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to that which Mr. Carter recommended. While
the many pages of this bill contain complicat-
ed taxation proposals which one may or may
not agree move in a proper direction, on this
particular aspect of the bill there can be no
question but that the government of Canada
has shown callous indifference to the position
of the ordinary wage earner, has firmly
turned its back on moving in the gdirection of
removing the inequities in the present Income
Tax Act, and has set its course to make taxa-
tion sweeter for the wealthy, the powerful
and the great multi-million dollar corpora-
tions which seems to dominate our economy
s0 much today.

The minister talked about payments to the
provinces in the fleld of social measures. On
the other hand, every so often there are
statements by the Prime Minister and various
other sources within the government suggest-
ing that they intend to withdraw from par-
ticipation with the provinces in carrying on
such programs as medicare. Before this
debate is concluded would the Minister of
Finance like {o tell us whether, if they with-
draw from medicare, they will remove this
tax? Would the Minister of Finance like to
tell us whether, if they withdraw from that
program, they are prepared to eliminate the
tax inequities borne by those who derive
their incomes from wages and salaries? Cer-
tainly he gives very little indication that he is
even concerned about or recognizes that
inequity exists when he tries, as he did, to
get me to agree that somehow or other the
purpose of this proposal is to meet a rising
level of payments to the provinces.

We in this part of the house do not intend
to be fooled by that kind of talk. We intend
to do our part in the discussion of this mea-
sure to try to defeat it but at least to make
the government of Canada aware that we
oppose it and make the people of Canada
aware of the fact that the Prime Minister,
who tfalks about a just society, is moving in
the opposite direction in these tax proposals
which he has allowed the Minister of Finance
to bring in. Mr. Speaker, may I call it six
o’clock?

The Acting Speaker (Mr. Béchard): Is the
house ready for the question?

Mr. Knowles (Winnipeg North Centre): Six
o’clock,

The Acting Speaker (Mr. Béchard): It being
six o’clock I do now leave the chair until
eight o’clock.

At six o’clock the house took recess.
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The house resumed at 8 p.m.

THE BUDGET

ANNUAL FINANCIAL STATEMENT OF THE
MINISTER - OF FINANCE

Hon.
moved:

That this house approves in general the budgetary
policy of the government.

He said:

E. J. Benson (Minister of Finance)

Mr. Speaker:

When I presented my first budget to this
House last October, I suggested that we had
to ensure a sound economic and financial base
from which the country might move forward
through a new period of growth and social
progress. From the review which I shall give
tonight, I think it will be evident that we are
well launched upon this course. The hard
decisions taken seven months ago, regarding
both expenditure control and difficult tax
measures, are now paying off. As a result,
after a lengthy period of difficulty, we are
now getting a firmer grip upon the national
finances and bringing them under more effec-
tive control.

It will be recalled that last October I had to
submit a revised fiscal statement for 1968-69,
taking particular account of substantial
increases in expenditure which could not be
avoided. While budget balance was a desira-
ble goal, Iffelt at that time that drastic at-
tempts to raise the necessary revenues over a
short period would disrupt the whole Canadi-
an economy, and it was therefore preferable
to plan for budget balance in 1969-70. Tonight
I am able to confirm that we now expect not
only to meet but to surpass our target.

Nevertheless, it is also apparent that
developments in the economy will not let us
be complacent. Rather, the vigor of the cur-
rent economic expansion and the persistence
of strong inflationary tides necessitate a re-
assessment of our position. They lead in turn
to further important decisions on the course
of fiscal policy for the period ahead.

Out-turn for Fiscal 1968-69
1 turn first to a brief review of the back-
ground in fiscal 1968-69. Both the economic

setting and the financial results of the past
year have been described in detail in the
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Budget Papers tabled last Tuesday. The main
highiights were the emergence of a strong
upswing in the economy, a faster increase in
revenuecs than had been anticipated, and some
results from rigorous control over expendi-
ture. Consequently, the actual budgetary defi-
cit was not only substantially reduced from
the previous fiscal year, but it was also
brought down by $109 million below the level
foreseen in the October budget.

The preliminary figures also show that
while total expenditures rose by some 9 per
cent, half of this increase was accounted for
by larger payments to the provinces. These
payments, both in the form of unconditional
fiscal transfers and in grants for shared-cost
programs in health, welfare and education,
rose by over $450 million, an increase of some
27 per cent. Additional public debt charges
accounted for a further $178 million. The
increase for all other fedewal programs and
services provided through the budget was
held down to less than 4 per cent, less than
the rate of increase in pay and prices in the
country as a whole. Despite all that has been
said to the contrary, I believe that this result
provides clear evidence of the success of our
efforts to limit expenditures and cut back
wherever there has been scope to do so.

e (8:10 p.m.)

In October I estimated that our net extra-
budgetary cash requirements during the fiscal
year 1968-69, apart from the financing of our
exchange reserves, would be about $600 mil-
lion. This took into account loans for housing,
farm credit, power projects, etc. as well as
the requirements of our crown corporations
for their investment programs. In fact these
loans and investments turned out to be some-
what less than I anticipated in October. As a
result the net requirements for all extra-
budgetary purposes other than exchange trans-
actions, and one unforeseen extra-budgetary
receipt which I shall mention, are now
estimated to have totalled approximately $380
million. The special item to which I referred
was the amount charged to last year’s expend-
itures for delayed retroactive wage payments
of $111 million. The cash was not paid out
in the last fiscal year but was credited as
noted in the White Paper to a liability
account in a manner to offset the expenditure
item and reflect the fact that no cash dis-
bursement was made. In addition we did
have requirements between October and
March 31st to finance foreign exchange trans-
actions. These and the salaries adjustment

[Mr. Benson.]
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item offset roughly any reductions made in
our loans and advances.

