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ABSTRACT

Thid study is concerned with analysing and evaluatihg the impact

-

Sy

of Canadian macroeconomic policy upon regional unemployment disparities
over the 1969-1976 period. To accomplish this task, three interrelated
»

steps are undertaken. First' an economic model is developed which 'seeks

,

to help explain why macroeconomic policy may hav¥e variable regional
© . /’
impacts. The model emphasizes the role that regional economic

structures may have in prométing differential regiohal adjustment to
national de$and and money wage raﬁe fluctuations. 1In particular the degree
to which a EEgion is dominated by high and low growth industries (defined
on the basis.of labour productivity, market concentration, demand elasticity

and employment growth) is hypothesized to be a key factor in explaining

regional adjustment.

' Second, the actual impact of macroeconomic policy upon Canadian

regional unemployment is estimated using the Recession-Recovery time

’ |
series method deweloped by the National Bureau of Economig Research. These
results are then evaluated according to a set of equity criteria which

emphasizé qbsolute, comparative and relqtive rules of sociél justice.

Third, the results of analysis derived from the first two s&eps are' linked
N g |

with a set of predictive models to evaluate two alternative macro-policy

i
'

scenarios and theyr implications for the future of Canadian gfgional

r

unemployment dis

rities. The scenarios are those of the pre%ent Liberal
‘ C '
Government and the New Democratic Party and the predictive models

& \

are based upon the Box and Jénkins time series techniqgues.
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The economic model's hypotheses were gererally confirmed and the
model may provide a means of understanding why there may be differential
regionalyadjﬁstment to national demand and money wage rate fluctuations.
.It is found, although with some variations over a particular phase of
the tétal 1969-1976 period, that the}imé;ct of macroeconomic policy was
to widen Canadian regional unemployment disparities. Thus it is concluded
that the effects of macro-policv over the 1969-1976 period are contrary
to the interests of regiongl_equiﬁy and social jhstice, In the interests

of narréwing future regional unemployment disparities, a national full

' \ /
employment policy such as that advocated in the NDP' scenario, 'is seen as s

preferable to the Liberal scenario. However these results and: their
: \
relevance for policy makers are predicated upon developing a strategy

that would significantly lower the rate of national money wage réte

A}
inflation.

A nuﬁber of avenues for future research are noted: first, the
éevelopment of more appropriate wage determination models in space;
second, the development of more efficient space-time predictive models,
and; third, the developmen;\of more general models: of the State that

could help explain its actions and its role in main;aining spatial inequality.
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INTRODUCTION
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P CHAPTER 1 &

AN INTRODUCTION TO REGIONAL LABOUR MARKET ANALYSIS

The focus of this dissertation is on the dimensions and patterns.
of Canadian regional uﬁq?ployment disparities. It is argued that to
understand such disparit£e§ we must first be aware of the limkage of the °
regional, system to national fluctuations and the forces shaping the
national economic environment. The thesis is that one force in particular,
namely federal macroegpnomic stabilization éollcy, has generated and rein-
forced regional unemployment disparities and is counter io the objectives
of xregional pol%gy. Generally, the dissertation attempts to document and

analyse the impact of national macroeconomic policies upon regional

welfare. ’

1.1 Recent Trends in Unenployment and Inflation in Canada

The study is considered in the context of the recent (1969-1976)

recession, argued by many to be rivalled only by the Great Depression of

the 1930's in the scope and hardship imposed upon the over one million

/‘\n
persons unemployed in Canada (see Economic Council of Canada, 1976a , for

example). Levels of unemployment and inflation have been consistently higher .

than for any other period since the second world war, Figure 1.1 illustrates

the pattern in aggregate unemployment and inflation over the period 1953~

1976. while the 1958 and 1961 recessions are clearly important, Figure 1.1

2
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emphasizes the significant shift in the pe;sistence and level of unemploy-
ment fr;m 1961-1976. The rate of change in consumer prices §imilarly has-
seen no match since 1945.

The current episode 1s a major break in the economic growth which
had been underway since the conclusion of World W;r II. -The  'secular'
expansion which reached virtually all western industrialized countries
during the 1950's and 1960's can no longer be accepted as ;he 'normu and
large scale unemployment has been seen as a real possibility until at
least the early‘1980's (Kaldor, 1976). Instead of periodic bouts of
cyclical unemplovment and subsequent recovery and growth, the current

-

recession has been seen as impervious to readv economic solutions. In

Canada for example, the Economic Council has emphasized a long re-adjustment

S

period, with emphasis on deriving more relevant and consistent policy

solutions (Economic Council of Canada i976b).

, The combination of 'high unemployment and inflation has moved manv

econamists to argue that the aggregate Phillips curve (the so-called

.

trade-off between unemploymeht and iqflat;on) has become more 'perverse'

and unstable. In Canada, Rowley and Wilton (1977) suggest that there is
) . -~

in fac& no regl relationship between uneﬁployment and inflation except
that impligd in policy choices over the past two decades. Thus the crisis
in econohic conditions has called into guestion both orthodox theory and
policy practices. Hence, a wide debate has\developed over the direction
of macro~policy‘as well as the proper targets‘of economic performance

(for unemployment and inflation in particular).

Canadian macrdeconomic poliéy over'the'l969-l976 period may have

contributed, in large measure, to the stabilization problem, since the

PRSP AP R
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federal government has succesgively a}tempted_to control inflation and
unemployment. In ihés context,‘the distributional consequences of stag- |
flation and macra—p9iicy haYe become\gére widely éuestioned, at least j
in Economics (see for example Gramlich: 1974). The spati51 pattern of
unemployme;t and the impact of macro-policy in terms of spatial equity,
however virtﬁally has been ignored by geographers. There are mﬁéy
implicatiaons that could be considered. Foxr exémplei it could be questioﬁéd
whether regional policy in Canada is adequate given the rapid increases in
national and regional unemploymeht. As Chisholm (£976) has noted in the

British case, the assumptions behind a given regional policy developed

in the 1960's may be invalid in the face of prevailing stagflation con-

.

ditions. Moreover, as macro-policy has attempted to come to grips with

;tagflation, these policies themselves may have had important impl}cations
for the effectiveness of regional policy. In general terms, this dis-
sértatidﬁ deals with the impact of Canadian federal macroeconomic poricx
designéd to adjust and mqnipulate national employment fluctuations, u;on
regional unemployment in a period of relative eéonémic crisis (1969~1976).
Patterns of, regional response; their welfare implic?tions and costs,

and the links between,the national economic environment and the regional
system are-analysed. A @odel of regional response is developed and
éheoreticél propositions concerning why iegipnal responses may be differ-

entiated are derived and testéd. ,//’\__—//.

%
-

1.2 -Conceptual Framework

A given regional labour market’ can be conceived of as one element

in the total national economy. The economic forces that may shape the

trde D - e T
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national economic environment componeﬂt (in Figure 1:2, A) can be gssumed
to be linked-and filggred through regional structural characte;istics
(factors B and C) to form a set of outcomespin the local labour market:
junemploymenL (G), emp;oyment (H) or out-migration. These possible out-
comes are then fed back into the total §ystém and ultimately form the

data upon which policy is formulated. -

¢ -

In undefstanding those forces that may shape the national economic

environment (and hence regional labour market outcomes), little attention

.

has been paid to the institutional‘characteiistics of the economy.. By
virtue of this shértéoming, much of contemporary regional economic theory
also tends to be limited as a means of understandlng the functioning of
the modern spatial economy (King and Clark, 1978). In eSsence; those
forces (policy) which may condjtion the national economic environment have
become so intertwined with the economic system that it is now difficult or
almost impossible to separate them: The government has become an endogenous,
not exogenous variable in the t9£al economy. « )
Linabeck has, in a d%fferent but.;élated context, expresséd this
sentiment quite forcefully:
"It is obvious that macrdeconomic flﬁctuétions today are so intimately
connected with government pollCleS that realistic explanations and
forecasts of macroeconomic fluctuations require that government behaviour

be analyzed as an integral part of the fluctuations."

> (Lindbeck, 1976, 11) .

.

Writers such as Nordhaus (1975) and Reobinson and Wilkinson (1977} have
also argued that a major source of recurrent fluctuations can be directly

attributed to govermnment policy, thus it is difficult to avoid the copclusion

3

that: )

"Dramatic macroeconcmic disturbances during the last decade, and
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perhaps earlier as well, have been the result of government policies,
rather than of instabilities in private behavior. 1In particular, it.
is difficult to avoid the empirical generalization that inflationary
policies followed by restrictive, unemployment-creating actions have
been a ‘dominant macroeconomic feature."

.

' (Lindbeck,” 1976, 17)
Recurrent booms (hich employment and inflation) and recessions {unemploy-

ment and price stability) are then intimately linked with governmé%t

-

golicy to such an extent that the classical trade-cycle has been replaced

by a 'political' business-cycle (Boddy and Crotty, 1975). Thus Adam
Smith's neoclassical world has long passed and the government now a‘ffect&

every sector and region of the national economy. Of particular importance

has been the %nc;easingly political nature of government policy and the_
attendant distributive effects. Policy options and impacts have costs and
benefits that are embedded implicitly in the total spatiallpoligiéal
economy. s

Distributive effects can be direct (either intentional and/or

»

unintentional) or indirect. Both are crucial however in understanding

the functioning of the economy (Haveman and Margolis, 1973). In both

instances, significant welfare issues are involved and the indirect effects

of macro-policy upon the regional system may have ‘had severe conditioning

effects on the system's verformance. The implications concerning the

role of government policy in the economy for the regional economic svystem

have been virtually unrecognized. While geographical reg%arch on spatial

.

labour markets has utilized a number of models linking national fluctuations

to. regional unemployment, such models often have stopped short of identi-

fying government policy as a source of fluctuation. Engerman's (1965)

comment, that:

w
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"Most writers on cyc¢lical stabilization ... explicitly or implicitly
assume either that these responses (nhational aggregates to fiscal or
monetary policy) affect the national economy in ways which are
uniform, or that specific industrial or regional responses do not
concern the policy maker."

is as relevant to,eqpnomists and geographers now, as it was over a decade
(

agoe. In a sense, geographers have not been prepared to investigate the
role of macroeconomic policy in much the same way as economists have

ignored the spatial impact of national policies.

.
~ 1

Discussion of the-recént recession (l969—f976) and the impact of

macro-policy upon regional labour market outcomes leads éo three general
questions that w;ll be dealt with in this study. First why does macro-
pol%ﬁy have a differential regioMal impact? 1In the light of recen; stag-
flation conditioﬁ%, can a model be derived that could help explain differ-
ential regional impact? Secopd, what have been the equity éimensions of
macro-policy impact on the paﬁtern of regional unemployment over the‘y
1969-1976 period? Finally, given the above, what are the implications for
future regional unemployment disparities in the context of tufrent options

for mac policy and national unemployment? These issues are

developed with par reference to federal Canadian macroeconomic

employment policy; although it is recognized that Provincial governments

3

have in the past attempted a limited form o% stabilization policy them~
selves (see Auld, }975a). This particular focus means that other federal
regional policies, such as interprovincial fiscalﬁtransfers and the
actPvities of t?e Depé;tment of Regioqi} ?coﬁémic Expansion (DREE), although

important in their effects ué;} regibnal econonmig welfare {Gillespie and.

Kerx,\1977), will not be consideréd directly in this study.

] N »
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1.3 ‘Research Goals and Objectives

The primary goal of this study is to establigh why and how macro-
economic policy may Héve gene;ated or exgéerﬁated reg;onal welfare and
unemployment disparities. To ;chieve éhis goal, a 'model' of policy
analysis and evaluation is developed. In developing the analysis a num~
berrof int8rrelated objectives will be focussed upon. A first objective
.is to evaluate the relevant literature that deals with the theoretical
and empirical issues of regional response, methods of estimating and pre-
dictinq\the spatial impact of policy and national fluctuations, and how
public policy outcomes may be evaluated in equity terms. The rationale

for this objective is that it is important to establish the relevance and

applicability of existing models and methods with respect to. the research

area. « : /

i
"A second objective will be the development‘éf.}\seLAdf models

that xelate directly to the research problem; this will involve two con-
siderations. First, a model must be developed that can provide a theor-
etical means of understanding what ma; cause the regional differentiation

in the impaét of macro-policy over the 1969-1976 period. In the context

of Figure 1.2 this means.linking elements A and G through a set of deraived
structural attributes embodied in B and C. Second, once this 1is established
(or at least hypothesized) and tested, a means of empirically estimating
the.actual impact of policy also is needed, 1n essence, a‘direct statistical

link between A and G, The third objective is to evaluatg, 1n equity terms,

the outcomes (G) with respect to macroeconamic employment polidy. This
w

will necessitate the development of an appropriate set of equity rules
1 . \ . '

or evaluation criteria as well as a consideration of the efficacy of

.
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regional unemployment insurance and its role in éﬁéllorating the worst
effects of higher unemployment. The final objective then will be to
evaluate the prospects and future of regional unemployment disparities
with particular regard to the lessons and insights derived from the earlier
analysis. Thus, the three stage model is applied to the problem of pre-
dicting the temporal stability of the pattérn of Canadian regional unemploy-
ment disparities under varying macroceconomic policy scenar&g .

The method of policy'analysis and evaluation presented-ln this
study is then:the préduct of a segies of lihked models, emphasizing the .
theoretical, empirical and equlty dimensions of pub%ic policy impact.
In evaluating public peclicy and regional welfare these models can be seen
as a 'process' or logical ser}es of éteps that lead the research from
reasons of why and how to queégions of welfare and policy impact.

The dissertation is organized into three major parts. The purpose
of the first part (including Chaoter One) is to provide a conceptual
overview of the problém and research objectives. Part two (Chapters Two
agd Three) introduces and derives the majér theoretical and analytical tools
of analysis. 1In Chapter Two particular attention is paid tc the spatial

labour market literature and its contribution to the problems of under-

PR

standing regional response, impact estimation and regional forecasting. 4

This leads directly to a discussion of current methods of public polaicy

e

evaluation and equity: Chapter Three then sets out the models and pro-

-

cedures that will be used in the study.
The third section (comprising Chapters Four, Five, Six and Seven)
- ' t

is devoted to presenting the. findings of the analyses. Thus Chapter Four

tjpts the theoretical model of regional response as the first step in

-
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understanding why public policy may be regionally differentiated. Chapter
Five records the actual impact of policv and is devoted to applying the
devised criteria of policy evaluation to the problem of regional welfare.
In Chapter Six the implications of the preceding analyses are considered,
and a predictive model developed of the possible future patterns of
Canadian regional unemployment disparities. The analysis of policy impact
in the preceding ch;pters are then brought to bear on the prqblems of
future policy formulation and the spatial welfare impact of possiblePpolicy
options. Finally, in Chapter Seven, the results of analysis are summarlzed,’

conclusions are drawn with respect to the thesis goals and objectives and

future research directions are noted.



PART 2

MODELLING AND EVALUATING THE REGIONAL IMPACT

OF ECONOMIC FLUCTUATIONS
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CHAPTER 2 _ ‘

ANALYSING REGIONAL RESPONSE AND THE EQUITY OF PUBLIC

POLICY IMPACTS ~ , ’

L

.

~
N\

\
2.1 Understanding National Change and Regional-Besponse

A principal objective of the study is’Lo estab}ish why national
poli?ies and economic fluctuations may have differential spatial impact.
Cliff et aql. (1975) argue that mény national forces and particularly
macroeconomic policy have had marked regional imp;Ets on unemployment
and their research has contributed to gaining a further awarq&sss of the
empirical dimensions of such iméacts. However, as.King (1976) has noted
‘in a recent review of the spatial labour marxrket literature, the spatio-

economic mechanisms that could account for differential impact have only

been hinted at. The lack of progress in this area of theoretical enquiry

.

could be due to two reasons. First, the data requirements of econometric

L

models designed to test theories are so great as to preclude their appli-

r cation at all but the national or perhaps provincial levels. Geographers

-

are traditionally more interested in spatially disaggregated ‘scales. The

second problem is identification (Hepple, 1975). In essence, interfegional

models assume knowledge of spatio-economic structure and regional response
that are more often unknown. Not only is this related to defining the
appropriate time-space lags but also to identifying the scope and structure

of interregional intefactions. As Renshaw.(1975) has recently ngted, short

.

. 14
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run migration, to take one example of these problem areas, is little
understood.

Of the recent research on analysing the mechanisms of regional
response a number of reléted approaches bear directly upon this thesis.
Van Duijn (1972) develop an interregional model based on Metzler (1950)
and Airov (1963). He analysed three sources of fluctuation: the pro-
. ‘duction ofﬂconsumption goods; the production of capital goods which, following
Hicks, were seen as a major source of fluctuation; and finally government
expenditures. "In a simu}ation model, Van Duijn (1972) manipulated the three
sources of fluctuation and related these to regignal structure as well as
to factor mobil;ty and trade relationships. An important conclusion reached
by the author was that trade is crucial in determing the degree of trade-
off betwee; naézg;al'stability and reglogal equity. The specification of
the government expenditure variable meant that sectoral expenditure and
regional equity could also be analysed.

Most studies in geography have chosen not to focus on the sources
of fluctuation (be they governmental or of the classic;l trade-cycle type)
but rather on the spatial mechanisms that may dampen or amplify economic¢
fluctuations. Bannister (1974), for example examined the importance of
distance,mghe spatial hierarchy and the spatial economic structure on
the patterns of economic change over space in Ontario. Although his
results were not cénclusivé, there was some evidence of a 'trickle-down'

pattern in short-run economic change. Such a result has obvious parallels
to the early work of Hirschman (1958) and Myrdal {(1956) on the 'trickle-

down' and 'backwash' mechanisms of economic growth. However, there is a

fundamental distinction té be made between 'trickle-down' effects in the



-

short-run and long-run. Kalecki (1971) demonstrated that the links
between short-run fluctuations and the long-run trend are very complex;
the long-run is not simply the summed effects of short-run fluctuations.
In this respect, Bannister's work remains within the tradifion established
by King and his colleagues (for examp}e King, Casetti and Jeffrey, 1972)
who were prim;rily interested in the short-run space-time patterns of
national change and regional impact.

Morgan Sant (1973) tested the hypotﬁesis that sub-regional vari-
ations in the response to cyclical variations in the U.K. were alfunction -
of the spatial structure and industrial composition of a region. His

model was specified as:

A, = k- C'i ~S, +Y - (B - Eiz) (2.1)
where: A, = the amplituae of fluctuation of area 1,
Ci = the position of the urban area in the central place
hierarchv,
Si = a measure of spéti;l structure,
Yi = an indicator of the potential vulnerability‘of the area's
. indgstrial composition to demand fluctuations, .
Ei = an element representing the arowth of area i,

k = a constant, interpreted as the share of amplitude not
attributable to spatial variations.
Again evidence of varying responses due to spatial attributes such as size

of the urban argea and position within the spatial structure were found and

Sant also found strong linkages or correlations between the reépective

/



17

economic responses of nearest neighbours. 1In mahy respects, however,
the evidénce of different levels'of response over a wide set of spatial ;
attributes does not constitut? per se a theoretical understanding.

A study by Young (1975) attempted to deal with the relationships
between structural unemployment, migration and the rate of respohse of a
given region to macro expansionary policy in Canada over the period 1962-
1963. This study emphasiéed industry structu;e! migration 'efficiency'
and regional disparities as a means of understanding regional response. //’“///\\)
The thrust of the investigation was to isoclate the dimensions of structural
problems in a period which was judged to be one of national full employ-
ment, The data used were for Canadian Manpower centres and as such were
disaggregated to below the economic region classification introduced by
Camu et al. and used by various government agencies.

Weissbrod's (1975) study is probably the most significant one
to date which deals with the mechanisms of spatio—economic adjustment.
It was based, in part, upén the earlier arguments of King and forster
(1973) . Weissbrod assumed a cent;al-place hierarchy and analysed the
importance of different combinetions of labour skills and information on
the process of wage rate change and regional unemployment. Thus the
relative location of scarce labour skills in the urban hierarchy was of
crucial importance. Cross-spectral methods were used to test two pro-
rositions: fifst, the wage-rate adjustment process in the dominating Fity
must lead the process in cities lower in the hierarchy; and second, that
relative wage inflation occurs simultaneously in centrés of similar order.
The reésults, based on an analysis of earning and uhemploymenﬁ data for six

cities in southeastern Pennsylvania confirmed these two propositions.
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A number of studies in economics (see Brechling 1973a) concerned
;ith regional Phillips curves have ailso attempted to develop an under-
standing of the trade-off between inflation and unemploymeﬁt, and the role-
that the spatial dispersion of regional unemployment coulé play ip in-
fluencing national adjustﬁent. Much of the conceptual and theoretical‘\w
rationale for Brechling (1973) is to be found in éhe so-called new micro-
economics of inflation and unemployment, developed by Phelps et al. (1970).

Phelbs (1970) outlined the basic concépt through a 'parable'.
The aggregate labour market was seen as a sx;tem of islands ({(either
firms or regions for example) lacﬁing any inter-island communication .
links and consequently separ;ted in space and time and with information
as a scarce commoditv. An employee only learns about variations in
wéges through searching; however, this entails direct costs {(for example
travel)l and opportunity costs (lost wages and employment). It is then
considered that as an indiviéual firm adagfs to a decrease in demand in
a recession throug% offering lower wages, employees guit to search for
better conditions. However, it is only after the search process has been
undertaken in time ard space that employees realize that little or nothing
is gained as all firms have to similarl§ adapt. ’This parable has an
obvious appeal in a geographic context; the 'friction' of space involves‘
information adjustment 'costs' to individuals. This model has been.modified

to incorporate Phillips curve models for greater realism (see Friedman,

1975) * such that (following Cripps, 1977):

W o= Ff(u) + B* A ' (2.2)
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level of money wage rate change, and,
' . - s

P* = expected rate of inflation, and where the expected real
value of money wages 1s dependent upon the levels of
demand and supply in the labour market. This aspect itself

is dependent upon the spatial distribution of unemployment

-

and the spatial t{ansmission of information concerning W

and Db*, .

Cripps (1977) notes that equation (2.1) can then be extended such

that:

P = f(u) - W+ b* x (2.3)

and the 'natural' rate of unemployment is given where P = P*. According

to Friedman (1975) the condition(of P = P* can only be achieved where
money supply is regulated to the long-run desired taréet of inflation.

As a model of national-regional labour market adjustment, thas
formulation involves a number of prob}ems. First: it is difficult to

believe that voluntary quits in the face of wage reductions are a major
. X " i
cause of the high levels of unemployment. Moreover, the concept of wage

o

reduction is rather difficult to comprehend, in the Canadian context at

least. Second, while it is clear that there are lags in the spfead of

information over space yet this is not the same as saying that'the national
econdmy is simply an aggregation of 'islands' that have little. no -
immediate interactions. Pred's (1973) work, for example, 2 Tms ghat

firm orcganization over space is far more complex than the island parable
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would allow. Third, and perhaps most critically, the parable (in treating

labour simply as a commodity) ignores more fundaméntal instigutional agree-
meAts thag settle wage rate claims independent of local or national labour

market conditiops (see Coutts, Tarling and Wilkinson, 1978). As Cripps

(1977, 110-111)} noted:
"The institutional evidence and supporting econometric studies are
by now sufficient to demonstrate that the Phillips curve, whether in
its original or in its new form, and the associated postulate that
money wages are determined by atomistié competition in the labouy
market, are incomplete and misleading in modern conditions. Excess
demand providds at most only a minor component of a comprehensive
explanation. t is unlikely that a perfect free market for labour
has ever exigtéd - the terms on which people work for hire having

largely a matter of social convention."

