














Table of Contents

Highlights and Overview ............. ... ............... .. ... .. 7

The Market Economy and

Government- Private Sector Relations. .. .................. ... . ... 19

Intergovernmental Economic and Fiscal Relations .. ... ... ... .. 33
Annex: Recent Trends in Intergovernmental Relations ... ..... 43

Building for the Future: Prospects and Prescriptions . ............53

ReviewofMajorThemes . .................. ... ... .. ... ... . ... 73






iy

%1 7 )
iy e — v
TR oo
T 5 YA
LI I i P z o £
i e 5 s
F E o = Do
LR R T ;£ e
i - - - TR iy
mor i 5 1 5 i i i
T = % AT
i T S e £
ci Rl Mo 4
P A 5 e = T s
(T v iy T ,w LT v T T T (i9 %
3 Lk R i x g T ) WXt
i HiEE *'mmw —mu—m‘-—-‘zftﬂ,.‘ja---!:‘—
¥ T Vi B e e £ 2 T : ; iy HH Hota
i T KR T e a3 i ™ A % A Xow T
= S o o L g ¥ o = i \22) oE ¥ -
T 5 =
Crars, Eo P o AL iz Tt ') o e T
78 7 v o L T FR £ wEx 7y T . 5 Ty v S )
e S ot 5 i A = .
o) K v w3 = B
I T T R = S T i ¥
oo e = e e = e——
T 21y WA DRV T o)
R o St SRR WWW&W&MW D R T TR
=) T
i W 0, VA g TR
e e R R T Mu?u:-m:r—rvﬂ:ﬂ-t‘m TS 103 L {jea
-l DR ot e Rl e Emied 0 L e R e P g U AR o
Wik "’“I‘ra"'l e 0% Wy 35 T T VR YO 5 LY T o A TR 2T . T Y A A TR 2 FX
X I S R W B e T ¥ R o ' e
Ey N BT I3 B i ot e A -_-m::——-.:.s‘ R T
e e et
L 51 - % v .vé?
T s Ty o oty
T
i e s T
7T Y IIEY Y CE
Fo ey e o i R R T TN
f:'ﬁa.-.e- s ot i el =, T 7 43
T T R ey  CEna T Faers S0 72T ok . s LA
5 PRI el e, |- R L) SO WY (UM LT
T e oy TS e T T ST AT
g For O T, P B R
L Whrae % R PR = e 2
rzE T = X it
o = e s
T T




Highlights

Alberta has vast potential and significant opportunities. Its natural
strengths are considerable: rich farmland, vast energy resources, large
traces of forests, abundant water supplies, a varied and scenic
couniryside, thriving irban centres, and a creative, highly educated, and
industrious populace. However, as a land-locked province with a
relatively small population base, Alberta has faced some difficuli
problems in its etforts to build upon its namural sirengths. To a
considerable extent, these problems bave been aggravated by federal
trade, transportation, energy and economic development policies. The
lack of capital available for investment within Alberta, and the reluctance
of Canadian banks and investors to invest in Alberta, resulted in the need
to attract foreign capltaf. This was particadzrly true in the development
of the petroleum industry prior to the mid-seventics.

Historically, Alberta’s prosperily has been dependent on international
marcket forces for the sale of its key commodities — grain and, since
1947, crude oil and natural gas. Recognizing the need for some
diversification and a more balanced pattern of economic growth in all
regions of the province, the Government of Alberta, since 1972, has
fostered an environmeni which has enconyaged the private sector 1o
build upon the province’s strengths. A number of policy measures have
been inttiated which have provided the foundation for private sector
initiatives and have reduced impediments to economic development. ‘The
basis for future development and growth has been laid.

Much of alberta’s current economic strength is dependent npon
depleting natural resources. A unique challenge of the proyvincial
governarent was to ensure that the income derived from the sale of these
resources was equitably shated between present and fuwtre generations,
In 1976, Alberta created the Alberta Heritage Savings Trust Fund to set
aside a portion of resource revenues so that future generarions of
Albertans also could benefit from these resources. Its policy measures
have included a “‘savings trust” philosophy, which has assisted in
establishing an attractive investment dimate and 2 mood of confidence
regarding Alberta’s economic opportunities.

Other policy measures and initiatives inteoduced by the Government of
Aiberta include:

- extensive trade promotion efforts both 1o assist Alberta industry in
penetrating world markets, especially in the Pacific Rim, and to
encourage investmctit in Alberia,

- support of research and development through such agencies as the
Alberta Research Cournrcil, the Alberta Gil Sands Technology and
Research Authority, the Food Processing Development Centre, and the
Farming for the Foture programme;



stimulation of the growth of a scientific and academic community
through the Alberta Heritage Scholarship Fuad and the Alberta
Heritage Foundation for Medical Research Endowment Fund,;
investment in the transportation system, such as purchasing grain
hopper cars and inland terminals, supporting the development of port
facilities in Prince Rupert and Vancouver, and expanding road and
airport facilities;

investment in the improvement and expansion of the irrigation systeny;
investment in enhancing and renewing the forestry resource;
establishment of recreational areas; and

expansion of available capital through the Alberta Opportunity
Company, Alberta Agricoltural Development Corporztion, Alberta
Home Mortgage Corporation, and Vencap Equities Limited.

The private sector has responded to this climate for investment, It was
instrumental in developing 4 petrochemical industry in Alberta,
expanding the production and processing of forestry and petroleum
products, bolstering the food processing industry, fostering a growing
financial sector within the province, and enlarging the tourism sector.
These successes provide a foundation upon which Albertans can build for
the future, In order to realize fulty our patential, however, greater efforts
must be made to upgrade our resources within the provinee and to

sirengthen and expand our markets.






Canada must re-assert its commitment to the market system and adopt
policies which will improve its performance, Policies should not
interfere with rewards to hard-working individuals and risk-takers and
should encourage savings and investment. Profits — the reward for
risk-taking and job-creating activities — must be recognized as a sign of
econormic vitality and growth,

‘The basic role of governments in Canada should be to provide a stable
environment which builds the confidence of the private sector and,
therefore, allows economic benefifs (o be created in the most effective
manner. Governments also have the responsibility to provide services
which the private sector would not otherwise provide and to reduce
disparities between regions and individuals.

Social needs of Canadians cannot be met unless the economy is strong
and vibrant. Programimes which are necessary to care for those who
are ynable to provide for themselves are an accepted responsibility of
governments. The operating costs of social programmes eannot be met
by borrowing on future generations, but only by appropriate revenue-
raising ineasures which tan be horne by a strong economy where
profits and incomes are sufficient to bear these social costs.

In Rulfilling their economit responsibilities, governments trust reduce
the regulatory burden on the lives of citizens and the economy.

In order to foster evonomic growth, government fiscal and economic
policies must be stable, well-understood and, to the greatest extent
possible, formulated in consultation with the private sector.

- Blimination of Jarge, recurring government deficits should be an
important goal of governments (o prevent a resurgence of inflation
arsd allow lower dnterest rates.

Governments st work toward reducing artificial "tradc bamcrs
within Canada.

Governments should ensure that public sector wages follow 0ot lead
pnvatc sector wages.

Governments also have a role i in fauhtatmg better relat,ions bctween
business and laboux



Intergovernmental Economic and Flscal Relations

s Canada’s vast size and its inherent social, cultiral and economic
diversity necessitates a federal system of government. Canada could
npt exist as g unitary state controlled by a single povernment refmote
_from the people. The Alberta government believes strongly in the
Canadian federal sysiem, that there is strcngth in dwelsuy, and that
harmony in diversity can he achlcved

¢ Both 01'ders of gorvcmment should participate in the folmulauon of
’ Canadmn economm and fmmi goala and objectives,

e, The higle dcgrﬁe of mterdcpmdcnce Frerween the: fed,cral and
. provifiat governments in important economic and fiscal policy areas
“reqbires frequerit intérgovernmental topsultation and copperaticn.

- ® Intergoverfmental Telagbns must e ‘nderstood and managed in ways
which mntﬂbmj tm Lable enwromnem Some

n spirit- of coopérative federali it
! »ﬂml'ltcml modlflc‘mons of these go5t:




The Alberta government proposes four principles as the basis for 2
renewed era of cooperative federalism. These are:

provincial economic diversity should be acknowledged 4s a source
of strength in the Canadian economy;

both orders of government should have an appropriate share of
revenues to carry out their eonstitutional responsibilities,

the comstitutional responsibilities of each order of government
should be understood and respected; and

coordination among governments should be increased where
constitutional responsibilities are shared or where one government’s
actions are likely to have 4 significant impact on another,

The Government of Alberta suggests a number of specific measures to
improve the operation of Canada's federal system. These include:

a constitutional requirement that 2 First Ministers’ Conference be
held annually at a fixed time to ensure consultation and cooperation

in the development of Canadian economic, fiscal and social

Strategies;
reforming the Upper House to ensure a greater degree of sensitivity

to provinetal and reglonal objectives, interests and concens:

provincial participation i the composition of those Courts which
bave a responsibillty to jnterpret the Constitution. In particulnr,
provinces should have a role in the selection and appointment of
mexnbers of the Supreme Court of Canada to ensure the
composition of the Court reflects the federal nature of Canada
fimiting the use of the federal spending power in areas of provincial
responsihitity. 1 cases where the use of the spending power may be
required to achieve important national goals, such as the alleviation
of regional dispatities, prior consultation and joint plarmmg with the
provinces are essential;

increasing rhe provincial share of joint federal- pxovmcml tax
revermes, 5o that the provinces have access to sufficient revenues to
provide the major social programmes - such as health care and
edueation — within theéir constitutional responsibilities; and
providing for provingial participation onx federal econemie hoards

and agencies, such as the National Energy- Board, Canadian Wheat

Board and Canadian Transport Commission, in order. to ensure their
sensitivity to provinefal and regional needs and interests.
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Building for the Future:
Prospects and Prescriptions

14

e Canada is 2 trading nation. International trade is a critical compoenent
of Canada’s economic activity. To enhance our international
competitiveness, Canada st develop trade policies which will enable
us to recaprure and expand our share of international markets. The
federal government, provincial governments and the private sector
must work in a full partnership in the development of our national
trade policy.

» Canada’s trade policy must be founded on a mevement toward freer
trade. Protectionist trade policies initiated by Canada or our trading
partners must be resisted.

» Canada muost develop new structures, new approaches and new
strategies in intenuational suarketing as part of its overall trade policy.

o ‘The competitiveness of Canada’s products is hindered by the fack of
economies of scale, given the natiory’s small population, aing vast
distances 1o major markets. Goveraments, therefore, have 2 special
role 10 serve as catalysts in the development and implementation of
new marketing strategics.

» 'The achievement of Alberta’s economic potential will benefit Canada
as a whole. The Syncrude project, for example, provided extensive
maaufacturing opportunities for Canadian seppliess outside Alberta,

o The Government of Alberta is sensitive to the dangers of depending on
certain major commodities for economie prosperity and recogaoizes the
need for some econonidce diversification, primarily through upgrading
or processing resources and products within the province.

o While Alberta’s grain and livestock sectors have left the province less
vulnerable to exsreme boom and bust phenomena experienced by
more wheat dependent economies, further strengthening of the
agricultural processing sector is required,

e Provincial ownership of natural resources has provided, and will
continuge to provide, Alberta with further opportunities to diversify its
ECONOMY.