A summary of budgetary and non-budge-
tary transactions and the changes in our cash
position in the fiscal year 1968-69 is set out in
Table 1 of Part II of the White Paper on page
164. Overall cash requirements of approxi-
mately $1.9 billion were financed mainly by
an increase of approximately $1.5 billion in
unmatured debt outstanding, inclusive of
foreign loans obtained last May to add to our
exchange reserves. The remainder -of our
requirements were financed by drawing down
our bank balances by about $400 million,
leaving them on March 31st last at about $600
million.

Economic Trend and Prospect

As for the state of the economy, one of the
most important highlights detailed in the
Budget Papers was the gathering momentum
of activity toward the end of 1968, and the
carrying forward of a strong advance into the
current year. All elements of demand-—con-
sumer expenditure, capital investment, exports
and total public spending—have contribut-
ed to the acceleration. Real production has
turned strongly upward and unemployment,
which reached a high point of 5 per cent in
the middle of last year, has since declined.
There have also been a number of important
developments in our trade, the balance of
international payments, and our foreign
exchange position, especially in regard to
arrangements with the United States. These
have been set cut in the Budget Papers, and
it will not be necessary for me to review
them in speaking this evening.

Looking forward at this time to the balance
of the present year, we can now expect a
growth rate stronger than in 1968 and consid-
erably stronger than we anticipated last Octo-
ber. With a gain in employment of about 4
per cent, an advance in real output of better
than 5 per cent, and assuming an increase in
prices about the same as last year, the gross
national product is likely to rise by 9 per
cent.

This strong expansion is of course welcome,
but the main problem is obvious. Although
the rate of increase in the price index of the
gross national product as a whole has subsid-
ed from its peak in 1966, the persistent year-
to-year rise in prices and costs is unaccepta-
bly high. Further, the very strength of the
current expansion clearly aggravates the
threat of intensified inflationary pressure,
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with all of its attendant evils. I emphasized
this dangerous prospect last October. In opt-
ing for a policy of fiscal restraint, I spoke at
some length about the serious and damaging
effects caused by a rapid rise in prices and
costs on the scale experienced in recent years.
Most of these damaging effects—the injustices
visited upon the poorest and weakest groups
in our society, the undermining of the pro-
ductive market system, the erosion of our
ability to compete abroad, the disruption of
the essential flow of savings and investment
through the capital markets—have been pain-
fully evident to us all. There can be no ques-
tion that the number one priority in economic
policy today must be to deploy all available
forces—public and private—more aggressive-
ly than ever in the battle against inflation in
Canada.

In recent months the influence of interna-
tional price trends upon our domestic price
performance has become increasingly impor-
tant. Hon. members need not be reminded of
the key role played by prices in our external
trade and of the importance of remaining
competitive with other countries. With exports
of some $17 billion, equal to one-quarter of
our gross national product, Canada, of course,
is one of the world’s great trading nations.
We all know that we must not let our prices
advance more rapidly than those of other
countries. At the same time, we also have to
recognize that our vast economic and financial
relationships with the rest of the world lead
to the spreading of price movements from
country to country. We cannot hope to insu-
late  ourselves completely from these
influences.

Over the past year, however, the problem
of price inflation has been of concern not only
to Canadians, but to most of the countries
with whom we trade. In the United States,
price increases have recently been running
higher than those in Canada and strong mea-
sures have been adopted there to contain the
problem, with difficult consequences for our
capital markets. Among other major trading
nations, Britain, France and Japan are
encountering an advance in prices higher
than the rise being experienced in this coun-
try. In Germany and Italy, the only two
major economies where price increases are
lower than those in Canada, it is expected
that the rate of price inflation will be more
severe in the present year than last year,

Looked at from this perspective, it is not
surprising that we have found it so difficult in
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Canada to make progress in checking price
increases as effectively as we would have
hoped. Nevertheless we cannot afford to relax
our efforts. Major steps are under way on a
worldwide basis to reduce inflationary pres-
sures. In the United States especially it is
widely anticipated that the restrictive fiscal
policy and, in particular, the tough monetary
policy now being followed will begin to take
hold and slow the rate of price advance sig-
nificantly before the end of the year. The
success of other countries’ policies will help
us in our own efforts. At the same time it
makes the successful achievement of a better
price performance here in Canada even more
urgent and compelling, I believe.

e (8:20 p.m.)

In this regard, I am confident that the
establishment of the Price and Incomes Com-
mission recently announced by my colleague,
the Minister of Consumer and Corporate
Affairs, represents an important step forward.
In too many cases not enough is known as to
why the prices we have to pay have risen.
Still less is known as to what can be done
about the problem, fairly and effectively, in a
free market economy which we have in this
country. Adding to our understanding and
knowledge is the task of the Commission, and
in carrying out that task it is bound to point
in the direction of relevant and acceptable
solutions. It will, I am sure, help all of us to
recognize and adjust to the inescapable fact
that we cannot expect unrealistic gains in our
incomes year after year.

