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can be achieved, generally, by following two methods: ei-
ther by administering chimiotherapy, either through the
use of tranquilizers or by talking with the patient. Most
pecple working in this field seem ‘to prefer the latter
method, which involves personal, intense, warm com-
munication between the patient and the social worker.
Usually, hospital personnel do not have time to engage in
this kind of therapy in a large hospital.

A significant part of the staff in treatment centres
works on a voluntary basis so that salaries are not a
major cost component. This permits the hiring of large
staffs which help ensure that any person applying to
these cenires receives immediate help. Usually, people
working in these centres can deal with most bad experi-
ences with drugs by talking with the patient, which does
not seem to require very sophisticated professional train-
ing. This way, the professional staff can concentate on
more difficult cases and have more time to study specific
cases that should be referred to other institutions. These
centres therefore offer a most useful service and their

operating costs are small. The staff of mest of these

centres seem to take their responsibilities very seriously
and it is extremely useful to the community.

However, before taking decisions, we must study what
is already available in order to establish the best possible
programs. Among the services which can be considered
are the following: the Youth Centre in Montreal, the
Insight-Drug Aid in Fredericton, the Toronto Free Youth
Clinic, Digger House in Halifax, Cool Aid in Vancouver.
Those are but a few examples. Many others should be
studied, and we have the impression that our young
people should play an important role in their develop-
ment, which they will undoubtedly do.

The Acting Speaker (Mr. Honey): Order, please. The
hour appointed for the consideration of private members’
business has now expired.

[English]

Pursuant to the order made on Friday, May 28, 1971,
this sitting is suspended until 5.10 p.m. when the bells
will be rung.

At 5 p.m. the sitting was suspended.
e (5:10 p.m.)
SITTING RESUMED

The House resumed at 5.16 p.m.

THE BUDGET
FINANCIAL STATEMENT OF THE MINISTER OF FINANCE

Hon. E. J. Benson (Minister of Finance) moved:

That this House approve in general the budgetary policy of
the government.

He said: This is an important and historic occasion. It is
the birthday of the hon. member for Winnipeg North
Centre (Mr. Knowles).

' Someé hon. Members: Hear, hear!
[Mr. Isabelle.]

Mr. Benson: And it is the birthday of the hon. member
for Vancouver East (Mr. Winch).

Some hon. Members: Hear, hear!

Mr. Benson: In order to celebrate this occasion, I
should like to invite them to wear a rose as I am doing. It
is also an historic occasion in that nine years ago today
many of us were elected to Parliament. It is also the
anniversary of the battle of Waterloo—

Some hon. Members: Hear, hear!

Mr. Benson: —and the declaration of war by the
United States on Britain in 1812, It is an historic occasion
as well, Mr. Speaker, because after almost a decade of
study and public debate, we are now entering the final
phase of the most comprehensive tax reform undertaken
since the income tax system was begun in 1917. The
legislation Parliament will be asked to approve this year
will provide the framework for our income tax system
for many years to come.

e (5:20 pm.)

My budget presentation this evening will be somewhat
longer than usual. This is because it is my intention not
only to provide a broad outline of the tax reform we
propose for Canada, but to discuss the economic situation
and the fiscal policies appropriate in present circum-
stances.

The first step down the long road of tax reform was
taken in 1962 by the former Conservative government. In
response to a growing public demand for major revision
of the tax system, the government of the day appointed
the Royal Commission on Taxation, under the chairman-
ship of the late Kenneth Carter. In the spring of 1967, the
commissioners published their report recommending
sweeping changes in the system.

Shortly afterwards my predecessor as Minister of
Finance, the member for Eglinton, invited submissions
from the public on the commission’s report. Following a
widespread public discussion the government tabled the
White Paper on tax reform in November, 1969.

The government has considered the hundreds of sub-
missions from organized groups in our society and the
thousands of thoughtful letters from individual tax-
payers.

The work of the two parliamentary committees was
extremely important to the White Paper process. The
members of the Commons Committee of Finance Trade
and Economic Affairs were able to assess not only the
submissions from organized groups but as elected Mem-

‘bers of Parliament were able to assess public opinion

among their constituents. Both committees held lengthy
hearings in Ottawa. The Commons committee also con-
ducted hearings in provincial capitals.

The provinces, 100, have put a great deal of time and
effort into studying the federal proposals. For the first
time they were invited to comment upon and criticize
proposals for changing the tax system and alternatives
were put forward. After the White Paper was published,
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I met with provincial ministers many times on the sub-
ject of tax reform. It was also discussed at meetings of
first ministers. Many of the provincial representations
are reflected in the bill.

The White Paper process was an important step in the
evolution of participatory democracy in Canada. Until
now, it has been traditional for governments to imple-
ment tax policy by introducing legislation directly into
this House. In this instance the government chose to
adopt a different approach. This was done because the
government believed that a fundamental reform of the
existing tax system was necessary and that all Canadians
should participate in the development of this reform.
The government chose to express in a White Paper its
view of what a tax system ought to be, and invited all
Canadians and all levels of government to join in the
discussion. As I have said many times, the White Paper
reflected the government’s view, but the government
was not wedded to its proposals; rather, it was willing
and ready to respond to suggestions for improvement,
provided that the basic objectives of tax reform were
maintained.

At the beginning of the debate, the government was
able to participate openly in the dialogue. As the time for
decision drew nearer, the traditions of budget secrecy
forced us to limit more and more the public expressions
of our views. However, throughout the entire process, we
listened carefully to the constructive advice received
from citizens, organizations and other levels of
government.

The White Paper process was, Mr. Speaker, of great
value. In the end, the federal government must assume
its responsibility to recommend to Parliament the legisla-~
tion which, in its judgment, will best serve the interest of
Canadians. However, through the process of debate and
discussion, it has been possible to develop a program of
tax reform which not only meets the needs of Canada
but also reflects the views of Canadians.

The Goals of Reform

Mr. Speaker, the legislation I am introducing this even-
ing represents a basic reform of our income tax system.
To properly evaluate these proposals it is important that
we have a clear view of what a good tax system ought to
be.

A tax system must be sensitive to the economic and
social needs of this country. It must not stand in the way
of steady and continuous growth and economic prosperity.
In some cases, it must do more—it must stimulate sectors
of our economy which need incentive.

A tax system must distribute the tax burden in an
equitable manner, based upon ability to pay. Further-
more, it must not only be fair; it must be seen to be fair.
As stated in the White Paper, fairness in taxation implies
two principles. First, it means that people in similar
circumstances should accept similar shares of the tax
load. Secondly, it means that people with higher incomes
should be expected to pay in taxes a larger share of their
incomes than persons with lower incomes.

The Budget—Mr. Benson

To be acceptable to all citizens, a tax system must have
as few loopholes as possible. Voluntary compliance cannot
be maintained if it is apparent that special groups of
taxpayers are able to avoid paying their fair share of the
burden.

A good tax system must lend itself to efficient,
economical and objective administration. It must be
straight-forward in both purpose and method, so that
taxpayers know where they stand with a minimum of
administrative discretion and litigation,

Finally, in the Canadian context, it is essential that the
federal tax system be capable of being harmonized with
provincial tax systems. This is necessary if we are to
avoid a tax jungle.

I believe that the proposals which I will introduce this
evening represent a reform of our tax system which will
deal with many of its shortcomings. They will also reflect
a consensus about what Canada’s tax system ought to be
in the 1970s.

Because this is a comprehensive reform, time will not
permit me to discuss in detail the many individual
changes proposed. So that members of this House will be
able to obtain a clear understanding of what is proposed,
the notice of ways and means motion which I will table
tonight contains the full content of the tax reform bill. In
addition, supporting documents provide a brief but com-
prehensive explanation and description of the various
proposals.

It is my intention this evening to discuss the main
features of the reform package, to explain its general
direction and purpose and to review the revenue and
economic implications.

The Thrust of the Chang_es‘

Mr. Speaker, I now want to describe the general thrust
of our reform proposals and the manner in which they
respond to the goals of a tax system and the needs of
Canada.

First and foremost, by a combination of increased
exemptions, changes in the rate schedule and other meas-
ures, we propose to reduce significantly the tax burden
borne by lower-income Canadians. In recent years the
combined effect of the income taxes, sales taxes and
property taxes, of all levels of government, has put too
heavy a load on those with the least ability to pay.

We propose a major reform of the definition of income
so that our tax system will be more fair and equitable
between taxpayers. As the most important element in
this regard, we propose to tax capital gains. In addition,
we propose to bring into the definition of income several
other items which have not been taxed in the past. At
the same time, we propose to recognize certain expenses
as new deductions from income. The result of these
measures will be to produce a better and fairer balance
in determining the income that is brought to tax.

As part of this process, we will reform the tax treat-
ment of wage earners—the vast majority of our taxpay-
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ing population. We propose a number of measures which
will more accurately reflect the changing composition of
our labour force and the many expenses that this group
faces in earning a living.

We propose a major reform of the tax treatment of
corporations and their shareholders. This will eliminate
much of the double tax burden at present imposed upon
persons who invest through corporations.

In addition, the corporate tax system will give due
recognition to the problems and contributions of small
business—a subject to which many Canadians attach a
high importance.

We propose several valuable reforms of the adminis-
trative procedures. Qur objective in this regard is to
recognize in law the rights of taxpayers.

We propose a significant reform of the present treat-
ment of our natural resources industries. We are fully
aware of the importance of this sector of the economy. At
the same time, incentives in this area will be more
directly responsive to the needs of this industry and to
Canada’s over-all policles in this area.

e (5:30 p.m.)