® Alberta’s greatest strength is its people. Changes in employment
patterns reflect the growing importance of the role women play in the
cconomy, All Albertans must be given the opportumnity to purticipate in
our economic developrment,

e Alberta is proud of its role as Gateway (o the North, and is supportive
of the efforts of the peoples of Yukon and Northwest Territories to
develop and expand their economies. As dynamic parts of our
evolving nation, Yukon and Northwest Territories shiould be
supported in their quest for self-government.

¢ The basis of Alberta’s economic strategy is to:

build upon economic strengths, both human and nataral, including 2
high level of technjcal skills, fow cost agricuitural production, and
vast reserves of available resources, such as natural gas and oil
sands;

strengthen and expand the markets where Alberta products are and
cany be sold;

upgrade the degree of processing of Alberta’s primary products;
continue 1o foster new dreas of economic activity based on Alberta’s
strengths and competitiveness; and

promote econontic growth in alf parts of Alberta.

* To realize Canada’s future potential, the following will be required:

Governnent economic policies must create an. environment which
enconrages tndustries to adapt rapidly 10 workd economic trends
angd developments.

Governments must foster an environment conducive (o investment,
Bevelopment of Canada’s economic potential will require
investment capital from both domestic and international sources.
Policies must be implemented to eacourage that investiment.

Canada must strive constantly to improve productivity and maintain
the world market competitiveness of its products. The developmerit
of corporate export consortia, capable of competing with
international firmns, must be encouraged to-ensuce world markets are
penetrated and maintained. '

15



Access to both the Canadian and international markets must be
enhanced. The federal government and provincial governments
must reject policies which-distort the market econemy and
artificially create trade, b'lrncrs They shonld continue to press for
Breater Aceess to interational markets for our prodicts by working
toward the reduction and elimination of trade distorting gatiff and
non- tariff bamms, as well as by i increasing direct overseas contacts,

‘Inereased trade proniotion efforts miist be niade, Expanded export

‘marketing activities and adecuate cxport financing capabilities are
integral to the expansion and dcvelopmf:m of markets for Cmathan

_goods. , .
- Provmclal participation in imermtional trade discussions shouid be

expanded. International irade policiés ciin liave direct cofisequences
for provineial economic policies. It I imporuani that provinges be
involyed in those international mululateral/bilateral discussions
which are likely to biave aq 1mpact on specific provinces or
industrial sectors. :

Canada musst develop realistic natmnal encrgy pricing pﬁlmcs All
Canadians will benefit if natuzal resources are priced to reflect
mrarket realities and if the profits attributable to risk-taking are not
overburdenied, as they are now, witlr il-conceived federal taxes, The
federal government should not-tax résoutces but should restrict its
taxation to the profits- demred from the devclupmem of the
resources, :

Impt@vemcnrs 1o tht: natmml trzmspmtatmn Systoay muast bf: made..
An efficient transportation &Ystem is vital 1o Canada’s internatioma
trade efforts. ' , :

Governments must encoirage tcchnologmal mnovauon Whﬂc the
private sector should take the lead in applied rcscafch and product
innovation, goyernments play an important role in encotraging
research and development and the adoption of the new :
technologies necessary to- maintain competitiveness, Govcmmr:nts

" have 4- rwponsiblhty 0 ensure that pub”ltcly funded rcz,e..:ltch tmdmgs B
. abe shared with private. mdu:-.try '

Effmts -must he made o improve the c¢1pab111ty of our young pﬁoplt:
" to compéte in the dynamic world market place of the next decade.

The rapid wehnological dﬂvelepmemq in the world economy will’

require many individuals (o change jobs within their working - ,
- ¢areers, All men and. women muse bie givun the- opportunity through

-t:dutational facilities and job recraming programmes 40’ ACQUre new =

. techmeal si(tlls to mest the thmglng nceds of Lhe market place.



- Canada’s Native peoples must be provided with economic
opportunites, The aboriginal peoples must be assured of the
opportunity te participate fully in the economy. In Alberta, the
Native Venture Capital Corporation and the Business Assistance for
Native Albertans Gorporation will assist in this regard.

The touristn and recreation industry must be expanded. Alberta has
an enviable endowment of natural beauty which has formed the
basis for one of the province’s major industries: tourism and
recreation. Policies must be imiplemented to maintain our
competitive advantage in this ared. Hosting major ifiternational
events such as the XI Commoenwezlth Games (1978), the XII World
University Games (1983) and the World Scout Jamboree (1983)
ephances international tecognition of Alberta. The hosting of the
1988 Winter Olyroplc Games will forther the realtzation of Alberta’s
tourism and recreatiors] potential, Alberta benefits from
imzernational cyltural events held in the province. Heritage Days is
an imporrant annual cultnral event which not only serves to bring
Albertans closer together, but serves to make our international
visitors mote aware of the province and lts dynamic qualltes.

Governments, federal and provincial, smust be sensitive to the
important role and special needs of small business, and create an
- atmosphere where the extrepreneur can be successful,

17



Conclusion

18

The private sector is the driving force of the economy. Governments
play an important role in providing a positive climate for private
secior investment and initiative.

Canada’s future will depend to a significant degree on our ability to
meet the challenges of an increasingly competitive world and to
strengthen and expand owr international markets. Working in a full
partnership, both orders of government and the private sector must
develop new marketing sirategies for Canada.

Canada’s economic and social strength stems from the diversity of its
provinees and regions and the talents of its people.

Alberta’s human and natural economic strengths are considerable.
Building upon these strengths, Alberta conteibutes significantly to
Canada’s econoinic well-being. With appropriite economic, fiscal and
trade policies, the province can make an even greater contribution to
Canadw’s futare.









Realities of Market Economies

The market system is the most efficient way to maximize economic
activity. The comparative prices and quality of goods and services
convey to both producers and consumers the information they need to
choose among different allocations of their expenditures. The market
system allows prices to express freely the conditions of demand and
supply, thus transmitting information among the buyers, producers and
owners. No government can effectively replace this system, as the
experience of centrally planned economies has shown. Canada must re-
assert its commitment to the market system and adopt policies that will
improve rather than impair the market system’s performance,

Governments must allow the market system to convey the information
needed for efficient economic decision-making. Moreover, they must
ensure the maintenance of 4 comprehensive set of rewards generated in
the arket, They must minimize interventions which distort market
incentives necessary to carry on such growth-promoting activities as
work effort, occupational and geographical mobility of workers,
investment and saving, innovation and entrepreneurship. There must be
sufficient rewards to individuals, through higher expected income and
profits, to provide the incentives to engage in these activities.

It is important to maintain and offer proper incentives for investment
and saving. The accumulation of physical capital in the form of privately
owned facilities, machinery and equipment, and publicly owned
infrastructure has been a main source of economic growth. Through
continued high levels of investment in capital stock, the well-being of
present and future generations will be enhanced, High levels of
investment depend on investors being convinced that they have the
opportunity to earn a return that compensates for risk. Government
intervention, notably through the tax system, which reduces the rewards
of entreprencurship to levels that are not commensurate with the risks, is
inconsistent with society’s aim to improve the standard of living of its
present and future members.

21



The Role of Governynent

22

A basic role of governments in a market economy is to provide the
private sector with an economic, political and social environment where
it can successfully perform its role as the driving force of the economy.
The appropriate economic environment czn best be realized by reliance
on market mechanisms, thus providing 2 system of incentives and
rewards to growth generating activities. By maintaining policies which
complement private sector activities, a political and social environment
conducive to a better quality of life can be achieved,

A harmonious relationship between economic and social objectives can
be achieved in two ways: by limiting governments’ share in economic
activity to minimize competition with the private sector for available
capital, and by ensuring that income redistributing activities do not
preclude an effective system of reward. The ways of determining the
natare and level of government supplied services and the extent of
income redistribution activities follow.

Governments’ Direct Share in Economic Activity

Governments’ direct share in economic activity sterns from its
responsibility to provide services which the privaie sector would not
otherwise provide or could not provide efficiently. As a result of
indmstrialization, urbanization and population growth, the variety,
quantity, and quality of government-supplied services have increased
substantizlly. Governments’ share of total Gross Naticnal Expenditure has
grown. This substantial growth of government expenditures has become
a matter of serious public concern.

In 1950 the total government share of Gross National Expenditure was
22.1 per cent. By 1975, the government (federal/provincial/municipal}
share was in excess of 40 per cent and in 1982, a year of severe
recession, this percentage rose to 47.3 per cent. At the same time, the
public sector in Canada has posted a deficit every year since 1975, in
spite of significant surpluses in Alberta. By 1982 this deficit reached 5.3
per cent of Gross National Expenditure.



Expenditures increased at the provincial level from 5.7 per cent of Gross
National Expenditure in 1950 to 14.4 per cent in 1982, This largely
reflects the more rapid increase in spending for services in areas of
provincial constitutional responsibility, such as health care and
education. The shift of health care expenditures from the private to the
public sector in the 1960’s contributed to this increase. By 1980 the
provinces’ expenditures on health accounted for more than 45 per cent
of their total expenditures on services, and their growth has been
accelerating. In Alberta, per capita health care expenditures are one-third
above the national average. When health care expenditures are excluded,
the growth of provincial government expenditures on services shows a
more modest increase.

Federal government expenditures increased from 11.5 per cent of Gross
National Expenditure in 1950 to over 16 per cent in the latter part of the
scventies, The relatively large and increasing share of federal government
expenditures is expliined in large part by federal debt servicing costs. 1t
also is due to increasing personai transfer payments, such as
Unemployment Insurance, Old Age Income Security and Family
Allowances. The growth in personal transfer payments has occurred
mostly since the mid-sixties.

Local government expenditures increased most from 1950 to the early
seventies, 2 period during which they rose from 4.9 per cent of Gross
National Expenditure to more than nine per cent. This share has
remained fairly constant since then.

Measuring the government share of Gross National Expenditure does not
reveal the full extent of government involvement in the economy.,
Govermments also are involved through their tax policies, Crown

corporations and the development and administration of government
regulations.

We have reached the outer limit of the size of government compatible
with economic growth. Therefore, it is incumbent upon all of us to ask
which services governments should provide in the future? In what
guantity and of what quality? What proportion of their cost should be
borne directly by those who consume them? These are difficult questions
to answer, vet escalating government expenditures make them pressing
concerns. These issues must be resolved through a consistent policy
which recognizes the paramount importance of the private sector in
generating employment and income. Adopting a consistent set of
principles to assess which services governments should supply in the
future, and in what manner, is a challenge that Canada must now meet.

23
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The Government of Alberta has identified the following three principles
which should be used to assess which services governments should
provide:

¢ publicly supplied services should be limited to those which cannot be
efficiently supplied by the private sector;

* the provision of these services must not jeopardize the private sector’s
role and the proper functioning of the market system; and

¢ services should be provided in a way that deters overconsumption and
abuse.

With regard to the first principle, few would argue that our highway
network or urban infrastructure, such as our water supply, could be
more efficiently supplied by the private sector. When decisions are made
to transfer economic activity from the private to the public sector, as was
the case for health care in the 1960’s, citizens and their political
representatives must be aware of alternatives and of the many economic
costs involved.

With respect to the second principle, continued expansion of the public
scctor at a rate exceeding that of the private sector is inconsistent with
the view that market activity is the most efficient means of maximizing
economic growth. Since public sector activity, particularly when it is
involved in the provision of services, is largely unresponsive to market
signals and rewards, each increase in the public sector’s share of
economic activity can reduce the role of markets and ‘“‘crowd out” or
diminish the role of the private sector.

