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Abstract 

This case study of tax reform during the 1960's and 1970's ex

amines the way in which the political representation and conflict of 

class interests shaped the development of a crucial area of state policy. 

The 1967 Report of the Royal Corrmission on Taxation (carter Corrmission) 

called for a comprehensive and progressive restructuring of the Canadian 

tax system. However, after over four years of heated debate, the 

changes eventually implemented on January 1, 1972 were a very pale re

flection of the original carter proposals. The focus of this analysis 

is upon what happened between the promise of fair and equitable taxation 

held out by the Royal Commission and the far more limited reforms 

finally enacted. Tax reform proceeded by means of a number of distinct 

and separate junctures through which shifts in policy can be easily 

charted. At each of these junctures the key proposals were steadily 

moderated and the Commission's fundamental principles were weakened or 

rejected. The decisive factor in the government's consistent stage-by

stage retreat from the central objectives and recommendations of the 

carter Report was the tremendous opposition of the capitalist class to 

major progressive reform. 

The sweeping recommendations of the Royal Commission, which would 

have limited the existing highly advantaged treatment of the capitalist 

class and affluent strata more generally, met with intense hostility from 

Canadian business. The corporate sector quickly mobilized an extensive 

campaign against the proposals; business representatives became the pre

dominant presence in formal deliberations and public debates on the 

direction of reform, and major firms and corporate organizations exerted 
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pervasive and unrelenting pressure upon the state. The scope of refonn 

was also greatly limited by crucial structural constraints of a capita

list economy: given its dependence upon private capital to allocate 

sufficient investment to sustain adequate levels of economic growth, 

state policy must be extremely sensitive to the maintenance of business 

confidence and a favourable climate for investment. The concrete signi

ficance of this general imperative was reinforced by incessant dire 

corporate predictions that investment would be reduced and capital with

drawn should the Carter proposals be adopted. Although the dem:mds of 

organized labour and the New Democratic Party and the exigencies of 

political legitimation and electoral competition ensured that the govern

ment could not totally abandon refonn, no other group was able to mount 

a comparable defense of progressive changes in the face of enormous 

corporate pressure, reinforced by the broadly similar opposition of 

small business and the major provincial governments. This massive and 

cumulative opposition forced consistent modifications of the proposals 

in the direction of corporate dem:mds and immediate interests at each 

stage of the refonn process and prevented any substantial implementa

tion of policy to which business strongly objected. The result was that 

the potential of progressive refonn, which would have directly benefited 

the majority of the population, was not significantly realized. That 

this was so and that the final tax reforms never threatened the funda

mental interests of the capitalist class in continued accumulation and 

the reproduction of the overall capitalist system is a telling manifes

tation of its dominant political power. 
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'Ihe Politics of Refo:rm: 

Tax Refo:rm and Class Interests 1960-1971 

Introduction 

The Promise of Refo:rm 

After four and one-half years of intensive study of the federal 

tax system, the Royal Commission on Taxation (carter Commission) re-

leased its enorrrous six volurce Report in February 1967 . The camti.ssion 

made its fundaIrental emphasis strikingly clear: 

'Ihe first and most essential purpose of taxation is 
to share the burden of the state fairly among all 
individuals and families. Unless the allocation of 
the burden is generally accepted as fair, the social 
and political fabric of a country is weakened and can 
be destroyed. 1 

The Commission had diagnosed a number of critical weaknesses in the 

Canadian tax structure: it did not afford fair treatrrent for all, taxa-

tion had contributed to the inefficient allocation and use of economic 

resources, the fiscal system had not been properly used to achieve over-

all economic objectives, there had been Imlch federal provincial duplica-

tion, and the federal system had serious administrative deficiencies. 

'Ihe Commission's prescription for refo:rm was radical and far-reaching: 

''We therefore recc::mrend many fundaIrental changes which, if adopted, 

would produce a complete transformation and, we believe, result in 

greater equity and efficiency. ,,2 
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In fonnulating its proposals, the Royal Comnission had defined 

equity as the first priority of taxation. Discovering that the exis

ting structure was in fact highly inequitable, the Ccmnission called for 

a series of changes designed to produce a far more progressive tax sys

tem. The most important of these recormendations were the treatlrent of 

the family as the basic unit of taxation, a more progressive rate struc

ture of personal inCC>J.re taxation, the inclusion of all inCC>J.re from any 

source in a corrprehensive tax base for full taxation, the elimination 

of separate taxes on gifts and estates and their inclusion in this 

wider tax base, the elimination of a wide range of special corporate tax 

concessions in the naIre of neutrality, and the integration of personal 

and corporate inCC>J.re taxation. 

Limited Realization 

After over four years of heated debate and political conflict , 

legislation enacting the restructuring of the canadian tax system was 

unveiled in June 1971. In introducing the refonn bill to parliament, 

Minister of Finance E.J. Benson appeared to echo the sentinents that 

had guided the carter Corrmission: "A tax system I1U.lSt distribute the 

tax burden in an equitable manner, based upon ability to pay. Further

more, it I1U.lSt not only be fair; it Imlst be seen to be fair. ,,3 But in 

fact, the final refonn legislation was a very pale reflection of the 

original Royal Commission proposals. 

The pursuit of equity had clearly been supplanted by economic 

growth as the highest priority of fiscal policy. It was more than 

rrerely symbolic that the Minister of Finance listed "steady and con-
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tinuous growth and economic prosperity" ahead of fairness in his outline 

4 of "what a good tax system ought to be." All of the fundarrental Carter 

reoarnmendations had either disappeared entirely or been much modified. 

The treatment of the family as the basic unit of taxation was nowhere to 

be found in the 1971 legislation. The concept of the comprehensive tax 

base had been abandoned. All that remained of its basic principle that 

all income, including that from the ownership of property, should be taxed 

was a partial and limited tax on capital gains. The principle of neutra-

li ty had met a very similar fate i the tax concessions of the resource 

industries and small business, for exarrple, had survived largely intact. 

'n1e full integration of personal and corporate taxation had been dropped. 

The direction of change between these two policy junctures was 

unmistakeable: the progressive impact of the original proposals had 

been rrassively diluted. The final refonns contained no hint of the swee-

ping and systerratic overhaul envisioned by the Royal Ccrnmission. The 

result of one of the rrost extensive political debates in m::xlern canadian 

history was a tax system that was essentially a relatively limited modi-

fication of the existing structure. The guiding priorities of the old 

system, the forerrost of which was the rraintenance of the rrost favourable 

conditions for the accumulation of capital, had been largely unaltered. 

Purpose of Analysis 

The focus of this study is quite straight-forward: what happened 

in the four years between the promise of fair and progressive taxation 

held out by the Royal Commission and the far more restricted changes 

eventually inplerrented? How was it that refonns that would have been of 
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significant benefit to a great majority of the canadian population were 

never fully instituted? 

What happened quite sirrply was that the Report set off a trerren

dous controversy. Its key recorcm:mdations would totally restructure a 

tax system that had been of great benefit to wealthy and PJWerful social 

groups and to the major corporations that dominated the canadian economy. 

Proposals such as the canprehensi ve tax base, which would entail full 

taxation for large amounts of income that had previously been lightly 

or not taxed at all, would significantly increase the tax burden of the 

capitalist class and other property-owning strata. Changes such as the 

rerroval of special incentives would increase the burden of key sectors 

of the corporate economy. Given such irrplications, it was hardly sur

prising that the carter Report was greeted with pronounced hostility by 

those interests whose privileged treatment was threatened and who would 

be adversely affected by a more progressive tax regime . The corporate 

sector mounted an intense and highly organized campaign of opposition 

to radical tax reform. It was this unrelenting pressure that was the 

decisive factor in a steady government retreat; at each successive stage 

of the policy process the reform proposals were consistently rejected 

or weakened and their progressive effect reduced . However, the PJWer 

of the capitalist class was by no rreans absolute. Reform of the tax 

system, albeit in a much modified form, did in fact take place even 

against strenuous business objections. 

What follows is a detailed qnalysis of the complicated and pro

tracted policy deliberations and political conflicts over the nature and 

directions of tax reform during the latter 1960's and early 1970's. 
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Its primary goal is to identify and explain the balance of social for

ces and combination of political, ideological and economic factors that 

shaped the developrent of a particularly crucial area of state policy. 

Taxation and fiscal policy are key components of overall state economic 

policy and intervention. They are equally important instruIrents of so

cial policy through, for exanple, their effect on the distribution of 

inCOI'le and inequality of condition. The incidence of taxation also di

rectly affects the concrete rna.terial interests of all groups within the 

canadian social structure. A rna.jor focus of analysis is upon how, and 

how effectively, the various classes and social groupings were organized 

to protect and promote their interests during the reformulation of tax 

policy. Tax reform quickly becarre a highly contentious issue in which 

the interests and policy perspectives of the capitalist class and other 

affluent propertied strata were in clear conflict with the great rna.jor

ity of taxpayers who would benefit from progressive changes . The fate 

of tax reform tells us much about the relative power of the rna.jor con

tending interests and the nature of the political competition between 

them. 

'Ihis case study is also designed to address questions central 

to understanding the contemporary capitalist state and the dynamics of 

political power. How are class and other social interests represented 

wi thin the state in general and wi thin the process of policy forrna.tion 

in particular? What constellation of political, economic and social 

factors shape the developrent of policy? How is the formulation of 

state economic policy organized; what institutional rrechanisrns and for

ums are i.rnp:)rtant and what patterns of consultation and outside input 
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are influential? In what ways does the structure of a liberal dem:JCra

tic political system affect the process of representation and policy 

forrration within the state? How are these processes shaped and limited 

by wider structural and institutional features of a capitalist political 

economy? 

Thenes of the Study 

In addressing this series of questions and in analyzing the pro

cess of tax reform a number of consistent patterns energe throughout the 

study. The basic argurrents and findings can be grouped around two fun

danental thenes . First of all, the power of the capitalist class was 

the decisive factor in the government's retreat from progressive reform; 

the intensive rrobil ization of business opposition and the overall poli 

tical domination of capital forced critical and cumulative concessions 

at each stage of the policy process . MJre generally, the structural 

imperatives and requirenents of a capitalist economy imposed constraints 

on the scope of reform and fostered an overall policy frarcework that 

took the needs of capital accumulation firmly into account. Secondly , 

at the sane tiIre a range of countervailing factors served to ensure that 

the state had to proceed with sane degree of reform. Arrong the key 

pressures for progressive reform were the support of organized labour, 

welfare groups and the New Democratic Party for such changes and ~eir 

criticism of the governrrent for its failure to irnplenent them quickly; 

the conmit:rcent to social equality entailed in the overall ideology· of 

the rrodern welfare state and in the rrore general state function of 

legitimation; and the practical need to appeal to the voting public, 

large numbers of whom would benefit from progressive taxation, in a 
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liberal democratic political system. The dynamics of the conflict and 

debate over restIucturing the tax system and the outcorre of these policy 

deliberations were shaped by a balance of these corrplex and conflicting 

forces. On the one hand, the i.ItIrense political power of the capitalist 

class ensured that the eventual tax changes were far rrore lirni ted than 

originally proposed and that they did not fun.d.aIrentally threaten the 

health of the corporate econany and the acCUItUllation of capital. On the 

other hand, tax refo:rm was carried through and a number of changes were 

finally instituted to which business had been opposed. These basic the

nes wil l quickly be amplified and the stIucture of the study will then 

be outlined. 

'Iherre I: Political Dcmination of Capital 

The trerrendous influence of the capitalist class in the develop

rrent of state policy is starkly evident at each successive stage of the 

process of tax reform. It was the capacity of organized business to pre

vent policy to which it was opposed that was the decisive ~actor in the 

steady governrrent retreat on the scope and impact of reform. 

The Ccmnission' s sweeping recomrendations and the range of sub

sequent proposals that would improve the progressiveness of the tax 

system net with considerable apprehension and opposition from business . 

Increased taxation of wealth and incare from property was seen to be a 

severe irnpedirrent to investrrent and acCUItUllation. Similarly, the pro

posed restIucturing of business taxation was seen to be a serious problem 

for corporate profit and expansion. In the furor that developed within 

the business ccmnuni ty the impact of the reform proposals was often ITUlch 

exaggerated. Nonetheless, the recarmended changes would have reduced the 
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advantaged treatment that the capitalist class enjoyed under the exis

ting system and were perceived to be a serious threat to its material 

interests and the operations of the corporations which it controlled. 

'Ihe result was the large-scale political rrobilization of business, one 

of the rrost extensive in recent Canadian history. 

'Ihe corporate sector rrounted a massive carrpaign of opposition 

to the original carter reccmrendations and any later proposals to which 

it objected. 'Ihe means by which capital was organized as a daninant p0-

litical force throughout the debates on tax reform is a major focus of 

analysis: the articulation of corporate interests vis-a-vis taxation, 

the development of coherent criticisms of the reform proposals and of 

alternative policy demands, and the fonnulation of strategy to press 

these demands on the government. 'Ihis direct pressure on the state took 

a variety of forms; from a constant round of speeches, pronouncerrents and 

articles by leading corporate spokesmen, through the submission of large 

numbers of impressive and highly publicized briefs to the government, to 

the intense lobbying of state officials by major firms and corporate 

associations . 'Ihe thrust of this corporate pressure was that the reforms 

designed to increase the fairness of the system \\Ould have a damaging 

effect on economic grCMth and expansion. 

'Ihe structure of the Canadian capitalist class was in no sense 

rronolithic an~ this was reflected in its political organization. 'Ihe 

impact of taxation deeply affected the specific interests of particular 

sectors of production as well as the general interests of capital as a 

whole. 'Ihis resulted in the pursuit of a variety of rrore narrowly de-
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fined policy objectives, such as the retention of generous incentives for 

the resource industries, within ' the generalized corporate opposition to 

major refonn. In addition, there were important differences of political 

and analytical understanding and strategy wi thin business. Finally, the 

various elements within the business community played a very different 

role in the refonn debates; one of the rrost important developrents during 

this period was the errergence of small business as a significant political 

force. Nonetheless, while the iIrrrediate perspective and sophistication of 

corporate demands varied, and the errphasis and tercpJ of business opposi

tion shifted sarewhat over this period as a whole, unrelenting and intense 

corporate pressure was a pervasive and cumulative factor throughout the re

fonn process. 

The capacity of the capitalist class to influence the developrent 

of tax policy was never just a question of the political rrobilization of 

business as an interest group, of direct pressure exerted on the state. 

The political power of capital is also deeply rooted in the wider struc

tural imperatives and demands of a capitalist economy. One of the central 

functions of the rrodern capitalist state is to maintain and guarantee 

favourable overall conditions for the accumulation of capital. This 

general function was itself an important constraint on the developrent 

of fiscal policy; tax changes could not be adopted that would fundaIrent

ally endanger continued accumulation. SUch structural ilnperatives, 

however, are not automatically translated into state policy, nor is 

state policy automatically derived from the abstract requirements of 

capital. It is a major goal of this study to explore the ways in which 
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such structural factors are related to policy formation. Briefly: 

the state must ensure general economic prosperity, but it cannot do so 

itself. The management of the economy and the allocation of resources 

are controlled privately. The state is therefore dependent upon pri

vate capital to provide sufficient investment to maintain adequate 

levels of economic activity. Since it is only the capitalist class that 

defines the conditions that constitute a satisfactory climate for invest

rrent tmder which it will allocate resources, state policy and interven

tion must be extrerrely sensitive to business perceptions and confidence. 

Given that business representatives routinely decried the proposed tax 

changes as being disastrous for investment and economic growth, this 

consideration was always a very important factor in the reform delibera

tions. 

Opposition to the reform proposals came not only from the corpo

rate sector, but from within the state system as well. It must be 

emphasized that the state is not a nonolithic entity, but rather is a 

complex set of institutions and apparatuses which may develop specific 

and divergent m:mmtum and requirements of their own. Nowhere was this 

clearer than in the continuing disputes between the federal and provin

cial goverrurents over fiscal policy and coordination during this overall 

period. M:)re specifically, major provincial governrrents came to play a 

key role in opposing federal reform plans. This stance was not uncon

nected with the political nobilization of the capitalist class. The pro

vincial governrrents also faced considerable direct pressure from business. 

M:)re generally, the provincial goverrurents have to compete for investment 
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and are cansequently also. highly dependent upon capital far the economic 

health af their regian. This dependence was especially important in the 

western pravinces where the great regianal cancentratian and extensive 

productian af the resaurce industries made their economies especially 

vulnerable to any reductian af invest:rrent ar shift af capital from these 

sectars . The result was that provincial policy tended to. echo that af 

business, which in turn added powerful reinfarcerrent to. corporate demands. 

This massive corporate pressure, in the context af the dominant 

positian af capital within the structure af the political ecanomy, was 

highly successful. At each stage af the policy process the federal ga

vernrrent made majar concessians to. business appositian. The result was 

a steady moderatian af the praposed tax changes; a moderatian that was 

consistently in the directian af corporate derra.nds. This conflict aver the 

restructuring af the tax system constitutes an excellent case study af 

the political mobilizatian and arganizatian af the capitalist class and 

af its great ability to. pratect its interests within the develapment af 

state policy. 

Theme II: The Balance af Political Forces and the Dynamics af Refarm 

The power af capital was by no. rreans absolute ar to.tally deter

minant . Had this been the case, then such abjectianable praposals as 

thase af the Royal Conmissian would never have been made in the first 

place, ar ance made, they would have been quickly drapped ar benignly 

ignared by the gavernrrent, as was a corrmJn fate far many such reports. 

But this did nat take place and reform did proceed even against strang 

business antaganism. Even thaugh the praposed tax changes were steadily 

moderated, refarms were nanetheless eventually implerrented to. which 
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business had been opposed. 'lhis study I s second major focus of analysis 

is upon a complex of countervailing forces to the political domination 

of capital that also shape state policy formation and intervention. 

'lhe state must consider a range of interests other than business and 

the developrrent of policy is constrained by further political" ideological 

and structural factors than the actions and perspectives of the capitalist 

class. 

Since the structure and incidence of taxation vitally affects the 

interests of all groups wi thin the social structure , representatives of 

business were not the only participants in the debates on tax reform. 

In addition, the federal governrrent had repeatedly called for the widest 

possible public participation in the reform deliberations. A variety 

of union organizations, consumer, welfare and philanthropic groups; and 

agricultural and co-operative associations responded, sene of whose p0-

licy alternatives were sharply divergent from prevailing business opinion. 

The strongest pressure for tax changes along the lines suggested by the 

Carter Ccmnission cane from organized labour . The New Denocratic Party, 

which represented politically - to sene degree at least - the less afflu

ent strata, also consistently demanded the speedy implem:mtation of 

progressive reform. 'lhere were tw:> crucial features of the activity and 

policies of these contending groups. 

First of all, the participation and influence of these competing 

groups in the reform process was far rrore limited than that of business. 

Both in terms of formal input to state policy deliberations and ongoing 

public debate and pressure it was the capitalist class that was the pre

dominant force. No other group cornnanded the political and economic 
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resaurces as did business and no. ather graup was able to. mobilize such 

an intensive carrpaign in favaur af its policy and ~terests. No ather 

graup had such clear influence an policy shifts thraughaut the refo.rm 

pracess. Because the interests af the rival farces in the revamping af 

the tax system can be easily delineated and were so. clearly canflicting, 

and because the gavernment had encauraged public participatian, this 

highly contentiaus issue pravides a good case study af the nature af 

political competitian within state policy farmatian. In fact, the com

peti tian between contending interests and policy perspectives aver tax 

refarm was strikingly and inherently unequal. 

Secondly, while the activity af these ather arganizatians was 

nat nearly as pervasive ar influential in policy develaprent as that af 

corporate representatives, they were nanetheless a significant presence 

in the dynamics af tax refarm. The gavernment could nat ignare the de

mands af competing graups far progressive changes withaut appearing to. 

be unresponsive to. public apinian and interests. This was particularly 

the case with the strang carrmi brent af the Liberal gavernrrent af the 

late 1960 I s to. participatary democracy. This aVCMed apenness to. the in

put af a wide range af graups certainly could enhance the legitimacy af 

state policy farmatian, but it alSo. imposed its CMI1 canstraints an the 

government I s freedom af actian. Having ance encouraged the public to. 

take part in the policy process and having emphasized that its views 

VoDuld be taken seriausl y, the gavernment could nat then appear to. tatal

ly disregard the advice it had received. 

These latter consideratians are clasely related to. a further 

crucial functian af the capitalist state, a functian which, like that 
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of state support of capital accumulation discussed earlier, very IIU.lch 

shaped the parameters wi thin which the deliberations on tax refonn took 

place. Just as the political power of capital was based upon anonyrrous 

institutional structures as well as direct political action, so too were 

COIrpeting forces such as organized labour and the New DeIrocratic party 

important factors beyond the immediate pressure that they could exert. 

A great deal of the acti vi ty and policy of the rrodern state is directed 

towards the maintenance of political consensus. To this end the state 

has often initiated and implemented refonns designed to alleviate pres

sing social problems, such as poverty and unemployment, at least partially 

in order to forestall potential conflict that could arise fran intolerable 

conditions in such areas. Such considerations, plus political pressure 

from labour and other groups wi thin the population for refonn, have been 

crucial to the develop:rent of the contemporary welfare state, with· its 

. range of programres designed to underwrite a rni.nirnum standard of living. 

M:>re generally, the overall ideology of the welfare state includes a 

strong and basic comnit:Irent to social equality and the correction of ex

isting inequalities of condition and opportunity. Taxation is a particu

larly important component of the political and ideological frarrework of 

the welfare state . Progressive taxation is held to be a key mechanism 

in the reduction of inequality. Fair taxation is seen to be an essential 

component of the justice and legitimacy of the overall political system; 

this was attested to by both the Royal Conmission and Minister of Finance 

as quoted at the start of this chapter. In this way, the role and 

ideology of the welfare state and the state I s function of legitimation 
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entailed a general conmitrrent to fair taxation. Conversely, a tax 

structure that was demonstrated to be manifestly unfair could be a 

severe problem for political legitimacy. It was in this regard that 

the demands of organized labour and the New Derrocratic Party becarre 

particularly i.np:)rtant. While they may not have been directly influen

tial in policy fonnation, they did keep the issue of progressive refonn 

squarely on the political agenda. This IIEant that the goverrurent could 

not quietly drop refonn without appearing to abandon its dedication to 

fairness. 

These pressures ItUlst be understc:x:Xi in the context of a liberal 

democratic political system. Political parties ItUlSt compete for elec

toral support. The large nmnber of working class voters was consequently 

an i.np:)rtant constraint, albeit again indirect, upon policy developrent; 

the goverrurent had to at least partially address their concerns. In this 

specific juncture the large nmnber of voters who would PePefit fran pro

gressi ve refonns of the type proposed by the R::)yal Corrmission IIEant that 

a pledge to improve the tax system was a potentially popular electoral 

promise. The converse was even clearer; the government could not afford 

to be seen as the party that refused to alleviate inequitable taxation 

and defended the privileges of an affluent minority. Pressure fran the 

left was i.np:)rtant here as well; the New Derrocratic Party ceaselessly 

attacked the goverrurent in exactly these, tenns for its failure to imple

rrent progressive changes. The government (and this applies also to the 

opposition Conservative party) could not afford to abandon such a poli

tically sensitive issue as tax refonn to the New Derrocratic Party for 

fear of losing votes to its left. In the partisan political conflict 



16 

that developed over this issue, there was pressure on all parties, 

including the governrrent, to endorse the principle of fair taxation. 

The central focus of this study is upon the way in which the 

temp::>, deliberations and outcorre of the refonmliation of tax policy 

were shaped by the interplay and balance of this range of forces . The 

great capacity of the capitalist class to prevent policy to which it 

was finnly opposed was clearly derronstrated. However, capital was not 

the sole or detenninant force in the dynamics of policy formation. The 

presence of competing social forces and the nature of the state and the 

liberal derrocratic political system meant that the issue of progressive 

taxation remained the focus of much conflict and some degree of refonn 

had to be carried out. The balance of these contending forces varied 

from point to point within the overall process . The final result reflec

ted this combination of confli cting factors . '!he political domination of 

capital had ensured that the new tax structure entailed very little irrIrE

diate damage to concrete corporate interests and that the accumulation of 

capital was not fundamentally threatened. Nonetheless, the various 

countervailing factors had resulted in the .ilrplementation of a mmlber of 

changes to which business had been opposed and the general rationalization 

and reduced level of taxation that business had originally pressed for 

were not effectively realized. The resulting compromises pleased neither 

the business cornm.mity, important elements of which objected to any limi

tation of their tax advantages and resented the aggravation of the refonn 

process as a whole, nor those who had been hoping for a significantly rrore 

progressive tax structure. It had clearly been the capitalist class that 
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had best been able to protect its interests, but it had not been able to 

do so with a completely free hand. 

Structure of the Study 

From its inception in the early 1960's to the passage of the final 

legislation in late 1971, tax reform proceeded by means of a number of 

distinct and separate policy junctures, such as the Report of the Carter 

Ccmnission and subsequent government policy pronouncerrents and docurrents . 

'Ib each of these junctures, there was a specific period of response from 

the key forces involved, which in turn shaped the direction and content of 

the next policy juncture and the context for subsequent debate. Because 

of these patterns this study is organized into four sequential stages. 

(see Figure 1) This division is not simply chronological, but arises from 

the unfolding of the reform process itself; in terms of the interconnected 

and interdependent deve10prent of the various policy junctures, the con

flict and organized pressure that raged around the particular proposals, 

the influence of these pressures on subsequent policy revisions and deve-

10prent, and the succeeding round of debate that each new set of proposals 

initiated. 

By the early 1960's, considerable pressure from within the public 

and private sectors had built up to rationalize and restructure the cana

dian tax system. In response, the federal government established the 

Royal Commission on Taxation in 1962. The Commission organized public 

hearings in 1963 and 1964 and received submissions from a large number of 

organizations. At the same time, there was extensive public comrentary 

on the tax structure and the prospects for reform. This initial period 



Figure 1: Major Policy JlIDctures in 'the Process of Tax Refonn 

Stage I Establishment of Royal Public Hearings of Report of Royal 

Oommission on Taxation Royal Oommission Oommission 

SUIl'lrer 1962 1963-1964 February 1967 

Stage II Concessions to Submission of briefs Refonn of gift White Paper 

mining industry to the government and estage on Tax Refonn 

May 1967 on the Royal taxation November 1969 

Cornnission, October 1968 

Fall 1967 budget 
~ 
ex> 

Stage III Public hearings of Government concessions Reports of 

House of Ccmrons and on revenue increase, par lianentary 

Senate Cornnittees on mining, and small carmittees 

White Paper business September-

March-August 1970 SUIl'lrer 1970 October 1970 

Stage IV Introduction of Passage of Bill C-259 

final refonn bill on December 17, 1971 

with JlIDe 18, 1971 

budget 
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carne to a close with the release of the Gommission's Report in February 

1967 . This first stage is analyzed in Chapters 5 to 7. 

The sweeping nature of these recon:nendations and the adverse 

impact that the proposed changes could have on the capitalist class and 

the corporate econcmy set off an enorrrous controversy. The second stage 

encompasses the mobilization of immense corporate pressure against the 

Royal Commission and the series of specific government concessions to 

this pressure. Cc:xrpeting forces that defended the carter Report and 

urged progressive changes were a far more limited presence than was this 

concerted business opposition. This stage culminated with the goverrnrent' s 

White Paper on tax refonn in November 1969 . It was a considerable retreat 

from the original carter refonn schena, but still proposed changes that 

majority business opinion could not accept . Chapters 8 through 11 ex

plore the second stage. 

The third stage involves the even more heated conflict over the 

White Paper. Formal deliberations on the proposals were centred on the 

1970 hearings of the key House of Cormons and Senate conmittees on economic 

affairs. The analysis of the representati on of ccrrpeting interest 

policy alternatives in these hearings provides a particularly useful 

rreans of studying political ccrrpeti tion and participation wi thin state 

policy formation. Cbncurrently, intense opposition from business, and 

increasingly also from major provincial governments, continued to be 

the predominant force in wider debates on refonn. In the face of this 

pressure, the government made further key concessions in the sUI'Clrer of 

1970. 'lhis stage ends with the reports of the ~ parliarrentary cc:mnit

tees in the early fall reCOI'ClreI1ding significant moderation of the White 
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Paper proposals. The third stage is discussed in Chapters 12 to 14 . 

These reports were applauded by provincial and corporate oppo

nents of the White Paper and incorporated into their continuing pressure 

on the governrrent. The final refonn legislation was unveiled in the 

federal budget of June 18, 1971: it constituted a further major re

treat from the White Paper. After public controversy through the S1..IDUer 

and fall and parliarrentary debate in the fall, the refonn process cul

minated with the passage of the final legislation in December 1971. 

'Ihe fourth and last stage is analyzed in Chapter 15 and the overall con

clusions are detailed in Chapter 16. 

This division of the overall refonn process into stages facili

tates the analysis and identification of the key forces that shaped the 

dynamics of policy formation. At each stage a number of recurring 

questions are posed concerning the representation of class interests 

within the deliberations on tax refonn: how were the implications of 

the particular refonn proposals for the interests of the various class 

groupings recognized and articulated, how did this in turn shape the f or

mulation of policy on refonn and strategy on how to present it, and how 

were the various groups rrobilized and organized to pursue their interests 

in the political sphere ? Analysis of these developrents by stages all ows 

the direction and nature of shifts in policy and priori ties through the 

sF€cific junctures to be detennined. By then comparing these changes 

to the demands and perspectives and the political acti vi ty and pressure 

of the major contending political forces/their relative influence can be 

evaluated. 
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In the sarre fashion, the capacity of the various groups to 

secure changes in the proposed refor.ms favourable to their concrete 

interests can be assessed. The patterns of conflict, pressure and 

government response, and the fate of the overall priorities and cen-

tral reccmrendations through their various stages of formulation reveal 

the complex interplay and balance of forces that shaped the reform pro-

cess as a whole . 