We propose important reforms for Canadians who
carry on business aboard and non-residents who invest in
Canada.

Finally, we have developed a program which will
ensure that the increases in revenue derived from the
more equitable distribution of the tax burden will be
returned to all taxpayers. This program fulfills the gov-
ernment’s commitment that tax reform will not be a
stepping stone to tax increases.

Mr. Speaker, before I turn to a more detailed consider-
ation of these reform proposals, a brief word on the
timetable.

The tax bill will be introduced for first reading at the
end of the budget debate. It is the government’s intention
that debate on second reading of the bill begin when the
House reconvenes early in September. This will provide
time for public study and for the government to consider
representations for technical changes. Meanwhile, we will
discuss the legislation with provincial governments. I have
asked for a meeting of finance ministers and treasurers
in July. It is intended that the new system will come into
effect on January 1, 1972.

Personal Income

The reforms with the greatest impact on most Canadi-
ans are, of course, those involving personal income. Low-
income groups bear a disproportionate share of the tax
load. Not only have the basic exemptions remained
unchanged for more than 20 years, but provincial and
federal sales taxes, which bear heavily on low-income
groups, have increased substantially.

The legislation proposes to raise personal exemptions
to $1,500 from $1,000 for single taxpayers and to $2,850
from $2,000 for married taxpayers. This substantial

[Mr. Benson.]

increase in exemptions, which goes beyond our original
proposals, is the broadest and most fundamental move to
provide tax relief for individuals.

Hundreds of thousands of elderly Canadians will
reveive further substantial tax relief through a combina-
tion of measures. The existing $500 extra exemption for
persons 70 years and over will be increased to $650 and
extended to all persons 65 years and over. The guaran-
teed income supplement, which goes to pensioners with
little or no income other than their old age security
pension, will no longer be taxable. Including the standard
deduction, single taxpayers 65 years of age and over will
be exempt on $2,250 of income.

Blind persons and disabled persons confined to a bed
or wheelchair will be given the same benefit.

Six out of seven Canadian taxpayers are the men and
women of our labour force who earn wages and salaries.

A new employment expense allowance will permit
wage and salary earners to deduct three per cent of
employment income up to a maximum of $150 a year.
This measure will alleviate the cost of buying special
clothes, or tools, or books required for a job, and put
these workers on a more equitable footing with the
self-employed.

There will be a deduction of up to $500 per child and
up to $2,000 per family for child care expenses. This will
go a long way toward removing a deterrent that many
women say prevents them from taking jobs. In some
cases the deduction may be claimed by the father. Qur
estimates are that several hundred thousand families will
benefit. In many cases genuine hardship will be relieved.

There will be broad deductions for the expenses
involved in moving to a new job. These include the costs
of transporting families and belongings, their meals and
lodgings while moving, and the cost of cancelling leases
or selling their residences. The changing nature of our
labour force and our economy requires that Canadians
have greater mobil ty if they are to accept job opportuni-
ties when they arise, and this measure is proposed with
this in mind.

A related proposal is to make tax free to employees the
benefits they receive from employers to cover transporta-
tion, board and lodging at distant work sites. This will be
important to lumber and mining workers, drilling and
exploration crews and employees at isolated bases.

Unemployment insurance premiums will now be
deductible, while the benefits will be made taxable.

The list of deductible medical expenses will be expand-
ed to include payments to a school for the care and
training of mentally or physically handicapped persons
or disabled persons. To keep pace with the development
of more modern appliances and equipment to help hand-
icapped or disabled persons, expansion of the list of
deductible medical expenses will no longer have {o wait
on changes made only at budget time. The government
will ask Parliament for authority to add to the list by
Order in Council.
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Medical expenses for which an individual has been
reimbursed will not be tax-deductible. However, premi-
ums paid to a non-government medical or hospital plan
will be deductible.

The limit on charitable donations is increased to 20 per
cent of the taxpayer’s income from the existing limit of
10 per cent. Donations to registered national athletic
associations which promote amateur athletics in Canada
on a national basis will be eligible as charitable dona-
tions. Further, the government proposes a re-examination
of this area to determine whether the traditional defini-
tion of charitable organizations is broad enough to refiect
real need in the 1970s.

As part of the goal of defining income more fairly the
bill proposes to make certain items taxable. These
include:

-—capital gains, which I will discuss later;

—manpower training allowances;

—unemployment insurance benefits; and

—the wvalue of medicare premiums paid for an
employee by his employer.

They also include scholarships, fellowships ‘and grants,

but as suggested by the Commons committee there will
be a special $500 exemption.

Averaging Provisions

The bill introduces two types of income averaging
which are significantly more generous than the averaging
provisions of the White Paper, and replace most of the
special provisions under the present law.

The first is general income averaging which will be
applied automatically by the Department of National
Revenue when income in a year significantly increases
over income in previous years.

The second type involves a system of forward averag-
ing. This applies to capital gains, incomes of artists,
musicians, actors and professional athletes and to lump
sum withdrawals from various kinds of retirement and
profit-sharing plans. An individual who receives this kind
of receipt in a particular year will be able to cushion the
tax effect by purchasing an annuity to spread the income
over a period of years.

Many people in our society are engaged in work that
brings in a large income in some years and small incomes
in other years. Without an averaging system, the progres-
sive rate schedule deals unfairly with them.

At present farmers and fishermen are allowed to aver-

age their incomes every five years. This system is con- .

tinued, but special provisions ensure there is no overlap
with the new averaging provisions.

To avoid a retroactive change in the law, individuals
making lump sum withdrawals out of pension plans and
profit-sharing plans may choose to use the existing for-
mula for the portion of the withdrawal that relates to
amounts accumulated up to the end of this year.

The Budget—DMr. Benson
Retirement Plans

Mr. Speaker, one of the important changes will
increase substantially the deductions for contributions to
retirement plans. The limit for pension plans and
deferred profit-sharing plans is increased to $2,500 from
$1,500. In the case of a pension plan this means that a
combined employee and employer contribution of up to
$5,000 may be deducted, compared with the present limit
of $3,000. In addition, the limit for deductible contribu-
tions to registered retirement savings plans is increased
to $4,000 from $2,500.

These changes will enable taxpayers to put aside con-
siderably more money for their retirement and will also
significantly increase the level of personal savings availa-
ble to finance growing capital investment in Canada.

Another measure important to Canadian development
provides that the foreign investments of pension plans,
deferred profit-sharing plans and registered retirement
savings plans may not exceed 10 per cent of their assets
if they are to qualify for tax-free treatment. I am confi-
dent that these changes will have a significant effect in
channelling the investments of retirement funds into
Canadian development, which otherwise might well have
been placed abroad.

At present there are few limitations on the investments
that may be made by registered retirement savings plans.
The bill introduces restrictions that are similar to those
applicable to deferred profit-sharing plans.

Both of these new investment restrictions are effective
this evening. They will not be applied retfroactively.
Investments now held may be retained even though they
do not qualify under the new rules. However new invest-
ments must meet the restrictions.

e (5:40 p.m.)

Mr. Speaker, as a result of all the changes in taxation
of personal income that I am describing tonight, 1,000,000
taxpayers who would otherwise pay tax next year will be
removed from the tax rolls. We estimate the taxes will
be reduced for 4,700,000 taxpayers, and will be changed
by less than 1 per cent for another 2,000,000 taxpayers.

All taxpayers who claim married status and whose
income is from wages and salaries will pay less tax in
1972 than they do at the present t{ime. Taxpayers filing as
single whose income is from employment will pay less
tax than at present on incomes of $8,000 or less.

As I emphasized earlier, the $650 deduction for taxpay-
ers 65 years of age and over, together with the exemption
for guaranteed income supplement payments, will also
result in significant tax reductions.

Mr. Speaker, before concluding my remarks on person-
al income tax reforms, I would like to say a word about
tax rates as the new system develops through the period
1972 to 1976. I have indicated that for the first year of
the new system a high proportion of Canadian taxpayers
will pay less tax than at present. I am pleased to inform
the House that under the tax reform we shall be able to
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make progressive reductions in tax rates applying to all
individual taxpayers during the years through to 1976.

In my opening remarks, I recalled the undertaking
given to the Commons committee, and confirmed many
times since, that revenues produced under tax reform as
such will not exceed the total that would be produced if
the present system were to remain in effect. Through the
maturing of capital gains taxation, the closing of loop-
holes and the higher elasticity of revenues under the
new system, substantial additional revenues would be
generated as compared with the present tax system. Tax
reform envisages that these additional revenues shall be
returned to taxpayers.

If any changes are needed to meet new economic and
social conditions, government will be required to justify
them in seeking legislative authority from Parliament.

I am thus proposing a rate schedule in the tax reform
legislation providing for progressive reductions in basic
personal tax rates. This will be of increasing benefit to
all Canadians, particularly those in the lower <income
brackets. Specifically, the federal rate of 17 per cent on
the first $500 of taxable income will be reduced in each
of the years 1973 through 1976 to reach a 6 per cent rate
at the end of that period.

Capital Gains

The most important reform to broaden the income tax
base is the proposal to tax capital gains. At present
Canadians in a position to earn significant amounts of
their income through capital gains pay far less tax than
other Canadians who receive their income from salary or
wages. The debate on tax reform has demonstrated wide
support for a capital gains tax.

The general rule will provide that one-half of capital
gains will be included in income and taxed at ordinary
rates. This, in effect, makes capital gains part of the
progressive tax system, taxing gains according to ability
to pay. One-half of capital losses will be deductible from
taxable capital gains. Individuals may also deduct up to
$1,000 of deductible capital losses from their other
income. Our system will be similar to that of the United
States, which also includes half of capital gains in
income.