The third principle is based ¢n a recognition that, since the costs of
providing public services may not be borne directly by those who
consume them, there may be a built-in tendency to overconsume,
Mechanisms, therefore, must be developed which will heighten the
awareness of Canadians that public services are not “‘frce’”’, making the
public more cost-conscious in their use of them. This could be achieved
for example, by iatroducing user fees to provide a self-regulating
mechanism in the production and consumption of certain of these
services. This would replicate, in part, the self-regulating mechanism
occurring in the private sector, Hardship to certain individuals as a
consequence of usecr fees can be reduced or eliminated through the tax
and transfer payment systems.
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Government and Economic Disparities

In addition to providing services, governments play a role in reducing
economic disparities. This role expanded as our society became more
affluent and more economically capable of ensuring a socially acceptable
minimum stanidard of living for all Canadians. Income redistribution is
accomplished through the tax system, through government transfer
paymeints to individuals, and through intergovernmental transfers. It is
aimed at correcting income insufficiencies of individuals and of regions.
Canadians are committed to the principle of sharing income with those
who cannot achieve acceptable minimum standards of living,

An important issue is how to devise policies which will achieve a certain
degree of income redistribution without conflicting with the goals of
economic efficiency and growth. Redistribution of income should be
carried out in a way that minimizes its interference with the proper
functioning of the market. It should be accompanied by policies which
will not act to perpetuate individual or regional income inadequacies.

Intergovernmental income transfers are directed toward the provision of
health, education, economic and social service programmes across the
country. A long-standing principle of Canadian society which was
recently entrenched in the Constitution is that individuals in comparable
circumstances should be afforded access to a comparable fevel of public
services, regardless of geographic location. Intergovernmental income
transfers were developed to offset the disparities in regional economic
strength, allowing the provision of comparable public services at
reasonably comparable levels of tax effort.

The way in which these programmes are implemented often has serious
flaws which tend to increase the sacrifice of economic efficiency inherent
in any income redistribution scheme. Lacking adequate measures of what
constitutes an acceptable level of public services, income transfers have
been directed to the equalization of provincial revenue-raising capacity
and, to a lesser extent, individual incomes. By distorting the normal
operation of the market, these income transfer programmes can affect
mobility of goods, services, capital and persons, and could lead to an
inefficient provision of public services in slow growth areas. Clearly,
there is room for improving the present system,

25






Natural Resource Revenues:
A Special Role for Government

Much of Canada’s economic strength is dependent upon depleting natural
resources. A unique responsibility of those governments which own their
natural resources is to ensure that the income derived from the current
sale of depleting natural resources is equitably shared between present
and future generations, and that the proceeds of such sales are used to
make the economy stronger and more diversified for the day these
resources are depleted. In 1976, Alberta created the Alberta Heritage
Savings Trust Fund to set aside a portion of resource revenues to cushion
future Albertans against the time when revenues from depleting resources
decline, and to encourage some diversification of the economy. The
Saskatchewan government has adopted a similar mechanism.

27



Government-Private Sector Relations

28

Direct Government Involvement in the Economy

Some degree of government involvement in the economy has been
justified by the belief that the private sector may not fully take into
account some of the costs and benefits associated with its activities. For
example, if the producton of certain goods has an adverse imopact on the
environment, that cost may not be taken fully into account because it is
not borne by the producer but by society as a whole. The benefits of
research and development may not be recognized fully because
producers may not realize immediate monetary gain from devoting
greater resources to this area. Governnent has tried to mit social and
cconomic costs and maximize benefits through a complex system of
taxes, grants, subsidies and regulations. The extent of direct involvement,
and the manner in which it is made, must be reassessed.

The first step in this reassessment is to recognize that direct involvement
in the economy carries cosfs. Apart from the direct costs of
implementation, it imposes costs on the private sector by limiting its
freedom to make the most profitable choices. It takes production and
consumption decisions away from the private sector and turns them over
to governiments who are not as responsive to the realities of the marker.
It compels business (0 devote time, manpower and financial resources to
complying with goverrsment regulations and an increasing paper burden.

The benefits of any direct government participation must be weighed
against these costs. A first principle in reassessing direct government
invoivement is that benefits shouid clearly exceed costs.

When participation is considered desirable, it should have a clear
purpose and be designed to minimize its interference with the
functioning of the market, The best way to achieve this goal is to involve
the private sector in the design and implementation of government
economic policies. By consulting and involving the private sector, a
method of government participation which is least disruptive and which
promotes cooperation with the private sector can be determined. Finally,
all involvement of a continuing nature, through tax policies and
regulations, should be periodically reassessed to ensure that it continues
to carry net benefits and to be administered efficiently.

Determining the type and extent of government involvement is a major

-challenge facing Canada. Over the past decade, while the provinces

were stressing the crucial role of the private sector in economic
performance, interventionist federal policies were causing immeasurable
damage to the Canadian economy.






30

During the fifties and sixties, the federal government made increasing use
of discretionary expenditure and tax policies based on the premise that
these could successfully fine-tune the economy. It was believed that
continuous readjustoient in the mix of expenditures and taxes could keep

the ecomomy operating at 2 level close to its potential, Discretionary
fiscal policies were designed to reduce inflation and unemployment.
They were supplemented by a growing arsenal of grants, subsidies and
changing tax policies aimed at producing structural changes that the
federal government deemed desirable. These actions, which the federal
government believed could be altered or reversed as the situation
changed, were viewed as having a direct impact on the economy. Little
consideration was given to the possibility of damaging secondary effects.

On the surface, discretionary fiscal policies worked well for a time. From
1950 to 1969 the real Gross Domestic Product grew at a compound
average annual raie of stightly more than five per cent, the
unemployment rate averaged 4.2 per cent in the first decade and five per
cent in the second, while inflation, as measured by the Consurner Price
Index, averaged 2.7 per cent and 2.5 per cent, respectively, Productivity
gains were allowing personal incomes to increase.

In those two decades, many growth gencrating forces were at work.
Investment demand was strong due to rapid technological changes. There
was a need to rejuvenate industrial infrastructure after years of war and
depression, and strong capital demund existed as the resource industries
expanded, Population growth was stimulating consumnption demand and
investment in social infrastructures. Increasing international trade flows
were creating new markets for our natusal resonzces.

By the early seventies problems began O appear. Both inflation and
unemployment were increasing. Productivity growth was lower, The
emerging world of ‘‘stagflation’” — stagnant growth coupled with high
inflation — was eroding the foundation of the inflation-unemployment
trade-off. 1t came to be realized that increasing economic activity through
fiscal stimulus could cause only a short-run reduction in vnemployment,
achieved at the cost of accelerating inflation. By the mid-seventics,
inflation had topped 10 per cent and unemployment was in the seven
per cent range. Federal fiscal policies failed to avoid or ameliorate these
conditions.

One of the major mistakes was the belief that yearly tinkering with the
economy could replace long-man economic policies. Successive budgets
shifted the emphasis of federal policy from one shorf-term goal to
another, without focussing on the underlying causes of the economic
malaise. As a result, fiscal policies have been a source of added
uncertainty, especially in the area of tax policy.



Fiscal stimulus also increased the size of the federal government.
Programmes introduced to meet short-term objectives became
permanent. Since part of the expenditure was deficit-financed, thus
shifting the burden onto future generations, there was little taxpayer
resistance and a more rapid expansion of the relative size of government
resulted. This sitvation has become even more apparent during the past
nine years of continued deficits,

Fiscal stimulus through deficit financing retards private sector capital
investment, Since governments and the private sector both depend on
the same capital markets, increased demand for funds to finance
government deficits puts upward pressure on interest rates and
eventually reduces the overall amount of savings available to the private
sector, When deficits are incurred on a regular basis, as is the case with
federal deficits, they reduce private sector investment and impede
growth,

Two goals of paramount importance for governments are the elimination
of persistent budgetary deficits and the restructuring of the tax system to
enconrage rather than penalize investment. The goals of fiscal policies
must be stated clearly and all future budgets should be geared to their
achievement.

Attemipts to spend ourselves out of unemployment and cyctical
downturns have failed because they did not address the causes of poor
economic performance. If there is persistent involuntary unemployment
and if the economy fails to perform to its potential, it is because there
are structural problems in the economy. Deficit financing may
temporarily prop up economic activity, but its inflationary impact will
only exacerbate the probiems. Restoring the balance of budgetary income
and expenditure over the longer term will provide a larger pool of saving
for productive private sector investment. Continued high deficits are
incompatible both with increased investment by the private sector and
with lower interest rates. Balanced budgets will help control overall
levels of expenditure by ensuring that there is not expenditure without
taxation. Finally, it will not shift the burden of paying for current
expenditures onto future generations.

Restructuring the tax system should be aimed at encouraging investment
and entrepreneurship, two essential prerequisites for growth. In the
broadest of terms, the tax system should allow the entrepreneur to
attract capital. The tax system should avoid frequent changes, thereby
allowing individuals and businesses to plan their actions over a longer
horizon,
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As for monetary policy, the experience of the past few years has shown
the costs of trying to eliminate inflation once it is firmly imbedded in the
economy. It also has shown us that the economy cannot grow with high
and volatile interest rates. With a return to balanced budgets over time
the best anti-inflationary safeguard will be in force, limiting monetary
expansion and restoring stability to interest rates at lower levels.

While reducing deficits and restructuring the tax system 4re critical to
realizing Canada’s future economic prospects, it also is essential that
management-labour relations in the private sector be improved to
increase productivity and restore competitiveness. Governments should
encourage management-labour efforts to reduce or eliminate tensions
resulting from the current adversarial nature of their relations. It is in the
interests of all Canadians to increase the profitability of private sector
enterprises through harmonious interaction between management and
labour. By ensuring that public sector wages follow rather than lead
private sector settlements, governments can contribute to the reduction
of unrealistic inflationary expectations.

The suggested reorientation of private sector/government relationships as
outlined will be successful only if the private sector has confidence in
government. A true partnership must emerge in which both sectors feel
they share common economic goals. This will require an effort on the
part of government to understand better the needs of the private sector,
a result best achieved through consultation on matters relating to
economic policies, Restoring and maintaining confidence is the single
most importani challenge facing governments.









The uncertainty created by intergovernmental tensions is replaced with a
more certain framework for the private sector to engage in the
investment-generating and job-creating activities so necessary to Canada’s
future prosperity. It is in this context that this section examines
intergovernmentzl economic and fiscal relations and the rationale for
cooperation and consultation, and sets out principles and
recommendations which provide the framework for cooperative
economic and fiscal federalism.

Rationale for Intergovermnmmental Cooperation

As stated at the outset, there is a high degree of policy interdependence
among governments in Canada. This is the result of several
circumstances:

® First, there is an imbalance between constitutional responsibilities and
the fiscal capacity of the provinces. This situation has led to the
development of a vast array of federal-provincial joint funding
agreements for the provision of health, education, economic and social
service programmes in Canada. To ensure that provinces can fulfill
their constitutional responsibilities to provide a certain level of services
in high cost programme areas, federal transfers to the provinces have
been established. Associated with this point is the fact that the federal
government’s spending power has been used to implement major
national programmes, often creating a situation of provincial
dependence on federal transfers for their delivery.

e Second, the federal government and provincial governments have
shared constitutional responsibilities in several fields having significant
economic and fiscal implications (for example, agriculture,
immigration, pensions).

* Third, even where the division of responsibilities is clearly defined,
one government’s economic policies may have a significant impact
upon those of another (for example, the provision of tax incentives
and the development of transportation policies).

