

output'and employment. It involves cutting back the

-growth of government spehding and borrowing in order to

reduce pressures on capital markeis and increase the re-

sources available for the expansion of the private secior.

And it involves a reduction of government intervention to

enable the dynamic forces of the market-place to play
their role in laying the foundation for the renewal of
strong economic growth in the future,

This is the course we should try to f011ow. To
be successfu1 it will require for some time a shift in
the d1str1but10n of our resources in the direction of more
jnvestment and less consumption. Our taxation policies
will have to recognize this need and promote this shiff.

Tax changes will have to be made that will leave enough
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earnings in the hands of Canadian businesses to justify
and help finance the new capital invesiment required to

provide new jobs and generate healthy growth in output.

The A.1.B. direct controls have served whatever limited

purpose they cou1d.and should be dropped as soon as possible.
le w111 all have to recognize that persona] consumpt1on
cannot continue te increase faster than or even in line
with our domestic product if we are to live within our
means and build for the future.

Unfortunately, there are eleients in this country

who fail to recognize or understand the stark realities

" that confront us. Many ofrfhose same groups and commentators

who earlier in the decade were pressing for the excessively
expansionary economic policies that contributed 56 much

to our present problems are now. beating the same drums
again; This is no time to listen to their si}en s0ngs.

I do not believe we have travelled so far along’
the British route that we cannot turn back. but we are.
dangerously c¢lose to the point of no return. Some of the
problems that confront us siem from nature and there is
1ittle we can do to change them. Most of the problems we

face, however, are man-made. We are still endowed with

“a wealth of human and material resources in this country.:

But we have allowed many of them to become uncompetitive

because our reach has exceeded ouyr grasp. Sooner or later,

. one way or another, we will be compelled to retdrn to -
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1iving within our means. 1f as a nation we can muster
the necessary perception, patience and persistence, we
can overcome the problems confronting us and seize the

great opportunities that are within our reach,



