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Mr. Speaker, this has been a tough budget to prepare.
In working on it I have talked with and, more importantly,
listened to a lot of people in all walks of life. Many Members
of this House have been helpful and generous in their advice. A
budget is, of course, an economic document. In it a Minister of
Finance should give an accounting to the country of the existing
_situation and propose his ideas for the future. But it also
must be a human document. If its policies are to succeed, it
must strike the right note and take into account the mood of the
country. ' :

}

When I brought down my budget last November I warned
of the grave risks arising from the uncertain and precarious
state of the world economy.

During the intervening seven months, the situation has
become more difficult. The decline of world economic activity
has turned out to be more severe and prolonged than we or anyone
else anticipated.’ .

At the same time the underlying problem of world
inflation remains. The rate of change of prices in a number of
industrial countries has slowed significantly in the early
months of this year, but there is a danger that inflation will
re-emerge when the tempo of world economic expansion is restored.

The world recession has put a brake on our own economy
and we have thus been compelled to scale down our projections
for Canadian economic growth this year. But we have escaped the
full impact of the deep recession in the United States. To a
significant extent this is the result of the expansionary policies
we have followed in the past, the effects of which are still
working their way through the economy. Recent public opinion
surveys suggest that most Canadians feel today that they are
better off than they were a year ago. The disposable income of
the average Canadian remains high. But we must look down the
road to see the terrain that lies ahead. We have experienced a
considerable increase in our costs in the last several months.
This acceleration of our costs, if it continues, poses grave
difficulties for the future.

We are now faced with a dilemma. If we follow more
expansionary policies at this time we run the risk of making
inflation worse. If, on the other hand, we follow contractionary
policies, we risk worsening unemployment.

In my November budget I spoke of the need for a
national consensus about what various groups can safely take

/



from the economy over the next few years. If such a consensus.
had emerged by now we would have been faced with a less difficult
policy choice.

Since a consensus has not been reached the government
has had to examine a wide range of other options for dealing
with the problems of inflation and unemployment. I propose to
describe them fully. It is most important that the people of
this country understand the nature of the economic problems
which confront all of us and the hard choices which have to be
made. ‘ ' o

At the same time we are confronted with major problems.
in the field of energy. We are fully conscious of the short-
term adverse effects of a sharp increase in the domestic price
of 0il and natural gas. We are, however, faced with a growing -
dependence on imported oil. We have to recognize the long-term
need to develop new sources of supply in Canada and to promote
greater economies in the consumption of these scarce resources. -

Faced with these confllctlng requlrements in deallng
with inflation, unemployment and energy, I have had to strike a
careful balance in the choice of policies. Taking into account. .
the climate of opinion in the country, the government must give
a lead that will enable us to improve our economic performance.
The faster rise of costs in this country than in the United
States-is casting a shadow over our economic future. Should
this trend continue our prospects for the expansion of output,
employment and real incomes will be endangered. Dealing with
this inflation problem without adversely affecting our immediate - .
employment prospects constitutes the heart of this budget.

International Developments.

I should like to begin my review of the situation by
referring to a number of developments on-the international
scene.

One of the brighter aspects of the global picture over
the past several months has been the success of the international
monetary. system in coping with massive balance of payments:
problems created by the quadrupling of world oil prices.. To
date at least, the process of adjustment has worked much more--
smoothly than most observers had expected. - o

We are not out of the woods yet. Although the collectivev
deficit of the oil~consuming countries will be a little smaller
this year than it was in 1974, large imbalances will continue.



Unfortunately, the over-all def1c1t of the 1ess—developed -0il=
consuming countries will be significantly larger this year than -
last, even if there is no further increase in oil prices. In~ -
these circumstances, wealthier countries will have a larger role
to play"in ensuring that financial help keeps flowing to countries
facing the greatest difficulties. For the people of some of - S
these ‘countries, it's not Just a questlon of austerlty. It s a’
question of surv1va1 : -

'We made'some progress this month at the meeting of the
Interim Committee of the Board of Governors of the International *
Monetary Fund - although not as much as I should have liked. We
are seeking to resolve important issues in the working of the
international monetary system. It is urgent, particularly for::
the developing countrles, ‘that we settle the interconnected - - - .-
questions of Fund: quota increases, the use of gold held by the-
IMF and ‘the exchange rate arrangements that members of the Fund
should observe.  The settling of these issues would facilitate
several promising plans for opening further channels for the . ::* ..
flow of assistance to developing countries. The settllng of
these ‘issues will also permit the Committee of Ministers to
tackle its principal continuing task. This task should be to"
maintain a ‘surveillance over a ‘volatile international économy-
and to‘achieve the essentlal co- ordlnatlon of national economlc e
polic1es. ' : B

.

"This can be done only by the collective political will"
of responsible Ministers. Economics is too important to be left"
to economists. - The choices to be made“are essentlally p011t1ca1
decisions:” ' :

I have spent a good deal of time on behalf of Canada

in the international sphere. It was time well spent: We Canadians
depend for our prosperity on international trade and a stable
world. Moreover, the economic posture I will announce tonight
owes something to the ingights I have received from my colleagues
from many nations. L

t* % _ Countries of the Third World are, themselves seeking
new'ways to improve their longer-term growth and development. . -
Canada is prepared to join them in seeking out the areas where .
progress can be made. We believe that this search-should. . T
encompass new m&asures to assist these countries in expanding: -
their economies And raising the standard of living of billions
of people. We are looking at the ways of financing international
trade“and of helping them expand their exports and increase
their -export earnings. But these new initiatives must’ be f1rmly
based ‘on: economic realities, not empty rhetoric. " : L



In many countries the economic slowdown has generated
pressures for increased trade protection. Producers inevitably
seek to insulate themselves from the sharper winds of international
competition. Fortunately, most governments have resisted: the
temptation to resort to new restrictive trade policies. At the
recent Ministerial meeting of the Organization for Economic Co-
operation and Development, member countries reaffirmed their
pledge against the use of trade restrictions in dealing with
their balance of trade problems. Canada supported this extension
of the pledge. We believe that if we can abstain collectively
from raising new barriers to trade, we will all be better off.

The multilateral trade negotiations underway in Geneva
offer the possibility, both of more liberalized trade and a more’
effective use of our resources. The negotiations are far-
reaching. They will cover non-tariff as well as tariff barriers,
and agricultural as well as industrial products. Canada is
playing an active part in these negotiations.

At the same time, we are moving to strengthen bilateral
economic relations with our major trading partners. - We continue
to place the highest priority upon the maintenance of our longstanding
network of commercial and economic relations with the United
States. But we are'now trying to establish new and stronger
economic links with other countries, particularly with Europe
and Japan. The responses to the Prime Minister's initiative for
establishing new relations beétween Canada and the European
Economic Community have been most encouraging.

I should also report that I was particularly impressed
during my recent visit to the Middle East by the opportunities
there for new business. I have already urged Canadian bu51nessmen
to do more to take advantage of the rich and rapidly growing
markets in that part of the world.

One of the most unfortunate of international developments
has been the slide of the United States into the deepest and
most prolonged recession since the war. The sharpness of the
U.S. decline has been unexpected. This has adversely affected
_ the performance of the industrial world. About 15 million
people are now unemployed in 24 OECD countries. Partly as a
consequence of this industrial recession, inflation rates have
receded somewhat from the very high rates of 1974, particularly
in the United States, Germany and Japan.

N As the recession has deepened, the prospects for the
future have been scaled down. Last December the OECD was fore-
casting real growth of 0.5 per cent for its 24 members in 1975.

-



Now, in a sharp reversal of that earlier forecast, it is anticipating
that total output will decline again this year. While it is
widely expected that the U.S. economy will begiﬁ to move out of
recession in the latter half of this year and some of the other
major OECD countries by year-end, there is much less agreement
about the strength and speed of the recoveries. The view most
generally expressed is that a considerable shortfall of output
and high rates of unemployment will extend well into 1976. For
some countries the immediate outlook for inflation is encouraging
because of falling of some world commodity prices, prospects for
good harvests, and considerable success in bringing costs under
control. But in other countries, the immediate outlook for
inflation is much less promising.

\ -

The Canadian Economy ’

It is against this international background, Mr. Speaker,
that we must assess the state of the Canadian economy and-the
risks that we face. ‘ ;

We should begin by recognizing the extent to which our
recent economic performance has differed from that -of the
United States. As I pointed out earlier, the United States is
going through its deepest recession of the postwar period, with
an absolute decline in real output of over 73 per cent since the
peak at the end of 1973. On the other hand, Canada has experienced
an absolute decline in real output since early 1974 of only
2 per cent. While unemployment has risen in Canada, it remains
more than two percentage .points below that in the United States.

It is difficult to disentangle the factors which have
helped to shelter us from the deep American recession. In part,
this resulted from the nature of the preceding world-wide expansion.
Food and other primary products are very important in Canadian
output, and the high world demand and exceptionally high prices
for these commodities gave a strong impetus to Canadian incomes.

Our position as a major oil producer enabled us to protect
ourselves from the full shock of the increase in world oil

prices. There has also been a stronger and more sustained

increase in business investment in Canada in recent years, an
expansion which has been encouraged by our manufacturing incentives.
- The rapid growth in employment, the increasing number of families

- with two or more pay-cheques, the indexing of perSénal income

taxes, the increase and indexing of social security benefits -

all of these have contributed to the expansion of income and
expenditures and the confidence of Canadian consumers.

More recent expansionary policies in Canada have also
helped to buttress the economy. Our measures of last November,



which ' preceded the change in U. S. economlc policy by several -
months, provided a significant. stimulus. They have been” supported
by unemployment insurance and other features of our taxation and
welfare system which automatlcally cushion the economy in perlods
of declining income. Further strong stimulus has been prov1ded

by the provincial budgets introduced in the spring. ' We estimate’
that their cash requirements will be up by somethlng ‘of the * "
order of $1% billion this fiscal year. The general stance of "f
monetary policy since the end of last summer has also- helped to
cushion the temporary weakness of demand. All of these factors

and policy initiatives have helped to maintain spendlng, employment
and confldence in Canada at higher levels than in the Un1ted ‘
States. : ’

o . [ B D F A )
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The fact remains, however, that the world rece331on o
has ‘had a dampenlng effect on economic activity din Canada by
'restrlctlng the growth of our exports. This is the main reason*
why our real output, after peaking in the first quarter- of 1974
was virtually unchanged in the .second and third quarters, and -
has declined somewhat since. At the same time, the volume of
our imports has grown rapidly due to the continued" expan31on of
domestic demand in Canada. While the prices which we rece1ved
for our exports contlnued to increase in the first half of’ 1974.
more rapidly than the prices of our 1mports, more’ recently the”
terms of' trade have moved against us. As a result of all these
factors, the current account deficit reached over $6 b11110n at
annual rates in the first quarter of 1975. .

Te

T

Certain sectors of the Canadian economy have’ been
particularly hard- h1t. ‘While automotive sales have held" up
reasonably well in this country, the severe contractlon of *
demand for North American vehicles in the United States ‘has led’
to a major reduction in Canadian automotive production for gale
in the U.S. market. The sharp decline in U.S. residential
construction, which provides the most 1mportant 31ngle market
for Canadlan lumber, has severely curtailed demand for- exports
of ‘wood products - a problem compounded by the decllne in our
own’ housing activity. Exports of a number of other prlmary o
commodltles have also been cut back because of declinlng forelgn
demand ' ‘ e

iy

' ] Residential construction has been the’ maJor domestic ’
'source of weakness in the economy. The record levels of activity
reached early in 1974 could not realistically be maintained. It

was also to Be ant1c1pated that rising interest, land and burldlng
costs would lead to some scaling down of new housing starts.j’* '
The decline, however, was sharper than we foresaw, with the '
number of starts reaching a low point in March before reboundlng

"'in April and May. The fall in residential construction has- * %>

'



resulted in a decline in demand for a wide var1ety of household
furnishings and appliances.

Bu31ness capital 1nvestment has continued to expand ‘as
work goes forward on projects that have already been started.
But .we must face the fact that the current economic slowdown,
sharply rising costs. and falling profits seriously jeopardize o
the continued strong growth of new productive capacity needed to
increase output employment and real incomes in the future.

The slowdown of the economy did not begln to have a
marked ‘impact on the creation of new jobs until the turn of the
year. So far, employment has been relatively well ma1nta1ned
but the number of Canadians without jobs has risen substantially
as a result of the continuing rapid growth of the labour force.
We need strong employment growth to get unemployment down. . The
key to this is a better performance on costs and prices. We .
have to remain'competltlve to sell, and sales are the only
guarantee of jobs. : o

Up to now, Canada's price performance has compared
reasonably favourably with .that of most of the major industrial
countries other than Germany. I have already noted that consumer
prices in most countries have been rising less rapidly in recent
months. The annual rate of change in Canada for the three
months ending in May was 7.1 per cent compared with nearly
15 per cent in the three months ended in December. But these
comparisons mask the reality of underlylng developments in our
cost-price structure. Wholesale prices are already moving up
more rapidly again. The fact is that we have been building
serious cost increases into our economy which threaten to erode
the competitive position of our industries both at home and
.abroad. .

The major cause of this increase in costs has been the
acceleratlng rise of wages and salaries, which account for some
70 per cent of our total national income. It is quite true that
the rate of wage and salary increases in Canada has been exceeded
in many industrial countries overseas. But we can never forget .
that the United States is our major competitor and our major
market, buying and selling some 65 per cent of all the goods we
export and import. And it is in relation to the United States
that our competitive position is being most seriously undermined.

Mr. Speaker, some supplementary material ‘that I shall
'table later provides a detailed picture of wage and salary
developments in Canada and the United States. I recognize fully
the difficulty of making precise comparisons of this kind. The
preponderance of the evidence, however, is that wages and salaries,



whether fringe benefits are included or not, are rising much
more rapidly in Canada than in the United States..