& Tourth, the rapid rate of technological change and the growing
complexity of society have resulted in new areas of responsibility
which are not clearly articulated under the legislative powers of either
the federal or provincial governments. Exatnples of these “new’’ areas
of responsibility include communications and the protection of the
environinent.

¢ Finally, the existence of persistent regional economic disparities across
Canada has created a fiscal interdependence between the two orders of
government. Differences in economic strength result in significant
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While the Government of Alberta recognizes and supports the use of the
federal spending power in achieving important national goals, such as
alleviation of regional disparities, it should be used in areas of provincial
jurisdiction only after meaningful prior consultation and joint planning
with the provinces.

Negotiating Process

Tensions can be reduced in the negotiating process. During
intergovernmental economic negotiations, goOvernments are expected (0
advance the economic interests of their respective constituents and, at
the same time, negotiate in “‘good faith”. There is no conflict betwecn
these two requirements as long as both orders of government are
committed to resolving outstanding issues in ways which are fair to all
parties. Negotiating in good faith implies that governments will define
positions and suggest solutions that facilitate joint agreement. By
creatively building an atmospherte of mutual trust, agreements obtained in

one economic area can have a positive influence on future negotiations
in others.

Governments imust be committed to the promotion of cominon interests.
Just as there is diversity within the federal system in terms of
opportunities, interests and objectives, there also exist common
objectives which are in the inierests of all governments in their efforts to
encourage economic development. Distostions to the free movement of
goods, services, capital and people can result from policies separately
devised and implemented by either order of government. Consultation
and cooperative action, therefore, are required to reduce and avoid
unnecessary impediments to free movement.

Joint Planning

It is in the interests of federal and provincial governments to plan jointly
and to coordinate regional development programmes 0 SECUre €CONOMic
growth throughout Canada and minimize economic efficiency losses
associated with the redistribution of income among regions. This is
particularly important since fiscal and economic equalization initiatives
are directed not only to the provision of social services, but also to

encourage economic development in the less well-developed regions of
Canada.

In the area of international trade, the federal and provincial governments
share intercsts in expanding markets. Both orders of government have an
important role to piay in assisting the private sector in strengthening
existing markets and finding new ones for Canadian resources and
manufactured products. Interprovincial cooperation in this area has been
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underway for the past 10 years. Most of the initial interprovincial activity
occurred in western Canada with numerous joint western briefs being
presented to the federal government on the Muitilateral Trade
Negotiations, non-tariff barriers, General Agreement on Tariffs and Trade,
and protectionism. Recently, these regional endeavours have expanded to
include all 10 provinces, During the past year, the provinces have
developed a joint position paper advocating provincial involvement in
the development of Canada’s trade policies. Federal-provincial
cooperation in the development and operation of Canada’s trade policies
is vital if Canada’s economic prospects are to be realized.

The reform of Canada’s regulatory process must be explored to reduce
inefficiencies in both the private and public sector’s operating costs.
Governments, first of all, should strive wherever possible to eliminate
regulations. Where some regulation is necessary, it is important for
governments to develop complementary regulations, Given the differing
economic needs and requirements of Canada’s provinces, uniform
regulations are not always possible or desirable, Nonetheless, one of the
asks of the intergovernmental process is to coordinate and harmonize

regulations to ensure, at 2 minimum, that the rules do not conflict among -

governments' jurisdictions,

Fiscal Arrangements

Intergovernmental tensions may be reduced by the gradual adjustment of
policies rather than by dramatic policy reversals. This is especizally true in
the areas of expenditures and tax policies. Abrupt changes in fiscal
policies or in economic regulations increase the poetential for
intergovernmental conflict and constrain econormic growth,

With respect to federal-provincial fiscal arrangements, there should be

recognition of two basic premises upon which future arrangements
should be based.

® Provincial governments must receive access to revenue generating tax
sources sufticient to discharge effectively their constitutional
responsibilities for the development and delivery of health, education
and social service programmes.

® The Fiscal Equalization programme must be complemented by a
detailed assessment of the goals and objectives of the programme
within the context of public sector provision of services.

When the major social programmes (hospital insurance, medical care and
post-secondary education) were in the early stages of their development,
conditional federal funding was warranted to ensure the creation of a
social services system in which all Canadians would be treated fairly.

‘These programmes no longer require direct federal involvement to
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ensure the continuation of a Canadian system of social programmes. The
perceived weakness in the fabric of Canada’s social programmes arises
not from a desire on the part of the provinces to develop unique
delivery systems or to lessen the quality of services, but from the reality
of an uacertain and unreliable arrangement for the funding of these
programmes.

Provinces must have more fiscal independence to meet their
constitutional responsibilities and enhance their capahility to plan and
deliver social programmes. This could best be realized through a transfer
of 2 greater share of tax room to the provinces and a significant
reduction in conditional direct federal transfers for the provision of
social programmes.

With respect to the second premise, the Government of Alberta
continues 1o support the concept of equalization as a central feature of
the Canadian system. Indeed, the Constitution Act, 1982 contains 2
commitmertt to the principle of fiscal equalization; that is, Parliameni and
the Government of Canada must “ensure that provincial governments
have sufficient revenues to provide reasomably comparable levels of
public services at reasonably comparable levels of taxation,”” The
Governmoent of Alberta agrees that the federal government must have
responsibility for implementing fiscal equalization. Alberta also agrees
with the implicit principle that, through the tax system, each Canadian
taxpayer should contribute to the provision of fiscal egualization
transfers to recipient provinces.

Nonetheless, while the intent of fiscal equalization is sound, the tools
used to achieve equalization have been deficient. The development of the
fiscal equalization programme has proceeded without accompanying
consideration of exactly what constitutes a level of “‘reasonably
comparable public services’ toward which fiscal equalization is directed.
Without a clear definition of a target level of public services and their
costs, the fiscal equalization programme is void of any goals or objectives
other than equalization of revenue raising capacity. This is not the intent
of fiscal equalization. An assessment of the objectives of the equalization
programme should be undertaken by federal and provincial governments,

Institutional Changes

In addition: to the foregoing ways of promoting cooperative federalisin, a
number of instinitional changes would go a long way toward eliminating,
or at least significantly reducing, intergovernmental tensions and
developing a more positive climate.

A First Ministers’ Conference on the Economy should be held each fall to
ensure consultation and cooperation in the development of joint
economic and fiscal strategies and to facilitate pre-budgetary
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proposed new institutions and mechanisms with a view to promoting
and enhancing the operation of the federal system. Consistent with the
principles of federalistn, any changes must be based on the
accommodation and protection of provincial and regional interests while
maintaining the integrity of national objectives. Important national
objectives and tasks cannot be realized or discharged effectively if the
decision-making structures fail to accommodate distinct provincial and
regional interests.

htergovernmental Relations and
Future Economic Prospects
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it can be unproductive and self-defeating for one order of government to
act in isolation, to act unilaterally, as if its decisions did not affect the
economic and fiscal interests of the other. When a series of these actions
and events established a trend, tntergovernimental tensions increase,
govermments may work at cross purposes, common interests may not be
perceived and private sectos confidence can be eroded. As a
consequence, economic activity declines. By rejecting the recent trend
toward an adversarial approach and favouring instead a renewal of
cooperation based on consuliation and realized through greater
harmonization of economic and fiscal policies, both orders of
government can play an important complementary role to the private
sector in promoeting economic activity.

The Alberta government is optimistic that Canada’s tremendous human
and natural resource potential can be realized through a renewed
commitment to cooperative federalism. We are committed to
participating in a mutually advantageous intergovernmental partnership
to make the process work in ways which facilitate, rather than frustrate,
the developroent of our economic Opportunitics. Reducing
intergovernmental tensions and promoting common intercsts are
important means to the achievement of a2 new Canadian partoership.

Several principles have been identified in this section as essential to
intergovernmental interaction, Joint agrecment to these principles would
both enhance the quality of intergovernmental relations and restore an
economic climate based on mutual trust.

It is ultimately the firm commitment of governments to create an
atmosphere of mutual trust and to resolve outstanding economic policy
issues through consultation and coordination that establishes the
environment for cooperative economic relations. This, in turn, provides
a stable and certain environment for private sector-based economic
activity, an important contribution governments can make in the pursuit
of Canada’s future economic prospects.




Annex

Recent Trends in ntergovernmental Relations

Two contrasting trends have emerged in Canadian federal-provincial
relations in recent years. The latter half of the 1970’s witnessed the
evolution of consensus or cooperative federalism in the economic sphere,
which recognized the interdependence of governments and the
consequent need to coordinate the economic activities of governments.
The second trend, adversaria! federalism — marked by growing distrust
between federal and provincial governments — has characterized
relations between federal and provincial governments in the period since
1980,

Cooperative Economic Federalism

While intergovernmental discussions in the areas of social policy and
financial refations have occurred regularly since the end of the World
War 11, in the decade of the seventies increasing attention was paid (o
the economic sphere, During the 1970’s intergovernmental economic
relations became more formalized and regular. At the same time,
governmental agencies designed to facilitate intergovernmental
tooperation and consultation were established.

Regular interaction occurred among federal and provingcial
governments and on an interprovincial basis. Mechanisms such as the
Annval Premiers’ Conference, First Ministers’ Conferences, and
ministerial meetings clearly facilitated closer consultation and
cooperation on a number of issues, including general economic
development, social policies and fiscal arrangements. An examination
of several key issues and events serves to highlight the state of
intergovernmental relations during that time.

Regional Economic Development

In 1974, following extensive consultations, the federal government
signed 10-year General Development Agreements with the provinces
to promote and foster regional development activities. The
agreement concept was designed to ensure flexibility in the design
of programmes, recognizing that provinces and, indeed, regions
within provinces, have differing development opportunities and
problems.
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The General Development Agreements were based on the principles
of joint planning and programming. They recognized that
comprehensive, integrated measures and intergoverntnental
cooperative mechanisms are required if viable policies and
programmes to promote regional development were to be designed.
The agreements enabled both orders of government to develop joint
policies and programmes to meet the needs of regions.

Both orders of government have responsibilities to promote and
foster regional economic development activities. Planning for such
development requires close cooperation and coordination between
governments, and between governments and interest groups in the
region.

Western Economic Opportunities Conference

The Western Economic Opportunities Conference, held in Calgary
in July 1973, was a unique venture in the history of federal
provincial relations since it marked the first and only time that the
Prime Minister and Western Premiers met to discuss the concerns of
the region. The objective of the Conference, from the western
provinces’ perspective, was to develop a programme designed to
eliminate national policies which discriminated against the region’s
economic growth and to formulate new policies aimed at correcting
past problems. Prime Minister Trudeau made it clear that the federal
government shared these objectives, noting that the “pre-eminent
part of our task is to begin moulding new national approaches with
full western participation.”

Prior to the Conference the western provinces worked in close
cooperation to develop common positions on a mumber of
important issues. The four provinces developed detailed position
papers on issues telating to transportation, economic and industrial
development opportunities, agriculture, and capital financing. The
continuation of cooperation among the four provinces through
annual Western Premiers’ Conferences was an important result of
the Western Economic Opportunities Conference.

In many respects the Conference was only a partial success. While it
was significant insofar as it provided a forum for interprovincial and
federal-provincial relations, many of the proposals have not been
acted upon. Nevertheless, it stands as a potential model which could
be used for cooperation among governments.



Federal-Provincial Fiscal Arrangements

By the early 1970’s the federal government, through the use of its
spending power, had implemented a national system of health care
and a system of financial assistance for post-secondary education.
The provinces had agreed to enter into these programmes and
accepted conditions on programmes within areas of provincial
constitutional responsibility in exchange for open-ended 50-50
shared-cost funding with the federal government.