Footnotes 

1. Royal Corrmission on Taxation, Report, ottawa, Queen's Printer, 
1967, Vol 1, p4 . 

2. Ibid, P 1. 
3. House of Ccmrons, Debates, June 18, 1971, P 6893. 
4. Ibid, P 6893 . 
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Analytical Franework 

The analytical franework for this study is set out in four pre

liminary chapters. The first locates this case study of the politics 

of tax refo.rm within the nore general analysis of the structure and func

tions of the nodern capitalist state and the interrelation of class, power 

and the state. Olapter 2 identifies the major contending forces in the 

reform process and the social and economic interests they represented in 

terms of their position within the overall class system. Debate and con

flict aver specific issues such as tax reform cannot be understood in iso

lation. The third chapter consequently analyzes the routine forms of 

political representation of contending class interests within the state 

and the process of policy formation, and the established paraneters and 

accepted assumptions within which econc:mic and fiscal policy is developed. 

The fourth chapter sets tax reform wi thin the context of the overall poli

tical econcmy of state finances; it examines the developrent of the fiscal 

system, tax revenue and the financing of state activity, and the structure 

and incidence of the existing tax system. 



Chapter 1: Class Interests, the State and the Politics of Refo:rm 

I. Introduction 

This chapter sets the politics of tax reform within the wider 

structural and historical context in which it took place and outlines 

the analytical principles and theoretical franework within which this 

study is conducted. At a general level, this is an analysis of the ba

lance of forces that shape the role of the state and state policy fonna

tion. More specifically, this is a case study of the political conflict, 

debates and deliberation through the 1960's and early 1970's over the re

form of a crucial and contentious canponent of state policy and interven

tion. Such an analysis must start fran an understanding of the defining 

features of the society under study; fran the fundamental fact that Canada 

during this period was a capitalist society with a liberal democratic 

political system. 

'lhe Capitalist System 

Capitalism is a system of generalized camodity production, of 

the production of gaxis and services for exchange on the market, which is 

characterized by private ownership and control of the rreans of production. 

Through their concentrated ownership of major corporate enterprises, pro

duction is controlled by a class of capitalists and is organized for the 

purpose of profit maximization. Capitalists purchase and organize the 

various factors of production and sell the resulting goods and services. 

23 
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'llie lack of ownership of any rreans of productive or other assets which 

can yield significant income leaves the great majority of the labour 

force dependent upon employment as their rreans of livelihood. 'lliese em

ployees sell their capacity to work, their labour-power, in a fonnally 

free labour market as a comrodi ty . 1 

'llie focus here however is not upon the capitalist node of pro

duction in an abstract or pure sense, but upon capitalist society in 

canada at a particular stage of developrent and with a particular range 

of structural characteristics. fubilization during the Second Ybr Id War 

and the post-war reconstruction of the economy had accelerated the long

term developrent of the econany and consolidated a highly advanced indus-

trial economic structure. 'lliis advanced or m:mopoly stage of capitalist 

developrent is characterized by the concentration of production and 

dominant role within the econany of a relatively small nmnber of large 

corporations, the elaboration of increasingly canplex managerial hierar-

chies within these corporations, well developed and technologically ad-

vanced industrial production, the continuing rationalization of the labour 

process, the central role of state intervention throughout society, an 

extensive service sector, and a high aggregate standard of living. 2 

'llie paradox of Canadian capitalism is that while highly advanced 

in terms of the forces and relations of production, these developrents 

have taken place within the overall dependence of the economy upon foreign 

capital and trade . Foreign ownership of the key sectors of the econany 

increased dramatically in the post-war period: foreign control of canadian 

manufacturing industry rose from 35% in 1946 to 56% in 1957 and that of 

mining and srrelting from 38% to 70%.3 By the mid-1970's, 60% of the 200 
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largest corporations were foreign controlled and 57% of canadian manufac-

turing was foreign awned, with much higher levels in the key high-techno

logy capital-intensive industries . 4 At the sane tine, canada was solidly 

integrated into a continental econc:my: 80% of foreign investment was 

Arcerican and 70% of trade was with the United States. The truncated 

branch-plant structure of canadian manufacturing was increasingly depen-

dent upon imported technology and vulnerable to international carpetition; 

during the 1950's and 1960's, the cumulative deficit in manufacturing trade 

5 
with the United States anounted to $30 billion. canadian econanic activity 

was also highly concentrated in the extraction and export of primary re-

source prcxiucts and therefore highly exposed to world market fluctuations 

in these oommodities. 

The State and the Econc:my 

A further defining feature of capitalism is the institutional 

separation of the political and econanic spheres of society. The state 

is a complex system of institutions and apparatuses of political represen

tation and intervention. 6 The interrelationship of the state and the cap-

italist econc:my is highly corrplicated; the functions and structure of the 

state are very much rroulded by the imperatives and dynamics of the econc:my I 

but at the sane tine state intervention in the econc:my and other spheres 

plays a key role in the maintenance and reproduction of the capitalist 

institutionalorder. 7 The role of the state cannot be reduced to a simple 

reflection of an underlying econanic order or of the functional require-

rrents of capital accumulation. Just 'as for the analysis of the capitalist 

econc:my, the state and political power must be studied not at the level 

of an abstract node of production, but within the historical and structural 
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context of concrete capitalist social formations. Canada has been no 

exception to the general trend of vastly expanded state intervention; 

long an integral factor in econanic developrent, the role of the state 

has carre to have a pervasive impact throughout all key spheres of social 

and econanic life. 8 

The focus of this study is upon the balance of political forces 

that shape the process of state policy formation. However, the outcarre 

of the debate, campranises and conflict between such forces is contin-

gent upon the circumstances and context in which this struggle takes place 

as well as the correlation of forces. The institutional structures within 

which state p:JWer is exercised and political conflict centred ImlSt there

fore be specified. The institutional form within which state intervention 

and representation in Canada operate is liberal derrocracy. The main fea

tures of a liberal derrocratic political system are the legal entitlement 

of citizens to participate in the determination of state policy, largely 

through the election of competing parties to form the govenurent; the 

formal control of parliarrentary or legislative 1:odies over the executive 

and administration of the state; and the institutionalization of a range 

of political rights and freedem of expression, speech and association . 

The inclusiveness of these rights and the scope of these freedoms can vary 

greatly historically and between different derrocratic countries. 9 

The structure and functions of the contemporary state are dis

cussed nore fully in the third section of this chapter. But first of all, 

the next section explores the ways in which the func1aIrental institutional 

order of a capitalist society shapes the structure of class and class re-

lations. The fraxrework within which power is analyzed is then set out in 
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terms of the objective class interests that arise out of this structure. 

The fourth section sets this particular case study of the politics of tax 

refonn within the context of wider theoretical debates and analytical 

issues in the study of state power. 

II. Social class, class interests and power 

The institutional order of capitalist society is the basis of 

fundaIrental class divisions, antagonistic class relations and pervasive 

structured inequality. The crucial institutions in this regard are pro

perty, profits and markets, and together they are major factors in shaping 

the social arrangerrents of rrod.ern canadian society. 10 As discussed earlier, 

one of the defining features of capitalism is the concentrated ownership 

and control of the major means of production by a small capitalist class . 

Not only is the ownership of productive econanic resources highly concen

trated, but all fonus of wealth are unequally distributed. The lack of 

property of a character and arrount sufficient to earn a livelihood forces 

the great majority of the labour force to seek employrrent. In this way, 

property is the basis of the fundanental social division between an econo

mically powerful property-owning class and the majority of dependent emplo-

yees. This institution also underlies the key social relations of produc

tion: relations of employrrent and control. The owners of the means of 

production are also major employers of labour and their decisions over the 

scope and nature of employrrent directly affect the incOIre and material se

curi ty of large numbers of dependent workers. The control exercized by 

capital and its managerial representatives over the organization and opera

tion of the actual process of production is the basis of extensive alienation 
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and the subordinate character of much work. In these ways, inherent 

conflicts of interest are built into the relations of production. 

The driving force of capitalist production and the guiding 

rationale of economic acti vi ty is profit. At a general level, it i s 

competition between capitalists in the pursuit of profit that under

lies the allocation of resources and investIrent wi thin the economy. 

Even :rtOre fundarrentally, profit is derived from surplus value created 

during the process of production. The aCCUImllation of capital from this 

surplus value is the basic dynamic of the extended reproduction of the 

economy as a whole. It must be emphasized that the acCUImllation of 

capi tal involves permanent conflict between capital and labour to secure 

or transform the subordination and exploitation of the latter within the 

relations of production. ll 

In the capitalist economy virtually all goods and services are 

produced for the market and exchanged as cormodities and market relations 

permeate practically all spheres of social life. While surplus value is 

created during the process of production, it can only be realized through 

the sale of cormodities on the market . A further essential feature of 

capitalist SOCiety i s that labour power has also becare a cc:mn:::x:lity. As 

noted above, it is the lack of ownership of rreans of production or any 

other significant wealth that leaves large numbers of people dependent 

upon employrrent. They sell their capacity to work to an employer for a 

wage or salary on the labour market. While this wage-labour relation is 

fonnally free, the lack of wealth of the great majority leave them no other 

alternative rreans of livelihood. The segrrented and fragrrented structure 

of the labour market can best be seen as a hierarchy of jobs in terms of 

their pay, security, conditions of work and autonomy. 
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These fundamental institutions of capitalist society are also the 

basis of pervasive structured social inequality. The fact that the dis

tribution of wealth in canada is highly unequal has been noted earlier . 

A further feature of the institution of property is that its ownership en

tails rights to a share of resource output and societal incc:me. 12 The 

great concentration of property ownership consequently yields a consider

able anount of incc:me for a relatively small group within the populati on . 

In addition, there is great disparity in pay levels and security of employ

nent between the various job categories and occupational sectors wi thin 

the labour market. The result of these two basic distributional principles 

of a capitalist economy, those governing incane frcm property ownership and 

frcm employnent in the labour market, is a highly unequal distribution of 

incc:me overall. In addition to this inequality of corrliti on, there is also 

widespread inequality of txJWer and opportunity. The concentrated control 

of the rrajor rreans of production and the, dominant position of capital within 

the econcmic order underlie the great txJWer of the capi talist class. Power 

also tends to be highly concentrated within the division of labour and 

hierarchy of authority of rrajor corpor ate and other bureaucratic organiza

tions . Those frcm nore advantaged class backgrounds are Imlch overrepre

sented in positions of ccmnan.d and authority wi thin the key institutional 

orders and social nobility is generally relatively limited. 

Tb briefly recapitulate; the basic institutional arrangenents of 

capitalism are the prirre detenninants of the structure of class relations. 

Classes are groups of people who share a cammon position within the overall 

system of production and social division of labour. Property and property 

relations are particularly crucial in shaping basic class divisions. The 
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capitalist class own and control the major corporations that dominate the 

economy. The working class do not awn significant property, are conse

quently dependent upon employrrent for their livelihood, and perfOl:m a 

range of subordinate level jobs throughout the economy. capital and labour 

are linked by inherently antagonistic relations of production and employ

rrent. The class structure is far rrore canplex than just these two basic 

classes. An additional middle class category is canposed of those with 

independent neans of production or livelihood, such as proprietors of fanns 

or small businesses and autonomous professionals. While the above groups 

can be fairly clearly delineated in terms of economic function or relation

ship to the neans of production, a range of further intermediate groupings 

are IWch rrore ambiguous. Corporate managers, for exarrple, do not awn signi

ficant capital or control the allocation of resources and they are formally 

employees, but they do exercise considerable control over the actual opera

tion of the ItEans of production and the labour of others. The next chapter 

will identify a number of intermediate and contradictory class locations 

that IWSt be further specified in terms of relations of control wi thin the 

labour process and position in the authority hierarchy and division of 

labour of employing organizations. 13 

Class Interests 

Within this system of class relations and structured inequality, 

the objective interests of the various class groupings can be identified. 

For example, it is in the interests of the capitalist class to maximize 

the surplus appropriated during the process of production. This can en

tail a restructuring of relations of control within the labour process 

and an intensified explOitation of labour. Similarly, the imperative 
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facing capital to reduce the cost of labour as a factor of producti on can 

conflict with the interests of workers in securing satisfactory wage le

vels and material security. Such interests are not based solely on class 

relations within the system of production, but also arise from the distri-

bution of resources and national incare. Thus, it is in the interests of 

the wealthy and affluent strata generally defined to protect and extend 

their large share of total wealth and incare and to sustain the insti tu

tional mechanisms that create this distribution. 

The objective interests of social classes and groups are highly 

canplex and ImlSt be analyzed as they operate within different levels and 

spheres. The particular interests outlined above, for example, are not 

confined to the economic level alone, to the organization of producti on 

and distribution narrowly defined, but arise from the overall system of 

class relations . The way in which class interests are represented at the 

political level and within the state, and the way in which the confl ict 

of interests shapes the dynamics of politics is a major focus of subsequent 

chapters . A distinction ImlSt also be made between ilrmediate and funda

mental class interests. 14 The former constitute interests within a given 

structure of social and economic relations; for example, the conflict bet

ween employers and employees in bargaining over the level of wage payrrents . 

The latter have to do with the basic institutional foundation of the sys

tem of class relations itself; for example, it is essential for capital 

to maintain the institutional relationship of property and wage-labour. 

An additional related but not identical differentiation is that between 

short and long-term interests . Finally, the interests of specific groups 

or fractions wi thin classes can be distinguished from those of the class 
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as a whole; it will be seen, for example, that the particular interests 

of the industrial and resource sectors as well as the general interests 

of Canadian capital, were important elerrents in the debates on tax re

form. There is no assumption here of a necessary or autanatic connection 

between the objective structure of class relations and interests, and the 

fo:rmation and nature of class consciousness. More specifically, the way 

in which the impact of policy issues such as taxation on class interests 

is recognized and articulated, and the manner in which this affects the 

political mobilization and organization of the various class groupings are 

not predetermined and nrust remain questions for empirical analysis. 

Power 

It is in this context of conflicting class interests and relations 

that the analysis of power nrust be set. The central questions to be ad

dressed in this study of tax reform have been formulated in terms of the 

interests of the major classes and groups in the social structure and the 

role of organizations which represent their interests in the political 

sphere . The concept of power to be used in this study is based upon these 

analytical concerns. 

The view of power to be developed here contrasts sharply with the 

pluralist or behaviouralist approach which has been predaninant in the so-

cial sciences; this approach tends to involve sorre variation of "A has 

power over B to the extent that he can get B to do sorrething that B would 

not othe:rwise do" .15 SUch definitions have generally been based upon the 

conception of Max Weber that "power is the probability that one actor within 

a social relationship will be in a position to carry out his 

own will despite resistance. ,,16 The possession of this attri-
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bute or property is often seen by contemporary sociology as simply one in-

dependent dimension of stratification among many or as a resource which 

sare actors have rrore of than others. 

Defining power abstractly and individualistically in tenns of A 

versus B or undefined social actors has a number of key weaknesses. The 

fact that power relations can encompass anything fran interpersonal inter-

action to the clash of giant corporations and highly organized trade unions 

is unnecessarily vague. I-breover, power does not just result from the 

actions or behaviour of individual actors. The significance of collective 

action by a variety of social groups and organizations and the institutional 

franework which constrains the scope of individual behaviour must also be 

'dered 17 consl. . The pluralist perspective does not speak to a number of 

crucial questions: what interests drive group A to act in a certain way, 

what is the basis of the conflict of interests that stimulates Bls oPposi-

tion, what is the basis of the relative ability of the various actors to 

realize their will and what resources are used to overcame resistance? In 

short, this view abstracts the dynamics of power fran the social structure 

in which it takes place. Power essentially involves social relationships 

between groups and classes and must be analyzed in tenns of the concrete 

interests of these groups. 

Power is defined here as the capacity of a social class or group 

to realize its objective interests. This capacity operates in the context 

of a system of class inequality and opposition and of political competi-

tion between various groups in the social structure. The nature and can-

plexity of class interests has been discussed above. This concept is ad

apted from that of Poulantz as 18 , but departs from him in two key respects. 
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In the first place, this definition does not accept . Poulantzas ' extrerre 

structural dete:rminism. For Poulantzas, the exercise and dynamics of 

power and the role of the state are dete:rmined by objective relations 

and structures inherent to a capitalist political econany: power "is 

only a concept indicating the effect of the ensemble of the structures 

on the relations of the practices of the various classes in conflict. ,,19 

If such structural dete:rmination of power is rejected, then the exercise 

of power involves action or behaviour of groups which is not predeter

mined. As Lukes emphasizes, "one assurres that, although the agents oper-

ate wi thin structurally dete:rmined limits, they none the less have a cer

tain relative autonany and could have acted differently. ,,20 The precise 

way in which groups do act in pursuit of their interests must therefore 

rerrain an open question and the subject of empirical study. Secondly, 

Poulantzas perceives power solely in terms of social classes and the re

alization of their interests. This conception will be broadened to in

clude fractions and strata within the major classes and groups delineated 

in other than purely class tenns . 

The major focus for conflict and the struggle for power at the 

political level is the state. The key question then involves the nature 

of state power. Jessop provides a clear definition: "State power is a 

complex social relation that reflects the changing balance of social forces 

in a dete:rminate conjuncture insofar as they are concerned to control, re

organize and restrict state apparatuses and state intervention. ,,21 In 

this conception the organization and. activity of competing class forces 

is geared towards controlling the operation of the state. The focus of 

analysis of state power then is upon the ability of class forces to shape 
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state policy and intervention in order to protect and promote their 

concrete interests. 

Power certainly does involve the ability of organized groups 

to determine state policy or the nature and irrpact of state acti vi ty . 

This ability can range fran the extrerre of control, in which a particu-

lar group can guarantee the outcorre of an issue (power is virtually never 

so absolute or unqualified), through various levels of influence in shap-

ing the result of the political process. Bur relations of :r;:ower involve 

much rrore than the capacity to influence particular state policy or deci-

sions, or, as in conventional definitions, the ability to do so in compe-

tition with other forces: "irrlividuals or groups may have the effective 

:benefits of power without needing to exercise it in positive action. ,,22 

These complex facets of :r;:ower were first explored by Bachrach and Baratz 
23 

in their critique of the pluralist emphasis on observable decision making. 

They argued that sorre groups are in a p::>si tion from which they are able to 

influence the limits wi thin which political decisions are made and deter-

mine which issues :becorre the subject of decision at all. They introduced 

the concept of the "rrobilization of bias" i the manner in which the predc:mi-

nant values, attitudes and organizational procedures in the political sys-

tem tend to consistently operate in the interests ofparticuiar groups or 

individuals. Lukes goes on to argue that the critique developed by Bach-

rach and Baratz or :behavioural ism is too qualified on tv.D counts i their 

continued focus on :r;:ower as the result of concrete individual decisions 

(or non-decisions) and their emphasis on issues in which there is observa

ble political conflict. 24 To the first point, Lukes notes that "the bias 

of the system is not sustained sirrply by a series of individually chosen 
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acts, but also, IIDst importantly, by the socially structured and cultur-
25 

ally patterned behaviour of groups, and practices of institutions." On 

the second point, it should be errphasized that the operation of power 

is not confined solely to political issues on which there is overt cam-

petition or conflict. It has been argued that the IIDst effective exer-

cise of power is one which can prevent conflict from arising in the first 

place by securing the voluntary acquiescence of the subordinate groups.26 

The canplex and multidi.rrensional nature of power is stressed by 

Westergaard and Resler: "there is power inherent in anonyrrous social rre-

chanisrns and assumptions - in 'social institutions' - not just in indivi

duals and groups. ,,27 They further argue that the dynamics of power are 

shaped less by actual decisions or by the dominance of certain contending 

groups or policies over others than by the no:rnal functioning of key 

social rrechanisrns. The IIDst important of the anonyrrous, but pervasive 

institutions which play a central role in moulding the social and econo-

mic organization of capitalist society have been discussed above: property, 

markets and profit. For example, it will be seen that an important con-

straint on state interv~tion is the fact that the capitalist economy is 

organized upon the principle of profit and that adequate levels of profit 

are the essential incentive for those who control capital to allocate the 

resources and make the investments upon which economic prosperity and ex-

pansion are dependent. A crucial facet of such institutional rrechanisrns 

is that their routine operation is largely taken for granted and accepted 

without question or challenge. 'Ib extend the above example, the need to 

maintain favourable general conditions for profitable business activity 

is a central assurrption of state economic policy rather than the subject 
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of explicit debate. 28 This means that the response and interests of 

those who dominate economic activity - the capitalist class who control 

the major corporations - are regularly taken into accoilllt in state policy 

formation. The analysis of power, therefore, ImlSt also consider the na-

ture of the framework, parameters and assUIrq?tions within which the politi-

cal system in general and specific areas of state policy and decision 

making operate. If the context wi thin which these processes take place 

tends to consistently favour the interests of a particular group, then 

this is an important element of that group I s power. 

Finally, the significance of power in the dynamics of society in-

volves both its cause and effect. It is very difficult to separate these 

two intertwined elements in concrete tenns; the central product of the 

oontinued ooncentration of power is the persistence of class inequality . 

In this sense, "power is visible only through its oonsequences: they are 

the first and the final proof of the existence of power".29 In tenns of 

this study, the maintenance of a fiscal system in which the incidence and 

composition of taxation is of consistent benefit to the rrost wealthy and 

powerful groups wi thin the social structure is a significant indication 

of their power. 

III. The Capitalist State: Structure, Functions and Policy Formation 

The analysis of the politics of refonn ImlSt begin from a clear illl-

derstanding of the nature and role of the contemporary capitalist state. 

The state will first be defined and its institutional components outlined. 

They key functions that state intervention plays in the overall reproduction 

of the capitalist system are then outlined. Finally, the political repre-

sentation of class interests within the state and the processes of state 

policy formation is examined. 
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As noted in the first section, the state "is a set of institutions 

and apparatuses of political representation and int~rvention. ,,30 A number 

of qualifications to this basic definition are necessary. 'Ihe state is 

not a monolithic or totally unified entity: the institutional definition 

adopted here enables the internal organization of the state to be identi

fied and changes within the state apparatuses to be specified. This view 

also allows for the possibility of divisions and conflict within the state 

system. Nor can the state be seen as an originating and autonarcous subject 

which has a will of its own and which exercises power in its own right: 

this would remove the operation of the state fran any constraints imposed 

by the fundarrental institutional structure of capitalist society. This 

conception would also isolate the state fran political confl.ict wi thin 

society; as Jessop notes, "to treat the state as a real (as opposed to 

legal) subject is to exclude fran consideration political struggles within 

and between state apparatuses as well as the effect of its institutional 

structure on political struggles in general.,,31 At the opposite extrerre, 

the state Im.lSt not be seen as having an essential and inevitable capitalist 

character: the way in which the state reflects the wider institutional 

order of capitalism and the role it plays within this system are not totally 

predetennined. The state Im.lSt certainly be analyzed as part of capitalist 

society, but this does not rrean that nature of the state can be autorratic-

ally derived fran the nature of the capitalist mode of production or that 

the role of the state can be reduced solely to a reflection of the func

tional demands of capital accumulation. It will be argued be!low that the 

state plays a central role in the reproduction of the institutional order 

and social and economic relations of capitalist society. The fonn in which 
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this is organized and indeed how successfully it is accomplished are his-

torical questions and do not follow inexorably from the structure of the 

capitalist political economy. 

The Structure of the State 

The rrost influential categorization of the institutions and ap-

paratuses that comprise the rrodern state has been developed by Ralph Mili

band. 32 He delineates six key sets of institutions within the state system: 

legislative assemblies or parliarrent; the goverrurent of the day (in the 

canadian system, it is the cabinet drawn from the party that corrm:mds the 

support of parliarrent that is formally invested with state power); the 

state bureaucracy or administration; judiciary; the policy and military 

forces that comprise the coercive or repressive apparatuses ()f the state; 

and sub-central levels of goverrurent and other state institutions (the 

provincial states have long been particularly important in the canadian 

poli tical econ~). Wi thin these institutions, state rower in a liberal 

derrocratic system is firrnl y centred in the elected goverrurent:: 

Party goverrurent refers to a situation where the tasks of 
goverrurent, as the focus of activities of the state, are 
undertaken by political parties which have succeeded in an 
electoral conflict. It is not that the goverrurent is the 
rrost important part of the state system, or that in all 
circumstances it dominates the rest of the state syst:em, 
but that the actions of the state are expressed, either in 
action or inaction, through the policies proposed and im
plemented by goverrurents. 33 

The state system must be distinguished from a range of insti t:utions, such 

as political parties, corporate, professional and labour orgcullzations; the 

ma.ss rredia, and pressure groups, which operate within the political sphere, 

but that are not organizationally part of the state apparat~j and while cer-

tainly influenced by the state, they enjoy considerable autonomy from its 
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direct control in a liberal democratic political system. 34 A useful 

general guide for the delineation of the state is the legal distinction 

between the public and private sectors. 36 

The institutional definition adapted here allows flexibility in 

determining the ccmponents and boundaries of the state system. By contrast, 

any assurrption that the state is endowed with sorre fonn of e:3sential unity 

and consequently with fixed and unambiguous boundaries cannot take account 

of the corrplexi ty of state power. For example, there are a considerable 

range of semi-independent bodies, such as crown corporations , regulatory 

agencies, task forces and royal ccmnissions, which are forrrall y part of the 

state, but which have significant degrees of autonany and discretion in ' 

their actual operations. Trends towards corporatist repres61tation in the 

exercise of state power highlight the ambiguous institutional boundaries 

of the state. Powerful organizatiOns fran the private sector " such as the 

Canadian Manufacturers' Association and canadian Chamber of Cormerce, in-

creasingly take part directly in the deliberations and rnanagerrent of various 

depart:nents and agencies wi thin the state. This means that \mle the key 

institutions within the state ImlSt be specified for analytical purposes, 

these distinctions are inevitably sarewhat arbitrary. 'lhe canplicated in

stitutional structure of the state ImlSt always be taken into account: 

''whatever one's choice of definition, it is essential to consider the com-

plex forms of articulation among state institutions and betwE~ state and 

non-state institutions in the overall reproduction of capital accumulation 

and political domination." 36 

The rejection of any conception of the state as beinsr inherently 

rronolithic or perfectly unified allows the i.rrpJrtance of inte.rnal divisions, 

tensions and conflict within the state to be analyzed. Power is not distri-
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buted evenly or permanently throughout the various institutions of the 

state. 37 One of the rrost important trends in this regard has been the 

centralization of power within the executive apparatus (essentially the 

PriIre Minister, the policy planners and advisers in the PriIre Minister IS 

Office and the Privy Council Office, the cabinet, and senior officials 

at the federal level) at the expense of parliaxrent. 38 
As a highly can-

plex set of institutions, the state can develop pressing organizational 

requirerrents and bureaucratic rrorcentum. It will be seen, for example, 

than an important and continual constraint in the debates on tax reform 

was the pressing need of the state for sufficient revenue to finance its 

increasing expenditures. The various state institutions and apparatuses 

also can develop specific organizational priorities, interests and impetus . 

While they are certainly interdependent and a great deal of E~licit coor

dination does take place, there can be important differences of perspec-

ti ve and strategy in· the develotm=J.1t of policy wi thin the state system. 

There can also be ilnportant internal conflicts of interest as particular 

departrrents and agencie? canpete to guard or enhance their specific 

objectives, perogati ves and areas of operation, and to prote<,t their posi

tion in the allocation of available fiscal resources. An exarrple of the 

latter is the perennial conflict between the major spending departrrents, 

such as those concerned with health and welfare, and those agencies that 

control the state I s budgetary processes, such as the Depa.rt:m:mt of Finance 

and Treasury Board. 

AmJng the rrost important areas of tension and conflict wi thin 

the canadian state system in the rrodern period has been that of federal

provincial relations. While there has been an increasing amJunt of insti

tutionalized intergovernrrental coordination, there has also been considerable 
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and continuing conflict over a wide range of social and economic policy, 

the distribution of fiscal resources and the constitutional division of 

power. 39 It will be seen that federal-provincial conflict aver taxation 

and fiscal policy, greatly exacerbated by the regional structure of the 

canadian economy, was a crucial factor in the debates over tax refonn. 

The significance of these elaborations is that the structure and inter

relationship of the complex of institutions that comprise the state are 

thernsel ves important factors in the dynamics of political conflict and 

policy formation. A range of conflicts and tensions within and between 

state apparatuses, different and at times competing paradigms and priori

ties of the various centres of policy-making, and organizational impera

ti ves and requirerrents wi thin the state system IIU..1St be analyzed. Craven 

sumnarizes this conception of the state as "a complex of institutions 

across which state power is distributed in a relatively flexible way and 

which may develop internally compelling vested interests and imperatives 

of their own. ,,40 This means that state power is shaped not only by the 

balance of political forces acting upon the state, but also by the articu

lation of the major institutions within the state and political system. 

The State and the Reproduction of Capitalism 

Like any other rrode of production, capitalist society is based 

upon production and for this to continue indefinitely the g61eral condi

tions of production IIU..1St be constantly renewed and extended. Capitalism 

IIU..1St therefore have institutional mechanisms for reproducing the forces 

and relations of production. The contemporary state plays a vital part 

in these processes. 4l The means of production are replenished and expan

ded primarily through the economic system; through the accurm.llation of 



43 

capital. 42 One of the primary thrusts of state activity is to facilitate 

and ensure a favourable overall environrrent for capital aCCUlrulation. 

M:Jre generally, the legal and juridicial systems of the state serve to 

guarantee and rationalize such fundarrental elerrents of the capitalist in

stitutional order as property, relations of wage-labour, the appropriation 

of surplus value, profit, the labour market and market relati ons in general . 