The White Paper - contained proposals designed to
exclude most homes from taxation; but many taxpayers
feared that their homes might still be subject to taxation.
To eliminate this concern, there will be no gains tax on a
taxpayer’s principal residence.

While this proposal will adequately take care of per-
sonal residences, I have been concerned that it might
impose hardship on farmers, particularly those with large
acreage. Therefore, they will be able to choose either the
exemption for residences I have just mentioned, or the
exemption formula proposed in the White Paper.

For personal property, such as paintings or antiques,
any item or set of items must have a value of at least
$1,000 before it could possibly be subject to a gains tax.
This amount of $1,000 is twice as high as that in our
earlier proposals.

[Mr, Benson.]

I cannot emphasize too strongly that to be subject to a
capital gains tax an item of personal property first has to
be worth more than $1,000, second, must be the kind of
item that increases rather than decreases in value over
time, and third, apart from people who leave the country,
a change of ownership must occur,

e (5:50 p.m.)

The introduction of a capital gains tax requires a start-
ing point, so that only gains after that date will be
subject to the new tax. Some time before January 1,
1972, a valuation day will be announced. Generally, capi-
tal gains or losses will be measured against the value of
an asset on valuation day. This will ensure that gains
accrued up to valuation day are not subject to tax.

In some cases, assets may be worth less on valuation
day than their original cost. If capital gains were to be
measured only from valuation day value, part of the
amounts that would be subject to tax might merely be a
recovery of cost. The bill will provide that in computing
a capital gain, a taxpayer may use either the original
cost, or the value of the asset on valuation day, which-
ever is higher. This will ensure that gains which are
simply a recovery of cost are not taxed.

In computing a capital loss, a taxpayer will measure
the loss against the lower of original cost or the value of
the asset on valuation day.

Alternatively, taxpayers may simply elect to use valua-
tion day value for all their assets.

The most important assets of Canadians will be com-
pletely free from capital gains tax. There will be no tax
on personal homes or on personal property with a value
of less than $1,000. .

There is no requirement to send any information to the
government on valuation day. Toward the end of this
year, the Department of National Revenue will publish
an information booklet listing those items which might
be subject to tax upon sale, and the type of records
taxpayers would find useful to keep.

When a taxpayer leaves Canada, he will be considered
to have disposed of all of his assets except those on
which we will tax non-residents. The first $5,000 of capi-
tal gains will be exempt.

Alternatively, a taxpayer may elect to defer any capi-
tal gains that are deemed to arise at the time of his
departure, by agreeing to pay tax in Canada in the year
in which he sells any of his taxable assets.

The bill will provide that the new capital gains tax
system will apply to non-residents on the disposition of
certain Canadian assets.

The rule relating to non-residents is, of course, subject
to any existing treaties that Canada may have with other
countries.

The bill will provide that in a number of situations a
capital gain may be deferred. An important exemption
from capital gains tax is the transfer of property between
a husband and wife by gift or at death. They will not be
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taxed. The wife or husband will simply take over the
property at cost and any subsequent gain or loss will be
measured from that cost. Other situations include expro-
priations, certain - business or corporate reorganizations,
the incorporation of a proprietorship, the transfer of
assets to a controlled corporation and amalgamations.

The White Paper proposed that shares in widely held
Canadian companies be revalued every five years. This
proposal has been dropped. In its place, the government
has adopted the recommendation of the Commons com-
mittee, several of the provinces and many taxpayers, to
tax accrued gains when a taxpayer dies. The Commons
committee also recommended that if this alternative was
adopted, there should be a substantial reduction of death
duties so that estates would not face the burden of two
substantial taxes at the same time. When considering this
issue, the government took into account that it receives
only 25 per cent of the revenue from estate tax. We felt
that an appropriate reduction would have to be of that
order of magnitude to compensate for the new capital
gains tax.

Accordingly, the government has decided to discontin-
ue federal estate and gift taxes as of January 1, 1972.

Corporate Income

I come now to the provisions of the bill relating to the
taxation of corporations and their shareholders.

"The most important proposal concerns the basic corpo-
ration income tax rates. I referred earlier in my remarks
to the fact that the tax reform system as it matures over
the next five years will yield additional revenues com-
pared with the present system. The basic corporation tax
of 50 per cent at the outset of the new system in 1972
will therefore be progressively reduced in each of the
years 1973 to 1976 by one percentage point, so that in
1976 the general rate will be 46 per cent.

This progressive reduction will bring the general cor-
porate tax rate in Canada to a level below that in the
United States, our. most important trading partner and
business competitor. Despite the many changes in our
social and economic structure we must continue to look
to the private sector and to business corporations to
provide the jobs for our rapidly growing labour force and
to produce the income required to finance our growing
appetite for goods and services. I am confident that this
major move to reduce substantially the general corporate
tax rate will contribute in an important way to making
Canada a most attractive place in which to invest, grow
and prosper.

I turn now to some of the other important changes
affecting corporations and their shareholders.

Small Business

This government supports the view that entrepreneuri-
al initiative should be encouraged through the tax
system. The Canadian economy depends upon the crea-
tive business activity of small, growing businesses.

The Budget—Mr, Benson

" The present low rate of corporate tax on part of the
income of corporations is an inefficient method of
encouraging the growth of small business. It is available
to all corporations, regardless of their size. It is available
regardless of the type of income they receive. It is avail-
able whether they are foreign-controlled or Canadian-con-
trolled. It is available whether they are owned by large
public corporations or by private individuals. And it is
available whether they are expanding or static
enterprises.

However, with these deficiencies eliminated, a low rate
can be an effective way of encouraging initiative by
helping small corporations to accumulate capital for busi-
ness expansion.

The corporate tax on the first $50,000 of business
income of Canadian-controlled private corporations will
be 25 per cent. This low rate will apply until a corpora-
tion has accumulated $400,000 of taxable income under
the new system. It will not be available to public corpo-
rations or to foreign-owned corporations or their
subsid aries.

If a corporation does not wish to expand its business in
the year in which he small business incentive is earned,
it can invest in short-term debt securities, or pay divi-
dends to its shareholders. The dividends will, of course,
be taxable in the shareholders’ hands and, as a result, the
income of the corporation will be taxed at the marginal
rate of the recipients.

If a corporation employs the tax savings that result
from the low rate for non-business purposes, such as
portfolio investments, a special refundable tax will be
imposed to recover the low-rate benefit.

We intend that the small business incentive be avail-
able only to Canadians and that it encourage Canadian
ownership of our expanding businesses. Accordingly, if
control is acquired by non-residents, the corporation
must repay, over a five-year period, the tax saving it has
received.

& (6:00 p.m.)

It had been my hope that a system might be developed
to aid unincorporated as well as incorporated businesses.
A great deal of time and effort has been spent toward
achieving this goal both inside and outside govern-
ment. Unfortunately, all the proposals were found io be

unworkable. Accordingly, we reluctantly decided to
restrict the small business incentive to incorporated
business.

Deouble Taxation

Mr. Speaker, one of the problems of the present tax
system is the double taxation of corporate income. One
tax is imposed when the income is earned by the corpo-
ration, and a second when that income is distributed to
the shareholders.

The White Paper proposed a comprehensive new
system to deal with double taxation and to give Canadi-
ans an incentive to buy shares of Canadian corporations.
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Shareholders would have received credit against their
personal taxes on dividends for the corporation tax paid.

This proposal became the subject of widespread con-
troversy. Whatever its merits, the business community
and a number of the provinces, including the two largest,
found it unacceptable.

It is for this reason that the government has decided to
modify the existing system rather than to adopt the
integrated system outlined in the White Paper. The modi-
fied system will retain and improve the present incentive
to ordinary Canadians to invest in Canadian corporations.

This will be accomplished by increasing the rate of the
dividend tax credit to 33% per cent of the dividend
and requiring that the credit be included in income. This
will remove the bias against lower income shareholders
by reducing the tax payable for those whose marginal
rate is less than 40 per cent. The reformed dividend tax
credit will offset in the hands of shareholders 25 points of
corporate tax paid by Canadian corporations.

Since the low rate of corporation tax is restritted to
business income, the investment income of private corpo-
rations will be subject to the normal rate of corporate
tax. As a further measure to eliminate double taxation
on these corporations, one-half of the tax on investment
income will be refunded when dividends are paid to
shareholders.

Private corporations will also be able to distribute half
of their capital gains tax-free.

The combined effect of these measures will substantial-
ly eliminate double taxation of the income of small pri-
vate corporations.

As a result of these provisions, the taxation of invest-
ment income will be the same whether it is received
directly or through a private corporation. In other words
we are advocating an incorporation package.

Accordingly, it will no longer be necessary to have
special provisions for personal corporations.

Mr. Speaker, I would like to mention briefly a few of
the other important features of the new system.

—Dividends received by a private corporation from a
subsidiary corporation will normally be tax-exempt, but
dividends received on portfolio investments will be sub-
ject to a special refundable tax.

—Dividends received by  public corporations from
Canadian corporations will be exempt unless paid out of
designated surplus.

—Corporations may distribute their earnings accumu-
lated to the end of 1971 tax-free to their shareholders,
upon payment of a 15 per cent tax.

Business and Property Income

I wish now, Mr. Speaker, to deal with a number of
important rules concerning business and property
income.