In spite of this more rapid rise in wage and salaries,
the increase in labour costs per unit of output has been only'
moderately higher in Canada than in the United States because
productivity declined much less in Canada than in the United
States. As the U.S. economy begins to pull out of its present
deep recession, however, it is likely to experience a much
greater improvement in productivity than our country. Under
those circumstances, the gap between our unit labour costs and
those in the United States will progressively widen and our
competitive position progressively deteriorate.

It is perhaps not surprising that wages and salaries
in Canada over the past several months should have been rising
more rapidly than in the United States. Like the increase in
our current account deficit, that is a consequence of the
relatively much stronger performance of the Canadian economy
since the beginning of last year. What is surprising and
disturbing is the size of redent increases in Canadian wages and
salaries and their continuing acceleration in a period of slow
growth and high unemployment.

I very much understand the concern of working men and
women everywhere to maintain and improve their standard of
living. It was natural that they should have pressed for increased
wages and salaries when faced with rapidly rising costs for
almost every purchase and when corporate profits were apparently
soaring to record levels. But the increase in corporate earnings,
much of which was generated by temporary and illusory gains from
inventory profits, has been sharply reversed during the past six
months. The share of wages, salaries and supplementary labour
income in the national output declined significantly in the
earlier stages of the inflation, but the balance has since been
fully restored. Wage and salary increases are now running well
above the increase in the cost of living. These increases in_
large measure reflect the effort to restore or improve relative
positions, and the widespread fear and expectation that inflation
will continue or even accelerate. But a number of recent wage
and salary demands appear to bear little relationship to economic
reality.

\ There are some who believe that the surge of wage and
salary increases has crested and that we can now expect a sub-
stantial reduction in the rate at which we add to our costs. I
very much hope that this will be the case, but there is little
evidence yet that it is happening.



There are others who point out that we have a flexible
exchange rate and if our cost increases continue to exceed those
of our major trading partners, our resulting competitive dis-
advantage can be overcome by a depreciation of the Canadian
dollar. : :

The weakening of our balance of payments has already
produced some depreciation. But a continuous depreciation of
the Canadian dollar over any length of time is no substitute for
bringing the spiral of our costs and prices under control.
Indeed, it would aggravate the inflationary process by driving
up the prices of the billions of dollars worth of goods and
services we buy from abroad. Further, depreciation of our
dollar raises the domestic prices of some products which we both
export and consume at home. Unless we as a nation are able to
conduct our affairs in a way that will maintain confidence at
home and abroad in the soundness of our economy, we risk paying
a heavy penalty in terms of lower capital investment, lower
output, lower employment and lower real income.

.Thus we are brought back to the central question'of
the emerging trend in cost increases.

.If the rate of increase in our costs does come down,
we will be able to look forward to a sustained expansion of
output and employment, supported by the major new investment
projects which lie ahead of us. But I cannot overlook the
danger that our costs may continue to rise both in absolute
terms and relative to our major trading partners. In that
event, growth and employment will be impaired. The outcome will
depend on whether we are moderate in the claims which all of us
will be making in the coming months.

Policy Choices

Let me discuss now the question of policy. In doing
so, I recall that my first words to this House as Minister of
Finance were that my most urgent priority was jobs. I continue
to believe that our greatest challenge is the creation of
productive and satisfying jobs for the rapidly growing numbers
of Canadians who want to work. One million more Canadians are
at work today than when I took this office. But statistics
alone are not a measure of human fulfillment. This achievement
must be measured by the new opportunities for our young. people
to pursue their chosen careers, for students to help pay for
their education, and for increasing numbers of women to enrich
their lives in a meaningful way.
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The policies of this government have played a crucial
role in making this happen. We have used fiscal and monetary
policy, but have never believed this alone to be sufficient. We
have stressed the necessity of a high level of business investment
and encouraged it by tax incentives and a wide variety of other
policies.  We have launched new direct employment programs. We
have broken new ground in the training of workers and in aiding
those who have had to move to other parts of the country where
jobs are available. We have introduced large new programs of
regional development to bring jobs to people.

Today the task of job creation is made immeasurably
more difficult by inflation. In its present cost-push form,
-inflation threatens to price our goods out of world markets and
to lessen the capacity of our business firms to expand their
operations. - It disrupts financial markets and impairs rational
planning by business and govermment. It undermines the effectiveness
of the traditional instruments of demand management policy to
keep the economy on course. When inflation reaches a certain
point, the stimulation of spending may simply lead to higher
prices rather than more goods and more jobs; in the longer run,
it actually makes unemployment worse.

Not only that, but inflation ultimately inflicts
grievous damage to the fabric of society. It lowers the living
standards of those on fixed incomes, including pensioners. It
leaves people without reliable, understandable guideposts by
which to arrange their economic affairs. It injects grave
uncertainty into decisions on family budgets, housing, savings
and provision for old age. It provokes deep frustration,
social tension and mistrust of private and public institutions.
Collective bargaining is embittered. Industrial relations are
damaged. We in Canada are already beginning to live some of
these experiences. - '

During the past few months, I have had the opportunity
to talk with many people all over the country - from labour,
from business, from our farms, from the professions. I have
found a widespread understanding of the risks to our country
from persistent inflation. I now wish to share with the House
and with the people of Canada the government's thinking as it
has developed in the course of the consultations and. during the
intensive review we have conducted in recent weeks. If we are
to .find a way out of our present difficulties, no single step is
more important than to promote the widest possible public under-
standing of our problems and the real choices which we have to
make.
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Among the various pol1cy options open to us,“there is
one which this government has rejected, 'and rejects‘'again, in ' =
the most categorical manner. This is the policy of dellberately%
creating, by severe measures of fiscal and monetary restraint;- ..
whatever level of unemployment is required to bring inflation- to-
an abrupt halt. -Such a course of dction would be.completely at:
odds with my own instincts. The cost would be much"too high.

The hard-won sense 6f security in our society would be replaced: -
by a 'sensé of fear and anxiety, and the cost in terms of lost ;
output and lowered standards of living would be unacceptable.

In human termsvfor'me it would be unthinkable.

It was because we rejected this course-of action that -
we launched the series of consultations with the leaders of ...
labour and business, provincial governments and many other-
\groupsvand associations in the country. : Our objective was to . .. v
seek a better solution to inflation and slow growth. ' We sought
a consensus on a new framework to govern the sett1ng of 1ncomes'_
and pr1ces in a manner wh1ch would be fa1r to all ;

- Members Wlll recall that my Parl1amentary Secretary
tabled in the House the report I gave on this subject to the-
Conference of First Ministers. Let me now, summarize the impressions
we gathered from the whole series of meetlngs.

First,-allsthose who took part in'these“meeﬁings gave - .-
generously of their time, often-at short notice. '‘They spoke ¥ "
frankly about what worried them. - They gave their opinions.
constructively. They helped me ‘and my colleagues .a good deal
and I want to thank them.

N N I

Second, those who 301ned us at those meet1ngs welcomed
the opportunity to exchange views with the government on problems
and policies. I think they have learned more about ‘ the ‘problems .
we are facing. Certainly, my colleagues and I have greatly
benefitted "from hearing their views. 'We must find ways of
keeping these channels of commun1cat1on open and I 1ntend to do =
so. : . : . .

Third, there is now, I believe, a clearer.understanding
in the country of the fact that if each and every group tries to..
improve its pos1t10n by pushing up its own money 1ncome, the
total effort in-the end is bound to be self-defeating.+ If-
Canadians generally come to recognize that moderation andrrestraint
are in the interest of everyone - that will in.itself dampen
inflation. The most useful result of the consensus exercise has
been increased public awareness and understanding. ot
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Despite these positive aspects, consensus on a set of
voluntary guidelines has not been reached. The impression was .
created that this has been due to an inability to formulate a
set of proposals that were fair and equitable. I believe this
is not so. The proposals were evolving, and I think we were on
the way to rounding them out in a manner which would have met
the main concerns of the various parties. But we had to struggle
against a persistent doubt whether the voluntary guidelines
would in fact be followed. Each group feared that others would
be less exposed to the force of public scrutiny or less able to
commit its membership. There was a general concern that the
burden would not be shared equally.

' Faced with the deadline of a ‘budget .and in the absence
of a consensus, I had to consider other options. o

We gave careful consideration to the imposition of
'statutory controls over prices and incomes. 1In contrast to the
situation in 1973 and 1974 when our inflation primarily reflected
international forces, and controls couldn't possibly have
worked, we are now faced with escalating domestic costs in an
under-employed economy. In these circumstances, controls could
provide the most direct responsé to the problem. Thus, unlike
our position on severe monetary and fiscal restraint, we did not-
reject controls in principle. Indeed, in one respect, they
-would have had an advantage over a voluntary.consensus. By S
using the powers of the law to make all groups obey the rules,
each would have had the assurance that all would be making a
contribution.

_ ‘But there would have been - and are - immense difficult-
ies and disadvantages in such a course of action. Government
would have to interfere in every type of business decision and
wage settlement. To a far greater extent than in a voluntary .
program, a new bureaucratic apparatus would have to be set up.
New types of inequity would be created. The flexibility of the -
market economy in directing resources where they are most needed
would be impaired. Dislocations would occur. :

These costs would be worth paying if direct controls
could be successfully imposed. If this were the case, we might
well achieve lower price and cost increases without higher
unemployment. But the success of such a program would depend
crucially on widespread public support. As I have said before,
I believe that we can resort to direct controls only when there
is a public conviction of the need for such action. That point
has not been reached. -

’
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As.another opfidn, we looked at several alternative
ways of using the tax system as a method of controlling prices
and costs. We examined the possibility of taxing away all
increases in income in excess of specified amounts. We came to
the conclusion that this would provoke administrative nightmares,
create massive inequities and yet would not ensure that the
inflation of costs and prices would be effectively brought under
control.

The policy I have chosen is to use our powers over
taxation and spending to create the climate and. set the example
by which I believe we can still meet the interrelated problems
which confront us. I would remind the House that the stimulus
of the measures taken in the November budget was reflected in my
forecast of cash requirements amounting to $3 billion. Because
of the slowdown in the economy, and its unavoidable impact on
tax revenues and social security payments, I now expect that our
requirements will be in excess of $5 billion. I do not believe
that this amount should be further increased. I believe there
is enough stimulus already injected into the economy. There
are, however, some ‘areas in which further action is 1mperat1ve.
I will be announcing certain measures. tonight to sustain business
investment, to assist housing and to create jobs. But as I have

_said, our goals would not be served by a further net injection

of demand. The government cannot underwrite — or appear to be
underwriting - ever higher rates of inflation by further expansion-
ary policies. It would be no service to the people of Canada to
hide the underlying reality that unrestrained demands for. .

higher incomes will sooner or later mean fewer jobs and lower
living standards.'

A further reason for\not'incréasing the over-all
expansionary thrust of our policies is that much of the slack in
the economy is concentrated in our export industries. In spite
of our best efforts to promote export sales, we cannot stimulate
general demand in the economies of our trading partners. We can
only try to check the deterioration in our international com-
petitive position. )

On the other hand, since unemployment is. already too
high, I do not see any Justlflcatlon for weakening the expan51onary
thrust whlch is already in place.

"I have therefore decided to stay on our existing
fiscal course in terms of our cash requirements and their impact
on the economy. Within that framework, however, it is essential
that the government should exercise greater restraint over its
own spending. I will therefore be announcing a series of measures
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the government is taking to limit its total outlays and to
reduce their growth over the longer run.

. One thing we have learned from our meetings with
labour and business was that if we expected restraint from the
country, the country expected restraint from governments. We
are determined that this budget shall show clear leadership in
the exercise of moderation and restraint. We will thereby add
force to our assertion that Canadians generally will have to
moderate their individual claims against the economy if we are
all to enjoy the benefits of a sustained expansion in output. and
employment.

The Control of Government Expenditure

\

' T I come now to specific measures. None is more important
than the control of public expenditure. The outlays of the
federal government, both budgetary and non-budgetary, have risen
rapidly in recent years. So have the outlays of provincial
governments. This rapid rise has occurred in response to
insistent public needs and public demands. It has contributed

to the achievement of the whole range of our objectives, economic,
social, cultural and international. It has been mirrored in the -
experience of countries around the world. But the portion of
the national income spent by governments on goods, services and
‘transfer. payments, and financed by taxation, has now risen to-
levels previously reached only during the Second World War.

This rise is now causing concern in our inflationary environment.
The competition for shares of the total national income has
become intense. The government proposes to set an example of
restraint in this regard by imposing strict control over its -
activities and programs.

: “Our ‘budgetary expenditures and our loans, investments
and advances this year are already coming under severe upward.
pressure, as a result of inflation, the growing cost of our
statutory programs and the new programs and new commitments
which have been pressed upon us from all sides. Unless we act
now, the estimates I gave in my last budget will be exceeded by
many hundreds of millions of dollars. Moreover, there are
strong indications that the cost even of our existing programs
will rise substantially further next year. :

-The government has therefore decided upon a wide-
ranging:set of measures, covering our statutory as well as our
non-statutory programs, budgetary as well as non-budgetary
spending, our salary as well as our hiring policies.- All are
directed to bringing outlays under more effective control and to -
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slowing down their rate of growth this year.andbinto»the future..
Our target of cuts this fiscal year is $1 billion.

The first element in this strategy has been a careful
scrutiny of all non-statutory programs authorized in the Main
Estimates of expenditure or subsequently approved by the Cabinet
for submission to Rarliament. Under the leadership of.the
President of the Treasury Board, we have identified a series of
items which, although desirable and important, must nonetheless
be reduced or postponed. The Treasury Board has been successful -
in applying cuts to almost every department of government and to.
many of the Crown corporations. These cuts will cause distress
and disappointment to Canadians in all walks of life. But they
are required if we are to demonstrate responsible fiscal restraint.

Reductions totalling $100 million are being made to
the planned capital expenditures of the Departments of Transport
Defence, Public Works, Environment and others.

Reductions totalling $250 million.are being made in.
the planned grants and contributions of the Departments of
External Affairs, Industry, Trade and Commerce, the Secretary of
State and others.