The basic confention here is that the deéermination of money-wages and
employment is largely an institutional matter, rather than the result of
a pure local labour market mechanism.

The preceding discussionohas three implications for the develop-
ment of our primary research objéctive. First, it is apparent that little
work has attempted to explain why regions ﬁay adjust differentially to
na£icnal policy forces. In essence, the emphasis on establishing space-
time patterns'of aggregate economic activity has only implied sﬁperficially
the causes of economic chanée and their integration within the space
economy, Second,‘the cpmplexity of interrelationships ovér time and space
as well as the scale of data requirements, almost totally preclude the
development of large-scale econometric models. So many relationships are
unknown that the first steps ig modelling are obliged to be rslatively
simple ones. Third, the work derived from Phelps et al. (1970), which is

of direct relevance to this study, suffers from a number of problems that

may severely limit its application. Thus, an alternative means of

M Savenn s
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understanding pelicy impact ahd regional adjustment in the context of current

economic conditions will need toc be developed. ¢

2.2 Estimating the Regional Impact of National Fluctuations .

A significant coﬁtributioq of the spa#ial labour market literature
that should not be oVerlooked has been the development ©f methods for
estimating the regionél impact of national fluctuations. This is parti-

. cularly important given two principal objectives of this study: “the
estimation of macro-policy impacts over the 1969-1976 period and the con-

sideration of future regional un ovment disparjties in Canada. It

should be noted at the outset however, ocus of much of the

spétiql labour market literature has been on the patterns ;f regional
response, not the impact of specific causes (Jeffrey, 1974;is an exception).
A key source of much of the work on the spatial character of labour
markets has been the papers by Brechling (1967) and Thirlwall (1966),
although earlier work bv economists such as Sinaer (1939), Vining (1946,
1949) and Borts (1960) also has been referenced. 1In Brechling's (1967)
1 .

" model, the regional'unemployment time series were decomposed a priort

into a number of independent components. The model can be specified as:

3] = A, " S. "R, (2.4)
it it it 3t
where: th = the rate of unemployment in region j, time t,
A't = the aggregate cyclical component, or national unemployment
3

rate at time t,

S't = the 'structual' component, region j, time t,
J

Rjt = regional cyclical component.

iR
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The first two components can be specified further as:
A = a_, U 2.5
n 3t 5 Yeen) (2-3)
Y .
A
where: a, = measure of cyclical sensitivity such that: if
. 3 -
- aj > 1.00, region j is more sensiqive to cyclical
+ fluctuations than the natiocnal series; and if aj < 1.00,
region j is less sensitive to cyclical fluctuations;
(t+n) = a lead/lag (n) factor to account for differences in 'phase’
between the national and regional series;
U = national unemployment; '
2
and, S.. = C, + b.t + d.t, (2.6)
jt Jjo 3 j

where: C,
jo

b, and 4 coefficients of a quadratic expression allowing for

§ 3 ,

accelerating and decelerating changes in the structural

structural unemployment at the initial time period;

1]

component over time.

The component Rjt' involves the residuals from a least squares
reqression based on a‘formal specification of the above.
two components.

The model used a causal classification of unemployment and is thus

an empirical estimation procgdure as well as a means of understanding

the causes of regional unemployment. The cyclical component, defined in

terms o@ national unemployment, is the orthodox Keynesian demand-deficiency

conceptualization. In Geography the model has been used to elaborate and

Moadgle w o~
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to suggest hypotheses concernifg structure and response. There are a
number of example; of the use of this model in the\géoqraphi§al literature
(see King, Casetti and Jgffrey, 1972; Jeffrey and Webb, 1972; Ca;etti,
King'and Jeffrey, 1971 and two recent studies by Vaughan, 1976 and Vernez
et al. 1977).

There are a number of problems inhefent in the model, particularly
in the derivation of le§§t squares regression estimates and in the inter-
pretation of the cvclical- component over time. The least-squares probilem
is that of serial autocégrelatiop amongst the error terms. A characteristic
of the model has been the use of the régression residuals as a means of
identif?ing the pattern of regionally unique components. Brechling
ﬁl973b) even sugéested that the Durbin-Watson statistic could be used
to interpret the strength of the regional cyclical component. Many
studies have been characterized by high R2 and very low Durbln—Watsgn
statistics implying strong §erial autocorrelation. VYet recent research
by Pierce (1977), and Granger and Newbold (1977) for example, a{gues that
such methods are inappropriate in the analysis of economic time series
data.

These authors reiterate a number of common problems in economic
time series analysis. First, functionally related variables often are
pooxly related empiric;lly and second, it is often difficult to imply
causality between empirically related‘variables whe; a substantive theoretacal
foundation is lacking. Pierce (1977) also noted that even in testing the
same relationships over time' researchers often have achieved significantly
different results, for no apparent reason. Both Pierce (1977x and Srangerxr

and Newbold (1977) noted that an important issue which is often poorly

~
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$
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> handled, 1f at all, is that of derial autocorrelation of the error terms

in a regression. ~ There are a number of effects that result from serial

-
-

autocorrélation. For example, an autoregressive (AR) autocorrelation
Al * .

structure could cause 1nefficient parameter estimation and biased significance

'
~ ‘ ® N

tests. On the other hand, 'a mgviﬁg average (!lA) or mixed ARMA structure

a
i

counld cause bhiased an@ incohsistent parameﬁer estimates as well as biased
significance tests on'%he parameters. The fesul;s 1n both cases could
lead the researcher to accept 'spurious' relationships caused by the mis-
pgcification of lag and error structur f the regression model. ' Thus,
little faith probably can be placed in ‘e Brechling-type es;imations,
particularly as the aj coefficientf1s so important in suggﬁgtlnq the
magnitude of cyclical or macro-policy impacts. e

A second problem refers to a more general, or conceptual issué.
Estimating the aj coefficient is based on an implicit assumption that
cyclical sensitivity is generally even throughout a buslness—?ycle for
a g%ven fegion. That 1s, cyclical sensitivity is assumed to be the same
: whethér'in expansion or recession and over a number of business-cycles.
It ig difficult to justify such an assumption; for example, after recession

some regions may not respond equally, to the subsequent recovery. In

essence, the impacts of macro-fluctuations and policy may be both 31ffe:gnt
N

N

in space and time according to the particular phase of the 'business~

e
cycle'.

Thirlwall's (1966) obntribution also has been important. He

zﬁ;\/b/ﬁeveloped the argument that:

... the persistence of regional unemployment discrevancies (commonly
referred to as the regional problem)} can be at least partially ex-
plained by the fact that fluctuations in the percentage level of

B vl

+
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national unemployment have tended to be associated with unequal
changes in the percentage levels of unemployment in different regions
of the country."

{p.205).
0
The form of Thirlwall's model has some similarity to Brechling's

(1967), although he concentrates only on the cyclical component and attempts

to account for the problem of serial autocorrelation in a model specified

-
~

as:

8, + BIIU( - ] +e¢ . (2.7)

U, - U U
i(t) i(t-1) 0 t) {(t-1)

where: U, = unemployment rate in region 1, time t,
1

U = National unemployment rate, time t,

t 0
80 = constant, assumed to capture the structual elements

that create initially higher regional unemployment rates,
81 = sensitivity parameter, where as in the Brechling (1967)

formulation there are implied conditions for 8l > 1.00
ané 81 < 1.00.
A nupber of studies, including Van Duijn (1975), Black and Slattery
(1975) add a recent study bv Tomczak (1978) using a modified Brechling-
Thirlwall model have used this method with some success. Unlike Brechling,

Thirlwall was concerne% only with the cyclical component, and with developing

hvpotheses for its explanation. Equation (2.7) was tested for twenty-five

industries over all regions in Great Britain. Thirlwall concluded that

the link between industry and regional performance with respect to national
fluctuation was not strong and at the same time he noted there was a
problem in a number of regions of reabsorbing those unemploved after

recession, ,
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v

The estimation problem persists, althoidgh 1t 1s not as severe

as in the Brechling (1967) model. It 1s doubtful whether simple differencinag

1s adecuate to account for autocorrelaticon; there 1s an implied weighting
of 1.0 on the U (e=1) and U(t 1) terms where 1t may or may not be relevant
l — -

in each region. Little subsequent work has been done on the reabsorpticon

problem and the arguments made with reference to the Brechlina model can

be repeated concerning the usefulness of the fl term over the total business-

'

cycle.

A rather different procedure has been used by Thirlwall (1975).

The model can be specified as:

Y r GB ‘
U = f(v, U ) . (2.8)
t t t
r .
where: Ut = regional unemployment rate, time t,
Vi = regional vacancy rate, time t,
GB
U = national unemplovment rate, time t.
t

Using the Koyck transformation of distributed lags, the following eguation
was estimated simultaneously over seven regions in Great Britaln usina two

stage least squares and the Cochrane-Orcutt (1949) method. Thus:

r * G *
u = A+ bvr + cUkB + 2wt + € (2.0
t 0 t t t-1 t
*
where: A = A (1 - \}) .
0 0
*
€ - A
£ = e T Mfea

A further accountina‘equation was used to enforce consistency in estimation.

As a method for forecasting it would seem adequate; moreover the use of

I

hn ey o TR O



27

the Cochrane-Orcutt (1949) method to gccoung.for autocorrelation 1s a -
significant step. However, Fhe error term itself may be a more complex
and important element of the model than recognized. Further the model
1s 'deterministic', in the sense that it enforces a particular structure
(a prforif/ln the relationship between regional and natlogal unemplovment.
Another stream of rese;rch, based initially on the Brechling/
Thirlwall models, has been developed by Haggett ané his colleagues.,
Haggett (1571) ana%ysed cyclic fluctuations at four different spat:ial

scales; the inter-reaional level with comparisons being made between a

spéCLfLQd base reg:ion and others, the inter-metropoliton level; the

v

intra-region level (for example between sub-district employment offices
and the regional series},; and the urban-hierarchical scale. In this
research, the focus was not only dlfferénces in spatial responée, but al;o
varliations 1n response wlth regard to scale. Particular attention was
focused wupon the differences in lead-lag relatlonsh;ps over these
different scales.

Bassett and Haggett (1971) and Hepple (1975) also used spectral
analysis in studying cyclical sensaitivity. The la£CQr stu@y 1s particularlv
instructive of the methodology utilized. Regional series were seen as
endogenous to the totral national system and as a function of the nationa
series, Qeflned exogenously. Using cross-spectral analysis, coherence
estimates werxe generated over the lowest %requencxes, with response pat-
terns of the regional system being relaé%d to the degree of coherence at
a given frequencyv. Estimates of the phase or gain of the endogenous
series with respect to the exogenous series were then utilized to approximate

-

lead-lag relationships,
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There are numberous advantages in using such techniques, especially

in the total use of the time series, with autocorrelation explicitly
ligked'to/the functioning of the system. However, for the problem of
estimating response over and within a given business-cycle, the models
seem inappropriate. In partiéular; resolutions at very low frequencies

require a large number of data points, the general rule being seven times

»

the duration of one cycle. Thus, there may be a strong tendency to lose

information concexning a given cycle. Similarly, analysis over many
' 3

different cycles implies causality that may in fact not link all periods;
that is, there is an implicit assumption that the causes of the business-
cycle itselflhave been relatively uniform over the past thirty years.

Yet as was noted earlier, the current crisis argueés érongly agdinst such
. P ,

-

an assumption.
In summary, many of the methods for estimating the impact of
national fluctuations or national policy upon regional unemployment are

4 . . . .
either statistically unreliable or conceptually lyapproprlqte. A dif-

ferent approach is needed to answer the question of the degree to which

pmacro—policy may have contributed to regional unemployvment disparities.

3
Ly

. ‘
Ah alternative method gaining greater attention in the geographical

1iteratpre is the set of techniques that could be loosely termed Box-

Jenkins (1976). Unlike the previously reviewed methods, Box-Jenkins

»

megthods enable the direct iinkage of autocorrelated error structures with
the ' time series being modelled. These time series methods have been

: P
termed autoregressive, integrated moving average models (ARIMA) and since

Bennett's (1974) introduction of them to spatial fofecasting,_they have

been applied to a variety of problems (for example, population forecasting;

’

~
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Bennett, 1975). Martin and Oeppen (1975) have extended their flexibility
to incorporate spéce—time forecasting and work is progressing in this

area ‘(see Haggett et al,, 1977). The advantages of these techniques are
their statistical efficacy, efficiency and flexibility. Consequently,
they offer a useful alternative ;o the simplé lagged structure models that
have dominated economic foreéasting and the estimatidn temporal relatign-

ships hitherto. These points will be taken up in chapter three.

2.3 Evaluating Public Policy Outcomes

An important goal of this study, noted in Section 1.3 is to
develop a means of evaluating the impact of macroeconomic pqlicy upon
regional‘welfare. This is step three of the policy analysis method first
introduced ih chapter one and follows, in sequence, questions of why policy
impact ma§ be regionally differentjated and how such impacts may be
gstimated and prediétéd. The purpose of this section is to consider the
relevant literature with respect to the probiems of establishing oper-

»
ational rules (or 'standards') of equity and efficiency.

Economic efficiency could be defined simply as the maximization
of output (or profit) from a given level of resources or constraints.
Morrill and %gmons (lé??) for example, argued that an efficient location
for a firm is one at which a firm maximizes profit. The sum of indiQidual
decisions in a perfectly competive sysﬁg& is then an efficient production
landscape. Measuring private or market eé%iciency is\a relatively easy
task, for example, profits or costs. Measuring and defining public policyz

efficiency is a more complex task. A convenient means of conceptualizing

the problem is that the goverhment optimizes some objective function (or

N
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set of objectives, however derived) subject to a set of constraints (for
example budget or political support). However, both elements in such a
programming formulation entail a qualitative as well as a quantitative
interpretation. Further, the objectives and constraints may not be well
specified and could'be ieft unstated or obfuscated for a variety of
reasons, for example, political rivalry.

For the purposes of this study, national efficiency does not néed
to be more than qualitatively expressed. Thus, the programming fra@ework
may be an appropriate means of conceptualizing the issues involved in
macroeconomic policy. This requires however a relatively clear statement

of Canadian policy and its formulation.

Public equity is a far more complex issue. WhiYe many would
R S . AT .
agree that it is a concept of fundamental importance injpolicy analysis,

-

few would agree on its definition or measurement. ‘Bot a§pects are
crucial prerequisites for evaluating regional outcomes in this study.

In many respects, éublic policy tends to reflect, often implicitly, what
Mishan (1971) termed 'ethical' standards or concepts'of societal justice.
Rawls (1971) considered that two principies of jugtice are particularly
important, given liberal western democracy: maximum individual-fréedom
compatible with the freedom of others, and/social and ecoﬁomic inequalities
arranged so as to 'reasonably' benefit everyone. This is not to say that
government policies necessarily are designed with these principles in
mind, rather that they are ethical notion§ of how justice ouéht to be
structured in society: equity\is foremost a. normative view of society,
implying values and ideology.

The operational definition of equity is subject: to debate. Bowie

~3
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(1971, p.4), argue@ that equity or éistributive justice ... "refer; to
th; just distribution of benefits and burdens among a group of people”.
Given this definitién and the notion of ethical standards, a wide range
of measures could be envisaged. For example a common standard is market .
equity, or what could be termed distribution according to meE}t. To
illustrate, a region with relati;ely low income may be allocated funds by
a central government in propoffion to its contribution to total natlonél
income. Theoretical Jjustification for this notion is found in the welfare
economic§ literature and the conceptualization of a system of general
equilibrium in which efficieﬁby iniplies pareto-optimality and units
receive benefits on the basis of their marginal broductivity.

Thié conceptualization of equity has been criticized vociferously

in Economics (see Dobb, 1969) and, more receﬁgiy in Geography. Smith

(1977) for example, argued that the 'reality' of the space-economy means

‘that the properties of the general equilibrium model are never attained.

Amongst factors important in this regard are the presence of monopolies

[y

{both sectoral and spatial) and the inability of labour and éapital to

adjust according to their marginal product over space. Olsson (1974) was

more critical of the distributional assumptions implied in market equity.
: ‘ .
He argued that the status quo is reinforced, existing inequalities are

‘continued and the process of areal welfare differentiation is allowed to

continue.
Stronger eguity standards also have been utilized. An imporﬁant
option is equality of opportuniiy. For instance, regional policy, parti-

cularly in Canada; has sought to share or distribute government grants in

proportion to regional population regardiess of the relative regional

- N ~Ng
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contributions to total government income. Equity is then juaqed to be a
“ ¢

right of an individual regardless of location, prbductivity or societal

attributes, and the previous distribution is judged to be unimportant
b .

with respect to current distributive consequences. An even stronger rule

is equality of results, where a standard of service or the provision of
[

public goods is determined a priori and policy seeks to raise every region
to that standard regardless of existing inequalities. This may mean coss
centrating all government expenditures in one region perhlaps as one kind

of growth pole straéegy. In essence, unequals are treated unequally (Levy

-

et al., 1974).

Even given a particular view of equity, the means of operationally

i

meéguring it may be particularly difficult. Important contributions to

e}

<

the development of operational measures of equity in the geographical

context are Morrill (1974) and Smith (1977), who used access to opportunity,
Lorenz and Gini coefficients. The use of statistical measures such as

averages and standard deviations have been popular as a means of describing

© v

inequalities aﬁd their deviations from the 'norm'. However, as Smith

(1977) noted they have seen .little use in qualitatively e?iiuating more

P

complex distributive outcomes. ) ‘

N Unfortunately, many of the stronger ethical and.philosophical .
. |

e

. o .
elements of equify have. remained divorced from measures of statistical

iﬁequa;ity. Harvey (1973) summed up the brobleh when‘he considered, in

f
'

a related ‘problem of theory development and appli?ation in Ceography,

that: : ) : : -
“"there is a clear disparity Between the séphisticated theoretical

and methodological frameworks which we are using and aur ability to

say anything really meaningful about events (oxr policy) as they un-

4 [
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fold around us"

(Harvey, 1973, p.128). 4

The problem is that there are few guides in the literature to the choice

of an appropriate équity measQres, even in a qualitative sense. Clearly,

an ethical judgement is necessary as ;ell as a hierarchy of equitk standards
for evaluating policy outcomes. To evaluaFe any policy in(equity terms,

we must be explicit as to<our assumptions of societai juétice and ‘be able
to formulate a set of rules that embody in a spatial setting those prin-
ciples. The significanée of the literature rgviewed(is to be found in the
optibné présented és available for application, and the realization of

the ethical nature of equity.

2.4 Sumary
This chapter has been concerned with previous contributions to
the problems of understanding, estimating and evaluating the impact of
mé%roeconémic policy upon regional welfare. B;séd on this review a number
of conclusions are derived that bear directly upon the m9dels and methods
~that will be needed to achieve the dissertation’s objectives. We require:
”‘/ti}\a theoretical model which‘is’capébie'of explaining why macrg—ecpnomic
. policy may have differential regional impacés (that is, a structural m&del
;of‘the regional impact of national demand and money wagekrate fluctuations) ;
(ii) ah operational version of this model and a consistent empiricaltmethodh
of describing the regional imgact‘of policy over time and space; and
(iii) ‘a method of evaluation which Qill allow objective and comparable
eauity judgemen;s to .be made regarding first, the set of regional out-~

comes identified and second, the implications of two macroeconomic policy

.
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scenarios for the future path of national unemployment,

"y

Methods that are derived or applied with respect to éstimating

' 3
and predicting the actual impact of policy on regional welfare should

also have a number of characteristics. First, they should be statiétically'

effiqient, and hence account for problems éé serial autocorrelation that
arxe inherent in many time-series regression procedures. Second, such
methods also should be relevant in thg sense of being able to discern
differences in policy impact over space. and time. Thug, the estimation
methods. must héve an ability to distinguish between differen£ phases of
a given economic”cfcle.‘ Third, with respect to predicting %oliQX impact
and the temporal stability of éegional unemployment dispariéies, the
models developed shoﬁld be relatively.simple for interpretive and
evaluative pprboses.

Finally, with respect to eValua£ing the equity conéequences of
macro-policy impact, a number of issues will need to be consigered. There

is the ethical sense of equity, the current policy objectives (both macro-

:economic and regional) that could reflect basic societal values, and

A

o

finally, a consistent hierarchical set of rules reflecting varying strengths

1

of equity standar@sf

P
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CHAPTER 3

ANALYTICAL PROCEDURES

3.1 A Model of Regional Adjustment

o~

The model of regional adjustment presented in this section has
the following general characteristics. First, it deals exclusively with
national fluctuations in demand and money wage rate canditions over the

short-run time span where labour and capital are relatively fixed location-
= ~

ally and sectorally. Second, the model focusses upon the recent probleﬁs

(1969-1976) of stagflation and disequilibrium; and third, the role of
expectations and uncertainty are central to.the functioning of the model.

Indeed, following Davidson (1972, ch.2}, this model may be characterized
. . R i

as neo-Keynesian. The central issue is not the detexmination of the path

3

or conditions for labour markeé equilibrium, as in the neoclassical model,

but rather how and why a fixrm will adjust to short-run fluctuations, re-

gardless of equilibrium (Pissarides, 1976). The analytical unit is a
. . \

‘representative' firm which has a location in space and time.

.

y l\‘

3.1.1 Assumﬁ%ions

Firms -are assumed to operate under conditions of pure competition

At

with labour, subject to dimii}sbing marginal product, the only variable

input. : Second it is assumed that the supply of labour is fixed with . .
. ’ AV
downwgrdly rigid money wages in. a labour market at less than full employment.

.
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The competitive assumption implies marginal cost pricing on the part of

any given firm so that:

’

P* = z-’ (3.1)
m .

dIn Al
where m = £(L), 3L < 0, and
P* = the expected market price for producing a given quantity of
output O, .
w = money wage rate,
m = marginal product of labour,
w .
(50 = marginal cost.

Re-arranging expression (3:1) produces the usual implicit labour demand;
function, 'w = P*m; that is labour is paid thé expected value of its marginal
product and is represented in figure 3.3. Given a fixed money wage rate
the labour supply curve is Lg (see figgre 3.3). Hence figure 5.3 repres;nts

the conventional Keynesian labour market. Given that the money wage is above

its market clearing value, employment (unemployment) will be demand derived.

3.1.2 Conceptual overview

The role of expvectations
An’important elemént of the model is uncertainty and its effects.
upon economic act}vity. Interpretations of uncer£ainty‘in épace tradi-
tionally have dealt with it as a problem of risk to which a probability
distribution can be linked (see Webber, 1972; for example). In this
tradition, Curry's (1976) description of a stochastic worlg in which

P

random shocks are integrated with process is suggestive of a world in which

ey
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there is not complete knowledge of the future. 1In contrast, the model

developed in this section follows the work of Keynes (1936) and Shackle
(1974) , where uncertainty has a different meaning.

Essentially, Keynes (1936) developed a model in a world where in-
dividual short-ruﬁ expectations may be falsigied by the passage of sub-
sequent events, although they may have little to do with the stgte of-
*long-run expectations. cBasically, not only may expectations be falsified
but the future remains unknown and beyond the simple imposition of risk
and probability. The process of adapting to unrealized expectations links
immediate expectations with past performance and is inherently a disequili-
brium dynamic formulation. Keynes (1936, 50-51) noted: .\;:
of short-term expectations is a gradual and
lgxrgely in the light of realized results;
ized results run into and over-lap one-
lugnce. For although output and employment are
determined by {Re praducers short-term expectations and not by ‘past

results, the mqgt fecent results usually play a predominant part in
determining what these expectations are."