At present Canadian corporations cannot deduct inter-
est on money borrowed to buy shares in other corpora-
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tions. This has undoubtedly put Canadian corporations at
a disadvantage when competing in takeover bids with
foreign corporations, which can deduct such interest in
their home country. This feature of our tax system has
been the subject of much criticism in recent years. The
bill will permit Canadian corporations to deduct such
interest. Assuming the full rate of corporate tax, this
deduction means that the cost of borrowing money for
this purpose will be cut in half.

Under the present tax system individuals can deduct
interest on money borrowed to buy shares and this
deduction continues in the new bill.

Currently, a number of business expenditures, such as
the cost of purchasing goodwill, are neigher deductible as
a business expense nor depreciable as a business asset.
The bill will provide that one-half the cost of these items
will be deductible over a period of time.

In a similar way, one-half of the proceeds from the sale
of such assets will be included in income, with special
rules to cover those owned at the start of the system.

During the debate of the White Paper the subject of
entertainment and similar expenses was fully discussed.
The consensus was that the present rules of the income
tax system should be maintained and that there should
be no sweeping changes in this area. The new bill contin-
ues the present deduction for entertainment and related
expenses, subject to several important changes to prevent
deductions for expenses which are clearly personal.

" No deduction will be permitted for membership fees o1

dues for clubs that exist primarily for the purpose oi
providing dining or recreation for members. Expenses
related to a yacht, camp, lodge or golf course will no
longer be deductible. Taxpayers may continue to deduct
the costs of attending two conventions a year, but the
conventions must be held within the area in which the
association carries on its ordinary activities.

The new bill will continue the present system of capi-
tal cost allowance. However, there are three changes to
remove some inequities in the present system.

First, losses created by capital cost allowances on
rental property will not be deductible from non-rental
income.

Secondly, each rental building costing $50,000 or more
that is acquired after 1971 will be placed in a separate
capital cost allowance class.

Thirdly, when a taxpayer dies, he will be deemed to
have disposed of depreciable property at an amount
midway between its fair market value and its written-
down value. This will provide treatment similar to the
taxation of capital gains at death.

I would now like to turn to the provisions in the bill
dealing with certain classes of taxpayers.

Farmers and fishermen will continue to compute their
income on a cash basis and to average their income over
five-year periods. Their special depreciation provisions
and the basic herd provision for farmers will be phased
out. Farmers will be given an opportunity to establish a
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basic herd and receive capital gains tax-free on their
inventory at December 31, 1971.

The three-year tax-free period for co-operatives will
be eliminated. They will continue to deduct patronage
dividends. But this deduction may not reduce their
income below 5 per cent of capital employed instead of 3
per cent as at present.

Caisses populaires and credit unions, which now are
exempt from tax, will be taxed in a similar way.

The bill will provide that persons carrying on the
practice of a profession must include amounts in income
as fees are billed rather than as cash is received. This
provision will bring the taxation of professionals more in
line with the taxation of most other businessmen.

In general, the income of trusts will continue to be
taxed as it is now. Income distributed to a beneficiary
will be taxed in the beneficiary’s hands. Income retained
by the trust will be taxed in the hands of the trust.

When an estate is taxed on income that is retained, the
personal rate schedule will be used. Most other personal
trusts in existence tonight will also use the personal rate
schedule for investment income.

In general, personal trusts created after tonight will be
taxed at the higher of 50 per cent or the personal rate
schedule.

The taxation of partnership income will not differ sig-
nificantly from the present tax treatment. Partners will
continue to be taxed on their share of the partnership
income as if they had received it directly, although the
computation of income will be made at the partnership
level. As a result of this method of computing inccme,
capital cost allowance will be taken by the partnership
rather than by the partners.

Mining and Petroleum

In devising a tax system for the mining and petroleum
industries that will best serve the national interest, it is
essential to reach a balanced judgment on their role in
the development of slow growth regions, the present and
prospective worldwide demand and supply, the risk
involved in these industries, the international competition
for capital, and the levels of incentives available in other
countries.

It is the government’s intention to continue tax incen-
tives at a reasonable level for these industries. At the
same time, we want profitable projects to bear a fair
share of taxation.

The bill will introduce a system that is basically the
same as the White Paper system, modified by my
announcements of last August.

® (6:10 p.m.)

The three-year exemption for new mines will be with-
drawn at the end of 1973. In place of this incentive,
assels related to a new mine will be eligible for
accelerated depreciation. The cost of these assets may be
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written off against income from a new mine as quickly as
the income will permit. Social capital related to a new
mine, such as houses, townsite facilities, schools and hos-
pitals, will all be eligible for this fast write-off.

The next major change for mining and petroleum
income is that the present automatic depletion deduction
will end in 1976. After that, depletion will be earned.
Every $3 of eligible expenditure will earn $1 of depletion.
Eligible expenditure will be exploration and development
costs, the cost of most new mine assets which qualify for
fast write-off and certain new processing facilities and
expenditures connected with major expansions of a mine.
Eligible expenditures made between November 7, 1969,
and December 31, 1976, will earn depletion for 1977 and
subsequent years.

The five-year delay in introducing the earned depletion
system should give mining and petroleum corporations a
reasonable time period to adjust to the new system. The
present automatic 25 per cent depletion deduction
allowed to non-operators will be continued until 1976. In
1977 it will increase to 334 per cent, but it will have to
be earned.

After 1971 the depletion allowance given to sharehold-
ers of mining and petroleum corporations will be
withdrawn.

The bill will also implement the proposal made in
August to provide a federal abatement of 15 percentage
points for provinecial mining taxes, beginning in 1977.

International Income

Mr. Speaker, I turn now to the taxation of internation-
al income.

Most of the proposed changes in this area will not take
effect until 1976. This will allow a reasonable period of
time to renegotiate existing treaties and to negotiate new
tax treaties, especially with developing countries. In their
ireaties, many foreign countries give significant tax
congessions to corporations of other countries. If Canadi-
ans and Canadian corporations are to be competitive
internationally, we must win for them these same
concessions.

In all treaties we will be prepared to exempt dividends
received by Canadian corporatiocns out of profits earned
in the foreign country by a corporation in which the
Canadian has a substantial interest. In exchange, we will
expect the foreign government to extend to Canadians
the same tax concessions they grant to other foreigners.

After 1975 dividends received by Canadians from
affiliated corporations in non-treaty countries will be
wholly or partly exempt in Canada, depending on the
level of foreign taxes paid.

In order not to discourage investment by Canadians
while {reaties are being negotiated, special provisions
will cushion Canadian against this tax effect.

A number of foreign countries impose taxes substan-
tially lower than those in Canada, and investment income
has been diverted to these countries to avoid Canadian
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tax. Rules starting in 1973 will tax the investment
income of foreign affiliates to the same extent as if it had
been received in Canada.

Unless it is reduced by tax treaty, the general rate of
Canadian withholding tax on investment income paid to
non-residents will be increased to 25 per cent in 1976.

New foreign tax credit provisions improve the position
of Canadians now facing double taxation on their foreign
income.

Pension and similar payments after 1971 to non-resi-
dents will be subject to withholding tax. However, no
withholding tax will apply to the old age security pen-
sion of $960 and to $1,290 of the Canada or Quebec
Pension Plan payments, This exemption of $2,250 is equal
to the amount exempted for single Canadians 65 years of
age and over. In the new cases where the withholding tax
is more than the tax that pensioners would pay in
Canada, they may file Canadian returns and obtain
refunds.

"

Appeals, Administration and Civil Rights

Mr. Speaker, I would now like to refer to changes
which the government is proposing in the appeal,
administration and enforcement provisions of the Income
Tax Act. I am confident that these proposals will be
welcomed by all members of this House.

It is important that the review and appeal procedures
under the act permit disputes to be resolved quickly,
efficiently and at minimum cost.

In recent years, administrative review procedures have
been substantially revised to accomplish this end. We
now propose to improve the judieial appeal procedures to
permit faster and easier access to the courts.

If National Revenue denies or revokes registration of a
charitable organization, amateur athletic association,
retirement savings plan or profit-sharing plan, a taxpayer
may henceforth appeal to the courts.

At present the minister may issue a reassessment of an
income tax refurn more than four years after filing
where there has been misrepresentation or fraud. If the
reassessment is issued, it may extend to matters not
related to the fraud. The bill provides that this reassess-
ment may not extend beyond the original matter in
question.

Changes will also be proposed in the procedures fol-
lowed in inquiries held under the authority of the act.
The Tax Review Board will appoint a hearing officer who
will preside over such inquiries and exercise many of the
powers provided in the Inquiries Act. The right of wit-
nesses to be accompanied by counsel and of persons
whose affairs are being investigated to be present or
represented throughout the proceedings will also be
specifically provided.

Many of the changes I have just outlined result from
suggestions put forward by the Canadian Bar Association
and the Canadians Institute of Chartered Accountants. I

[Mr. Benson.]
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would like to thank these organizations for their
assistance.

Mr. Speaker, I feel that these and other changes will
help to simplify many of the administration and appeal
procedures of the Income Tax Act and will further con-
firm and protect the civil rights of taxpayers under the
act.

Provincial Taxes

The federal government is prepared to continue to
collect provincial income taxes without cost to the prov-
inces. This system has proven its worth to the provinces
and to taxpayers, and we would hope that most provinces
will wish these arrangements to be maintained. The uni-
fied collection system involves agreement by the prov-
inces to define their personal income tax as a percentage
of the federal tax and, therefore, to adhere to the same
rules for determining taxable income and the level of
exemptions. The provincial rate is determined by provin-
cial legislatures specifying the percentage to apply to the
federal tax. In the case of the corporate tax, provinces
levy their rate upon taxable corporate income as deter-
mined by the federal act.