»

There have been suggestions that because
the Commission is not empowered to inter-
vene in particular price and income decisions,
for example, in a price or wage increase in a
single company, it cannot exert much influ-
ence. This is a mistaken view. It fails to
recognize the procedures for referral of reports
to the Parliamentary Committee, the ar-
moury of formal and informal weapons avail-
able to governments, and the powerful thrust
of public opinion once it has been focused
upon a clearly defined issue. To argue that
the work and stimulus of the Commission will
be ineffective is to argue that Parliament,
government, and the Canadian people them-
selves are ineffective. I do not agree. I
believe, as Dr. Young, the Chairman of the
Commission, has .put it, that “those who are
betting on a high rate of price increase will
prove to be wrong”.
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Fiscal Outlook, 1969-70

I come now to the question of the fiscal
outlook for 1969-70, as revised on the basis of
the most recent information. In looking ahead
last October over a period of eighteen
months, I felt it wise to be particularly cau-
tious in budget forecasting. Revenues were put
at $11,675 million, and expenditures at $11,670
million, for a nominal surplus of $5 million.
However, the buoyancy of the economy and
the tax measures introduced in October are
now forecast to produce a year-to-year
growth of revenues, before any budget
changes to be announced tonight, of about
$1,870 million bringing them to a fiscal
year total of $12,040 million. The yield
of income taxes, both individual and
corporate, should be particularly strong,
offsetting the slower growth of other revenues
attributable to such factors as the reduction
of tariffs and the cancellation of sales taxes
on drugs and production machinery intro-
duced two years ago by my predecessor.

As for expenditures, I am still confident
that these will remain within the limit of
$11,670 million previously forecast. We will
not spend the total amount originally budget-
ed for medicare since a number of the prov-
inces will be joining in the program later
than assumed. In other shared-cost programs,
we have had excellent co-operation from the
provinces in the forecasting of their expendi-
tures and in their own efforts to contain ris-
ing costs, so that the major problems encoun-
tered last year are not likely to be repeated.
A number of small, but urgently necessary
supplementals have to be anticipated, for
example, emergency assistance to Newfound-
land fishermen, and additional sums for the
education and welfare of Indian Canadians.
Some over-runs on statutory items are also
expected, including advance payments on
farm-stored grain and interest costs on loans
for students. The largest of these, however—
about $39 million—is an increase in equaliza-
tion payments to Quebec, the Atlantic Prov-
inces and Manitoba, caused mainly by the
stronger-than-expected advance in the yields
of provincial taxes. The next largest increase
over items as originally forecast is in the cost
of servicing the public debt, because of high-
er interest rates. Taking these and other
uncertainties into account, it now appears that
total expenditures can be held to $11,650 mil-
lion, which is $20 million less than I provided
for in October.

[Mr. Benson.]
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As a result, the outlook before any budge-
tary changes to be announced tonight, is for a
substantial surplus of some $390 million. I
might note that while the federal budget was
essentially balanced in both 1964-65 and 1965-
66, under Prime Minister Pearson, the sub-
stantial surplus now foreseen will be the first
actual surplus realized since the administra-
tion of Prime Minister St. Laurent in 1956-57.

Impact of Fiscal Policy

I have given considerable thought to the
impact of this prospective surplus, not only
upon our finances but also upon the national
economy. Obviously, as I shall detail later, it
will be of great assistance in enabling us to
meet our large extra-budgetary lending pro-
grams for housing construction, farm credit,
atomic energy and Atlantic power develop-
ment, export credits and so forth. This is
mest important at a time when borrowing is
very difficult for everyone.

The size of the surplus also accentuates the
very sharp swing in the impact of fiscal poli-
cy upon the economy. Taken together with
the deficit of $566 million experienced in the
last fiscal year, the swing amounts to a total
of nearly one billion dollars, considerably
more than one per cent of the G.N.P. It can
be regarded as a very substantial budgetary
restraint upon the growth of total demand in
the economy, and provides a powerful gener-
al check upon the inflationary forces pushing
up prices and costs in the economy. A fiscal
policy of restraint, as expressed in a surplus
of this size, combined with a restrictive
monetary policy which the circumstances of
North America have made necessary, should
be an effective combination to overcome per-
sistent inflationary pressures in our Country.
An undue portion of the necessary overall re-
straint cannot be left to be accomplished only
by monetary policy in an economy where a
large, continuing flow of savings through the
capital market for both private and public
investment is of major importance. From
every point of view I am convinced that
maintaining a strong fiscal position is now
essential to check the rise in prices and
smooth the way toward more balanced and
sustained economic growth.

For these reasons I have given no consider-
ation to a reduction of taxes, attractive as
such a prospect might be. On the contrary, so
important is it not to relax the fiscal brakes
exerted by the present structure of income
taxes upon inflationary forces in the economy,
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that I have concluded they should be main-
tained in full force for the period ahead. I am
not proposing any increase in either personal
or corporate tax rates beyond their current
levels nor an increase in sales tax, but I am
proposing tonight that the personal income
tax surtax of 3 per cent on “basic tax” in
excess of $200 and the corporation income
surtax applicable for the years 1968 and 1969
should be extended until December 31, 1970.
When the White Paper on tax reform has
been discussed with the public and the prov-
inces, and examined by Parliament, and the
government decides upon the final tax
proposals which it will submit to Parliament,
it will be necessary to re-assess the need for
these surtaxes in the light of the economic
circumstances of that time. This proposed
extension of the surcharges would increase
budgetary revenues by some $25 million in
this fiscal year, and if continued throughout
the whole of 1970 would provide about $155
million next fiscal year.

® (8:30 pm.)

In making this proposal tonight, I am
mindful of the implication given last October
that these surtaxes would be allowed to ter-
minate as scheduled and that this was a fac-
tor in determining the series of tax measures
then introduced. It will be clear to everyone,
however, that the extension of the surtaxes at
this time is required for the purposes of eco-
nomic stabilization, and not for budgetary
revenues.