The federal government had achieved the involvement it desired in
the programmes, but it soon became evident that the cost of that
involvement was becoming prohibitive. To limit its fiscal exposure,
the federal government acted to cap the growth of its contributions
to post-secondary education (1972) and medicare (1975) and gave
official notice of termination of the shared-cost financing
arrangements for hospital insurance (1975).

As the provinces endeavoured to enhance their social programines
and services, the lack of flexibility associated with conditional
federal shared-cost funding became increasingly apparent. The
provinces desired increased budgetary control to pursue their
individual long-term priorities and objectives, and the flexibility in
programme design necessary to meet the needs of their constituents.

In 1976-77, federal-provincial negotiations were conducted in an
attempt to develop new funding arrangements which would balance
the provincial desire for flexibility and innovative capacity with the
federal concern over its financial contrlbutions to the programmes,
In preparation for these negotiations, provinces were able 1o achieve
4 consensus on a proposal for a new financing arrangement, despite
their varying circumstances and fiscal capacities. Through a series of
First Ministers’ and Finance Ministers’ meetings, the 11 governments
of Canada agreed to a financing arsangement which provided long-
term, dependable funding for Canada’s major social programmes.
The new federal-provincial agreement minimized the financial risk
on the part of the federal government and increased the fiscal
autonomy and the flexibility of the provinces in programme
delivery. The agreement became known as the Established Programs
Financing Arrangements.
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The new Established Programs Financing Arrangements came into
effect in April 1977, replacing shared-cost funding for hospital
insurance, medical care and post-secondary education with a block
funding arrangement. The block funding consisted of cash transfers
to the provinces and increased provincial income tax capacity. The
revenues were to be administered internally by the provinces on the
basis of individual priorities and needs. The growth of federal
transfers was tied to past rates of growth in the Canadian Gross
National Product, providing the federal government with a
controlled and predictable funding obligation.

The 1976 federal-provincial negotiations for a new funding
arrangement for the major social programmes were 2 hallmarlk of
the spirit of cooperative federalism. Although the goals of the two
orders of government were not necessarily complementary, both
parties recognized the need for a modification of the financial
arrangements in existence art that time. Moreover, provinces were
able to overcome their differences and develop a joint proposal
which was to later become a significant factor in determining the
final agreement between the federal and provincial governments.

The 1978 First Ministers’ Conference om the Economy

The process surrounding the two 1978 First Ministers’ Conferences
on the Economy resulted in perbaps the most comprehensive and
innovative set of initiatives refating o federal-provincial economic
relations undertaken to date. The objective of the two First
Ministers’ Conferences, in February and November 1978, and the
preparatory meetings of ministers and officials, was to devise a
medium-term economic strategy for Canada. In his opening address
to the February Conference, the Prime Minister stated that this was
“the beginning of a new era in collaboration between the provinces
and Ottawa.”

During this process a nuimber of important topics were addressed,
including labour markets and employment, public sector restraint,
industrial development, and particular economic sectors {agriculture,
energy, transportation, fisheries). Commitments made by the First
Ministers emphasized the need for private sector-led growth,
restraint on prices and incomes, the importance of reducing
duplication of services, public sector restraint, and governiment
consultation with industry and labour. The nced for
intergovernmental consultations was stressed — especially when
dealing with government expenditure, taxation, and borrowing
poicies. Indeed, the Prime Minister observed that “'in order to serve
the best interests of the Canadian public we absolutely must consult,
consult and consult again.”



The 1978 meetings were clearly significant, not simply because they
represented an embodiment of the consultative process but also
because of the concrete commitments made by First Ministers with
respect to very diverse economic policy areas. Unfortunately, this
initiative toward joint economic decision-making was suspended
when the next First Ministers’ Conference on the Economy, which
was to have been convened in December 1979, was cancelled as a
result of a general election.

Transpoertation Issues

Followinig a commitment made at the November 1978 First
Ministers” Conference on the Economy to address the growing crisis
in grain handling and transportation, the Government of Manitoba
hosted a Conference in January 1979, The Conference was attended
by the federal government, other western provinces and participants
in the grain system. The Gonference exemplified intergovernmental
cooperation. At the Conference, governments jointly agreed to
purchase new grain hopper cars to alleviate the shortage of rolling
stock which was hampering grain exports. Subsequent to the
Conference, the federal government established the Grain
Transportation Authority to improve efficiency in tbe grain system.
During this time, governments also cooperated in developing capital
projects such as the coal and grain terminals. In addition, a number
of joint studies were undertaken to examine potential improvements
to western Canada’s rail and port system. In summary, while
significant long-standing transportation issues remained unresolved,
some progress was achieved through interprovincial and federal-
provincial cooperation,
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Adversarial Federalism —
Federal-Provincial Relations simce 1980

A review of several events and issues illustrates the current adversarial
trend in federal-provincial relations.

The Constitution

A major issue which produced severe tensions in federal-provincial
relations was the federal government's initiataive with respect to the
Constitution, At the September 1980 First Ministers’ Conference on
the Constitution, it was evident that the federal government would
be taking a “‘hard line’’ approach to constitutional reform. On
October 2, following the failure to reach agreement on patriation
and a number of possible amendments at the Conference, the
federal government announced its intention (o patriate and amend
unilaterally the Constitution. Conflict replaced cooperation.
Consultation gave way to unilateral action. The majority of the
provinces were strongly opposed to the federal government
initiatives. It was not until after the Supreme Court of Canada’s
decision of September 1981, ruling that the federal action was legal
but unconstirutional in the conventional sense, that the federal
government agreed to resume intergovernmental negotiations. The
federal government’s action on the Constitution severely strained
federal-provincial relations and furthered the sense of alienation in
the West, and other parts of the country.

The 1980 National Energy Prograim

No example could better illustrate the danger of a government
failing to respect another’s jurisdiction — and opting for unilateral
action — than the National Energy Program.

Despite efforts of the Government of Alberta to negotiate an enetgy
agrecment during the spring, summer and fall of 1980, the federal
government announced the National Energy Program on October
28, 1980. Tor the first time, the federal government unilaterally sct
the price for oil and natural gas entering into interprovincial trade
(which effectively meant most oil and gas) and imposed revenue
raising measures designed to alter the fiscal balance in the federal
government's favour. The federal energy taxes that the National
Energy Program imposed at the wellhead constituted the equivalent
of a federal royalty on a provincially-owned resource. These
damaging unilateral initiatives signalled the heginning of serious
tensions between the federal government and the Alberta
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Fiscal Arrangements

In the section which outlined the trend toward increased
cooperative federalism in the seventies, the 1977 Established
Programs Financing Arrangements were described as a landmark in
intergovernmental fiscal cooperation. Within three years of signing
and implementation, the federal government made known its
intention to achieve significant savings in social transfers to the
provinces beginning in 1982-83. In 1982 the federal government
embarked on a series of unilateral amendments to the existing fiscal
arrangements designed to reduce its fiscal obligations to the
provinces and to increase its visibility and control with regard to the
provision of social programmes.

The 1977 agreement had been fashioned out of lengthy and often
difficult negotiations between the federal government and the
provinces. Despite this precedent, the process of detailed
consultations of previous years did not take place during the 1982
review of fiscal arrangements. Negotiations commenced in
December 1981, less than four months prior to the date upon
which the previous agreement would expire. The federal
government subseguently enacted Bill C-97 in April 1982,
unilateratty amending the Federal-Provincial Fiscal Relations and
Established Programs Financing Act. The effect of the amendments
was to reduce by an estimaied $5.5 billion the federal contributions
to heaith and post-secondary education relative to the projected
contributions under the 1977 agreements. '

In the spring of 1983, the federal government introduced Bill C-150
which separated the cash contribution for the post-secondary
education, hospital insurance and medical care programmes,
effectively undermining the principle (agreed to by all governments
in 1977) of joint, unseverablie block funding. In addition, the federal
government imposed their “six and five” restraint programme on
fiscal transfers for post-secondary education, limiting increases in
transfers to six per cent for 1983-84 and to five per cent in
1984-85. These amendments highlight the federal government’s
determinztion to proceed unilaterally in an area which has a direct
effect on the provinces’ fiscal capacity.

In the health care area, proposals have been made to tighten further
federal controls and conditions governing the provision of
provincial health care services. Provineial fiscal responsibility for
health care would be increased at the same time as the federal
government reduces its commitment to social programme funding
and places costly conditions on its financial contributions.



The federal government is demanding greater involvement in
programme delivery while reducing its financial commitments
relative to the provinces. The policy thread which links these
federal initiatives is one of increased centralization of control over
federal-provincial fiscal arrangements and programme development.
Just as the federai government’s attempt to patriate and amend
unilaterally the Constitution threatened the delicate balance of our
federal system, recent federal government initiatives in the area of
fiscal arrangements undermine the federal system. Justified on the
basis of an overwhelming federal deficit and the need for an
increased federal presence, this increased control is being combined
with a steady withdrawal by the federal government from its
financial obligations for joint funding of social programmes. In sharp
coatract to the spirit and principles of the 1977 fiscal arrangements,
these initiatives point to a trend of increasing federal control and
decreasing provincial budgetary flexibitity and programme
autonomy in areas of provincial constitutional responsibility.

First Ministers’ Conference on the Economy

Partly in response to the call for a conference by Premiers, and
partly due to the deepening recession in Canada, the Prime Minister
convened a First Ministers’ Conference on the Economy from
Eebruary 2 to 4, 1982, more than three years after the last
conference had been held. At the Annual Premiers’ Conference held
in August 1981, Premiers had called upon the federal government to
work with the provinces in developing “made in Canada’ economic
policies and proposed a nine-point recovery prograinme. The nine
points put forward were consistent with the economic objectives
agreed to by all First Ministers at the 1978 Conferences on the
Economy. The First Ministers’ Conference in 1982, however, was
not structured to discuss progress made on the First Ministers’
commitments reached at the 1978 Conferences. Moreover, during
the discussions, it was clear there was a sharp divergence of views
between the Prime Minister and the Premiers on the role of
governiment in the economy and the measures required to restore
economic growth. The Prime Minister stated that cooperative
federalism was “dead” and that the federal government intended to
regain fiscal strength relative to the provinees. The Conference
failed. No agreements on economic strategics were forthcoming,
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Foreign Investment Review Act

For a period of time, governments worled relatively harmoniously
within the foreign investment review process. It is noteworthy that
federal legislation specified existing provincial policy as one of the
criteria to be considered in assessing foreign investment applications.
Thus, there was a built-in mechanism for ongoing consultation with
the provinces.

In 1980, federal unilateral initiatives related to the Foreign
Investment Keview Act began to increase. A growing proportion of
decisions conflicted with provincial policies. Federal efforts to
change the policy thrust of the Act, to make it more interventionist,
proceeded without intergovernmental consultation even though the
legislation continues to provide for provincial involvement.






Buillding for the Future:
Prospects and Prescriptions

Canada is a trading nation. International trade has been and will continue
to be a critical component of Canada’s economic activity. In 1968,
exports accounted for 18.3 per cent of Canada’s Gross National Product
and by 1982 accounted for nearly 30 per cent of the Gross National
Product. A larger percentage of the Gross National Product in Canada is
attributable to trade than in most of the leading industrial countries, At
least two million jobs are attributable directly to the export of Canadian
goods and services, and another two million jobs are related indirectly 1o
the export sector. Clearly, Canada’s economic growth and future
prosperity depend to a large degree on our successful export
performance and participation in the international economy.