“The process of revis
continuous one carried
so that expected and—xg

another in their in

The relationship between expectations, output and employment can
becillustrated with reference to the following example and figuxes 3.1,
3.2 and- 3.3. Suppose that the goods market is in equilibrium at a point
such’as E in figure 3.1 where the markeé price is PO. Further assume the

typical firm A fully anticipates this price so that P* = Py- Thus firm A
produces the quanpity of goods (qo), employing a certain quantity of
labour (Lo) (the exact relationship being determined by A's production
function). To produce 9 firm A must however lay-out money wageg (w = wLO)
on the expectatiod of.being able to sell that quantity of goods produced.

In time (t) this expectation is infact realized since P* = Py- Imagine

however that in time (t + 1) market demand for firm A's product falls (a
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shift of D0 to Dl in figure 3.l)$— a number of outcomes will result.

First, assume expectations are unchanged. The typical firm will

w

continue to produce = where P* = PO = By ilmplication the market supply

o
will be Q, while the market demand will be Q(‘). The typical firm will find
itself unable to sell all of its output, élven aggregate excess supply. In

the face of excess supply we-.may assume the firm will adjust 1ts expected

price downwards to, say, PI, in which case the typical firm cuts output

from 9, to a, (see figure 3.2), reducing its use of labour. In the aggregate,

1

this can be represented in figure 3.3 by a leftward shift in the labour

demand curve. Unemployment will rise as equilibrium labour input falls

f L, to L !
rom L, to L,.

3

While we are concerned here primarily with impac; multipliers, it
can be seen that this will not be the end of the story. With the fall 1in
output, employment and prices, incomes of consumers will fall which miaht
be expected to lead to further reduction in goods demand. This will
produce the usual Keynesian multiplier effects as demand continues to shift
inwards. Given stability, a new short-run equilibrium will beire-establlshed,
at lower output, income and employment where expectations have caught-up
with the market clearing p}lce and demand has céased falling. '

A similar conceptualization, although derived from different theo-
retigal ;oots (basically cost minimizing behaviour) has been proposed by

Barro and Grossman (1971, 1976). They suggested that 1f trade and exchange

were allowed toftake place at prices that did not represent equilibriun

1 = ok . . 4L
w = Pm(L) implying ap~

= -m' > 0.
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prices (that 1s, in the absence of the Walrasian autioneer and the principle
gf recontracting), then two important qualifications to the orthodox macro-
economics of exchange and production would occur. First, given such praices,
there would be no longer an automatic equivalence between the guantity of
goods transacted and the gquantity of goods supplied or demanded. Second,
" consumers and producers ctbuld no longer expect with absolute certainty to
buy and sell all thev wanted at the prevailing prices. Instead, 1n situataons
where there is excess demand or supply, the short-side (or short-run time
period) of the market would prevail.

To illustrate the implications of th%s analysis for regional
unemploynfént, consider the following case: -
Case I, Two regions i-and J . .
Assume: (a) Initial competitive assumptions, (b} two regions : and j where
region i is specialized in the production of consumer durables
while region j specializes in agricultural products, (c) suppose
in time (X& the government engineers a fall in consumer demand
. through, for example, an income tax increase,
Irplications ' .

(1) In time (t + 1) as demand falls ghe impact, in terms of lower
employment, is likely to be concentrated in region i as 1ts doods are
" more income and price elastic. (ii) By the above analysis, empioyment
will inltial%y fall in both regioms but one may expect a greater 1ncrease
in unemployment in region i than ain region j. (11i) The more rapid increase
in unemploy@ent.in region i suggests a grdater fall in 1incomes.’ This will

lead to the above multiplier effects which could be expgcted to spill over

into region j. Nonetheless, given the income elasticity of demand for

o .
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durables, these multiplier effects could still be expected to have greatest
effect on region i's unemployment.2
These implications then imply two propositions:

[A] Restriction on aggreqate demand will create more unemployment in
regions specializing in durable manufacturing goods production than 1in
regions specializing in agricultural goods productaion. A

{B] The impact of national fluctuations in demand, in the short-run, 1is
likely to be‘reflected in changes 1n all region's unemployment rates.

The role of rmoney wages
As many authors have noted (see for example Hicks, 1974) Keynes

was not concerned wlth what causes changes in money wages. Rather, he was

concerned with the effect of money wages on the level of employment. Re-

cently however, debate in the Economics literature has proliferated with
respect to the process of wage determination, inflation and economic policy

(see Wiles, 1973; for example). The view taken in this thesis was expressed

best by Hicks (1974), who argued for the inclusion of a social-political

mechanism of wage rate determination as a fundamental element in the
functicning of the econémy. Hicks (1974) emphasized the 1ssue of fairness
with respect to wage and price increases; this concept embodies the

principle that wages are not simply pushed by a dominant trade-unicn but

that employers tend to pay money wages in comparison to other reference

The disturbance "to aggregate demand might arise initially as a result
of a fall in export demand for agricultural products. The impact

of this will be to initially reduce employment the most in region j.
However given income inelastic demand for agricultural products, 1t 1is
conceivable that most of the subsequent multiplier effects will fall
on region i so that, in the end, region i .1s still the hardest hit.
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Y
groups in the’comﬂuniby{ Thus wage rate increases may net be related to

the level of uﬁemployment or even productivity but rather to the influence

of class bargaining and the social context. Robinscn (1872) also argued
<

. P

that this process is superimposed on the economy which is dichotomized

-
L

into high growth (HG;) versus low growth industries (LGI), where the former
may pay érogggssively higher wages to attract both a quality‘and quantity
of labour and the latter, to maintain fairness as well as yielding to union
and industry pressure, has to fol}ow theagéneral trend imr money wage rate

increases. This assumption is then more than "Keynesian" wage, rigidity

and Phillip's curve demand inflation; in this cqntext, wages are institu-

tionally determined and flow to all sectors of the economy. without regard

. .

to productivity, market structure, demand elastiéity, the demand for labour
L .
or the spatial configuration of economic activity (see. Kaldor, 1970 on 'this

point}. This is what Hicks (1974) :characterized as Stage I, the stag-

fldtion of the 1970's.

<

-

- To trace the'implications-of such wage behaviour on output and(
émployment a typical firm could be envisaged as operating in the following
manner, With an expecéed price P* for firm A's product and a money-wage
rate (w) determined exogenously, any change in w would necess&&age an
adjustment by the typical firm through m in the shgrt—run. An increase in
w (from GO to ;1 as,in figure 3.3 for exampie) under conditions of constant -
prices Pa, would increase'the average cost of producing'a given unit of
oﬁtput.ﬂ This would result in a decrease in firm A's output and -a cut back
on its level of employment (in figgre 3.3 this implies a shift up the PSm
curve). Such adjustment behaviour is the vroduct of our initial assumptions

of profit maximization and the liﬁiting assumptions that labour is subject
Y )

£
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to diminishing marginal product and is the only variable input factqr in

r
v

the short-run. . ‘

If such an adjustment were general for the total industry aégregate

output would be cut back so that the market price will increase as supply

-

decreases: Such price inflation is only possible if the product is not

subject to exogenous market pricing forces. The consequence of monev-wage

rate changes in one market (sectoral or spatial) is that they become inputs

to the behaviour of other markets with no guarantee that the structures of

1
|

.

other markéts will be able to absorb an exogenously determined yage rate

. .
increase without increasing unemployment. The following cdSe can be used

to illustrate our point.

-

Case II, Two regions i and j

Assume: (a) As in Cds; I,‘(b) two regions where g%i > g%i, {c) assume that
,on the gésis 6f_such.an increase ik m, , the money-wage rate is also
bargélne’ upwards in time (t), GO to ~1 in figu%e 3.3, in region ﬁ

"s6 ‘as just to match the increase {n m; . However also assume thaf

the wage r\t ncrease is passed on in total to reéion'j. \

‘ |

Implications * . ' )
| )

-
"(i) In time (t + 1) the effect of an increase in w for region i V-

will be to maintain the level of employment and generate additional demén?

. in the logal economy. (ii) Region i could also then be characterihed.as;

Ty
0

|

4
o e

a growth economy as output itself would alsec rise through increase?'labourﬂ,

productivity. (iii) The effect on region j however will be to reduce the

level of employment and increase region j's unemployment rate,

P
3

3

wt e
-~

It should also be noted however that expansion in region i also.implies

an expansion in demand'for secondary input materials. For example heavy
steel construction demands iron ore which could come from region j. Thus

* there may also be positive spill-over effects in the scenario outlined
above.

-
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These implic;tiqns then imply a further probosition:
[C] Money-wage rate inflation may have either a positivé or neqative effect
on local unemployment. The exact effect will depend on the spatial

concentration of industries and their differential labour productivity

.growth patterns.

- The role of spatial-gectoral duality

. © ( 7 . . ’
A number of authors have also argued that the structure of. capitalism

itself makes simultaneods inflation and unemploymeht a necéssary outcome.
Robinson and wilkinson (1977) for ekample, aréued that'withéut institutional
(for éxample trade-unions) pressures’ for increases in money-wages, high
productivity and growth industries would stagnate as mass consumption

could not match productive capagisy. Yet such wage-rate increases become,

extra costs for marginal and less productive industries. The characteristics

of this dualism can be seen %s:

\

H

Primary sector or high

Secondary sector or low
growth industries (HGI)

growth industries (LGI)

High growth Low growth

High productivity .Low productivity

’ /
Income el ic demand Income in-elastic demand

/

High market concentration low concentration

(see Bluestone, 1971).

Such duality may also be an important factor in stagflation.- Means
(1975a) claimed that much of current price inflation can be related to highly
contentrated (primary) sectors administrating price increases. This planned

sector has market' characteristics such that wage-price increases are. not

~ ,

»
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7

a

absorbed in th; form of lower profits but rather pa;sed on to the(secondary
sector in the form of higher prices. This latter sector may not be able
(Que to low productivity and_competition) to iﬁcrease prices anhd thus may
have to absorb wgge rate incresses internally. This then leaas to the
possibility that wage;price increases in the primary sector create the
conditions for higher unemploywent in oéher sectors. Because of(size and
growth characteristics, Gaibraith (1975) has claiﬁed that tﬁe.secondary
o sector must dépEnd on the market for investment fundél while the planned
géctor devel9ps such funds internaily. This implies that the government
policy designed for deflation (higher ‘corpgrate taxation, budget surplué
and high interest rates) are likéyy to affect the secondary sector before
the primar§ sector. Hotson et gZ. (1976) receﬁtly extended this analysis
by claiming that corporate “taxation and manipulation of Eorporate deéreciaéion
allowances have two effects. First, they appear as”ﬁigher costs to the
- primary Fector and;hénce feed ;nflatlon; second, such policieé in the

secbndaxy sector appear as immediate expenditurxe leaks and hence lead to

higher unemploymensg’

3.1.3 Empirical form

o

Given the aboveﬁconceptual overview, a résponse model is empiFically
\\;/—d,//;efined in this section. The empirical model draws its rationale for the
. inclusion of certain wvariables from the preceding dfé@gésion although’ it
is emphasized that subgéqueht analysis is designed tp describe the réglonal
impact of naéional fluctdatigns, not explained through a formal te;t of'

v

the derived hypothesis.



Let Ui = unemployment in region R, time (t), be the dependeAt yariaglé
or the measure of regional response over time. ‘
Ui—l' = unermployment in region R, time (teiﬁ, ;:\indepéndent suchtthat
, it reflects copditions in the local marke; in time (t-1). Ui
is assﬁmed to vary directly with Ui_l;
Ui. = qumploymentcat~the national scale, time (t), an independent }
‘Qariable where Ui'vapies directly with Ui.‘ Thus Ui is assumed
. et . -
S)to represent national cyclical or demand changes (c£: Thirlwall,
. 19686) attributable, at* least in p;rt, to gévgrﬂment macro-policy;
. anq let;
MW? = ‘money wage rate per hour worked!in Canadian manufacturing ;ﬁ-.

dustries, time (t). An independent variable designed to capture

-

the response of regions, to money wage rate inflation. The para-

~

|

In the context of the model discussed above, which ds primarly a

méter sign could be positive or neqa;ivél

" price-fixed model, the appropriate variable should, more realistically be,
l"Wt PR - . ° , *
—— . However since real wage data are not available at the regional level
t ' ’ - '

and that price data is also very limited the money-wage rate variable was

R

i)

.included. Clearly if prices were to rise in a given regidn so as to match

. : N . , N R
an increase in th, then there may be n¢ discernable impact of th on Ut'
- |

However it is that effect which is unknown in the Canadian regional context

and it is an important objective in this dissertation to describe the

. N . R
regionals variations of the impact of e on U .
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In general terms, the empirical model is stated as follows:

R R
vt = + 8. U
t 6O Bl~t

N N
+ UV o+ B MW + € ‘ .
BV 3t t - (3.2

8

<
where: 82, 3 > 0.

To accommodate the recent criticisms of Pierce (1977) (noted earlier in

Oﬁapter Two) concerning estimating economic relationships ower time, the
I .

model can be-re-specified such that: |

R_ R g _ . ‘ R | _ R N _ N
[u, out'_ll Bo[2 = o] + 8 [ul i[-pu )] + 8 [u - pul |1+

(3.3)

83me§ - pMWﬁ_l] +oe .

where: 62, 83 s o. ) )

This then becomes a dynamic model of adjustment, emphasizing‘ﬁot the

actual levels at any given. time but rather ﬁhg adjustment to changes in

the independent variables over time and the relative significance of

these independent variables in explaining’adjustment. ,The p coefficient

is derived from the Cochrane-Orcutt (1949) method of ordinary least squares

(OLS) regression and is defined the first-order autoregressive parameter

derived from the regréssion erxr structure. The procedure involves

first estimating the OLS regression model in thé form of eguation 3.2,

then after ‘inspection of the error terms and using a preliminary estimate.
. .

of p, the equation is re-estimated in the form of equation 3.3. This

process is repeated urtil the p parameter is stable and the finﬁl model |

then. can be evaluated.

e
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»

The regréssion model specified in eguation (3.3) is to be'estimated \ ' \\

for all forty-two Canadian Labour Force Survey regions. A number of writers, /““
including Denton (1963,.1977), have argued that in similar circumstances
such a system of equations and the estimation of their parameters should
be subject to an aggregatioﬁ constraint (a forty-third equation in the
- R=42 N
present case) such that Z aiui = Ut: Denton (1977) argued that this would

. R=1 , .
remove the possibilities of parameter bias or inconsistency by weighting

"~

each variable by the actual work force of the given region. However, in
our case this is not appropriate as a condition for such an estimation

procedure is not met; that is, identical sets of regressors. Both the o

P Y A

R

parameter and the use of Uiy

{the lagged regional unemployment rate) as .
“ <
an independent Variablez mean that each regression equation‘is unigque to
, 2 5y ‘
each particular region and that, in fact Z Ut # Ut' It was judged that-
’ 1

catpre it £

the problems of serial autocorrelation may be more significant than the

e . Al

suggested problems of aggregation bias, and consequentl@ the Cpébrane—

.

. Orcutt (1949) method was utilized.

3.2 Estimating the Regional Impact of Macro-Policy

e The review in chapter two emphasized that many of the orthodox

¢
[} ¢ N T4
3.2.1 The National Bureau of Economic Research method .
" " . - }
Y
d
methods for evaluating the impact of national cyclical fluctuations and ;

. E)

H

hence macro-policy are inappropriate. There were two reasons cited for '

this: first, there are technical problems in estimating the regression I

. .
t

coefficients, and second, such methods are unable to discriminate effec- . '

~

LY

tively between different phases of any given business-cycle. BAn optiénél

method is the National Bureau of Economic Research (NBER) Recession-
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o

Recovery method (Bry and Boschén,0197l) ‘and this is used in estimating the

actual impact of macro-policy over the 1969-1976 pexiod.

,

Using the national unemployment series as a 'reference curve' a

nunber of steps are involved in analysis. First, identification is made
Fe

of turning points in the reference series by using weighted three-month

~

-

moving average Spencer curves (Bry and Boschan, 1971). This method is .

prefaced on an assumption of a fifteen month minimum duration between

successive peaks-troughs-peaks. The method identifies the dates of cyclical

turning énd the duration (in months) of each phase of the cyclé. Two
further measures are‘computed. Cycle relatives, defined as the raﬁio of
the ﬁoying average at, for example, the initial trough (point A in figure
3.1) to thg general mean of unemployment over the total.period under
enéui;y. For example, let Rl bé the cycle-relative ar A, and §2 the
cycle relative at the subsequent rgcessiop {(point C)1 The second measure,

amplitude is then:

.

Rl - R2

duration (time)

Amp%itude = (3.4)

It should be noted that the use of cycle-relatives standardizes each series

1

_ for the effects of trend over the ldhg-term. Thus for each phase of the
cycle, the appropri;teAmacro-policies will be noted and impact estimated
which in turn will relate t? criteria of eqdity evaluation.

A number oflassumptions are”implicit in this method. No attempt
is made to ‘filter' the trend or irregular components from.the cycle.

. As Waterman (1972) has ndted, such decomposition ignores the interaction

between such components and the irregular 'shqcks' that may. be vital in

-

%
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understanding the direction of the economy. Further, following Pasinetti
(1974), it is argued that the progess of fluctuation is neither as regular

nor as finely replicated as models such as Brechling's (1967) would assume.

N

’

With the o%Erwhelmihg sxgnificance of macro-policy in the modern eccnomy,
each episode tends to reflect the typeland direction of policy rather
than the classical(tradé-cycle‘mechanisms (Lindbeck, 1975),,and in our

analysis changes)in Canadian macro-pvolicy will be considerxed directly.

3.2.2 A method of predicting the impact of policy

i

Our concern is also with the future or possible’ impact of macro-

policy as well as estimating the actual impact of previous pdlicy. Hence
. ' ’ /
the policy analysis\method, presented in fhapter One, is‘deggg?ent upon

developing as well a means of predicting regional unemployment outcomes

on the basis of variations in macro policy options., Discussion in Chapter
N . ,
Two served to highlight two issues with respect to prediction: first,

the model developed must be statistically efficient particularly with

respect to the problems of serial autocorrelations;-and second, it should

\
be relatively simple. 1In this context, the Box and Uenkins (1976) models

that aré developed in this section will be used to derive implications for
two alternative macro-policy scenarios. deLeon. (1973) has noted that

a scenarldo is not exact prediction; .in essence a scenario attempts to
' 7

»

trace what might or may happen in th? event of certain policies being
i .
implemented. To develop an, understanding of what may happen, a means of

estimating the empirical relationships between macro-policy (where national
unemploymeﬁt is used as an ‘indicator') and regional unemployment is qeeded.

-

The Box-Jenkins models are introduced here in order tosestimate temporal

e E ew  ene
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lead-lag relationships, the degree of reldtionship between the two series
(national and regional unemployment) and the parameter values that give
a clue to the statistical significance of the relationship;

The Box-Jenkins procedures are prefaced upon a number of conceptual
and mathematical tools (see Anderson 1976a, b and Newbold, 1975 for ﬁore
pedagogic treatmehts).\ A dgiven regional unemployment time-series typléally
may-be thought of as a discrete stochastic series. That 1s, 'recordings'
of unempioyment are taken or sampled at discrete, monthly time intervals.

A series, or the underlying process may be termed stochastic in the sense
that any time series can be thought of as the realization of a set of
random varjables, Random in this context, implies either a lack of -

knowledge of the underlying process, and/or, the process may be subject

to exogenous 'shocks' with warning. For example, for anv given region the

.
.

impact of national fluctuations generated externaliy to that region may
appear random in character. The Box-Jenkins {(1976) approach does not
imply any equilibrium structure nor demand any specification of causal:ity
in seleckted variables. There are a number of steps in the modelling process.
First, in the simple univariafé case, identification; this step uses the
autocorrelation and partial aﬁtocorrelation functions og a given series
in comparison with actual’theoretical patterns for 'different orders of
autofegressive (AR) and moving average (MA) models. Estimation, the
sécond step then estimates, using Marquardt's algorithm in a Maximum Like-
hood fraﬁework, the parameters of the initlally identified process. The

.
last stage, diagnostic checking, is essentially the checking of residuals
for %odel adequacy, Hence, if inadequate, the procéss is begun again.

.

The criterion for selecting the number of parameters is parsimony; that

o
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1s, the model containg the minimum number of parameters necessary to most

accurately model the real world (Bennett, 1974).

Given these concepts a family of models can be developed from the

following general specification:

2

¢p (B) V Zb = Sq (B) ay (3.5)
where: kp, 4, q} are non-negative intege;s .
B = a backward operator such that: Bz = 2, , ,
o vd = a difference op?rator such that: (1 - B) 2, = ztl— Z;-l)
}to induce stationarity)
a, = r;ndom disturbances or shocks assumed to be randomly dis-
< tributed~ﬂith zero mean and variance Ia
¢p = 1 - ¢lB - eee - ¢po are te?med autoreqreésive parameters
which, once p is identified, aré to ge estimated
eq = 1 - 618 - .i. - Gqu ar® termed moving average parameters,
'again, to be estimated) '
z2, = Et L wheré in the case of a stationary process, the obser-

vation at time t is subtracted from the mean of all obser-

~

vations in the sample period.

'As a means of illustrating the types'énd structures of these models, a

number of simple cases are noted below.

{A] An ARMA process (0, 0, 1) may be defined as:

e B o aoM il AR AR VYIS Lt e
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This is a moving average process of order one, where Zt is related to the

error term, weighted for time (t-1). This also may be extended such that:

t t

[B] an ARMA process (1,0, 0) may be defined as:

Zt(l - ¢1B) = at

2y T 9% Ty

-t

This is :an autogressive model of order one, related to previous weight ob-

sexrvations, plus random term a, - This model is clearly related to Thirlwall
(1966) , howeverxr, the a, term in Box-Jenkins is modelled as an integral part
>

“of the total process. -

(c] An ARMA process (1, O, 1) may then be defined as:

Zt(l - ¢lB) = (1 - 6B) a,

zZ = ¢

+ a -906_.a
t

lzt—l t 1 t-1
[D] 1In reality very few economic process are stationary, thus model [C]
could be extended as an ARIMA model of the form (1, 1, 1) which can be

further defined as:

~

Z(1~B) (1-¢B) = (1L-0B a '
where: *
W = - = -
. 2 (1 - B) 2, - 2,
We = 0Wey tag - 83

An extension 1s worth noting in the regional unemployment case where

,unseasonally adjusted.data are being used for the forecasting period.

Observations twelve ‘months apart as well as the simple month-to-month

S e 2 T
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A
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relationships, may be related; an example is noted in [E].

{E] An ARMA process (1, 0, 0)12 1, b, 0)
* 12 .
(1 - ¢lB ) (1 - @lB) Zt = a,
* ’ *
Ze T 0B TP R TN %3t

This process can be extended similarly to moving average as well
as more general autoregressave, integraéed moving average processes.