In the non-budgetary field, planned loans; investments,
and advances will be reduced by about $350 million, by cutting
back on allocations and by deferring the start-up of some new
enterprises. Crown corporations and agencies which will be
affected include Petro-Canada, the Federal Business Development
Bank, the Federal Mortgage Exchange Corporation. and the Farm
Credit Corporatlon.

Over and above these reductions, departments and
agencies are being required to cut planned program expenditures
by $130 million, and Ministers are now directing changes in
their programs in line with their reduced resources. The .
Treasury Board is also directing departments to restrlct expendi-
tures on travel and consultants' fees. A :

The second element in the strategy relates to.the
growth of the public service. The Treasury Board is directing
departments to restrict their salary budgets. , The effect of
this restriction will be to reduce the rate of increase in man-
years in the public service this year from 4.1 per cent to 3.1
per cent, a rate that is down substantially from the levels of
six to seven per cent in each of the two previous.years.
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One significant exception to this plan for restraining
staff growth should be noted. The Office of the Auditor General
has long acted on behalf of this House to monitor and report to
it on the prudence and probity with which the government has
implemented its programs. The government has always recognized
the vital importance of the work of the Office of the Auditor
General in assuring this House, and through it the people of
Canada, that the operations of the government are being conducted
properly and legally.

However, the increasing complexity of government ,
operations and financial transactions demands major improvement
in the capacity of that office to scrutinize objectively and
thoroughly all financial transactions and systems. - The most
sophisticated technical and professional judgement must be
available to carry out this work. The Auditor General has
submitted that he needs additional staff at the most senior
executive levels to fulfil these responsibilities. The govern-
ment accepts this position, and has already increased his
executive complement. It will now accept a further obligation
to more than triple that senior executive complement to give the
Auditor General the staff he needs to do his job. -

The third element of our expenditure restraint strategy
concerns the wage and salary policy of the federal government as
an employer. The policy of the government is to compensate its
employees by way of pay and benefits comparable with those
provided by other Canadian employers. The policy of comparability
is a demonstrably fair one and will be adhered to strictly.

|

The vast majority of our public servants are represented
by bargaining agents, and their salaries, benefits and conditions
of work are established by collective bargaining. The government
accepts and indeed initiated collective bargaining in the public -
service. This democratic process provides great protection
against unfair or arbitrary treatment. An essential element is
the legal right to strike in all but the most essential occupatiomns.
But the government is not prepared to grant increases that are
unwarranted by any reasonable standard. This may lead to legal
work stoppages. The resulting inconvenience to the public will
have to be accepted.

Beyond this, the government cannot condone and will
use every legal remedy within its power to deal with unlawful
deprivation of service to the public.

The fourth element of our expenditure restraint strategy
relates to the two main statutory programs in the health field -



hospital and medical care insurance. Honourable members are
aware that the federal government pays about one-half of the
costs of these important programs. The provinces pay the '
remaining half and administer the plans. Total costs this
year will exceed $6 billion. '

These programs have been in effect for some time -
hospital insurance since 1958 and medicare since 1968. The
fundamental objective of providing comprehensive hospital and
medical care services to all Canadians, regardless of income,
has long since been met. But even after the development of
these plans as mature systems, the annual increase in their
cost has on average run well ahead of the growth of national
income. These cost trends are due in part to the basic
nature of health care; but the statutory rigidity of the
programs, the lack of national standards, and the open-ended
nature of cost-sharing arrangements with the provinces has
made it almost impossible to achieve effective cost planning
or control. Last year, for example, federal contributions to
the provinces in respect of these two programs had to be
increased by 19.8 per cent over the previous year.

For several years, the federal and provincial
governments have worked hard to try to devise a more flexible
and efficient system to provide better services at a lower
cost. This applies particularly to hospital insurance, and
intensive discussions are goin{" forward to achieve this goal.

In anticipation of a successful conclusion to these
ongoing discussions, it will be necessary to amend the existing
Hospital Insurance and Diagnostic Services Act and cost-
sharing agreements with the provinces. Under the Act, the
federal government must give five years' notice before the
present agreements can be terminated and new arrangements
undertaken. I therefore wish to announce that the government
will give immediate notice of its formal intention to undertake
these steps. '

A second measure aimed at more effective cost
control involves the establishment of a ceiling on the yearly
rise in the contributions the federal government makes -to the
provinces under the Medical Care Act. Since provincial '
administrations will need some time to adjust their planning,
this ceiling will be made effective for 1976 and subsequent
years. More spacifically a ceiling will be placed on the per
capita rate of growth of federal contributions to provinces.
This ceiling will be 13 per cent in 1976-77, 103 per cent in
1977-78 and 83 per cent in 1978-79 and subsequent years. The
per capita approach means.that varying rates of population
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growth between provinces or from year to year will be automatically
" taken into account in total contributions to provinces. My
‘colleague, the Minister of National Health and Welfare, will
shortly introduce legislation to effect this change.

The gradual diminution of allowable rates of increase
will take account of the need to discourage unnecessary use of
services, but will provide adequately for the servicing of . - :-
a growing population. The continuation of the existing cost— ¢ -
sharing arrangements involving the same federal per capita )
contribution to all provinces and the territories means that
incentives to keep costs down will remain. Lower-cost provinces
will cortinue to have a larger proportion of their program ‘
financed by the federal government, compared with higher-cost:
provinces. '

I want to make it clear on behalf of my colleague, the
Minister of National Health and Welfare, that the commitment:of.
the federal government to share the costs of encouraging the . - .
development of less—expensive health care services still stands.::.

The fifth major element in the government program for
expenditure restraint concerns the unemployment insurance system.

There is no doubt that the system, as expanded in 1971,
has proved its worth in stabilizing the economy and in providing
substantial support for those without work.

I fully support the principles underlying this system.
It gives many breadwinners who have the misfortune to be un-~
employed, a steady flow of income. It helps relieve the anxiety
arising from unemployment.

- Honourable Members are well aware that some difficulties
have been associated with this new program. The government has
been reviewing it carefully and in the last Speech from the Throne
announced its intention to amend the Unemployment Insurance Act.
This continuing review has already shown the need to strengthen
certain elements of flexibility and fairness in the Act. It
has also shown that some features of the new system have undesir-
able effects on work incentives. Moreover, both society and
the structure of the Canadian labour market have been undergoing
significant changes over the past five years. This has led us.
to review the application of the principle of self-financing.

It is well known that the costs of running the new
system have proved to be very large. Total benefit payments



ramounted ‘to $2.3 billion in 1974-75. They are expected to exceed
$3.75 billion in 1975-76. Employer-employee contributions provided
$1.6 billion in 1974-75 and are expected to provide $2 billion in.
1975-76. The balance - $1.75 billion this year - has to be :
provided by the general taxpayer.

- Important changes have already been made to. ensure fair:
and efficient administration of the program.. But there still
" remain a number of_important-areas'that cannot be dealt with -by.
administrative action alone. These require.améhdments to the: Act
itself. All Canadians want an Act which is not only fair but
credible. - The amendments will deal with the benefit features of-
the Act and the level at which Canadian taxpayers as a whole
should be expected to pay for this program in conJunctlon with-
the contributions by employers and employees. S

: © My colleague, the Minister of Manpower and Immigration,
w111 shortly introduce legislation proposing five main changes.
relating to benefits, and a number of technical and administrative
. amendments: : .

" - first, the maximum period of disqualification:from
-benefits for those who quit their jobs without just
cause, refuse to accept suitable employment or are.
dismissed for misconduct, will be doubled from three to
six weeks. This measure will create a greater incentive
to remain at work or to search more actively for a. job;:

- second, ‘the payments of premiums and the receipt of
benefits will be terminated at age 65. Government-.
financed programs such as 0ld Age Security, the Guaranteed
Income Supplement, and the Canada Pension Plan are now -
available to people of that age on a regularly indexed
basis. Those 65 years and over who wish to work are

.able to do so without reducing their entitlements-to . .
CPP benefits under legislation recently passed by .
Parliament. Taking all of these factors into account, ..
it is no longer appropriate that older citizens who
choose 'to continue to work should be required to pay-
premiums for benefits which are already available to
them under other government programs. -The provision . .

- for the three-week lump sum payment for those quallfled
will remaln, ,

- third, the special benefit rate of 75 per cent to
claimants with dependants eligible for.extended benefits,
or who are so-called "low-income" claimants, will be . .-
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brought into line with the standard benefit rate of

66 2/3 per cent. The recent tripling of family allow-
ances and the many tax reductions I have introduced
mean that a special benefit rate for .this group of
people is no lqnger,required;

- fourth, the Act will be amended to recognize the
special circumstances of certain workers now unable to
qualify for benefits for reasons beyond ‘their control -

. those suffering temporary disability or om special
training courses. For these workers, the period
during which a claim can be established and benefits
received will be extended;

- fifth, the payment of the maximum 15 weeks of sickness
benefits will be made more flexible by allowing eligible
recipients to receive such benefits at any time during
‘the first 25 weeks on claim rather than the first 15
weeks as now provided. . ' ;

-These changes, along with others to be introduced in
the legislation will increase the incentive to work, .adapt coverage
and benefit levels more to current social circumstances, and deal
more favourably with certain hardship cases.

Finally, the proposed legislation will provide for a
"change in the method of calculating that part of unemployment
insurance benefits financed by employer and employee contributions.
The 1970 White Paper on Unemployment Insurance stated that
program costs "over and above the self-financing aspects" represent
a reasonable charge to the government. This basic position
remains unchanged. The White Paper established a 4-per-cent
benchmark on the basis of "long term average national unemployment".
An -updating of the benchmark used for measuring the self-financing
part -of the system is now needed.  This new benchmark will be
adjusted annually and automatically on the basis of a moving
average of unemployment rates over the preceding eight-year
period. The principle of an eight-year moving average is the
same as that now incorporated in the Act to adjust the maximum - .

. level of insurable earnlngs. This will,mean some increase in

premiums. -

I might note that had this. formula been operatlve in
1975, the new benchmark would have been 5.3 per cent. This level
derives from actual experience over the immediately preceding
eight-year period. It reflects broad social and demographic
changes in the structure of the labour market, such as greater
participation by married women, young people, students and other
secondary wage earners. The regular up-dating of the benchmark
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will relate only to the sharing of the costs of initial benefits
payable under the Act. Extended benefits payable to those who
are unemployed for longer periods will continue to be based on
the existing 4-per-cent benchmark, and the cost of these benefits
will continue to be financed entirely by the federal government.

Mr. Speaker, our five-fold strategy of expenditure
restraint will enable us to meet our priorities without placing
undue strain on the economy. While many of the particular
economy measures will prove to be very painful, I am convinced
that the package as a whole will be welcomed by the country at
large. By giving a4 lead to others in the exercise of restraint, ,
this strategy will help to break inflationary expectatlons and
get 1nflat10n under control.

/

Measures to Create Jobs

Certain special problems in the economy. require policy
responses if we are to sustain the level and growth of job
opportunities and of production. I am now goiﬁg to propose
measures, Mr. Speaker, to deal with these special problems.

Measures to Sustain Business Investment

| ] 7

If our economy is to remain productive and competitive
and capable of providing jobs, we must ensure-that we -have
modern capital facilities with which to work. We must guard
against any slowdown in investment. I have been pleased that
capital investment has continued to expand in present circumstances
and I want to do what government can do to ensure that this
expans1on continues.

It is well known that our policies have sought to
encourage a strong manufacturing sector. We have provided long-
term tax incentives to assist our manufacturers and processors to -
compete in domestic and foreign markets. The evidence presented
in the Final Report on these tax measures demonstrates' their
effectiveness. But new and broader initiatives are needed under
_current economic circumstances. - (

/ T am therefore proposing to introduce an investment tax
credit as a temporary extra incentive for investment in a wide
range of new productive facilities. The credit will be 5 per
cent of a taxpayer's investment in new buildings, machinery and
equipment which are for use in Canada primarily in a manufacturing.
or processing bu31ness, production of petroleum or minerals,
logging, farming or flshlng - The cost of new, unused machinery
and equipment acquired after tonight and before July, 1977 will
be eligible. In the case of buildings, the entire cost will
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.qualify for the credlt if the bu11d1ng is commenced . dur1ng thlS.“:ﬂ
same period. For buildings now under construction, addltlonal
costs-incurred during the period will qualify.

o ‘ A 31mp1e 111ustrat10n demonstrates how this credit will
work If a taxpayer acquires a machine for $10,000, he will, be .

entltled to a credit of 5 per .cent, or $500, which he can apply

, against his federal tax liability. In other words, the cost of

the asset to the taxpayer is reduced by 5 per cent, and hlS rate ]

of return on the investment is’ thereby improved. L HCQ

The credit will be claimable to the extent of the first
$15,000 of federal tax liability for the year and one-half of any
excess over :that amount. Any balance of credit not so claimed.in,
the year may be carried forward against federal tax for the flve )
succeedlng years, subject to the same limits. It will be avallable
to individual small businessmen, farmers and fishermen as well as’
corporatlons.4 The cost of the credit, which will be borne ent1re1y
by .the federal treasury, will be about $200 million in this
fiscal year.

A further measure will make it easier for all Canadian’ . .
companies to borrow abroad to meet their investment requirements .
over the next several years. Earlier this year, the Income Tax
. Act .was amended to provide an exemption from the non-resident
“'w1thhold1ng tax on interest payable on government . securities I
issued before 1979. I now propose to extend a similar. exemptlon o

... for interest on long-term corporate bonds, debentures and .other

debt securities, including mortgages. The exemption will apply to”
all interest on secur1t1es issued after tonight and before 1979
paid to. 1enders at arm's length with borrowers. :

Full details of . these measures and a number of technlcall
amendments to the Income Tax Act will be found in .the Ways and *
Means: Motions.

f

P :.f MeasureS'to'Stimulate HOusing

. In the November budget I stressed the 1mportance the
government attached to residential- constructlon for both social .
and economic reasons. Faced with the prospect of.a rapld decllne N
in housing starts, we announced a series of measures to improve “
the situation. These included a further expansion and - adaptatlon’;
of programs of the Central Mortgage and Hou81ng Corporation,. the .
‘rlght to deduct capital cost allowance on .new, rental units from
other income, and reduction of the sales tax on bu11d1ng materlalsh
As a long-term measure to assist people in acquiring homes we ’
also introduced the Registered Home Ownershlp Savings Plan.