A further major elerrent of the forces of production is labour power; a wide 

range of state policy on education, health and family support is concerned 

with the provision of a trained and productive labour force. '!he social 

relations of production, relations which are inherently antagonistic and 

unequal, must also be reproduced; this is the focus of extensive state inter

vention designed to foster political and ideological consensus, maintain 

order and stability, and accommodate conflict. 'Ihrough means such as 

these, the state serves to reproduce not just antagonistic relations of 

production, but relations of class domination in their widest sense. 43 

The basic functions of the capitalist state will be delineated and 

categorized in tenns of these processes of reproduction. '!he concept of 

reproduction is a useful means of analyzing the role of the s -tate, but it 

must not be used in a rigid or detenninistic fashion. 'Ihe general func

tional requirerrents of the capitalist system are not the only force shaping 

state activity nor is the link between these wider structural imperatives 

and state policy automatic or inevitable. Within these qualifications, the 

functions of the state will be examined. '!he first, the acclUllulation func

tion, has to do with maintaining necessary and favourable conditions for 

the accumulation of capital. '!he second, the accorrm:xlation function, is 

concerned with the lirni tation and control of social conflict and the main-
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tenance of political stability and order. The role of the s t ate in this 

area is often separated into two specific components: legit imation is 

geared to fostering political and ideological consensus and (~rcion in-

vol ves the use of the repressive apparatuses of the state, the police and 

military, to ensure law and order . 44 

The Functions of the State 

The accumulation function involves a wide range of s1~te policies 

and prograIllIEs designed to sustain a favourable overall economic environ-

IreI1t for the profitable accumulation of capital. The state has played a 

crucial role in the economy from the very beginning of capitalist develop

IreI1t in Canada. 45 This has included providing or heavily subsidizing neces-

sary economic infrastructure, especially in transportation and carmn.mica-

tions, for staple exports and the expansion of markets and trade relations. 

A crucial element of Confederation was the establishment of a unified poli-

tical entity for national economic growth. The National Poli cy of the late 

nineteenth century subsidized this objective by stiImllating central Cana-

dian manufacturing industries and integrating the western hinterland into 

the national econany. There has been a quali tati ve expansion. in the nature 

and scope of state economic intervention in the conterrp::>rary stage of capi-

talist development; the role of the state in relation to capital accumula-

tion has shifted fram being basically facilitative to being increasingly 

46 
supportive and directive. The significance of state support of aCcumula-

tion during the period under study here is illustrated by the fact that 

from 1965 to 1972 federal governIrent . direct grants and incent.ives to indus-

try totalled $3.5 billion plus a further amount of apprOximately twice as 

Imlch in tax concessions. 47 In addition, state fiscal and m:metary policy 
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and regulatory activity increasingly attempt to guide the direction and 

tempo of economic developrrent. 

The second basic thrust of state activity is geared towards crea-

ting and maintaining conditions conducive to social stability and politi-

cal order . State efforts of legitimation seek to foster poli tical and 

ideological consensus and secure popular allegiance towards the existing 

institutional order. This activity has historically taken the fonn of 

judiciOUS refonn; such as the range of social and economic refonns ini

tiated by the state during the 1930's and 1940's.48 Unemplo~nnent insurance 

and other fonns of social security sought to arceliorate the harsher aspects 

of the capitalist econany and labour market. Their underlying goal was to 

forestall potential conflict that could arise fran the deteriorating rnate-

rial conditions faced by large numbers of people. Equally inp:>rtantly, 

these policies were a response to pressure fran labour and fcaTIer organiza-

tions and leftist and social democratic political groups. Ttrese concessions 
-

were designed to inhibit rrore militant opposition emerging within the sub-

ordinate classes. At an ideological level, such state reforms contribute 

to the overall legitimacy of the capitalist system by portraying its in-

equalities as being capable of correction within the existing order rather 

than as being inherent and inevitable. Such social intervention has 

evolved into relatively elaborate state support of mininrum standards of 

living arrong the population. The role of the state in areas such as educa-

tion, cultural support and public relations and infonnation (which in the 

contemporary period takes the fonn of massive governrrent advertising) and 

of institutions such as the mass rredia, centrist and conservative political 

parties, and religion all serve to shape a political culture that is 

broadly supportive of existing institutional arrangerrents. 49 
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The two functions of accumulation and legitimation should not be 

seen as exhaustive or precise; rather they are a rreans of categorizing a 

wide range of state activity and of relating it to the overall reproduc

tion of the institutional order of capitalist society. A further major 

category of state activity is "the use by the state of its monopoly over 

the legitimate use of force to maintain or impose social order." 50 Po

lice and military forces, for example, have played a major part in the 

control of labour conflict throughout the history of Canadian capitalism. 51 

Coercion and legitimation, however, should not be seen as separate func

tions. Rather they are interdependent rrechanisms and canpon(=nts of state 

intervention directed towards the same goal: the accamodation of con

flict. This state activity can only be understood in relation to the 

pervasive class inequality and antagonistic class relationships of capita

list society: "the intervention of the state is always and necessarily 

partisan: as a class state, it intervenes for the purpose of maintaining 

the existing system of danination, even where it intervenes to mitigate 

the harshness of that system of dcrnination. ,,52 

An additional function of the state is often identified: defined 

by Miliband as "the advancerrent, so far as possible, of what is held to 

be the 'national interest' in relation to external affairs - the inter

national function,,53 and by Altaver as "safeguarding the existence and 

expansion of total national capital on the capitalist world market. ,,54 

The role of the state in this regard can involve the prcrrotion of exports, 

negotiations on trade and the rnoverrent of capital/and diplomatic relations 

between national states. While there was sorce discussion of international 

tax treaties, such factors were of relatively little direct relevance 
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in the deliberations on tax refonn. The repressive apparatuses of the 

state also had little direct inpact on the process of tax ref onn. It 

was state intervention in relation to capital accumulation and the main

tenance of political consensus and stability that was of greatest signi

ficance in setting the context within which the conflict and debate over 

the reformulation of the tax structure took place. 

The welfare State 

The rn::x:lern fonn in which the functions of accumulation and accorn

rn::x:lation operate is the Keynesian welfare state. The qualitative expansion 

of state econc:mic intervention in the rn::x:lern period has been noted above. 

After the Second WOrld War, state economic intervention becaIIE orientated 

not simply towards the accumulation of capital and economic growth, but 

also to ensuring full employrrent. The underlying premises of Keynesian 

economic policy were fundarrentally political: the creation of full employ

ment was explicitly designed to prevent class conflict that ()Quld arise 

from the return of high unemployrrent and poor economic conditions (as had 

been the case after WOrld War I) and the achievement of general prosperity 

was seen to be crucial to the political incorporation of la1:x)ur and the 

maintenance of stability. 55 In addition, state activity in areas such as 

health, welfare and education provide a range of universal social services 

and a vari ety of inCarE security progranmes guarantee a rninirrum standard 

of living for all citizens. Expanded intervention in these areas was re

flected in growing state expenditure on social services in the post-war 

period. All advanced capitalist countries had similar trends of rising 

state expenditure as a share of total Gross National Product and riSing 

socialexpenditure as a proportion of total state spending. In the early 
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1970's, state expenditure on incorre maintenance, health and education in 

the Organization for Economic Cooperation and Development cotmtries aver

aged 18.1% of Gross Ibrestic Product. Although the level and carpositi on 

of social expenditure varied fran country to country, canada was no ex

ception to this general pattern; spending in these areas constituted 20 . 4% 

56 of G.D.P. 

Ian Gough has argued that these activities of the rrodern welfare 

state serve to rrodify and ensure the reproduction of labour p:Mer and the 

rna.intenance of the non-working population. While the functional require

ment of the capitalist economy for the requisite labour force is an impor

tant factor, such irrperati ves are mediated through the structure of the 

state and the actual development of the welfare state is shaped by a wide 

range of other political forces. 57 The rna.intenance of adequat~ levels of 

prosperity and employment is a crucial underpinning of political consensus . 

In addition, the particular shape and evolution of social policy has de

veloped in response to political conflict and organized pressure fran 

labour and other groups. In such ways, the various prograrmes of the wel-

fare state support the legi tirna.cy of the overall institutional order : 

through its willingness to initiate social reforms the state appears res

ponsi ve to public demands and the overall capitalist system appears to be 

one in which inequalities can be corrected and the interests of all groups 

can be hanroniously and fairly reconciled. The development of the welfare 

state has involved not just a range of specific policies and prograImes, 

but also the elaboration of a guiding ideological perspective. This en

tails a commitment by the state to redress pressing social problems, ame

liorate the inadequate rna.terial conditions of the poorer strata of the 
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population and reduce overall social inequality. 58 This is reinforced 

by the general ideology of liberal democracy with its emphasis upon fair

ness and equity as central values of the political system. While such 

progressive i deology reinforces the legi ti.rcacy of the state, it can also 

became an ilnportant constraint upon policy fonnation, as will be clearly 

seen in the case of taxation. 

Beyond the fonnal equality, political rights and universal services 

enjoyed by all citizens, the welfare state is inextricably entangled in 

the class contradictions that so fundamentally divide capitalist SOCiety. 

In providing social services the welfare state also enmeshes its clients 

in a tight web of bureaucratic and adrninistrati ve control. 59 The assump

tions and operation of state programmes do not recognize social problems 

as structurally based, but deal with their impact only on an individual 

level. Thus the unemployed, ill or elderly take their particular pro

blems to particular agencies of the state. People ImlSt deal with the 

state as fragrrented individuals rather than as rrernbers of groups sharing 

common problems and/or interests. 60 More specifically, it has been empha

sized here that the developrent of the ~lfare state has been clearly re

lated to class conflict. On the one hand, its developrent has been greatly 

shaped by political conflict, by the pressure and demands of contending 

class forces. On the other hand, reformist social and econanic policy con

tributes to the overall legitimacy of the state and capitalist system and 

can consequently help to contain and accamodate potential opposition. 

It is in these ways that the welfare . state contributes to the reproduction 

of the social relations of capitalist society. 
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Interrelation of State Functions 

The two basic state functions of acCUlTD..llation and accOI'PllDdation are 

clearly interdependent . Political stability is a prerequisit:e of the long-

tenn investIrent and planning necessary for the continued accumulation of 

capital. Similarly, sustained econanic growth is a very important factor 

in the promotion of political consensus and the avoidance of conflict . 

But there are also endemic tensions between these ~ functions. State po-

licy designed to maximize capital acCUlTD..llation could facilitate the increased 

exploitation and subordination of labour which could in turn lead to 

heightened conflict . For exanple, state efforts to regulate the labour 

market and industrial relations to enhance acCUlTD..llation could rreet with 

strong opposition from organized labour. 61 The wage and price controls of 

the 1970's, primarily designed to shift the distribution of the national 

incc:me to the benefit of capital and to redress the strong bargaining po-

sition enjoyed by labour through a period of relatively full employment, 

certainly did threaten the incorporation of labour into the existing struc-

62 ture of pwer. Conversely, reforms which sought to significantly redis-

tribute incorre and wealth and which touched upon the rights o:E property 

ownership could threaten the incentives and principles upon which invest-

rrent and acCUlTD..llation are based, or at least be perceived as such a threat 

by property owners. The tension between these functions is reflected in 

conflict over priori ties in the formulation of state policy; for exanple, 

c ornpeting goals of economic policy are the maximization of aggre<;Jate eco

nanic growth and the redistribution 6f the national incorre in a rrore equi t

able fashion . In addition, responsibility for these functional areas is 
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not distributed evenly across the various institutions of the state; 

witness the very different spheres of operation of those departments 

concerned with labour, health and welfare versus those involved with 

industry, trade and economic developrent. 'Ihis is an i.rrlfortant factor 

in the development of distinct and occasionally conflicting organiza

tional imperatives and policy perspectives of individual department and 

agencies and of the relative independence of these specific bodies within 

63 the overall state system. 

Such conflict between competing priori ties reflects the great 

complexity of state policy formation. One final qualification on the role 

of the state in this regard is necessary. While state policy may be di

rected towards such goals as accumulation and acccmrodation, its actual im

pact is by no rreans inevitable or totally predictable. A fundanental ra

tionale of state activity, for example, is the maintenance of satisfactory 

levels of economic grcwth, roth to foster the accumulation of capital and 

to underpin political consensus, but the success of state efforts in these 

areas and the actual course of econanic developrnent are governed by a 

range of national and international factors beyond its control. 'Ihis il

lustrates again that state policy and action cannot be simply derived fran 

the functional requirements of a capitalist econany; requirements, which 

in addition to everything else, are imperfectly understood by corporate 

and state administrators. How well these structural imperatives are arti-

culated; how well this is translated into achievable policy, which has to 

do also with roth the competence and organization of the state apparatus 

and the political viability of the policy options; and how effective the 
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1 ' 't' 11 t ' 64 resu tLng programmes are ln prac lce; are a open ques lOns. In addi-

tion, there can be considerable divergence between the stated goals of 

governrrent policy, which must be geared ta.vards securing popular support 

and electoral advantage and to prevailing ideological perspectives, and 

the realizable and concrete effect of the policy.65 

In conclusion, the key functions of the state playa vital role in 

the operation and reproduction of the capitalist system. But the actual 

developrent and impact of state intervention depends upon a range of other 

factors, including especially the balance of class forces. 66 
To understand 

this balance of forces and the way in which it shapes state acti vi ty, the 

representation of class and other interests within the state and political 

system must be analyzed. 

The State and the Representation of Class Interests67 

It has been emphasized that the COI'Cplex of state institutions pro-

vide not only means of intervention but also of political representation. 

Given the great impact of state intervention on virtually all sectors of 

society, there must be mechanisms whereby affected groups can take part in 

state policy fo:rmation. If the legitirracy and equity of the state and 

state intervention are to be accepted there must be means whereby its ef-

fect on group and class interests can be negotiated. More specifically, 

class interests are not confined solely to relations of production and the 

economic order, but also shape struggle between contending groups and in-

terests at the political level. It is largely within the state that this 

political struggle of competing socia:l and economic interests is centred. 
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Such political conflict can take place within the capitalist class. 

Economic competition between sectors of capital and their general subor

dination to market forces ensure that the most pressing imperatives upon 

individual capitalists are those of profitability and accumulation defined 

at a particularistic and immediate level. This makes it very difficult to 

articulate and organize the general interests of capital as a whole. The 

state has come to play a crucial role as a forum within which the general 

and long-term interests of capital and capital accumulation can be fornula

ted and the interests of specific capitals can be reconciled. 68 This media

tion and cc:rrprc:mise can be recognized even against the hesitation and occa

sionally explicit opposition of specific groups and fractions within ca

pital. An important precondition of this role of the state is its relative 

autonc:my from the control of any particular class grouping. This role of 

the state in securing the general interests of capital is not predetermined 

or automatic; competition between political organizations representing dif

ferent sectors of capital can have great influence in the actUal develop

rrent of state policy. 69 

Conflict between classes, especially that between labour and capital 

in advanced capitalist societies, is also reflected at the political level 

and within the state. It has been emphasized that Irn.lch state intervention 

is geared to the maintenance of political consensus and order and the acccm

modation and containrrent of such conflict. Part of this effort also in-

cludes the representation of competing class interests within the state in 

order that contending policy dercands 'can be negotiated and mediated and 

that immediate conflicts can be reconciled without serious threat to the 
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stability and survival of the existing institutional order. Sorre degree 

of representation of competing class interests and of state responsiveness 

to their demands is vi tal if the state is to forge popular allegiance to 

its policies and activity and belief in its role as guarantor of the pub

lic interest. It is in this sense that the state must address the concerns 

and interests of all classes, including subordinate classes. Here again, 

the relative autonomy of the state is crucial; for example, it may be 

essential for the state to speak to the demands of organized labour in 

order to facilitate the latter's political incorporation, but this can en

gender considerable business opposition. 70 In these ways, class conflict, 

both within and between classes, underlies the structure of representation 

within the state. 

If the discussion to this point has indicated why class forces are 

represented wi thin the contemporary state system, it rrust still be seen how 

this is accomplished. Hindess argues that there are three distinct aspects 

of representation: "the content of what is represented - class interests 

and the conflicts between them; the neans of representation - political 

apparatuses and institutions, etc., and the representation itself - the 

practices of definite political forces. ,,71 As to the content of represen

tation, there is no assumption here that the various class and social group

ings have a perfect understanding of their objective interests or of how to 

pursue them in the political sphere. Nor is it assurred that the represen

tatives of particular groups perfectly reflect the perspectives and inter

ests of the groups in question: " 'representation' is not an expressive 

relationship in which representer and represented are related in a manner 
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that guarantees the accurate representation of the views or interests 

72 of the represented." 

The means of representation-political organizations and the in

sti tutions of the state-IlU.lSt be understood in the context of the liberal 

derrocratic political system. The formal representation of interests within 

the derrocratic state takes place through party catq?eti tion and the partici

pation of all citizens in electing the government . The rrediation of con

tending interests takes place through electoral Catq?etition and through 

negotiations and carpranises in the legislature between representatives of 

the different interests. Thus, the New Derrocratic Party, closely linked 

with labour organizationally and seeing itself as the representative of the 

less privileged groups rrore generally, can press the government to adopt 

socially progressive policy. By contrast, the Liberal and Progressive 

Cbnservative parties are closely related to business and tend to reflect 

its .general perspective. But such parties must also be sensitive to their 

electoral constituency, to the groups who vote for them. In the context of 

Catq?etitive party derrocracy, all parties must appear responsive to the con

cerns and interests of the public at large. 73 Such derrocratic representa

tion is also of great importance ideologically: the formal equality and 

rights of participation of all citizens obscure more fundamental structured 

social and econanic inequality and the apparent role of the state as the 

guardian of the public interest obscures its significance as an institu

tion of political danination. 74 In fact, the actual representation of com

peting class interests is far more limited than formal derrocratic institu

tions would suggest. 
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In the first place, political representation is greatly influen

ced by the basic nature of the state. As Jessop argues: "even though 

the state has been defined in institutional terms rather than as a sub

ject capable of exercising power, this should not be interpreted as an 

argument that the state is a neutral instrurrEnt that can be used with 

equal facility and equal effectiveness by all classes and social forces 

regardless of their location in the social formation or their political 

goals. For the institutional structure of the state has unequal and as

symmetrical effects on the ability of different social forces to realize 

their interests through political struggle. ,,75 It is in these terms that 

the state Im.lSt be seen as a system of political domination, as institutions 

that serve to reinforce and reproduce existing structures of power and 

class domination, rather than as the neutral agency emphasized by plura

list and liberal political science. In addition, the forms of political 

representation have been much affected by develofX'lEIlts wi thin the structure 

of the state; especially the centralization of power within the executive 

apparatuses at the expense of parliament and the errerging trend of corpo

ratist modes of representation. 

The actual processes and dynamics of representation within the 

state and political conflict are highly canplex. It has been emphasized 

here that there is no autaratic or detenninistic connection between class 

and other social and economic interests and political representation. 

Haw the various classes and other groups are constituted and organized as 

political forces, and haw influential and effective their representation 

within the state is, are very much open questions. However, it is very 
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clear that it is the capitalist class that constitutes the dominant orga

nized r:olitical force within the structure of power in Canada. 76 During 

the period of this study, the corr:orate sector provided the bulk of the 

financing of the major r:olitical parties and was closely linked to their 

leadership . There was extensive routine contact between state officials 

and representatives of individual finns or business associations . This 

highly organized corr:orate lobby could exert massive pressure on the go

VerI1lIE1t over particular issues. There was also increasing direct parti

cipati on of corr:orate representatives in state r:olicy deliberations and 

administration in a variety of bodies such as the Economic Council of 

Canada and departItEntal advisory cornni ttees . As well as this direct orga

tion of capital as an interest group there are imp:>rtant structural con

straints, such as the need to maintain business confidence in order to 

induce the investrrent essential to sustained economic growth, from both 

wi thin the state and the wider economic order of capitalism, that ensure 

that capitalist interests are taken into account wi thin the state. 

By contrast, the representation of other class interests within 

the state is highly unequal. Access to seats of power within the state 

and participation in r:olicy development for competing forces such as or

ganized labour is far nore limited. No other organized interest group 

comnands the economic resources of capital, is as well cormected organi

zationally to the major r:olitical parties and state apparatuses, and is 

able to exert such massive pressure ur:on the state. While the impact of 

r:olitical representation and conflict ur:on state r:olicy and intervention 

is always the result of the balance of forces at particular conjunctures, 

capital is by far the nost J'?C"M9rful r:oli tical force. 
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State Policy Formation 

The crucial question, both for the theory of the state and the 

concrete analysis of any issue of state policy, is the manner in which 

the capitalist nature of the state and the overail political domination 

of capital are translated into actual state policy. State policy cannot 

be reduced siIrpl y to a direct reflection of the institutional structure 

and functional demands of a capitalist econany. Similarly, the political 

power of capital and the representation of its interests within the state 

is clearly not absolute and does not detennine policy output . The organized 

activity of a range of other 'classes and social categories IIUlSt also be 

taken into account. The focus of analysis here will always be upon the 

balance of political forces and institutional factors that shape the deve

loprent of policy. 

The basic institutional structure of capitalist society and the 

key functions of the state discussed above are critical elerrents of the 

context for state policy formation. The analysis of tax refonn will il

lustrate the way in which these factors influence and constrain the para

meters of state policy. For exarrple, tax refonn was never contemplated 

that would significantly alter or challenge the underlying institutional 

order of the capitalist econany. The taxation of property and wealth 

could not be allowed to becorre so burdensome as to threaten traditional 

incentives for investment and accumulation. 77 The possibilities of tax 

refonn were also limited by the underlying functions of the state. What

ever the nature and scope of the tax . changes to be adopted, they could not 

be allowed to retard or distort investment or hinder the accumulation of 
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capital. This was the basis of perennial pressure for tax concessions 

and incentives to stimulate investrrent. On the other hand, progressive 

taxation had long been seen as an essential element of the modern welfare 

state and its political and ideological conmi. trrent to improving social 

equality . Tax changes could not appear to favour unduly the nore privi

leged strata or to simply reproduce a system that was unfair. This re

sulted in considerable pressure for progressive refonn, expecially in the 

context of the expanding social welfare progrart1['[Es of the 1960 I s and. the 

governrrent I S oftstated goal of redistributing the national incone . 78 These 

functional imperatives were reflected in very different priorities for re

fonn and. assumptions about the nature of the tax system. Tension between 

these competing priorities was a crucial factor throughout the debates and 

deliberations on . tax refonn. 

Within these constraints, the central focus of this study is upon 

the way in which class and. group interests were represented within the po-

licy process on tax refonn. This analysis revolves around a number of re

curring questions. First of all, how clearly and how effectively were 

underlying social interests represented at the political level by a variety 

of corporate, labour, professional and. other organizations? How were these 

organizations and interests nobilized in the political debates and conflict 

over tax refonn? M:)re specifically, how were the implications of the exis

ting tax structure and the various refonn alternatives for class and group 

interests recognized and understood? On this basis, how then did the major 

organizations involved develop their 'policy on the direction of refonn and 

articulate their strategy on how to pursue their interests wi thin state 
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deliberations? It will be abundantly clear that there is no automatic 

link between objective class and group interests and the policies for

mulated and strategy adopted by the various representative political or

ganizations. By what mechanisms were these policy alternatives presented 

to the state and what was the nature of political competition over the 

issue of tax reform? Finally, what was the relative influence of the key 

contending groups and policy perspectives; how was the elaboration of 

state taxation policy related to the demands and activity of the major or

ganized interests. 

In surrmary then, the develoFfClE!I1t of state policy is shaped by the 

structural requirements and inperati ves of a capitalist political economy 

as rrediated by the structure of the state and its overall policy franework, 

and by the balance of political forces at work in particular conjunctures. 79 

'llie precise ways in which these various factors are combined and interrelated 

can vary a great deal fran period to period and issue to issue. This means 

that the dynamics of political conflict and debate over central issues of 

state policy is highly corrplicated and that its outcare is in no sense pre

determined or inevitable. This speaks to the need for concrete case studies 

of state policy formation to capture the corrplexities of these processes 

and illustrate the wider forces at work wi thin them. 80 The usefulness of 

this particular case study of the politics of tax reform is discussed in 

the next section. 



61 

IV. The Politics of Tax Refonn as a Case Study 

The preceding section has emphasized the complex of political for

ces and institutional factors that shape the development of state policy 

and intervention. A prine advantage of case studies such as this is their 

ability to analyze this complexity at a detailed and concrete level. But 

case studies have important liroi tations i conclusions on the politics of tax 

refonn cannot be automatically generalized to the processes of state policy 

formation in general or to conflict and debate over all issues of state so

cial and economic policy. Nor does this particular project seek to elabo

rate a general theory of the capitalist state. At the sane tine, however, 

case studies should not be done in isolation; their concrete focus ImlSt be 

used to illustrate wider facets of the state and to anplify analytical prin

ciples in these areas. This section further specifies the structure of this 

case study and indicates how its data and analysis are related to rrore gene

ral issues in the analysis of the state and political power. 

Taxation and the overall fiscal system are very important elements 

of state economic policy and intervention and their restructuring conse

quently becane a central political issue. This analysis focuses upon the 

refonn of the overall federal tax system. Thus the concern here is for the 

development of macro policy on the basic structure and frClIIle'NOrk of taxa

tion, not short-tenn or micro-level adjusbrents of fiscal, rronetary or 

budgetary policy. This analysis is also confined to the federal level i 

federal-provincial fiscal relations were always important and the major 

provincial governrrents were prominent forces in the conflict and debate 

over refonn, but the specific structure of provincial taxation and the con

temporaneous refonn efforts underway in several provinces are not examined 
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here. The great significance of tax refo~1m as a policy issue lies in its 

close relation to the basic functions of state intervention. Fiscal and 

taxation policy are always central components of state econanic policy; 

of the wide range of policies and programmes designed to establish a fa-

vourable overall economic environment and to facilitate the accumulation 

of capital. As a result, one of the key goals of taxation is the stinn.l-

lation of economic growth. At the sane ti.rre, the structure of taxation 

is closely related to the state I s function of legitimation. Fair taxation 

is an important part of the whole ideology of the rrodern welfare state 

with its conrni tment to equity and social justice and progressive taxa

tion is seen to be a crucial xrechanism in reducing social inequality. 81 

The reformulation of such a crucial area of state policy can re-

veal I!U.lch of the process of policy fOl:rnation in general. It is important 

to distinguish two different levels of state policy develq:rrent. 82 The 

first involves increxrental technical or small-scale alterations to exis-

ling legislation or policy programmes. SUch adjustments are very I!U.lch an 

ongoing process within the state. 83 The second level, which consists of 

the developtent of totally new policy or" as is the case here, the large-

scale reforIrulation or revision of existing policy is a very different 

matter. It can involve explicit efforts to rationalize the existing policy 

structure and adapt it to changing conditions or elaborate totally new 

policies for new situations. Such developrrents can set the basic frane-

work for key areas of state policy and activity for many years to come. 

Given this significance, there can be considerable conflict over how best 

to proceed with such policy formulation and over the impact of the various 
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alternatives upon concrete social and economic interests. 

The massive overhaul of the federal tax system attempted in the 

1960's and early 1970's clearly falls within this latter category of 

large-scale policy reform. But there is also a second sense of state re

form: the elaboration of policy and programmes designed to reduce struc

tured inequality or arreliorate social problems. This can involve the 

differential allocation of state benefits, the many social security pro

grammes of the modern welfare state, and efforts to redistribute wealth 

and income. Since the existing distribution of resources is so central 

to the material conditions of all members of society such reform neces

sarily becomes highly contentious. This was very clear in the case of 

tax reform; the various class and social groupings have very different 

interests in terms of the distribution of the overall tax burden and its 

effect on the distribution of income, and this led to the development of 

conflicting perspectives and strategies on the scope of tax reform. 

The structure and incidence of taxation affect the economic 

interests of all members of society. The impact of the existing struc

ture and of the various proposals for change on specific social classes 

and groups can be fairly precisely determined and their implications 

for class interests can be clearly identified. For example, any improve

ment of the overall progressiveness of the tax system would benefit low

income categories whose rate of taxation would decrease and result in a 

corresponding increase in the burden of more affluent taxpayers. With 

this identification of the implications of reform proposals for class and 

group interests, the relationship between these interests and the acti-
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tivity and conflict of key political organizations in subsequent deli

berations can then be explored . To clarify this analysis the structure 

and cOI11p)sition of taxation must be further specified. 'Thus, while the 

structure of personal income taxation affects virtually all income ear

ners, the levels of estate and capital gains taxation are directly rele

vant only for those advantaged strata who own sufficient wealth for its 

inheritance and aggregation to be problematic. More generally, it will 

be seen that the taxation of income from employment and from the owner

ship of property is very different . In the latter case, the effect of 

taxation on the generation and transmission of wealth is not only cru

cial to the interests of the capitalist class and other wealthy strata, 

but is a key element of the overall process of capital accumulation, a 

process which is itself at the core of the growth and reproduction of 

a capitalist economy . 

Upon the publication of the Report of the Royal Corrunission on 

Taxation in 1969 , the government called for the widest possible public 

debate on tax reform and stressed that its conclusions would be greatly 

influenced by this public response. With this official encouragement 

and because the structure of taxation affects all social and economic 

interests so directly, a wide range of business, labour, professional 

and other organizations took part in the formal deliberations on tax re

form. 'This makes tax reform an excellent case study of the nature and 

limits of public participation in state policy development and politi

cal competition over central policy issues . Within these debates, the 

policies, demands and perspectives on reform of major organizations 
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tended to be well articulated and formulated. Because these views were 

presented in formal briefs to the government at a number of junctures, 

the positions of the various competing interests can be well documented 

throughout this period . 

Because tax reform involved such a crucial component of state 

social and economic policy and intervention, and the structure of taxa

tion and the changes eventually adopted would have such a clear and sig

nigicant impact on all class interests , tax reform provides a good case 

study of political representation and conflict within state policy forma

tion. It will be seen that public participation and competition in the 

debates over tax reform was highly unequal. Major corporarions and indus

try and trade associations were the predOminant force in these debates. 

The tax structure in general is of great significance to the corporate 

economy and the capitalist class. ~Dre specifically, the recommended 

progressive reforms were seen by business to be a severe threat to eco

nomic growth and stability and to their class interests. This led to 

the massive mobilization and organization of business pressure against 

reform proposals to which they were opposed. Tax reform therefore also 

illustrates corporate power in action; the capitalist class as an organ

ized political force. 

A further advantage of this study is that the outcome of the po

licy process can be clearl y docurrented . As outlined in the introduction, 

the reform of the tax system proceeded by means of a number of separate 

junctures, at each of which shifts in policy can be clearly charted. These 

policy developments can then be analyzed in two directions. First of all, 

their impact on class and social interests can be evaluated; for example, 
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an alteration of policy that would lessen the impact of estate taxation 

would be of benefit to major property owners. Secondly, the evolution 

of government policy can be compared to the demands and perspectives of 

the various competing organized interests; if business had been strongly 

demanding the reduction of estate taxation a policy change in this di

rection can be taken as some indication of their influence. This divi-

sion of the overall process into segmented stages through which the ela

boration of reform policy can be followed , and the available documenta

tion of the impact of taxation on class interests and of competing policy 

perspectives and political activity, facilitate the evaluation of the 

relative ability of contending groups to protect amd promote their inter

ests during the reform process. This is a good test case then of the 

relative power of the major class forces within the state . 