Tax Reform

I now expect that the White Paper on the
reform of the Income Tax, containing propos-
als I have been discussing with other Minis-
ters during recent months, will be ready some
time during the Parliamentary recess. I pro-
pose to issue it when it is ready and will send
it immediately to all members. I shall also
invite all parties in the House to have
representatives meet with me and my officials
at the time the White Paper is issued to ask
questions about it and receive explanations. I
shall also invite representatives of the provin-
cial governments, who are of course very
much interested in the proposals, to do the
same. ] think this procedure will assist
members to prepare for the consideration of
the White Paper in committee in the session
commencing in the fall, as well as to deal

with guestions they may receive during the
recess,
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Selective Anti-Inflation Measures

I have also given careful attention to the
fact that the current economic expansion is
not evenly distributed across the country.
This is reflected in rates of unemployment
and economic growth, where long-standing
differences among the regions continue to
persist. This disparity is the basic problem
now being attacked under the array of pro-
grams of the new Department of Regional
Economic Expansion. The expansion and
improvement of these programs is of course a
major commitment of the government, and
the more rapidly the House is able to pass the
legislation establishing the Department and
its new industrial incentives program, the
more rapidly the Department will be able to
get on with its very important job. In the
short-term however, the Budget Papers point
out that the rate of advance among the
regions this year is mixed, even though in-
flationary increases in prices and costs are
unfortunately widespread.

Under these conditions we have turned our
attention to measures which might be direct-
ed in a more selective way to deal with par-
ticular problems. One of these is the need to
increase the element of price competition and
efficiency in the domestic economy. In too
many cases the attitude is that cost increases,
including large wage settlements, can be
accepted because they can be easily passed on
in higher prices to the consumer. This is a
psychology which needs to be broken.

In considering this situation, we have con-
cluded that a particularly useful and effective
way ot intensifying competition would be to
put into effect immediately the remaining
tariff reductions of the Kennedy Round.

To be specific: I propose that the final rates
which were to come into effect on January 1,
1972, should come into effect as of tomorrow
morning. This means that the remaining Ken-
nedy Round tariff reductions which had not
yet been given effect are to apply immediate-
ly. The reductions should amount on average
to about three percentage points, on imports
worth about $2 billion a year.

It may be useful if I remind the House of
certain features of our XKennedy Round tariff
reductions. In that negotiation the Canadian
Government undertook to reduce tariffs on a
wide range of raw materials, on semi-
processed products, on components, and on
final manufactured and consumer goods. It
was the Government’s view then, as stated by
my predecessor, that the carefully selected
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package of tariff reductions agreed to by
Canada would, when fully implemented, con-
tribute to the overall efficiency of the Canadi-
an economy. We gain from such tariff cuts
because of the greater efficiency required to
meet keener competition; moreover, the tariff
reductions on the products of one producer
are, of course, reductions in the costs of oth-
ers. Thus, aside from the improved access to
foreign markets for Canadian producers nego-
tiated in the Kennedy Round, the moderniza-
tion and rationalization of the Canadian tariff
achieved in the Kennedy Round context
offered the prospect of reduced costs and
improved efficiency.

9418

Certain sectors of the Canadian tariff
proposals were implemented without phas-
ing—that is, they were implemented in one
step. These included the tariff reductions on
certain tropical products, the tariff reductions
on certain wood products, the tariff reduc-
tions on chemicals and plastics and, perhaps
most important of all, from the point of view
of cutting costs, the modernization of the
machinery tariff. Under the direction of the
new Machinery and Equipment Advisory
Board, Canadian industry has been able to
secure at duty-free world prices a wide varie-
ty of machinery determined by the board not
to be available from Canadian sources. This is
now having an important impact in reducing
Canadian production costs.

" The remaining group of tariff reductions
were to be staged over four years. Two-fifths
of these reductions have already been made.
In the present situation, in which there are
continuing increases in both U.S. and Canadi-
an costs and prices and a need to introduce
more competition into the Canadian economy,
the Government has concluded that the full
benefits of the Kennedy Round tariff reduc-
tions should no longer be delayed.

I recognize that some producers will feel
they are being denied the time for adjustment
to increase competition, which the phasing of
the Kennedy Round reductions would have
provided. However, I believe that in today’s
climate, when failure to counter inflation
holds its own risks for our competitive posi-
tion, more time is not necessary for our
producers to adapt themselves to these tariffs.
I am confident that the whole economy will
gain by the step we are taking.

e (8:40 p.m.)

A most important consideration before the
Government in making this proposal is that
the burden of adjustment and the pressure of

[Mr. Benson.]
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increased competition will fall mainly on
producers in the industrial centre of Canada.
It is here that inflationary pressures are great-
est. This is one of the principal reasons why
the Government has decided to propose this
measure rather than resort to any generalized
tariff or tax measure, the burden of which
might well have fallen with rather greater
weight on those areas of the country where
economic activity is still lagging behind cen-
tral industrial Canada.

These reductions should, of course, be of
importance to consumers, although the main
effect will be, I think, to reduce producers’
costs. There will be tariff reductions on
canned meat, confectionery, biscuits, cereals,
fruit juices, and some other foodstuffs. These
immediate tariff reductions should help to
keep down prices. There will be reductions
too, on a number of consumer appliances,
such as washing machines and dryers, power
lawn mowers and television sets. In the tex-
tile sector there will be reductions on knitted
fabrics and garments, and on synthetic fab-
rics. I believe the principal effect of these
reductions will be to help our garment
industry maintain its competitive position.

In the industrial sector one reduction will
be the elimination of the present thirty cents
per ton duty on coal. There will also be a
number of important reductions in the tariff
on semi-manufactured forms of non-ferrous
metals.

I am making only one exception to the
acceleration of these cuts. This will be on
shoeboard, a paper product for which the
tariff is scheduled to be reduced from 20 per
cent to 5 per cent. The full period of four
years is required for readjustment of the pro-
duction facilities of this small industry to
meet this more than usual tariff reduction.