In analysing regional unemployment under an assumption of a link
between national and’regional’unepployment, the univariate modelling 1s the
first step in the procedure. That is, the national series (or input series
xt) is first modelled and then, second, linked to the regional series (or
output series Yt) in a transfer function. The input seraies Xt can be
in the sense that

|
"Yt can be better predicted using past values of X thdn by not doing so"

defined as causally related to the output series Yt’

{Prerce and Haugh, 1977). 'In our case there are clear theoretical reasons
to suppose not only empirical causality but also functional relationship,
Figure 3.2 outlines this approach, where the form of the transfer function

model can be identified from the following

v

~w({B) _b. N 6 (B) a ]

Y = B X (3.6)
t §(B t . d
' {B) (B} T t
or,
Yo T VoRe t V¥ Y Vo toeee N \
. (3.7)
. " \
. » ]
Yt = v (B) xt + N
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After filtering the regional series thrbugh the national mddel,

n

. 2

the residuals of the two series are compared through the cross-correlation

function. Filtering has a rather different meaning in this case than in

v

Bassett and Haggett (1971) study. In their filtering procedure, they
. . .
removed trend, seasonal and ‘'so-called' irregular components and then com-

pared what they identified as the cyclical component between series. This

\

suffers from the criticisms by Box and Newbold (1971), noted earlier in

chapter two and such 'conditioning' may imply structure in what may be

otherwise random noise (Slutsky, 1937). Stokes et al. (1975) performed
W

a similar step to tﬁis s%hdy, however it was limited‘;ﬁ the sense that
they did not compare residuals in the cross-—-correlation function. In gen-
eral, ﬁwo elements are of‘particular interest in understanding what impagt
the national series would have on regional series. First, the definition
of lead/lag relations@ips, and second the 'v' weight on the national
series for eachgregiod.

It should be noted that there are no clear FuIes of model design
in response function modellin;. As Pierce aﬁd Haugh ,(1977) coqmented,

/ ~ ’
the modelling experiment is conditioned by the actual series under .con-

sideration and the personél preferences of the researcher. Hence, the

S L]
-

autocorrelation structure of many economic time series imply a certain'

L

type of model although, not the -actual form of the model. The real
issue according to Pierce and Haugh (1977) is the problem of spurious

regression and consequently spurious causal association, issues that have

been of’ central concern in this study. ’ .
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3.3 Evaluating Equity, Efficiency and the Regional Impact of Policy

Given the development of a theoretical model explaining differential
regional impact and a set of empirical methods devoted to estimating the

i

aqtual and possible regional impact of macxo-pplicy over time and space,
the third step 1s tg evaluate the results gegerated from those modeis in
~ terms of equity and efficiency. K To accomplish this‘task_a set’ of equity
, rules are needed and thi; is the subject of this section.

The concept of national macro-poliacy efﬁiciency is relatively
easy .to define. Simply, policy makers attempt to attain policy goals with
the minimum of cost. This ‘*cost' can either be direct (for example un-
employmgnt) or indirect in tﬁe sense of opportunity cost (for e;ample, lost
output and income}. Efficiency in resolving a national macro-policy problem
’theh revolves around often quantitatively expressed co;ts and benefiﬁs
given ceftaip constraigts. In Canadaumacro~policy has two, often’supposedly
* contrary goéls ‘(Reuber, 1964} ; high emplo&ment and priqe étabiiitQ: Sincé
the 1945 White Paper on reconstruction and eéployment th;se two elements
ﬂave come to dominate macro—policyf The'openational‘targets can be- briefly
noted as 4.0-4.5% unemployment And 2.0-3.0% inflation (Senate of Candda,

1971). The means or instruments utilized to achieve such targets trad-

Q N

itionally have been fiscal and monetary policie§ (see Anld, 1975b, for a

more detailed description) although recently incomes policies have assumed
. { . ' X ‘

greater importance. Supplementary labqQur market policies have been

vdeveloped over the 1969-1976 period and in particular the bepqrtment of

‘Manpower and Immigration (DMI) has used mobili

’ retainlng and job search
policies to improve the/spatiél and sectora llocation mechanisms of .the

Canadian labour market.

. In contrast, regiocnal equity is very difficult to define. Inherently
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it involves one's values and ideology. Yet at the same time it would seem
relatively easy to deééribé as unjust or discriminatory,tdifferential welfare
costs to individuals simply on the basis of where ghey may live. <In evaluating
the distributive outhmes of poiicy it is clear that evén within the

%conomics literature there is‘deep confusion and dissent (Dobb, 1969)

while in’ the Geographical literature the welfare focus and related methods.

of analysis are also very controversial (see for example:Dear, 1978 and

Smith, 1977).

Following our discussion in Chapter Two, four rules or criteria

o

@

of regional equity will be used to evaluate the regional impact of macro-
policy.

(i) Equity is assumed to decrease with an absolute increase in

v
o E ot Maed

wiemployment. That is, the level of unemployment in any given region is

seen to be an important indicator of welfare where, for example, a decrease

.
PPN NS TN

in the rate of unenploymenﬁ will increase}reéional economic welfare Qr
equity. This conception is inherent in government programs such as
Unemployment Insurance. As Haveman (1973) has noted higher absolute rates
of unemployment mean both private and social costs to the communitf which
»have often been measured in werms of lost income or‘lost production.

(ii) Equity for a given region is\assumed to decrease if that region

- gshares inereases in unemp loyment disproportionately with respect to the

s

Y.

st fe e - . .
SR IR R (ot BB fos el S

total régional system. Following Palmer (1971}, a key issue in deciding

»

the justice of_ an oﬁtcome is the degree of spatial differentiation of’policy
impact. If the impact of macro-policy was spread evenly across space,
then the distributioﬂal prdb;eﬁ would be négligible; hgwever the inequality
inherént in differential geographical impacts is of crucial sig;ificance.

R . .

-
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"

1 &



60

This involves Sen's (1970) conception of 'upive;salization' which may be
interpreted to mean that it is unjust forrdifferential equity to occur
simply on the basis of location in the space-economy.. To analyse dif-
ferential equity, a datum poin& oxr serﬁes'is a necessary basis for com-
parison. Perhaps host convenient and qbvious is to use the national .
level as the average level of welfare. 'Haveman (1973) has also noted
that such evaluation should occuf over time and spéce as compensation
between different business-cycle episodéé is a real possibiliéy. :
Equity rules (i) and (ii) have a strong rationale for applicatién

in our analysis as the Department of Regional Economic Egpansion {DREE)
has used these two criferia in out}ining the Department's goalstand N
objectives with respect to regional digparities. The primar& goal of
DREE has beenﬂto ensure adequate opportunity, employment and_iqcome with-
out regaré to lodation. This has involved péfticular aﬁtention befng
paid to levels of disparities between regions. Actual targets are not as
well defired, but échramm (1976) noted, for example, that DREE's bésic
objectives could be expressed in the followigg terms:

"(a) réduction of unempioyment in reéions have consistently higher

rates of unemployment than the national average; (b) ;edqction of

relatively high underemployment and low productivity employment in

the slow growth regions,to a level closer to that in the rest of

the country; and {c} increase in the labour force participation rates

in the slow growth regions so that they are closer to the national
average." .

(Schramm, 1976, 12)
A number of'instruments.have‘been used by DREE: direct job creation by .
providing incentives to industry tq either relocate or establish; in-

frastructure development; and special assistance which has been composed

_ of retaining, technical asgistance and income assistance'.

4 RN L R RS e s gk LR B g ave
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'fqturé pattems of interregional disparities.

,In this sense, the first criterion reflects a relatively weak equity rule,

61

‘

- -

(iii) Equity for a givem region is seen to decrease even if regional
. . !
wnemp Loyment equals national wiemployment but existing regional disparities

are such that the region ts already at a disadvantage. This equity rule

L -

invokes the concept of fairness and Rawls' (1971) angdment for treating

i

unequals uﬁeqqally% It is c¢lear that if unehployment increases even

marginally in an already depressed region this§ may be judged as unfair or
- . 3

unjust compared to a greater rise in unemployment in a more prosperous

region. The existing ‘distributions of wealth,’income and job opportunities

are then important criteria in judging a distributive outcome. This
implies that a fundamental practice for a more just society is to protect
and increase the level of welfare of the worst-off in the spatial economy.

(iv) Finally, a rule of justice or equity must be made explicit with

regard to the temporal-and spatial stability of a given distribution.

Equity can be judged not omly with regard to the stage of welfare at oy

point in time but also with respect to the future path of unemployment
disparities. Clearly, this is not a rule in the same sense as the first
three given above. The reason for this is simply one of emphasis inherent

in the objectives of this study, That is, a significant welfare issue is

thg temppral stability of Canadian re%}onal unemployment and the poésible
' . '. \ o

f

| © - These four criteria are not exhaustive of all possible
I . .

ans of
evaluating the equity of a given distributive outcome. Howevep, they do LJ/}//’/
represent important justice goals reflected in the literatupe on dis-

tributive justice and also in the objectives of Canadian regional policy.

Further, there is a hierarchy inherent in the ordering of the criteria.

3
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. b ‘
the second a little stronger and thg third even more so, reflecting

Rawls' fairness concept. In analysinq1'he‘distributive conséqdences of

macro-policy no one element is given prereminence, rather as a-set they

form the basis for normative judgements. N '

¢

3.4 Data

-

To develop the objectives and test the substéntivé hypotheses of

this study a particular set of data is required. - Data that'reflect national

fluctuations and macroeconomic policy variations are prerequisites as’ well

as data that reflect regiomal variations in welfdre over time and space.
Moreover, the -data series should reflect also recent stagflation ard

récession at the national and regional scales. It is clear from the
. ~ \

objectives of this study that the dispfibutibn and variations in national

and regional unemployment are of vital signififance. 1In Knox's (1975)

s

terms, unemployment reflects fundamental policy goals, outputs of the

spatio-economic system, and significant welfare criteria central to the

social and political goals.of Canadian society.

\

The more importance ‘choice is that of the particular unemployment

serie’s to be used, and at 'what spatial scales the data should be collected.

Many Canadian studies or regional unemployment have been quite broad in
_their spatial scale. For example, Martin (1976) and Thirsk (1973) used

-provincial data. Kaliski (1968) and Young (1975} by contrast, used sub-

-provincial data based on National employment service data (the earlier

Canada Manpower centres), and Marchand (1974} used data for fifteen urban
( . .

areas in Quebec. Onl& Strom's (1375) and Tomczak's (1978) studies however,

are’ relevant to the current episodgq of inflation and unemployment, Kaliski

APV SV TP gre e DRI WINPT



and Young's studies beiﬁg based on croess-sectional data for the early
1960's and Marchand's study, on-data for 1961-1971l. Strom (1975) utilized
regional unemployment time series data made available by Statistics Canada

through their Labour Force Survey. The advantages of these series over

S

the Manpower data, for.eéxample, are their relative consistenéy in regard

to the collection of unemplo}ment estimates,..and the fact that governmént

) «
programmes such as Unemployment Insurance, direct job creation and DREE

often depend on these series. The Labour Foxce Survey also is the source

~ p——
3

for the'egtimated national ‘unemployment rate. Tomczak's (1978) study

used employment data for fifty-two Urban centres in Canada. Although relevant
to'this thesis, our objectives conéerning the analysis of regional equity,

unemployment and the impact of policy, are rather different and canequently
our focus rehain; with the regional uneméioyment data.

‘Maps 3.1 (a) and (b} describe the Statis;icé Canada Labour Force
Survey #egions. All p{bﬁihces are repfesen;ed and the emphasis on population

distribution as the criterion for boundary’ sélection. These regions are

~

”

constructed from the Camu et al. (1964) definition of functional economic

regions for Canada (see Appendix A for a profile of the employment’ structure
of these regions) and consist of "thirty-three non-metropolitan and, nine
. meﬁropolitan regions (the key to the numbared fégions can be found\in

? Table 4.1). The Labeur Force Survey is conducted each month by Statistics

~

- Canada and is based on a sample'of, on the arerage, 3,000 hoﬁseholds over
. those regions noted in map 3.1 (a) and (b). The ﬁnémployed are defined
as those persons duriqg the interview week who are eifher without work and

. . ! \ »
seeking work, or who are laid-off Egﬂgiigrlly. Thus, the unemployment

- rate in region R, time t is:

i N .,
v . b,



Map l(a) Eastern Labour Survey regions
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=R
R U . .
Ut = . R X 100 . ) (3.?)
Eoy
~R ‘ : : .
where: Ut = numbegs unemployed in region 'R, time t, and;
L.F.i = estimated labour force in region R, time.t.

This definition attempts to incl;@e only those people involuntarily un-
employed, and not those unemployed due to illness or for other voluntary
reasons. 'The labour force participation rate is defined as all those
in the labour force (employed plus unemployed) divided by all'those people
over 14 years of age, eligible to work. Note that éhosé people who are un-
employed but not seeking‘work aré defined neither as employed nor unemployed.
The§e data were made availabie by Statistics Canada in puSlished and un-
ﬁubli;hed forms for all regions at monthly intervals over the period,
1966~1976. Unf&rtunately, after January 1976 the boundarieé of the rééions
'were so altered as to make impossible further consistent time-series
analysis. . c ‘ . .
Dapa are alss néeded for testing the model of regional adjustmeqt,
both national money-wage data, and structural data‘reflect%ng high and 19&
growth industries over the set of Labour Force Survey regions. Money—wage
data were der;ved f}om the monthly survey of wages.and salaries conducted
by Statistics Cana@a.,‘&hese are based on the hourly rate of pay for all
Canadian manufacturin industries aggregated to the national,levgl.
The data are not price deflated and are aggregate over all regions and
sectors.- Structural data.on logal regional charaéteristics are derived
from the 1970 Geographic Survey of Employment (Statistics Canada) which;is

based upon the Camu et‘alf‘(1964) regional 'economic system, More recent.
. » .
T " .5'7‘
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data were deemed inapp¥opfiate since they would simply serve to reflect

the impact 6f the current xecession gather than the structure of industry
and’ employment before the recent ecpnomic‘crisis. The industria} structure
of regional employment wé&re used to imply economic structure not variations

in employment itself.
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CHAPTER 4

REGIONAL ADJUSTMENT TC NATIQNAL FLUCTUATIONS

»

In this chapter a critical examination of the theoretical model
of regional adjustment, developed in section 5.%, is conducted with the
object of establishing empiricalky the extent to which the model can help
explain why macro-policy is regionally differentiated. Attention is paid
in partiecular to the form of the estimated function, parameter values,
signs and significance levels. It should be emphasized that the mpdel-is
not a definitive test of the impact of macro-policy and stagflation;
rather the empirical model‘is a partial and heuristic means of understanding

hypothesized aspects of regional adjustment.

4.1 Model Form

Following section 3.1, the model of regional adjustment that is

to be examined is of the form:

R R - - R _ R N
[Uf - 00% |1 = 8 (1 - o) + 8 (u] | - ouf 1+ 8 (0} - pu

where: 8,, 85 3 O.

Consideration was also given to incorporating the supply response of labour

68



69

to changina economic conditions, by Qeighting regional unemployment by

local participation rates. 1In doing this it was hoped to account for

P}

biases in the estimation of regional adjustment that could occur simply

eon the basis of people leaving the labour market rather than becoming ) /

/

involuntarily unemployed. However, preliminary testing of the relation- /
ship between regional labour force participation rates and national
uneﬁployment fluctuations disclosed tﬁat very little relationship exigted.
This is consistent with many time-series macroeconoﬁic studies of parti-
cipation rate behaviour (see gartley and Revaqker, 1974) and consequently,
the labour supply response was not incorporated in the analgéis.

The modelvfequation 4.1) was estimated using the OLS-Coclirane
and Orcutt (1949) regression méthod with a number of preliminary steps.
,?irst, all variabies were deseasonélized and transformed to logarithms
(loge) prior to estimating the model. The beta coefficients can be then
interpreted as beta-elasticities .measuring the response of the dependent
variable to unit changes over time in the independent variables (Brechling,
1967). Second, the model was estimated over the period July 1969 to
December 1975: The ini;ial point was chosen becaunse a number of earlier
gommentators (see Donner et q@l., 1973), backed-up by recens‘studies on
Canadian business fluctuations (Chung, 1976), considered July 1969 to be
the start of the recent recessionary period. December 1975, waé chosen

as the terminal date because no data were available {see géction 3.4)

beyond that point.

o~
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4.2 Calibration and Results

Table 4.1 gives the estimates obtained from estimating equation
4.1. ‘The results~are recofded‘ac¢ording to the region and are presented
in a summary form. Each variable is dealt with separately and attentigﬁ
drawn to its parameter value, sign and significance with respect to each
.region and also with respect to the Canadian regional system.

. 4,2.1 UNational money wage rates (MWE) . :

An immediate observation that can be made with reference tc this

national money wage variable and its significance for regional unemployment,
"is the general east-west dichotomy. Table 4.2 shows that .the eastern

regions (including Quebec and the Maritime regions) generally have positive

v

parameters while the western regions (the Prairies) have negative parameters.

Two of the three eastern regions with negative signs are the mes;opolitan
- v N .

regions of Montreal and Toronto. OFf the western regions ‘ith positive

3

signs, both are in British Columbia. Of the eight non-metropolitan regions

- s

with significant anqlpositive parameters in the east, five are in the

Maritimes, one in Quebec and the twe others in gentral and southwestern

Ontario. The one metropolitan region with' a significant and positive by

parameter in the east is Quebec-Levis. In understanding.the beta-elasticities o

R
¢

‘it should be remembered that the differenced and logged form of the variable

-

'implies change and adjustment over time. For example, in region ten, North-

.

[} +
east New Brunswick, a one percent intrease (in Mw:,over one time period (t)
’ !
", to the next (t + 1); wéuld cause a 1.23% increase in regional unemployment.

. »

] ' 3 e . . . o - . .
In contrast, in the[yestern region of Medicihe-Hat/Lethbridge;~a 1% increase’.
S . . _\ :

..;nngi would qfimulateée 1.54% decrease in local unemployment. The impact
L .,
” I ' ) /
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of th in the east varies from a maximum parametef<(b3) value'of 1.23 to
a minimum of 0.354. In most Ontario regions, the parameters are positive
but not significant while in Quebec the majority of regions do not have

»

N in the

o~
a significant b3 parameter value. The parameter values of th

Prairie regions are generally larger than the parameter values of tne eastern
regions, . . ' -

» . . 3

There are a number of implications to be drawn .from these results.
first, stagflationJ— simultaneously high mone; wage inflation and unemploy-
ment - creates problemé particularly for Maritime regions. Fn essence,
increasing money wage rates add to the problem of regional unemploymen}
which may already be under considerable pressure fron’macro-policies directed
to deflating the nntional economy. Thus, there is evidence for what could
be termed, a 'réverse' Philliﬁs curve. Second, although ther;.ié also
evidence of a positive gséociation be tween Ui and MW§ in Ontario, most
parameter values are not statistically sighifiéant. Tnis implies that
stagflation;may\not be a problem for the spatio-;conomic core of Canada.
It could/be contended that the source of MW? determination' is often
Ont rlo and creating disturbances with a 'snlll—over of such determin-

//atlons lnto the Marltlmés may cause increases in Maritime unemployment but

not significantly affect the Ontario.economy, There are two exceptions to

this general statement in Ontario: southwest Ontario (region twenty) which

is. dominated by the auto-industry, and Kitchener (region nineteen) also

with a strong transportation equipment industry. These regions have

positive and significant Mwﬁ terms which implies that if money wage rate
. . . . s N
increases in anﬁda, are Jreater than those in the United States (which

«

"they have been ovér the 1970-76 period) this could lead auto companies
~ 4 * ¢ ‘ ‘
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to decreasékﬁkoduction‘in Canadian branch plants and switch to United

States production facilities.

.
’ ' “

Evidence from a variety of sources (see Economic Council of Canada
1976a, b; 1977) has been noted that suggests strong economic expansion in

the western regions under conditions?of national stagnation over the 1969-,

2

~
1976 period. This prompts the concggéions that either the Prairie regiohs
thepselves wefe the soufée of rapidvmoney wage expansion based‘primarly
on the tightne;s’of local labour markets, or, that money-wage ctontracts
concluded‘elsewhere in the country éenerated further economic growth in

the western regions simply because the cost-structure of prairie econonmies

were able to absorb wage-rate increases. The latter conclusion clearly is

. . Ny -
related boé?m proposed model and analyses of Chapter Three. The exceptions *

to the generally poéitivé Mwﬂ parameter values of the west are the Interior
B.Q._and Vapcouver Island regions which offer indirect evidence of the .
l;tter conclusion. Both regions are dominated by wood prog;ssing indus-
tries with Fost-structures either less competitive than or equal tq’those

; ) )
of United States competitors. The pogitive signs suggest thaL recent in-
dustry claims that mohey-wages rates are reducing international competi-
tiveness may be well founded.

[}

The‘results with respéct to the sign, significance and value of
the b3 national money wage rate,pgrqmeﬁer'suggest strong links between
natiohal aggregate wage rate conditions and the pefforﬁdnce of local
_economies. Regional abilities ﬁo’bope with or adjust to ;ncreasingﬁmoney—
wage rates Qary g;eatly; further, the strongly ?egionalized impéct of >
national stagflatiqn conditionﬁ h;ve also some &endengy to‘ﬁffec£ adversely

tﬁosg regions already designated high unemploymént devé;opment areas by

" ————— P s e s Pt

—

.
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/,9 Table 4.2
. »

. The 'sign and significance of the natiohal money Wage parameter

Non-Metropolitan Regions Metropolitan Regions
. Regional | " by Regional by
Group )} _tve -ve " Group +ve ~-ve
East e 8 2 °  East 1 ’ 1
‘West . - 8 West = - 3
; - .
o ) —

Table 4.3

The sign and significance of the national unemployment parameter

Non-Metropolitan Regions Metropolitan Regions
Regional b2 Regional b2
Group +ve -ve Group +ve ~ve
_East 14 o= East S -
West 8 ) - _ West 3 © -
¥ ' . ‘
/
: Table 4.4 ¢
z -
> - The. sign and significance of the lagged

regidnal unemployment paraméfer

)

N Non-Metropolitan Regions = . Metropolitan Regions
* _ Regional b, Regional - bl
Grouyp . . - Fve -ve - Group tve -ve
East ' 6 - ' East 3 ~

\ West ' 3 3 West . 2 o 1
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DREE (for exampie Cape Breton Island).

4,2.2 National unemployment (Uﬁ)

. .
Consideration of the signs of the b2 parameters lead to rather

‘different results than those discussed in section 4.2.1. If Tables 4.1

and 4.3 are consulted it is clear that of-all the Canadian regions only
the regions of N.E. New Brunswick and Quebec-Levis have negative signs

and these are not significant. In fact, in direct contrast to the results

with respect to money wage 'rates, thirty of the forty-two regions have
pec Y g y Y g

positive and significant beta-elasticities for the Uﬁ va&iable. While in

section 4.2.1 the regions with significant parameter estimates in the

.east were in the Maritimés, now in the case of the national unemplovment

variable most are in Ontario and Quebec. Regions in the west with sig-

nificant b, barameter estimates include Winnipeg, South Manitoba, Saskatoon,

-Medicine Hat, Edmonton and all of the regions in British Columbia.