The present federal personal tax, upon which agreeing
provinces specify their rates, contains a general abate-
ment of 28 per cent applicable to all provinces. The
general abatement system will be discontinued beginning
next year, as proposed in the White Paper. At the same
time, the old age security tax, the social development tax
and the 1966 tax reduction have been integrated with the
general rate structure, and the temporary surtax has
been eliminated. The net result of these changes is to
reduce the size of the federal tax which is the base to
which provincial rates are applied. This will require
provinces to express their nominal tax rates on a slightly
higher basis to derive the same dollar revenue. These
higher rates will not, of course, mean higher taxes for
provincial taxpayers. They arise only as a consequence of
expressing tax rates on a smaller base. The precise pro-

. vincial rates that will yield the same tax revenues for

provinces as they now get, will be discussed with the
provinces shortly at my meeting in July.

The White Paper made an important revenue commit-
ment to provincial governments., That guarantee stated
that provinces which continued to have their taxes col-
lected by the federal government under rules in harmony
with ours would be protected against unforseen reductions
in the combined yield of their personal and corporate
income taxes for several years. The federal government
will fulfil this pledge by payments to provincial govern-
ments, if required, for the years 1972 to 1974. The guar-
antee will take into account the requirement to increase
the nominal provincial rates as I have just explained.

Economic Effects of Tax Reform

1 should like now, Mr. Speaker, to discuss the implica-
tions of these tax proposals for foreign ownership of
Canadian industry, for savings, investment and growth in
the Canadian economy and for the balance of payments.
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Several features of the proposals will increase the
attractions to Canadians relative to non-residents to
acquire equity in Canadian enterprise. First, Canadian
corporations will be permitted to deduct as an expense,
interest on funds borrowed to finance the purchase of
shares in other corporations. This measure will eliminate
a disadvantage which Canadian corporations have had in
competing with foreign corporations in takeover bids.
Second, the 10 per cent limitation on foreign assets of
pension funds and retirement savings plans will have an
important influence in channelling the funds of these
large intermediaries to Canadian businesses. Third, the
lower tax rate for small business will be available only to
Canadian-owned companies and tax savings afforded by
this incentive will be recoverable should the ownership
of companies which have benefited from them pass to
non-residents. Finally, the form of the dividend tax
credit makes the incentive to invest in shares of Canadi-
an corporations even more attractive than it has been for
most Canadians.

e (6:20 pm.)

In assessing the other economic effects of the reform
measures, it is extremely important to bear in mind that
the amount of revenue generated by the new system will
not exceed that of the present system less the personal
and corporate surtaxes, There will be no adverse effects
of the kind that would occur if there were an increase in
the over-all tax burden. The effect, instead, is that the
existing burden will be redistributed in such a way as to
improve the equity of the system and to make it more
neutral in its treatment of different types of income.
These are important improvements and I would empha-
size that it has not been necessary to purchase them at
the expense of economic growth. Let me develop this
point.

Under the new tax system most Canadians who derive
their income primarily from wages and salaries will pay
lower taxes than they now pay. This improvement in
personal disposable income will raise the demand for
goods as well as personal saving. The measures which
benefit working mothers will have the effect of making it
easier for them to join or remain in the labour force if
they wish. The progressively declining corporate rate will
contribute to higher corporate savings and investment.
The new tax system will continue to provide reasonable
incentives to the mining and petroleum industries and I
see every reason therefore to anticipate their continued
rapid growth.

The taxation of capital gains will of itself reduce some-
what the capacity, particularly of higher income Canadi-
ans, to save and will affect adversely also the savings of
corporations having taxable capital gains. There may be
some adverse effects on the saving of mining and
petroleum companies. We have, however, provided sub-
stantial offsets to those adverse effects. This has been
done by removing the federal estate and gift taxes, by
granting more generous treatment of contributions to
pension and retirement savings plans, by reducing the
taxes of many persons, by removing more than 20 per-
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centage points from the highest personal tax rate, by
lowering the general corporate rate progressively to 46
per cent and by offering improved provisions for averag-
ing of income for tax purposes. I am confident that the
combined effect of these measures will cause the net
impact of the new tax system upon savings to be
minimal.

On the balance of payments, the net effects of the new
measures will also be negligible. Several of the individual
measures will have effects on particular items, but they
will not all be in the same direction and I do not expect
any significant over-all effect.

I should like to conclude these remarks on the econom-
ic effects of the reform measures by restating my convie~
tion that in achieving greater equity it has not been
necessary to sacrifice growth. Our potential and prospects
for economic expansion are undiminished.

Economic and Financial Position

Mr. Speaker, I turn now from the tax reform measures
to review our economic and financial position and to
propose certain measures which will further contribute to
our economic expansion. I realize that hon. members
have already listened to the equivalent of a full-length
budget speech and so I shall be as brief as possible. A
Minister of Finance, someone has told me, must speak of
taxes, but in doing so I do not wish to tax the indulgence
of the House. Members will have available the Budget
Papers that I tabled Wednesday.

In my budget speech of last December I said:

We are looking to growing increases in the value of gross
national product next year, which by the second half may be
running at a rate about 8% per cent above the second half of this
year. With continued good price performance these figures
imply an increase in real output that will be sufficient to more
than offset the increase in the labour force and expected growth
of productivity and so reduce unemployment progressively dur-
ing the year.

Tonight, some six months later, this is still my general

wiew of 1971. In fact, my view of the advance of the

economy in the second half of this year is even stronger
than it was last December. I expect that the gross nation-
al product for the balance of this year will be 9 per cent
or more above the same period last year.

The Canadian economy last autumn marked a turning
point from declining to expanding rates of growth in
demand, output and employment. I am confident that as
we move through the second half of 1971 and into 1972
the performance of the economy will be strong and gain-
ing momentum.

This is my assessment of the economic situation. I
would like to go into more detail, however, and in doing
so to indicate not only features that inspire and reinforce
my confidence, but also some that are cause for concern.

The results for the fourth quarter of last year and the
first quarter of this year have been distorted by the
consequences of major strikes. Therefore, to gain pers-
pective let us compare results for the fall and winter
combined with those for the previous spring and summer.
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After this view in perspective we may look at the first
quarter of this year in more detail and at developments
since then.

In the spring and summer of 1970 the value of the
GNP, apart from price changes, was growing at an
annual rate of only 2.2 per ceat, but in the subsequent
fall and winter real output grew almost twice as rapidly.
This is one way of revealing the turnaround in activity
of which I have been speaking. Important strengths and
weaknesses in the situation may be seen by comparing
the developments of the main categories of total demand.
Last spring and summer, consumer expenditure grew at
only 0.9 per cent; in the fall and winter it was growing at
5.7 per cent. Investment in housinz, which was declining
rather precipitously last spring and summer, grew at an
annual rate of just over 30 per cent in the fall and winter
under the stimulus of federal government financing. Gov-
ernment expenditure in hoth periods increas=d at rates
very much in excess of the rate of growth of real GNP
and was an important factor in sustaining and stiniulat-
ing the economy. The balance of our internaticpal trans-
actions in goods and services moved sharply inte surplus
last spring and summer. Despite this remarkable gain in
our trading position, the gain in the subsequent six
months more than doubled that performance. The weaker
paits of the economy were in private capital investment
in cemmercial and industrial buildings, machinery,
equipment and inventories.

Employment, which grew by 140,000 jobs last spring
and summer, grew by 180.CC0 in the fall and winter. This
increase was not sufficient to bring the unemployment
rate down far enough.

Locking at price developments in the same way, con-
sumer prices seasonally adjusted were rising at a rate of
2.6 per cent during the spring and summer last year. By
last fall and winter this rate of increase hiad been cut
almost in half.

Mr. Hees: Tell us about today, Ben.

Mr. Benson: This, then, is the view of our economic
developments in perspective. It is a view of an ¢conomy
embarked on expansion with moderating price increases.
But it is an economy in which unemployment remains
too high and business investment has not yet begun to
respord and contribute to the advance.

The First Quarter 1971

Let us now look at the data for the first thre2 months
of this year, although as always it is harder to bring
recent information into focus. The first quarter nat'onal
accounts gave an unclear and inconclusive picture. The
Bureau of Statistics announced when it released these
ficures that it would be making upward revisions in
them. I will deal with the figures as they stand.

© (6:30 p.m.)

What the figures show is that total domestic demand,
apart from price changes, increased in the first quarter at

[Mr. Benson.]

“tonight.

the very high annual rate of almost 8 per cent, of which
housing was a strong component. As the recent very high
levels of housing starts turn into hign levels of comple-
tions later this year not only will investment in housing
remain high, but spending for home furnishings will also
rise. Indeced, consumer spending for durable goods is
alrcady up sharply this year. Auto sales following the
auto strike, of course, contributed to this increase.

Expenditures by all levels of government were high in
the first quarter and judging from the budgets precsented
to provincial legislatures this spring will remain high
throughout this year.

Business spending on buildings and on machinery con-
tinues to be the weakest element in our economy. There
is no surprise in this, although some gains are expected
in the second half of this current year. Business profits
have been very badly hit by the stiff jumps in costs
that lbiave coantinued greatly to outsirp productivity
growth, No doubt also an atmosphere of unusual uncer-
tainty deriving from continually rising costs from last
year’s sluggish demand and from concern about tax
reform has had a constraining e3¢l upon business
investment. I have dispelled some of that uncertainty
Moreover, profits have now turned upward.
Counting in the increzses stemming from resumed car
production, they are reckoned in the national accounts to
have increased by 10 per cent in the first quarter. ¥Final-
ly, as I have said, tctal demand is now advancing
strongly.