There is every reason to believe that this plan will be an important
additional source of funds for housing finance.

We have seen a large increase in the price of housing in
recent years; construction costs have risen, land costs in particular
have soared and mortgage interest rates remain high although they’
have ‘fallen from the peak levels of last year. This is therefore
an area where the effects of inflation have been felt with particular
severity. Provincial governments as well as the federal government
have taken steps to mitigate the problem. But more needs to be
done.

-The numbetr of housing starts fell from an annual rate of
284,000 in the first quarter of 1974 to 161,000 in the first
quarter of this year. The rate has since recovered to a level of
213,000 in May. This recent increase has been welcome, but the
level reached in May is still below what appears to be needed over
the longer run to look after the housing needs of Canadians.
Construction of single-family dwellings has increased, but activity
in rental accommodation remains depressed. I believe that further
action is appropriate in order to achieve an adequate recovery as
soon as possible. On behalf of my colleague, the Minister of
State for Urban Affairs, I wish to announce the following measures.

First, the government has decided to increase substantially
the 1evél of housing activity directly financed from public
funds. - The $1 billion commitment authority for housing already
provided to 'CMHC this year will be increased by a .further $200 mlllion.
This will permit increased lending to limited dividend rental
prOJects, to purchasers of new homes under the Assisted Home
Ownership Program and. to provincial and .other non-profit housing
agencies. All these programs are directed towards meeting the
hou81ng needs of Canadians of modest. means.

Second, I wish to amnounce a temporary increase in the
~ grants available for housing financed by the private sector.
Honourable Members'will recall that legislation was passed recently
authorizing direct payments by CMHC in order to bring the cost of
new privately financed housing, both rental and owner-occupied,
‘down to a reasonable proportion of the budget of moderate-income
families. This important innovation extended to. housing financed
in the commercial mortgage market certain benefits previously
available only on housing financed by the government. We are now
introducing a temporary increase. in these grants from ar annual
maximum of $600 to $1200 for owner—occupled housing and from a
maximum of $600 to $900 for rental accommodation.
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These measures will stimulate demand and help make
adequate housing more accessible to Canadians of moderate means.
They will also give an important stimulus to a sector of the
economy which has not in recent months played its full role in
.providing jobs for Canadians.

Mr. Speaker, the details of these new grant- provisions
and the increased lending authority for CMHC will be provided by
my colleague, the Minister of State for Urban Affairs. I estimate
that their total budgetary and non-budgetary cost in 1975-76 will
amount to about $125 million.

Direct Employment Programs

. In addition to providing for the continuing improvement
of our capital facilities and the recovery of our housing industry,
specific measures are needed to create jobs among those people
and in those areas where the need for employment is greatest.

A further direct employment program will therefore be
initiated immediately. The program is designed to act as a
catalyst for governments, industry and private groups, enabling
them to co-ordinate their efforts to improve the skills of our
work force and to create useful jobs. The total program will
involve a financial commitment of $450 million over the next two
years and a disbursement this fiscal year of $150 million. It
will consist of five distinct elements: occupational training,
manpower placement and mobility, a new local initiatives employment
program,. an employment program for students for the summer of
1976, and a federal program of labour intensive works and activities.

‘The additional allocation to occupational training over
the next two years will be $70 million. Half of this amount will
be available for training in industry and half for training in
educational institutions. This will encourage and assist many
unemployed persons to acquire specialized technical skills that
have a continuing value, thereby increasing their employability
and earning capacity. It will also provide employers with a
substantial number of trained workers and assist them to make
effective use of plant facilities. We will also be allocating
about $10 million to intensify job placement and mobility programs
of the government. These programs have proven to be a highly
effective instrument in bringing together jobs and workers.

An allocation of $285 million over the next two fiscal
years will be provided for a new local initiatives employment
program. This program will operate from November to June in each
of the two years. Our experiments in this kind of job creatiom



have proved effective in expanding employment at the community
level through a wide range of projects sponsored by private
citizens and municipalities. ~Special emphasis will be placed upon
municipal works and projects. The new program is expected to
provide over 400,000 man-months of employment.

The federal government is already engaged in a substantial
program of student summer employment this year and a further
amount of about $60 million is being set aside for this purpose in
the summer of 1976.

We are also proposing a temporary $25 million to finance
labour~intensive federal projects, particularly in regions where
unemployment is most severe. Based on previous experience, this
program should provide about 30,000 man-months of employment over
the next two years.

My colleagues, the Minister of Manpower and Immigration
and the President of the Treasury Board, will elaborate on these
measures in the next few days.

Mr. Speaker, I have been outlining measures needed in
present circumstances to sustain and improve the pace of production
and employment in the economy. They will cost money. This is the
kind of cost government should be incurring in present circum-
stances. These additional costs, taken together with the expendi-
ture cuts I announced earlier, give the kind of structure and
balance to government programming which is needed today.

Personal Income Tax

However, the general balance of ways and means which I
shall summarize later tonight, does require some increment of
revenue to help pay for these special programs. Under current
circumstances this contribution should come from the higher
income groups of our country. 1 therefore propose that the
income tax reductions effected in my budget of last November
should be changed in one significant respect.

Members will recall that as a result of that budget the
federal tax cut was increased. At the present time every taxpayer
is entitled to a tax credit of 8 per cent of his federal tax, with
a minimum reduction of $200 and a maximum of $750.

This evening I am proposing to roll back the increase in
the $750 maximum to its 1974 level of $500. No change is proposed
to the 8-per-cent rate nor to the minimum tax credit of $200.

This ensures that taxes will increase only for those who
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are most able to bear the increase. For example, in the case of
a married wage earner with two children under sixteen, his before-
tax income would have to be.in excess of $27 000 before he would
be affected by this change. The increase in federal revenues in
a full year will be about $50 million.

Tariff, Sales and Excise Tax Changes

There are certain measures relating to the Customs
Tariff which I wish to announce. Many of the requests which have
been received for tariff changes will have to be considered in the
course of the negotiations now  underway in Geneva. I am, never-
theless, proposing a number of tariff changes of a relieving
nature. These changes will become effective tomnight.

Free entry for petroleum products such as gasoline,
aviation fuels, fuel oils and diesel fuel will be. extended until
June 30, 1977; this was scheduled to expire on October 23, 1975.
Free entry for aircraft and aircraft engines of types or sizes not
made in Canada, due to expire at the end of this month, will be
extended for a further year. Duty-free entry will also be extended
to a number of other goods either by the amendment of -existing
tariff items or by the introduction of new ones.

I would also like to announce three sales and excise tax
changes of significance. The first is a special step to assist in
energy conservation. Effective tonight T propose to remove the
remaining 5-per-cent sales tax on building insulating materials.
It has been amply demonstrated that good insulation can effect
savings of 20 to 40 per cent in the annual costs of space heating
for homes and buildings. The complete elimination of the tax will
affect all purchases of insulating materials as well as double-
pane glass, storm windows and storm doors.

Second, I have also been persuaded by many representations
that the increased excise imposed last fall on wine is seriously
affecting the domestic wine and grape growing industry of the
country. The excise will therefore be reduced to its previous
level effective tonight.

Third, I propose this evening that the Excise Tax Act be
amended to effect a modest increase in the Air Transportation Tax
to help lessen the heavy deficits in airport comstruction and
operation. The increases, to be effective August 1 this year, are
essential. to reflect the general policy that those who benefit
most directly from facilities provided by the government help to
pay for .them. '



Full details of these and other tariff items changes
will be found in the Ways and Means motions tabled tonight.

!

Further Steps in Tax Reform

Mr. Speaker, may I take a moment to speak about the
next stages in the process of tax reform. ’

Last January, I stated in the House that a public
review of the commodity tax system would shortly be initiated and
thdat a timetable for public participation would be announced
before the end of the current session. Tonight, I am formally
initiating the review program by tabling a Discussion Paper ‘on
Federal Sales and Excise Taxation. The analysis and proposals
contained in this paper are intended to provide a focal point for
public discussion which ultimately should lead to 51gn1f1cant
improvements in the commodity tax system.

The Dlscu851on Paper analyzes the maJor problems w1th ‘
the present federal sales tax. Our evaluation of alternatlves
leads us to believe that shifting the federal sales tax from the
manufacturing to the wholesale level would have distinct advantages.
I would like to emphasize, however, that the government is not
committed to this course of action. Representations from the
general public and from groups with particular problems on all
aspects of commodity taxatlon, including alternative approaches,
are welcome.

I am also tabling a Discussion Paper on'the’treatment'
of charities under the Income Tax Act. This paper had its gene51s
in the many letters I have received and public dlscu531on about
the role of charities in our society. The paper contains proposals
dealing with such matters as fund-raising expenses, the public's
right to know about the operation of charities to which they
contribute, and the distribution of funds by charities. I hope
that both individuals and charitable organizations will respond
to the Discussion Paper by submitting their views. Once I have
had a chance to assess the public response to these proposals, 1
shall proceed with the necessary legislation. ‘

Government of Canada Annuities

I turn now to the 31tuat10n facing holders of Government
of Canada annuities.

Honourable Members will be aware that inflation and
high interest rates in recent years have left holders of these
annuities at some disadvantage relative to persons who bought
private annuities having more flexible contractual terms.
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- Mr. Speaker, I am pleased to announce that the government

will be introducing legislation to increase the rate of return on

existing Government of Canada annuities, which are held by more
than 270,000 Canadians. This will bring the rate of return
closer in line with that in the prlvate sector and increase
benefit payments.

When combined with recent tax provisions for interest
and private pension income, this will help to protect those who
have been prudent and ‘provided for their own retirement. \

Sales of government annuities have been on a small
scale in recent years in the light of attractive alternatives
from financial institutions. . I am therefore announcing that the
sale of Government of Canada Annuities will be discontinued.

0il and Gas Pricing

s

I would now like to turn to the critical issue of oil
and gas prices.

Honourable Members will be familiar with the events
which have led up to.our present situation. When international
oil pricééjrose sharply. in the fall of 1973, most countries,
particularly those wholly or largely dependent on imported oil,
allowed their domestic prices to reflect fully those prevailing

_in the world market. This is what normally occurs in Canada when

the prices of internationally traded goods rise. There are good
reasons for allowing this to happen. If the price of a commodity
is kept.lower in our own market than in international markets,
this discourages domestic producers from increasing supplies, and
dlscourages consumers from economizing on the use of a scarce
commodity.

In the case of petroleum, Canada took a different
course. 'We concluded.that if the full increase in oil prices
were allowed to affect the domestic economy directly, this would
raise serious adjustment problems. Very large shifts in income

. among regions, industries and individual Canadians would have

occurred in one step, and those using oil and gas would have had
to accept a harsh adjustment to the conditions they faced. There

.would ,also have been.adverse economic effects of a gener2l nature.

A sharp rise in the price of oil and gas would have raised the
cost of living and reduced the income people had available to
spend on other goods and services.

The government's first response therefore was to effect
a voluntary freeze on domestic prices and to impose an export tax
as a necessary part of this policy. Then, at their meeting in -
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March, 1974, the First Ministers provided Canadians with a further
breathing space by agreeing to a single national oil price well
below that prevailing in world markets. The federal government,
acting in co-operation with. the provinces, took advantage of the
availability of domestic supplies and framed a policy. which
served our national interest well. We established a single
national price for crude .0il in Canada of $6.50 per barrel, plus
transportation, which was substantially below the delivered
international oil price of around $11. We succeeded in holding
down the domestic price of oil, introduced an export tax and .used
the proceeds of this tax to protect consumers of imported oil in
Eastern Canada from the full impact of the international price.

~ In my view, ﬁhis was a very successful policy. As
Honourable Members know, however, it was never the intention of
the government to maintain indefinitely the present regime of
cheap. energy in Canada, while the rest of the world was adJustlng
to the new realities.

We must accept the fact that our existing supplies of
both oil and gas from Western Canada are limited. They are so
limited, in fact, that Canada's capacity to supply its own require-
" ments will likely diminish steadily from now until the early or
mid-1980s.

The National Energy Board has reportéd upon our oil
prospects and will soon present a similar analysis for natural
gas. The oil report has demonstrated, and by all available
public evidence the gas report will demonstrate, that we face
great difficulties in this country over the next decade in supplying
established markets for Canadian oil and gas.

We shall only be able to increase.our self-reliance if -
we are prepared to pay the prices required to meet the high cost
of finding, developing-and transporting petroleum from new sources
of supply. Neither the tar sands nor the frontier will yield up
their treasure without massive: commitment of human and material
resources. '

We have no practical alternative to continuing a phased
adjustment to higher energy prices. This is essential to provide
for our future supplies and to conserve the use of this scarce
resource. As the Prime Minister-pointed out at the First Ministers'
Conference on April 9: "We cannot go on year after year being
extravagant in our use of oil beyond what every other country in
the world consumes. - mainly because it is being sold cheaply in
Canada, a lot cheaper than our future supplies will cost.”
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There was widespread recognition of this hard truth by
First Ministers at their recent conference. It was generally
acknowledged that an increase in prevailing oil and gas prices
was essential to ensure the development of the new petroleum
supplies we require so urgently in the future. What First Ministers
could not agree on was the extent and timing of future price
increases. Subsequent bilateral discussions with provincial
- governments, between officials, Ministers and most recently
involving the Prime Minister and all provincial Premiers, were
helpful in shaping views. But these discussions indicated that
it was not possible to rea¢h a consensus on this issue.