The empirical analysis of this case study can also speak to major 

theoretical debates within political sociology on the relationship bet

ween class, class interests and state power. Among the preeminent per

spectives has been the liberal or pluralist model of politics . 84 It 

argues that power in contemporary SOCiety is diffused, that public policy 

is the result of the interplay and competition of a range of interests, 

and that the state is a neutral arbiter and mediator among rival groups. 

This study of the relation between state power and class interests and of 

the nature of political competition and conflict can evaluate these themes. 

By contrast, the elitist perspective stresses the concentration of power 

within the major institutional spheres and the dominant power of small 

groups holding positions of authority within these institutional hierarchies. 85 
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The dynamics of power is greatly influenced by the interrelation and coor

dination of these elite categories . The development of state economic 

policy in this area can illustrate the institutional relationship between 

the state and the economy, the range of interests and imperatives that 

shape the policy process and the role of powerful institutional elite 

groups. There are also important debates within Marxian analysis of the 

state: the instrumentalist approach tends to emphasize direct links bet

ween the corporate sector and the state and state personnel whereas the 

structuralist perspective stresses the wider structural constraints and 

requirements imposed by a capitalist economy . This analysis will demons

trate that both types of factors are key and in fact interdependent within 

the balance of forces that shape the role of the contemporary state. The 

conclusions of this study will suggest a number of ways in which the in

strumentalist and structuralist perspectives can be integrated. 

v. Conclusions 

The goal of thi s chapter has been to set out the overall analytical 

framework within which this study of the politics of tax reform will be 

conducted . A number of issues introduced here will be amplified in the 

next three chapters. The system of class divisions and class relations 

and the dimensions of structured social and economic inequality are exami

ned next . This is a prelude to exploring the inter relationship between 

class and group interests, political conflict and organization, and the 

development of taxation policy. The political representation of key so

cial and economic interests within the state in general and policy forma

tion in particular is discussed in Chapter 3. The political economy of 

state finances and fiscal policy and the historical development of 
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structure of taxation prior to reform are outlined in Chapter 4. 
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Chapter 2 Class and Class Interests in Canadian Society 

I. Introduction 

This chapter outlines the structure of class and class interests 

in Canada during the period in which the debates on tax reform took place 

from the early 1960's through the 1970's. The purpose here will not be 

to establish a static picture of the class structure at a particular point 

in time, but rather to examine the central patterns and developing trends 

within the class system throughout this period. The following discussion, 

however, does not attempt to provide a comprehensive analysis of the Cana

dian class system, but has three more limited goals. First of all , the 

basic class divisions and relationships within Canadian society will be 

outlined. This will facilitate the identification of the key "actors" in 

this case study; of the social and economic basis of the various groups 

and organizations involved in the deliberations and conflict over tax re

form. Secondly, the permanent and inherent conflicts of interest within 

the fundamental class relationships will be detailed. Power has been de

fined in terms of the realization of the objective interests of social 

classes and groups and these interests must be identified. More generally, 

class interests are one of the key forces shaping political conflict and 

activity. Third and finally, the pervasive inequality of condition, the 

highly unequal distribution of wealth and incorre, will be docwrentcd. 

This allows a further specification of class and group interests vis-a-vis 

state fiscal policy, the tax structure and the various proposals for their 

74 



75 

restructuring. The incidence of taxation, for example, can be related 

to the position of social groups within the hierarchical distribution 

of incorre. 

The preceeding chapter outlined the basic frarrework for class 

analysis. Classes were defined as large groups of people who occupy com

mon positions within the overall system of production and economic order 

in terms of relation to the rreans of production, location wi thin the 

social division of labour and position within hierarchies of control 

within the organization of the process of production. It must also be 

emphasized again that class involves not just structural dimensions and 

positions, but also a system of social, political and economic relations 

between classes, of which relations of production and employrrent are the 

most crucial to the dynamics of society. The structure of economic po

wer and the nature of the capitalist class in which dominant economic 

power is concentrated will be examined first. This discussion will be 

relatively extensive for two reasons. First of all, a clear grasp of eco

nomic power is essential to the analysis of a central question of political 

sociology and of this study in particular: the relationship between the 

state and the economy, between economic and state power. Secondly, the 

capitalist class was the most important organized political force in the 

tax reform process and it is consequently vital to understand its struc

ture and basis. The p8sition of small and rredium business and managerial 

personnel wi thin the economy is discussed in the third section. The next 

focuses up8n the social position of professional and other middle class 

categories. The fifth section is concerned with the structure of the wor-
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king class. The final part of this chapter synthesizes material on the 

fundamental class relationships and structured inequality of condition 

of the Canadian class system. 

II. The Capitalist Class and Economic Power 

Dominant Corporations and the Structure of the Economy 

One of the rrost significant features of the structure of the Cana

dian economy has been the continuing concentration of production in a small 

number of major corporations. In 1971, 291 firms (0.125% of all firms) 

controlled 58% of all corporate assets and earned 39% of total profits. 

A small number of corporations played the predominant role in the rrost 

important sectors of the economy. In the mining industry, 34 companies 

(less than 1% of the total) controlled 55% of assets arrd amassed 73% of 

profits before taxes. Eighty-three manufacturing firms (0.375% of the 

total) held 45.6% of assets and received 43.2% of profits before taxes. l 

Concentration was particularly marked within the rrost productive, tech

nologically advanced and capital intensive industries; in 1972, the pro

portion of the total value of shipments accounted for by the top four en

terprises in each industry was 97% in tobacco products, 96% in distille

ries, 78% in iron and steel mills, 79% in smelting and refining, and 

74% in petroleum refining. 2 Similar patterns were evident in the key 

branches of the financial sector: the five largest banks account for 

93% of total banking assets and the five largest insurance companies 

have 63% of the assets in their field. 3 The concentration of produc-

tion in these major corporations has tended to increase in the period 

from the end of World War II to 1965. 4 Later data indicate a continua

tion of these trends: the largest 100 enterprises accounted for 45.2% 
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of the total value of manufacturing shipments in 1965 and 47.0% in 

1972. 5 Collectively, it is this small group of large corporations that 

dominate the Canadian economy. 

On the basis of patterns of concentration of assets and sales, 

Clement identified 113 major corporations which dominate the vital sectors 

of the Canadian economy. For example, corporations designated as domi-

nant controlled 90% of assets in the banking sector, 86% in life insur-

ance, 90% in transportation, 56% in metal mining and well over 50% in most 

manufacturing industries. Continuing mergers and acquisitions had resul-

ted in the increasing consolidation of the group of dominant corporations 

6 in comparison to Porter's similar study for the early 1950's. The small 

number of dominant corporations that controlled the bulk of economic acti-

vity in key sectors , were able to decisively influence their markets, out-

put and prices, and shaped the overall tempo of economic development. 

These corporations were not only large, but also vertically integrated, 

diversified and multinational in operations and investment. Extensive 

patterns of intercorporate ownership further heightened the concentrated 

character of the Canadian economy. Clement's listing of the dominant cor-

porations in Canada contains numerous major enterprises that were par

tiallyowned or controlled by other dominant corporations. 7 Key examples 

of this are the powerful conglomerates that control important corpora-

tions operating in diverse sections of the economy: among the rrost im-

portant such firms controlled by Power Corporation in the early 1970's 

were Consolidated-Bathurst, Canada Steamship Lines, Imperial and Great-

West Life insurance companies, Laurentide Financial Corporation, Montreal 

Trust, the Investors Group and various media companies;8 as well as its 
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transportation interests, Canadian Pacific controlled Cominco and other 

mining operations, Algoma Steel, pulp and paper production, property de

velopment and a valuable investment portfolio in other major companiesi 9 

and Argus Corporation controlled "industrial and comrercial assets worth 

$2 billion, including Dominion Stores, Massey-Ferguson, Hollinger Mines, 

Domtar and Standard Broadcasting. ,,10 In addition, several major Canadian 

corporations may be the subsidiaries of a single multinational corporation. ll 

As a result of these patterns, the small number of dominant corporations 

actually constituted even fewer centres of decisive power. As will be dis-

cussed below, these corporations were also extensively interconnected by 

patterns of interlocking directorates and other institutional relationships. 

It is this small number of large corporations that are the decisive units 

of production in the Canadian economy. It is upon control of these major 

. . t t ' th t . . ba ed 12 lnstl u lOns a econOffilC power lS s . 

Capi tal and the Structure of Control 

The ownership and control of the crucial economic institutions 

were highly concentrated. In 1968, the top 1% of all incorre earners owned 

42% of all shares and the top 10% held 72%. (See Table 2-1) Within this 

group, a wealthy core of prominent individuals and families have immense 

holdings: "1311 wealthy individuals owned arrong them $1,156,540,000 in 

shares, or about 9% of all shares held in Canada. ,,13 Other forms of cor-

porate wealth, such as bonds, preferred shares and debentures, show simi-

lar patterns of distribution: in 1970 the wealthiest 10% of families 

owned 69.1% of all financial assets such as deposits, cash, bonds, stocks 

14 and rrortages. (See Table 2-2) Newman details the fortunes of these strata 
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in the 1970's: he identified 19 family groups or men with assets of 

$100 million or more, 29 worth at least $50 million and over 100 indi-

viduals or families who owned at least $20 million. The consolidation 

of this ownership in large blocs of shares, holding and investment com-

panies, family trusts and foundations not only camouflage its extent , 

15 but allows the easy organization of this capital for purposes of control. 

The highly concentrated ownership of the small class of wealthy capita

lists is sufficient to ensure control of the major corporations. 16 

Representing the groups that awn decisive holdings in the domi-

nant corporations and controlling the overall operations of these corpora-

tions are their boards of directors. The directors playa number of impor-

tant roles in corporate affairs: 17 they may be significant shareholders 

or senior executives of the firm, they can represent the interests of 

major owners and they connect the corporation to other key enterprises. 

It is in the boards of directors that major corporate policy is developed, 

financing arranged, key decisions made, managerial administration supervi-

sed and the parameters within which the corporation operates are determi

ned. 18 Collectively the directors of the major corporations yield enor-

19 mous power in the canadian economy. Clement designated all those indi-

viduals who were directors of the corporations which he listed as dominant 

as rrernbers of the corporate elite: in 1972, this elite was comprised of 

946 individuals resident in Canada who held 1454 directorates in the domi-

t t " 20 nan corpora lons. Clement goes on to define this corporate elite as 

"the most powerful fraction of the capitalist class; it is the groups who 

own, control and manage the largest corporations in canada. ,,21 A positi-
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onal elite such as that delineated by Clement must not, however, be seen 

22 as a specific class fraction, but rather as an empirical category. 

This category can be seen as the operating arm of the capitalist class 

wh h Id tr II ' hi f th ' t' 23 o 0 con 0 lng owners poe maJor corpora lons. But this 

elite category also includes directors who are senior executives or ad-

visers, especially lawyers, and who do not have significant ownership in 

their own right. Available evidence supports the assumption that this 

category is representative of the key social and institutional character-

istics of the highest levels of the capitalist class in Canada. 

The actual structure of corporate power is even rrore highly con-

centrated. The central position and immense power of a small group of 

top directors centred on the major financial institutions has been con

sistently noted. 24 Newman argued that the directors of the largest banks 

25 are the predominant power in the economy. Clement I s analysis of the 

corporate elite confirms these patterns. Following a long tradition of 

Canadian social analysis, he delineated the one hundred rrost powerful indi-

viduals (about 10% of the total), defined in terms of key executive posi-

tions in the rrost significant corporations and the number of dominant di-

rectorates held, who accounted for 342 directorated in dominant corpora-

tions (24% of the total held by Canadian residents) and 28% and 25% res-

pectively of the bank and insurance company directorships. Within the 

corporate elite, 267 men (34.5% of those resident in Canada) each held 

directorships in rrore than one dominant corporation and "in 1972, account 

for 53.8% of all dominant directorships held by Canadian residents, 58.6% 

of all insurance directorships included and 68.3% of the directorships in 

the five key banks." The number and scope of positions held by these 
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multiple directorship holders had increased in comparison with a similar 

group examined by Porter in 1951. There is considerable overlap between 

these two categories and the resulting group of 282 individuals represents 

a tremendous concentration of power. The large number of directorships 

held by this select group provides them with extensive contacts through

out the corporate world and reflects their recognition as men of power 

and substance by other corporate leaders. 26 This data clearly outlines 

the small but extremely powerful core group within the capitalist class 

centred upon the major financial institutions. The power of this group 

rests upon their control of the largest sources of allocative capital and 

their central position in the intricate web of interconnections that bind 

together the corporate economy. In exercising its power, the core group 

plays a critical role in shaping the direction of the Canadian economy. 

Institutional Integration of the Corporate Economy 

The structure of economic power is highly interconnected. A com

plex and extensive web of interlocking directorships links major corpora

tions from the various sectors of the economy. Clement emphasizes the im

portance of these bonds as "concrete expressions of social and economic net

works, indicating cOlTllIDn commitrrents and shared relationships.,,27 These 

connections are extremely pervasive among the most important corporations 

from all branches of the economy: in 1972, Clement found 1848 interlocking 

directorates between the 113 dominant corporations and widespread ties bet

ween these enterprises and other prominent corporations from less concen

trated sectors. However, the densest interlocking occurs among the major 

sources of capital, the dominant banks and insurance companies. These 

institutions are closely interlocked and are the nucleus of intricate pat-
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terns of interconnection between the financial and other sectors. This 

reflects a stable and reciprocal relationship with their corporate cli-

ents; access to capital is facilitated for the large corporations and sub-

t t ' 1 b' , ed f th f ' ' 1' t' t t ' 28 s an la USlness lS ensur or e lnanCla lns 1 u lons. Closely 

interlocked with the leading financial companies are the most prominent 

Canadian - controlled corporations from other fields. These closely re-

lated industrial and financial corporations are the central institutions of 

Canadian capital and the tightly interconnected group that control them are 

the powerful core of the Canadian capitalist class discussed above. The 

historical continuity and stability of Canadian capital has been based 

th t 1 f th ' t't t ' 29 upon e con ro 0 ese core lns 1 u lons. The major Canadian control-

led corporations, industrial and especially financial, are also extensively 

interlocked with foreign controlled corporations. The structure of inter-

connection between the major corporations has become more pronounced since 

1951; interlocking directorates between the banks and insurance companies, 

and between the financial institutions and other dominant corporations have 

be t 
' 30 come more ex enSlve. Other institutional relationships, such as joint 

ventures, formal understandings between firms on the division of markets 

and production levels and intercorporate ownership, reinforce the dense 

pattern of interlocking directorates. 

A variety of crucial industry and trade associations bring toget-

her leading representatives of the most powerful corporations. General 

organizations such as the Canadian Chamber of Commerce and local or regio-

nal chambers or boards of trade claim to speak for the business community 

as a whole. The Canadian Manufacturers' Association draws its membership 

from all branches of secondary industry. There are also a large number of 
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bodies such as the Canadian Bankers' Association and the Canadian Petro

leum Association which represent specific sectors of production and cir

culation . Such organizations are very important in developing common 

policy among the major enterprises in the leading industrial sectors and 

in representing the industry in the political sphere. Influential members 

of the business community also participate in a number of policy-making 

institutions; preeminent during this period was the Private Planning Asso

ciation of Canada and its specialized sub-committees. The P. P.A.C., 

Conference Board and similar organizations carry out research and analysis 

of central political and economic problems . They provide forums where 

corporate leaders can discuss important policy issues. The deliberations 

and conclusions of these corporate policy-making bodies have great in

fluence in government circles . 

The significance of the industry and trade associations and policy 

making institutions discussed here is that the major corporations and the 

class who own and control them are highly organized. The next chapter will 

explore the links between the capitalist class and the various corporate 

organizations and the state. More specifically, it will be seen that or

ganizations such as those noted above were influential in representing 

corporate interests in the debate on tax reform. The predominant role that 

corporate forces come to play in the process of tax reform was facilitated 

by the highly organized character of the structure of economic power . 

The more extensive interlocking within the major Canadian corpora

tions and the increased importance of those who hold directorates in more 

than one dominant corporation indicates that the structure of control had 
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become even more highly interconnected. The increasing concentration of 

production and ongoing mergers and acquisitions among the major corpora-

tions discussed earlier also represented a further consolidation of the 

concentrated power of the top capitalists who control the dominant corpo-

rations. This institutional integration is both reflected and reinforced 

by important social characteristics of the capitalist class. 

The Social Integration of the capitalist Class 

In all respects, the wealthiest and most powerful strata of the 

capitalist class constituted an extremely homogeneous social group . The 

first dimension in which the social character of the capitalist class can 

be examined is the class origin of those holding key corporate positions. 

Clement's analysis of the economic elite demonstrates conclusively that 

the higher circles of corporate power are drawn overwhelmingly from the 

more advantaged strata of the class structure. He defines upper class 

origin as having fathers or uncles in the economic elite , fathers in the 

political or bureaucratic elites, fathers in substantial businesses or 

fathers-in-law who held elite positions. In 1972, 46.8% of the corporate 

elite fell into this category. Clement assumes that education at the small 

number of exclusive private schools is a further indicator of upper class 

origin. Adding to the previous category those who attended such schools 

yields a proportion of 59.4% of the elite of upper class origin. More corn-

plete information and coverage in the most recent study of the corporate 

elite increases the proportion of the elite of upper class origin to 60.9%.32 

Clement perceives the upper class in fairly broad terms; it includes not 

just the directors of the dominant corporations , but the entire capita-
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list class and its families plus members of the state elite and their 

families. 33 Conceived in this fashion, the upper class comprises no 

more than 1-2% of the population and is consequently highly overrepre

sented in the current corporate elite. Defining middle class origin in 

terms of university attendance or father's managerial or professional 

occupation, and adding this group to the previous categories, yields a 

total of 94.2% of the current elite who originated in the upper or middle 

classes. The remainder of the canadian class structure (approximately 

85% of the population) was severely under-represented, contributing only 

5.8% of elite positions. 34 

Inequality of access to top corporate positions had in fact been 

considerably heightened. In comparing his data to that of Porter for 

1951, Clement found that the proportion of the corporate elite of upper 

class origin had increased significantly and that those of working class 

background had substantially declined. He concluded that "every indicator 

shows that the current elite is of higher class origin than twenty years 

ago. The class structure of canadian society has tightened in terms of 

gaining access into the economic elite." This trend was particularly mar

ked for the most powerful core group of multiple directorate holders. 35 

The increasingly restricted nature of mobility to positions of economic 

power represents a further consolidation of the cohesive character of the 

capitalist class and highlights its continuity and stability. A solid 

core of capitalist families are able to transmit their wealth and power 

to their children and perpetuate their privileged position in the canadian 

class system. 
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Important aspects of the social background of top corporate 

directors reinforce this homogeneity. The great majority were Anglo

Saxon and Protestant, those born in central Canada were over-represented, 

over 85% of the corporate elite had university degrees, almost all were 

male and they shared very similar career patterns. Education at a small 

number of eli te private schools is also a vital aspect of upper class 

background; 41% of the current corporate elite had been at such schools, 

a higher proportion than in 1951. 36 These schools playa central role in 

shaping the character of the upper class young; they transmit common tra

ditions and impart appropriate values and attitudes. By providing common 

experiences and developing friendships the private schools creat e Umportant 

avenues of interconnection within the capitalist class. Private school 

attendance is simply one component of broadly similar patterns of sociali

zation and early experience for the children of the upper class which en

compass family background, leisure activities and growing up in comparable 

expensive residential communities. 

The similar social background of those who hold key corporate po

sitions is reflected and reinforced by patterns of interaction and inte

gration in the social milieux of the capitalist class. 37 The friendships 

and contacts originating in exclusive schooling and early experience are 

maintained and consolidated by a further crucial institution of the upper 

class - the private men's clubs to which over one-half of the 1972 corpo

rate elite belong. 38 The high proportion of their membership drawn from 

the wealthy and powerful strata of society make the private clubs important 

mechanisms in fostering the continuity of the upper class. The clubs also 
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function to absorb acceptable and properly socialized individuals from 

outside the upper class; membership in the exclusive clubs is symbolic 

of acceptance within the highest social and economic circles. The men's 

clubs provide a discrete and private forum for interaction between pro

minent individuals, of either a social or business nature, and solidify 

and extend the networks of acquaintance and contact that bind together 

the corporate world. Marriage, family and kinship ties and patterns of 

social interaction and friendship add further links to the interconnected 

nature of the capitalist class . In addition , top businessmen participate 

in the leadership and sponsorship of cultural, philanthropic, educational, 

health, political and a wide variety of diverse social organizations. As 

well as extending the influence and ideology of capital through the key 

institutional spheres of canadian society , such activities provide further 

layers to the networks of contact within the corporate elite. As summa

rized by Clement, the cumulative effect of these interrelationships is to 

"bind the economic elite into a SOCially interacting set of people. More 

than merely elites of position ... " the leading capitalists are "a closely 

kni t group, familiar with each other and each other's business" and "take 

one another into account. .. " in the routine exercise of their power. 39 

These patterns of social integration, in combination with common 

class origin and background, are the basis of the striking cohesion of 

capital as a social class. Common experience within the exclusive insti

tutions of the upper class and the cohesive and homogeneous nature of this 

group encourage the formation of similar values, attitudes and perspec

tives; in short, a well-developed class consciousness. 40 The pervasive 
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contact and interaction within the social milieux of the capitalist class 

outlined here and the institutional integration of the corporate economy 

discussed earlier provide networks of communication and interchange within 

the corporate elite. This ensures that corporate leaders have access to 

one another and facilitates efficient coordination and the development of 

common policy. More specifically, the integrated structure of the capita

list class facilitates the development of unified strategy and action on 

key political and economic issues such as tax reform. 

Divisions within Capital: Conflict and Cohesion 

It must be emphasized that the capitalist class was by no means 

monolithic. There were significant points of differentiation within capi

tal and these internal divisions could be very important in the actual dy

namics of power. Class fractions are divisions within rather than between 

classes and are differentiated in terms of position in the system of pro

duction and social division of labour. Fractions within the capitalist 

class share certain basic common interests (the perpetuation of private 

property, accumulation of capital, a stable economy, adequate profit levels, 

etc.), but may have divergent and possibly conflicting specific economic 

interests. The capitalist class can first of all be differentiated in 

terms of the size of the corporate enterprises which they control. The 

concentration of production and dominant role in the economy of a small 

number of very large corporations has been outlined above. The capitalists 

who control these dominant corporations must be distinguished from those 

who control middle-range corporations or firms of a more regional or local 

significance. Posed in slightly different terms, the highly concentrated 
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dominant corporations constitute the monopoly sector of the economy and 

the class grouping that control them is monopoly capital, whereas those 

involved in middle-range corporations are non-monopoly capital. 41 In de

lineating those sectors of the corporate economy, Clement defined middle

range enterprises as those with assets of over $50 million and sales of 

over $10 million annually.42 According to the latter criteria, there 

were slightly over 2100 corporations in this middle range category in 1972. 43 

The second basic division within capital is between those capitalists 

whose power and position is derived from Canadian-controlled corporations 

versus those who are based upon foreign controlled corporations. The high 

levels of foreign, especially United States, ownership and control in the 

key sectors of manufacturing industry and resource production has been noted 

in the preceding chapter. Canadian capital, however, remains dominant in 

vital areas of the economy, especially finance, transportation and utili

ties, and there are important Canadian-controlled corporations in foreign 

dominated industries. On the basis of locus of control, then, indigenous 

capital, with a Canadian owned and controlled base of power, can be distin

guished from comprador capital, based upon foreign-controlled corporations. 

The directors and senior executives of foreign-controlled corporations cer

tainly possess important areas of decision making, but their power operates 

within policy parameters determined by the parent corporations. The final 

basic distinction concerns the sector of economic activity in which capital 

is involved, among the most fundamental divisions here is between the 

spheres of production and circulation. 



90 

On the basis of the interrelation of these three factors of 

size of corporation, locus of control and sector of the economy, Clement 

identified three fractions of the capitalist class. 44 The dominant in

digenous fraction of monopoly capital control the major Canadian corpora

tions whose activity is centred primarily in the financial and other 

spheres of circulation. The dominant comprador fraction occupy key posi

tions in the major foreign-controlled corporations, which are particularly 

significant in the manufacturing and resource sectors of production. The 

non-monopoly indigenous fraction is based upon middle-range Canadian-con

trolled corporations. This fraction is active throughout smaller scale 

manufacturing and service industries . A striking historical feature of 

the structure of power in Canada has been the close integration of the mono

poly indigenous and comprador fractions of the capitalist class. There 

has been fundamental agreement between Canadian and foreign-controlled 

capital on the direction of Canadian economic development. The interests 

of the two dominant fractions and those of non-monopoly indigenous capital, 

however, are by no means totally coincident. The middle-range corporations 

are often directly dependent as buyers or sellers or in some form of ser

vice capacity on the major corporations and are vulnerable to the superior 

p:JWer of monopoly capital to shape the teIllfXJ of the economy. There are 

other lines of economic differentiation within the capitalist class which 

are more specific than fractions. The economy is structurally divided in 

terms of the various sectors of production and distribution, such as the 

financial, resources and manufacturing, and within the particular sectors 

by specific industry, such as mineral and oil development within the re-
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sources sector. Such lines of economic differentiation are the basis of 

the sectional interests of the various groups within the capitalist class. 

The importance of such structural divisions within the basic clas-

ses is that the various fractions can play a significant independent role 

in the dynamics of politics. 45 Fractional divisions within the capitalist 

class came to be important in shaping business participation in the process 

of tax reform. All fractions of capital shared certain general interests 

vis-a-vis the tax system: they benefited' to varying degrees from the over-

all patterns of state economic intervention, but at the same time wished to 

minimize their portion of the tax revenue necessary to pay for government 

expenditure. Beyond this, specific sectors within the corporate economy 

were affected very differently by the possibility of major tax reforms. 

Within general corporate opposition to the sweeping nature of the contem-

plated reforms, the various economic sectors focused on the particular pro-

posals that affected their specific interests rrost directly. The mining 

industry, for example, had previously enjoyed a highly advantageous tax 

situati on through a variety of incentive and depletion deductions, but the 

Royal Commission on Taxation had in 1967 recommended the rerroval of many of 

the industry's special provisions. Reacting promptly to this threat to its 

profi t levels, the mining industry, in defense of its specific interests, 

rrounted a well-organized and extensive campaign against the tax reform pro-

46 posals. In addition, rronopoly and non-rronopoly fractions of capital were 

affected very differently by the existing tax structure and the proposed 

reforms and consequently pursued very different goals and strategies within 

the political realm. 
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The significance of sectional divisions within the capitalist 

class must not be over-emphasized. The capitalist class as a whole shares 

crucial common interests that arise out of the basic class relationships 

between capital and labour. As owners and controllers of the major rreans 

of production, capitalists are also significant employers of labour power. 

The driving force of capitalist production is profit maximization. This 

rreans that it is in the interest of capital to minimize the cost of the 

various factors of production, one of the most important of which is labour. 

The basis of the substantial wealth and incorre of the capitalist class and 

of the extended accumulation of capital is profit generated during the pro

cess of production and this is derived from surplus value appropriated from 

the labour of employees, from the class relation of explOitation. The an

tagonistic nature of these basic class relations will be returned to below, 

but their significance here is that they are the basis of fundarrental com

mon interests within the capitalist class. In addition, the patterns of 

social and institutional integration discussed earlier serve to mediate and 

accommodate potential competition and conflict within capital. A distinc

tion can be made between class interests, which arise out of fundarrental 

class relations, and class capacities. The latter arise from social rela

tions within classes in terms of the degree of unity of their membership 

and "constitute the potential basis for the realization of class interests 

within the class struggle.,,47 The relatively small size, cohesive structure 

and social and institutional integration of the capitalist class greatly 

enhances its capacity to realize its interests. All of this greatly faci

litated the developrrent of capital as an organized class force. 
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The interests of capital in relation to the tax structure and its 

political activity during the process of reform were very much shaped by 

these elerrents of both cohesion and internal division. The example indi

cated above of pressure that particular sectors or industries exerted 

against the reform proposals which most directly affected their specific 

interests took place within the general context of pervasive corporate op

position to the overall thrust of tax reform. The wealth, income and power 

of all members of the capitalist class is based upon the ownership and 

control of the dominant corporations and this greatly shaped the general 

business response to key facets of the proposed tax reforms . The trans

mission of wealth from one generation to the next is essential to the con

tinuity and reproduction of the capitalist class ; therefore it was vital 

to capital that levels of estate taxation be as low as possible. The in

terests of the wealthy in maximizing their income and accumulation of cor

porate assets underlay their opposition to capital gains taxation. Because 

of the singular importance of corporate profits to their economic interests 

the capitalist class attempted to defend and retain the advantageous nature 

of the existing corporate tax structure . Finally, in order to protect 

their extrerrely high incomes and affluent standard of living, it was in 

the interests of the capitalist class to minimize the incidence of per

sonal taxation at top incorre levels . 

III. The Structure of the Economy and Further Strata of the 

Business Community 

The Competi ti ve Sector of the Economy 

The concentrated sectors of the economy have been examined ear

lier and the f ractions that control the dominant and middle- range corpo-
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rations have been identified . The less concentrated sectors contribute 

a significant proportion of total economic activity; for example, the 

bulk of business in smaller-scale manufacturing , service , construction 

and trade is carried on by smaller firms . These branches of the economy 

are characterized by a large number of small firms, competitive and un-

stable markets, labour- intensive production and vulnerable economic con-

ditions and together constitute the competitive sector. This competitive 

sector is the basis of a number of class groupings who own their own 

means of production, are engaged in various levels of business activity 

and whose income and material security are dependent upon profit. 

Small Business and the Traditional Independent Middle Classes 

The smaller strata of the business community played a key role 

in the competitive sector of the economy . Small business can be subdi-

vided into two categories : independent proprietors and small employers. 