So the stage is being set by reviving profits, growing
demand and greater certainty for improved business con-
fidence and increased capital investment this year and
next.

Consumer buying of all geods and services other than
durables has been relatively slow so far this year. But
here. tco, the stage is being set for advanee. Personal
savings continue to be kigh and censumer credit is readi-
ly available. As consumers, financed with high savings
and credit, spend more, productive capacity will be more
fully utilized, capital investment will grow, more iobs
will be created and more income earned to support yet
higher levels of spending.

The fisures of exports and imports in the first quarter
are very greatly affected by the swings in automob.le
exports and imports occasioned by tne sirike. The same
is true of the business inventory figures. It is simply too
early to be certain how to read these figures in relation
to strike effects.

n summary, the national accounts for the first quarter
showed a very strong surge in domestic demand in sp'te
of continued weakness of business capital investment. As
for employment, the first quarter data show a strong
incrzase of 1.2 per cent in the number of jobs. This was
the highest quarterly rate of increase for two years.
Clearly, then, the economy continued to move forward in
the first quarter.

The information that has come in since the end of the
first quarter confirms that the economy is gathering
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strength. The least satisfactory figures were for industrial
production and unemployment in April. The retail sales
figures for April, published this week, show their
strongest monthly advance of the year. This is true of the
sales of motor vehicle dealers, but it is also true of all
other retail sales. Manufacturers’ new orders and ship-
ments which showed some hesitation in March were
moving forward vigorously again in April. An unbroken
rise in unfilled orders foretells sustained and rising
manufacturing output in the future. The value of build-
ing permits issued for non-residential construction for
the first four months of this year is more than 5% per
cent above that of the same period of a year ago. Hous-
ing starts continue to be high. Exports in May were up,
seasonaily adjusted, almost 5 per cent over April, and
some 4.7 per cent over the very high figures of a year
ago.

The employment figures now confirm the strength we
had predicted in the economy. The May rise in employ-
ment of 347,000 not only offset the below average rise of
employment in April but it was the biggest rise in May
in the history of the labour force survey. The decline in
unemployment in May of 116,000 was the largest for this
month since 1963. The unemployment rate adjusted fell
in all regions of the country save the prairie region
where it is already the lowest in the country. While this
is good news the rate of unemployment is clearly still too
high, I want there to be no doubt about my feeling on
that score. Unemployment is now well below its peak of
last fall and this trend will continue downward. Our
government’s economic policies will be reinforced as
necessary to ensure that resulf.

Prices and Costs

Canada had a good record of price performance in
1970—a record better than that of any other industrial
country. The consumer price index increased by 1%
per cent over the year from December, 1969, to Decem-
ber, 1970, and over the last half of the year there was
virtually no change in the index at all. During the
summer and fall of last year a very substantial decline in
food prices contributed to our good record. So far this
year there has been a renewed advance of food prices
which has not yet offset last year’s decline, but the
increase in the group of items other than food continues
to moderate.

While we may take satisfaction from the relief that the
slower advance in prices has afforded, the continued rise
of costs does not permit us to be sanguine about future
price developments. There has recently been some
modest abatement of cost increases. But in spite of this
modest abatement there continues to be an upward push
on unit costs of production. This has been tempered
somewhat by the rise in productivity we have been
experiencing. Such productivity increases are normal in
the early stages of an economic expansion. We may
welcome the effects of higher productivity on costs and
prices and in guarding the competitiveness of our indus-
try, but we must recognize that a reluctance to expand
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employment is the counterpart of industry’s quest for
greater productivity in this early phase of the new
expans:ion.

The U.S. Economy

The performance of the Canadian economy has been
rather different from that of our American neighbours.
Of course there are, as always, broad similarities. But
over the past year or so the major changes in the eco-
nomic tempo have been rather less extreme here in
Canada. The percentage rate of inflation reached a higher
peak in the United States than in Canada. The falling off
in the rate of growth of output was distinctly sharper in
the United States. Indeed, the real value of output
declined in the United States last year, while in Canada
it rose by some 3.3 per cent. Average unemployment rose
more Sharply in the United States in 1970 than in
Canada. A basically declining trend in unemployment
began here in the third quarter of last year, but a compa-
rable turnaround has not yet appeared in the United
States. All of these data suggest that while we cannot
insulate ourselves from the pervasive impact of economic
influences from the United States, we have it in our
hands to achieve a somewhat better performance if we
have the wisdom and the will to do so.

Ralance of Payments

The declining trend in the U.S. economy last year had
a marked effect on the destination of our exports. Our
exports to the United States increased only moderately
and the share of our exports to that country declined to
65 per cent from 70 per cent the year before. Very
considerable increases occurred in the volume and shares
of our exports going to Europe and to Japan. While our
exports and merchand .se showed great strength last year,
imports fell cver much of the year and consequently our
merchandise account moved to the unprecedented surpius
figure of $3 billion. This strong merchandise trade posi-
t‘on has continued into the first quarter of this year in
spite of the rise in imports which occurred in the first
three months.

o (6:40 p.m.)

The services or non-merchandise part of our interna-
tional accounts which is typically in deficit, provided
some offset to the growing trade surplus. Nonetheless, the
combined figure for all current account transactions was
a surplus of some $1.3 billion, a swing of over $2 billion
from the more typical deficit of the previous year. This
strong over-all current account position has contnued
into the first quarter of this year.

The changes in the capital account of the balance of
payments have been equally striking in recent quarters.
Net inflows of long-term capital fell off very sharply.
Many factors contributed, such as the narrowing differ-
ential between long-term interest rates in Canada and
abroad and my own request to borrowers to explore fully
the possibilities of obtaining financing in Canada before
offering securities abroad. My purpose in making this
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request was to assist the adjustment of the capital
account to the vastly changed current account situation
and so relieve the upward pressure on the value of the
Canadian dollar. I want to record my appreciation of the
excellent co-operation we have been receiving from most
quarters in this regard, and to suggest again that their
continued co-operation along these lines can do much to
reinforce the attack upon unemployment in the period
ahead.

As I mentioned before, a combination of factors
reduced the level of long-term capital inflow. The outflow
of short-term capital was also lower in 1970. The net
result of all capital movements was an inflow of just
short of a quarter of a billion dollars. This capital inflow
combined with the extraordinary current account surplus
of $1.3 billion to produce an increase of reserves of more
than $1.5 billion.

Most of this increase in reserves was accumulated, or
committed through forward contracts, before the decision
in May, 1970, to allow the value of the dollar to float.
After that decision the pressure in the market appreciat-
ed the value of the Canadian dollar by about 8 per cent
up to the end of the year. Since then the value of the
Canadian dollar has declined somewhat. I welcome this
development,.

I have said on many occasions that the government did
not wish to see the Canadian dollar appreciate. A higher
dollar works with increasing effect against our exporters
and against domestic producers who must try to meet
foreign competition. Since the appreciation affects the
economy in this way, it works against our policy of
trying to expand employment opportunities in Canada.
The government is very conscious of the impact of the
higher value of the Canadian dollar on Canadian
producers.

Recent Developments in Economic Policy

The monetary policy pursued by the Bank of Canada
has continued to give support to the broad economic
objectives of the government. For over a year it has been
expansionary in character. The consequence of this
policy has been to increase the liquidity of the economy
considerably and to reduce interest rates. These reduc-
tions have been most notable in securities of shorter
maturity, but mortage rates and long-term bond rates
have also declined. This setting of monetary policy has
been desirable, not only to provide a suitable financial
climate for stimulating the economic expansion but also
for assisting in the adjustment of our international
capital flows in order to avoid undue appreciation of the
Canadian dollar.

It is not only the monetary policy which has been
providing stimulus to the economy. The government set
in train a series of expansionary expenditure moves with
the budget of March, 1970. These were follewed with
additional expenditure measures in June, in August, in
October and in the December budget. These measures,
taken together, added upward of $300 million in fiscal
stimulus to the economy.

[Mr. Benson.l

In making decisions on expenditures we have had to
choose carefully from among all the many competing
demands for increased public spending, but during the
past and current fiscal years expenditures increases have
been mainly directed to three broad and important areas:
first, to help the provinces; second, to finance major
initiatives in the field of social security; and third, to
provide further measures for strengthening the structure
of the national economy. All of these efforts have been
designed to assist the growth, stability and welfare of our
country. As such they are integral parts of a co-ordinated
economic and social policy.

As regards the provinces, it is interesting to observe
the basic suppert now being provided to provineial budg-
ets by federal equalization grants. This year they will
total over $1 billion, up from $370 million five years ago
when the present fiscal arrangements were made. Apart
from their rapid growth, these grants have also helped
greatly in stabilizing provincial revenues during the
recent period of slower growth. In addition, the special
steps to accelerate payments of tax collection receipts and
capital grants for technical schools provided over $300
million for increased provincial spending. The special
development loan program of $160 million has also been
well received. All but two of the provinces have claimed
the full amount of their allocations for financing
accelerated capital development projects to be undertak-
en by the end of the present fiscal year. Saskatchewan
has notified us that it does not intend to avail itself of its
share; Ontario has indicated its wish to make use of this
fund, but has not yet taken up its allocation.

More broadly, I might note the increasing interaction of
federal and provincial public finance. This year, over $4
billion of federal budgetary resources—more than 31 per
cent of the total—will flow to support provincial-munici-
pal services. Only five years ago the comparable percent-
age was not quite 23 per cent. In July I will be meeting
with provincial finance ministers to examine tax reform
oce avain and to discuss the renewal of Federal-Provin-
cial Fiscal Arrangements. As on previous occasions, we
will be grappling with complex issues and conflicting
pressures. I am sure, however, that our common aim will
be to try to work toward a system of fiscal federalism
that best serves our contemporary needs.