Energy considerations alone indicate the need for a
large upward adjustment in oil and gas prices this year. We
have, however, decided that we should move cautiously. There is
still a good deal of uncertainty about the future world price of
oil. We have also been very conscious of the need to moderate
the size of the adjustment which particular regions and the
economy as a whole will have to make.

At the same time, we have tried to meet the legitimate
claims of the producing provinces. Without the co-operation of
Alberta, the natural gas which Ontario so badly needs might not
readily be released. Further, on the price side, we have beén
anxious to avoid the necessity of employing the federal government's
powers in the Petroleum Administration Act.

In all matters, we have been anxious to avoid acting
unilaterally. But we are confident that the decision we have
ultimately reached will be supported by many provinces.

Against this background I would like to announce on .
behalf of the government and my colleague, the Minister of Energy,
Mines and Resources, that on July 1 this year the price of crude
0il and its equivalents will rise by $1.50 per barrel to $8 per
barrel. We are again asking industry to refrain- from reflecting
this increase in their product prices until 45 days have passed.
By that time inventories held at the former crude oil price will,
on average, have been used up.. This is our decision for the next
year but we are committed to see the price of crude oil continue
to move towards international levels in succeeding years. '

v Further, on November 1 next, the price of natural gas
in Alberta will be established on the basis of an increase in the
price at .the Toronto city gate from the current level of approximately
82 cents to $1.25 per 1000 cubic feet. We are convinced that
natural gas must be priced at parity with crude oil at Toronto
within not less than three years, but no more than five years.
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The new domestic oil price of $8 plus transportation
may be compared with the present cost of imported oil of over $12
14id down in Canada. The new domestic gas price of $1.25 at
Toronto may be compared with the recently announced export price
of $1.60 at the border for natural gas sold to customers in the
United States. : ’

The limitation of the present increase of oil prices to
$8 per barrel and the increase in natural gas prices to about
85 per cent of commodity value means, however, that we are still
not conserving our non-rénewable resources to the extent required
by the rise in international prices and depletion of domestic
supply. I shall propose a further step this evening to encourage
immediate conservation where this will impose the least hardship,
and to deal with the immediate financial problem which has arisen
in the course of maintaining a single national oil price.

In recent months the gap between compensation payments
and oil export charge revenues has grown rapidly. This has come
about because the volume of our oil exports has fallen while our
0oil imports have risen. Moreover, mainly because of competitive
factors in world oil transport and weakness in the American
market, the average subsidy paid on each barrel of imports is
currently higher than the charge we are able to levy on each
barrel of exports. Although the increase in the domestic oil
price and the forthcoming adjustments in the import compensation
program will help, the gap will be substantial.

It is difficult to be precise about the figures because
the amount depends upon international prices, export volume and a
number of other domestic and international factors. The cost of
the subsidy for eastern consumers will be about $1.3 billion this
year. The gap between that cost and the export charge revenues
is likely to be several hundred million dollars in fiscal 1975-76
and may widen in the future. We are compelled to take some
action to meet this growing cost.

I therefore propose, effective tonigh%, a special
excise tax on gasoline for personal use. The tax will be at a
rate of 10 cents per gallon. It will be imposed on the producer
or importer of gasoline in a manner similar to the general 12-
per-cent manufacturer's sales tax. Provision will be made,
however, to refund the full amount of the tax on gasoline used
for farming, fishing, construction, mining and most commercial
transportation. Refunds of the tax to such users will be provided
on the basis of certificates supported by receipts submitted to
Revenue Canada.
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‘The tax will yield the federal government approx1mate1y
$350 million in the current fiscal year. Further details concerning
the tax are included in the Ways and Means Motion.

The increase in the price of crude oil is equivalent to
. about 5 cents per gallon in the wholesale price across the range
of products. This will, of course, be reflected in the retail
price of gasoline at the pump together w1th the excise tax of 10
cents.

. The increased cost of gasoline resulting from these
measures should encourage motorists to make their driving habits.
more efficient in terms of saving gasoline. This should not,
however, be left totally to the price mechanism. Accordingly,
the appropriate departments of government and the Office of
Energy Conservation have already been meeting with the motor
‘vehicle manufacturers of Canada and their association. Discussions
are proceeding on alternative ways to improve the over-all fuel
economy of automobiles sold in Canada, with particular reference
to changes in design and the establlshment of performance standards.
Both improved driving practices and better operating charac-
teristics can make significant contributions to needed fuel
conservation. The increased cost of gasoline will also encourage
.the use of public transportation, thereby helping to relieve the
growing congestion in our cities.

I recognize that it will not be easy for the average
motorist to adjust to this new situation. I would point out,
however, that the retail price of a gallon of gas here will
remain far below the prices prevailing in overseas countries. »
For example, the price of an imperial gallon of regular gasoline
in Paris is $2 and in Tokyo over $1.80, in London and Geneva
around. $1.70 and in Bonn and Stockholm around $1.60. " The average
price of gasoline in the United States has been higher than ours
in recent months. In the United States the administration has
adopted tariff surcharges and proposes measures for decontrolling
domestic oil prices which would lead to retail prices roughly
comparable to the new levels in Canada. I would stress that the
government is continuing to hold the price of oil and natural gas
in Canada well below international levels for industrial and :
agricultural users and for home heating.

The new arrangements which I have announced tonight
represent what the government believes to be a reasonable balance.
among conflicting objectives. The measures will help in increasing
the petroleum supplies we will need in the years ahead. They
"~ will assist in meeting the heavy financial costs of maintaining a
single national oil price well below international levels. They
will confront us all with the urgent need to conserve oil and
gas.



Resource Taxation

During the past year, Mr. Speaker, the taxation arrangements
for the petroleum and mineral industries have posed difficult and
contentious issues.

Last November,Ain recognition of the financial requirements
of these industries, I introduced major modifications from the
proposals made in the previous May and invited .provinces to
follow suit. Relieving action by some of the provinces did
indeed follow. I have been encouraged by this and by the sense
of mutual concern evident in further discussions since with
provinces and industry.

I propose tonight to make one further effort to resolve
this matter, to the extent the federal government.can do so.r We
must establish a clear and lasting set of rules upon which industry
can rely. e /

My .purpose tonight is to accomplish two main objectives.
First, I wish to meet, at least in part, the.request for some
form of deductibility in the tax system for provincial resource
levies. Provinces have been seeking a more direct and tangible
recognition of their special position in respect of resources.
Industry has been seeking recognition of such payments as a
business expense. Second, I wish to offer more incentive to
those who explore and develop in Canada and to impose a greater
tax liability on those who do not.

"Under the- present system, resource profits are subject
to a basic corporate tax rate of 50 per cent. This rate is
reduced by the standard provincial abatement of 10 points of tax
and by a special resource tax abatement of 15 points, resulting
in a net federal rate of 25 per cent on resource production
profits. Under the system which I am now proposing, the extra
15-point abatement of federal taxes would be withdrawn, -and the
basic corporate tax rate applicable to resource production profits
would be reduced to 46 per cent, the same as that applying to
most other corporate activity. . After deducting the standard-
provincial abatement, this would result in a net federal rate of
36 per cent on resource production profits in 1976.

. - N

/At the same time, I am introducing a new resource

allowance, which would be an extra deduction from income equal to
25 per cent of production income from petroleum or mlneral resources.
For this purpose, production income would be calculated after
operating expenses and capital cost allowances, but before interest,
exploration and development, and earned depletion. This new
allowance will be available to both corporate and individual
taxpayers engaged in petroleum’and mining operatioms. Ve
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All of these new proposals with become effective on
January 1, 1976. :

Let me explain how these modifications will meet my two
main objectives. First, the new resource allowance is a practical
way to recognize that provinces, in one way or another, impose
taxes or royalties and to take that fact into account within
reasonable limits in determining taxable income. : !

Second, the new system is even more favourable than our
present incentives to those who continue to develop our resources.
This arises from the simple fact that the hlgher the tax rate, -
the more valuable is a dollar of deductible expenditures. Under
the new proposal, exploration and development expenditures and
the depletion they earn will be deductible against a net federal-
tax rate of 36 per cent rather than the present lower rate of
25 per cent. This will augment appreciably the incentives
already contained in the present system such as earned depletion
and the immediate write-off of exploration expenses.

. N\

" This improvement in the resource tax system can be
achieved within the continuing constraint that a fair share of
resource revenues must be preserved for the benefit of all Canadians.
There will be some modest cost to the federal treasury, which I
estimate for the years 1976 to the end of the decade to be about
$40 million annually based on present forecasts. To the extent
that these proposals have their intended effect and stimulate
even more exploration and development in Canada than now envisaged,
the cost to the federal treasury will be greater. But this
additional loss of federal revenue would be well worth 1ts cost
if it brings in new reserves.

The impact, of these proposals on provincial income tax
revenues is more difficult to assess. Several producing provinces
are already prop051ng to rebate to industry increases in federal
and/or provincial corporate taxes resulting from the non-deductibility
of provincial levies. Such arrangements will no doubt continue, °
although perhaps in modified form. Provinces with their own
corporate tax systems, which now provide that royalties and/or
mining taxes are not to be deductible, will no doubt wish to take -
these new federal proposals into account. :

I believe that the measures I have introduced tonight
represent a reasonable answer to the main arguments raised by
both the provinces and industry and will be welcomed as such by
all concerned. I have sought a better tax system, one which
would meet provincial grievances and one which would provide more
incentive to industry for exploration. At the same time, I have
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sought to preserve a fair share of the yield of these resources
for the people of Canada. I hope that provinces will do their
part to resolve whatever problems still remain.

The Fiscal Position-

1 now wish to inform the House as to our fiscal positioh
and outlook. The financial requirements for the fiscal year just

r

ended, excluding foreign exchange requirements, were about $2.3
billion. 'This compares to the $1 billjon I had forecast in my
November: budget... -Almost half of the increase of $1.3 billion
resulted from, the fact that certain corporate tax instalments
expected in 1974-75 were received only in 1975-76. Other factors
included larger transfers to provinceé under the revenue guarantee
and. equalization programs, and payments to the provinces under

the tax collection agreements in excess of the amounts collected
on their behalf. . ' ‘

I am tabling tonight a more detailed analysis of the
financial requirements for 1974-75. Since the books are not yet
closed, the figures are still preliminary. This is the first
opportunity for presenting. this information to the House. The
. normal publication of the preliminary financial statements in the
Canada Cazette will follow later this summer. R ‘

B I would like to turn to the fiscal outlook for 1975-76.
Total financial requirements, excluding foreign exchange transactions,
are forecast .at $5.3 billion compared with $3 billion in my last
budget. . '

This increase in our cash requirements reflects the
fact that the economy will not grow as rapidly in this fiscal
year as had been expected when we prepared the November budget.
The revised forecast has resulted in a downward revision in our
earlier estimate of tax collections of approximately $1.7 billion.
It has also resulted in an upward revision in the forecast deficit
of the Unemployment Insurance Account of $800 million. The
receipts from the oil ‘export charge are currently estimated to be
some $400 million lower than previously anticipated. This decrease
in receipts is due both to a reduction in the export charge and
in the volume of exports. Some. offset to the above changes has
resulted from the delayed receipts of $600 million of corporate
tax instalments referred to earlier.

) " The revenue-measures I have announced tonight are
expected on balance to increase our receipts by $200 million.
The forecast of budgetary expenditures and loans, investments and
advances has been increased by a like amount. This is more than
accounted for by the direct employment and housing measures I
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have announced tonight. The very small rise in our outlays has
been made possible by the very great effort we have made to
restrain our expenditures. In 1974-75 our outlays, that is to

say budgetary expenditures, OAS and GIS, and our loans, investments
and advances, rose by 28 per cent rather than the 25 per cent I
forecast last November. The largest elements in this 28 per cent
rise were increases of $1 billion in oil subsidies to Eastern
Canada, over $800 million in family allowances, and over $750
million in fiscal transfer payments to the provinces, including
equalization. The increase in our outlays in 1975-76 would have
amounted to 153 per cent, if we had not had the program of expendi-
ture restraint. This program, even allowing for some shortfall

in the planned reductions, should hold the increase to under 13

per cent.

, The financing of $5.3 billion in requirements should

not put undue stress on capital markets. Our cash position at

the beginning of this fiscal year stood at over $3.2 billion. So
far this year sales of foreign exchange have provided an additional
source of funds to the government. The Bank of Canada will

: continue to require. federal securities to finance a reasonable

rate of monetary expansion. The chartered banks will require
treasury bills for statutory requirements and federal securities |,
to add to their liquid assets. I am satisfied that adequate room
will be left in the capital market for other borrowers.

The deficit on a National Accounts basis in 1975-76 is
now forecast at $3.7 billion compared with $635 million 1n 1974~
75.

I must remind honourable Members that the figures I
have presented tonight on the outcome of our accounts are estimates.
The actual outcome will reflect the decisions of this House
respecting legislation which is now before it or which will be -
placed before it during the course of this session. All estimates
are subject to particular uncertainties in the circumstances of
today.:

With the permission of the House, I should like now to
in¢lude in today's Hansard supplementary tables showing estimates
of Government of Canada cash requirements, details of the budgetary
revenues, federal government revenues and expenditures on a .
National Accounts basis and reconciliations of these figures with
those compiled on a Public Accounts basis. The information in
theése tables applies to the fiscal years 1974-75 and 1975-76.



I should also like to table several Notices of ‘Ways and
Means Motions setting out the changes I have proposed tonight and-
I would ask that they be appended to today's Votes and Proceedings,
I should also like to table the supplementary information on
labour costs, the two Discussion Papers and the Statement of -
Financial Transactions for 1974-75 to which I referred earlier
tonight. : '

Conclusion

Mr. Speaker, ‘inflation, recession and energy are three .
issues facing Canadians. No single approach can solve all three.
Nevertheless, I believe this budget strikes the right balance of
policy. Throughout, I have had a central aim. This aim is to ‘
prepare the Canadian economy for a resumption of economic growth
without inflation. I believe the key to achieving this aim is to
reduce the increase of costs and prices now. The government is
not prepared to do this by deliberately putting people out of
work. Nor is the government prepared to put at risk the supply
of energy for the future by adopting a short-sighted pricing. -
policy today.. Our broad thrust is to allow the forces of expansion
already at work in the economy to have their full effect and, as "
an example to others, to exercise restraint as a government in
our own claims on the economy. )

The government has responded tonight to the advice we
received during our consensus meetings, with a clear and evident
determination to constrain the growth of its own expenditures.