Independent proprietors are either self- employed or operate family busi-

nesses . This group of small business owners were a sizeable category in 

the Canadian social structure; Peterson estimates that there were appro

ximately 400,000 independent business proprietors in the mid-1970's . 49 

The second category of small business likewise own and manage their own 

enterprises , but also employ a relatively small number of workers. In 

1975, approximately 62% of all firms had less than 50 employees . 50 Al-

though large in numbers , the small empl oyers as a group accounted for a 

limited share of total output ; constituting 75.2% of all Canadian-owned 

manufacturing establishments, firms of this size accounted for only 15.4% 

51 of total employment . The share of total production and employment 
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accounted for by the two small business categories has steadily declined 

and the small business sector is in a continuously precarious economic 

°t t o 52 Sl ua lon. 

Farmers and self-employed craftsmen or artisans are further 

groups within the general category of independent owners and small pro-

ducers. With small businessmen, these autonomous proprietors constitute 

the broadly defined traditional independent middle classes or petty bour-

geoisie. The ongoing consolidation of the class structure and economy 

have led to the steady decline of these independent categories. 53 

Medium-Sized Employers 

Between the two basic class groupings of small business and the 

various fracti ons of the capitalist class proper, there is an intermediate 

group of medium-sized employers. The output, assets and employment accoun-

ted for by medium-sized companies is far less than that of the dominant or 

middle-range corporations. Nonetheless, this middle group do own and con-

trol business enterprises and do employ labour power. In terms of the 

central institutions and social relations of capitalist society, medium-

sized employers are certainly capitalist. On the one hand, the medium-

sized category are owners and employers like the major capitalists, but, 

on the other hand, their scale of production is limited and unstable like 

small business. 

The concept of contradictory class locations applies to catego-

ries such as the medium-sized employers which occupy objectively inter-

mediate or ambiguous positions between the basic classes and which share 

characteristics associated with two class positions. Such contradictory 
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class locations must not be ignored or forced into the fundamental class 

groupings. More specifically, the intermediate group of medium employers 

must not be collapsed into either the small business or major capitalist 

categories, but must be analyzed as a contradictory but specific class 

location in its own right. The contradictory class location of medium 

employers is not a rigidly defined or monolithic entity. At the boundary 

of the capitalist class, the owners of the largest medium-sized firms 

merge into the group who control the middle-range corporations. Simi

larly, the smallest of the medium employers shade into the small business 

54 category. 

Although not individually large (except in a local or regional 

context), medium-sized firms collectively play an important role in the 

Canadian economy . Peterson has attempted to delineate small and medium

sized owner-managed business enterprises. His criteria of firms with 

100-500 employees can be accepted as a useful approximation of the cate

gory of medium-sized business. In the manufacturing industries, this 

size of firms produce about 30% of the total value added and employ at 

least one third of the labour force. 55 

Small and Medium Business as a Political Force 

This section has specified the class position of small business 

and medium employers in addition to the capitalist class previously dis

cussed. The significance of these differentiations is that the distinct 

economic interests of the various business categories shape their role in 

the dynamics of politics. Precarious economic conditions and the impor

tance of taxes as a major component of costs made the structure of taxation 
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and the direction of its reform a particularly crucial issue for the 

smaller business strata. Moreover, certain facets of the reform propo-

sals had decidedly adverse implications for the tax situation of small 

and medium business enterprises. This stimulated the speedy organiza-

tion and extensive participation of smaller business in the debate on tax 

reform. In fact, the continued political organization of small and me-

dium business has been an important legacy of the politics of tax reform; 

the current Canadian Federation of Independent Business is the successor 

to a group called the Canadian Council for Fair Taxation which was deve-

56 loped to oppose the reform proposals. As later chapters will show, the 

role of small business illustrates an important analytical point: groups 

of relatively limited economic power, especially in relation to the domi-

nant capitalist class, can still become a significant force in the politi-

cal process. 

The Managerial Hierarchy 

Managerial and administrative employees occupy an intermediate 

and contradictory location between the top corporate executives and di-

rectors of the capitalist class and the routine employees of the working 

57 class. Dependent upon salaries, managers are nevertheless employees 

of a very special kind. The various levels of the managerial hierarchy 

carry out the functions of capital within the corporation; including plan-

ning, administration and supervision of the labour process. Managers 

possess important areas of decision-making in the operational control of 

the enterprise and enjoy a great deal of independence and autonomy in 

their awn role in the process of production. However, this independence 



98 

operates within constraints imposed by the corporate organizational 

structure. Specifically, managers are strictly accountable for the 

performance of their precisely-defined areas of responsibility and this 

accountability can be the source of significant pressure. 58 

Managerial employees are differentiated by their position in 

the authority hierarchy and technical division of labour of the organi

zations in which they work. The higher levels of management, who can play 

an important part in the formulation of corporate policy, merge into the 

ranks of the capitalist class and are often directors of major corporations. 

Middle management have more limited areas of responsibility , but still have 

significant autonomy in the exercise of their authority. Also included 

in the middle management group are high-level professional, scientific 

and technical personne l. This technocratic category can be relatively in

dependent in their own work and have some limited control over subordinates. 59 

The high and middle managerial socioeconomic categories consti

tuted 2.0 and 3.2% r espectively of the male labour force in 1971. 60 In 

addition to their position of autonomy and control, the managerial strata 

also receive relatively high incomes; in 1972, the average annual earnings 

of male managers was $13,384 whereas those of male clerical and sales 

workers were $7,769 and $7,507 respectively.61 The high income of upper 

management, in addition to their access to stock option and bonus plans, 

provides the possibility of accumulating personal investments and wealth. 

The higher and middle levels of the managerial hierarchy must be 

clearly distinguished from those who supervise and oversee the actual la

bour force. Blue collar foremen and white collar supervisors were 5.7% 
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and 6.3% respectively of the 1971 male labour force. 62 Lower supervi

sory personnel are located on the boundaries of the routine working 

class. The areas of authority and responsibility of line managers are 

strictly limited. The accountability of direct supervisors for the pro

ductivity of their section makes them vulnerable to pressure from their 

superiors. The pay levels and material conditions of lower supervisory 

employees are very close to those of skilled workers in their particular 

areas of the labour force. 

The managerial strata outlined here occupy distinct positions in 

the social and economic structure. Located between the fundarrental clas

ses of labour and capital, managers constitute an objectively contradictory 

class position. The relationship between the managerial categories and 

other business groupings will now be explored. 

The Business Community 

The social and economic basis of the capitalist, managerial, me

dium employers and small business groups are similar in key respects. To 

varying degrees, these categories possess shares of the property and power 

associated with command over economic resources. Their material and organ

izational positions are dependent upon the institutions of private pro

perty, profit and market relationships. The various business categories 

consequently share common interests in the health and perpetuation of the 

central institutions of capitalist society. A further point of similarity 

within the business categories is that they all (with the exception of the 

self-employed) to some degree control the labour of others. More gener

ally, the different business groups have tended to develop a common general 

political and ideological commitment to the capitalist system. It is in 
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this sense that these groups can be seen as all belonging to the broadly 

defined business community. Within this general category however, it is 

the dominant fractions of capital that are the leading force . 

The degree of unity within the different levels of business must 

not be over-emphasized. Small business, managerial employees and the va-

rious fractions and sectors of the capitalist class operate within distinct 

spheres of economic activity and consequently have quite different economic 

interests. But the institutional integration of the corporate economy di s-

cussed above links together these categories as well. For example, there 

are many interlocking directorates between dominant and middle-range cor-

t " 63 pora lons. In addition, the directors of dOminant, middle-range and smal-

ler corporations and the various ranks of managers are all conce rned with 

the conditions of the particular i ndustry in which they are involved and 

are all active in the various industry and trade associations. These 

points of similarity do indicate the possibility of alliances between 

the various sectors of the business community on issues of common interest. 

The precise form of such alliances and their significance in the process 

of tax reform are questions for later investigation. 

IV. The Middle Classes in the Social and Economic Structure 

Earlier discussions referred to Clement's concept of the upper 

class as a relatively general category encompassing the capitalist class 

and the state elite. A similar broadly- defined conception of the middle 

class can be used to situate various independent or intermediate positions 

in the social structure. Within this general category can be included 

groups who hold positions of significant autonomy and/or authority in the 
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organizational structure of the major enterprises or are independent 

owners and/or employers in their own right. To this point, small busi

nessmen and other traditional independent producers, and the contradic

tory class locations of medium employers and managerial personnel exhibit 

these general middle class criteria. These groups are not, however, a 

homogeneous or cohesive class; they are not unified by common class in

terests or consciousness. Middle class is employed here simply as an 

analytical category to delineate a relatively disparate set of groups 

with broadly similar positions of independence and autonomy in the social 

division of labour. 

The Independent Professions 

In terms of positions of autonomy in the social division of labour, 

the independent professions (doctors, l awyers, architects, etc.) also must 

be included in the general middle class category. Self-employed profes

sionals, who in 1971 were 1.0% of the male labour force64 , enjoy a great 

deal of independence and control over their role in the labour process. 

Professional control extends not just over conditions of work, but to the 

market for their professional services and the prices which they command. 

The result is that the independent professions have traditionally been 

among the highest paid occupational categories; the annual incomes of 

the various free professions range between three and four times the na

tional average. 65 This advantaged position is based upon the very strong 

organization of the major professions. The influence and role of the 

various professional associations shows these groups to be highly cons-

cious of their economic interests. 



102 

Subgroups within the professions can be distinguished by the 

66 type of occupational control they are able to exert. Professions wield-

ing collegiate control define the needs of their clients and the way in 

which these needs are serviced; prominent examples are the independent 

rredical professions. By contrast, the occupational control of the pat-

ronage professions is somewhat more limited; such professions are depen-

dent on a single large client group and the consumers are consequently 

able t o determine the manner in which their needs will be catered for. 

Within the patronage category, for example the major demand for the 

services of accountants, corporate lawyers, brokers, industrial engin-

eers and economic consultants comes from corporate organizations. 

Finall y, an increasing number of professionals are employed (7.1% of the 

67 1971 male labour force ). Although an indeterminate proportion of this 

classification are less autonomous lower professions, the majority of 

employed professionals can be categorized with the technocratic and mid-

dle management positions outlined earlier. 

The economic situation of the professional categories shaped 

their particular interests vis-a-vis the tax system and their relation-

ship to the interests of other groups. The self-employed professionals 

share similar problems with other independent strata in maximizing pro-

ductivity and profit while reducing costs (central among which is taxa-

t ' ) 68 lon . The interests of the corporate patronage professions are clearly 

linked to the profit and growth levels of the business enterprises upon 

which they are dependent. Reflecti ng this dependence was the extensive 

participation of legal, accounting and other professional expertise on 
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behalf of their corporate clients in the deliberations on tax reform. 

More generally, the high incomes of professionals place them in a simi

lar tax position as managerial and other affluent strata. The conside

rations noted here indicate general points of common interest between 

the professions and various sectors of the business community in rela

tions to tax reform. 

The Middle Classes as a Social category 

This and the preceeding section have explored the independent 

and autonomous positions of a number of occupational sectors. It must 

be emphasized that the overall middle class grouping in which the va-

rious professional, busi ness and independent strata can be included is 

very heterogeneous. As well as along occupational lines, the general 

middle class category is internally differentiated in terms of degree 

of independence and/or autonomy, organizational position and function, 

distribution of wealth and income69 , and subjective features of strati

fication such as prestige or status ranking. In terms of such hierar

chical factors, lower and upper middle class strata can be distinguished. 70 

In the lower middle classes are the majority of farmers, small 

business and lower management. These groups may be independent and auto

norrous to varying degrees, but their economic position is vulnerable and 

precarious and they do not generally receive high incomes. On the other 

hand, the upper middle classes enjoy not only a great deal of indepen

dence, but also affluent and secure material conditions. The independent 

professions, technocrats, middle and high-level management, and medium 

employers tend to hold such an advantaged position. The differing posi-
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tions and concrete interests of the upper and lower middle class groups 

greatly affected their subsequent activity in the politics of tax reform. 

A key characteristic shared by the occupations which make up the 

upper middle class category is their high incorre. Designated by occupa

tional status, the upper white collar professional and managerial groups 

constituted 17.3% of the 1971 male labour force. 71 This can be accepted 

as a rough approximation of the dimensions of the upper middle classes 

and upper classes (if it errs, this estimate is likely too high) and can 

be used to illustrate the material position of the affluent strata of the 

population. In 1971, the top 20% of families and unattached individuals 

received 43.3% of all before-tax incorre whereas the bottom quintile had 

3.6% of the total. 72 (See also Table 2-3) In 1970, the wealthiest 20% 

of families owned 66.0% of all assets. 73 (See also Table 2-2) The afflu-

ent corporate executives professionals and other high earners within the 

upper middle class have a common general interest in minimizing the effec

tive rates of taxation at their levels. These strata are also able to 

accumulate personal wealth and investrrents and are consequently affected 

by capital gains, estate, gift, dividend and corporate taxation as are 

major owners of capital. Such similar aspects of the tax situation of the 

various advantaged groups creates the possibility of alliances on issues 

of comm:::m concern in the deliberations of tax reform. 

V. The Working Class 

In an earlier section the concentrated ownership of property, and 

rrore particularly corporate wealth, has been seen as the basis of the eco

nomic power of the capitalist class. The corollary of this concentration 
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is the lack of significant wealth of the vast majority of the population. 

Corporate ownership was restricted to a very small proportion of the cana-

dian population: in 1968, only 10.3% of all incorre earners owned any cor

porate shares74 and "in 1970,87.7% of canadian family units reported 

owning no publicly traded stock at all, while only 3.2% reported owning 

75 $5,000 or rrore." More generally, the distribution of wealth of any form 

was highly unequal: in 1970, the richest 10% of families owned 48.5% of 

all assets and the top 20% held 66.0% of the total. By contrast, the po-

orest 20% and the lowest 60% of all families owned 0.2% and 11.7% respec-

tively of all assets. (See Table 2-2) The limited ownership of large 

proportions of the population is even rrore striking when net worth (total 

assets - debts) is calculated: in 1970 the net worth of the poorest 20% 

of families was in fact negative (-1.0% of the total) and the lowest 60% 

76 accounted for only 9% of all net worth. 

The character of the wealth owned by the majority of people is 

as irop::>rtant as its limited arrount in defining their social position. 

Property owned by rrost individuals and families is in the form of tangible 

assets such as houses, autorrobiles and consurrer durables. This ownership 

can have tremendous significance for their material standard of living, but 

it has limited further impact in two key respects: it does not entail 

economic power, not does it provide an independent rreans of livelihood. 

The concentration of economic power has been discussed above; it is the 

latter issue that is of particular concern here. In this respect, the 

distribution of wealth that can yield income such as dividends from cor-

porate equity, profits from business enterprises and interest from bonds 
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and deposits is especially important. The distribution of such property 

was even rrore starkly unequal: in 1970, the richest 10% of families 

owned 69.1% of all financial assets and the poorest 20% and 60% held 

0.4% and 4.5% respectively of the total. (See Table 2-2) Lacking suf

ficient income-producing wealth, the majority of the population are there

fore dependent upon employment as a means of earning their living. The 

proportion of the labour force in paid employment has steadily risen: in 

1946, this proportion was 67.2%, 78.6% in 1956, 85.2% in 1966 and 88.5% in 

1974. 77 There is, however, a great deal of differentiation within the em

ployed sectors of the labour force; those who work for wages or salaries 

hold a wide variety of positions throughout the social division of labour, 

and are not all members of the working class. For example, several highly 

advantaged categories of employees - the contradictory class location of 

higher level managerial professional and scientific personnel - have al-

ready been outlined. This lack of significant property and consequent 

dependence upon employment is fundamental to the position of the working 

class. But its class position is also defined by a complex of class re

lationships between capital and labour, between the capitalist and working 

classes. 

In capitalist society labour is formally free, but the lack of 

alternative means of livelihood compels propertyless workers to seek em

ployment. This in turns brings them into the institutional relationships 

of wage labour, in which workers sell their mental and physical capacity 

to work - their labour power - to an employer. These exchanges take place 

within a specialized labour market in which labour power has become a 
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commodity. The interests of labour and capital in these employment rela-

tions are dramatically opposed. It is in the interests of capital to 

minimize its labour costs by employing as few workers as is profitable and 

controlling their pay levels. This conflicts with the interests of workers 

in secure and adequately paid employment. The unequal nature of these re-

lationships and the dependence of labour upon capital is nowhere more 

starkly illustrated than with corporate decisions to close plants or cut 

back employment; in such cases the exercise of private power can have a 

massive impact upon the material conditions of thousands of workers and the 

prosperity of entire communities. 

In taking employment, workers enter into a contractual agreement 

with their employers. Workers receive an agreed upon wage or salary and in 

exchange they sell their labour power for an agreed upon period of tine. 

This labour power is then put to work by capitalists in the actual process 

of production. After a certain period of tine, hypothetically say four 

hours, the worker has produced commodities of a value equal to the wages 

that she or he will receive. However, the worker cannot stop then, but 

has agreed to work for a full eight hours. The labour perfonred over and 

above that necessary to cover labour costs is called surplus labour. The 

value of all commodities produced during this surplus labour tine is sur-

plus value and is appropriated by the capitalist by right of ownership. 

This is the relation of explOitation and the surplus value created during 

the process of production is the basis of profit and the accumulation of 

' t 1 78 capl a . 
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A vital feature of labour power is its elastic character. It 

does not represent a finite amount of labour, but rather is a capacity 

which must be realized by the capitalist. The driving force of capita

list production is profit maximization and it is therefore in the inte-

rests of those who control the means of production to realize as much 

surplus value as possible from the labour power hired. To this end, ca

pital attempts to control all facets of the labour process in order to 

maximize output and productivity. Historically, this imperative has been 

the basis of the development and implementation of scientific management 

increasingly complex technical division of labour, and other schemes to 

rationalize the labour process, and constant technological innovation de

signed to increase the producti vi t y and intensity of labour. In these ways, 

capital's drive for prof it maximization results in the highly subordinate 

nature of rrodern work and the fundamental lack of control of ITDst workers 

over their role and activity in the labour process. 79 In summary then, 

working class position is defined by class relations of dependence upon wage 

labour, exploitation and subordination, relations based upon permanent and 

inherent conflicts of interest between labour and capital. SO 

Structure of the Working Class 

Working class people hold a wide variety of routine manual and non

manual jobs throughout the economy. Rinehart argued that in 1971, blue 

collar workers constituted approximately 45% of the labour force. 81 A 

comparable analysis found that skilled, semi-skilled and unskilled manual 

workers totalled 48.1% of the 1971 male labour force. In addition, the 

lower l evels of white collar work, the skilled, semi-skilled and unskilled 
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clerical, sales and service categories, were a further 14 . 8% of the male 

82 labour force. The composition of the female labour force is of course 

very different: the great majority of women workers have been concentra-

ted in lower level white collar jobs. The proportion of the female labour 

force in clerical, comrercial and financial, and service occupations was 

61 . 4% in 1961 and 55 . 3% in 1971, and in manual jobs was 13.3% and 10 . 1% 

t ' 1 83 respec lve y . It would appear then that the routine white and blue col-

lar categories together yielded an approximate proportion of 60- 65% of the 

Canadian population in the working class . 

The segmented structure of the labour market, occupational hier-

archy and organization of production divide the working class internally. 

Like the capitalist class, the working class is composed of a number of 

fractions and groups delineated in terms of their position in the system of 

production. Key bases of differentiation include the character of work 

(for example, skill level, manual or non-manual), areas of production and 

distribution (for example, manufacturing, resources or tertiary industries 

such as financial or service), and the sector of employment (monopoly, 

competitive or state sectors). Three broad groupings within the working 

class can be specified: manual industrial workers in the highly-concen-

trated monopoly sectors of the economy, manual service and industrial wor-

kers in the co~titive sectors and non-manual workers in the various sec-

84 tors of the economy. 

Workers in these categories face very different situations in terms 

of the organization of the labour process and their position in the labour 

market . Production in the monopoly industries is far more capital inten-

sive and highly rationalized than in the competitive sectors . Although 
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lack of control and subordination is pervasive, the immediate job environ

ments of industrial, service and white collar workers can vary a great 

deal. Workers employed in the monopoly industrial sector are in a far bet

ter market position than their blue collar counterparts in the competitive 

sector; for example, in 1976, the hourly wage rates of routine categories 

of male workers in petroleum refineries was $8.15 and on automobile assem

bly lines $6.52, whereas in the competitive clothing industries female 

sewing machine operators were paid $3.39 and female kitchen helpers in 

hotels and restaurants around $3.20. 85 The high concentration of women in 

the routine levels of white collar work and in important competitive sec

tors of manufacturing such as the textile industry is associate with the 

86 lower rates of pay of these areas. 

The sectional divisions within the working class are overlaid by 

other lines of social and economic differentiation such as regional,cultu-

ral, ethnic and the fundamentally different positions of male and female 

workers. In addition, the working class is stratified hierarchically by 

skill and income levels. This pervasive internal differentiation is a 

major structural limitation on the capacity of the working class as a so

cial force. 87 Unlike the capitalist class, there is no range of social and 

institutional mechanisms to integrate the working class. Far from being a 

cohesive group, the Canadian working class is fundamentally divided and 

this can retard the development of a consciousness of common interests and 

unified collective action. 88 

Organization of the Working Class 

The divided character of the working class is clearly reflected 

at the organizational level. First of all, only a minority of workers 
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belong to unions: the proportion of non-agricultural paid workers in 

unions was 29.7% in 1965, 33.6% in 1971 and 36.3% in 1973. Secondly, 

union organization is most concentrated in the monopoly manufacturing 

and resource industries. On the other hand, certain types of workers 

have very limited union representation: those in the competitive sec

tor and service industries, the lower levels of white collar work and 

warren especially. In 1972 for example, the percentage of workers union

ized was 43.5 in manufacturing, 37.6 in mines, quarries and oil wells, 

and 61. 2 in public administration; compared to 21. 3 in the service in

dustry, 7.3 in trade and 1.3 in finances. In 1971, 22.6% of female and 

39.8% of male paid workers were unionized. 89 It is these poorly repre

sented groups within the working class who are in the most vulnerable po

sition in the labour market. 

The institutional structure of organized labour is itself highly 

fragrrented: between various union centres and organizations, between na

tional and international unions, and between the myriad of craft and in-

dustrial unions from the various sectors of the economy. There has tra

ditionally been extensive inter-union conflict and competition. 90 In 

addition, the internal structure of unions is highly oligarchical, with 

control of union affairs concentrated in small leaderships and with gener

ally limited participation and influence of most rank-and-file workers. 

These patterns have crucial implications for the role of unions in repre

senting working class interests. The limited scope of union membership 

during this period meant that large sectors of the working class were not 

represented at the organization level at all. While unions could occa

sionally claim to speak for all workers, the extent to which this was true 
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in practice is very much an open question. The fragrrented structure of 

the union movement constituted a further organizational limitation on the 

capacity of the working class as a significant social and political force. 

In both structural and organizational terms, the capacity of the working 

class to realize its interests is far more limited than that of the capi

talist class. It will be seen that these considerations were of consider-

able importance in the political representation of class interests within 

the state generally and within the debates and conflict over tax reform 

more specifically. 

The nature of unions imposes additional constraints on the manner 

in which working class interests are organized. Unions play a dual or con

tradictory role in the economy. 91 On the one hand, they provide a collec

tive means of influencing the determination of wages and general economic 

conditions. On the other hand, Canadian unions have concentrated on a re-

latively narrow range of issues of pay and benefits and have accepted as 

given, or at least inevitable, managerial control of the la]:x)ur process and 

the wider structure of a capitalist economy. Through their rigid adherence 

to formal and regularized collective bargaining and their rejection of other 

forms of economic struggle, unions contain and channel industrial conflict 

within an orderly and predictable framework. This accomodative economic 

role and the political incorporation of unions to be discussed in the 

next chapter restrict the parameters within which working class interests 

are represented; although la]:x)ur and capital may clash over a limited 

range of economic issues, the unions do not constitute a challenge to the 

basic social and institutional order of capitalism. 
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Semi-autonomous employees 

A final intermediate group is located between routine level em-

ployees on the one side and the independent and autonomous middle classes 

on the other. 92 The contradictory class location of semi -autonomous em-

ployees differs from the basic working class position in several key res-

pects. Occupations within this category, such as the lower professions of 

teachers and nurses, and trained technical or scientific employees, enjoy 

much more autonomy in the actual labour process. Their work involves a 

great deal more skill, variety and control over the immediate work environ-

ment. Members of this intermediate category remain dependent upon employ-

ment, but their specialized skills, training and education put them in a 

far better position in the labour market. 

It has been the semi-autonomous employees who have contributed most 

to the continued expansion of the overall professional and technical occu-

pations; semi-professionals and technicians constituted 2.8% and 1.8% res

pectively of the male labour force in 1971. 93 Of the female labour force, 

6.4% were teachers and 3.9% were graduate nurses in 1971; women were 66.0% 

and 95.4% respectively of all workers in these occupations. 94 Developing 

trends shaping semi-autonomous employees indicate an increasingly working 

class situation for these categories. The job control of the semi-

autonomous groups is being increasingly constrained by the division of 

labour and organizational structure of the bureaucratic institutions in 

which they work. There has also been heightened collective organization 

and militance among semi-autonomous employees through the mid-1970's over 

. f d . b . 95 lssues 0 pay an JO securlty. 
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VI. Class Inequality 

The antagonistic nature of the basic class relations between cap-

ital and labour has been emphasized above. This and the fundamental insti

tutional order of capitalist society is the basis of pervasive structured 

social and economic inequality. One of the most important manifestations 

of class divisions in Canada during the period under study was striking in

equality of condition, power and opportunity.96 The corollary of the concen

trated economic power examined above was powerlessness and dependence to 

varying degrees for the great majority of the population. The private de-

cisions and interests of the capitalist class through, for example, the 

allocation of investment capital have a tremendous impact on the prosperity 

and development of the economy as a whole . Unequal access to top corporate 

positions has also been seen. More generally , class and social background 

continued to be key factors in limiting social mobility.97 

Inequality of Condition 

The unequal distribution of wealth has been detailed earlier. The 

distribution was also highly unequal. From the early 1950's through the 

1970's the top 20% of all families and unattached individuals received well 

over 40% of all before-tax income. By contrast, the bottom 20% had about 

4% and the bottom 60% had approximately one-third of the total. (See Table 

2-3) This inequality is even more striking when the effect of inflation is 

controlled. Expressed in constant 1971 dollars the top quintile of income 

earners increased their share of the total from 41.8% in 1951 to 47.1% in 

1975. Over the same period, the proportion received by the lower quintile 

declined from 5.6% to 3.1%.98 While the top quintile of earners received 
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about 7.5 times as much as the lowest quintile in 1951, it got 15.2 times 

as much income in 1975 . 99 

This data also indicates that the distribution of income among 

individuals had become increasingly unequal. This trend is very clear when 

the distribution of income among wage earners specifically is examined: 

the share of total income received by the lowest quintile decreased from 

4. 2% in 1951 to 2.3% in 1971 and the proportion of the top quintile rose 

100 from 40.3% to 44 . 0%. The situation for families is very different : the 

distribution of income among families, although still highly unequal, has 

remained relatively unchanged. This is largely explained by the increasing 

number of families with more than one earner: in 1951, 57.0% of all fami-

lies had one earner, but this declined to 34 . 7% in 1971 . In the latter 

year, 47 . 6% of families had two earners. This shift is due almost entirely 

to the increasing labour force participation of married women . 10l It is 

clear then that the distribution of income among individual earners had 

become increasingly unequal. A number of government studies also concluded 

th t th 11 tr d h bee f ' " l't 102 a e overa en as none 0 lnCreaSlng lnequa 1 y. The im-

pact of this trend upon many families has been moderated by more than one 

rrember taking paid employment: "In other words, the increasing participa-

tion of married women in the labour force obscures the growing disparity in 

income distribution. The share of total income received by the low-or 

middle-income family is roughly maintained, hiding growing disparity in the 

wages of the men as well as the low wages of the women. ,,103 That such ex-

tensive inequality has persisted, and in fact increased, in the face of 

economic growth , expanded government social security programres and union 

efforts to improve wages, illustrates how deeply rooted it is. 
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This inequality of condition has very concrete implications for 

the material conditions of all groups within the social structure. In a 

commodity society, the amount of disposable income largely determines 

the quantity and quality of goods and services that can be purchased and 

consumed . For the wealthy capitalist class and the upper strata of the 

managerial and professional middle classes this entails affluent and se

cure standards of living. The far rrore limited command over the economic 

resources of canadian society enjoyed by the working class implies much 

rrore rrodest conditions for all workers and significant material insecurity 

for many . The very low proportion of total wealth and income held by the 

lowest 20% of the population results in their very poor material position . 

A range of studies during this general period documented the existence 

and persistence of significant levels of poverty; a special committee of 

the Senate concluded that 25% of the Canadian population were unable to 

afford an adequate standard of living in the late 1960's.104 

The implications of the distribution of income can also be seen 

rrore clearly when examined in tenns of factor shares . This allows the 

distribution to be related to actual groups within the social division of 

labour rather than simply to statistical categories such as quintiles . 

Table 2-4 shows a substantial and apparently increasing share of total 

national income in the form of profits and investment income - that is, 

income accruing to the property-owning strata . This would be even higher 

had the large amounts of dividends earned in Canada but paid to foreign 

investors been included. At the same time, the share of farmers and un

incorporated businesses steadily dropped; this reflects the wider consoli-
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dation of the class structure and the decline of the traditional inde-

pendent middle classes. The largest share of the national incorre takes 

the form of wages and salaries. This category of labour I s share must not 

be equated with the working class; while virtually all incorre of workers 

is included here, so too is a substantial amount earned by professional 

and managerial employees. The apparent increase of the wages and sala

ries component of total incorre is illusionary: "Between 1946 and 1973, 

the proportion of the labour force in paid employment increased from 67.2% 

to 88.6% or by 32% while the proportion of national incorre transferred to 

labour incorre increased from 57.4% to 70.6% or by only 23%. Therefore, 

although the share of national income going to labour increased almost 

steadily between 1946 and 1973, the labour force to which that share went 

increased proportionally more." When the size of the paid labour force is 

held constant at the 1946 level, the adjusted labour share of national in

corre declined from 57.2% to 53.4% in 1973. 105 This data also indicates an 

increasingly unequal distribution of incorre within the Canadian social 

structure. The key question then is how is this pervasive inequality pro-

duced and reproduced? The answer lies in the basic institutional order of 

capitalist society. 