Tourist Exemptions

I am also proposing changes to the two
existing tariff items which provide free entry
for goods brought in by Canadian residents .
returning from trips abroad. One of the tariff
items now provides for a.$25 exemption once
every four months after an absence from
Canada of not less than 48 hours. Under the
second, Canadian residents returning from a
point beyond the continental limits of North
America after an absence of not less than 14
days may claim an additional exemption up
to $75. If use is made of the second tariff item
no further claim can be made under either
tariff item for the next 12 months. These
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exemptions have been at the $25 and $75
level since 1962.

The present provisions are misunderstood
by many Canadians, including myself, return-
ing from trips abroad and I have received a
number of representations that they be
modified. This evening I am proposing
changes which will expand the current
exemptions and which should also simplify
administration. The $25 exemption after an
absence of 48 hours, which now can be used
once every four months should, I suggest, be
available on a quarterly basis, and be com-
pletely independent of the annual exemption.
There should be a $100 exemption each calen-
dar year for Canadian residents returning
from any country, including points in North
America, after an absence of 12 days. These
two exemptions would not be combined for
the same trip abroad. Since it is intended to
go to a calendar year basis, it is proposed
that these changes come into effect on Janu-
ary 1, 1970.

In addition, I am proposing that there be a
combined rate of 25 per cent for duties and
taxes on goods valued up to $100, other than
duty free goods, alcohol and tobacco, brought
in by Canadians who have been out of the
country for 48 hours and who on their return
are either not entitled to an exemption or
have purchased goods abroad in excess of
their exemption. It is also suggested there be
an exemption for those returning to Canada
after an absence of 48 hours with goods, other
than alecohol or tobacco, valued at no more
than $5, which can be used by those not
claiming the annual or quarterly exemption.

These latter provisions, which are to come
into effect on a provisional basis tomorrow,
will assist in speeding up customs procedures
for returning Canadians. They will eliminate
the need for customs officers to look up and
check the rates of duty on innumerable small
items, and the returning tourist—and he is a
tourist only because of prosperity under a
Liberal government—

Some hon. Members: Oh, oh.

Mr., Hees: You are not a good gag man;
stick to the straight stuff.

_Mr. Benson: The returning Tory tourist,
tired and broke-—

Some hon. Members: Oh oh.

Mr, Benson: —will know where he stands.
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Taken all together, the changes in the tariff
involve a loss of revenue estimated at about
$50 million for the balance of the year,
including a sales tax. This is no small loss of
fiscal pressure. But it is more than offset by
the leverage effects of the tariff cuts in reduc-
ing Canadian prices. The real impact of the
cuts will be many, many times this amount.
They will increase supplies, sharpen competi-
tion, reduce producers’ costs, and strike
directly at a wide range of prices.

Deferred Depreciation

A further measure is intended to deal in a
selective way with a particular source of infla-
tionary pressure in the economy. It is well
known that under conditions of strong
demand and expansion, the building industry
typically tends to lead the upward movement
of costs and prices. This year the survey of
capital investment intentions indicates that
the rise in new capital investment will be 9
per cent, with a high degree of concentration
in Ontario where the forecast is for a gain of
13.7 per cent. In the longer-term, this invest-
ment is essential to provide expanded
employment and productive capacity, but
under present circumstances rapid changes
add to current inflationary pressure, especially
when they are highly localized. I have consid-
ered this problem at length and have con-
cluded that a modest degree of restraint on
some kinds of building would be appropriate.

I therefore propose that depreciation, or
capital cost allowances, for tax purposes
should be deferred for a period of two years
on commercial buildings put in place up to
the end”f 1970. This would not apply to any
form of housing, industrial building, utilities,
or public institutions. Commercial building
includes buildings for wholesale and retail
trade and services, office structures, banks,
financial institutions, and other commercial
facilities such as hotels, theatres and service
stations. Having in mind the disparity of
regional conditions, however, this measure
will not apply in those provinces where
unemployment remains relatively high or
where employment growth has been slower
than the national average. Building in rural
areas and in smaller towns and cities, which
bear the effects of inflationary pressures but
scarcely contribute to them, will also be total-
ly exempt. The cut-off point will be a popula-
tion size of 50,000 as recorded in the last
census, and the boundaries of the areas affec-
ted will also be those defined in the 1966
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census. The measure, therefore, will apply to
major urban centres and census metropolitan
areas in  Ontario, Alberta and British
Columbia. In these urban concentrations in
aggregate, commercial building construction
this year appeared likely to rise by more than
25 per cent, and total building construction
by more than 10 per cent.

Some holding back of commercial building
in these centres will therefore ease the pres-
sure of demand upon construction supplies
and resources. It should help to divert more
funds and resources to essential housing,
schools, and municipal works, and to the
industrial plants and factories needed to pro-
duce the increasing flow of goods and com-
modities which remain the basis of our pros-
perity. The beneficial effects of this action
will also spread to all parts of the country. At
the same time it is the intention of the gov-
ernment so far as possible to defer major new
construction for its purposes in the same
areas.

Earlier experience with the deferral of
capital cost allowance suggests that this kind
of procedure can be effective and minimize
the problems of taxpayer compliance. The
action will not be retroactive, since projects
for which a firm commitment has been made
will be exempt. The urban areas in which it
applies, as I have indicated, will be clear, as
will the definition of commercial building. In
the case of multi-purpose projects, the
regulations will provide a clear and relatively
simple method of pro-rating the floor-space
involved. I am also confident that the mea-
sure will lead to some postponement of com-
mercial construction, since the financial effect
of deferred depreciation of two years is sub-
stantial. This fact will not escape the notice of
the lending institutions.

(8:50 p.m.)