I ask Canadians to follow this lead in moderating their own
demands. If we all do this, our national prospects will be very
much better. '

In the budget of last November, we deliberately added
stimulus to the economy. That stimulus is still having its
effect and we shall allow it to achieve its full effect. But we
have decided nmot to increase that stimulus because we do not wish’
to feed the domestic inflationary push that has emerged in Canada -
in recent months. Our tax revenues will be lower and social
insurance payments will be higher than we forecast last November.
But we shall not counteract these developments since they are '
cushioning the effects of the recession at home and abroad on
Canadian employment and output.

While adopting this fiscal stance we nevertheless have
proposed specific actions to deal with special problems in the
economy. Taken together with some of the other measures I have
announced, these actions will not add to our net cash requirements.
We have provided for direct job creation in areas and among.
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groups that will be hard hit by unemployment. We have proposed
action to stimulate further the building of homes for Canadians
and creation of jobs in the home-construction industry. We have
announced measures to encourage investment in plant and equipment
to create jobs and improve productivity. We have proposed a
series of measures relating to oil and natural gas designed to
conserve these vital fuels and bring forth new supplies for -the .
future.

Given these policies, how will we fare in the period - -
ahead? I have tried to make it clear tonight that prospects for
a strong and sustained expansion of output and employment depend
critically on moderation in the. demands of all groups. in the
economy. Our production and employment should pick up during the
balance of this year as demand revives in foreign countries and
as our own underlying expansionary policy achieves its full .
effect. But as I have often said, whether Canadian producers
hold their share of expanding foreign markets, or even hold their .-
share of our own domestic market, depends upon whether they stay
competitive. - ‘ S

, The government has sought to demonstrate tonight its own
resolve to moderate its demands. If this lead is followed - by
other governments, by business, by labour and by .the professions -'.
then we can turn back inflation. Only in this way will we ensure
that we Canadians continue to enjoy a rising standard of living.



GOVERNMENT OF CANADA FINANCIAL REQUIREMENTS

1974-75 . o
Preliminary 1975-76

Actual : Forecast

(Millions of Dollars)

Budgetary Transactions e |

Revenues o 24,856 25,725
Expenditures : : - =26,001 -28,900
Surplus (+) or Deficit(-) -~ , o =1,145 , -3,175

Net Non-Budgetary Transactions

Excluding Foreign Exchange Transactions

Loans, Investmenfs and Advances -2,261 -2,700
Other 1,081 575
Total . : -1,180 -2,125

Total Financial Requirements

Excluding Foréign Exchange Transactions -2,325 -5,300
. Foreign Exchange Transactions 767 \ 3322
Total Financial Requirements v -1,558 -4,968

Numbers in this column should be interpreted as mid-points of ranges of
estimates. :

2 . .
This amount reflects transactions to the end of May.
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GOVERNMENT OF CANADA BUDGETARY REVENUES

~

g 1974-75
Preliminary ' 1975-76
Actual Forecast

(Millions of Dollars)

Personal income Taxr | ' : , 10;069 ' » 11,195
Cofporation Income Tax ’ ‘ 4,285' . 4,035
Non-Resident Tax _ 427, ’ - 480
Customs Duties o ‘ 1,810 : 1,930 ﬁ
Sales Tax v 2,906 2,720
Other Duties ana Taxes - 2,838 | ‘ 2,545
Totai Tax Revenues VA 22,335 ' 22,905
~Non-Tax Revenues ‘ B 2,521 _ 2,820
Tétal Budgetary Revenues ‘. ' 24,856 25,725

Numbeéers in this column shquld be interpreted as mid-points ofvranges of
estimates.



GOVERNMENT OF CANADA REVENUES AND EXPENDITURES
ON A NATIONAL ACCOUNTS BASIS

. . , 1974-75

’ _ ‘ Preliminary 1975-76 |

Actual Forecast

(Millions of Dollars)

Revenues
Direct Taxes, Persons 14,250 16,120
Direct Taxes, Corporations 4,646 4,445
Direct Taxes, Non-Residents : 429 . 485
Indirect Taxes 8,313 : 8,200
Other Current Transfers from Persons : 7 - 10
Investment Income 2,036 - . 2,515
Capital Consumption Allowances 362 . 395
Total Revenues : : 30,043 32,170

Expenditures
Current Goods and Services 7,656 ; ‘ 8,405
Transfer Payments to Persons ' 9,123 . 11,9750
Subsidies 2,389 _ ‘ 2,790
Capital Assistance 202 230
Current Transfers to Non- Re51dents 435 510
Interest on the Public Debt 3,157 3,740
Transfers to Provinces 6,598 b 7,145
Transfers to Local Governments 139 175
Gross Capital Formation ‘ - 979 ‘ 1,100
Total Expenditures - ' 30,678 . 35,845

Surplus (+) or Deficit (=) -~ 635 -3,675

Numbers in this column should be interpreted as mid-points of ranges of
estimates. ’



GOVERNMENT OF CANADA REVENUES
PUBLIC ACCOUNTS AND NATIONAL ACCOUNTS RECONCILIATION

1974-75
Preliminary 1975-76
Actual Forecast

(Millions of Dollars)

Budgetary Revenues 24,856 25,725
Deduct

Post Office Revenues and Deficit - 746 - 892

Deficit of Government Business Enterprises - 219 - 154
Excess of Accruals (+) over Collectlons (-)

Corporate Income Tax . - 118 - 71

0il Export Tax - 137 - 32
Add

Government Pension and Social .

Security Receipts 3 6,454 7,166

Capital Consumption Allowance 362 395
Miscéllaneous Adjustments4 - 409 33
Total Reven@es, National Accounts Basis 30,043 32,170

as mid-points of ranges of estimates.

these deficits are deducted

1 , .
Numbers in this column should be interpreted
2
In the Public Accounts, deficits of government business enterprlses are a charge to
budgetary expenditures whereas in the National Accounts,
from remitted profits of other government business enterprises.
3

In the Public Accounts, the government pension and social security receipts and
disbursements are treated as non-budgetary transactions whereas in the National
Accounts, these transactions are reflected in the determination of government revenue

and expenditure.

the two forms of presentation. These items represent,
the sales of existing capital assets; budgetary revenue items offset against
budgetary, expendltures, imputed items; and an adjustment for the treatment of

revenue in the supplementary period.

These miscellaneous adjustments arise as a result of conceptual differences between
for example, the proceeds fron



. GOVERNMENT OF CANADA EXPENDITURES
PUBLIC ACCOUNTS AND NATIONAL ACCOUNTS RECONCILIATION

1974-75 '
Preliminary 1975-76
Actual Forecast

(Millions of Dollars)

Budgetary Expenditures 26,001 28,900
Deduct
Transfers to Funds and Agencies2 -2,112 -1,928
Post Office Expenditures 3 - 746 ‘ - 892
Deficit of Government Business Enterprises - 219 - 154 .
Add '
Expenditures of Funds and Agencies2 A 1,229 ’ '1,263
Government Pension and Social Security .
Disbursements & o 6,275 8,367
Capital Consumption Allowance 362 395
Miscellaneous Adjustments5 , ‘ - 112 - 106
Total Expenditures, Nati%Pal Accounts Basis 30,678 © 35,845

Numbers in this column  should be interpreted as mid-points of ranges of estimates.

In the National Accounts, budgetary appropriations to various funds and agencies are
replaced by the expenditure actually made by these funds and agencies.

In the Public Accounts, deficits of governmenf business enterprises are a charge to
budgetary expenditures whereas in the National Accounts, these deficits are deducted
from remitted profits of other government business enterprises.

In the Public Accounts, the government pension and social security receipts and
disbursements are treated as non-budgetary transactions whereas inthe National
Accounts, these transactions are reflected in the determination of government
revenue and expenditure. :

As in the case of revenues, the miscellaneous adjustments arise as a result of
conceptual differences between the two forms of presentation. These items represent,
for example, reserves and write-offs; purchase of existing capital assets; budgetary
revenue items offset against budgetary expenditure; expenditures of reserve accounts
and revolving funds; imputed items; and, an adjustment for the treatment of
expenditures in the supplementary period.
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Table 1

Labour Costs - Canada and United States - The Ecoﬁomy

Wage Settlements
Percentage Increase at Annual Rates in
Contracts Settled in the Period

Percentage Increase from the Same
Period Year Earlier

Index of Average
of Wage Rates of

Wages, Salaries
and Supplementar

First Year of Life of New All Contracts Average Hourly Labour Costs per Labour Income per
New Contracts Contracts in Force Earnings Unit of OQutput Employee
Cdn.> U.s. Cdn. U.s. ~ Cdn. U.s. cdn.®  u.s.  can. U.S.  Cdn. U.S.
(L (2) (3) (4) - ' (5) (6) (7) (8) (9) (10) ~ (11) (12)
10.4 11.9 8.5 8.9 8.5 8.8 7.9 5.9 5.8 7.2 7.1 5.7
9.3 11.6 7.8 8.1 7.8 9.2 9.0 6.8 4.0 3.1 7.3 5.8
9.2 7.3 . 7.7 6.4 7.2 6.6 7.9 6.7 - 5.2 3.5 8.1 6.5
11.4 5.8 9.8 5.1 8.2 7.0 8.8 6.8 6.1 5.0 7.8 7.6
16.8 9.8 14.2 7.3 12.0 9.4 13.5 7.7 13.8 11.3 12.1 6.9
11.0 5.5 10.0 4.8 8.0 n.a. 8.5 6.1 5.3 2.8 9.1 7.7
10.2 6.2 9.6 5.7 8.1 n.a. 9.2 6.6 7.7 4.4 7.7 7.5
13.0 5.8 10.0 5.3 8.8 n.a. 8.9 7.0 5.5 5.7 7.5 7.8
11.7 5.5 9.8 4.5 8.0 6.8 9.6 6.9 5.9 - 7.0 7.0 7.2
14,2 7.1 11.6 6.1 9.9 6.8 9.9 7.1 8.9 9.5 9.0 5.9
16.1 9.2 13.0 7.5 11.8 8.1 11.5 7.2 10.8 10.6 11.0 6.9
18.0 11.2 14.9 7.7 12.6 9.2 15.1 ‘8.1 16.7 11.8 13.9 7.4
19.1 10.3 : 17.2 7.2 13.5 946 17.0 8.7 18.6 13.3 14.3 7.5
19.2 12.5 16.0. 7.7 ) 13.3 9.9 '17.8 8.3 - 18.0. ’ 12.5(b) 12.9 7.7(b)
171.5 °  155.7 158.0 141.3 151.8 148.3 156.7  138.8 139.7 7133.6 150.2 137.0
136.1  120.5 = 129.5 114.3 ° 124.5 117.4 129.6 116.0 128.5 123.1  123.1 114.0

(a) manufacturing only

(b) revised data

(n.a.) not available



Table 1
Notes

1. Wage Settlements data, columns 1 - 6

" Canadian data are derived from collective agreements
“covering 500 or more employees in all industries (except . :
construction), including the public sector. Percentage
increases refer to base wage rates, that is, the Towest
paid classification used for qualified workers in theh“
bargalnlng unit covered by the agreement. o

United States data are derived from collective :
agreements covering 1,000 or more employees in private ' . %
non-agricultural 1ndustr1es, including construction. =
Percentage increases refer to average general wage- rate.
changes as a percent of average straight-time hourly . o
earnings. ' - R

~,

Series for both countries exclude fringe and ‘
supplemental benefits and cost of living agreement (COLA)\
clauses; however, in Canada, if there is a guaranteed
amount payable under the COLA clause, this amount is
included as part of the wage settlement and in the Uniti d
‘States, the all contracts in force data include increases. ,
from escalator provisions. Data are not seasonally adjusted.

2. All Contracté in Force, columns 5 - 6 -

All contracts in force data in this table show 1ncreases
from the period a year earlier; published data for the ’
United States provide quarter-to-quarter changes sinceé. the

beginning of 1973, and data in this table have been derived from

these quarterly changes. (The U.S. all contracts data given in
this table include’ changes resulting from escalator previsions)
The Canadian data is published in index form. : :

The all contracts in force data prov1de a measure e
of the increases in the wage level that result from the wage.
adjustments that are provided in collective agreements which
are included in the wage settlements statistics. Thesé; .
wage adjustments consist of those that are put into effeetvi”A
during the reference period as a result of contracts. in ferce
(including contracts settled in that period as well ag
contracts negotiated earlier). Consequently, the data 1n
this table show the increases in the level of wages (as
already defined above, in base rates in Canada, and in the
average wage including escalator provisions in the United .
States) that have taken place during the preceding year
as a result of provisions in existing ccatracts. o
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Data are seasonally adjusted. The percentage
changes are computed from the derived average data rounded
to the- nearest cent.

1

4. Labour Cost;Eer Unit of Output, columns 9 - 10

The wages, salaries and supplementary labour income data
are divided by the real gross national product data, both
series being those provided in the national accounts statistics.

5. Wages, Salarles and Supplementary Labour Income per Emgloyee,
columns ll ~ 12 :

The wages, salaries and supplementary labour income
data in. the national. accounts are divided by the average
(annual or quarterly) number of employed workers as derived
from the monthly labour force survey. :

3. Average Hourly. Earnings, columns 7 - 8

For Canada, includes manufacturing only. Although data
are publlshed for a number of industries (manufacturing,
construction, mining and a number of others), there is no
industrial composite series published.

For the Unlted States, includes the total private non-
agricultural sector.