In the area of social security, the increase in the guar-
anteed income supplement for the needy aged went into
effect April 1. That increase adds almost $200 million in
improved benefits for this group this year. At the other
end of the age ladder, the proposals on restructured
family allowances will have a further redistributive
effect. The major transformation in unemployment insur-
ance approved by this House—widening coverage and
extending and increasing benefits—builds a firmer foun-
dation of income support for virtually all Canadian wage
and salary earners. As of this year, medicare is now
operative in all ten provinces. Regardless of its birth
pangs, that system involving $550 million in federal
grants to the provinces now assures every Canadian,
regardless of his income, the right to basic medical
services.
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All of these measures—each a major step in itself—
contribute in a real and selective way to the same goals
of equity and justice which we have sought to achieve in
tax reform. They build in, as well, stronger safeguards
against periodic slowdowns in the growth of the total
volume of demand, and thus add new dimensions to the
automatic stabilization of the Canadian economy.

e (6:50 p.m.)

In the area of measures for strengthening the structure
of the national economy, we have been concerned to
integrate the short-term stimulus in spending with longer
term structural needs. A major point of emphasis has
been to increase the attractions to industry to make
investments in slow-growth regions. This has been cen-
tred mainly, but by no means exclusively, in the industri-
al development programs of the Department of Regional
Economic Expansion. A large part of these outlays are
incentive grants to increase the productive capacity of
the private sector. This development thrust has recently
been bolstered by the designation of a major new region
eligible for incentive grants and the new loan guarantee
provisions added to the Regional Development Incentives
Act. The special program to assist the shipbuilding indus-
try announced only last December has also been quickly
and remarkably effective. The new orders from France
announced last week by my colleague, the Minister. of
Industry, Trade and Commerce, already have pushed the
total value of work to be undertaken by Canadian ship-
yards under the program to some $250 million.

For the prairie region, we have provided—this year
and last—a total of $185 million in direct aid to assist its
basic agricultural industry. At the same time we are
trying to provide for a new, long-term approach to stabil-
izing the incomes of prairie farmers. In the north, a
stepped-up program of investment in the development of
both human and natural resources, and in the protection
of its fragile ecology, is well under way.

New initiatives and new investments are well
advanced on important fronts—in transportation services,
including new airports and the experimental program for
short take-off and landing air services, in defining an
appropriate federal role and contribution to the orderly
development of major cities, and in bringing adequate
federal resources to bear upon the problems of pollution
and of the environment. All of these programs are of
Special relevance to our rapidly expanding metropolitan
}‘egion where sustained and stable growth is of such
Importance to us all.

These measures taken together with the monetary
policy are imparting a major stimulus to the economy.
The fyll impact of this stimulus has yet to be felt, for the
effects of policy action take time to build up. We can,
accordingly, count on continuing impetus from the poli-
cies already in place. In addition, as I explained earlier,
the income tax system that I have proposed tonight, to
come into effect at the first of Jahuary, 1972, will take

_Some $320 million less out of the economy than the
present tax system. Corporations and millions of taxpay-
ers will pay lower taxes than they are now paying. Not
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only that, but it will be a fairer system and one which
will protect and enhance incentives to invest and to
work., We may, therefore, count on the tax reform mea-
sures to add to the fiscal stimulus of the economy.

Budget Measures

As Minister of Finance, I have explained many times
the view of this government that fiscal policy is not a
once-a-year affair. Our record is that of a government
that adjusts its fiscal stance to the requirements of a
changing economy and not according to a rigid calendar.
In keeping with this record, Mr. Speaker, I have further
measures to recommend to the House now that will sup-
plement those already adopted and whose effects are still
being realized. The government is determined to do what
governments can do to ensure that the expansion in real
income and employment now under way shall be vigor-
ous and broadly based. The building up of such an
expansion depends ultimately on the decisions of the
millions of persons and the thousands of businesses that
make up the private sector of the Canadian economy.

Mr. Hees: There’s a brand new statement.

Mr. Benson: Géorge, you read all t‘his this afternoon.
Some hon. Members: Hear, hear.

Mr. Hees: This is one of Don Fleming’s old speeches.

Mr. Benson: To achieve the results we seek, these
decisions of investors and consumers cannot be defensive
and protective; they must be bold and confident deci-
sions. The principal measures I have to propose are
desigried to encourage this kind of confident spending in
the private seclor of the economy.

Income Taxes

I propose first, Mr. Speaker, that effective July 1 the 3
per cent surcharge on personal incomes be removed. This
feasure alone will add $90 million to the buying power
available to Canadian families and individuals between
July 1 and the end of this year. The tax reform reduction
that I outlined earlier tonight will continue this particu-
lar increase in consumer buying power into 1972 at an
annual rate of $210 million.

Beyond this, I propose to change the lowest rates of
federal tax to eliminate taxes after July 1 on persons
with taxable income of less than $500. This immediate
measure anticipates introduction of the new system with
its benefits for taxpayers of lowest incomes. For example,
a married taxpayer with two children will pay no further
tax this year on employment income up to $3,200. The
rate changes will also provide some fax relief between
July and January for all taxpayers with taxable income
under $3,000. -

I also propose to assist pensioners with the lowest
incomes. It is unfortunately true under our present rules
that some of our most needy pensioners pay tax on part
of the guaranteed income supplement they receive. I
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propose to exempt the supplement from tax, retroactif
to January 1, 1971.

Some hon. Members: Hear, hear.
Mr, Hees: Long overdue.

Mr. Benson: You are kidding me too much. In this I am
again bringing forward a feature of the tax reform. The
consequent tax saving will be very welcome to the needy
pensioners who will benefit.

These last two changes mean an end of income taxes
for more than three-quarters of a million Canadian tax-
payers as of July 1.

I estimate that in the current fiscal year the cost in
revenue of all these measures respecting the personal
income tax will be in the order of $135 million.

Mr. Speaker, I want now to refer to corporation taxes
and to propose and immediate change affecting all tax-
paying corporations. The 3 per cent federal ,surtax on
corporation income tax will be withdrawn effective July
1. This measure will leave about $40 million in corporate
hands this year. There will be no surtax under tax
reform legislation; thus, this particular advantage will
also be a continuing one.

Sales and Excise Taxes

I have three important commodity tax reductions to
propose tonight.

A sales tax on an important item of food has remained
in our tax system too long. I refer to the 12 per cent sales
tax on margarine. I am pleased to announce its immedi-
ate withdrawal. This exemption will also cover other
similar spreads sold under brand names. This tax is
between two cents and four cents per pound, depending
on the product, and its removal will reduce revenues for
a full year by about $7 million, The industry has pro-
mised to pass on the tax savings, and therefore the
grocery bill of Canadians should be reduced by at least
this amount.

'To further encourage the acquisition of anti-pollution
equipment, I wish to announce the immediate withdrawal
of the sales tax on such equipment used in production.
This new exemption will apply to all machinery and
apparatus which manufacturers or producers acquire to
detect, prevent, remove or reduce pollutants of water,
soil or air. The exemption will reduce revenues by about
$8 million a year.

The 15 per cent excise tax on home entertainment
equipment such as hi-fi’s, radios and television sets and
certain other electronic items is particularly onerous for
an important secondary manufacturing industry which is
at a disadvantage relative to foreign competition in
respect of this tax., I propose to repeal this tax. This
action will reduce significantly the prices of these items.
For example, on a major item such as a $500 television
set, the retail price should come dow by at least $75.
The reduction in revenues in a full year will be about
$40 million.

[Mr, Benson.]

® (7:00 p.m.}

Impact of Tax Measures

This group of measures, added to those we have imple-
mented over the last year will, I am confident, provide
any extra insurance that may be needed against the
emergence of a pause in the expansion that got under
way last fall. They are directed specifically to the encour-
agement of the spending and investment in the private
sector at large which is so necessary to sustain an expan-
sion of employment and income. The reduction of person-
al income taxes will make a quick and material contribu-
tion to the growth of consumer spending. The reduction
of corporate taxes will give that sector added encourage-
ment to make new investment and thus to gear for and
contribute to the growth of demand. The reduction in
commodity taxes will also have an important stimulating
effect. All of these changes taken together with reduc-
tions in income taxes provided for in the tax reform, will
give us an adjusted tax system that will provide a sure
and firm foundation for confident decisions in the private
sector of the economy.

Customs Tariff

I should like to propose now a number of amendments
to the Customs Tariff designed primarily to improve the
competitive position of important Canadian industries.
Like tariff changes in previous budgets, they are to come
into effect tomorrow. Several of the important changes
stem from two Tariff Board reports relating to the
Canadian petrochemical industry. One is concerned with
the duty on petroleum fractions used as feedstocks in
making certain chemicals. The cost of feedstocks repre-
sents a significant element in the cost of making petro-
chemicals in Canada. The board recommended that the
present rates of 3 cent per gallon under the British
preferential tariff and 1.cent per gallon under the most-
favoured-nation tariff be reduced to } cent per gallon
and this is the rate which I propose be implemented.