In making this proposal, I do not believe
the construction industry as a whole, or its
labour force, will be seriously affected. Nor
do I suggest that commercial building is not
important in the longer-run growth of our
economy. It is clearly necessary for the wide
range of services which account for an
increasing proportion of our consumption and
total employment. My main thought, howev-
er, is that when the demand for capital and
resources is unduly high in particular areas,
it makes sense to postpone those things which
are less urgent to ensure the successful
accomplishment of more important needs. If
there is going to be overcrowding, it is better
that it take place in stores, offices and banks
than in homes and factories.

[(Mr. Benson.]
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With respect to a different matter entirely,
I should also announce that I propose to
extend the provisions of the Income Tax Act
relating to the two-year write-off of the cost
incurred by firms in the installation of water
pollution control equipment. These provisions
expire at the end of this year and I suggest
that they be extended until the end of 1970,

User Charges and Airport Costs

A further measure of budgetary signifi-
cance arises out of a general policy to ask
those who benefit directly from services or
facilities provided by the government to pay
charges more in line with the direct costs
involved. We already obtain about $200 mil-
lion per annum from such user charges of
various kinds, apart from postal charges but
including rents for government property. In

,Some cases these charges have not been

recently revised to reflect current levels of
costs or values of services, and we are carry-
ing out a systematic review and revision of
these charges. We shall probably introduce
some new charges as well. In almost all cases
this action can be taken under existing legis-
lation. There is one important field, however,
where legislation will be required to impose
what will in effect be a tax. This relates to air
transport.

It is well known that our expenditures on
the construction, equipment, operation and
maintenance of airports and other air trans-
port facilities are now very large. In the
last fiscal year they are estimated at $73 mil-
lion. The revenue we obtain from user
charges, rents, etc. of one kind and another
related to airports and air transport facilities.
is far less—only about $41 million currently.
In the general review I have mentioned, the.
Minister of Transport and the Treasury
Board will be working out revised charges for
various facilities and services. We have decid-
ed, however, on one measure which we believe
should be enacted by Parliament as soon as
possible to assist in providing more revenue
in this field. We shall wish to consult the air
carriers about detailed problems of defining
and administering a measure of this kind
before putting it forward to the House.
Therefore tonight I am simply announcing
the main lines of what we intend.

We propose that a charge, a tax, be levied
on the price of tickets or other charges (such
as charter hire) made by air carriers for car-
rying passengers in or from Canada on trips
commencing with a date to be specified in the
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legislation. We have worked out a tentative
plan for such charges which we believe would
yield revenues of about $20 million a year.
The actual amount to be collected in this
fiscal year will depend of course on how soon
the proposal can be put into effect after the
necessary consultations on details.

Further Tariff Amendments

I should also draw attention at this point to
certain further amendments to the Tariff
which relate to recent reports of the Tariff
Board. The first of these reports dealt with
machinery, apparatus and printing plates for
the printing and allied industries. The
proposed schedule of tariff items will result
in a significant simplification of the existing
tariff provisions. for this equipment. The
Tariff Board recommended continued duty-
free entry for most of the printing equipment
which is new free of duty and removal of the
duty on a considerable range of other equip-
ment. Although the Board recommended
some increases in rates of duty, the net effect
of the new schedule will be to reduce the
amount of duties payable by the printing and
allied industries.

The second report covered precision in-
struments and apparatus used in engineering,
surveying, prospecting, drafting and metal-
working. Most of these instruments and
apparatus are not made in Canada. The
revised tariff items represent a modernization
and expansion of the scope of the existing
items for this equipment. There are also some
reductions in duty including a reduction from
9 per cent to 5 per cent M.F.N. on engineers’,
surveyors’, and draftsmen’s instruments and
apparatus.

In the third report the Tariff Board dealt
with the principle of providing duty free
entry for certain goods because they are for
religious, educational, scientific, literary or
artistie purposes, or for the benefit of afflicted
or handicapped persons or for use in minister-
ing to such persons. The schedule I am tabling
this evening will continue, consolidate and
clarify provisions which now exist for the
free entry of goods for the purposes I have
just mentioned. It also adds certain specified
goods to the list of articles which now come
in free of duty when for use by afflicted or
handicapped persons. There is also some
broadening of the duty free entry privileges
for hospitals.

DEBATES
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Effect of Budget Changes

The several proposals I have outlined will
leave the total revenue position for the cur-
rent fiscal year changed by only a very small
percentage. Taken together, I estimate their
net effect to be a reduction in revenues of
about $10-15 million, The really significant
change, however, is that there is a shift in
the overall impact of the budget to ensure
that it will be as effective as possible in its
restraint upon price and cost increases, espe-
cially in areas where they are more prevalent.

A further budgetary provision will also be
appropriate under present circumstances. The
final accounting for Expo 67 has now been
carried out, and arrangements made for the
settlement of the operating deficits incurred
by the Expo Corporation, which Parliament
will be asked to approve by legislation. The
federal share of this deficit amounts to about
$125 million, and I propose that this amount
be written off completely as a budgetary
charge during the current fiscal year.

9421

Some hon. Members: Shame!

An hon. The last of the big
spenders!

Member:

Mr. Benson: In answer to my hon. friend, I
should say the money was long ago spent. It
is a matter of writing off the deficit, and not
spending the money.

This will of course reduce the surplus on
budgetary account, but will not affect our
cash position. After the adjustment, the net
budgetary surplus now foreseen for 1969-70
thus stagnds at some $250 million.

Federal-Provincial Relations

I should like to turn now briefly to the
question of federal-provincial fiscal relations,
and to the overall position of the public sec-
tor of the economy. The problems of joint
occupancy of tax fields by the federal and
provincial governments have continued to be
the subject of vigorous debate. In our discus-
sions with the provinces during the past win-
ter, we have had to reiterate the firm view
that the federal government cannot go on
abating its taxes in order to provide painless
revenues to the provinces. We have had to
keep in mind both the rapid growth of our
own expenditure commitments and the fact
that our over-riding responsibility for stabili-
zation policy makes it necessary for us to be
able to make rapid and significant changes in
income taxes. We must always bear in mind,
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also, the fundamental principle of the respon-

sibility of governments to account to those

who elect them.