The interpretation of elasticities in this context is open to
the criticisms noted in Chapter Two concerningfthe Brechling and Thirlwall
/
models. It cannot be assumed that the 'bu51neés—cycle is symmetrical
3 /

for both increases and decreases in unemployment. Clearly, the elasthlfy;\

are average responses and moreover they are particular to a given period.
But given that the concern here is with parampter significance and not

1

so much with estimating. the actual impact ‘of %acro—policy (see-Chapter 5),
then a number of comments can be made. First, Ontario regions generally
L]

have qu1te hlgh beta»elastxcxtles. For example, for Kitchener, region
v/ i

,“,

twenty—one, & l% Increase in national unemoloyment on the average would

‘induce a 2.83% lncre;se in regional unemployment. The lowest significant
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Ontario regional b2 coefficient was 0.617 in Eastern Ontario, region
sixfeen) while the averagé was 1.309. Vestern regions similarly have
quite high significant beta-elasticities. In South Manitoba, region

twenty-four for example, a 1% increase in UE would induce on average a

- - ]

1.665% increase in unemployment in that region. The lowest beta-cocefficient

is 0.741, Vancouver Island, and the average b2 coefficient for western

hm

regions was .1.286., Metropolitan regions had in general lower beta- )
{

coefficients, with the exception of the value for Quebec-Levis, with by ;
far the greatest value in Ottawa-Huil (2,024). \On average however, the 3
metropolitan regions beta-;oefficient value was 0.920; :
The greatex sensitiviﬁ& of Oqtariq regions to national unemployment -

(and heqce demand copditions), is in direct contrast to their relative lack

<. . . .
of senditivity to changes in money-wage rates. These regions are more

- 2

demand andvconsumer good orientated with most regions having at least .
10% of their total manufacturing employment (in 1970) devoted to electrical
products and a further 30% made-up of textiles, auto manufacturing, chem-

icals and machinery inSLstries (see Appendix A). On average, few Ontario

”

regions have a food and beverage component greater than 10%. Within

N ’

Ouebec however, each region is not dominattd to such an extent by consumer

demand industyies and this mav be reflected in their lower b2 beta-

coefficients. In contrast to the Ontario regions, those Prairie regions

-

with significant b, terms have manufacturing structures which include

very few consumer demand industries, and their quite low values could ) i

also be thought to reflect their economic structure. Interior B.C. and
ot
Vancouver Island which have,a strong wood industry component and are

consequently tied .directly to housing constructior also show large b2

. ’

b S ot naa oy
»
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XY

terms and this is reflected in the b, values of Maritime regions such as

[N

Halifax N. Shore, Upper St. John Valley and Gaspé~N. Quebec which have
significant b, parameter estimates. 2!

] .
es of demand restriction at the national

1}

Macroeconomic polic

level instituted=by the federdl government may have significant impacts

for the central spatio-economic co the economy, particularly Ontario

N LY

regions, but less sé for Prairie regions {Jue in part to gompensatorv éoney—
wage forces. This is not an unusual 1t since the o;thodox macro-
economic policy of reducing eypgnd}ture and ;gwering demand should be .
L4 . . - .
expected to have its greatest impact on fééioﬁg;specializing in demand
industries. This would imply a wide variation in the abilitv of Canadian
regions to adjﬁst to national money wage and demand fluctuations. At
the same time however the Prairie regions over the period 1969-1976,
have been able to cope with restrictive demand policies and yet at the
same time expand employment and money-wages. The iﬁﬁlications for the
Maritime regions of the variations in ndtional unemployment ané demand
fluctuations, may not be as important as in Ontario for examblg. Never~.
theless, there is evidence that national unemployment is often a signifi-
cant variable that could help explain differential régional adjustments.

t

_ regions could be seen to be intimately linked to the functionina of the

S

Coupled with the importance of the M variable, many of the Maritime
S b

national economy. .

H
‘

4.2.3 Lagged regional unemployment (Uﬁ_l)

Very few eastern regions have significant b, terms (see Tables

.

4.1 and 4.4} and all that are significant are positive and concentrated

4

.

i



82

in Nova Scotia and northern New Brunswick., There are two exceptions
Western Quebec and Eastern Ontario, which have significant bl parameter
estimates. The by parameter’estlmates for the Western regions are more
difficult to generalize, and are equally likely to¢ have either a positive
or negative sién and to be associated with negative b3 coefficaients.

Both Calgary and Edmonton have positive and significant bl terms while
Vancouver is significant but negative. The largest beta-elastié;ty is

to be fouﬁd in region five (Annapolis South Shore), and it suagests that
a 1% increase or decrease in gegional unemployment would induce a 1.281%
increas? or decrease in/regional Qﬁemployment

4.2,4 sSignificance of the general relationship

In Chapter Three it was noted that an appropriate means of testing

. econonic relationshipd over time was a fégression model, differenced and

adjusted for serial autocorrelation amongst the error temms. In testing
the relationsﬁip hypothesized in equation 4.1 it was found that many

, '
regions had R% values greater than 0.6 and F ratios significant at the
99% level. At tﬁe same time, the Durbin-Watson test for serial auto-

“ [§
correlation confirmed that there was no sjgnificant autocorrelation for
almost all regioﬁs. Only P.E.I., St. John Vallev ahd Regina, had R?
values that could be descrihed as very low and only in Gaspé-N. Quebec
was ‘an ambiguous result obtained for the presence or absence of seri;l
autocorrelation. In almost all cases, the p value (the lst grder AR
coefficient) was at-least 0.4, signifying an important weigh;ing to pre-

vigus observations for all variables in time (the exceptions being in

the Toronto region, Parklands and the Toronto metropolitan rggion). In



83

essence, the relationship performed quite well although in a number of

cases only one independent variable was significant,

4.3 The Results and Model

>
*

In the context of seeking to establish reasons why macro-economic
policy impact may be regionally differentiated, Chapter Three was concerned

with a model that emphasized those attributes of a given region that might

influence regional adjustment. The results noted in this chapter provide

some measure of acceptance for the propositions derived in Chapter Three.,

&

However, there is a problem in relating time~series results to cross-
sectional regional characteristics: The correlations between structural

attributes and parameter signs and values may only establish association

t

not causality, and while the traditional means of resolving this problem is

a pocled econometric model, in this dissertation such anh approach was con-
sidered inappropfiate since 'pooling' implies that the estimated pa}ameters
come from the same population regardleés o?iregion. Consequentiy the
pooled model Qould tend to reduce the interregional parameter variations,
which are central to this study. It is possible however, to draw some

further inferences from the results summarized in Tables 4,1-4.4, keeping

in mind the conceptual overview developed in Section 3.1.

.

4.3.1 Demand policies and regional adjustment

In Section 3.1 it arguéd that demand restraiction policies in the
A
form of, for example, increased income tax could generate differential
regional adjustments, It was proposed that:

[A] Restriction on aggregate demand will create more jnemployment in

b g
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| ’

regions specializing in durable manufacturing goods production than

in regions specializing in agricultural goods production.

.
-

{B] The impact of national fluctuations in demand, in-the short-run 1is

-~

likely to be reflected in changes 1in all region's unemployment rates.
. \ ' «

\J;he mmplication o% the régu%ts (Tables 4.1 and 4.3) is that pro-
r~ S

positions [A] and [B] should be accepted fdr this study. In particular,
it was noted that Ontario regions on the average are affected most through
changes in macro-economic policy and trends and ‘cycles in national unemplov-
ment. However, apart from noting that stagflation i1s very muchrspatlally
polarized and that e?fects of th and Uz in combination create wide vari-
ations 1in regional adjustment, it is difficult to discriminate between
marginal variations in consuiler demand andsahe impacts upon consumer

demand industries. This is pakticularly true in the case of Quebec regions

s

~

versus Ontario regions.

N

There remains a problem of interpretation of the results for ,

. M \
Ottawa~Hull. While 1t could be argued lhigitively that the Ottawa-Hull

econ;my should be very stable due to the ggvernment service séctor com=
ponents, this is not the case. One éxplanatlghxls to be found in the
rather dua '§tic structure of the city-region. &é§tern Quebec a;d the
. \
city of Hull érg dominated by wood, printing and pugl%shlng industries,
’ ’ N\
which were noted above as being associated 51gn1f1canti with strong

t

" demand and wage fluctuations over the 1969-1976 period. the other

hand, Ottawa and the Eastern Ontario regqion have rather more diverse

economies and they reflect the pattern for most Ontario regions For

instance, over 40% of total manufacturing employment in 1970 ipn Eagtern

e

Ontario was accounted fgr by high growth and technological industrie

-

v

e
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such as electrical and machinery products. Although these were subject
- e

also to demand pressures, the impact on them and hence on regional un-
employment of wage..fluctuations and. demand policies has not been as great.

In general, metropolitan ;egions were less sensitive to demand
pressures. Hamilton and Halifax with their steel and fabraicating ln:
dustries did not appear on the average to be as affected as surro;ndlng
regions. Also, Montreal and Toronto had below average UZ parameter

«
terms, particularlx compared to Vancouver. These two cities are also the

most diversified in Canada and have quite similar industrial structures,

except that Montreal has a higher component in clothing industraies.
k

\

4.3.2 National money wage rates and regional adjustment

In section 3,1 it was argued that variations in national money

5
.

\wage rates could have the following impacts: .

[C] Money-wage rate inflation may have either a positive or negative
effect on local unemployment. The exact.effect will depend off the
|

(o]
spatial ééncentration of industries aqé/Zheir differential labour

Y

productivity growth patterns.
It was considered also that for regions dominated by low growth industries,

the appropriate sign for the b_ parameter 'would be positive, while for

-

3

regions with a more balanced industrial structure the sign could be negative.
L

The results, at first sight, would seem to validate the proposition [C].
The Maritime regions which have a large component of low growth industries

and industrial stagnation have positive and significant b3 coefficients.

&

Central Canadian regions generallQ have statistically insignificant parameter

estimates and the Western regions have negative parameter signs. There
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is a problem in interpretation here however, and Figure 4.1 highliaghts
the issue: The Prairie regions have a higher proportion of defined low
growfh industries than the Maritimes and yet the signs are reversed.

The problem is simply that of adequately defining low qrowth
industries. It was argued in Section 3.1 that a low growth industry
could be defined in terms of ilow labour productivity, low industry
concentration and low employment growth;-following this general character-
ization a group of such industries was define@ for Canada and these are
detailed in Ap?endix A. The problem of interpretation is due to the
relatively broad SIC classifications used by the Department of Industry,
Trade and Commerce, the source of our data used in making the classifi-
cation. Thus, while the Food and Beverage Industry group, for example,
is defined as a low growth industry there are clear differences of labour
and capital productivity between Prairie range agriculture and the smaller
lot, labour inten§ive agriculture of the Maritimes., If the Marltimes(low
growth industry proportion is compared directly to other regions and acco;nt
is taken of recent trends in Prairie economic development proposition {C]
could be tentatively accepted. That the Prairie regions have negative ‘
b3 parameter signs reflects the productaivity of labour in agriculture as
well as the growth since 1970 of the capital intensive oil, gas and chem-
ical industéles, industries which could be defined as high growth’hﬁighly
concentrated and with high labo productivity (see Appendix A). Both
Calgary and Edmonton, even in fzz;\(the start of the o1l boom and explor-
ation}, showed signs of growth in chemical based products. At the same

\time, with higher energy prices since 1974, the Prairies 1in particular may

have benefitted from price inflation, in contrast to the experience of



the Maritime regions.

4,3.3 Summary

The model of regional adjystment emphasized the problem of short-
run expectations and uncertainty from what could be termed a neo-Keynesian
perspective (Kregel, 1976). It was argued that regional adjustment was
conditioned%by the immediate past performance of n;tional aggregates and
local conditions. Thus expected oxr anticipated wage rate increases may
cause over-adjustment in local firms as local conditions themselves may
affect emplovers' percéption of likely market conditions. In many regions,
the coefficient for either Ui or sz'is significant and due to the dif—'
ference structure of these variables, the coefficients relate change or
adjustment in one variéble to change over time in the independent variable.
In this respect, both aggregate variables imply a significant degree of
local adjustment to national fluctuations, which generally has gone un-
recognized in the literature. Alonso (1975) claimed that a basic charac-
teristic of mahy peripheral regions is their relative isolation from broad
national economic forces. Yet on the basis of results in Table 4.1 it
could be argued thaé peripheral regions are too well integrated with
national forces and that changes in national money wage rates and macro-
economic policy induced demand conditions have a direct and perverse
response in changes in regional unemployment. Thugx the island ‘parable’
attributed to Phelps (1970) ;arlier, may be rather irrelevant as national
conditions of wage determination flow over time and space according to

@nstitutional constraints. Lagged regional unemployment and its change

over time has relatively little significance for many regions as only in

k-]

A\
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three Maritime regions is this parameter (bl) significant, and in only one
of those cases is that parameter along significant. In the western regional
)
system, those reaibns.wéth significant b1 terms also have significant |
b ms. )
3 °r b2 terx X
At this juncture ho¥?ve}, two points should be noted. First,

even with increasing unemployment, Maritime regions also have been impacted

by .

%gcreasing national money wage rates. Thus stagflation has in effect

i

tended to become spatially concentrated in the most depressed regions of
Canada. Second, ;lthough the Ontario and Quebec regions are influenced

by macro-economic policies designed to reduce demand there is not the

same influence of the money wage effect. Thus, under conditions of expan-
sion but high wage inflation it could be contended that most Ontario regioné
would benefit substantially more than Maritime ?egions. At the same time,
Prairie regions continue to gréwth and have extremely low levels of regional

unemployment despite national conditions.

&
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CHAPTER 5

’

THE REGIONAL CONSEQUENCES OF MACRO-POLICIES

‘.

The purpose of this chapter is to estimate the regignal impact

and to evaluate the equity consequences of macroetonomic policies over

" the 1969-1976 period. To accomplish this task, the NBER time-series

techniques introduced in Chapter Three are used in conjunction with the

3

set of equity criteria derived for evaluating regional impact. The
chapter is organized in the following manner: first, the Canadian national
unempléyment series (1968-1976) is used as a 'reference curve' to establish
particular phases of national economic expansion and contraction;.segoﬁd,
thése periodé are used then as the temporal basis for analysing macro-
policy and regional impact. This involves for each phase a brief account
of the types and directions of macro-policy as well as the performance

~

of each region in quantitative and qualitative (equity) terms.
AS

<

5.1 Dating Cénadian FlucEpations ] s

To develop a reference point for impact analysis, it was noted in
Chapter Three that the national unemployment series would be used as a
datum series. The NBER 'turning—point' procedure créatesﬁtwo sets of
measures: the degree of change in the referénce series and the timing of
such changes. Subsequentlyf definition 6f the time-periods and phases of

.

the business-cycle (for example, recesston-recovery} are generated for

90
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the total period under investigation. The national unemployment series 1is
used for two reasons. First, the series itself is an important policy
variable, rivalled only in the domestic context by the rate of inflation
as the basis for macro-stabilization policy decisions. Second, unemploy-
ment is also an important measure of economic activity, used for example
by Statistics Canaqa in analysing the path and prospects for ecqnogic

* » N ! - \
growth. e

Pl e
The NBER use turning-point determination as a fir%glsggg\in time-

series analysis and as the .input to subsequent recession—recovez{)analysis.
¢ —-—
The results of turning-point determination for Canadian national unemploy-

ment (seasonally adjusted as in the analysis in Chapter Four) arxe presented

in Table 5.1:

AN
Table 5.1 Canadian turning-point analysis (1966-1976)
Peak Standing Trough Standing
(Year & mth.) % Unemployment (Year & mth.) % Unemployment
1968 (3} 5.0 1968(9) 4.3
1972(10) 6.7 1974 (6) 4.9

1975(12) 7.5 ~-- -

It should be noted that 'peak' refers to the maximum point of a
recession and thus 'trough' refers to 5.felative boom (see Figure 3.1).
In this study, the following national economic phases are'used in analysing
the impact of mgcro—policy upon regional unemployment:

1969(7) to 1972(10) - recession (18 months);

1972(10) to 1974(6) - relative recovery (20 months} ; 'y

¥
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1974(6) to 1975(12) ‘- stagflation (18 months).

The initial phase was modified to be consistent with the beginnings of the
majot policy 'interwval', 1969-1976. As has been argyed previously,

the major purpose of this analysis is a review of policy impact and there-

N :

fore, the actual phases used in the analysis should be consistent with

the policy interval. Apart from the initial turning—poiét (1968(3))

there is strong consistency between the type and direction of macroeconomic
policy decisions and respective phases of the cycle.

The turning-points are in broad agreement with Chuna's (1976) work
on turning-points in Canadian housing and business construction indices,
although Chung used quarterly data. The terminal date 1975(12) is pre-
determined by data availability, although 1975(12) was pinpointed also
bf*the NBER procedure as a relative peak in unemplovment. It is also clear
that macroeconomic policy develépments in October and November of 1975 by

the Canadian federal government implied the beginning of a new phase in

policy application as well. G

5.2 The Macro-Policy Record and Distributive Conseauences

5.2.1 Regession: The 1969(7}) - 1972(10) phase

"(This Budget) is intended to show that we really mean business in
the fight against inflation." ’

"It is the policy of the government to restrain the growth of total
spending in the economy, for that is a necessary condition for
achieving our primary economic objective,”

a

(Minister of Finance, Budget Speeches, June, 1969 and March 1970)

These two quotations from the Minister of Finance reflected the

primary concern of the-period, inflation. Moreover, as E. Broadbent (1970)

~
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and Rowley and Wilton (1977) have noted, this reflected a mecre pervasive
° ]
/
belief that lower inflation could only.be bought at the expense of higher

éggregate unemployment. This phase represented the beginnings of the 1970's
recession. Throggh the year 1968(7) to 1969(6) both the government and
indevendent observers cautioned against higher inflation. The national
rate of unemployment continued’its downward trend towards the 4.0% mark
and the shares of total income by labour increased at the expense of
capital. This general trend was noted also in the United States (Boddy
and Crotty, 1975) and reflected the pegk in economic expansion which had
been underway since the 1961 recession. By the June 1969 budget, inflation
was recoxrded at 7.0% p.a., which can be contrasted to the long-run target
of between 1.0% - 2.0% (see Figure 1.1).
In this context, many commentators (for.example Donner et al.,
1973) have noted that the Canadian government instituted a stroEg restractive
policy—-~a drastic cut in government expenditures, a federal surplus of
$1.084 million and a total all—gove}nment surplus of $2.2 billion,’a
restricted money supply, higher interest charges and higher taxation.
At the same time in the United States, the Nixon Administration instituted
a similar policy of what Means (1975b} has called 'planned stagnation'. ® .
Given the strong interdependency between the two national economies (Ray,
1967), the combinat:ion of both sets of policies was to precipitate a
serious decline in aggregate economic activity and employment in Canada.
With a number of minor policy adjustments in Canada (basically
for welfare assistance including both selective Manpower policies and
Unemployment Insurance), the aggregate unemployment rate did not peak and

turn down until 1972(10). In the period 1969(7)-1972(10) inflation
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remained quite high although.shares of total income by labour were seen

to decline., In late 1970 further'ﬁinor adjustments were instituted--

a stimylus to construction through the Central Mortgage and Housing Corp-

oration (CMHC) in high unemployment areas, loans for provincial capital

projects, assistance to ship building and textiles as well as capital-

cost allowances. By October 1971 it was clear however, that the planned

" recession did not control inflation and unemployment rose to record levels.

The administered recession although not halting inflation had

important impacts upon the spatial economy. Table 5.2 and Fiqure 5.1

Q
summarize the consequences. The reference series (Canadian national unem-

ployment) rose from a cycle relative to 1969(7) of 4.6% to 6.6% at 1972}10)
and the amplitude over this phase was -1.13. The Maritime regions (1 to
N\

10, and Halifax in Figure 5.1 énd Table 5.2) varied widely with North-east
New Brunswick exhibiting a high initial cycle-relative (15.0%) vyet very
low amplitude (0.48). ©On the othe; hané, Prince Edward Island with a com-
paritively low initial cvcle-relative (Rl) of 5.6% hgd a high amplitude
of 2.32. 1In general, Newfoundland, Prince Edward Island (P.E.TI.) and Nova
Scotia experienced amplitudes greater than the reference series, while New
Brunswick experienced comparitively very low amplitudes. Regions in
eastern Quebec were also sim11a£ to New Brunswick in that-Rl generally was
quite higher than the reference series, and yet the amplitudes were relatively
low for example, 0.84 for the Lastern Townships. Regions 1in Ontario,
Manitoba, Saskatchewan and Alberta however, generally had higher amplitudes
than the reference series (many in the 2.00-3,00 range) although often very

.

low initial cycle relatives. Exceptions were the Niagara reagion, South-west

Ontario (which actually exhibited evidence of a negative amplitude) and
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the Parklands region of Saskatchewan.

Among the B;;tish Columbian regions there was considerable vari-
ations. The B.C. Interior had a high Rl but low amplitude; the Vancouver
region had an average R, but quite high amplitude, while Vancouver Island
respondéd like many of central and western fegions with a low R, and high
amplitude. The metropolitan regions generally reflected the response of
surrounding regions, the notable exception being Ottawa-Hull with the
second lowest cycle relative at 1969(7) of 1.7% but an extremely‘high

amplitude of 5.57.

Following the discussion in Chapter Three af the welfare consé—
quences of macroeconomic policy, a group of equity criteria are used in
evaluating the ‘'‘normative' impact of policy. These include the absolute
increase or decrease in a given region's level of unemployment, the
comparative interregional distribution of unemployment changes, and the
i
change in existing regional disparities. The fourth c;iterion, the impact
with respect to future levels of regional welfare will be dealt with in
Chapter Six in conjunction with a more general evaluation of macroeconomic
policy and the\future of regional unemployment. Given these criteriaof
equity evaluation a Wﬂhber of statements can be made that summarize the
welfare implication§/of macroeconomic policngppacts over the period
1969 (7y-1972(10).

First, in terms of absolute equity the impact of macro-policy was
not spatially uniform. Moreover, a_ number of regions (particularly eastern
ones) were affected far less than the national reference series would
suggest although almost all regﬂons showed an increase in the levels of

unemployment, Consequently, the initial evaluation must bé that macro-



policy in this phase led to a decrease in what we define as regional
equity. Second, in terms of interregional equity, it is clear that impact
was, concentrated in a broad group of regigns including the north-eastern
Maritimes, the Prairies and the metropolitan regions of Otéawa-HQll,
Toronto and Vancouver. The consequences were that a grouﬁ of regions
{(including P.E.I., Cape Breton, Winnipeg and Medicine-Hat) were made com-
paratively worse-off. Hence, with respect to existing regional disparltiés:
those regions with initially very high cyele—relatives (that is, those with
high unemployment levels) were impacted greaterx tpan the national norm
(national unemployment}; regions with cycle-relatives 2.0-3.0 points higher
than the national series were impécted less than the national norm; and
regions with cycle-relatives lower or similar to the national series were
impacted the greatest, and consistently above.the national norm.