The past 15 years have seen an explosive expansion in world trade.
Between 1968 and 1982, world export trade rose 600 per cent to feach
US $1.94 wrillion. Although Canadian exports also rose significantly
during this period, they did not keep pace with world export growth. In
1968, Canadian exports accounted for 5.25 per cent of world exports;
by 1982, Canada’s relative share had dropped to 3.57 per cent. As noted
at the 1983 Annual Premiers’ Conference, Canadians should be
concerned about this decline in Canada’s share of world trade.

Alberta’s reliance on exposts is significant. The province’s export
shipments during the 1968-82 period grew by 373 per cent, from §1.98
billion to $9.39 billion. Alberta exports in 1982 accounted for
approximately 25 per cent of the provincial Gross Domestic Product,

The International Environoment
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An important institution shaping and structuring international trade
patterns is the General Agreement on Tariffs and Trade. The Agreement
provides the essential rules governing a stable trading environment. Its

- mandate includes seeking reductions in tariff and other barriers to

international trade. As an original signatory, Canada is commitied to
fulfilling its obligations and exercising its rights under the Agreement.
Clearly the results of the Multilateral Trade Negotiations held by
signatories to the General Agreement on Tariffs and Trade have an
impact on Canadian trade behaviour and, in turn, on Alberta’s
opportunities to sell its products abroad.

Canada is now in the process of implementing commitments made
during the Tokyo Round of the Multilateral Trade Negotiations. These
commitments include reducing tariffs on industrial goods by an average
of 40 per cent between 1980 and 1987, as well as implementing General
Agreement codes covering such items as customs valuation, civil aviation,



and subsidies and countervailing duties. One of the effects of
implementing tariff reductions will be pressure on Canadian
manufacturers to restructure and rationalize their operations. Without
structural adjustment to improve efficiency and competitiveness,
Canadian manufacturers will be disadvantaged in selling into world
markets. Moreover, they will be unable to compete against foreign
imports in Canada.

The United States market is of major importance to Alberta and Canada
as a whole. About 68 per cent of Canadian exports — and nearly 75 per
cent of Alberta’s exports — are destined for the United States. Canada’s
overwhelming reliance on the United States export market has important
trade implications. In present circumstances, for example, a Canadian
economic resurgence based on exports depends upon a broad based
economic recovery in the United States which would increase demand
for Canadian goods and services. Moreover, it means Canada is
particularly vulnerable to protectionist measures adopted by the United
States, whether in response to economic recession or as retaliatory
measures to external events, The recent threat of a countervailing duty
on Canadian softwood himber shipments to the United States exemplifies
the potentially damaging effects of United States protectionist actions.
While trade with the United States will continue to play an important
part in Canada’s economic development, market diversification is
essential to Canada’s future prosperity.

The policies of the European Community have had a significant impact
on Canada’s access to the markets of the member countries and have
reduced the competitiveness of Canadian products. In the Pacific Rim the
dramatic growth of the Japanese economy, the emergence of newly
industrialized countries in the region, and the demands for agricultural
products in China have had and will continue to have increasing
importance for Canada. Canada’s international competitiveness and
access to world markets have been affected by the opening up of

potential new markets and by the presence of new competitors, such as
Australia and New Zealand.

Rising protectionist pressures on Canada and our trading partners have
been evident in recent years, in part due to the worldwide economic
recession, Maintaining a freer trade environment is essential to a healthy
Canadian economy. Protectionism threatens our existing markets and
inhibits our ability to establish new ones. Canada has more to gain from
freer trade and more to lose from protectionism than perhaps any
country in the world. Our prosperity is tied — in every region of Canada
— to our trade situation. The creation of new jobs will depend on our
ability to penetrate new markets.
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The Government of Alberta recognizes the major role of export trade in
Canada’s economic development and urges other governments to join
with Alberta in giving trade a high priority. Canada must develop new
structures, new approaches and new strategies in international marketing.
These initiatives must be an integral part of Canada’s overall trade policy.

The development of a trade policy for the eighties and beyond will
require a full partnership among the federal government, the provincial
governments and the private sector if Canada’s full potential in this area
is to be realized. The competitiveness of Canada’s products is hindered
by the lack of economies of scale, given our small population, and vast
distances to most major foreigh markets. Governments, therefore, have a
special role as catalysts in the development and implementation of new
marketing strategics.

Alberta’s Export Economy
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Alberta’s economic history has been closely tied to two primary
industries, agriculture and energy resources. Pricr to 1947 the main
stimuius for the Alberta economy was the agriculture sector. Since then,
the exploration, development and production of oil and natural gas have
been primary sources of economic growth, Historically, Alberta has been
dependent upon the international market place to set demand and
pricing for its major commodities. Changes in economic conditions
clsewhere in Canada and internationally have often precipitated dramatic
changes in the province’s economic conditions.

In the latter part of the nineteenth century, a combination of economic
and social factors led to the opening of the West. The development of a
national railtoad system, the settlement policies of the federal
government and the ‘‘National Policy” of the 1870’s were important
influences in the development of the agricultural export base of western
Canada. The National Policy was designed to develop.a western
economy to serve as a source of raw materials and as a market for
central Canadian manufacturers. The transportation and tariff policies
encouraged the development of a western export-oriented agricultural
sector, dependent on international market forces, while protecting
central Canadian industries.

Increasing world demand and prices for grains, particularly wheat, were
keys to Alberta’s prosperity for the first half of the twentieth century.
The Great Depression of the thirties, however, was accompanied by the
collapse of the international wheat market which, in turn, triggered the
collapse of the prairie economy. Since the second World War,



agricultural consolidation and the adoption of new technologies have
resulted in an increase in the value of agricultural production. Moreover,
there has been some diversification of the sector, with a corresponding
development of feed grain, oil seed and livestock markets.

Post-war economic growth has been influenced significantly by the
development of Alberta’s vast energy resources. Intense activity in the
expioration and development of crude oil and natural gas has been
evident since the war. A transportation and pipeline system was built to
move Alberta’s energy resources to markets. A number of related service
and supply industries were established to serve the petroleum industry,
In recent years, the upgrading of natural resources, such as the
petrochemical industry, has become jimportant to the Alberta economy.
For all of these developments, large amounts of capital were necessary.
The lack of sufficient capital available for investment within Alberta and
the refuctance of Canadian banks and investors to invest in the province
resulted in the need to attract foreign capital, This was particularly true
in the development of the petroleum sector prior to the mid-seventies.

Alberta’s historical experience leads to several conclusions. First, the
vulnerability of an economy whose prosperity is primarily based on a
single commodity has been demonstrated. The roller coaster effect of
such dependence produces unacceptable social and economic costs.
Development of our natural resources, and the further upgrading and
processing of these resources within the province, will promote greater
economic stability and growth. Second, the development of Alberta’s
cconomic opportunities has required significant infusions of foreign and
domestic capital. Policies which discourage investment hinder
development efforts in the province, Third, Alberta’s economic growth
and future prosperity depend on successful export performance and
participation in the international economy. Efforts must be made to
improve our competitiveness in, and to expand our share of,
international markets. Fourth, federal economic policies have not been
sensitive to all regions of the country. Whether Alberta is able to take full
advantage of economic opportunities and to develop further its
economic potential will depend to a great extent on how sensitive
federal policies are to Alberta’s needs.

Characteristics of the Alberta Economy:
Strengths and Constraints

The achievement of Alberta’s potential will benefit Canada as a whole. In
order to maximize Alberta’s opportunities, economic policies must be
adopted which build upon existing strengths, develop new strengths and
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work to overcome constraints, The most significant characteristic of
Alberta’s economy has been the important role of natural resources —
renewable and non-renewable — in economic growth. Continued
economic growth will be based, in part, on the further development of
natural gas, oil sands, heavy oil, agriculture, forest products, and coal.
While conventional oil resources are depleting, they remain important to
the Alberta economy. There has been a dramatic increase in natural gas
reserves during the past decade which provide a considerable addition to
the province’s proven resource base.

Alberta’s rich endowment of natural resources in itself provides
opportunities for diversified growth to supplement the primary
production and export of these resources. Processing and upgrading of
resources, and the export of knowledge and sophisticated technology in
certain areas, such as syathetic oil production, are important. In addition,
the strengthening and diversification of markets for Alberta goods and
services will provide further stability and stimulus for economic growth
in the province.

It is important to recognize, however, that Alberta’s considerable natural
resource strengths could not be developed without its people. Indeed,
Albertans are the province's greatest strength. The accomplishments in
the province have been due to the efforts of energetic, ambitious and
capable individuals. The enirepreneurial spirit characteristic of Albertans
has served the province and the country well.

The Government of Alberta recognizes the growing importance of
wormen in the labour force. The participation rate of weomen in the
Canadian labour force rose from 23 per cent in 1950 to 52 per cent in
1982. Alberta has the highest female participation rate at 58 per cent.
Alberta is committed to ensuring their access to opportunities for
education, training, employment and promotion.

Recognizing the necessity of a skilled and adaptable labour force for
economic growth, Alberta has developed and supported a wide range of
educational institutions and programmes to train and retrain people. The
Alberta government realizes the necessity of providing young Canadians
with the high [evel of technical expertise and skills necessary to compete
in the dynamic world market place. For its part, the province supports
four universities and a network of technical institutes and community
colleges. A major initiative in this area is the $100 miflion Alberta
Heritage Scholarship Fund which rewards excellence and

encourages further achievement in scholastic, career and leisure activities.



Natural Resources

In recent years, economic growth in the province has been driven by the
conventional oil and natural gas sectors. Under the Nafural Resources
Transfer Act of 1930, the interests of the Crown in all land, mines and
minerals or royaltics was transferred from the federal government to the
province. More than 85 per cent of Alberta’s oil and natural gas resources
are owned by the Crown. In the northern regions of the province, where
oil sands deposits are located, 100 per cent of the resources are owned
by the Crown.

Alberta is the primary source of Canada’s crude oil and equivalents,
supplying approximately 85 per cent of Canada’s requirements. Daily
production exceeds 174,000 cubic metres. More than three quarters of a
billion cubic metres of proven reserves remain to he developed. The life
of conventional reserves has becn extended through the development of
new technology and enhanced (or tertiary) oil recovery projects. These
enhanced recovery projects have been encouraged through special fiscal
treatinent by both the federal and provincial governments. The
incremental oil produced from these projects has provided a significant
addition to the province’s conventional light oil reserves. The 1981
Energy Agreement and the June 1983 amendments to that Agreement
provide for world prices for oil discovered and developed after 1973,

Alberta js Canada’s main supplier of natural gas, providing 85 per cent of
Canada’s needs. In 1981, 76.5 billion cubic metres of gas were produced.
Despite significant production, natural gas reserves are increasing.
Remaining recoverable reserves are estimated at 1.8 trillion cubic metres
with ultimate recoverable reserves of 3.8 trillion cubic metres. Access to
markets has been critical to the pace and scale of natural gas
development in Canada. Thirty-one per cent of Alberta’s natural gas
production is exported to the United States. In light of current soft
markets for gas in the United States, governments and producers have
made efforts 1o retain their magket share by demonstrating flexibility in
contracts and pricing in order to maintain the competitiveness of Alberta
gas. The Alberta government also has made efforts in cooperation with
the fedcral government to promote hetter understanding in the United
States of the nature of Canadian gas pricing and has encouraged

discussions on ways to market more effectively the province’s large gas
surpluses.