At the same time, both to minimize incon-
venience to the taxpayers and to maintain as
much consistincy, co-ordination and efficiency
in tax policy as possible, we have renewed
and widened the tax collection agreements
with nine of the provinces. Under these agree-
ments, we collect the great bulk of provin-
cial personal and corporation tax—to an
amount estimated for this year at about $1,-
500 million—at no financial cost to the prov-
inces. They in turn agree to accept the federal
definitions of taxable income, exemptions and
the basic rate structure. But they are free to
impose rates higher than the standard abate-
ment at their own discretion.

® (9:00 p.m.)

At least six of the provinces have taken
advantage of the flexibility provided in the
agreements.

We have also discussed at length in a num-
ber of forums the existing co-operative
arrangements in the major shared-cost pro-
grams for health insurance, welfare assistance
and post-secondary education. While recogniz-
ing to the full the importance of these pro-
grams, reflecting as they do a liberal social
conscience and the value of investment in
human resources, both the provinces and our-
selves cannot but be troubled by the extreme-
ly rapid growth of the expenditures involved.
We have all been attempting to find ways to
control costs and to improve the efficiency
and productivity of these services as well as
elsewhere.

As Honourable Members know, these ques-
tions were also discussed at the Constitutional
Conference in February, and steps have now
been taken toward a further formal review
under the aegis of a re-activated federal-pro-
vincial Tax Structure Committee. One of the
most important elements in these further dis-
cussions will be to determine how the arrange-
ments now in effect for co-ordination in the
income tax fields will be affected by the pro-
gram of tax reform. Obviously, I am looking
forward to the closest possible consultation
and collaboration with the provinces in this
vital regard over the months ahead.

I should add as well, Mr. Speaker, that
despite the vigour of our debate with the prov-
{Mr. Benson.]

COMMONS DEBATES

June 3, 1969

inces, I am much encouraged by the evidence
of closer consultation and co-ordination in
fiscal policy. The need for restraint and a
better balance in government budgets at all
levels was an important focus of discussion at
the economic and fiscal outlook meeting of
the Ministers of Finance and Provincial
Treasurers last December. Subsequently, with
few exceptions, the budgets brought down in
provincial legislatures in the early spring re-
flected the most strenuous efforts on the part
of the provinces to improve or maintain
budgetary balance.

As a result, it is now apparent that the
overall impact of federal and provincial
budgets upon the economy in 1969-70 will be
strongly anti-inflationary. T'o some extent this
is offset by normal capital borrowing at the
municipal level. For the government sector as
a whole, however, it now appears that a defi-
cit of about $200 million, measured on the
basis of the national economic accounts, in
calendar 1968, will be transformed into a sur-
plus of the order of $300 million this calendar
year. This is entirely apart from the revenues
and accompanying investment funds, totalling
over $1 billion in calendar 1969, made availa-
ble for provincial-municipal capital borrow-
ing through the Canada and Quebec Pension
Plans. For the federal government alone, the
change is from a revised estimated deficit in
1968-69 of about $100 million to an estimated
surplus of over $575 million in 1969-70, again
on a national accounts basis.

At this point, Mr. Speaker, I would like to
have the permission of the House to insert
two small tables in Hansard. One would indi-
cate the change in revenues, expenditures,
and surplus between the estimates of October
last and the revised estimates. The second
gives the estimated yield of the main catego-
ries of taxes in 1968-69, and before and after
tax changes in 1969-70.

I should also like to include with the Budg-
et Papers at the conclusion of this speech,
with the agreement of the House, revised ta-
bles and explanatory notes giving the budget
for 1968-69 and 1969-70 on a national econom-
ic accounts basis, and a reconciliation with
the budgetary accounts.

Mr. Speaker: Is this agreed?
Some hon, Members: Agreed.

[Editor’s Note: The tables above referred to
are as follows:]
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FORECASTS OF BUDGETARY TRANSACTIONS FOR 1969-70 1N THE OcCTOBER, 1968 BUDGET AND IN THE PRESENT BUDGET
($ million)

Present Budget

October, 1968 after
Budget Tax Changes
REVEIUES. .. ittt e e e e e e 11,675 12,025
Expenditures.......... 11,670 11,650
Expo '67 Write-off* — 125
L 1T o - 5 250
*Federal share of the deficit of the Canadian Corporation for the 1967 World Exhibition.
BubcEeTary AND OLD AGE SecURITY REVENUES
($ million)
1969-70 1969-70
Before After
196869 Tax Tax Tax
Budgetary Revenues Preliminary Changes Changes Changes
Personal inCoOme taX. . .overer o irrnnerieiiaanereanannes 3,422 4,480 420 4,500
Corporation income tax..... 2,030 2,440 + 5 2,445
Non-resident tax.........cooveviiiiineiiiiieeas 206 220 220
Estate Tax....ooiierieinennr e aaranraenceanns 112 110 110
Customs duties. .....ooviviennevniaiirene s 760 800 —47 753
Sales £aX. ettt e e e e - 1,572 1,680 -3 1,677
Other dutiesand taxes..............ccoiivienieeeonn.. 886 970 970
Total LAXES. .o\ v vt i 8,988 10,700 ~25 10,675
NOD-t8X TOVENUES. ..\ eevreveer e viirereannrreanarrnens 1,181 1,340 +10 1,350
Total budgetary revenues........ocoveveeiinenss 10, 169 12,040 -15 12,025
Old Age Securily Revenues
ersonal income taX. .. .ot ii it iien, 915 1,045 —_ 1,045
Corporation income tax, 183 225 —_ 225
Sales tax................ 522 570 — 570
Total old age security revenues,.coveveeesvaensa, 1,620 1,840 — 1,840