In equity terms then, the regional impact of macroecpgomic policy
in the 1969(7)-1972(10) period was guite complex. While reg;onal equity
in ceneral decreased, some regions bore the burden more than oth;rs (gen-
erally those with initially higher than average levels of régional pros—
perity). Evaluating macroeconomic policy impact then~ieads to a conclusion
tﬁa£ those regions worst off (initially) were to some extent 'protected'’
while the more prosperous regions bore more of the burden, which in texrms

4

of the previously defined equity criteria, was a relatively desirable
. //
outcome.
Equity considerations for this phase are then rathexr unusual
given that other researchers often have found that ‘the greatest regional

impact of cvclical unemployment usually are concentrated in the more

depressed reéions (cf. Chisholm, 1976). A minor qualification to this

1

g
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[
should be noted. Avalon, P.E.I. and Cape Breton, regions with a long

standing involvement with DREE in regional development, were impacted
/

— -

more than the national average. Further, even those reghons of the
Maritimes that were impacted less than the average, exhibited very high
cyéle—relatives at the peak of recession 1972(10). For example, North-
east New Brunswick, had an R of 17.8% and amplitude of 0.48 does not

compare to the worst impacted region Ottawa-Hull, an R, of 5.6% and

2
amplitude of 5.57. Wwhile relative disparities may have declined margiﬁally;
absolute levels of unemployment in the Maritimes continued to increase.

The political consecuences of higher aggregate unemployment were however,

quite dramatic as the government soucght to contain both higher unemplé}ment

and inflation.

5.2.2 Relative 'recovery': The 1972(10) - 1974(6) phase

"My first yords to this House as Minister of Finance last February
were that my most urgent priority was jobs. This remains my first
priority."

"The purpose of this budget is - first and foremost - to bring about
a substantial reduction in unemployment."

(Minister of Finance, Budget Speeches, May 1972 -and February 19173)
The political consequences of higher unemployment are clearly
reflected in’the chamrge of emphasis in government macroeconomic policy
with respect to its goals. Uneig;gxmggt”became the principi}/issué/;nd
fiscal policj-reflected ;his goal. The phase 1972(10)-1974(6) could be®™
characterized as one in which there were attempts by botﬁ the Canadian
and United States governments to p§ovide the stimulus for economic recovery.

In Canada, budget deficits and selective job creation programs (for regions
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.
of high unemployment) were instituted. At the same time in the United
States the Nixon administration attempted to deal with the problem with

a rapid expansion of money supply, large budget deficits and a price control
program.

By December 1972, the Canadian government claimed that the worst

«

had passed and that the twin problems of inflation and unemployment could
be cured by expansion. The rate of inflation in this phase only fell

marginally |and by early*1974 the effects of higher energy prices had

4

begun to affect the inflation rate. The Canddian aggregate rate of unem-
ployment fell however from a cycle-relative of 6.6% at 1972(10) to 5.1%

in 1974(6),‘;he amplitude being -1.18, just matching the earlier rise.

A

This phase was claimed bydmaRy to be the completion of one business-cycle
and the change to expansiona;y policy was seen by the Economic Council of
Canada (1973} as a reorientation, after a mild r;cession, back to a

‘ growinq economy. The Council characterized policy over the 1968-1973
period in the following terms:

"~ a vigorous move towards fiscal policy restraint from/€5rly 1968
to mid-1969, with the maintenance of a relatively tight fiscal
policy setting up to mid-1972 and the adoption of a strong expansion-
ary stance from mid-1971 td date; and //

- -~ severe monetary restraint between the spring dnd autumn of 1969,
followed by very strong expansion up to mid-1972 and a return to
more moderate money supply growth in recent mih{?s.“

(Economic Council of Canada, 1973, 80) \\\

~
The impact of expansionary policies upon the regionii system varied

r of obser-

3

vations can be made. First, six regions showed no sign of recovery and

considerably, With respect to Table 5.2 ahd Figure 5.1 a n

in fact, those regions, including Avalon, Newfoundland-Labrador and North-

east New Brunswick slipped rapidly and deeper into recession. Second,

B
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those Maritime and Quebec regiqns with initially lower amplitudes in

recession than the reference serie¥, had reabsorption amplituaes greater

than their previcus amplitudes, and a number of cases performed 'better’
than the. reference series. Ontario redions in general did not match their
initial.amﬁlitudes in recession and their amplitudes of recovery over the
1972(10)-1974 (6) phase were generally'less'than the national reference
series. The greatest amplitude in recovery was -3.01 for Medicine Hat

f
and this reflected the general economic expansion of the Prairie regions

-~
which were consistently 1.00 point higher than the reference series in
reabsorption and more often than not, mAtched their previous recession
amplitudes. Regions in British Columbia again showed wide variations in
behawvioyr. The metropolitan regions reflected behaviour in their broader
macro’regional contexts although Ottawa-Hull did not compensaée for

initial heavy losses of employment by an-equal reabsorption.

It is more difficult to evaluate and generalize the regional im-
pact of macro-policy in this particular phase. Generally, the impact was
more localized and limited very much.to particular regions of Canada. In
terms of absolute equity judgements, it is clear that many regions exper-
ienced a decline in unemployment and consequently an increase in their
levels of welfare and equity. However, a small number of regions actually
exhibited increases in unemployment which was against the general national
trend. A group of Maritimetregions were amongst those that did not rééover,
which given their individual unemployment levels, was a siénificant welfare
problem, '

In terms of interregional welfare and equity, the impact of macro-

policy clearly benefited some regions more than others. In general,

~
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eastern Quebec and Maritime regions responded to economic recovery with a
higher amplitude than their initial amplitudes in recession. On balance
then/’those regions ‘benefitted'from the upswing in the‘cycle and in;reésed
their levels of local welfare. Amplitudes over this phase for Westexrn
Quebec and Ontario regions wexre smaller in magnitude than their initial
amplitudes of recessiorr, and incidentalv less than the national reference
series. The major focus for response was clearly in the Prairies where
many regions had amplitudes of response greater than the initial pigse

‘and greater than the national reference series. Welfare effects were

>

then concentrated in space and in a large number' of cases did notr com-
pensate for initial unemployment resulting from earlier macroeconomick
policy.

Finally, with respect to equity and existing regional disparities,
a number of tentative cbnclusions can be drawn. First, regions with
very high unemployment rates did not benefit from economic expansion
and if anything, equity or welfare again tended to decline in these
regions. Second, regions with cycle relatives;at 1972(10) higher than the
national average tended to perform far better than more prosperous regions
and consequently, evidence of spatial convergence in regional welfare could
be noted. Thus Canadiap regions tepded to be more equal, although on
average with higher rates of unemploymeﬂt.

-

The effect of recovery was to make the north-eastern Maritimes

worse—-off, absolutely and comparatively; to make many Eastern regions better

off, absolutely and comparatively, and to make Ontario worse-off coﬁpara*

© tively. The real successes in recovery were to be found in the westerxn

regions particularly when only one Maritime approached the national full

.
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employment goal. The expansion to 1974 (6} -was limited and did not approach

the Full Enployment goai of between 3.0% and 4.0% unemplo&hent, at the

same time inflation had continued throucghout this phase. Many commentators
.

have argﬂed that the UniteQ States and.Canadianxpolicies in fact dramatically .

failed to c¢ontain infiation and approach full employment (see Crotty and

A
Rapping, 1975; for examplel,

5.2.3 Stagflation: The 1974(6) - 1975(12) phase

"The essential purpose of this budget is to maintain economic growth
and reinforce the attack against inflation.” ’

"We are confronted #ith the twin problems of inflation and slower
growth ... the common objectives must be to bring the rate of inflation
down to acceptable levels."

"The aim of this budget is. to prepare'the Canadian economy for a resump-
tion of economic growth without inflation. I believe the key to

achieving this aim is to reduce the increase in costs and prices ..."

{Minister of Finance, Budget Speeches, May 1974, November 1974 and
June 1975)

Again, the budget statements reflected a renewed attempt to decrease
inflation as the grimary goal of economic policy. Unemployment wasl
relegated at best to secondary status. The phase 19%4(6)-1975(15) ;mphasized
.the policy dilemma facing many western countries, that summarized by the
éerm stagflation.‘ In the United States, th% policy response under both
Nixon and Ford was a further administered recession. Means {(1975b) has

noted that this was accomplished through a very tight monetary policy,

oy “r

government spending restraint™and highér interest rates. At the same

time, the Canadian government pursued a similar approach with a surplus
budget and high interest rates. In October 1974, voluntary wage-price

controls were introduced and these became mandatory in late 1975. The

\



c ©107

thrust of Canadian policy was to control inflafion through higher unemploy-
ment kcf. Rowley and Wilton, 1977) and at the end of this phase greater
restrictions were placed on eligibility for unemployment insurance.

The impact of the;e policies upon_the national unemployment rate
was to increasg it from a cycle-relative of 5.1% in 1974(6) to 6.9% in

Ty :

1975(12). 1In 1976~1977 this was to rise to over 8.0%. The increase in
the rate of inflation did show signs of slowing although the actual raté
did not deciine markedly.'\poddy and Croéty (1975} again noted a trend
downwards in the shares of ébgal income by labour. The recession begun
in 1969(73 became the worst since the 1930's and this was expressed in
the magnitude of mény regional amplitudes.

The impact on regional unemployment disparities of macroeconomic
od

policy, in this phase) was quite different from the phase 1969(7)-1972(10).
Apart from Newfoundland and Montreal virtually all of the Maritime and
Quebec regions exhibited greater amplitudes than the reference series.
Moncton in particular is worthy’of‘attention with an amplitude of 8.14,

the highest of all regions, compared to the national reference series
amplitude of 2,06. This result is in direct contrast to the results of

the initial phase. Two exceptions are worth noting: Newfoundland/Labrador
and North-east New Brunswick had very hlgh cycle relatives but low ampli-
tudes suggegting perhaps that these gegions may have reached their limat

in cyclical sensitivity. On the average, Ontario regions also exhibited
higher amplitudes than the national ;eference series. The Prairie regions
however showed no signs of severe impact, ratherfthey tehded to show

signs of continued expansion of growth. Again, metropolitan regions varied

with the major redions with which they are associated.

~

hl
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The equity or welfare consequences of this phase and the attendant
macroeconomic policy is again rathér different to those of the immediately
preceedigg preriod. In absolute terms, equity declined almost uniformly
across all regions as regional unemployment increased. Exceptions to
this, as noted above, were in the Prairies. Moreover, the rapid increase
in unemployment meant that the absolute regional impact was greater 1in
this phase than in 1969(7)}-1972(10). Thus, amplitudes were uniformly
larger, particularlv in the metropolitan regions but also in most other
regions as well. .

. The interregionai distribution of impact and equity also, changed
from the first episode. The greatest impact was felt in Ontario, although
Maritime regions exhibited signs of greater than average impact. At the
sdme time Prairie regions were affected far less and there 1s then reason
to suggest a continuation of the economic boo@ in the part of Canada.

The outcome in terms of interregional equity was a continued spatial
polarization in economic success and a relatively even interregional
distribution 6f the burden of higher unemployment.

Considering the distribution of higher unemployment according to
existing regional disparities, it becomes clear that in this sense of
equity the impact of macro—policy'may have exacerbated regional disparities.
Regions with high cYcle relatives (at both 1969(7) and 1974(6)) had areater
than average amplitudes ©h this last phase while ;eglons with low cycle
relatives had very low and even negative amplitudes. Consequently, those
regions already disadvéntaged had become more so, even though middle order

regions {in terms of their cycle-relatives) had amplitudes generally

lifger than the national norm.

-
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5.3 Reglonal Equitv and Unemployment Insurance

The previous section dealt with the spatial impact of macro-policy
and its probable equity or welfare effects in Canada over the 1969(7)-
1975(12) period. The Canadian federal government souadht through a
variety of proarams, pa;ticularly Unemployment Insurance (UI), to at
least compensate for variable increases in regional unemployment. Clearly,
if this program had been responsive over time and space to changes in
unemployment induced by macro-policy then much of the criticism concerning
the absolute equity or welfare costs of macro-policies may be limlted.

In this section, an attempt is made to ascertain whether or not UIC policies
off-set the effect of changes in unemployment and regional equitvy.

The provision and utilization of unemployment insurance 1is a
contentious issue in a number of countries and Canada is no exception.
There are two basic objectives in the Canadian program, first, to speed
and facilitate the efficient labour market adjustment to job vacancies
and unemployment, and second, to ameloriate the welfare costs for workers
who become involuntarily unemployed. UI benefits in Canada are related
not only to worker contribution and the aggregate unemployment level
but also to regional rates of unemployment. This programme was 1instituted
in Canada in 1971 and revised 1n the 1976 budget. Table 5.3 summarizcs
the Supplementary beneff%ﬁ”gg‘amsg are related to regional unemployment
rates.

-

If Tables 5.4 and 5.5 are cons;dered,a number of 1ssues and pro~

blems inherent in the regional provision of unemployment insurance and

consegquently, in its ability to compensate for adverse macro-policy impacts

become clear. First, within certain UIC regions for 1975(12) for example,
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there is considerable variance in the Labour Force Survey subregional
cycle~-relative unemployment estimates. At the one extreme is UIC region
thirteen which is composed of five Labour Force Subregions that have cycle-
relatives ranging from 4.3% to 23.0% with a Provancial group average of
10.4%, while at the other extreme are the Western UIC regions (one, three
and four) that have remarkably homogeneous intra-redional structures.

For UIC reaion thirteen the situation implies an absolute equity or wel-
fare cost for many of the unemploved in the form of lost benefits due to

an inadequate recognition of the level of local unemployment problems.

A more crucial problem relates to those regions (eastern in
particular) already disadvantaged and suffering massive unemploymen; and
with 1974(6)-1975(12) amplitude u%lues implying further economic dis-
allocation, In this case UIC regional benefit scales would seem to be
inadequate and place an.arbitrary welfare cost on t%hose unemployed simply
because of their locatione# For an individual located, for example 1in
region 10, benefits clearly are not related to conditions in the local
labour market. Further, given a maxamum of 52 weeks for UIC bendf;ts,
the scales of unemployment over the total period 1969(7)-1975(12)’;;uld
seem té\squest that reabsorption into the work-force must be extremely.
difficult. In essence, where the recession has continued since 1969(7)
without substantial recovery, many unemployed must have become 1ineliaible
for benefits due to the spatial scale and time restraints of the benegfit
schedules, .
Clearly, there exist substantial variations in regional sensitivity

to macro-policy and absolute rates of unemployment both within and between

UIC regions. Thils results, in some cases, in UIC schedules being unrelated

o



“Pable 5.3 UIC Benefit Schedule (1976)

Regional Unemploymen£ \\\ .Supplementar? Benefit Weeks
Rate (%) . (\3
4 ané under , - } ' 0
4,1 .~ 4.5 2
4.6 - 5.0 - 4
5.1 - 5.5 6
5.6 - 6.0 QDB
6.1 - 6.5 10
6.6 - 7.0 12
. 7.1 - 7.5 14
7.6-- 8.0 16
%.l - 8.5 18
8.6 and over 20

(Canadian Government, Budget Papers, 1976, Appendix Ef



Table 5.4 A comparison of the two regional divisions

UIC (1976)

Labour Force Survey Regions
(1975) *

VIOV D W
.

12.
13.
14.
15.
16.

Vancouver-Victoria
Southern B.C.
Alberta
Saskatchewan
Manitoba

Northern Ontario
London-Windsor
Hamiltbn - Toronto
Eastern Ontaraio
Montreal

Eastern Townships
St. Lawrence-Gaspe
New Brunswick-P.E.I.
Nova Scotia
Newfoundland

Rest &6f Canada

32, 33, Vanc.

31

28, 29, 30, Cal,, Edmont.
25, 26, 27

23, 24

22

19, 20

17, 18, 19, 21, Ham., Tor.
16, ott.

13, Mtl.

14

11, 12, 15, Queb.-Levis
3, 7, 8, 9, 10

4, 5, 6, Halifax

1, 2

112
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Table 5.5 Selected UIC Intra-Regional Unemployment Patterns

Region 1974 (6) -~ 1975(12) Cycle-Relatfve
Amplitude % Unemployment
1972(12)
1. Vancouver-Victoria - 8.0
Labour Force Region 32 1.93 7.1
33 1.12 f 7.7
Vancouver 2.37 6.9
—
3. Alberta -- 2.8
Labour Force Region 28 0.17 1.6
29 -1.03 2.5
30 1.76 3.2
Calgary -0.95 2.9
Edmonton 1.58 3.6
4. Saskatchewan - 4.1
Labour Force Region 25 -1.07 4 2.1
26 0.69 4.0
27 5.80 "3.5
9. Hamilton-Toronto ] - 6.0
Labour Force Region 17 4.84 5.8
18 2.97 . 6.6
19 . 4.25 6.0
21 : 6.73 4.3
Hamilton : 4.19 5.8
Toronto 4,90 5.9
e

12. St. Lawrence-Gaspe - 10.0
Labour Force Region 11 2.29 22.4
.12 3.08 11.2
15 ~ 5.46 11.9
Quebec-Levis .~ 1.53 9.
13. New Brunswick-P.E.I. . ' - 10.4
Labour Force Region 3 3.76 9.4
7. 8.14 14.5
- o 8 -0.24 4.3
9 2.43 8.2
10 0.32 ’ 23.0
14. Nova Scotia - 8.1
Labour 'Force Region 4 1.57 13.6
5 2.10 8.0
6 3.51 6.8
Halifax 4.16 5.6
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to local conditions, to regional disparities, aAd to where the impact of
macro—policy has begn the gr;atest. This is particularly true of the
Maritimes and Quebec, although not so much oé Ontario and the west.
Moreowver, the probleﬂﬂﬁf differential responses of regions to changes in
business-cycle con@itions is virtually unrecognized; that is, economic
expansion in the 1972(10)-1974(6) phase did not reach a number of Maritlwe’~“J/r\\
regions experiencing very high rates of unemployment. Consequently,
opportunities for work and re-establishment of benefit eligibility were
very inadeguate compared to those in Ontario and western regions where,
even if amplitudes were not as large, tﬁT absolute scale of thecunemployment
préblem was less. |
5.4 Summary

The impact of macroeconomic policy on spatial unemployment and
welfare over the 1969(7)-1975(12) period was variable both over space
and time. In the ‘initial phase, 1969(7)-1972(10), the impact of a policy
induced recession was very much concentrated in fegions generally considered
prospercus with reference to thle aggregate series..\HoweQer, in the, second
recessional phase, the stagflation of 1974 (6)~1975(12), the iﬁpact shifted -
and was concentrated in areas already depressed while regions already
quite prosperous continued to grow and expand. In essence,fa further spatial
polarization in welfare emérged over the total period. The intefgening
recovery saw many depressed regions recover dramatically although in agsolute
terms they did not even approagh the unémployment levels targeted ag national

full employment. In general, regional unemployment #isparities in recession

have widened although in recoVery some convergence was evident. Macro-
7 .
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3
economic policy, in inducing recession, tended to éolarize so-called
spread effects but dispersed widely the backwash effects.

Although this chapter focused on the‘possible eq;itv conseguences of
government'induced change it must also be recognized that many other factors
may influence the level of economic activity. For example variations in
the exchange rate (fixed and appreciating in‘the first phase and declining in
the last phase) could account for variations in the regional impact of national

economic fluctuations. Thus the spatial impacts and equit§ conseaquences of

macro-policy are inevitably conditioned by changes in the economy at large.

.
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CHAPTER 6

&7

MACRO-POLICY AND PREDICTING REGIONAL UNEMPLOYMENT

’

6.1 A Statistical Model of National and Regional Unemployment

*The next step, given the analysis in Chapters Four and Five on the

r'd

reasons for, and dimensions of, the differential regional impact of national
policies, is to seek an understanding of the relative temporal'stability

of’the relationship betweég national and regional unemployment. The pre-
/
viously derived results qr%,linked qualitatively with a statistical model

of regional and national unemployment and consideration is given then to

the possible impact on regional -unemployment disparities of alternative

macro-policy scenarios. In particular, two alternative macro-pelicy
Ay
scenarios are considered: (i) a program of continuing high unemployment

and economic stagnation designed to 'fight' inflation, which could be
. L]

~

characterized as the Liberal option, and (ii) a program of full employ- ﬁu&k“f“\«““

*

ment designed to briné about simultaneously low unemployment and‘low

inflation, which could pe characterized as the New Democratic Party (NDP)

option.

The statistical modél, developed using Box—é;;;'ns'technlques, is

-»

based upon the performance of national and regional u ployment over the
\ ~
past decade. The parameters, estimated relationships and)lead-lag patterns

\ ;
which are derived are used to predict the possibie temporal pattern of

regional unemployment disparities in the immediate future (to 1981).

116 , - !
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! . ™
. ‘ ’
As was emphasized earlier the Box-Jenkins methods simply but efficiently

in terms of problems of serial autocorrelation amongst the residuals,

record on a statistical basis, relationships which are derived from previous

Al .

time~series data. TInevitably the scenarios of future temporal and spatial
|

patterns of Canadian unemployment are tentativé and are to be treated

cautiously. As Granger and Newbold (1977) noted, the prediction of future

3

economic patterns is rather hazardous as such predictions are prone to
2 .
error simply because the economy may never replicate the past upon which

all the models are based.

6.1.1 Modelling the input series

The first step in the modelling procedure is to develop an auto-

[ “

regréssive, integrated moving &iverage (ARIMA) model of national unemploy-

ment, , This first step involves estimating X, of the input series (see

t

3

Figure 3.3)_thiough'whiqh each régional series (or output‘Yt) is to be

*

filtered: The national and regional series are| taken over the period

1966 (1) to 1975(12) and-they

v -

are not seasonally adjusted, as in the two
previous chapters. This.lgnger time period is used fo; reasons of stat-
istical efficiency (that i;, the longer thé data series, the more accurate
% NN {
tﬁe estimation techniques)f stokes et al. (1975) used an ARIMA six-
gonth seasonal model for United States national unemployment, b;t here
the model specified for the Qanadian series Qa; a twelve-month seasonal
ARIMA model. Tabie 6.1 presents the autocorrelatié% and partial auto-
correlations for Xtiwithout any form of’diffefeﬂcing. Following Box and
Jenkins (i976, appendix A9.1, 329} and thg discussion in Chaptér Three,

a model of the following form was postulated:

’

&
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12 )
wt = (1 -8B} (1L - 6B ) at, (6.1)

where Wt was previously transformed such that?

wt = (1 ~-B) (1 - 312) = Vvlzz/. (6.2)

The model then attempts to incoréorate both the seasonal component and the
shifts in the series noted in Chapters 4 and 5.

In Tables 6.2 and 6.3 the results obtained using equation 6.2
(model 1) are presented. The Box-Pierce O statistic implied no significant
lack of fit and inspection of the residual auéocorrelations highlighted
two significant lags at K = 3 .and 21. Experiments using the followipg
modified version of equation 6.1 gﬁen were undertaken.

W, = (-0 (- 0,82 - 63824).at (6.3)
The results for this model (2} also gre summar;zed in Tables 6.2 and 6.3.
A number of gests were conducted on these results. First, the hypoéhesis
(HO) that the extra parameter did not signiticantly reduce the sum of

squared residuals from model 1 to 2, was tested. Thus.
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On testing models 1 and 2 1t was found that Ho could not be accepted and

that the extra/yarameter did " in fact reduce the sum of squared residuals

w

in model 2 EE the 95% level of significance.

Using the second test,' the Box-Pierce Q statistic, it was found

A

that for both models, ther¢ were no grounds for questioning the adequacy

I3

of fit. The final test of parameter significance using the 'student’

t distribution, concluded that only 92 (the twelve month seasonal para-
meter} and el (the first-order moving-average term) were éignificant at

. . . 22 N
the 95% level. However, given the prime importance of rlal® and oa in

3
determining the degree of model fit, the third parameter was alsoc includedes

It should be noted that there is no one test that could id?hqify a definitive

or unique model form.. Rather, the Box-Jenkins techniques emphasize a three

-
stage process of identification, estimation and diagnostic checking as a

means of testing for model adequacy. The derived model (2) of national

unemployment does have some similarity to the more common types of economic

sefies models as noted by Box and Jenkins (1976, Ch. 9).