The impact of internationaf and domestic developments on Alberta has
been demonstrated in a variety of areas but none in such dramatic
fashion as in the area of oil and natural gas pricing. International supply
restrictions and rapidly increasing demand in the 1970’s had a significant
upward influence on prices and, consequently, on Alberta’s economic
development and its export trade. The changed terms of trade and
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anticipated shortages in the North American market produced a boom in
investment in exploration activities and pipeline construction. The
uncertainty of the international oil market also induced significant
investments in oil sands development. ‘The attraction of these large-scale
projects resulted in the in-migration of skilled workers from other parts
of Canada and strong growth in other sectors of the Alberta economy.

Recent federal initiatives snch as the National Energy Program have had a
seriously negative effect on investor confidence and on the cash flow of
the oil and gas industry, seriously damaging resource development in
Alberta. Through incentives for exploration on federally-controlled
fronticr lands, the federal governnment has sought to shift exploration and
development away from the western sedimentary basin. These incentives
and other policies have encouraged a misallocation of investment and
have built into the resource sector higher costs and inefficiencies.

Alberta’s potential for synthetic oil production lies in the deposits of oil
sands which underlay large sections of the northern and eastern regions
of the province. The total in-place reserves of bitumen in these regions
arc estimated at 249.8 billion cubic metres. While only a small
proportion of this oil is recoverable using current technology, additional
research promises to increase the amount of oil ultimately recoverable.
Commercial operations using surface mining techniques are already
producing synthetic oil. In addition, in situ recovery projects have begun
to operate on a commercial basis at Cold Lake and Wolf Lake. Project
plans include the possibility of phased expansion of production and
upgrading facilities during the coming decade.

Further development of Alberta’s synthetic and heavy oil potential faces
the challenge of developing new, more efficient, and less costly ways of
extracting the oil. Technology will play a key role. Alberta has continued
to work with the private sector through the Alberta Oil Sands
Technology and Research Authority to meet this challenge and remains a
world leader in this area. Private sector investment and world market
prices for il will remain important keys to the development of these
resources.

The province has significant recoverable reserves of coal — 15.5 billion
tonnes, representing about 70 per cent of Canada’s total reserves.
Production in 1981 was 18 million tonnes, representing 45 per cent of
total Canadian production. While a large portion of Alberta’s low sulphur
thermal coal is used to generate the province’s electrical power, a
significant proportion of the province’s metallurgical coal is exported to
the Pacific Rim. The potential for the expanded production of coal,
especially in response to increased long-term demand in the Pacific Rim,
remains strong.



The anticipated increases in coal exports in the coming decade will
require increased transportation capacity to move these exports to
markets. Increased sales will be dependent on an efficient and less costly
transportation system. In addition, research promises to provide ways of
increasing the value added to the resource before it is shipped, and may
provide for the development of new alternate transportaton modes, such
as a slurry pipeline system. The Alberta government actively promotes

coal research in the province and recently has established a new coal
research facility.

Alberta’s resource strength also involves the production of renewable
resources. With more than 50 million acres of farmland, Alberta has
approximately 30 per cent of Canada’s total. Moreover, Alberta is the
only province capable of significant expansion of cultivated land, Crop
production accounts for nearly 25 per cent of Canada’s total. Producers
in Alberta maintain one-third of Canada’s cow-calf herd. By internationat
standards, Alberta agriculture is rich in land, labour, technology and
capital. The agricultural community in Alberta — and in Canada as 2
whole — is low-cost and highly competitive in terms of its efficiency and
productivity. Areas of specialization include grain, the cow-caif industry,

feed grain and oilseed prodaction, hog production and specialty crops
such as honey.

International and domestic market development is important in the
continuing development of the agricultural sector. Canada must not be
complacent in the area of grain trade and must make every effort to
ensure that our traditional markets are not lost to our compefitors. In
Canada, artificial barriers which inhibit market expansion for efficient
producers must not be created, Farmers’ marketing agencies such as
commodity groups, boards and commissions have provided and should
continue to provide valuable assistance to farmers in the sale of
agricultural products. Their role should be limited to that of
supplementing the efforts of individual farmers in the market place.
Supply-management is not conducive to the well-being and growth of the
agricuitural industry. Ways must be found to overcome the difficulties
associated with existing supply-management practices. In addition,
agricultural policies which focus on transfer payments and subsidies for
production for local markets tend in the long run to reduce efficiency of
production and restrict economic potential.

In addition to its energy and agricultural base, the province has
substantial untapped forestry reserves, with 60 per cent of its land area
covered in forest. it is one of the few areas of the western world which
has a significant supply of available timber for future development.
Alberta’s management of its forest resource is designed to maintain and
enhance future supply.
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important financial structure for Alberta industry. Dollar volume of
business on the exchange registered $427 million in 1981, a vast increase
from the $12 million reported 10 years earlier. Alberta is well positioned
to become a major international financial centre, particularly with respect
to investment funds for international energy developments.

The small business sector in Canada generates 42 per cent of all business
employment and 80 per cent of all innovations, The vitality of the small
business sector in Alberta has supported and has been supported by the
primary resource sectors. A major proportion of Alberta industries,
especially in the construction, retail and service sectors, have annual sales
of less than 82 million. Small and medium-sized firms are key elements in
carrying out innovative practices that lead to growth and job creation.

Many areas of economic opportunity in Alberta, such as the oil sands,
forestry and hydro-clectric development, are located in relatively remote
northern areas of the province. Native peoples must be given an
opportunity to share in the benefits of economic activity occorring in
their respective communities, The establishment of the Alberta Native
Venture Capital Corporation and the Business Assistance for Native
Albertans Corporation is designed to promote Native economic
development. The Native Venture Capital Corporation provides equity
investments to Native businesses meeting established economic criteria.
The Corporation complements the activities of the Business Assistance
for Native Albertans Corporation which is designed to provide Native
peoples with business advice.

Alberta’s geographic location has provided an opportunity for the
province to serve 4s 2 major supplier of goods and services to the north.
This role can be enhanced and expanded, to the mutual advantage of
Albertans and northerners, through the application of private sector
expertise and technology as resource exploration and development
proceeds in Yukon and Northwest Territories. The increasing contact
between Albertans and the peoples of Yukon and Northwest Territoties
has led to a greater awareness of and support for the aspirations of our
northern neighbours,

Tools of Economic Development

Investment has played a crucial role in Alberta’s economic growth.
Insufficient domestic investment capital has resulted in the need to
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attract investment from foreign sources. Foreign capital fostered an
agricultural export economy in the first part of the century and allowed
for the rapid development of the petroleum industry following the
second World War. Many of Alberta’s future development prospects —
oil sands, coal mining, petrochemicals, high technology — are capital
intensive. New investment capital from both domestic and foreign
sources will be necessary, This will only be possible if foreign investors
are welcomed, and if a domestic economic climate exists which
encourages investment by Canadians in Canada.

Transportation is a major factor affecting Canada’s ability to market its
goods and, as such, it is essential that the Government of Canada fulfifl
its obligations to improve the transpostation system. Transportation has
been and continues to be a primary influence in the realization of
Canada’s economic potential, and it affects Canada’s international
competitiveness. In Alberta, an extensive intraprovincial transportation
network has been developed. However, the lack of an cfficient and
competitive interprovincial transportation system remains a serious
impediment to economic growth, Shippers of non-liquid bulk
commodities have no alternative to the rail system and do not receive
the benefits of market forces. Pricing policies have led to freight rate
anomalies which have created market distortions and barriers to
economic diversificatiosn.

Efforts must be made to reduce the transportation cost component and
provide sufficient capacity for increased exports if Canada is to be
internationally competitive. For iis part, Alberta has contributed to the
expansion of the transportation system’s capacity through the purchase
of 1,000 grain hopper cars and three intand grain terminals, and has
provided financjal assistance to west coast port developments.

Canada's future economic develcpment will depend in part on an
appropriate coordination of basic and applied research and the timely
adoption of new technologies by industry. This is 4 major chalicnge
facing Canada. Our competitive position will be influenced by how well
and how fast our industries can adopt new technologies and how
successful we are in marketing technological expertise.

New technologies are often developed by individual inventors and
entrepreneurs, or result from numerous day-to-day changes made in the
production process. Recognizing the important role of technology,
Alberta has supported research and development efforts, including
innovation and commercialization of new ideas, both through its
academic institutions and in joint operations with industry. Major
initiatives have included a $186.4 million commitment to the Alberta Oil
Sands Technology and Rescarch Authority, research expenditures of

$27.7 million in 1981-82 by the Alberta Research Council, a $200 million

loan to Vencap Equities Limited, the $300 million Alberta Heritage



Foundation for Medical Research Endowment Fund, and $17.5 million to
the Farming for the Future programme. In addition, $28 million has been
spent on the establishment of the Alberta Environmental Centre in
Vegreville to assist research in this important area.

Alberta’s Trade Initiatives and Prospects

Recognizing the importance of trade to the province’s future prospects,
the Alberta government has been active in international trade and
investment promotion. The Premier of Alberta has led a number of major
economic missions to Japan (1972), Europe (1975), the Soviet Uniogn and
Middie East (1977), and Japan, China and Hong Kong (1983). These
ctforts have been complemented by the expansion of trade development
programmes and resources in the departments of Agriculture and
Economic Development. Specific initiatives that the Government of
Alberta has taken include the following:

- In 1979, Alberta appointed the first minister in Canada specifically
responsible for international trade. This initiative has allowed high
level promotion of Alberta’s trade interests and has been of significant
assistance to the Alberta business community;

- The province has expanded its network of foreign offices to cover
major commercial centres of the world to gather information, to
represent Alberta’s interests and to assist private sector initiatives;

- Another initiative unique in Canada is the establishment of special
affiliations between Alberta and provinces in Japan, Korea and China.
Friendship and cooperation agreements with Hokkaido, Gangweon
and Heilongjiang have facilitated the promotion of improved relations
through cultural, sport and educational exchanges, and have
contributed to expanded commercial activities. They provide a
window from which Alberta increases its awareness and understanding
about the respective regions and market prospects,

Alberta’s export prospects hold considerable promise. The past decade
has seen a broadening of Alberta’s secondary manufacturing base and the
establishment of modern, efficient manufacturing industries, especiaily in
such areas as the supply of products to the energy resource sector, in
further processing of our agricultural products and other natural
resources, and in high technology industries. Alberta also has developed a
comparative advantage in livestock and the production of grains,
oilseeds, meat and a variety of other agricultural products. Development
of Alberta’s extensive forest resources has just begun. Increasing the

international competitiveness of Alberta forest products will contribute to
further expansion of that sector.
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Canada has internationally recognized technical skills and talents which
allow it to be competitive in many areas. In Alberta, services are
becoming an important new sector in Alberta’s export trade. These
services include management and engineering, heavy oil technology, sour
gas processing, deep well drilling and synthetic oil facilities. Alberta
competes internationally in certain advanced technology industries such
as health care products, all-purpose vehicles and petrocheinical plants.
The introduction of new technologies in food processing, cold climate
materials, equipment manufacture, and the energy fields will contribute
to the strengthening and diversification of Alberta’s exports.

Alberta’s BEconomic Potential within Canada:
Objectives and Policies

066

Following are the economic development and trade policies which will
be required if Canada is to achieve its economic potential.

¢ Maintain an Environment Conducive to Invesinnent

The development of Canada’s economic potential will require
substantial amounts of investment capital from both domestic and
foreign sources. In order to attract the necessary capital, investors
must be assured that risks will be appropriately rewarded and that the
rules of the game will not be arbitrarily changed. An economic climate
which encourages the private sector to provide the required
investment must be restored.