Mr. Benson: Mr. Speaker, I wish to turn
now to discuss our extra-budgetary require-
ments for this fiscal year and the means of
meeting them. It may be recalled that last
October I indicated that our net extra-budge-
tary requirements, apart from foreign
exchange transactions, would probably be in
the neighborhood of $600-700 million. While it
remains difficult to forecast these requirements
with precision, because they are the differ-
ences between large totals, I now forecast
these extra-budgetary requirements, exclu-
sive of any foreign exchange requirement, at
$650 million, or exactly in the middle of my
former estimate. This includes the disburse-
ment of the $111 million charged to the spe-
cial contingency vote in the previous fiscal
Year on salaries which of course has to be
taken account of this year as an extra-budge-
tary cash item. The main requirement is some-
thing over $1.3 billion for loans and advances

for hous’fng, farm credit, power projects,
crown corporation investments and many
other accounts. These in turn are offset by
substantial non-budgetary receipts.

These non-budgetary requirements for the
current year will be financed in considerable
part by the budgetary surplus which I have
forecast at $375 million, before the write-off
of the Expo deficit, which will give rise to
another non-budgetary offset. It will also be
possible to finance part of requirements by
some rundown in our cash balances, although
in view of the many contingencies to which
we are exposed I would like to end the fiscal
year with as little reduction below end bal-
ances in 1968-69 as capital market conditions
will permit. It is also my expectation that the
employment situation will be such that the
government will be selling some non-market-
able bonds to the Unemployment Insurance
Commission.
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As I have indicated, however, the $650 mil-
lion forecast for these extra-budgetary
requirements excludes any amount for
foreign exchange acquisitions. It would prob-
ably be prudent to assume that we will need
some modest amount for this purpose. On the
whole I would think that we will probably
need to raise $200 or 300 million over the
year as a whole, and more if the foreign
exchange acquisitions are substantial. Plans
are under way for a vigorous Canada Savings
Bond campaign this fall. Prior to that cam-
paign, however, it may be necessary for the
government to raise new funds temporarily
through the sale of marketable bonds or
Treasury Bills offsetting in part the redemp-
tions of Canada Savings Bonds which normal-
ly occur between campaigns.

Mr. Speaker, I think the message of this
budget should come through fairly loud and
clear. It is not simply an effort to balance our
accounts. It is certainly not calculated”to
increase the popularity of the Minister of
Finance. Rather it is intended to show that
we really mean business in the fight against
inflation. Along with other countries we face
now a truly unusual economic situation that
will put to the test the willingness and ability
of Canadians to use the modern tools of fiscal
management in guiding our economy along a
path of balanced growth and sustainable high
levels of employment. To accomplish that we
must not give way to the temptation of letting
prices go on rising with all the injustice and
destruction that will cause, and the hardships
it will cause to the people who have least
opportunity in our country. This, Mr. Speak-
er, is the real objective and impact of the
budget. For that reason I am confident that it
will commend itself to all Canadians who are
truly concerned for the real economic health
and progress of our country.

Some hon. Members: Hear, hear.

Mr. Benson: Mr. Speaker, pursuant o sec-
tion (1) of Standing Order No. 60 I wish to
lay on the Table of the House copies in
English and French of notices for ways and
means resolutions referred to in my budget
statement.

[Editor’s Note: For text of ways and means
Resolutions See Appendix A. For Budget
Papers see Appendix B.]
® (9:10 p.m.)

[Translation]

Hon. Marcel Lambert (Edmonton West):
Mr, Speaker, 254 days after the last budget
[Mr. Benson.)
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and, as already stated, three years before the
next general election, we have heard the
budget speech of the Minister of Finance (Mr.
EBenson).

This speech reminds me of an old story
which applies best of all to government
members. This fellow had had a very serious
operation. He was just coming out from
under the anesthetiec, and as he regained con-
sciousness he saw the doctor at his bedside.
Seeing that the blinds were pulled down, he
asked why and the doctors gave him this
answer: “My dear fellow, there is a big fire
across the street, and I was afraid you might
have doubts about the operation being
successful.”

{English]

This, frankly, is the story of what has been
the purpose of the budget speech. It is an old
story, says my old friend. Yes, but it fits the
situation perfectly. This budgetary speech
was drawn to, shall we say, create an illusion
in the eyes of the minister’s supporters and I
suppose the people of the country. This is
termed a budget to deal with inflation. Well,
the Budget Papers disclose what has hap-
pened to the cost of living index through all
of these years, particularly since 1963. At
page 117 of the Budget Papers there is an
indication that the minister is satisfied that
the budgetary practices of the administration
of which he and his predecessors have been a
part have been a complete fiasco. To this
extent he is right, because never in the
history of this country has there been such a
continual erosion of precisely those things the
minister wishes to protect. Honestly, Mr.
Speaker, my heart bled.

One paragraph on page 3 of the minister’s
text reads:

In opting for a policy of fiscal restraints, I spoke
at some length about the serious and damaging
effects caused by a rapid rise in prices and costs
on the scale experienced in recent years. Most of
these damaging effects—the injustices visited upon
the poorest and weakest groups in our society—

And so on. I have a note beside that para-
graph which reads, “crocodile tears”. After
all, the minister is now perhaps paying some
attention to the strictures that were imposed
upon the administration, of which he is a part,
in connection with his previous budget and
those of his predecessors. These strictures
came not only from members on this side of
the house but from all reputable financial
commentators in the country. So now, this
administration has come to the great awaken-
ing that inflation is the major problem. You