In essence, average hourly earnings are derived by
d1v1d1ng total weekly wages of hourly rated wage earners
by their total weekly hours. These weekly wages represent
gross pay for the week before deductions for taxes.and
unemployment insurance; these wages exclude supplementary
labour costs such as employer's contributions to unemployment
insurance, medical plans and other welfare plans. These
wages do include straight-time wages, piecework pay,
regularly paid incentives, cost of living and other bonuses,
and overtime payments; irregular bonuses and special payments
are excluded. .

Sources

Columns i 3_ 5

Labour Canada, Collective Bargalnlng Division, Economics arnd
Research, 1973 Annual Review Wage Developments for 1970-1972
data, their forthcoming 1974 Annual Review Wage Developments
for 1973 and 1974 data and their Research Bulletin Wage
Developments First Quarter 1975 for recent period.




Columns 2, 4, 6

United States Bureau of Labour Statistics, Monthly Labour -
Review (Tables 35 and 36) and later data releases.

Column 7

Computed . from Statistics Canada, Employment Earnings and
Hours, December 1974 (cat. no. 72-002, monthly) ;- Canadlan
Statistical Review, May 1975 (cat. no. 1ll- 003) allz

26, 1975 (cat no. 71-001). .

Column 8

Computed from United States Department of Commerce Snrvez 6f,
Current Business, May 1975 (p. S-16) and later data releases
obtained from Data Resources Inc. data tape.

Column 9

Computed from Statistics Canada, ‘National Income and Expenditure
Accounts (cat. no. 13-001, quarterly); table includes latest -
revisions, including those resultlng from reba51ng to' the
year 1971. -

Column 10 e

Computed from United States Department of Commerce, Survey of
Current Business (pp.  S-1 & S-2) and later releases obtalned
from Data Resources Inc data tape. . - -

Column 11

Computed from source cited for column 97and Statistics’ Canada,
The Labour Force (cat. no. 71 OOl monthly) o

Column 12

Computed from source cited for column 10 (pp. S-2 & S-13).




Table 2

Labour Costs - Canada and United States - Manufacturing

v Percentage Increase from the Same A Wage Settlements at Annual Rates
Perjod Year Earlier in Contracts Settled in the Period
Levels of T
’ Average : Average Labour Costs Per First Year of Life of New
Hourly Earnings Hourly Earnings . Unit of Output New Contracts Contracts
Canada U.Ss. Canada U.Ss. Canada U.S. - Canada U.s. Canada U.S.
(dollars of each country) o __ : -
N (2) - (3) (4) N &) (6) (7) (8) (9) (10)
1970 3.01 - 3.36 7.9 5.3 6.0 6.6 10.8 8.1 8.4 6.0
1971 3.28 ) 3.57 9.0 6.3 0.0 0.0 10.0 10.9 7.6 7.3
1972 3.54 3.81 7.9 6.7 3.6 -0.1 11.6 6.6 8.7 5.6
1973 - 3.85 4.07 - . 8.8 6.8 4.4 1.5 12.2 5.9 8.7 4.9
1974 4,37 4.40 13.5 8.1 11.2 8.6 15.9 8.7 ~13.0 6.1
1973 - I 3.72 -3.98 8.5 7.0 3.4 -1.1 11.7 6.6 9.1 5.8
II 3.81 4,03 9.2 6.6 3.6 0.4 14.0 6.2 10.0 5.4
111 3.90 4,10 8.9 7.0 4.2 2.0 13.8 5.9 9.6 5.1
v 4.00 4.17 9.6 6.9 6.3 4.5 10.1 5.5 7.2 4.1
1974 - I 4.09 4,22 9.9 6.0 6.9 - 6.5 15.1 6.7 12.9 5.2
11 4.25 4,32 11.5 7.2 10.1 7.9 14.8 8.5 11.6 6.1
II1 4.49 4.48 . 15.1 9.3 12.4 10.1 14.9 10.2 13.4 7.1
v 4. 68 4.59 17.0 10.1 14.9 10.9 21.1 9.0 13.8.- 5.9
1975 - I 4.82 4.67 17.8 10.7 18.5 14.7 18.5 11.6 15.7 8.5
J 4.75 4.62 17.0 - 10.3 ’
F 4.81 4,67 17.9 - 10.7
M 4.91 4,71 18.6 11.1



- Table -2

.Notes.__

1.

Average Hourly Earnings, columns 1-2

See note 3. (to Table 1) for a short description of
the average hourly earnings series.

Data are éeasdnélly adjusted; percentage changes are
computed from the derived average data rounded to the
nearest cent. ' o

Labour Costs per Unit of Qutput, columns 5-6

For Canada, manufacturing wages and salaries are
divided by real domestic product in manufacturing, and the
data- published in index form with 1962 = 100. Data in this
table include the most recent revisions to the index that
arise from the revised wages and 'salaries data.

‘For the United States, compensation paid to labour

‘(including supplementary labour costs) are divided by real

domestic product in manufacturing.

Wage Settlements in Manufacturing, columns 7-10

See note 1 (to Table 1) for a short description of
the wage settlements data.

. For U.S. data, percentage incréases refer to general
wage rate changes as a percent of straight-time hourly
earnings, whereas for Canada, to base rate increases.
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Table 2

Sources

Column 1

Statistics Canéda; Enployment Earnings and Hours
(cat. no. 72-002, monthly) and CANSIM.

Column 2

United States Department of Commerce, Survey of Current
Business, May 1975 (p. S-16) and later data releases
obtained from Data Resources Inc. data tape.

Columns 3 and 4

Computed from columns 1 and 2 respectively and the
sources from which those data were obtained.

Column 5

Computed from Bank of Canada, Review (monthly) (Table 61);
updated data which include latest revisions toc°the wage
series were provided by the Bank of Canada.

Column 6

Computed from United States Bureau of Labour Statistics,

Monthly Labor Review (Tables 32 and 34) and News releases
and data obtained from Data Resources Inc. data tape.

Columns 7 - 10 '

As cited in the wage settlement data in Table 1 (with
U.S. data from Table 35).
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'NOTICE OF WAYS AND MEANS MOTION
TO AMEND

THE INCOME TAX ACT

'~ That it is expedient to amend the Income
Tax Act and to provide among other things:

(1) That for the 1975 and subsequent taxation years,
paragraph 120(3.1)(b) of the said Act shall be
amended so that the amount to be deducted, by
virtue of subsection 120(3.1) of that Act, from
the tax otherwise payable under Part I thereof
by an individual for a year shall be an amount
equal to the greater of '

(a) $200, and

(b) 8% of the tax otherwise payable under this
part by the individual for the year, or
$500, whichever is the lesser.

(2) That for the 1975 and subsequent taxation years,
the said Act shall be amended to provide that a
taxpayer may deduct, in computing his tax other-
wise payable for a taxdtion year under Part I of
that Act, an amount not exceeding the lesser of

(a) an investment tax credit equal to 57 of his
investment in qualified property in that
yvear, and

(b) the aggregate of
(i) $15,000, and

(ii) one-half of the amount, if any, by
which the tax otherwise payable by him
under Part I of that Act for the year
exceeds $15,000; and

a rule shall be added thereto to permit the
taxpayer to carry forward and deduct any unused
investment tax credit referred to in subparagraph



qualified
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(a) herein for a period not exceeding five
taxation years, subject to the same annual
limiting rule in subparagraph (b) herein;

(¢) for the purposes of this paragraph, a
"qualified property" of a taxpayer means

(i) a prescribed building to the extent
that it was

(4)

®

acquired by the taxpayer after
June 23, 1975 and before July 1,
1977, or

acquired by the taxpayer after

June 30, 1977 if the building was
commenced by the taxpayer after
June 23, 1975 and before July 1,
1977 and the building was completed
in substantial accordance with
plans and specifications agreed

to in writing by the taxpayer

‘before July 1, 1977, or

(ii) prescribed machinery and equipment
acquired after June 23, 1975 and
before July 1, 1977 '

that is new property

(iii) to be used by him in Canada or leased
by him for use in Canada by a lessee
who is not exempt from tax under
section 149 of the said Act, primarily
for the purpose of

a)

(B)
(©)

(D)

manufacturing or processing of
goods for sale or lease, except
the activities referred to in
subparagraphs 125.1(3) (b) (i) to
(ix) of the said Act,

operating an oil or gas well,

extracting minerals from a mineral
resource,

processing, to the prime metal
stage or its equivalent, ore from
a mineral resource,
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(E) exploring or drilling for petro-
. leum or natural gas,

(F) ptospecting or exploring for or
- déveloping a mineral resource,

(G) logging,
(H) farmlng or f1sh1ng, or

(1) the storing of - graln.

(3) That for the 1976 and subsequent taxation years,

(%)

(5)

there shall be repealed

(a) section 123.3, which provides a tax rate of
50% of taxable income payable under Part I
of the said Act by a corporation in respect
of its taxable production profits from
mineral resources in Canada or from oil and
gas wells in Canada, and

(b) subsections 124(2)(and (2.1), which provide
a deduction from tax otherwise payable by a -
corporation under Part I of that Act in -
respect of its taxable production profits
from mineral resources in Canada or oil and
gas wells in Canada; and

where a corporation has a taxation year part of
which is before 1976 and part of which is after
1975, transitional rules shall be provided in
respect of the computation of tax payabléfunder
Part I of that Act on its income from mlneral
resources and gas and 011 wells. P SR

That for the 1976 and subsequent taxation years,
subsection 20(1) of the said Act shall be amended
to provide that a taxpayer may, in computing his
income for a taxation year, deduct such amount

as may be allowed by regulation in respect of
mineral resources in Canada or oil and gas wells
in Canada.

That effective after June 23, 1975 interest
payable by a corporation resident in Canada
to a person with whom that corporation is.
dealing at arm's length, on any obligation
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where the evidence of indebtedness was issued by
that corporation after June 23, 1975 and before
1979 shall be exempt from tax under Part XIII of
the said Act if the corporation may not be
obliged to pay more than 257 of the principal
amount thereof within 5 years of the date of its
issue except in the event of a failure or default
under the said obligation.

That in respect of amounts contributed to a
registered party or candidate after June 23,

1975,

(a)

(b)

subsection 127(3) of the said ‘Act shall be
amended to provide that the deduction
allowed to a taxpayer thereunder from the
tax otherwise payable for a taxation year
under Part I of that Act shall be in respect
of the aggregate of all amounts each of
which is an amount contributed to a regls—
tered party or to a candidate; and

rules shall be added to provide that

(i) a registered agent of a registered
~party or an official agent of a can-
" didate shall not issue a receipt,
within the meaning assigned to that
term in subparagraph (a) herein,
unless the receipt is issued for an
amount contributed;

(ii) where an amount contributed has been

: received by an official agent of a
candidate other than a candidate in any
of the electoral districts referred to
in Schedule III of the Canada Elections

Act,

‘the official agent-shall forthwith

. deposit that amount contributed in an
account standing to the credit-of the
official agent in his capacity as such
in the records of a branch or other
office in Canada of

(A)

a bank to which the Bank Act or

the Quebec Savings Bank Act applies,
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(B) 'a corporation that is licensed or
‘otherwise authorized under the
laws of Canada or a province to
carry on in Canada the business
of offering to the public its
services as trustee, or

(C) a credit union within the meaning
assigned by subsection 137(6) of
‘that Act; and

(iii) for the purposes of subparagraph (a),

‘ clauses (b)(i) and (ii) and paragraph
(7) herein "amount contributed" shall
mean a contribution to a registered
party or candidate in the form of cash
or in the form of a negotiable instru-
ment issued by the person making the
contribution, but shall not include a
contribution made by an official agent
of a candidate or a registered agent
of party (in his capacity as such
official agent or registered agent, as
the case may be) to another such
official agent.

That in respect of amounts contributed to a
registered party or candidate after June 23,
1975, séction 230.1 of the said Act shall be
amended to require every registered agent of a
registered party and the official agent of each
candidate to keep records and books of account
sufficient to enable the amounts contributed
which are received by him and expenditures made
by him to be verified, and for the purposes of
the said section, the term ''candidate" shall
have the méaning assigned to it by section 2 of
the Canada Elections Act.

That effective after June 23, -1975, a rule shall
be added to subsection 238(2) of the said Act to
provide that every person who has failed to
comply with or contravened clause (6)(b)(i) or

" (ii) herein is guilty of an offence under sub-

ﬁection 238(2) thereof.
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(9 Tﬂét.for the 1975 and subsequent taxation years,

subsection 110.1(6) of the said Act shall be
repealed and a provision substituted therefor,

so that where an amount is required to be
included in computing the income for a taxation
year of the.spouse of a taxpayer as interest or
grossed-up dividends, within the meaning assigned
by section 110.1 thereof, the taxpayer may, in

~addition to the amount, if any, deducted by him

for the year under subsection 110.1(1) thereof,
deduct an amount equal to the amount, if any, by
which the lesser of
(a) $1,000 and
(b) the aggregate of

(i) the amount of interest, and

(ii) the grossed-up dividends

included in computlng the spouse's income for
the year

exceeds

(10)

(c) the amount deductible in the year by the .
spouse under subsection 110.1(1) thereof.