The national unemployment model is then dynamic and responsive to

seasonal and month to month changes. This implies that the 'process',

exhibited in the raw series at least, is nonstationary and with no con-

.

vergence tendencies. Thus, it also fhplies that the process‘w%ll not
. "

—

return to an equilibrium or a mean value, but rather than with successive
t ps)

shocks the process will continue to display wide chariges in the levels of

Q
naticnal unemployment. In a sense, the model evidences a point made by

Kalecki (1971) that many economic systemé are dynamic 1n their response
to .exogenous shocks outside of the more general identified mechanisms.

The shocks themselves become incorporated into the total process and 1its

| | vy

'
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‘future form. It also means however, that the potential shock of a change

in government policy may be able to shift significantly the path of the

process,

6.1.2 Transfer function model of national and regional unemployment
In linking empirically national and regional unemployment the
former series becomes analogous to an impulse and the latter series to a

response. Thus, X_ (the national series) is modified or filtered through

t
regional econohic characteristics to create an outcome, Yt (the regional
unemployment series). Box and Jenkins (1976) proposed a number of steps

in the transfer function methodology;: first, pre-whitening or filtering of
both Xt and Yt} then cross-correlation analysis and thence, the development

of a transfer function of the general form:

b
Y = B X + N 6.4)
y (B) N e (
Through the iterative process of identification, estimation and diagnostic
checking of residuals a final model is developed for each regqion. In

section 6.1.3 each step is noted and the results of analysis presented.

6.1.,3 The cross-correlation function

In this process each regional series was filtered through the
national model and the residuals compared through the cross-correlation
function (over lags —20\and +20) to those derived from the national model.
The results of the cross-correlation analysis for a selected group of

regions are outlined in Table 6.4. Significant 'spikes' are those

.
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> + 0.183 and, for example, in reqgaon one (Avalon) a values of -0.290 and
0.239 at K = -4 and +4 implies that this r;glon leads and lags the ;atlonal
series by four months as well as sﬂowxng simultaneous movements at K = 0
{0.212). In contrast, region thirty-one (B.é. Interxo?) lags behind the
national series at K = 2 {0.240) as well a; showing simultaneous movement
also at X = 0 (0.381). Lead-lag results as well as tests for the significance
of fit are noted in Table 6.5 for all'the regional series.
The Box-Pierce O statistic implies that the national model has

only a lack of significant fit for the Calgary metropolitan area (at the
95% significance leven. For most series, the national model 1s adequate

»
although closer inspection of the residuals and their cross correlations
at different lags highlights a number of qualifications. First, a
number of regions Cape Breton (04), St. John Valley (8) and Calgary region
(29) have no cross—correlation values significant at the 95% level. This

suggests that either the N_ component dominates the signal of each region

t
so as to mask the national influences or that double differencing [(1-B)

12 . .
(1-B"“)] filters—out some of the minor or very small effects. 1In general,
inspection of the cross-correlation functions suggest that only monthly
spikes and not damping or exp1051be ARIMA structures are read:ily 1dentifiable.
That is, there apprears no evidence of 'damping' of the effects between
months.

There also appear to be wide differences within the Maritime area
with respect to the lead/lag performances of particular regions. Avalon
seems to lag at four months while Newfoundland-Labrador and P.E.I. lead
the nation. Variation 1s also evident 1n Quebec and Ontario. Two

interesting cases stand out., The Montreal (13) and Toronto (17) regions

»
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Table 6.5

Results of cross-correlation analysis

Region Q Stat. Significant Lags
d.£.=30 L}k, rxy value)
01 41.5 0 = 0.212, -4 = -0.292, 4 = 0,239 *
02 41.3 - 0 = 0.300, -9 = 0.251
03 27.7 -7 = 0.191
04 21.2 -— .
05 y 28.6 4 = 0,281 .
06 31.2 0 = 0.209
07 ] 29.1 0 =-0.239, -10 = -0.289, 12 = -0.285
08 16.5 _—
09 35.7 0 = 0.246, 1 = -0.212
10 36.4 -1 = -0.228, 1 = -0.189, 2 = 0.226
11 16.9 0 = 0.196
12 17.4 0 = 0.246
13 59.0 0 = 0.580, -10 = -0.200
14 35,0 0 = 0.263, 5 = -0.210, 7 = 0.218
15 20.4 0 = 0.268, 12 = 0.203 .
16 42.5 © = 0.171, -3 = -0.304, -4 = 0.266, -14 = -0.212
17 38.8 0= 0.371, -6 = =0.246, -13 = -0.307
18 30.1 ¢« 0= 0.35, -5.= 0,217 !
19 35.8 0 = 0.328, -10 = -0.215, -3 = -0.200
20 25.5 -3 = 0,251, 2 = 0.201
21 - 46.6 0 = 0.422, -1 = ~0.227, -2 = 0.219
22 27.2 0 - 0.291
23 31.5 0 = 0.277, 10 = -0.267
24" 30.7 0 = 0.218 ’
25 26.0 -9 = 0.229
26 11.1 -15 = -0.2Q1
27 23.7 ~3 = 0.196, ~15 = -0.238
28 15.1 - ) ,
29 53.0 ~7 = -0.254, -8 = 0.251, 1 = 0.324
30 24.8 -13 = -0.188 - .
31 45.9 0 = 0.381, 2 = 0.240
32 42.5 0 = 0.397, 10 = -0.,266
33 21.4 0 =0.184 .
> CA 66.0 -1 = 0.234, -7 = -0.272, -8 = 0.274, 1 = 0.382,
: . 4 = -0.225 ‘
ED - 18.5 - :
HM *33.4 -2 = 0.212, -17 = -0.234
HX . 41.6 0 = 0.327, -5'= 0,291 A
MO _ 27,4 0 = 0.188
OH 20.1 0 = 0.225, -5 = -0.205
QL 18.5 - . .
TO 37.2 0 = 0.341, -6 = -0.246
va 32.5 0 = 0.350, 10 = -0.251
-~ no t or " aas . >
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/
show evidence of substantial leads and negative correlations. This would

suggest that these two regions lead the nation and tend to move against
the trends of the national economy for these months. The Prairie regions

show significant leads but often at reverse signs. This should not

-

appear surprising as the period under analysis saw rapid growth in Alberta,

Saskatchewan and to a lesser extent Manitoba.

N

A final point is worth noting. Eight regions across all major
\
|

divisions of Canada show no lags, but rather exhibit evidence of simult-
aneous,fésponse with the national series. Given these results the next

step is to calibrate or éﬁtimate the transfer function models for each
region (the results are shown in Table 6.6). The crpss—correlation fun-
ction enabled identification of the genéral term XE as well as tpe stru%ture

of the ARIMA transfer function moéel. A brief discussion of the transfer
k J

function results is given in the next section. ; *s

o ' \ T e ' \\)\

\ N

6.1.4 The empirical relationship %

i& From Table 6.6 it is clear that one noise model . (type A) in
particular is representative of the residﬁal behaviour of many Canadian
regions. Moréover, all medels iﬁply some degree of differencing, and most
imply both month-to-month and seasonal (twelve month} differencing. ‘The
structure exhibited in the noise model of the residuals 1s quite saignificant
in all Canadian regions‘and thus rejects the common supposition of assuming
N, to be random or ‘'vhite' noise. While in a_few cases seasonal adjust-
meng could aqgount for such structure, i;’most there is at least'a first

order moving average term and also importantly, the noise model is not

simply additive but fathe: multiplicative with respect to other terms in
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the transfer function model. N

+

Overall, we can characterize many Maritime and Quebec regiohs as
having high sensitivity to national fluctuations (i.e. parameter values
> 1.00) with a mixture in Ontarieo between greater and lesser sensitivity
to national fluctions (z 1.00). The Prairies exhibit less sensitivity
and'intérestingly the B.C. fégions exhibiting greater sensitivity. A
number of regions however, show characteristics that would seem to suggest
£9§t the postulated relationship Y, = f(Xt) maybe inadequate. It was
noted e;rlie; in the discussion of thé cross-correlation function results

that Toronto, Calgary and Edmonton showed gquite unusual results. This

has‘been further reinforced by the transfer function modelling where the

- \

first two metropolitan regions in particular were very difficult to modél ade-

quately. A more detailed discussion of the results is given below through

the interpretation of alternative macro-policies and their tmplications

’

_for regional unemployment disparities.

6.2 Macro-policy and the Future of Regional Unemployment Disparities

The results of the statistical modelling of national and regional
* unemplloyment discussed ih section 6.1 are interpreted now in the light of
. \ . ,

the an%fhl policy analysis developed in Part II and applied)&n Chapters
e 2 ! * . .
Folir and Five. The Liberal and NDP scenarios were chosen because of the

former's significance in the actual direction of Canadian government

2 \ '

poyicy for the vyears 1§76—l981, while the NDP scenario was chosen because

s

it represents a clearly defined alternative. It could be argued that the

Conservative policy platform might also have been included, however at

’

the time of writing there was not a clear enough articulation of the

"
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macro-policy options promoted py that party that would facilitate analysis.

The Liberal and NDP options have the objective of reducing the level

of unemployment. What they differ on are the appropriate policy instruments

and how they-perceive the relative costs (in terms of differeAt levels of

»

unemployment and inflation) involved in achieving their goal. The Liberal
opt}on could be characterized as a 'deflation-type' policy whexeas the NDP
has.promoted a set of policies designed, in part, to immediately stimulate
economy. In this section the theoretical or practical usefulness of these

competing policies are not gquestioned, rather we ask the question: if the

the

Liberal and NDP policies are implgmented (and they work) what would be their

likely implications for regional unemployment disparities in the shert-run?

6.2.1 The Liberal scenario

"The primary means of reducing unemployment due to periods of slow
growth lies in the maiﬁtenance of adequate overall demand, however,

" the experience of many countries in recent years underlines the danger

of setting targets for unemployment too low or trying to reach them
too quickly." ' ’ ’
Minister of Finance, Budget Speech, May 1976

"Excessive tightness in job markets, as in any market, can be an in-
flationary fdrce. The unemployment problems we may experience through

the remainder of this decade may slowly transform themselves into '
préblem§ of shortages of workers and workers with particular skills
in the early 1980's, particularly in certain regions."

'The Way Ahead', Canadian Government, October 1976

These two gquotations emphasize a number of assumptions inherent .in

’ the Liberal government's approach both over the 1974-1976 period and for

the period 1976&&3?1. The Liberal scenario emphasizes four particular

issues: (i) That a longer period is necessary for resolving the twin .
: ’~

»

problems of high unemployment and inflation (at least until early 1980)\%han

has tradjtionally been the case with macroeconomic stabilization problems.

(ii) Thét there is a trade-off between the two policy objectives, (the

primary goal being lower rnflation) despite the time element. (iii) That a

F e

P
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fundamental problem is the structural nature of the current employment
crisis: in particular, problems of éechnologicai change and regional mis-
allocation of human resources imply very p?or labour market efficiency.
(iv) Finally that the structural probl;ms are the most important barriers to
the resolution of macroeconomic aggregate policies: the poor 'efficiéncy'
(in terms of labour market adjustmepg) of the regional .system itself contributes
.to stagflation,

The implication of these assumptions is that both aggregate unemploy-
ment and regional unemployment levels will remain the same or even increase
in the foreseeable future. Recent con%idential forecasts by the Department
of Manpower and Immig;ation, baéed on the assumption\of continued Liberal
macro-policy, is for even higher levels of unémployment to 1980 (E. Broadbent,

.

June 1977). Thus, while the federal government has recognized‘the problems

of slow growth and reduced demand, emphasis has been placed more on the long-

run structural resolution of t;e national stabilization problem, rather than

.direct intervention to boost demand. The theoretic§l foundations for such

a policy are to be found in Holt et al.l (1973) and Pheips et al., (1970).
The Liberals have argued that it is structural long-term poligies

such as are embodied in DREE that hold the key to l;wer inflation and the

oé%ortuniﬁy té stimulate aggregate demand. Hence, there is an implicit

assumbtion in the scenario that a trade-off still exists and that lower

inflation can only be bought at the expense of higher unemployment.

.

There are a further set of issues to be noted. First, in Chapter
_Three it was hypothesized that for Maritime regions regional adjustment and
unemployment are positively related to the rate of money wage change and
D ekl e, B » .
the evidence and results accumulated in Chapter Four supported this con-
tenption. Clearly any attempt, such as is implicit in the Liberal scenario
to decrease the rate of money wage-rate change, also creates conditions

-

for ghe Maritimé regions to slow the rate of increase in unemploymené.
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Consequently, a necessary, condition for recovery in.the Maritimes apd
to a lesser extent Quebec regions, is a moderation in the rate of money
wage inflation. It is important to emphasize however, that the results in

Chanter Four imply a reduced rate of increase in unemployment, not a decrease

e v

in absolute levels. Also significant is the fact that many Ontario and
western regions have a negative relationship between th and Ui and thus

the Liberal scenario would imply that lowering the rate of inflation rfay

+

also cut the rate of growth in employment opportunities for these regions.

\

Second, the Liberal scenario of inducing higher aggregate un-

employment may have significant equity and political consequences. Given

. ~.

\/
the discussion in Chapter Five concerning the 1974 (6) - 1975(12) phase and

the results of the empisfcal, predictive, model developed in this chapter,

then two issues can be highlighted. .

(i) Existing inegualities, which have been traditionally identified
with respect to éhe Maritime;, must inevitably become worse on all three
equity criteria. The discussion of the last phase 1974(6) - 1975(12)

" and the analysis in Chapter Foﬁr have demonstrated the differential impact
of government macro-policy that would occur from concentrating success

in the west. The greatest impact would be higher unemployment in the ,
-

Maritimes. In general, the statistical model of national and regional

unemployment also confirms this obsexvation. Significant parameter values

'

are greater for Maritime and Quebec regions than for most Ontario and

Prairie regions. In fact, most values of the parameters for the depressed

regions are larger than 1.00 and this implies that cyclical sensitivity
. o
is higHer than the national average. Unfortunately, the model does not

allow for estimation within a given business-cycle. At the same time,’

7

-
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many Ontario regiofis (for example, Central Ontario) have parameter values

. .

less than 1.00 implyirg cyclicgl sensitivity less than the national nomm.
In many wégi:jn regions (for example, the Calgary region), parameter
values are ;nsignific§nt or less than.1.00. Also, in a number of these
requns, no empirical relationship was established between national and
regional unemploymgnt (in particular, for the major cities of Edmonton and

Calgary). This implies that local Prairie économies may be relatively

poorly integrated with the mainstream of national economy. Thus, continued
N +
75

spatial polarization in unemployment and further inequities in distributave
justice are the ikplications of the Liberal scenario.
(ii} An immediate welfare concern must be the ability of the uIc’

to adjusé to continulﬁg high iévels of unemploxmént. It was noted in
Cﬁapter Fou? that over the period(l969(7) - 1975(12) very high levels
of ;nemployment in Maritime regions with even less work opportunities
brings into question the relevance of eligability conditions for UIC’V
benefits. It woulq seem that UIC regulations may work best in regions
with mediﬁm unemployﬁent (6.0~8.0%) and characterized by relatively
high rates of job‘turgover and'é.lonq—term {up to five years) recession.
The Liberal scénario ;mplies a worsening‘of this dilemma ;s unemployment
continues to increase in these regions and many more loose’their benefit
eliqibility. Two further implications follow, both are more genera{ and
controversial, ) . .‘ ‘ , )

(1ii) In Chapter Three regional development policy objectlveé and
the equity issues inherent in regionél devekppment were discusséd. The

results noted in this section suggest that the more perverse impacts of

macro-policy have been in regions which have been subject to most federal
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regional development assistance. The Liberal scenarioc implies an even

N

areater impact in the future on those regions despite regional development

a

policies. In this context, serious questioning of the role and possible

\

effectiveness of DREE could be noted. In particular, it is without guestion

that macro-policy impact must severely limit the effectiveness of DREE.

Why such contradiction in policy objectives and implementation exists 1is

difficult to say, however the contrqdiction has been well re€corded by,

AN

Hatfield (1973) amongst others.
(iv) Related to this issue is an even more currxent and contentious

topic - Quebec separation. Frechette (1977) recently has claimed that a

;

prime justification for separation is the mis-matching of Federal macro-

policy with the Quebec regional system. In Chapters Four, Five and Six

we have in fact documgnted the i@pact and exéent of policy’mis-matcg with
respect to‘the spatial economiq structure of Quebec. Frechette (1977)

has also argued that the Liberal gcenario L@plies that Quebec, as well as
the Maritimes, must 'share, undér the guise of nattonal efficiency, 1in

the costs of stabilization policy while other redﬁons benefit. National
eﬁgiciency oxr national unity méy then be simply a pQrase jﬁstlfying the
continued 'exploitation' of Q;ebec. The Liberal scenario of macro-policy
for the early 1980's reinforces such criticisms and Quebec separation under

’

these conditions, according to E. Broadbent (1977), may become 1inevitable,

thile Chapter Four documented a number of structural reasons for differential
0 .

adjustment to macro-policy, it remains a political reality that the Liberal

scenario creates differential impacts and exacerbates existing lnequalities.
In summary, the Liberal scenario has important cests, both in terms of

higher absolute levels of unemployment and as well in terms of regicnal
‘ .

N

1 «
'
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equity whether interxrreoional or with respect to existinag disparities.

h

6.2.2 The New Democratic Party scenario

-

This program is based upon a number of principles or prescriptions:

A

{1) The importance of coordinated manpower and denand policies aimed
at achdeving full employment within three vears.
- (pl) The simultanecus resolution of inflation and unemplgyment, where,
1f both branches of policy work, the target for fgll employment

would be 3.0% unemployment.

~

(i1i) The use of the government as employer of last resort and as the

legislative force to maintain national employment levels.

<

(1v) The vital importance of an incomes policy, not simple wage-price

¢ontrol, but rather a policy recognizing the socio-political
’ - L
-aspects of wage‘iégotiation, in what could be termed a social

7 contract,

‘\Unlike the Liberal scenario, thas policy would 1nvolve stimulating
demand over the 1976-1981 per:od.to the point where a target of 3.0-4.0%
unemplovment at most is achieved. While struc;ural factors in the spatio-
economic labour market are_obviéusly important, the NDP scenario argues

that demand expansion is a necessary qondicion for regional equity and

iR

justice as well as the growth of the aggregate economy. The theoretical

foundations and an applicaticen to Canada are to be found in Weintxaub

’
4

(1976) . The NDP scenario combines objectives of decreasing inflagion and

‘

unemployment through a group of structural and demand orientated policies.

~

Thus camments in part (i) with respect to money wage rate inflation related

to ghe Liberal s$cenario arer also relevant in this section. Assuming
- - N

. - e
.
\ s
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that the NDP scenario 1s plausible and that part (1) of section 6.2,1
can be accomodated within the structure of the NDP scenario; a number of
implications follow.

(i) Given an expansion in aagregate demand, and hence lower’
aggregate unemployment, an 1mportant issue is the timing of regional res-:
ponse, With r;spect to the transfer function models in Table 6.6 a number
of generalizations can be made. First, regions one (Avalon) to three
(P.E.1.) lag significantly in response, in the case of ¥eglon one by four
months, region two by nine and region three by seven months. Both Avalon
and Newfoundla;d/Labrador however, do react simultaneously with the national
series as well, Regioﬁs in the rest of the Maritimes react either simul-
taneously or after a lag (such as in the case of North East New Brunswick
;hich lags by one month). Second, of the five Quebec regions, four move
simultaneously with the national series, one of these (Western Ouebec)
actually leads as well by twelve months, while the Eastern Townships
exhibit no signlficant relationship except for the twelve month se;sonal
term,

Third, Ontario regions ig general move simultéPcously with the
national series althouéh with some qualifications. Eastern Ontaric for
example, l;gs as Qell by three months and at the same-time moves in the
opposxte'dinection to the~natlonal serigs. Southwest Onka;io both leads
by two month; and lags by three months but with consistent signs with the

. o
national series. 1In the prairie regions however, it 15 difficult to‘i7
generalize due to the often insignificant relationship between:natlonal

and regional unemploymént. Winnipeg and South Manitoba move simultaneously

with the national series, Reglna lags by nine months, while the Calgary

-
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4

region leads by one month and lags at seven months, although the sign at
seven months is at odds with the direction of the national seriés. The
Edmonton region is similar in that it lags fifteen months with a negative
sign, implying movement opposite to the natigpnal trend. -

The British Columbian‘regions {including B.C. Interior, Vancouver

region and Vancouver Island) move simultaneously with the nation’although .

'

the Vancouver metropolitan area and region leadsthe nation by ten months.

Finally, the metropolitan regions exhibit behaviour consistent with their
\ PRERN

provincial significance, Hamilton, Toronto and Vancouver moving simultaneously’

with the nation and Hamilton and Halifax also lagging at five and two months

N
|

respectively. For an expansion policy, it could be expected, on the average,

-

that the Maritimes would then lag in response, Quebec would react almost

* &

simultaneously, and Ontario would show variable behaviour consistent with
Chapters Four and Five, - )
-(ii) The impact of an expansionary policy on actual levels of

unemployment would clearly favour the Maritimes, éhebec and British

' Columbia, despite their lags in response, The highest significant para-

meters are found in Newfoundland/Labrador, Moncton, ﬁépqr St, John Valley,
North Quebec and Western ngbeé. On the average, Ontario rxegions have
parameters less than 1.00 and the prairies similarly have coefficients

less than 1.00 but they are often not significant. The larger metropolitan
rggions such as Montreal (region thirteen), Toronto (region seventeen)

and Vancouver (thirt(?two) have coefflcienés very clpse to l.OO.reflecting
leost exactly the trénds in national unemployment. This is afterall,

!

consistent with their size and significance for the national economy.

The NDP scenario is essentially quite simple. Given a decrease in

N\

[N
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¢ MANas, wnsamanethe n



- ) 140

money wage rate inflgtion, an expansion over' 1976-1981 would tend to induce
greater employmentlgrowth in moré depressed. regions and a convergence  in
the level of interregional disparities. Although there would be some
lags in behaviéur, once recovery was initiated many Maritime and Quebec
regions would on the average respond greater than the Ontario and Prairie
regions. It must also be noted however, that for a number of eastern regions
such a reéovery might not reduce unemployment below 10% although in Ontario
' the rate might fall close to the level of 4.0-5.0%. ' Aas Fiéchg;te {1977)

. P
has noted, the dominance of Ontario in the naticnal econo&éigay mask the

appropriate full employment level for Quebec ,and the Maritimes as in fact

. -~

national macro-p»olicy simply directed to a national full employment level
will mean that expansion may bg_izifed prematurely for ‘those regions. In

. any event, it shoul8 be emphasized that the NDP scenario depends, in the

»

Maritime case at least, on a significant reduction in national money wage
' :

i tion.
inflatio -

-
.
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CHAPTER: 7

pXY

CONCLUSIONS

7.1 . Summary

-

The analysis of policy developed in Part If and subsequently
applied in Part III focussed upon a number of particular issues: ‘under-
standing why differential regional adjustment may occur in respbnse to

macro-poolicy induced fluctuations;¢developing a means oOf evaluaﬁﬁng the

; !

equity consequences of macro-policy impact, and; finally considering the
future of regional unemployment. With respect to the first elemeﬁv in the

i

analysis, the model of regional adjustment tested in Chapter Four met with

\

considerable success (see section 4.3 for more specific details) despite
its relative simplicity. A clear spatial dichotomy was evident in that
many eastern regions responded positively to a change in national money

wages while many lestefh regions responded negatiégly: 6ne section of

K
Canada is growing rapidly in conditions that ate disasterous for another

section. .