Distributional Principles of a capitalist Economyl06 

There are two essential principles of distribution: acquiSition 

by right of ownership and by employment in the labour market. The first 

principle entails a recognized claim to a share of the output of productive 

enterprises and overall social resources for property owners. The funda

rrental basis of this claim lies in the structure of incentives and moti va-
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tions of a capitalist economy : "The rationale for the right of owners 

to consurre rrerely by virtue of their ownership is that the return to ca-

pital constitutes the primus rrotor of economic enterprise: so, if pri-

vate profit is to drive the wheels of production, it and the property 

from which it derives must constitute a rreans of private consurnption.,,107 

The crucial point here is that the benefits of this principle go over-

whelmingly to a very small proportion of the population. 

The concentration of wealth and of incorre productivity assets and 

the generation of large aITOunts of property incorre within the economy have 

been noted aJ:x)ve. This rreans that the substantial incorre from property 

ownership is also highly concentrated. This has been very clear for corpo-

rate ownership: data for 1950, 1960, 1970 and 1976 revealed that the top 

20% of individual earners received aJ:x)ut 80% of all dividend incoIre. MJre 

graphically: "the top 1698 incorre recipients in canada in 1976 shares aITOng 

them $116,031,000 in dividend incorre - aJ:x)ut as much as the bottom three 

quintiles of income recipients taken together." It would appear that the 

distribution of dividend incorre aITOng individuals has becorre rrore unequal: 

the share of the bottom 60% declined from 1950 to 1976 and the proportion 

of people receiving any dividend incorre dropped. In 1970, one in ten in-

corre recipients received sorre incorre from the ownership of stocks; by 1976, 

th ' . f 'ft 108 Th "f' f rt ' be 1.S was one 1.n 1. en. e S1.gn1. 1.cance 0 prope y 1.ncorre corres 

especially clear if the higher incorre strata are examined separately. In 

1975, the affluent category of those earning rrore than $25,000 constituted 

3.3% of all individuals filing tax returns. 109 This group received 14.6% 

of all incorre, which was as much as did the bottom 42.4% of all earners. A 
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central factor in their very high incorre was the even higher proportion 

of incorre from property that this top category received: 22.9% of all 

bond interests, 21.6% of bank interest and 60.0% of taxable dividends. 

The even smaller group who earned more than $100,000 in 1975 (0.9% of all 

earners) received about eighteen tines the average annual incorre. While 

the three-quarters of all earners with an annual incorre of less than 

$13,000 received considerably less than the average in dividends and bank 

and bond interest, the very top group received about fifty-three tines 

the average. While the forrrer category owned on average substantially less 

than $10,000 worth of investrrents in stocks, bonds and interest-bearing 

bank deposits, the tiny group of top earners owned just under $700,000 of 

such wealth. In these ways, the highly concentrated acquisition of incorre 

from property contributes greatly to the overall unequal distribution of 

incorre. 

There are a number of crucial further considerations that flow from 

the institutional arrangerrents surrounding property ownership. At the most 

basic level, it is the incorre from property that is the basis of the afflu

ent standard of living of the major property owning strata generally and of 

the extended accumulation wealth of the capitalist class more specifically. 

The right of owners to income from their property is unconditional. The 

fact that owners do not have to demonstrate their contribution to the pro

cess of production or any pressing material need in order to receive incorre 

"is an inherent contradiction to the criteria which otherwise govern distri

bution, for these require of incorre recipients either a contribution, through 

work; or sorre demonstration of need, whether directly or through membership 
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of a population category recognized as in need. ,,110 In addition, the 

right to transmit ownership by inheritance or gift is guaranteed within 

the capitalist juridical system. Quantitative analysis of the distribu

tion of incorre and wealth have concluded that the inheritance of property, 

through its effect on the continuity and expansion of the wealth owned by 

the upper strata, has been a major factor in overall economic inequality.lll 

Just as the unconditional right of owners to derive incorre from their pro

perty is at variance with wider perceptions of incorre as legitimate re-

ward for economic contribution or as rrorally justified support for the needy , 

rights of inheritance "legally entrench a contradiction also to the notion -

familiar as a diffusely formulated ideal to which tribute is paid in con

temporary capitalist societies - that the individual's place in the socio

economic order should reflect his/her own 'rrerits' without avoidable in

fluence of his/her circumstances of origin. ,,112 These examples point to 

important inconsistencies and sources of tension within the dominant ideo

logy of capitalist societies: the defense of private property is at the 

core of its commitment to the free enterprise system, but this conflicts, 

in terms of the concrete impact of property relations even rrore than at an 

ideological level, with the pervasive liberal ideology of fairness and 

equality. 

The second fundarrental principle underlying the distribution of 

incorre is that the majority of people who do not own substantial property 

must rely for their livelihood on the labour market. 113 They must hire out 

their awn labour power or depend upon others, usually related members of 

the household, who do. The structure and operation of the labour market 
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have a tremendous influence upon the distribution of earnings. First of 

all, the pay levels and availability of specific kinds of jobs is governed 

largely by capital's long-term considerations of profit maximization. Some 

indications of how this works at a micro level have already been noted: 

employers seek to hire only as many workers as is profitable and to mini-

mize their labour costs generally. At a more general or macro level, the 

allocation of capital investment and resources greatly affects the develop-

ment of the various sectors of the economy and consequently shapes the 

1 1 d ' t' f 1 t 'thi th 114 eve s an COmpoSl lon 0 emp oymen Wl n em. 

The labour market must be seen as a hierarchy of job slots of open-

ings in terms of pay levels, security, autonomy and conditions of work. 

Within this hierarchical structure, there is great disparity in the renu-

meration and security of employment. At the higher levels of the market, 

sorre earners are able to sell their services very dearly. Westergaard 

argues that top corporate managerial personnel acquire their very high ear-

nings "from their command over capital, in a manner akin to profit extrac-

t ' ,,115 lon. In addition to high salaries, top executives receive considerable 

income from bonuses and stock option plans. This in turn sets high stand-

ards for middle-level management and state officials. Also in an advantaged 

position are those professions that have been able to achieve control over 

their segment of the labour market; architects, for example, had incomes 

over 80% more than the average male income in 1961 and 1971. 116 

By contrast, the great majority of employees, especially routine 

blue and white-collar workers, compete with large numbers of others for 

available job openings. In addition to market forces of supply and demand, 



122 

wage levels are shaped by factors such as educational qualifications, 

strength of union organization, region, gender and sector of the economy 

in which employed. The interplay of these factors produces wide varia-

tion in pay levels between the minimum wage of workers in competitive, 

labour-intensive and female-dominated industries, the two or three times 

higher wages of workers in unionized rronq:oly industrial jobs, and the 

even higher salaries of semi-autonorrous professional or technical employees. 

In addition, rates of unemployment vary greatly within the labour market, 

being higher in the lower-paid and less skilled jobs and in the competitive 

sector. Unemployment, especially of long duration, has been very closely 

1 ted t 1 . 1 1 117 re a 0 ower lncorre eve s. The resulting occupational incorre dif-

ferentials within the male working class have remained fairly consistent 

from 1941 to 1971: skilled workers such as tool and die machinists earned 

about one-quarter rrore than the national average, industrial workers tended 

to receive slightly less than the average and unskilled competitive sector 

118 workers earned two-thirds and less of the average. 

The structure and operation of the labour market produce a wide 

range in the incomes earned by various categories of employees and this is 

the second major factor in the overall unequal distribution of incorre. The 

segrrented and hierarchical structure of the labour market has further impli-

cations: "Superimposed on the dichotorrous inequality between property in-

corre and employment incorre, therefore, there is a very visible pattern of 

multiple inequalities which both generates conflicts of immediate interest 

among different categories of labour and veils the conceptual simplicity 

of the two contrasting principles of capitalist incorre distribution: 
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acquisition by right of ownership and allocation according to labour 

market 'contribution.' ,,119 Such corrpetition and lirirrediate conflicts of 

interest within the segmented labour market further weaken the class 

capacity of the working class. The way in which the crucial but less 

obvious distinction between property and employment income is obscured by 

labour market differentials has an irnpJrtant further effect: "just because 

the majority live by the second principle, while the minority live by the 

first are not readily visible, the common dependence on the labour market 

as a fact of life is easily translated into popular acceptance of an 'ethic 

of work', notwithstanding the imnuni ty from that ethic conferred by property 

' t ,,120 on l owners. 

Structured inequality, class interests and taxation 

Some indications of the interests of the various class groupings 

in relation taxation have been noted throughout this chapter. The prece-

ding discussion of inequality of condition and its institutional basis allows 

these to be further specified. First of all, property and the income it 

generates and employment income are taxed very differently and their treat-

ment has very different implications for the various class interests. Given 

the unequal distribution of wealth; the taxation of property is of direct 

relevance to only the rrost affluent strata. M:>re specifically, the impact 

of capital gains, estate and similar forms of taxation on the accumulation 

and reproduction of wealth is of greatest concern to the capitalist class 

and the wealthiest strata of the middle classes. In life fashion, the struc-

ture of corporate taxation is of greatest significance to the capitalist 

class who own and control the major corporations, but also affects non-
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rronopoly capital, managerial personnel and others who own smaller arrounts 

of corporate shares and receive a share of profit. These groups would be

nefit from a tax system that facilitates and supports the accumulation of 

capital and from any reduction in the level of corporate and business taxa

tion. 

The primary source of income for the great majority of people is 

employment and the level and composition of taxation of this income is of 

greatest importance to the largest number of taxpayers. However, the in

terests of all employees in this regard are by no means similar. Highly 

paid managerial and professional employees, who can also derive considerable 

income from property, benefit from moderate rates of taxation at the highest 

personal income levels. On the other hand, it is in the interests of the 

working class and of the less affluent strata within the income hierarchy 

to have a rrore progressive structure of personal income taxation in which 

there would be higher rates for those high-income categories with a greater 

ability to pay. The balance of taxation between property and employment 

income is also of crucial importance. The taxation of property and cor

porate income has limited direct implications for all but the rrost affluent 

employees, except insofar as corporate taxes are passed on to consurrers 

through higher prices. But it is in the interests of the majority who are 

taxed only on employment income to reduce the proportion of total taxation 

derived from that source and to shift the overall burden to property and 

business income. In addition, it would benefit less affluent earners to 

reduce the importance of regressive forms of taxation such as sales taxes. 

In general then, a rrore progressive overall tax system could enhance the 
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material interests of large numbers of taxpayers in the working class and 

in the lower and middle levels of the income hierarchy. 

By contrast, a more progressive tax regime would increase the inci

dence of taxation of the more advantaged strata. The higher income capi

talist and middle classes would face heavier burdens if personal income 

taxation were based more upon ability to pay. Similarly, the interests of 

these groups would be harmed by any increase of property taxation. It would 

be the wealthiest group of all, the capitalist class, that would be most 

affected by such changes. In addition, any increase in corporate taxation 

could have an adverse impact on capitalist interests. These conflicts of 

interest operate at an immediate level, in terms of the allocation of the 

tax burden within the parameters of the existing fiscal system. More 

generally, a tax system that contributed to the redistribution of income 

would be in the interests of the working class and less affluent groups. 

At the same time, the material conditions of the wealthiest strata would be 

harmed by any redistribution of economic resources. More fundamentally, it 

is in the interests of the capitalist class and other affluent groups to 

sustain the institutional order and distributional principles that produce 

their advantaged position. Conversely, it is against the fundamental in

terests of the working class and other subordinate groups that the institu

tional arrangements and class relations that create such pervasive inequality 

be preserved. The way in which the tax system contributes to the reproduc

tion of the basic institutions of capitalist society is therefore of vital 

importance to all class interests. 
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VII. Surrmary and Conclusions 

This chapter has outlined the basic class divisions and fundamen

tal class relationships of Canadian society. The antagonistic nature of 

these class relations and the pervasive structured inequality of condition, 

power and opportunity constitute a crucial political problem for the repro

duction of the overall capitalist system. As discussed earlier, the accom

modation of conflict that could arise out of these class contradictions and 

the maintenance of stability and consensus have been a central focus of 

state activity. The role of the state in general is greatly shaped by class 

antagonisms and the clash of interests within them. The analysis of hCNJ 

this is so and of the impact of state policy and intervention upon concrete 

social interests must begin from a clear understanding of the underlying 

class structure. M:)re specifically , this overview of the class system and 

inequality of condition allows the interests of different class and social 

groupings vis-a-vis the tax system to be identified. Some indications of 

this have been developed here and the implications for class interests of 

the existing tax structure and of the various proposals for its reform will 

be examined throughout this study. 

Class interests and their conflict are always an important force 

at the political level. But classes are not cohesive social entities or 

monolithic groups that themselves act politically. Nor are class interests 

automatically translated into political organization. The dynamics of 

politics are shaped by state apparatuses, political parties (which mayor 

may not claim to speak for particular groups or classes), a wide range of 

pressure groups and tactics (whose relation to concrete social and economic 
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interests can vary greatly) and organizations such as business associations 

and trade unions which do represent class interests at the political level 

(but to varying degrees of effectiveness and specificity).121 Such aspects 

of political representation within the state and state policy formation are 

the focus of the next chapter. 
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Table 2-1 

Distribution of corporate shares by income level 

Percentage of all shares 

1958 1968 

Top 1% of all 
income earners 51 42 

Top 5% 72 62 

Top decile 79 72 

Total 6th-9th 
deciles 10.3 18.2 

Bottom 50% of all 
income earners 10.7 9.8 

Source: Leo Johnson, "The developrrent of class in 

canada in the twentieth century" in Gary 

Teeple, (ed), capitalism and the National 

Question in canada, Toronto, University of 

Toronto Press, 1972, Table 7; Data from 

Statistics canada. 
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Table 2-2 

Distribution of wealth by decile, 

family units ranked by wealth 

Financial Assets Total Assets 

1970 1977 1970 1977 

0.0% 0.0% 0.0% 0.0% 

0.1 0.1 0.2 0.3 

0.3 0.4 0.6 0.9 

0.7 0.9 1.4 2.3 

1.2 1.5 3.2 5.0 

2.2 2 . 6 6.3 7.4 

4.0 4.5 9.6 9.6 

7.3 8.0 12.7 12.2 

15.1 15.0 17 .5 16.8 

69.1 67.0 48.5 45.6 

Financial assets: deposits, cash, bonds, stocks, mortgages, etc. 

Total assets: financial assets, business equity, real estate, 

automobiles. 

Source: Lars Osberg, Economic Ineguali ty in Canada, Toronto, 

Butterworths, 1981, Table 3-2; Data from Statistics 

Canada, Survey of Consumer Finance. 
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Table 2-3 

Distribution of total before-tax income by 

quintile, families and unattached individuals 

Incc:rne 
Quintile 1951 1961 1971 1978 

Lowest 4.4% 4.2% 3.6% 3.9% 

Second 11.2 11. 9 10.6 10.4 

Middle 18.3 18.3 17 .6 17.7 

Fourth 23.3 24.5 24.9 25.5 

Highest 42.8 41. 4 43.3 42.5 

Source: Alfred A. Hunter, Class Tells. On Social Inequality 

in Canada, Toronto, Butterworths, 1981, Table 5-2; 

Statistics Canada data. 
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Table 2-4 

Distribution of national income by factor shares 

1950-54 

1955-59 

1960-64 

1965-69 

1971 

1973 

1975 

1977 

1979 

I 

Wages & 
Salaries 

63.9% 

67.6 

69.6 

71.6 

74.1 

71. 7 

72.9 

74.4 

71.1 

II III 

Profits & Net Net Income Farm & 
Investment Unincorporated 

Income Business 

16.9% 20.2% 

16.7 16.2 

16.5 14.2 

17 .3 11. 9 

16.3 10.6 

20.7 10.2 

20.5 8.9 

20.4 7.4 

24.7 7.3 

I Wages and salaries and supplementary labour income and military 

pay and allowances 

II Corporate profits before taxes and interest and miscellaneous 

investment income - dividends paid to non-residents 

III Accrued net income of farm operators from farm production and 

net income of non-farm unincorporated businesses including rents 

Note: Inventory valuation adjustment has been omitted, the fore the 

the columns add to rrore than 100% 

Source: Lars Osberg, Economic Inequality in Canada, Toronto, 

Butterworths, 1981, Table 5-1; Data from Department of Finance 
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Chapter 3 Class Interests, Political Representation 

and the State 

TIlis is a case study of the balance of political forces and 

institutional factors at work during the reform of the federal tax sys

tem from the 1960 I s through the early 1970 IS . 1-bre specifically, the 

focus is upon the implications of the tax system and its reform for 

concrete class and- group interests and the way in which these implica

tions in turn shaped political organization and activity during the 

formulation of tax policy. However, the dynamics of particul ar i ssues 

such as tax reform cannot be understood in isolation. This chapter con-

sequentl y outlines the general frarrework of routine and established 

mechanisms and relations of political representation within the state 

and crucial structural imperatives and requirements of the capitali st 

system that limit and influence the pararreters within which state soci a l 

and economic policy is developed.l It is within such a wider context 

that political conflict and debate over specific issues such as tax re

form takes place. The goal, as in the preceding chapter, is to delineate 

the central patterns and developing trerrls in these areas throughout 

the general period of the 1960 I s and early 1970 I s in which the debates 

on tax reform took place. 

I. Political Parties and Political Power 

Parties are crucial institutions wi thin a liberal dercocratic 

political system: It is electoral competition between parties and the 

140 
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right of citizens to choose between their alternative policies and 

leadership that is the essence of popular participation in determining 

the governrrent and influencing its actions. Pluralist political 

scientists see parties to be key vehicles whereby diverse competing in

terests within society are articulated and mediated; they are held to 

be the key link between the electorate and the govenment and to play a 

vital role in the "brokerage" system of canadian politics. It will be 

seen here that the most important political parties have historically 

tended to represent a much narrower range of interests than this \\QuId 

inply. Nonetheless, . voting for party candidates is virtually the only 

input to the political process for the great majority of the populace 

and pressure on competing parties to court electoral support is one of 

the few factors ensuring that the response and concerns of the majority 

have to be taken into account wi thin the political sphere . 2 

The major parties also constitute a central point of intercon

nection between the overall political system and the state and are cru

cial institutions within the structure of state power. While the party 

organizations are not formally part of the state apparatus and operate 

largely free fran direct state interference, the goal of political par

ties is the election of representatives to the legislative assemblies to 

form the governrrent. In the canadian par lianentary system, it is a cabi

net fonred of elected representatives of the party able to ccmnand the 

support of the House of Ccmrons that governs and has final responsibility 

for state policy. 'Ihe governing party is, of course, of first i.rrp)rtance 

in the structure of state power, but pressure fran opposition parties in 
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parliament and wider public debate can also influence the development of 

state policy. For these reasons, the links between the political par-

ties and key class and social groupings and party ideological perspec-

tives and policy orientations are crucial issues in the analysis of state 

power. The following sections will first of all discuss the IIDst impor-

tant federal parties, the Liberals and Progressive Conservatives, which, 

wi thin a certain arrount of ideological and rhetorical di versi ty, accept 

and promote the existing social and institutional order. The close rela-

tionship between business and these parties has long been an important 

source of corporate influence within state politics. But it will also 

be seen that these parties IlUJ.St respond. to political forces other than 

capital. Finally, the role of the New Derrocratic Party, as it operates 

within a sharply divergent political and ideological framework and repre-

sents very different social interests than the established parties, will 

be examined. 

Corporate Influence in the Conservative and Liberal Parties 

Power wi thin these parties has tended to be concentrated in a 

relatively small group. Business representatives have traditionally been 

actively involved in this party leadership. Porter caments on the 

practice of "the directors of large corporations beca.ning chaiI:mm or 

presidents of the national or prOVincial bodies. ,,3 Newman also empha-

sizes the extensive participation and influence of business people in 

party affairs at both national and provincial levels. 4 Whitaker docurrents 

the centtal role of leading businesSrren historically within the Liberal 

5 party,. 
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A central facet of the close links between business and the par

ties has been the financial depedence of the latter upon the corporate 

sector. Detailed analyses of the historical develotxrent of the Progres

sive Conservatives and Liberals reveal that they have both consistently 

received the vast majority of their funds from the business conmunity . 

More specifically, the lists of major corporations and wealthy indivi

duals who contributed to the parties showed that the donors were from the 

highest circles of econcmic power. Reflecting this relationship, fund

raisers for the parties were men who had wide contacts arrong the top 

levels of business and the upper classes . These powerful lawyers, brokers 

and corporate directors carre to have great influence in party policy. 6 

'!he trerrendous influence which such patterns of financing and leadership 

gave business in party politics persisted throughout the history of the 

major parties. 

The continued financial dependence of the parties on the corporate 

sector has been well dOCUJ:CeIlted in the post-World War II period. Poth 

major national parties - Liberals and Progressive Conservatives - received 

the bulk of their funds fran "the centralized corporate industrial and 

financial structures concentrated in Montreal and in Toronto ... the two 

parties were financed largely from the sarre source. ,,7 At least 50% of the 

funds of the parties carre from corporations and a further 40% at least from 

individuals closely identified with particular corporations. 8 This en

tailed not simply dependence upon the business ccmnunity, but rrore speci-

ficall y on its rrost concentrated sectors - on a small number of daninant 

corporations and wealthy individuals associated with them. A leading fund-
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raiser for the Liberals, R. G. Rankin, told a party convention in the 

early 1970' s that the Liberal party operated on the support of 95 major 

canadian corporations. 9 This same pattern held for the Conservatives 

whose support, in fact, tended to care fran the same corporations. The 

general practice of these major corporate donors was to give to both 

parties - 60% to the party in power and 40% to the other party. 10 The 

major oil corporations, for example, routinely made large oontributions 

to both parties. "The eight oil companies admitting to contributions 

offered figures amounting to $546,000 a year to canadian political par-

ties in non-election years." The contributions during elections are 

nuch larger; it was estimated that the oil carpanies oontributed 20% of 

the total spent by both major parties in 1974. 11 

Reflecting these financial sources, top people in the party appa

ratus have traditionally been closely connected to the capitalist class. 

As noted above, the key people in the party financial structure, who 

have great influence in party affairs, have generally been lawyers, bro-

kers or other top corporate figures well placed in the rretropoli tan busi-

ness cornnuni ties. Recent patterns confirm this trend. Until 1968, 

fo:rrrer Senator John B. Aird was treasurer of the Liberal Party, and a 

leading '!bronto oorporate lawyer and director of the Bank of Nova Scotia, 

Consolidated-Bathurst, National Life Assurance, Reed Shaw Osler and 

other companies. 12 Aird subsequently becarre chainran of the governrrent 

and corporate-supported Institute for Research in Public Policy and 

Lieutenant Governor of Ontario. He was replaced by Senator John M. 

Godfrey, another '!bronto corporate lawyer and director of M:mtreal Tl:ust. 
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The top fund-raiser for the Conservatives for approximately twenty 

years was Beverly Matthews, a senior partner in the Toronto law firm 

of McCarthy and McCarthy, one of the rrost i.rrq?ortant such establishrrents 

in the Canadian power structure. Matthews was in 1973 vice-president 

of the Toronto-Dominion bank and a director of Brascan, Trans Canada 

Pipeline, Canada Life Assurance and both the Canadian subsidiary and 

u.s. parent Gulf Oil. In 1969, his party position was inherited by 

another nernber of the sane legal firm - John vernorr. 13 The background 

and position of these fund-raisers and their key role in the parties 

provide a crucial link between business and these very iIrportant poli

tical institutions. 

The Political Parties and the Power of Capital 

The irrplications of the financial dependence of the parties on 

capital and the leading role of praninent businessrren in party affairs 

operate at several levels. At the rrost specific level, large corporate 

donations have been closely related to subsequent governrrent decisions 

or prograrmes particularly favourable to the interests of the contribu

ting firm. Throughout Canadian political history, scandals involving 

huge business donations and individuals at the highest levels of poli

tical and economic power have been thoroughly documented, investigated 

and then quietly forgotten.
14 

There has also historically been a close 

relationship between corporate political contributions and the distri

bution of government patronage. 1S More generally however, it is access 

to political decision-makers that is ensured by these donations. 16 

Corporate representatives themselves state that such access is a prime 
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reason for their political contributions. 17 Somewhat more generally 

again, the financial dependence and close interconnection of the parties 

and business tended to be a factor in the developrent of overall party 

economic policy geared to providing a favourable and stable environ

rrent for corporate capitalism. At the most general level, the integra

tion of the parties and business shaped the developrent of the ideolo

gical pararreters within which the parti es operate; their generally pro

capitalist perspectives on key issues and their spirited support and de

fense of the free enterprise system. 18 Once again, there is a close 

parall el between these patterns and the corporate rationale for suppor-

ting the parties; the three most camon reasons for corporate donations -

the preservation of private enterprise, the two party system and a 

climate of opinion that is favourable to business19 - are basically con-

cerned with ensuring the stability of the general political and economic 

frarrework within which business operates . This business influence also 

extended to the selection of leadership. From the late 1950 I s through 

the 1970 I S leadership carrpaigns of both major parties were marked by the 

important role of corporate finances and personnel. This participation 

in no way determined the final results, but it was significant enough 

that all major candidates had to cultivate favourable relations with the 

business carnmunity.20 

These various levels of corporate influence could be the basis 

of considerable pressure on the formulation of party policy. The virtual 

veto power that business can wield · and the iIrplications of financial de

pendence upon corporate sources were seen most clearly when business 
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withheld its support in opposition to party policy. '!his was the case 

during the 1965 election campaign as a result of the pervasive corpo-

rate hostility that had developed towards the Liberal government's eco

nomic policy. '!his opposition had in fact been building for several 

years. On June 13, 1963, Walter Cordon, then Minister of Finance, in

troduced a federal budget which contained a ntnnber of errployment creation 

schemes . In order to provide revenue for these programmes, it also 

introduced tax changes to close loopholes in business taxation, require 

earlier payment of corporate taxes and extend the 11% manufacturing sales 

tax to building materials and production machinery. In addition, one of 

the budget's central goals was the encouragement of canadian ownership 

of the economy. To this end, it proposed changes in the withholding tax 

on dividends paid to non-residents so that they were considerably lower 

for companies with significant canadian ownership than for those without, 

irrproved depreciation for Canadian owned canpanies and the rrost contro

versial rreasure of all, a 30% takeover tax on the sale of established 

canadian corporations to foreign interests. 2l The budget was greeted with 

intense opposition fran all sectors of canadian rronopoly capital who 

considered the proposed rreasures to be unwarranted and unacceptable inter

ference in corporate affairs. '!his hostility-was described by Peter 

Newman, one of the leading political journalists of the tine, in the 

following terms: "The economic benefits of Arrerican investrrent in Canada 

were so overwhelming that any appeal to stop - or -in any way control -

the influx of such funds ran squarely against the self-interest of many 

influential citizens, particularly members of the business community. 
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They brought down on Gordon's head one of the most vicious personal 

campaigns ever mounted against a canadian cabinet minister. The 

businessrcen were all the more enraged because they regarded Gordon 

as a traitor to his class." 22 The governrrent faced grCMing pressure 

fran a number of quarters: "The construction industry complained 

against the imposition of the sales tax on building materials in a 

flood of telegrams, letters and urgent requests for interviews with 

the Mini, t ,,23 s ere Representatives of the major stock exchanges, the 

Investrrent Dealers' Association am the financial cormrunity were ap-

prehensi ve about the treatrrent of foreign ownership. ~si tion to 

these provisions was lead by Eric Kierans, president of the M::lntreal 

Stock Exchange, who led a delegation of prcminent rrembers of M::lntreal 

brokerage finns including Senator lDuis Gelinas, a leading investrrent 

broker and Liberal fundraiser, appearing before the Minister of Finance. 

Mr. Gordon described the June 18 rreeting: "Kierans handed Ire a letter 

criticizing the budget and particularly the proposed takeover tax cou-

ched in highly interrperate language. He then proceded to harangue Ire 

in my own office and practically invited the stock brokers present to 

sell the market short when it opened the follCMing morning. He admitted 

that this letter to Ire had been given to the press before he carre to 

ottawa, so the fat was in the fire. ,,24 Through the threat of serious 

disruption of the stock market, Mr. Kierans sought to force the govern-

rent to abandon the takeover tax. The implications of such disruptions 

were well understood by Mr. Gordon: "I thought this over during the 

evening and the follCMing morning infoI:TCed the Prirre Minister that I felt 
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there was no alternative but to withdraw the proposed tax because of 

'administrative difficulties'. ,,25 In explaining this withdrawal to the 

House of CrnmJns, the Minister referred to his consultations with the 

representatives of the securities industry over the adrninistrati ve pro-

blems of the tax and noted that the govern:rrent did not wish to inhibit 

"new financing nCM under way for the expansion of existing business. ,,26 

In succeeding weeks, Mr. Gordon confirrred that the takeover tax would 

not be reintroduced and conceded further i.rrq;x)rtant changes in the budget 

by phasing the sales tax on building materials in gradually and easing 

the definition of canadian CMnership required for reduced withholding 

tax and higher depreciation allCMances.
27 

While this completed the govern

ment's retreat from the 1963 budget, it did not mollify corporate hostility. 