1

That for premiums pdid by a taxpayer after

‘June 23, 1975 under a registered retirement

savings plan of which he is an annuitant or
becomes, within 60 days after the end of the
taxation year, an annuitant thereunder, para-
graph 146(5) (a) of the said Act shall be amended,
so that where the taxpayer was employed in the
year and as a consequence thereof was a person
entitled to benefits under a pension fund or
plan which provides that a pension may be
payable to him out of contributions to the fund
or plan or amounts credited in lieu thereof by a
person other than the taxpayer in respect of the

. taxpayer's employment in that year, he may

deduct in computing his income for the year an
amount that, when added to the amount deductible

" by him in the year under paragraph 8(1)(m) of

the said Act, does not exceed the lesser of
$2,500 and 20% of his earned income for that
taxation year. '
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NOTICE OF WAYS AND MEANS MOTION

TO AMEND

' CHAPTER 26 OF THE STATUTES OF CANADA 1974-75

That is expedient to introduce a measure to

amend Chapter 26 of the Statutes of Canada, 1974~75,
an Act to amend the statute law relating to income
tax, to provide that subsection 6(10) of the said Act
be repealed and provisions substituted therefor so

that

(1) subsection 13(7.1) of the Income Tax Act is
applicable after May 6, 1974, except that in its
application to acquisitions of property occurring
before November 19, 1974, subsection 13(7.1) of '
the said Income Tax Act shall be read in the
following manner: ‘

(a)

(b)

where a taxpayer has received or is entitled
to receive from a government, municipality
or other public authority, in respect of or

. for the acquisition of property, a grant,
'subsidy or other assistance other than an

amount authorized to be paid under an
Appropriation Act and on terms and conditions

approved by the Treasury Board for the
purpose of advancing or sustaining the
technological capability of Canadian manu-
facturing or other industry,

the capital cost of the property to the
taxpayer shall be deemed to be the amount
by which the aggregate of '

(i) the capital cost thereof to the
taxpayer, otherwise determined, and

(ii) such part, if any, of the assistance
as has been repaid by the taxpayer
pursuant to an obligation to repay all
or any part of that assistance,

exceeds



(iii) the amount of the assistance; and

(2) subsecfion 13(8) of the said Income Tax Act is
. applicable to the 1974 and subsequent taxation
years. ' » S

v



- 60 -

NOTICE OF WAYS AND MEANS MOTION
AN ACT TO AMEND THE EXCISE TAX ACT

* That it is expedient to introduce a measure to amend the Excise Tax

Act and tb'prqvide among other things that:

1.

Schedule 1 to the Excise Tax Act be amended by addlng thereto immediately
after Sectlon 12 thereof, the following:

"12 l Gasollne teseesseesssssssssssesss.ten cents per gallon.

Subaactloﬂ 2(1) of the Excise Tax Act be amended by addlng thereto~
immediately after the definition "cosmetics'" the following deflnltlon:

"eagoline' means gasoline type fuels for use in internal .combustion
engines other than aircraft engines."

Par§1VI Qf the Excise Tax Act be amended by adding thereto as éection 47
thereof the following section:

‘ "47;;(1)L‘Where gasoline has been purchased /

n(a)- by Her Majesty in right of Canada or a province or any
: agency of Her Majesty in right of Canada or a province,

~

‘ :~§_:3(5) by'a municipality,
’ngc) by a person for commerical or businesé‘ﬁurposeé,
(d) by a farmer for farming purposes,

- (e) by a fisherman, hunter or trapper for commercial flshlng,
hunting or trapping,

(f) by a person under conditions for which relief from the
consumption or sales tax is provided by virtue of any
provision of this Act other than subsection 27(2), or

(g) by a person of such other class of persons as the Governor
" in Council may by regulation prescribe,
1
for the sole use of the purchaser and not. for resale, and the
-tax imposed by Part III has been paid in respect of such
. gasoline, the Minister may, upon application by the purchaser,
~ in such form and in such manner as the Minister prescribes, pay
© to the purchaser an amount equal to that tax.
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(2) Where an amount has been paid under subsection (1), in respect
of the purchase of any gasoline, to a person who sells, or uses
the gasoline for a purpose that does not entitle its purchaser
to that payment, he shall forthwith, upon such sale or use, pay
to Her Majesty an amount equal to the payment.

(3) TFor purposes of subsection (1) the expression '"commercial or
business purposes' shall have such meaning as the Governor in
Council may determine by regulation.

(4) Where a person has purchased gasoline on which the tax imposed
by Part III has been paid and has recovered the cost of that
gasoline, or any part thereof, from a person described in
paragraphs (1)(a) to (g), for purposes of making a payment of .
an amount equal to that tax pursuant to subsection (1), the
Governor in Council may by regulation determine

(a) the manner in which an amount equal to that tax shall be
calculated, and

(b) who, between the person who purchased the gasoline and the
person from whom all or any part of the cost has been
recovered, shall be deemed to be the purchaser of that
gasoline."

4. Paragraphs 25(1)(a), (b), (c), and (d) of the Excise Tax Act be repealed
and the following substituted therefor:

"(a) a tax of two and one-half cents per gallon on wines of all kinds
containing not more than seven per cent of absolute alcohol by
volume, and

(b) a tax of five cents per gallon on wines of all kinds containing more
than seven per cent of absolute alcohol by volume."

5. The following goods be made exempt from the'consumption or sales tax:

(a) thermal insulation materials designed exclusively for insulation of’
buildings; '

(b) storm doors and storm windows for buildings; and

(¢) articles and materials for use exclusively in the manufacture or
production of the above-mentioned tax exempt products.

6. Paragraph 10(2)(a) of the Excise Tax Act be repealed and the following
substituted therefore:

""(a) eight per cent on each amount paid or payable, and"



- 62 -

7. Paragraph 10(3)(a) of the Excise Tax Act be repealed and the following
substituted therefore:

"(a) eight per cent on each amount paid or payable, and"

8. Subsection 11(2) of the Excise Tax Act be repealed and the following
substituted therefore;

"(2) The tax imposed under subsection (1) for transportation of a person
by air shall be
y

(a) an amount that is the lesser of
(i) ten dollars, and

(ii) such amount as may, 'for the purposes of this subsection,
be prescribed by order of the Governor in Council on the
recommendation of the Minister of Transport; or

(b) fifty per cent of the amount provided in paragraph (a) when the

.person is a child under twelve years of age and is being trans-

ported at a fare reduced fifty per cent or more below the

applicable fare."

9. Any enactment founded on paragraphs 1, 2, 3, 4 and 5 shall be effective
June 24, 1975 and any enactment founded on paragraphs 6, 7 and 8 shall be
effective August 1, 1975.



- 63 - '

NOTICE OF WAYS AND MEANS MOTION

" CUSTOMS TARIFF

s/

1. That Schedule A to the Customs Tariff be amended by striking out tariff items
17210-1, 26710-1, 26901-1, 26902-1, 26905-1, 26906-1, 26910—1,‘40916—1, 41045-1, 44043-1,
44047-1, 45105-1, 49205—1 and 69005-1, and the enumerations of goods and the rates of
duty set opposite each of those items, and by inserting in Schedule A to the said Act

the following items, enumerations of.goods and rates of duty:
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Most~

Rates in Effect Pricr to

(on and aftg

sr October

Eritish Favoured- . . Rates Proposed in this Budget
Tariff Preferential Nation General B.P. M. F V General
Item Tariff Tariff Tariff Tariff Tariff | Tariff
17210-1 | Hymn books with or without printed music,
prayer books, missals, psalters, religious
pictures and mottoes, not to include frames .. Free Free Free Free Free Free
' 5 p.c. 7% p.c. i 10 p.c.
18205-1 Printed liturgical music, bound or in.sheets;
- - instructional books containing printed music
for the study of singing, the playing of a
musical instrument or for the advancement :
of musical knowledge ....... e terererenaeaaaa Free Free Free 5 p.c 73 p.c. | 10 p.c.
26710-1 Petroleum tops; blends of petroleum tops or
petroleum products with crude petroleum;
all the foregoing .7249 specific gravity .
(63.7 A.P.I.) or heavier, at 60 degrees
Fahrenheit, when imported by -o0il refiners
to be refined in their own. factories-.........’ .. o :
festecsseseanesenns tecsecessnesss DET gallon Free Free Free Free Free 1 Free
on and after Julz l 1977 cesessses PEY gallon Free 1 ct. 2 cts. Free 1 ct. 2 cts.
1(on and after October 424,, 1975)
:{ Products of petroleum, n.o.p.: P N-y;op . ;
26901-1 nghter than‘ 8236 specific grav1ty (40 3 .
; A.P.I.) at 60 degrees Fahrenheit per gallon Free | Free Free Free Free Free
von and after July-1,-1977 ........: per -gallon 2 ct. -1 -ct. 2.cts. | 3 ct. 1 ct. 2 cts.
: ’ o e : »i',(on~and aftar “Octobern 24, 1975)
26902-1 .8236 specific gravity (40.3 A.P.I.) or Jetle L L L -
heavier at 60 degrees Fahrenheit per gallon. Free | ‘Free Free Free . i Free : ' Free
- on and after July 1, 1977 ........ per-gallon| --1/3 ct. - | 1/3 ct. 1 ct. 1/3 ct. 1/3 ct. 1 1 ct. -

24, 1975)
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. Most- Rates in Effect Prior to
. o British Favoured- Rates Proposed in this Budget
Tariff : S .| Preferential | Nation’ Gern2ral| . B.P. M.F.N. General.
Item S Tariff - Tariff Tariff | Tariff Tariff | Tariff
26905-1 | Petroleum o0il known as engine distillate .8017
specific gravity (45.0 A.P:I.) or heavier at.
60 degrees Fahrenheit ...:..:...... -per gallon Free .. 1 Free - Free Free Free Free
on and after July 1, 1977 ......:. per gallon 1/3 ct. 1/2 ct. 1 ct.. 1/3 ct. 1/2 ct.| 1 ct.
. (on and aftpr October |24, 1975)
26906~1 | Petroleum fuel o0il .9000 specific gravity .or-. S . : o
heavier at 60 degrees:Fahrenheit per gallon- Free . .- Free Free Free " Free Free
on and after July 1, 1977 ........ per gallon 1/3 ct. -y 1/3 ct. | lect. § 1/3 ct. | 1/3 ct.! 1 ct.
L e C . . r (on and aftpr October 24, 1975)
26910-1 | Fractions of petroleum described dn tariff -
item 26901-1, for use as feedstocks in the
manufacture of the.goods described in tariff : '
headings 92901 or 92904 ......... .. per gallon Free -1 Free Free Free Free Free
on and after July 1, 1977 ........ per gallon S 1/3 ct. 1/3 ct. 1 ct. 1/3 ct. 1/3 ct.| 1 ct.
: (on and aftgr October |24, 1975)
40916-1 | Mowing machines, harvesters,. either self-
" binding or without binders, binding attach-
ments, ‘reapers, harvesters in combination
with threshing machine separators including
the motive power incorporated therein; air
conditioners-for the foregoing; cabs and . )
parts for the foregoing .......cevvvvennennns Free Free Free Free Free Free
2% p.c. 15 p.c.| 35 p.c.
40919-1 | Devices de51gned for measurlng the moisture : 4 ) _
content of agricultural produce .........i... . _Free Free Free Free 7% p.c.| 30 p.c.
2% p.c. |- 15 p.c.| 30.p.c.




er July 1, i
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fost— " Rates in Effect Pricr to
Eritish Favoured- ‘Rates Proposed in this Budget
Tariff Preferential Nation General B.P. M.F.N. General
Item Tariff Tariff Tariff Tariff Tariff Tariff
41045-1 | Miners' éafety lampé,
Miners' acetylene lamps;
;Accessorles for cleaning, fllllng, charglng,
opening and testing: miners' lamps,
Battery renewal preparations for miners'
electric safety lamps;
All for use exclusively at mines;
Parts of ‘the foregoing .....vevievvenonanennee Free Free Free Free Free Free
15 p.c. 173 p.ci 273 p.c.
41046-1 | Miners' safety lamps, n.o(p.{ parts thereof .. Free Free Free Free Free Free
41233-1 | Sheets or plates of aluminum or plastic,
photopolymer coated, for the production of
printing plates, materials for such plates, for’
use' in the reproduction of material in news— -
: papers by the: letterpress printing process Free Free 25 p.c. 10 p.c. 15 p.c.| 25 p.c.
) (Applicable to June 30, 1976) 15 p.c. 173 p.c 25 c
Aircraft, not including engines, under such’
‘regulations as the Minister may prescribe:
44043-1 .| When of types or sizes not made in Canada ... . Free Free 27% p.c} Free Free 272.p.c.
on and after July 1, 1976 - Free 7% p.c. 27% p.cy Free 7% p.c.y 273 p-C-
‘ ) ’ ' o C : ' (on and aftler July'l, 1975)
Aircraft engines, when imported for use  in
the equipment of aircraft:
44047-1 When of types or sizes not made in Canada ... - Free . “Free 273 p.cl Free . Free 27% p.c.
on and after July 1, 1976 Free 73 p.c. 273 p.c} Free 72 p.c.| 273 p.c.
‘ : - - < (on and aft 1975) -
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Rates in Effect Prier to

o Eritish Fzgzsred- - Rates Proposed in this Budget
Tariff Preferential Nation General B.P. M.F.N. General
Item Tariff Tariff " Tariff Tariff Tariff Tariff
45105-1 | Latch needles ....evevenann cereceattiseeesaana 10 p.c. 20 p.c. 35 p.c. 10 p.c. 20 p.c. 35 p.c.

49205-1 Drilling mud and additives therefor for use.in
drilling for oil, natural gas, minerals or
WALETY ot erneeseenoesosonssesesssssasanananns Free Free Free Free Free Free
10 p.c. 15 p.c. 25 p.c.
50026-1 | Hoops of wood for use in the repair of
barrels ....... ..., Ctse et eeenaseanessas Free Free Free 15 p.c. 15 p.c. 25 p.c.
69005-1 Casual donations sent by persons abroad to
friends in Canada, or brought into Canada
personally by non-residents as gifts to
friends, and not being advertising matter,
tobacco or alceholic beverages, when the
value thereof does not exceed fifteen dollars
in any one case, under such regulations as
may be prescribed by the Minister ........ .o Free Free Free Free Free Free
. Various Various Various

Notwithstanding the provisions of this Act
or any other Act, the value for duty as other-
wise determined under the Custdms Act in the
case of any casual donation described in
this item which, but for the fact that the
value thereof in any one case exceeds fifteen
dollars, would have been entitled to entry

under this item, shall be reduced by fifteen

dollars.
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2. That any enacfment founded upon this motion shall be deemed to have come
into force on the 24th day of June, 1975, and to have applied to all goods mentioned
in the said motion imported or taken out of warehouse for consumption on or after
thét day, and to have applied to goods previously imported for which no entry for

consumption was made before that day.