Unfortunately, the attractiveness of Canada as 4 location for foreign
investment has been damaged in recent years by the National Energy
Program and the Foreign Investment Review Agency. An impression.
has been left that Capada does not welcome foreign investment. This
impression must be altered. While some changes have been evident
recently in the performance of the Foreign Investment Review Agency,
they need to go further. The federal government must support the
efforts which Alberta and other provinces have made to reassure
foreign investors.
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Both Alberta and Canada must continue to press for greater access to
international markets for our producers by working toward the
reduction and elimination of trade distorting tariff and non-tariff
barriers, as well as increasing direct overseas contacts. In particular,
the federal government should vigorously pursue work plans in the
General Agreement on Tariffs and Trade which lead to the elimination
of barriers to trade in agricultural, petrochemical and forest products,
and service exports.

The Government of Alberta supports a multitateral approach to trade
negotiations designed to reduce bastiers to trade through participation
in such instituiions as the General Agreement on Tariffs and Trade, the
Organization of Bconomic Cooperation and Development, the
International Monetary Fund, the World Bank, and other international
bodies dealing directly with trade issnes, Efforts made through these
institutions aid in the development of both international codes of
conduct for trade and dispute setttement procedures that help to
minimize trade distorting actions and the problems associated with
trade disagreements. Multifateral trade arrangements help ensure
fairness among all trading nations.

While Alberta is comupitied to expanding trade through multilateral
forums, it also is recognized that immediate opportunities can and
should be pursued on 2 bilateral basis. Bilateral trading arrangements,
perhaps focussing on particular priority sectors — such as
petrochemicals — should be considered. The United States has
indicated a willingness to review sectoral trade arrangements and
Canada must take advantage of this opportunity to expand access (0
that tnarket.

Develop Effective Trade Promotion Instruments

Trade promotion efforts, especially expanded export marketing
activities and adequate export financing capabilities, are integral to the
expansion and development of markets for Canadian and Alberta
goods. The subsidization of export financing by foreign governiments
has presented an important competitive challenge to Canada in both
traditional and new markets. The Government of Canada must meet
this challenge to ensure that Canada’s market share in particular
countries, as well as its world market share, are not further eroded.
However, the Government of Alberta believes that such subsidies must
be gradually reduced and ultimately eliminated worldwide.

The Alberta government's trade development efforts have been central
to the tremendous increase in exports experienced since the late
seventies. Close consultation is maintained with the private sector to
ensure that provincial export programmes and other assistance are
appropriate to the needs of the export community.



Potentially important impediments to trade promotion exist in federaf
legislation. Among the more significant is the Combines Investigation
Act. Modification of this legislation is required to ensure that

businesses wishing to form export consortia are permitted to do so
without legal repercussions.

Expane Provincial Participation in International Trade
Discussions

Etforts should be made to expand provincial participation (as observers
or full delegates) as members of Canadian delegations to international
discussions, particularly the General Agreement on Tariffs and Trade
negotiations, the International Energy Agency, and certain important
bilateral consultations. Alberta has long advocated increased provincial
involvement in international discussions, especially those where there
could be a divect and significant impact on specific provinces or
industrial sectors. The province has called for provincial representation
on Capadian delegations to General Agreement on Tariffs and Trade
discussions and in numerous bilateral discussions, such as those with
the Buropean Community, the Soviet Union and Japan. Annual
Premiers’ Conferences in the past have called for joint federal-
provincial cooperation in developing and improving Canada’s relations
with the United States and have indicated that provinces should be

involved in General Agreement on Tariffs and Trade ministerial
conferences,

Improve the Transportation System

An cffective interprovincial transportation system is vital to successful
trade and economic development policies in Canada. Alberta is located
farther from tidewater, without direct water access, than most of its
world competitors, In order for Alberta to compete effectively, the
province requires the most cost-efficient and productive transportation
system possible, not only for the province’s grain producers but also
for forestry, coal, petrochemical, and other exporters,

An efficient transportation system must be based on competition
among various transportation modes. Producers need to be able to
exercise choice as to which mode of transportation suits their needs.
As well, competitive rates for shippers would contribute to the
competitiveness of Canadian products abroad. National policies must

recognize that transportation is an essential instrument for economic
development.
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» Encourage Innovation and Adoption of New Technologies

The importance of science and technology in enhancing Canada’s
productivity and improving Canada’s competitivencss internationally
must be recognized. Research and development by themselves have
little economic benefit. Their results have to be put in practice or
commercialized in order for society to reap significant benefits.
Therefore, encouragement of research and development is mecessary
but not sufficient — we must ensure that the adoption of new
technology is not only encouraged but is, on balance, successful. While
leadership in applied research and product innovation must rest with
the private sector, governments can play an important iole as catalysts
in ensuring that Canada maintains the necessary capacity to engage in
research, and to develop and adopt the new technologies which will
be needed to maintain international competitiveness.

Government funding to universities and research councils needs 1o be
maintained. It is importan: that efforts continue to epsure that publicly
funded research results are shared with and adopted by industry on 4
timely basis. For instance, the Alberta Research Council and the Alberta
0il Sands Technology Research Authority have, in comjunciion with
the private sector, supported the development and adaptation of the
necessary technologies and expertise io increase efficient extraction of
energy from Alberta’s massive energy resources, such as the oil sands.
Alberta has a distinct international comparative advantage in this field.
Research and development in Alberta’s resource extraction industries
can lead to new activities through the marketing of expertise and
technology to other resource areas both in Canada and abroad.

Governments also can encourage innovation and research in the
private sector by providing a tax system and aa economic
environment which provide incentives and rewards to those
companies and individuals who are incureing risks through innovation.
The recent establishment of Alta-Can Telecom Jnc. and Vencap
Equities Alberta Limited, and entities such as the Alberta Opportunity
Company, provide financing for many of the firms who might
otherwise lack the capital to undertake these activities.

» Provide Appropriate Education and Job Retraining Programmes

All Canadians must be given the opportunity to learn new technical
skills inn order to compete in dynamic world markets, Education and
job retraining programmes will have to be designed to keep pace with
the expected rapid technological developments of the future. Major
changes in mandatory core content in our basic educational system



may be required. Educational goals and activities must be coordinated
with other public and private agencies to ensure systematic
development through communication and application of knowledge
and innovation.

Encourage Small Business

Canada’s small business sector is one of its greatest strengths. Small
business has the ability to adapt quickly in response to changing
market conditions. Experience has shown that many of the jobs
created and innovations developed within the private sector have
come from the activities of small business and individual
catrepreneurs. Government policy makers — both federal and
provincial — must be sensitive to the role and needs of small
business, creating an atmosphere where the entrepreneur can be
successful. The burden of taxation and regulation must not become
too heavy for the small entrepreneur to bear. Initiatives in financing,
technical assistance for product innovation and invention, and

international marketing assistance must also be oriented to the small
business community.

Promote Tourism and Recreational Development

The potential for tourism and recreational development in Canada is
significant. In Alberta, the development of the eastern slopes of the
Rockies is important to the expansion of this sector. National
passenger rail transportation and parks policies will impact on the
realization of Alberta’s tourism and recreation potential.
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Canada’s and Alberta’s international competitiveness rests on a domestic
policy of building on our natural strengths and developing new oncs. As
a province, Alberta’s rich natural resources and the existence of an
educated, talented populace forms a strong foundation for economic
development strategies.

This foundation will be strengthened and reinforced with concerted
federal-provincial efforts to enhance Canada’s international
competitiveness and to develop trade policies that strengthen and expand
our share of international markets. This will require all of the following:

- government-private sector cooperation in locating and targeting new
international markets;

- efforis to reduce tariff and non-tariff protectionist barriers;

- speedy adoption of new technological developments;

- encouragement of corporate export consortia;

- adjustment policies designed to encourage structural adjustments in
internationally uncompetitive industries;

- an efficient transportation system to move products both within
Canada and to foreign destinations;

- increased productivity of both business and labour;
- development of a climate of confidence to encourage investment; and
- greater provincial involvement in international trade organizations.

Fach region of Canada has strengths upon which it can build. Some
shifting of the population base is inevitable due to the changing structure
of the Canadian economy. However, Canada as a nation will be stronger,
more competitive and efficient, in a system that respects the diversity of
Canada and allows each province to realize its full potential. A more
efficient and internationally competitive Canada is in the interest of all
Canadians.
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A second theme has been to revitalize intergovernmental relations.
Shared constitutional responsibilities, the potential impact of one
government’s economic policies on another’s, new areas of
responsibility, and imbalances between the constitutional responsibilities
and fiscal capacity of the provinces characterize Canada’s interdependent
federal system. Addressing the problem of interdependence requires a
commitment to the consultative process and renewed efforts to
coordinate policies. These measures would contribute to a spirit of
mutual trust and a renewal of cooperative federalism. In this regard, it is
important that provinces participate fully in the formulation and
implementation of Canadian economic policies affecting them. By
managing intergovernmental relations in ways which reduce unnecessary
and excessive intergovernmental tensions, governments can provide a
more positive climate for private sector activities.

Canada must remain a federal state. To make our federal system operate
more effectively, certain significant changes must be made to our basic
institutions to ensure that they more accurately reflect the federal nature
of Canada. These changes, together with a firm commitment to make the
intergovernmental process work, will enable the federal system to be
mote responsive to the economic and social needs of Canadians.

A third theme has addressed the challenges posed by an increasingly
competitive international environment. Canada is a trading nation,
dependent on its capacity to export resources, goods and services. At the
same time, Canada’s economic development depends on a significant and
continuous flow of international investment. In meeting the conditions
of the changing international environment there is much that the
governments of Canada can do to maximize economic opportunities. It is
imperative that Canadian policies and Canadian industries not be stagnant
but be flexible enough to take advantage of evolving opportunities. With
nearly 30 per cent of our Gross National Product dependent upon
international trade, Canada cannot insulate itself from the outside world,
We must be prepared to undertake the adjustment necessary to remain —
or to become — competitive in the international market place,
Government policies must encourage structural adjustments in those
industries which cannot now compete in the international arena.

Canada cannot afford to build protectionist barriers designed to preserve
declining industries. The Canadian economy must remain open, and must
seck out and accept the development of new technologies, new
processes, and new systems which can improve the competitiveness and
long-term viability of our industries. Canada’s future prospects also will
depend on our ability to develop and adopt new technologies, and to
attract new developments and new investments from external sources.
The economic environment in Canada must be receptive to international
investment and technological advances so essential to the diversification
and expansion of the Canadian economy.
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A fourth theme has been that of building on Canada’s natural resource
strengths and human talents. Each province offers a different mix of
econotmic opportunities. One of the primary factors in ensuring the
development of the slow growth regions is to promote economic
expansion in all regions. Regional economic development initiatives in
slow growth areas must not impede the development of economic
opportunities in other parts of the country.

Some of the challenges Canada must address are externally imposed, such

as trade related issues. Governments must not work at cross purposes

with one another, and must complement private sector activity, to secure

the advantages of future trade and investment in an increasingly
competitive international environment. A positive environment,
characterized by predictability and stability, would enhance the private
sector’s capability to achieve Canada’s economic potential. In their
intergovernmental relations, governments can contribute to this positive
environment by working together in an atmosphere of mntual trost.

Canada’s strength lies in the diversity of its provinces and regions, and
the talents of its people. By working together as partners, and by
building upon these strengths, we can each contribute to Canada’s
economic well-being. Albertans — indeed, all Canadians — are endowed
with the spirit to meet the competitive chailenges of the future.