The second report involves the duty on polyethylene.
Hon. members will recall that in my budget of October
22, 1968, I introduced a new schedule of tariff items for
chemicals and plastics; the schedule was based on a
Tarift Board study covering this important sector of the
tariff. For synthetic resins the board proposed a duty of
10 per cent on most of the resins made in Canada.
However, for polyethylene resins the board decided that
the rate of 7% per cent should remain unchanged. I
asked the board to further review the duty on this prod-
uct. In light of more recent information, the board recom-
mended a 2% percentage point increase in the duty on
polyethylene resin with corresponding increases in duty
on further processed forms of polyethylene, bringing
these rates into line with those on other Canadian-made
plastics. These new rates do not require any renegotia-
tions under the General Agreement on Tariffs and Trade
because they are the rates agreed to in the Kennedy
Round. I am sure that the Canadian chemical industry
will view the action taken on these two reports as a sign
of the government’s continuing interest in its healthy
development.
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As a result of the Kennedy Round a new tariff system
was introduced for production machinery. A key feature
of this machinery program was the provision for free
entry for such machinery when it is in the public interest
and when the machinery is not available in Canada. This
program has been most successful in that it has ensured
moderate protection to the Canadian machinery industry
and at the same time assisted Canadian firms to reduce
the costs of acquiring such capital equipment as must be
imported. We have been reviewing the scope of this
program and I am now proposing to extend it to machin-
ery used in sawmills and logging, as a measure of assist-
ance to the forest industry.

I have received representations from various inter-
ests—particularly from the pulp and paper producers and
from utility organizations in the Atlantic provinces—
expressing concern about the supply and price of heavy
fuel oils. I am therefore proposing that the § cent per
gallon duty on such oils be set aside for a two-year
period. This will relieve the pulp and paper industry -
alone of over $3.5 million in costs.

These important changes in the Customs Tariff which I
have outlined are intended to make clear that this gov-
ernment is prepared to take what steps are practical
within our present tariff structure to reduce costs to
Canadian users, to enable them to become more competi-
tive, while keeping moderate protection where
warranted.

There are, of course, a number of other tariff changes
proposed of a relatively minor character. Some of them
will reduce costs for certain industries, others are simply
of a technical character intended to keep our tariff struc-
ture and language up to date. Details of all these changes

are set out in the ways and means motion which I will be
tabling.

I should like to refer to one further change in the tax
legislation. This is a change to ensure that the withholding
tax of 15 per cent is, in fact, applied on income received
by non-residents on their investments in certain forms of
commercial paper issued by Canadian debtors. This mea-
sure will help in effecting the adjustment of the capital

flows in our balance of payments, a problem to which I
referred earlier.

Let me now acquaint the House with our latest esti-
mates of the revenues, expenditures and cash require-
ments of the government for the current fiscal year. I
should refer briefly to the fiscal year 1970-71 first. The
budgetary deficit for that year was just short of $420
million, which represents a swing of $810 million from
the surplus of approximately $390 million in the previous
Year. On the non-budgetary side, the increase in cash
requirements was rather more than $550 million, making
a .total increase in requirements last fiscal year compared
yvlth the previous year of more than $1,360 million. This
15 apart from funds required to finance exchange transac-
tions. Whether certain payments will fall into one fiscal
Year or the next is always subject to some uncertainty as
the calendar is rigid, but the progress of payments in

The Budget—Mr, Benson

relation to ongoing and expanding programs is less rigid.
The increase in our total cash requirements was some
$500 million less than I indicated in my budget of last
December because of such factors. In respect of some
categories of spending, these differences were fairly large,
but there were offsetting changes in respect of others.
The impact of the economic programs of the government
upon the economy was not, however, materially affected
by these rather technical matters of timing.

Some of these factors affect the forecast figures for the
current fiscal year. In particular, they have served to
make the non-budgetary cash requirements for the cur-
rent fiscal year larger than I indicated last December.
Taking account of the tax changes I have proposed
tonight, I now anticipate that budgetary revenues in
1971-72 will be approximately $13,660 million and that
budgetary expenditures will be approximately $14,410
million. This implies a budgetary deficit of $750 million.
The net non-budgetary requirements apart from
exchange fund transactions are expected to total $1,680
million. The total cash requirements would thus be $2,430
million, almost $1,250 million higher than last fiscal year.

With the permission of the House, Mr. Speaker, I
should like now for the information of members to
include as an appendix to Hansard tables in the form
normally provided with budget speeches. These include a
summary statement of our cash requirements for 1970-71
and our current forecast for 1971-72, the yields for the
same two years of our main categories of budgetary and
old age security revenues and again for the same two
years, tables and explanatory notes giving the budget
figures in terms of the national economic accounts in the
form published by the Bureau of Statistics together with
a reconciliation with the budgetary accounts.

Mr. Speaker: Is that agreed?

Some hon. Members: Agreed.

# [Editor’s note: For tables referred to above see Appen-
dix A]

Mzr. Benson: Pursuant to Standing Order 60(1) I should
also like to table the notices of the ways and means
motions related to the tax reform and budgetary propos-
als I have outlined.

[Editor’s note: Text of Schedule “A” to Notice of Ways
and Means motion respecting an act to amend the Income
Tax Act and other acts printed separately.

For text of Schedules “B” and “C” see Votes and
Proceedings.

For text of Ways and Means motion respecting Excise
Tax Act and Old Age Security Act see Votes and Pro-
ceedings.

For text of Ways and Means motion respecting Cus-
toms Tariff, see Votes and Proceedings.

For text of Ways and Means motion respecting Old
Age Security Act see Votes and Proceedings.]
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Mr. Benson: Mr. Speaker, this brings me to the end of
the budget speech—

Some hon. Members: Hear, hear.

Mr. Benson: —or should I say two budget speeches. I
have had to talk very slowly because the hon. gentleman
opposite, although he has read it all afternoon, probably
still does not fully understand it. Before I sit down I
want to state, as simply as I can, where we are and
where I think we are going.

I believe that the tax reform will give us a balanced
and workable income tax system.

Starting from the premise that our society is undergo-
ing profound change, the tax reform is a sensitive
response to changing needs. It will enable us to raise in a
much fairer way the taxes we need to make Canada
function. It will be more equitable not only between the
various sectors of our society but also within® these
groups. The load will be distributed more evenly and
surely so that every person and every institution able to
contribute will do so according to capacity.

The tax reform recognizes that we live in a private
enterprise system in which effort and initiative must be
rewarded if our society is to work effectively and effi-
ciently. I believe that we have succeeded in striking a
viable balance between equity and enterprise. This will
enable us to get the savings and investment required for
strong growth while ensuring that the less fortunate get
a fair deal

The tax reform recognizes that we live in a federal
state and that the provinces must also obtain revenues
from personal and corporation incomes. It has therefore
been designed to permit and encourage the provinces to
base their system upon it.

I believe that the tax reform will help create a mood
and a setting in Canada in which we may with greater
certainty and confidence proceed to solve our national
problems through the decade of the seventies and
beyond. I am hopeful, also, that it will make an early and
telling contribution to the pressing problems of this year
and next.

As to the problems of right now it is evident that
unemployment is too high. There is too much slack in the
economy. At the same time, costs are still rising at a rate
that causes concern about future price developments. It is
evident, also, that these problems are interrelated. They
must be treated and solved together.

I am sure that we turned the corner late last year, and
despite some apparent hesitancy are now clearly on the
way up. I believe that the economy will gather strength
and momentum as we move through the balance of this
year. The tax reductions I have announced today will
reinforce this upward trend and help speed us on this
course.

I have no doubt that we will encounter squalls on the
way and experience moments of uncertainty. We will

[Mr. Benson.]

adjust as we have been adjusting and as the facfs war-
rant. But we will not be driven into irresponsible and
ill-considered action.

Mr. Speaker, I believe we are on course. We shall most
certainly succeed.

Hon. Marcel Lambert (Edmonton West): Mr. Speaker, I
am sure that all of us join in the generous applause that
was given to the Minister of Finance (Mr. Benson) for
his, shall we say, feat of sheer physical endurance and
also in commiseration for our having to endure all of
this. But I must say that we are glad to see that the
minister has finally come to the end of his document, and
it was high time he did. Because although I do not know
who wrote it, on the last page there were references to
“turning the corner”, that we were “on the way up”, that
we will “encounter squalls”, but that “we are on course”.
I do not know how many similes you want, but there it
is.

It is not my intention to delay hon. members from their
dinner hour for very long on this occasion.

Some hon. Members: Hear, hear.

Mr. Lambert (Edmonton West): One way to become
popular in this House, Mr. Speaker, is to be brief in your
speeches, However, I am warning hon. members that if I
cut my speech short today it is going to be that much
longer on Tuesday, so they may as well all go fishing.

We had such a mass of documents presented to us at
the briefing this afternoon that I was wondering what was
coming. I did take a look over at the hon. member for
Waterloo (Mr. Saltsman), and I would like you to look at
him, Mr. Speaker, if you will excuse the personal refer-
ence, as I am sure the hon. member will. During the
course of the year he had adopted a more modish hair
style, yet at the beginning of the week he returned as he
is now, plucked and shorn as any taxpayer expects to be
when a Minister of Finance presents a budget. So, he has
shown his expectations and he will tell us on Tuesday
what he thinks about it.

I think the timetable for discussions with the provinces
disclosed by the minister is quite right. There is no doubt
about it that discussions will have to be had with the
provinces. Although the tax documents do not speak, as
the white paper did almost timorously, about co-opera-
tion with the provinces, the minister and the government
now know that unless there is the active co-operation of
the provinces all that has been written in the white
paper and in this other document means nothing. The
majority of the provinces in this country have already
indicated that what was in the white paper was not
acceptable to them, and that there was no way that this
government was going to impose its will in this regard
upon the provinces.

We heard a lot of applause this afternoon—

An hon, Member: We are not hearing much now.