It was within a context of continuing business opposition to 

state economic policy that the 1965 election canpaign began. And it 

was in this context that the financial dependence of the Liberal party 

upon capital and its need for al::x:>ut $4 million for the canpaign becane 

particularly irrportant: "When Senator John Aird, the party's chief fund 

raiser, made his initial contacts to try and raise that sum he was rret with 

unprecedented resentment and resistance. During the week of September 6, 

sc::m= senior representatives of canada's chartered banks urged Pearson 

through their intenrediaries to recruit Robert Winters and drop Walter 

Gordon from the Finance portfolio .•. At the sane tinE, a number of western 

Liberals organized by sc::m= Winnipeg businessmen connected with the 

Hudson's Bay Company and the Great~West Life Assurance Company, discree

tely let out the word that they would bankroll any promising Conservative 



150 

with a chance of defeating Walter Gordon in his hone riding of Daven

port. ,,28 It appeared during the carrpaign that the Prirre Minister had 

acceded to these demands; the major bankers certainly had this impres

sion and many party fund raisers "were openly promising their potential 

subscribers that Pearson had pledged to rerrove Gordon from the Finance 

portfolio. " But in a late October election meeting, the Prirre Minister 

reaffinred that Gordon would be Minister of Finance. '!he result was 

predictable: "The nation I s financial cormnmi ty, which had been assured 

that Gordon I s days were numbered, was severely shaken by the pronounce

ment •.• Businessmen who had made pledges toward the Liberal carrpaign fund 

row renounced them ••• The cutback in the Liberals I campaign contributions 

was based on sorrething rrore than an informal consensus. Several leading 

M:mtreal, Toronto and Winnipeg businessmen were involved in organizing 

an active anti-Gordon lobby that urged business firms to severely limit 

their contributions to the Liberal Party. The chief rroving spirit of 

this group was William Pearson Scott, chairman of W:::xxl, Gundy and Crnpany, 

the Toronto invest.rrent dealers. ,,29 On November 8, 1965, the Liberals 

were returned as a minority government and shortly thereafter Mr. Gordon 

offered to resign fran the cabinet. The Prirre Minister accepted his 

resignation, "apparently as a rreans of freeing the cabinet fran Gordon IS 

reputation in the business cormnmi ty for dangerous radicalism." 30 In 

this instance then, the financial dependence of the Liberal party upon 

business left it extremely vulnerable to corporate pressure and this pres

sure was a central factor in subsequent changes in the COI'CpOsition of the 

governrrent at the highest level. It Im.lSt be emphasized, of course, 
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that business opposition to Mr. Gordon was not rrerely personal, but 

was directed against state economic policy, especially that of limi-

tin f · hi 31 g orelgn owners p. 

In sumrery, corporate financial support of the Liberal and 

Conservative parties and the extensive links between the party organiza-

tions and the higher circles of Canadian business were significant sour-

ces of influence for the latter within these very important political 

institutions. A rrore general effect of the close relationship with the 

business conm.mi ty was that these parties tended to operate wi thin an 

ideological frarrework and political assumptions that accepted the basic 

institutional structure of capitalist society and were largely favour-

able to the interests of capital. The fact that the Liberals and Conser-

vati ves have been the governing and main opposition parties throughout 

the modern period underscores the significance of their close relation

ship with business. 32 It is in these ways, then, that the major parties 

constituted a significant rreans of the representation of capitalist 

interests wi thin the political sphere. This relationship was by no rreans 

direct or deterministic. There could be tension between the business and 

the political parties over the fonnulation of policy and the trerrendous 

pressure that business could exert in such instances has been discussed 

arove. There were also important divisions and debates wi thin the parties 

over the political viability of alternative policy strategies, over 

ideological issues, such as the degree of state economic intervention 

seen to be acceptable, and differences reflecting sectional divisions 

within capital, such as those between the resource and manufacturing 
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sectors over the direction of national economic development. 33 The 

parties could act as important forums where top political and corporate 

leaders can meet to mediate and reconcile such political conflicts and 

policy differences. In addition, while the dominant capitalist class was 

rrost influential, managerial personnel, medium-sized employers and small 

businessrren were also active in party affairs . Participation in the par-

ties could be an important source of political unity within the business 

conmunity as a whole. 

Party Competition and Liberal Dem:x::racy 

No other group had canparable influence within or such close connec

tions to the rrajor political parties as did the capitalist class . But 

this does not rrean that the parties were unresponsive to other carpeting 

social and economic interests. In a cct'Cpeti ti ve dem::>cracy all parties 

must seek. to rraintain and extend their base of electoral support wi thin 

the public at large. The sheer size of the working class and the less 

powerful and wealthy rrajority of the population rrore generally rreans that 

the political parties must at least address their needs in order to gain 

their votes. At a rrore general level, the parties played an important 

role wi thin the range of state and political institutions concerned with 

legitirration. Thus, the cct'Cpeting parties face significant electoral and 

ideological pressure to speak to the concerns and needs of the population 

34 to Sate degree. 

These elerrents of cct'Cpeti ti ve derrocracy were especially important 

in the context of the federal political system; the rrajor parties of the 

political centre were under constant pressure fran their left. The 
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Liberal and Conservative parties could not appear to speak only for a 

privileged minority or to cede concern for the interests of the majority 

or for popular social issues to the New Democratic party. 35 The posi

tion of the social derrocratic N.D.P in the Canadian political spectrum 

ImlSt be specified. From its earliest origin in the Co-operative Cormon

wealth Federation it had been reformist rather than radical and solidly 

corrmitted to achieving its goals within the parliarrentary system. In 

seeking to broaden its popular appeal, socialist elexrents wi thin the 

C.C.F./N.D.P. programre had been consistently rrodified and eliminated. 36 

In the hope of wider electoral success the m:::dern N.D. P. has sought to 

portray a pragmatic m:::derate image . It had downplayed any i dentifica

tion of its policy in class tenns and has instead cultivated a relati-

vely vague and politically safe populist ori entation; claiming to speak 

for the less affluent and powerful majority as opposed to the special 

interests represented by the mainstream parties. Nonetheless, its 

social denocratic ideological perspective rreant that the N.D.P . focused 

upon issues affecting the working class and other subordinate groups 

and pressed for progressive social and economic policy far more strongly 

than did other parties. 

The progressive orientation of the N.D.P. was reinforced by its 

close links with the union movexrent, both financially and organizationally. 

This did not reduce the party to being rrerely the political ann of 

labour any more than the closer relation between the major parties and 

capital reduced them to being the spokesrren solely for corporate interests. 

But the N.D.P. did defend the legitimacy of union policy and labour 
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interests wi thin the PJli tical sphere and did tend to share similar 

. k . 1 d .. . th . ed labo 37 perspectl. ves on ey SOCl.a an econOffil.C l.ssues WJ. organJ.z ur . 

The rough alliance of the unions and the N.D. P . provided one of the 

few direct nechanisms for the PJli tical representation of the working 

class. In contrast to the established parties, the N.D.P. and its 

labour sUPPJrt constituted the rrost important canpeting force repre-

senting interests other than capital and operating wi thin a rrore progres-

si ve PJli tical and ideological franework. 

'Ib briefly recapitulate: the PJli tical parties were central 

institutions in the structure of state power in canada. The financial 

dependence of the major Liberal and Conservative parties uPJn the cor-

PJrate sector and the extensive invol VeIrel1t of businessmen in the party 

organizations ensured that capitalist interests were well represented 

within their PJlicy and priorities. This representation was not, how-

ever, exclusive. While capital was the predominant force within the major 

PJlitical parties, they were also subject to a number of countervailing 

pressures that arose out of the basic structure of a liberal democratic 

PJlitical system. Constrained by electoral canpetition and the i.mpera-

tives of PJlitical legitimation, the parties had to be sensitive to the 

concerns of the mass of voters. MJreover, the established parties could 

not allow the N.D.P. to preempt PJtentially PJpular progressive PJlicies 

and issues. 
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II. The State Elite and the Capitalist Class 

The extrerre concentration of p:JWer within the Canadian state 

system was discussed in Olapter 1. The great p:JWer of the small elite 

group who occupy key positions of authority within the rrajor institu

tions of the state has been well dOCUIreIlted. 38 This section discusses 

the social background of the state elite and a range of social and 

institutional links between it and the capitalist class. The implica

tions of these· patterns for the guiding perspectives of the state elite 

and its exercise of power are then explored. 

The Social Origin of the State Elite 

John Porter developed the first comprehensive analysis of the 

social background of the political elite, which he defined as federal 

cabinet ministers, provincial premiers and the senior judiciary who held 

their positions fran 1940 to 1960. Although complicated by the political 

necessity of balancing regional, ethnic and language representation, 

the social origin of the elite was quite consistent. A total of 24% of 

the political elite came fran upper class families, a very large over

representation, but considerably less than the canparable figure for 

the econcmic elite. The great rrajority of the elite cane from rniddle

class backgrounds and there was very lirni ted representation fran the 

working class. The high educational attainrrent of this group and the 

aver-representation of the English and French charter groups and the 

central region of the country reinforced the patterns of class origin. 

The incumbents of p:JWerful political positions clearly tended to corne 

from the rrore advantaged strata of the class structure. Previous 
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careers of political leaders also supported this conclusion. For 

cabinet rrembers the rrost cOIrlIDn prior occupations were business and 

the law - professions firmly integrated into the institutional struc

ture of capitalism. 39 Porter also examined the federal bureaucratic 

elite in the mid-1950's, those who held key positions within the ad-

ministrati ve apparatus of the state. Those of upper class origin 

constituted 18.1% of this group, with a higher proportion anong the 

higher ranking officials. A further 68.7% came from middle class back

grounds for a total of 86.8% of the bureaucratic elite from the middle 

classes or higher. 40 A later study by Presthus used a different for

mulation of the rrost powerful state positions, but also found that 

those in the key positions were from rrore privileged social backgrounds. 41 

Olsen provides a rrore recent analysis of the origin of the poli

tical elite, replicating Porter's earlier study. For those in top 

elected and judicial positions from 1961 to 1973, 22.4% were from the 

upper class, 69.0% from the middle class and 8.6% from less than middle 

class origin. Compared to Porter's 1960 data, there had been an in

creased proportion fran the middle class and the very low proportion 

from the working class had actually declined. 42 The previous occupations 

of the political-judicial elite were largely within the independent 

middle class categories. However, representation from the upper class 

is by no rreans limited; there were nurrerous examples of individuals 

connected with prominent capitalist families holding powerful state 

positions. Olsen estimated that 20% of federal cabinet ministers and 

provincial premiers came from backgrounds of considerable wealth. 43 
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The predominantly middle class origin characterized the top officials 

in the state bureaucracy. For the bureaucratic elite over the sarre 

period, 10% came from the upper class and 75% from the middle class. 

This proportion of 85% from at least middle class background was drawn 

from approxinately 15% of the population. By contrast, the 85% below 

the middle class position accounted for only 15% of the elite.
44 

In 

surcmary then, it is from the higher levels of the class structure that 

the holders of powerful positions within the state overwhelmingly origin-

ate . 

The Social Milieux of Power 

The state elite and capitalist class were bound together by a 

variety of social relationships. Extensive family and kinship ties 

linked the highest levels of political and economic power; for example, 

91 m=mbers of the 1975 corporate elite had kinship links with the poli

tical or bureaucratic elites. 45 Prominent examples were the following: 

Renault St. Laurent, son of the farner Liberal PriIre Minister, was a 

leading Quebec City corporate lawyer, farner director of the Canadian 

National Railways and in 1972 was a director of Banque Canadienne National, 

IAC Ltd., Irrperial Life Assurance and powerful industrial corporations; 

Paul E. Martin, a top executive in the Power Corporation conglorrerate, 

was the son of the Han. Paul Martin, farner top Liberal minister; the 

Han. Jarres M. Macdonnell was a corporate executive who played a key 

role in the Conservative party, his son, Peter, was an Fdnonton corporate 

lawyer and director of the Royal Bank, CAE Industries Ltd., Canadian 

Utilities Ltd. and other major corporations and his daughter, Kathleen, 
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was married to R. W. Lawson, senior deputy governor of the Bank of 

Canada. Patterns of interaction in a myriad of social and entertain-

ment functions - both official and private - and in the variety of 

cultural and philanthropic activities favoured by the upper classes 

provided further points of extensive contact between political and eco

nomic leaders. 46 Among the most important locations of such inter-

action were the exclusive private clubs of the elite; such clubs pro-

vided a select and informal forum for discreet contact between state 

47 and corporate leaders. Reflecting these patterns of social inter-

connection were extensive and close ties of friendship between indi vi

duals in key positions in the corporate and state spheres.
48 

On the basis of their broadly similar social background and 

positions, Porter concluded that the political elite will tend to de-

velop perspectives and consciousness very similar to that of the cor

porate elite. 49 No automatic or direct connection between class 

origin and political consciousness can be assurred, but in the context 

of the extensive social interconnection between the political elite and 

the capitalist class discussed here and the institutional links between 

the two sectors to be outlined below, Porter I s conclusions seem broadly 

warranted. The highest levels of state and corporate :FCJWer tended to 

operate wi thin a similar political and ideological frarrework. The general 

policy paraneters held by the state elite and shared with corporate 

leaders certainly included basic commitments to the institutional order 

of capitalism - and to the key role of private capital in the operation 

of the economic system. 50 
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Institutional Integration of the State and Corporate Sectors 

The interconnection of the state and corporate spheres also took 

a variety of institutional forms. One of the IIDst important insti tu-

tional links was the extensive career IIDverrent of key personnel between 

highest levels of the state and the corporate economy. The recrui trrent 

of corporate executives to prominent governrrent positions has long been 

a central feature of Canadian politics; Porter noted the prevalence of 

the cooptation of businessmen into the federal cabinet. 51 M:)re recent 

data reveal that "one-third of 1975 Canadian-born IreInbers of the economic 

elite held in the past, or continued to hold, positions directly within 

. 52 
the state system. " M:)verrent between the political and business ~rlds 

had been increasing: 27% of the 1961-1973 political elite had previously 

been involved in business and 27 % of elected politicians in the elite 

who left office over this period took up major corporate directorships.53 

An important developing trend during this general period was the 

strenuous efforts of the governrrent to attract business people to top 

state positions. Several exanples dealing with the political economy of 

energy illustrate these patterns. Jack Austin was an important figure 

in the mining industry before being appointed deputy minister of Energy, 

Mines and Resources in 1970. He was chosen by the Pri:rre Minister speci

fically because of his business experience and connections. 54 He subse-

quently became principal secretary to the Pri:rre Minister and was in 1975 

appointed to the Senate. When the governrrent required a chief executive 

for Petro-Canada - the state energy corporation established in 1975 -

Energy, Mines and Resources Minister Donald Macdonald errphasized that they 
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were looking for a prominent person from the oil industry. It was felt 

that only such a person could give the corporation credibility with 

private industry.55 Chosen for this position was Maurice Strong, a per

son whose career illustrates the close connection between the state and 

corporate sector. 56 Strong began his career in the oil and gas industry 

and was involved in the formation of Dare Petroleum and Canadian Indus-

trial Gas and Oil. He subsequently became president of Power Corporation . 

In the mid-1960's, the Depart.Irent of External Affairs was increasing the 

scope of its foreign aid and the minister brought in Strong to head the 

External Aid Office. 57 Strong was inst.ruIrental in creating the canadian 

International Development Agency out of this and became its first presi

dent. He left C.LD.A. to becare an Under-Secretary and head of the 

enviroment program of the United Nations. Strong later announced that 

the president of Petro-Canada would be Wilbert Hopper . Hopper had been 

with Inperial Oil and Senior Petroleum Consultant with Arthur D. Little 

Inc., an influential international corporate consultant. In 1972, he 

joined the federal Depa.rt:Irent of Energy, Mines and Resources as a senior 

advisor and rose to be Assistant Deputy-Minister for Energy Policy58 These 

top corporate executives brought to their new positions the perspectives 

and ethos of business and the extensive contacts they had in the cor

porate economy. That the state sought out experienced and well-connected 

businessmen for important posts indicated the closeness of the working 

relationship between the two sectors. 

The opposite movement of top politicians and state officials to a 

variety of positions in the corporate economy was also both extensive and 
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significant. The IIDvement from the federal cabinet to the board room 

had reen particularly pronounced in the post-war period and has involved 

key figures from both major parties. After the 1957 defeat of the 

Liberal government, for example, there was wholesale IIDVement of leading 

forrcer ministers, including PriIre Minister St. Laurent, c. D. Howe and 

Robert Winters to top corporate positions. 59 By 1965, Mr. Winters held 

positions in 24 corporations, was chairman of Brinco, vice-president 

of the Canadian Imperial Bank of ColtIrerce, director of Power Corporation, 

Algoma Steel and many other prOminent companies and chairman of the 

board of governors of York University. In 1965, Winters was inst.rum:mtal 

in persuading the federal government to abolish taxes on privately-owned 

utili ties. 60 As discussed above, Winters was asked by I2ster Pearson 

to re-enter politics in 1965 in order to have a rrernber of the cabinet 

with the trust of the business conmmity. He ran for the leadership of 

the Liberal Party in 1968, was defeated and retired from politics. He 

then recane president of Brascan, a major Canadian multinational corpo

ration, and assuned many of the corporate positions that he had held in 

1965. Mr. Winters died in 1969. A further irrportant example from the 

1960's involved same of the sane major corporations. Donald Gordon 

IIDVed from an early career with the Royal Bank to the Bank of Canada 

and eventually recane deputy governor. During 'M:)rld War II, he was chair

man of the WartiIre Prices and Trade Board. He subsequently recane 

president of the Canadian National Railways and retired in 1966. He was 

then appointed president of Brinco; the Major British controlled re

source corporation, and director of the Bank of MJntreal, Hudson's Bay 
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Ccrnpany, Rio Algoro, Royal Trust and other major corporations. In 

1968, Gordon was able to convince the federal government to exempt 

the withholding tax on Brinco bonds so that capital could be raised 

in the New York market. This concession was part of a series of 

large-scale financial subsidies of the Brinco developrrent of the 

Churchill Falls hydro-electric project in Labrador. 61 In negotiating 

for such generous state concessions, Brinco WJuld no doubt have been 

aided by its close connection with such influential figures as Gordon 

and Winters. EXamples such as this can illustrate the concrete signi

ficance of the rroverrent of key individuals between the political and 

corporate spheres and the iIrportance to individual corporations of 

having such people to represent their interests. ~lese patterns con

tinued through the 1970's. Jean-Luc Pepin developed very close relation

ships with the business ccmro.mi ty as minister of Industry, Trade and 

Cormerce. He was defeated in the 1972 general election and was reported 

to have had discussions on possible positions with over 150 canadian 

corporations. 62 However, he decided to establish his own trade promo

tion and consulting company - InteriIrco Ltd. - in which his government 

contacts and experience WJuld be rrost useful. He also becane a director 

of a number of major corporations: Power Corporation, Westinghouse canada, 

Eornbardier Ltd. and Celanese canada. He was subsequently called back 

into govern.rrent service as head of the Anti-Inflation Programre. When 

John 'IUrner retired as Minister of Finance in 1975, he i.mrediately be-

cane a partner in the 'Ibronto law finn of McMillan, Binch and director 

of canadian Pacific, its subsidiary Marathon Realty, canadian Investrrent 

Fund and Crown Life Insurance Company. 
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The appointment of former politicians to corporate positions 

can have a number of implications. At one level, these appointments 

can be honourific, as a recognition of public service or performance 

while in office. MJre importantly, as the Brinco exarrple indicated, 

these appointments can have significant functional importance for the 

corporation. The political prestige, experience, knowledge of govern

rrent procedure and channels and extensive contacts of such people can 

be of great benefit to major corporations in their dealings with the 

state . 

The advantages of employing former rrembers of the political 

elite are particularly clear in the Iroverrent of top goverrurent 

bureaucrats to corporate positions. '!he widespread Iroverrent of former 

officials from the Departrrent of Finance and of C. D. Howe's proteges 

in the Departrrent of Trade and Ccrcm:rrce and other agencies to the cor

porate sector during the post-war period was particularly striking. 63 

Former state officials frequently were hired by corporate 

industry or trade associations or established themselves as private con

sultants or lobbyists. One of the Irost striking instances of the latter 

practice was the jOint lobbying canpany set up in 1975 by Sirron Reisman, 

former deputy minister of Finance, and Janes Grandy, former deputy mini

ster of Industry, Trade and CollllErce. In these ~rful positions, 

these two rren had trerrendous influence in the fonrulation of state eco-

nomic policy and their expertise, prestige and contacts could be of 

great advantage to their corporate "clients. 64 Reisman was also appointed 

to the l::oard of George W=ston Ltd. - the major food industry conglorrerate -
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and had been delegated "as the rrernber of the managerrent team designated to 

look after governrrent-corrpany relations at all levels. ,,65 Detailed ana

lyses of lobbying catalogued the extensive movement of former officials 

to key positions in the nurrerous corporate associations which were in 

constant contact with the state. These officials tend to have formerly 

been with those governrrent agencies or departrrents with which the indus

try or group they represent were most closely connected. The enlistrrent 

of the contacts, experience and ability of such rren in the service of 

major corporations or groups in the representation and promotion of 

their interests have significant influence in the complicated processes 

of state policy making and administration. 66 

The ease and extent of the moverrent of former state officials to 

business reflected the close relationships between the political and cor

porate sectors. That the major corporations should offer positions to 

former politicians indicated not only that they can be of great practi

cal use in the representation of corporate interests, but also that their 

political careers rret with the approval of corporate leaders. If the 

former politicians had operated in such a way that attracted the support 

of leading businessrren, it was likely that this was also a manner which 

was conducive to corporate interests. MJre generally, such moverrent was 

an irrportant indication of the general political and ideological affinity 

of the leaders of these major institutions. 'Ibis movement was also of 

great benefit to the former state officials; it could provide highly 

esteemed and potentially very lucrative further careers. For the major

i ty of state officials of middle class background such appointrrents 
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constituted a means of access to positions of economic power and to 

the potential of amassing significant personal wealth. The possibility 

of receiving such corporate appointments was a significant incentive 

for politicians to carry out their functions in ways that were accept

able to the capitalist class. The material interests of the political 

elite were involved in other aspects of their relationship to business 

as well. In 1948, lester Pearson, who had risen to becorre the top per

manent official wi thin the Department of External Affairs, was asked to 

becoIre minister of that department but was extremely hesitant about the 

financial insecurity of elected political life. His close friend Walter 

Gordon, then still occupied in the substantial '!bronto family business, 

raised an annuity to overCOITe this problem. This was not an unusual oc-

currence in canadian politics: "St. Laurent had told Mackenzie King that 

he oould not afford to remain in politics, and had finally agreed to 

accept the Prime Ministership only after a group of friends had offered 

him a private gift -substantial enough to wipe out his debts and meet his 

needs for the future. The htmliliating pattern was a familiar one for 

canada's leading politicians. ,,67 In the early 1970's, a trust fund of 

$300,000 had been established for leading Quebec politician Claude Wagner 

so that he could stand for election for the federal Conservative party. 68 

SUrrmary: The State Elite and capital 

This section has outlined the extensive social and institutional 

links between the small group who occupy key positions within the state 

apparatus and the capitalist class." This interconnection I!U.lSt be seen 

in the context of the close ties between the major political parties 
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and business discussed earlier and the widespread direct corporate par

ticipation in state affairs. The nature and extent of this interrela

tionship was evidence of the integration of the higher levels of corpo

rate and political power. SUch relationships could involve significant 

direct influence in the dynamics of politics, but nore generally, they 

served to ensure a basic ideological affinity between poll tical and 

corporate leaders. These close relationships entailed that state poll

tics tended to operate in a way which took the interests of capital into 

account. The routine operation of state politics tended to take place 

wi thin core assUI'C'ptions and general paraneters that favoured the health 

of the capitalist system and of the dominant classes within it.
69 

No 

other group or interest in the canadian social structure had the advan

tages of such close social and institutional relationships with the 

political elite. The less advantaged strata were not well represented 

in the higher reaches of poll tical power, nor did labour and political 

leaders tend to nove in similar social circles. There was no significant 

rrovement of key personnel between the union and state structures. 

III. Corporate Participation in the State 

Representatives of major corporations and business associations 

played a direct and extensive role in the affairs of the state. They 

were in constant contact with state officials at all stages of the 

policy process from initial formulation and revision to final implemen

tation and administration, and in a wide range of departrrents, agencies 

and other settings throughout the state apparatus. 
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'!he Second World War 

'!he evolution of corporate participation in the federal state was 

greatly shar:;ed by develorments during the war period. 70 '!he war years 

featured massive state intervention throughout the econany; the state 

played a key role in the rrobilization of labour, the direction of pro

duction in all sectors, the tight control of the rroverrent of wages and 

prices, the allocation of resources and in vast programres of capital 

grants to vital industries. When confronted with the problem of adminis

tering and directing the huge scale of this economic intervention, the 

governrrent turned to those who nonnally did so in the private sector . 

'!his period was consequently marked by a huge influx of corporage execu

ti ves to key positions at all levels of the state apparatus . Businessrren 

played a predominant role in crucial institutions, such as the Wa.rt.inE 

Prices and Trade Board, '!he Foreign Exchange Control Board and the 

Depa.rtnent of Munitions and Supply, which directed the overall econany. 

'!he industry controllers and leading personnel in the agencies 

that directed the various sectors of production were generally executives 

from the industries which they were regulating . 'Ihese officials had care 

fran sare of the rrost powerful enterprises in the country and included 

many people who were to becare leaders of the corporate econany. 71 

Fifty-three of the 1,975 corporate elite had held senior positions within 

the wartime state. 72 Peter Newman saw this large-scale recruitment of 

wa.rtilre industrial production as a crucial factor in the fonnation of 

what he tenred "an Establishrrent whose rrembers and ideas were to domi-

nate the nation's business and public affairs": 
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Howe's proteges deliberately set out to learn where all 
the important pieces were: who counted and who didn't; 
how to deal with each other, with cabinet ministers, and 
with the political system. (At the sarre tinE, there was 
fonning a significant corrmmity of interest between the 
dollar-a-year men and the upper echelons of the public 
service, where the group of mandarins who would run Cana
da's pennanent subgovernrrent well into the 1970' s began 
to energe). 

It was the network of connections and interconnections 
between business and governrrent, fathered by Clarence 
Decatur Howe, that becarre the Canadian EstablishIrent -
its great dynasties spreading into every form of commer
cial enterprise across the country . It turned out to be 
an astonishingly resilient structure, with large rem-
nants of the original group or their heirs still exercising 
the power that counts. When the dollar-a-year men fanned 
out at the close of WOrld War II to run the nation they 
had helped to create, the attitudes, the working rrethods, 
and the business ethic they took with them detennined the 
country's econanic and political course for the next three 
decades. 

They had care to ottawa as individuals; they left as 
an elite. 73 

Although these trends were in large part reactions to the specific crisis 

of the war, they were to have a lasting impact in shaping the relation 

between the state and corporate sectors. Though heightened by the ef-

fect of the war, the growth of state econc:mic intervention was a central 

long-term structural trend in the political econany. The state played a 

direct role in the post-war reconstruction of the econany and the growing 

state intervention and planning was explicitly committed to the mainten-

ance of full errployrrent and sustained econc:mic growth. The precedent 

set by corporate acti vi ty in the state during the war was of great impor-

tance in the developrent of these trends. With the increasing role of 

the state in the economy, corporate participation in the direction of 

this role was also increasingly regularized and systematized. 
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Corporate Input to the State 

Extensive contact between business and government officials and 

corporate invol vercent in state policy fonnation and administration con-

tinued to be a crucial feature of rrodern canadian politics. Much of 

this was carried out at a relatively infonnal level. The pervasive 

interaction of business and political notables wi thin the social milieux 

of the upper class overlapped with widespread personal contact and cor-

respondence between these groups. Joint attendance of business and 

political leaders at a variety of working luncheons, fonnal dinners and 

other official functions provided useful forums for the discussion of 

policy issues. The Trudeau goverrurent had hosted large numbers of such 

dinners during the early 1970 IS, including "the extraordinary descent re-

cently of thirty-six of canada's rrost :i.rrp:>rtant business leaders for an 

earnest ~rking lunch with the PriIre Minister," in its efforts to inprove 

its uneasy relationship with the business cornmunity.74 Fournier's cam-

prehensi ve study of relations between business and the state in the 

province of Quebec over the 1960 to 1974 period dOCl.lI1'E1ted nUJ:terous 

infonnal ties between top corporate figures and cabinet ministers; one 

senior executive c:cmrented as follows: "Ministers are easy to rreet ... 

75 on the golf course, for exarrple." The central feature of corporate-

state interaction, however, was its highly organized character. 

Major corporations themselves kept in close touch with key state 

officials. Many of the largest corporations IPaintained an office in 

Ottawa to deal with the goverrurent 'on a pennanent basis. 76 The rrnil ti-

national corporations that dominated the petroleum industry, for exanple, 
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such as Shell, Gulf and Irrperial Oil, were all highly active in 

Ottawa and able to exert considerable pressure on energy policy during 

77 the latter 1960' s and early 1970' s. Major corporations and their 

senior executives had been devoting increasing tinE and resources to 

their relations with the state. A number of surveys and consultants' 

reports found that such acti vi ties were taking up a considerable arrount 

of executive tinE and a 1971 Financial Post survey found that "many 

firms were spending $250,000 to $500,000 a year on governrrental contacts . " 

'Ihe sarre survey found that many corporations had established a "special 

depart::rrent of governmental affairs headed by an executive level offi-

cial" or had "delegated top-management personnel to deal with governrren

tal affairs on a full-tinE basis." 78 Fournier's Quebec study also 

showed the extent of this intervention: "According to the businessrren 

interviewed, contacts with governrrent were maintained at all levels of 

the company. In fact, there was a corresponding hierarchy between busi-

ness and governrrent. 'Ihe senior executives usually dealt with the cabi-

net ministers or premier, the middle executives conferred with deputy 

ministers or their assistants, while lower level executives or managers 

dealt with lCMer echelon civil servants." 'fue permanent nature of these 

links must be stressed: "Relations with governrrent were not only based 

on an ad hoc problem solving basis. Business attempted to cultivate its 

access to governrrent on a permanent long-tenn basis. According to one 

executive, 'Governrrent relations are nurtured through a lot of our people 

getting to knCM people they should knCM in governrrent. 'Ibis allCMs us 

to find a solution quickly if and when a problem cones up'." 'Ihe confi-
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dential nature of policy negotiations is very iIr1p:>rtant: "The vice-

president of a major corporation made the point clearly: 'On many is-

sues, compromise is reached well in advance of any public debate . The 

public has a lot of difficulty in understanding what is going on . We 

~rk directly and secretly with governrrent, and we manage to avoid govern-

Irent regulations as a result'." Finally, the reciprocal nature of these 

close business-governrrent relations was evident: "it was not just busi-

ness that sought contacts with governrrent. The evidence indicated that 

the initiative for contacts often carre from the ministers themselves and 

that governrrent courted business perhaps nore than business courted govern-

Irent. " Ministers sought business advice on general issues such as the 

overall climate of invest.nent, on conditions in their particular industry 

and on the impact of governIrent policy and regulation. 79 
In addition to 

using their own personnel, major corporations frequently hired professional 

lobbyists, former gOVernIrent officials, lawyers and other specialists with 

~ t' . thin th t t t t t th· . t t 80 '::J'"""""" connec l.ons Wl. e s a e appara us 0 represen el.r ill eres s . 