[}

' At the same time, testing for a theoretical link between national
«

demand conditions and regional unemplovment highlighted the vulnerability
¥ g ‘i

' .

\oﬁ most Ontario and Quebec regions. Thus, stagflation impacted all regions

’ : é :
in Canada and a partial theoretical understanding of ‘this result can ‘be

found in our neo-ileynesian model of regional adjustment. This model,
» ‘ ‘ ‘
developed in a time-series framework, has -important implications -for

141
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appropriate fiscal and monetary policies. In Chapter Six some mention

was made of an important cgnditibn for Maritime economic recovery in the

short-run; that of decreasing money wage rate inflation. At the same time,
. \

demand expansion policies also were seen as vital in inducing overall
regional growth. With such a set of policies however, this does not mean
that many regions would nqussarily attain full employment in concert with

the spatio-economic core of Canada. Rather, there are clearly different

\

degrees of response and different absolute levels of unemployment. In

this sense a growing and stable economy is a necessary cdngigion for regional
. ) .

development, which may be supplemented through specifically dixected re-

Od N

gioﬁgi“économic policies, although these latter policlies may fot be effective

if substituted for broad macroeéopomic expansion and growth.

The second step-in our policy analysis was to evaluate the actual
impact of macro-policy through a simple estimation procedure and equity
criteria. The NBER procedure was useé in éstimation and a set of equity‘
critefia, based on ethical and policy concepts, was applied to the 1969-

1976 period. Our findings were that the impact of macro;policy was variable

over time and space. .- The first phésé 1969(7) - 1974(10) saw impact con-

cent;g;edvin regions considered prosperous; in the second phase 1972(1Q) -

|

1974 (6), the impact was concentrated in depressed areas, and finally, .
in 1974(6) "~ 1975(12) recession again dominated the depressed regions
while expansion continued in the Prairies.

Consideration of the efficacy of UIC policy prompted the conclusion
*

that such ﬁolicies/were not adequate for high unemployment regions, although

they were effective for Central Canadian regions. This was,spo for two )

. ’ [y 2

reasons: the large degred of intra-regional variation in{the UIC regions
) \ .

’
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and second, the relatively longer te duration of the current recession

L
LY

for many ﬂaritime regions which made the maximum f%fty weeks of benefits
far too inadequate.

In summary, the eguity effech.cf policy have beeA more ofte; spat-
ially perverse: ‘This would seem to be particulgrly the case in terms of
interreqionél and comparative equit§ although with some variation éver
each phase of the 'business-cycle'. It iskdifficﬁlt to avoid thé conclusion

that those regions historically worse off in terms of their levels of

"unemployment have borne disproportionally the costs of higher unemplovment.

Thus, these results lend some support to Hatfield's (1973) contention that
\ 4

the Maritime regions, in particﬁlar, have been groésly disadvantaged in

.

) P .
the federal government's fight acainst inflation. -

.

The final step of agalysis was to combine the findings of Chapters
Four and Five wiﬁh a statiséical model of national and rggional unemployment
forpredicting thé possible future of regional unemployment disparities .in
Canada given a set of macro-policy alternatives. The conclusion was tha#
under a Liberal policy scenario it is likely(thét régional unemployment
disparities will widen and the impact may wellocontinue to be greatest in
those regions already deéressed. The future for those\regiéns is rather‘
bleak unless some version of the NDP scenario is considered seriously.
Some questions could be raised as to appropriate pql}cy adjustments within
the Ligerai scénario that could mifjigate against t£e worst impacts of’
such policy. However, without a coaprehensiye program of full emgloymént
and price stability it is difficult to see what could be done in tﬁe
short-run. 1In this Fegard, it ig felt that further considerétion of policy

v

and theoretical options for regional-national stabilization policy 1is

— ew—
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warranted although at this stage little research has been conducted in this

SEAN - .
area (cf.- L'Esperance, 1977 and Tomczak, 1978). Suffice to say, the NDP

-
macro-policy option implies a far better prospect for narrowing, in the
short-run, regional unemployment disparities than does the Liberal scenario.

=

<7.2 Methodological Issues and Directions for Future Research

The dissertagion is not without its shortcomings and these have
been noted, when appropriate, in the body of the study. In this section
soJ! selected issues are highlighted. - The prpblems of time-series analysis
noted to be endemic to many previous studies on épat%al labour markets
generally were ’avoided through the use of phe C5bhraﬁe-0rcdtt,(l949) method

and the Box-Jenkins (1976) piocedures. However, the study was limited in

~

that little attention was baid to more complex space-time patterns that
. . ) L

-may be inherent in regional unemployment relationshipsf 'qu:example,

/ '

. , ,
interrelationships between reg%oﬁs and their possible inf}nence on patterns
-~ i Pl
- . ! s 7 .
of unemployment adjustment were ignored. More rqéearch'in this area is

/

warranted (see Martin and Qepben, 1975 and Benpett, l975) althouqh it should

J I

be noted that many problems of a theo;etlcal statlstlcal nature may have

- >
-

f
to. be surmounted bef rg moxe generalized phltivaxiate space-time auto-

I

. . ; . N
correlatlon methods become avallable to the g?heral user (Anderson, 1976?).
/

With respect to the tbporetlcal model develbped and tested in, ‘:

g S :'\

N
this dissertation two lssues stand out ag'lmportant l1m1tatlons to our”

-9

,'v ¢

understandlng of the process of reglonal economlc ad)ustment. Firﬁt;' ¢

‘
v
. . . :

llttle attentlon was paid to develop;ng a more rlgorous analy51& of the }
spatial and sectoral effects of mqney wages rate qgtermlnatxog xn,the K

¢ 4 .4 . )’ .'

modern economy. Again, whlle our approaph Was certalnly a steg forward’
4 oot ) ; '- ,J 4

’ ’
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from preGiods studies in treating the problem of money wage deteymination
explicitlj and its relation to regional and naéional economic change, in
* i

some reépect it was a relatively simpiistic one in terms of its notions

of the process of méﬁey wage rate determinatién in a spatial context.

Consequentiy, more work is warranted and the recent éaper by Hart and

McKay,(1977):on the British scene.may be an appropriaté start.t
The"sécond‘point about the modelwgf regional adjustment is its

treatment of effec¢tive demand and its measurement. Many researchers are

< .
v

now beginning to gquestion whether or not the unemployment rate (as officially
measu?ed) is an‘appgopriafe proxy for deficient dem;pd. By convention,
virtual}y all sbatia}.labour market models uée na£ional aﬁdviégionai
unemployment inﬂthis mannér despite evidence, noted fo; example in the
Worswick (l976)'volume, that rjcent‘ghanges in such _welfare policies as
unemployment * insurance may have induced a ‘large degree of’yoluntary un-
employment. )While this is certainly a contentious issue, and the evidence

is by no mggns irrefutable, more éesearch is needed in Canada and else-

QHere on the efficacy Of using officially measured unemplqyment rates .
as a proxy for involuntary unemployment. .
As important as the technical issues of time series parameter

estimation and theoretical modelling are the problems of developing
appropriate ‘and consistent means of policy anﬁlysis. The three stage
welfare criteria and policy analysis developed in this study may not be
appropriate for all pro@lems of‘spa;ial policy anély§is altpough the general
framework, could be applied more widely. For purposes of generalization

and knowledge building however,'Geogxaphy desperately needs a par%ﬁigm of

policy analysis. Moreover, more attention could be paid in future to the

-



instrument of peolicy application, ‘the State itself (Harvey, 1976). 1In .

Chapter Two it was argued that much

¢ Co e 146

of orthodox spatial labour market

research and economic geography in general is conducted in a policy and

institutional vaccuum. In this study, it was argued that the government

i

and its policy is an important endogenous factor in the space-economy,

influencing‘and determining aggregaté and regional conditions. But,

this view does not. help in understanding why and how the State may,

through macro-policy, crpafe conditions of regional ineguality and at the

same time attempt to encourage regional growth through regional policy.

. » o :
An important avenue for future research is to develop more critical models

of the State and its relationship to the spatio-economic structure of

.capitalism (cf. Dear and Clark, 1978).

Finally, a problem at the heart of all social science research is

that many econcmic events in time and space tend to be unique and.a;thohgh

related to the past, they do not replicate previous events or conditions.

Tt was argued that such is the case
the focus of this study has been to
regional unemployment in conditions

L
wherehlittle is "known of why oxr how

~

in the current recession. Consequently,
extend our ideas and understanding of
characterized as an economic crisis

the spatial economic system may perform.

)

Unfortunately, many of our models perform best as historical accounts of

past ' events and often seem incapable of adjusting to or even helping to

understand current problems. Thus, more work is needed in understanding

adjustment in disequilibrium conditions rather than in what seems tq.be

a fruitless search for the optimal or equilibrium conditions for regional

growth (Pissaridies, 1976).

tore broadly, current conditions tend to question certain general
]
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practices of eponomic geography researéh. if‘geographers are to be con-
cerned with identifying spatio—ecohomiq relationships in spatiai iébour
markets, we should also be aware of two coﬁé%tioning‘elements. First, the
evoiution(and change in spatio-economic’ conditions and circumstances may

mean the theoretical generalizations of behaviour in one time period may

have little relevance foi subsequent events. Second, tﬁe rcle that in-
stitutions may play in affecting the economic environment may change as

the economy itself evolves. This study attempted to analyse ﬁoth conteméorary
macroeconomic conditioﬁs and the roﬁe of gove;nment policy in deve¢loping

an understanding of the patterns, mode of adjustment and future of regional

unemployment in Canada. ¢
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. . - A PROFIBE OF THE CANADIXN REGIONAE“EMPLOYMENT STRUCTURE
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. Sectlon three~and tne lnterpretatlon of neglonal adgustment 1s in

. ‘ \' > ] \“ v 2
N part baSed upon the. extent of reglonal dlfﬁerentlatIZﬁ anﬂthe manufacturlng

v\ e, * + v -

S 1
".,structure of Canadlan employment Innthls aépEnd;x each regron“ls descrlbed

v - RSN

' on the bas;s of its employment distrlbution and ¢n partlcular according to
1 e oo '1 i w "Q\‘ '~\‘ ‘-

thé dlstrlbutlon between high growth and ;aw gtowﬁh 1ndustr1es The

“u T, R ' n!\ . xv . \

A !reglona¢ un;ts are thbse noted in. maps la. and lb whlch form the basis
v '\’:. . .‘. . . “ -
. .. . p... . :.A
for our\analys;s.. Descrlpt;pn of each‘reglon s emoloym@nt structure is
“\‘

$ derlved frdm thé‘1970 gtatlstlcs tanqda 41974) snrvey.
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A. 1\ The déflnltlon of _high, ana';ow,growth 1gaﬁstr1es

3: ';’; Followrng the &heOretlcal d;s¢u551on in Chapter Three concerning
..% \ \-,. d \ o
+ the rol% and functlon of hrgh growﬁh 1néustr1és and low growth industries
v '\ e 'q‘ v“ \.\\ 1‘ ? N

-in reglonal adjustment, a set ofﬁcsnadlam 1ndustr1al sectors were defined

hN ) .\\ ‘
accordindly. Tabfe A 1 11§ts those sectorsvdeflned as hlgh and low growth
. . - “ “'

industries ‘on the/bas*s of Epgip.ra¢gs of growth over the 1961—1970 period

' (Statistics Canada 1973); their degree of market concentration as of 1970
. "’ ) . N
(Sta;ie:;;;jezﬁé 1975B) and labour productivity (Department of Industry,

Trade and Commerce, 1972).: While some question was raised, in Chapter

Four, of the relative crudeness of these divisions, this set of data
o .

remains the best available.
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"Table A.l Tﬁe definition of High and Low Growth Industries
.Canada, 1970 '
- Gl ) - . ¢
,Industry . Rate of Empl.” Market Productivity#**
Group*** Growth ‘Concentration* « Level
1960-1970 ,
3
(%) u
1. Transport 47.0 HIGH ™ HIGH,
Equipment _ o
2. Electrical 35.2 MEDIUM _ . HIGH
Products ‘
3. Chemical ) 22.0 MEDIUM MEDIUM
4. Textiles (f 12.8 _ - MEDIUM - HIGH
5.. Machinery ’ 54.6 oW HIGH
6. Food and 1.9 Low LOW
Beverage | \
7. Printing and 10.6 _ow MEDIUM
Publishing . .
8. Clothing 3.7 T I{E} Low
9. Petrol and ~17.2 HIGH LOW
Coal . ' .
10, Non-Metallic 13.4 MEDIUM MEDIUM
.v . \ -
11." Wood 4.6 LOW - " LOW
' ‘ Al * L}

Rk

v

o4

‘ the four largest firms.

* k%

3

High:

\ where concentration is defined as the share .of total value added bf

75-100%; Medium: 50-74,9%; Low:

Those industry groups 1-5, are defined as high growth
6-11, defined low growth.

'‘See, Department of Industry; Trade and Commerce, 1972.

\
<50%.

,:ang those groups

'
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A.2 Reqgional Employment Structure ' ( .

°

A.2.1 Newfoundland regions

« N

The two-Labour Force Survey regions' that comprise Newfoundland
(see Mgp'3.la.) are very small in texms of their populationr and work force.
This creates a problem of many. industrial and manufacturing sectors being

uniepresented (see table A.2) or excluded from the official surveéys. Much

-

of Newfoundland is dépeﬁdentgupon mixed farming and the fishing.industry.

“The smaller region, Avalon (Ol) is dominated by St. John's vhich is a com-
f ’ .

mercial and administrative centre for the entire province. As well, there

are a number of hajor'fish processing plants, while in the rest of the

/

region there is a limited amount of mineral extraction. ‘

MThe largest region, Newfoundland-Labrador (02) is dominated by

b

fishing on the coastal fringes as well as a small amount of forestry. The

4

major centres, Grand Falls and Coﬁg;r Brook are similar to St. John's

. . \

through their fish processing function as well as having a small number
of pulp and paper mills. According to virtually all indicators of economic

welfare, these twé regions are very depressed (Schramm, 1976) and have

_perhaps the lowest real income levels in all of Canada (see Economic Council
. of Canada, 1977). These regions have also been the recipients of a number
of regional development programs initiated through the Department of

Regional Economic Expansion (DREE).

A.2.2 Prince Edward Island and Nova $cotian regions

v

The region that represents P.E.X. (03) is dominated by agricultural
processing (see Table A.BS, in particular potato and mixed farming produce,

i
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Table A.2 Eméloyment stryucture: Newfoundland
) )

regions, 1970

Labour Force Survey Regions (% empl. of total)
Industry Group* ’ Avalon Newfoundland/
Labrador
1. . - -
2. - -—
. ~
3 * - —_—
4. \\\v/ - . -
5. -— -
! )
6. -— ) , 27
7. — ¢
8. — —_—
’ 9. -— -
o .10 _— —_—
. 11. - - ‘
!/
Total w,f. (Manuf.) 2510 10145

* see table A.l

Table A.3 Employment structure: P.E.I. and Nova

Scotian regions, 1970

" Labour Force Survey Regions (%’empl. of total) : i
G Industry P.E.I, Cape Annapolis ,; Halifax Halifax i
{”‘ RE Group Breton N. Shore S. Shore - : f
1. - —- 16 19 - . k
‘ 2., —- - - - - s
3. - S - - - .
4. - -- - - -
. .
6. 77 24 41 27 40 )
B 7. - - - 2 11 : :
8. < - -— - -
9. - - - - -
10. - — - —_ -
11. _— -— 7 9 _—
. S !
. Total w.f. 2698 6370 13913 10742 6687 %
(Manuf.. } B N

.
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*

Again the manufacturing labour force is relatively small.and the island
itself is functionally dominated by Charlottetown, the administrative and

commercial centre,
§

Regions in Nova Scotia however, tend to be more diversified than

the previous ones mentioned. Cape Breton Island (04) has fqod processing

(mixed agricultural produce) as well iron and steel based upon local coal
1

mining; Sydney is the predominant centre. The Annapolis-N. Shor@ region
%
. “ n
(05) is again a mix of agriculture, food processing (fish, local|produce)

13 *

N ¢
and manufacturing {steel, engineering and textiles) with the domipant
centre being New Glasgow. Almost half the manufacturing component iskin

low'growth industries while a small percentage is in the high growth group
) .

.

™ »
of transport engineering.® Halifax-S. Shore (reqion 06), which includes the

£
S

metropolitan area of Halifax (see table A.3) is th? major ceftre of Nodgh .
Scotia and reflects a more diversified admini;trative, commerciai and manu-
,w facturing emplbymént structure. For éxamp}e in the latter group, aﬁzomobfle
a;sembly and ship building ;;é important with, as well, a large component

o

concerned with fish processing.

»

A.2.3 New Brunswick regions

In a number of these gegions some of fhe.highest unemploymént levels
in Cangda ;re recorded. These regions are generally less developed in an
industrial sense and rely upon extractive industries such as forestry and
mining. The Moncton region (07) including the M;ncton metropolitan area
as well the south east section of the Province, has an employment structure

based upon the commercial activities ofr the city, while a large section of

.

the employmentkstructure is concentrated in low growth sectors (see

-
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Table A.4 Employment structure: New Bruﬁswick

regions, 1970

Labour Force Survey Regions (% empl. of total)
Industry Group Moncton Saint Upper St.. N.W. New
John John Valley Brunswick
’ Valley
1, —— -- -- --
2. - - - --
3. - - - 2
4, - — - -
S. - b - - .
TS
6. 49 34 24 23
7. 6 4 6 3 -
- - -— L
9 - [ -
1l 3 29 10
4909 8931 6970 6801
- < J 4

PPl ar. "WER

[ T USRI S
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Table A.4), for example,'food vacking (including sea-food products and
local produce) as well d; forestry and mining activities. The Saiht John
Val}ey region (08) however, is rather more diversified, particuléfly with
respect to the metropolitan area of Saint John. Manufacturing (including
ship building and light engineering) waith food and forestry processing
predominate. In contrast, Upper Salnt Jghn Valley (09) is more orientated
towards administrative and sj ice functions, particularly in the city of
Fredericton, although it shoul noted that forestry products processing
has a major role in the region as a whole. Finally, North-east New
Erunswick (region 10}, perhaps the most economically depressed in New

Brunswick, is dominated by agriculture and extractive industries such as

, logging and mining.

A.2.4 Quebec regions

| In contrast to New Brunswick regions, the regions of Quebec tend
to reflect a more 'developed' manufacturing structure. The exceptions to
this are the North-Quebec (11} and Western fQuebec (15) regions which a;;
dominated by forestry, agricultural and mining activities. The former

—Xegion in particular is relatively isolated from the spatio-economic
structure of Quebec, while the latter region is dominated by the city of

~

Hullj The Laurentian region (12), including the cities of Quebec and Levis,
has a stronger component of high growthflndustrlés, including transportation,
electrical produgts and textiles. There is however, evidence (from Table
A.5) of a large low‘growth component which is dominated by food processing

and pulp and paper milling. Region 13, Montreal reflects a diversity of

industry and structure to be expected of one of the largest Canadian cities,
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[ A

although compared to the Toronto region {17, in Table A.6) with ﬁére

¢

employment concentrated in the low growth sectors. Pinally, the Eastern

Téﬁnships.region (14) has a strong ‘textile and clothing component as well
as food and pulp processing sectors in broportions similar to these of
the Laurentians region (12).

/

A.2.5 Ontario reéions

It is ekpected that Ontario regions will be generally the most
devgloped~ahd»diversified in Canada since Ontario itself has been the

predominant manufacturing core of Canada. With reference to Table A,6

«

it is clear that this is in fact the case. Regions sixteeng|Eastern Ontario),

[

including Ottawa, seventeen (Toronto) inclgging the Toronto_metropolitan
area, eigﬁteen (Niaéara)-including HAmilton, nineteen- (Central Ontario)

\ >
including Londodi twené; (south-west Ontario) iqcluding Windsor and Sarn:ia
and twent§-one (Kitcheneri have eﬁploy?ené structures dominated by high‘
gro@th inéustries, There are however, varying degrees of specialization.

For example, Ottawa has a strong civil service compdnent, Hamilton the o

steel and heavy engineering, London the white collar adminjstrative

. : € . .
and Windspr-Sarnia the motor car assembly and petrole

in.region 22, Nérthgrn Ontario, is there any’similérity to many of the

- . o
o

Quebec iegioﬁs.with a stroﬁg wocd and food proc¢essing c¢omponent. In

a " -~

- A H . . .
general, the Ontario regions are primarly urban and strongly deéveloped -

with an emphasis 3h: ‘technological .ahd specialized manufacturing.
!c . . " . El 4 ‘
. . P ) 'h « L
’ o, c -

B .
1y » 4 . ,

s, , _
A.2.6 ' Manitoba and Saskatchewan ke?ions.

——

‘

The regions represernted in:Table A.7 are predominately rural,



Table A.7 Employment structure:

Saskatchewan regiods, 1970

. le68

Manitoba and

. Labour Force Survey Regions (% empl.’ of total)
Industry Group Winnipeg South Regina Saskatoon Parklands
% K Manitoba
1. 10 -- -- - --
2. 3¢ - -- _— -
3. - - -- - -
4. - - - - -
5.° 6 - - - -
. ¥4
i 6. 21 38 28 53 31
7. "9 6 1 14 4
8. 15 - - [ - —
9, —_— - —_ E — -=
10. -~ - 6 ) - -
» 11.. - 6 - t— 16
Total w.f. 39305 6093 - 5007 4311 4420
(Manuf.) .
- <&
1 N » ¢
~ ¢ .
‘ / |
’ !
L3
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dominated by the agricultural and food processing inéustries. Moreover,
there is a distinct difference between the range-type farming kwheat,

T a ;mall proportion of beef and other grain cropg) dominaéing the Prairies,
and the small-lot, iqténsive farming of the Maritimes. \Regions twenty—
three gnd twenty-five are dominated Fespeptively by ghe cities of Winnipeg
and Regiﬁa, although in both tﬁe food proce;sing component is particularly
important.

o

A.2.7 Alberta and British Columbian regions

1 . ) | (
A similar pattern is evide%ced in the Alberta regions although the
> " =

cities of Calgary and Edmonton have a rather more diverdified structure

(see Table A.8). Even in 1970 there is evidence of the energy based

\ .

"component becoming significant in those cities, although the agricultural

base was most important. .Both Interior B.C. (31) and Vancouver Island (33)

reflect a very strong wood processing component, more in keeping with a

1

number of New Brunswick regions than the iﬁmediately adjacent Prairie
regions. Vancouver city, which dominates region 32, is also influenced
. e

‘by the wood sector although it is m?re diversified and has many of the
> . - .

functions of a major urban area.
. /

The labour force survey regions, used as the basiss for analysing
. R . . . f
'régional performance in Canada, range from rural agricultural and fishing
regions ‘to urban ones, td forestry and prairie farming regions. °~ There are

a wide‘varietygof industry. and eﬁploymept structures coubled with a

significaﬂt degree of spatiai‘differentiation between those regionsT
R .

. . .
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