A great deal of corporate political representation was carried out 

by industry and trade associations. The nost important general business 

organizations, such as the Canadian Olamber of Cormerce and the Canadian 

Manufacturers'Association whose members collectively accounted for very 

large proportions of total economic activity in Canada, had large staffs 

and devoted considerable noney to deal with the federal governrrent. Offi-

cials from these organizations kept in close touch with their opposite 

numbers in those depart.nents and agencies that affected their members' 

interests nost directly. Thus the C.M.A. was particularly well connected 
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to the Departrrents of Finance and Industry, Trade and CorrirIerce. 81 Broadly 

similar patterns also held for organizations representing specific indus-

tries. Thus the canadian Petroleum Association, Independent Petroleum 

Association of canada and the canadian Association of Oilwell Drilling 

Contractors developed close links to the National Energy Board and the key 

branches of the Depart::rrents of Energy, Mines and Resources and Indian 

Affairs and Nothern Developrent that affected the oil and gas industry. 

The first two organizations had major ottawa offices to liase with the 

federal cabinet and parliarrent and to present the industry's point of view 

to the media. 82 A major thrust of the business associations' activity was 

to press for favourable administrative rulings and regulatory decisions 

from the relevant statel:xxiy. A major concern of the C.M.A., for example, 

was the application of governrrent canpetition policy: "In seeking adminis

trative interpretations of Acts which are favourable to its members, asso-

ciation officials visit the Directors of the Restrictive Trade Practices 

Commission to discuss the interpretation and administration of Acts rela-

ting to rrergers, rronopolies, and combines. Similar action is carried out 

in other areas of legislation. ,,83 The fact that corporate forces were in-

fluential not only in the developrent of state policy, but also in its 

iroplerrentation and administration was highly significant. It provided the 

opportunity to limit the concrete impact of legislation which had been 

adopted in spite of business opposition. 

The highly organized corporate lobby, toth of dominant corporations 

and major associations, was a permar'lent and pervasive presence in state 

policy deliberations. This involved the presentation of canprehensi ve 
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briefs and numerous letters and shorter submissions on key issues to the 

governrrent. This policy input was regularized in annual su1::1nissions from 

leading corporate associations to the federal cabinet. An enonrous arrount 

of such policy discussions take place far from the public eye; in infonnal 

contact between interest group representatives and state officials . The 

extensive contacts and great resources of corporate organizations left them 

particularly well placed to influence policy as it was first being fOrIIUllated 

deep wi thin the bureaucracy. The significance of such input was stressed 

by a leading Ottawa lobbyist: "At that stage civil servants are delighted 

to talk quietly to people like us, people representing this or that cor

poration or industry directly involved. That is the tiIre to slip in good 

ideas. ,,84 Access at this stage, before policy had gone to the cabinet and 

been finalized, was very important. Once official policy had been publi-

cly stated or put forth as legislation, it was much rrore difficult. to 

change without the governrrent appearing to be directly giving in to busi-

ness pressure. 

Institutionalization of Corporate Representation 

It is important to enphasize that this corporate participation was 

encouraged and solicited by the governrrent. In a major speech to the 

annual meetings of the canadian Manufacturers Association in 1970, Jean-Luc 

Pepin, the then minister of Industry, Trade and Cornrerce, blandly noted 

that "in canada, industry is rather closely associated with goverI1IIEnt. 

Politicians and officials are generally quite keen to work with business-

men." Pepin (who, as noted, later became a corporate consultant and 

director) enphasized that state officials were in daily contact with 
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business and that the participation of corporate leaders in the develop

ment of government economic policy was continually sought. 8S Conferences 

of organizations such as the C .M.A. had long been important forums for 

consultation and discussion between leading businessmen and politicians . 

At Association rreetings in 19S6 and 1962, for example, the Deputy Minister 

of Trade and Commerce and the Minister of Finance respectively had echoed 

Mr. Pepin's ccmtents on the close relationship between government and 

86 
business, and with the C.M.A. rrore particularly. 

The involvement of corporate representatives in the policy pro-

cess was increasingly institutionalized in a variety of advisory oouncils 

anHx:x:lies throughout the state apparatus. Mr. Pepin noted the extent and 

importance of these advisory conrnittees in his speech to the 1970 session 

of the C.M.A. on industry-governrrent relations. 87 One such organization 

was the Advisory Council in the Departrrent of Industry, Trade and Com-

rrerce. Active in this council were key figures in the econ~ represen-

ting some of the rrost powerful corporations, such as Ian Sinclair of 

Canadian Pacific, Alfred Powis of Noranda Mines, Allen T. Lambert of the 

'!bronto - Daninion I3aI1k and W. o. Twai ts of Imperial Oil. 88 The Financial 

Post later noted that Donald Jamieson, minister in 1976 seerred "delighted 

with the flaw of infonnation he is getting through the council - he says 

that some of it helped a lot in drafting parts of the federal budget last 

th ,,89 rron . Clement analyzed the composition of the council at that time: 

twenty of the thirty-seven rrernbers were from the economic elite, represen-

ting forty dominant corporations, including all five major banks and key 

resource and manufacturing finns. The other seventeen rrernbers were capi-
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1 " ba ed ~_..:J" "ed small "90 Mr Fe " ha ta lStS s upon m::::u...L.um-S1Z or er cornparues. . pm errp -

sized the utility of this body as a forum for discussion with industry 

leaders and added that "representation progressively leads to active 

participation in the fOnmIlation and impl~ntation of policies. ,,91 The 

Depa.rtment of Regional Econcmic Expansion had an advisory board on which 

four industry representatives sat and which made important decisions on 

the awarding of the depart:Irent' s incentive grants to business. Of the 

four corporations of which these IIEn were executives, three had received 

substantial grants from the depa.rtment - the fourth was a financial company 

and consequently ineligible. 92 The Depa.rtment of Energy, Mines and Resour-

ces had advisory corrmi ttees on petroleum and mining on which top corpo-

t 1 f th t " ind tr" t 93 ra e peop e ram e respec 1 ve us les sa . 

Key depa.rtments and agencies within the state developed extensive, 

systematic and regularized interconnections with those sectors of the 

corporate economy with which their responsibilities brought them into 

closest contact. Presthus' detailed study of canadian interest groups 

concluded that extrerrely close "functionally-prescribed relationships" 

existed between the major goverrurent depa.rtments and their "clientele" 

groups. Organized capital was far rrore tightly integrated than any com-

peting groups with those vi tal state apparatuses that determined economic 

policy and intervention in terms of constant consultation and discussion, 

rroverrent of personnel between the state and corporate spheres, the deve-

loprent of shared understandings or certain "rules of the garre" which 

guide this interaction, and the routine taking into account of business 

interests by state policy makers. For example, reflecting this "functional 
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cohesion," he fotmd that the canadian Manufacturers' Association was 

regarded as highly influential within the departrrents lIDSt concerned with 

industry and finance by their top officials. 94 Mahon argued that the 

Depa.rtrrent of Finance has been the lIDSt powerful institution within the 

canadian state due to its primary responsibility for fiscal and economic 

policy, its central role in negotiation and compromise with other deci

sion-making centres and its significant influence over other depa.rtrrents 

through its control of the budgetary process. Through these rrechanisrns, 

the Departrrent was an essential force in imparting coherence to overall 

state policy. She then emphasized the close relationship between the 

DepartIrent of Finance and capital; arguing that it represented the domi

nant fraction of canadian capital wi thin the state. French fotmd a simi-

1arly close relationship between the Departrrent of Industry, Trade and 

Cc.mrerce and the corporate sector in the forrm.1l.ation of industrial 

policy in the 1970's. There was extensive routine consultation with busi

ness wi thin the departrrent and in the many joint state-private sector 

task forces established to explore policy al ternati ves. The structure 

of the departrrent reflected its integration with industry: its various 

divisions were specifically concerned with particular sectors of industry, 

they developed close working relationships with business in the forrm.1l.a-

tion and administration of sectoral strategy and as a result "a corrmunity 

of interests between program managers in goverrurent and their industry 

clients" was created. 96 

The corporate sector was also well connected to the governing 

bodies and executive of the large number of independent and semi -indepen

dent agencies, boards and crown corporatiOns that had became increasingly 
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i.rnp:)rtant wi thin the state and were in extensive contact with these 

institutions in the performance of these functions. The corporate sec-

tor was particularly closely connected to the over one hundred federal 

regulatory agencies. Petroleum regulatory organizations were dependent 

upon the industry for data, drew rrost of their personnel from the pri

vate sector and were in close routine contact with the major oil com

panies. 97 Corporations and business associations had far rrore resources 

at their disposal to present their arguments to regulatory commissions 

and hearings then did other competing groups. Even rrore i.rnp:)rtantly, 

state regulation tended to operate wi thin asSl..lITPtions, such as the neces

sity of a fair rate of return on capital investrcent, which favoured 

corporate interests. 98 Trebilcock has argued that despite extensive state 

regUlation of business, "rrost of the extensively regulated industries, 

at least, prefer being regulated to competing and actively seek and sus

tain acCOIrodating regulatory reginEs." He cited the views of foncer 

Minister of ConsUI'Cer and Corporate Affairs John Turner: "I've looked 

at a lot of regulatory agencies, and the longer I'm around here, the rrore 

I believe that every one of these tends, in a- period of tinE, to reflect 

the interests of the industry it is supposed to be regulating. ,,99 

As well as their extensive invol VeIreI1t and influence in the 

develotxrent of policy within the state administrative structure, corporate 

spokesnen are also active in a number of state institutions devoted rrore 

explicitly to policy formation. The Economic Council of canada and the 

Science Council of canada played an -increasingly i.rnp:)rtant role in the 

study and discussion of key policy issues through the 1970's. The boards 
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of directors of these organizations included many leading businessmen. 

As will be seen shortly for the specific case of tax reform, royal commis

sions were important vehicles for the developrent of p:>licy. The cor

p:>rate sector was consistently well represented in the composition of 

these corrmissions and in their counsel and staff, and made comprehensive 

inputs to their deliberations . Leading corp:>rate figures were also much 

involved in a variety of other governrrent p:>licy conmissions and task 

forces during the mid-1970's. An influential advisory group on the 

rationalization of the public service was chaired by Allan Lambert, 

chairman of the Toronto-IXlminion Bank and director of many major corp:>

rations, and included two executives and two prominent academics with 

corp:>rate directorates. 100 Gordon Sha.nvood, fo:rner chairman of Guarantee 

Trust Company, and Roy MacLaren, fo:rner chairman of Ogilby and Mather 

(Canada) Limited, completed major studies on how to rrore efficiently 

organize business-government relations for the federal cabinet. 10l 

Leading industry consultants were often retained by the governrrent to 

advise on p:>licy matters. For exarrple, Walter J. Levy was an inter

national energy consultant who had worked for major corp:>rations and 

governments throughout the world. He played a key role in the develop

rrent of energy p:>licy in Canada as a consultant for the Borden Royal 

Cornnission in the late 1950' s. In the 1970' s, his firm was hired by the 

Alberta government to advise on tar sands developrent and energy trends. l02 

It will be seen below that a number' of key parliarrentary committees had 

becorre irnpJrtant forums for the disCussion of state p:>licy and their 

hearings came to provide a means of public input to the p:>licy process. 
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The prevalent source of this input was business, with the submission of 

large numbers of impressive briefs by leading figures from some of the 

rrost powerful corporations in the country. 

Cbnclusions: The Representation of Capitalist Interests Within the State 

The extensive interconnection of the state and corporate sectors 

gave the latter a great deal of direct influence in the policy process . 

This was especially so given a key trend within the wider structure of 

state power: the declining significance of par liarrent and the increasing 

concentration of power in the adrninistrati ve structure of the state . 

Following Max Weber's analysis of bureaucratic danination, Jessop argued 

that "to the extent that parli arrentary control is weak, the bureaucracy 

tends to represent the interests of big capital - since it is big capital 

that is best organized to influence and to negotiate with the bureau-

t ,,103 era s. As well as having an important impact on particular issues, 

the great access of corporate representatives to state decision-makers 

and their significant influence on the latter's deliberations shaped the 

overall pararreters or framework within which state policy was developed. 

This entailed shared definitions of the public interest; for example, a 

a:mn:m comni trnent to the central importance of sustained econc:mic growth 

and a belief that high levels of profit and a favourable climate of invest-

rnent were essential to the achievement of this pararrount national goal. 

The guiding assumptions and priori ties wi thin which state policy and 

intervention operated accepted without question the crucial role of pri-

vate capital within the economy and 'routinely took corporate interests 

into account. 
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This favourable overall context and the routine and pervasive 

representation of capitalist interests within the state was fundament

ally more important than those instances where corporate pressure was 

brought to bear against policies to which it was opposed. Nonetheless, 

on crucial and contentious issues such corporate pressure could be mas

si ve. A good example of the tremendous pressure that business could 

mobilize was the fate of government efforts to strengthen competition 

policy, first of all in the late 1950's and again in the 1970's . 104 In 

both cases the porposed changes were rret with concerted and highly or

ganized corporate opposition. This involved a great deal of direct 

lobbying of state officials by executives of major corporations or as

sociations. Business objections to the government proposals were ex

tensively reported in the rredia and the numerous speeches and public 

pronouncements of leading corporate spokesrren were much discussed. The 

corporate sector submitted large numbers of comprehensive briefs criti

cizing the recarmended changes to the government and parliam:mtary 

hearings. There were frequent dire predictions of the devastating effect 

of stricter competition policy on business confidence and the health of 

the economy and many less subtle threats of the withdrawal of capital. 

By contrast, there was only a very limited defense of the proposals from 

groups such as labour organizations and consumer associations. The re

sult was a steady government retreat in the face of this enormous cor

porate pressure: the proposals were consistently eliminated or modified 

in the direction of business demands. 
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IV. Political Representation of Labour and other Competing Interests 

~o other group was as effectively or pervasively represented with

in the ongoing processes of state policy-making and administration as 

was capital. The rrost ilrportant competing poll tical force was organiz

ed labour, both in terms of position wi thin the overall institutional 

order of capitalist society and rrore immediate conflicts and debate wit

hin the political sphere. But the political representation of labour 

was limited in a munber of fundarrental respects. Labour unions were the 

rrost ilrportant organizations representing the working class at the po

II tical level. The first limitation of this, of course, was the fact 

that only a minority of workers were rrernbers of unions. A rrore signifi

cant limiting factor was the basic poll tical thrust of the union rrove

rrent itself. Although it was a far fran cohesive federation of indivi

dual unions and faced competition fran other union centres, the major 

general organization was the canadian Labour Congress. One of the cen

tral findings of Kwavnick's study of relations between the C.L.C. and 

the governrrent from 1956 to 1968 was "the obsessive conCeTI1 of the Con

gress leadership to secure recognition and acceptance of their organiza

tion as the voice of organized labour in canada. ,,105 'Ib solidify its 

claim to speak for labour, the C. L. C. sought rights of consultation and 

participation in state policy deliberations and representation upon go

vernment advisory bodies. The federal government was prepared to sup

port this claim: "Government recognizes, at least in part, the mandate 

clallred by the Congress leadership. · In recognition of this mandate, go

vernment conferes privileges upon the Congress in the fonn of nomina

tions to public bodies, consultation and access to poll tical 
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leaders and civil servants. ,,106 The price of this official acceptance 

has been a corrmi trrent by labour leaders to direct the union rroverrent in 

a m:xlerate and responsible manner, Kwavnick argued that "acceptance of 

the Congress and its leadership by goverrurent and by other interests in 

the Canadian political system has resulted in the abandonment of whatever 

elerrents of radicalism the labour rroverrent rray once have possessed. " 

M::>re concretely, this has rreant that the working class has not been re-

presented in class terms at the political level. Kwavnick examined the 

annual C.L.C. briefs to the government from 1957 to 1968: "Throughout 

.these pages the Congress leadership refers to its constituency by a 

variety of terms: the workers of Canada, the working people, the wage 

earners and so oni at no tirre does the Congress leadership refer to its 

constituency as the working class. ,,107 This political incorporation of 

the union rroverrent operated within a basic acceptance of the established 

institutional order of Canadian society. 108 This was paralleled by the 

economistic orientation of union practice: collective bargaining was 

centred upon a relatively narrow range of economic issues and did not 

challenge rranagerial control of the purposes and organization of produc-

tion or the wider structure of capitalist society. In this accornrcodation 

to the capitalist system, organized labour did not constitute a threat 

to its continuity. 

The political representation of labour wi thin the state was also 

highly limited in rrore routine terms. While labour leaders did sit on 

various advisory bodies and did have access to state officials, the 

nature and level of their participation and influence in state policy 
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formation was extremely restricted when compared to that of business. 

The type of pressure labour could exert on contentious issues was insig

nificant when COIIqJared to that of the corporate sector .109 It ITDlst also 

be emphasized that the interests of the capitalist and working classes 

were represented within the state in a very different fashion. It has 

been seen in earlier chapters that one of the key functions of the state 

is to reconcile and mediate the specific or immediate interests of capital 

with the rrore long-tenn interests of capital as a whole. In other words, 

the state operates to reconcile conflict or tension between the immediate 

and fundazrental interests of capital. On the other hand, those institu-

tions wi thin the state, such as the Depa.rt:Jrent of Labour, which are 

functionally connected to the unions do not represent the interests of 

labour. Their primary function is to mediate between labour and capital 

in order to maintain stability in industrial relations and control 

labour conflict. Mahon contrasted the views of rni¢:;>ters of industry 

who explicitly saw their role as representing the manufacturing industry 

within the state with "forrrer labour minister Bryce Mackasey's descrip-

tion of his role as a 'go-between' between labour and management. His 

duty - and that of his officials - was to bring to the realization of 

labour and management 'that they have a comron interest, a comron destiny 

in our system of private enterprise. ,,,110 While the immediate interests 

of some sectors of labour can benefit to some extent from the compromises 

and negotiations involved in this mediation, the whole process is designed 

to reproduce a system in which the interests of labour and capital are 

antagonistic. The goal of state FOlicy is to integrate the union rroverremt 
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within the institutional structure of capitalism and this is clearly 

not in the fundamental interests of the working class. 

In general then, the direct representation of contending social 

and economic interests wi thin the state and the overall nature of poli

tical competition were profoundly unequal. In addition to labour, a 

number of other groups, such as farmers and independent professionals, were 

represented by well-established organizations. III While recognized by 

the state and influential to varying degrees in their particular spheres, 

these organizations operated over a very narrow range of issues. The 

IlOre general interests of the great majority of the population were very 

poorly represented. A good example was the conflict over competition 

policy discussed above. This was an issue in which const.mers in general 

would have clearly benefited from the reco:rrm:mded policy and in which 

these interests conflicted sharply with those of business. But the con

st.mer interest proved to be too diffuse and organizations such as the 

Const.nrers I Association of canada too weak politically to be able to 

protect these interests. The enorIIOUS corporate pressure exerted against 

the proposals was decisive. 112 This is not to say that the demands and 

interests of competing groups are not a factor in the dynamics of politics. 

Within a liberal deIIOCratic system such forces must always be taken into 

account to sorre degree. But it was organized capital that was the domi

nant force within the routine representation of class interests within 

the state and the overall pararreters and exercise of state power. 



185 

V. Conclusion: Political Representation and the Pararreters of 

Policy Formation 

To this point this chapter has outlined the main lines of instru-

rrental connection between the key class and social groupings and the 

state. The direct political organization of competing social forces is 

always a central factor in the dynamics of state power. However, the 

analysis of such instrurrental links ImlSt not ignore the fundarrental con-

straints imposed on the functions of the state by the wider institutional 

structure of the capitalist system. "As discussed in earlier chapters, 

for example, the i.rrperatives and requirenents of capital aCCUIrnllation, 

as the driving force of capitalist production and the essential basis of 

its reproduction, greatly shape the role and developrent of the state . 

Also as. discussed earlier, the structure of econanic power, in which the 

operation of the economy and the allocation of resources is controlled by 

private capital, imposes crucial constraints on the state. Since the 

state is responsible for maintaining economic prosperity but the rreans 

to do so are privately controlled, it remains fundarrentally dependent 

upon capital to ensure satisfactory econanic growth. The state ImlSt 

therefore guarantee a favourable overall political and economic environ-

rrent in which the capitalist class is willing to invest; in short, it 

must maintain business confidence. This necessary maintenance of busi-

ness confidence serves to define the limits within which state policy 

. 113 
operates. Ralph Miliband emphasized the constraints imposed upon 

state freedom of action and the possibilities of reformist policy that 

result: "Given the degree of econanic power which rests in the 'business 
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community' and the decisive importance of its actions (or of its non

actions) for major aspects of economic policy, any government with 

serious pretensions to radical reform must either seek to appropriate 

that power or find its room for radical action rigidly circumscribed by 

the requirerrents of business ' confidence' • • • Politics, in this context, 

is indeed the art of the possible. But what is possible is above all 

determined by what the 'business com:mmity' finds acceptable. ,,114 

These structural iInperati ves and requirerrents are a crucial ele

rrent of political representation wi thin the state. They ensure that the 

interests of capital and its response to state policy and intervention 

must be taken into account. This operates automatically and anonyrrously, 

even when no direct corporate pressure is brought to bear. These consi

derations are also the basis of the state's need to consult the capitalist 

class and institutionalize corporate participation within the state. The 

particular context in which these structural imperatives function in the 

Canadian political econany must also be noted. With the increasing inter

nationalization of the world capitalist econany during the modern period, 

"any single nation cannot entirely ignore the requirerrents of capital 

accumulation and reproduction. 10 do so would invite the flight of 

capital to other, rrore promising, centres of accumulation. ,,115 Given the 

high levels of foreign ownership of the commanding heights of the economy, 

this was an especially important constraint on the canadian state. It 

will be seen that throughout the debates on tax reform a fear frequently 

expressed by politicians and an ominous prediction often made by capitalists 

was that international capital would withdraw its capital or reduce future 
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investIrent if canada was seen to no longer provide a stable and favour

able climate for investrrent. Given the great significance of these fun

damental structural requisites and imperatives of a capitalist institu

tional order, a key question to be addressed in this study becarres: how 

are these structural factors transmitted into actual state policy? This 

does not take place in any automatic, inevitable or deterministic manner. 

Similarly, how are structural and instruIrental factors interrelated in 

the dynamics of state power? 

The central structural imperatives of a capitalist economy conSti

tute an unavoidable constellation of pressures that greatly shape the 

development and role of the state and set the limits and parameters 

within which state policy and intervention operate. Thus, in all rronopoly 

capitalist countries the state has carre to playa crucial role in facili

tating and supporting the aCCUIrn.llation of capital. At the same tiIre, 

state policy which fundamentally restricted or damaged the acCUIrn.1lation 

process would not be compatible with the reproduction of the existing 

institutional order. On any specific issue of economic policy then, such 

as taxation and tax refonn, the underlying structure of the capitalist 

economy i.npJses a strict logic on the development of policy and definite 

limits on the range of alternatives available. But these limits can be 

fairly broad and there can be considerable room to manoevre for state 

policy-makers within them. 116 Substantial discretion in the balance of 

priori ties and considerable range in the policy options that can be 

chosen is nonnally possible. It is within these limits and range of 

possibilities that conflict and debate between organized political forces 
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and patterns of influence and representation within the policy process 

are so important. Within limits conditioned and constrained by structu

ral factors, the outccrre of the policy process is very lIDch shaped by 

the balance of such competing political forces. 117 

It was within this overall structure of political representation 

and these routine mechanisms and pararreters of state policy fonnation 

that conflict and debate over tax refonn took place. One further feature 

of the political context of this period lIDSt be noted: the strained re

lationship between business and the state. A number of policy initia

tives in areas such as foreign ownership, corporate regulation, labour 

law and competition policy and the increased scope of state social and 

econcmic intervention had generated deepening suspicion and grCM.ing 

hostility wi thin the business comnuni ty . 118 As important as it was, the 

conflict that developed over tax refonn was one battle am:mg many between 

business and the government. The final eleIrel1t of the context for tax 

refonn to be specified is the position of taxation and fiscal policy 

within the overall political econany of the rrodern state. That is the 

focus of the next chapter. 
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Chapter 4 Taxation and the Political Economy of the State 

I. Intrcxiuction 

This chapter sets out the fiscal context wi thin which tax reform 

took place and details the structure of taxation of the 1960's before the 

debates on its reformulation began. This discussion of taxation and the 

political economy of state finance will interrelate a number of issues 

first intrcxiuced in earlier chapters, especially the connections between 

the functions and role of the state and class interests. The distribution 

of the burdens and benefits of state intervention is one of the central 

questions of political sociology. The general ideological framework 

wi thin which the rrodern welfare state has developed holds that this distri

bution should be progressive i that the overall impact of state acti vi ty 

should benefit the lower-income strata proportionately more and should 

contribute to improved social equality. How, and to what extent, these 

goals are accomplished can be the subject of considerable conflict. As 

Banting concluded in his major study of the canadian welfare state, "re-

distribution lies at the heart of rrodern politics. Virtually all public 

policies alter the distribution of the naton I s prcxiuct in sorce way, and 

political conflict in rrodern societies largely revolves around the extent 

to which, and the way in which, redistribution should be carried out. ,,1 

The developrent and structure of state finances must be understcx:xi 

in the context of conflicting class interests and political conflict. 

197 
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o I COnnor, for example, argued that particular state spending and program

mes and overall budgetary and fiscal policy "are explicable only in terms 

of power relationships within the private economy. ,,2 'This does not mean, 

of course, that state finances can be reduced to a simple detenninate of 

class conflict. But wi thin the structural constraints discussed in ear

lier chapters, the elaboration of fiscal policy and the patterns of state 

expenditure and revenue are very much shaped by the organization and con

flict of competing political forces . 3 In a class-divided society it is 

inevitable that increasingly pervasive state intervention will have a dif

ferential impact upon the interests of the basic class and social groupings . 

'lb understand the implications of state activity, fundamental and irnrediate 

class interests must first of all be distinguished. It has been seen in 

earlier chapters that the state plays a central role in the overall repro

duction of the fundamental institutional order of capitalist society. MJre 

specifically, this also reproduces the system of class domination; the 

maintenance and continuity of which is clearly in the fundamental interests 

of the capitalist class. The relationship between the basic functions of 

the state and class interests defined at a rrore irnrediate level is far rrore 

canplex. This will be explored in the next section through an examination 

of the trends and carrposi tion of state expenditure. The next two sections 

then discuss the developrrent and structure of taxation. 

II. State Expenditure 

One of the rrost striking reflections of the expanded role of the 

rrodern state has been the trerrendous growth of public expenditure. Signi

ficantly rising state expenditure has been a key feature of all advanced 
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capitalist countries, especially since the Second World War, and Canada has 

been no exception. 4 In 1926, the total expenditure of all levels of govern

ment excluding intergovernmental transfers was $810 million. 5 From a war

time peak (1943) of $5022 million, expenditure declined somewhat to $4080 

million in 1950. From that point, there was a rapid increase in total 

government spending: $7498 million in 1955, $11,380 million in 1960, 

$16,554 million in 1965, $31,148 million in 1970 and $67,397 million in 1975 . 

While such absolute figures highlight the growth of government spending, 

they are affected by the rates of inflation and economic growth. The econo

mic impact of state expenditure is best measured in relation to the overall 

production of goods and services. Total government spending as a percentage 

of Gross National Product was 15.7% in 1926, increased at the height of the 

depression (1933) to 27.4% and rose further during World War II to 45.5% 

in 1943. These proportions showed a rapid decline after the war and a 

steady growth thereafter: total government spending was 22.1% of G.N.P. 

in 1950, 26.3% in 1955, 29.7% in 1960, 29.9% in 1965, 36.4% in 1970 and 

41.8% in 1975. 

The implications of this increased state expenditure can best be 

seen when shifts in its carposition are specified. Similarly, the impact 

of the changing cOIt'pOsi tion of state spending upon class interests can best 

be understood when related to the basic functions of the state. As was 

seen in the preceding chapters, a primary function of the state is to main

tain favourable conditions for the accumulation of capital. This has in

volved enormous expenditure on the direct subsidization of business through 

a wide range of grants and incentive programmes, extensive tax concessions 
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and incentives and the provision of essential economic infrastructures 

such as transportation and corrmunications networks. 6 '!his is what 

O'Connor terms social investment-state spending that increases the pro

ductivity of a given arrount of labour p:JWer - and it contributes directly 

to capitalist production. 7 'Ihis expenditure is also of substantial and 

direct benefit to the capitalist class: it contributes to the expansion 

of private capital and the generation of the profit upon which their wealth 

and m:tterial position is based. While state spending in support of capital 

accumulation predominantly benefits the capitalist class, this is not ex

clusively so. The ernployrrent and general prosperity generated by sustained 

economic growth can be to the imnediate interests of sectors of the 'WOrking 

class. '!his apparent coincidence of interests between labour and capital, 

however, is highly limited; it operates within the per:rnanent conflict bet

ween labour and capital over the appropriation of surplus within the process 

of production and over the conditions and security of ernployrrent in the 

labour m:trket. 

While state expenditure in the capitalist sector rem:tined impor

tant, the greatest expansion in the post-war period took place in areas 

such as health, education and social welfare. 8 Expenditure of m:tjor in

care security programres such as unernployrrent insurance, family allowances, 

pensions and social assistance rose fram 13.9% of total government spen

ding in 1965 to 13.9% in 1970 and 18.4% in 1975. '!his expenditure, which 

excluded intergovernrrental transfers, arrounted to 4.2%, 5.0% and 7.2& of 

gross national product over the same years. 9 Such expenditure on the wide 

range of social programres of the modern welfare state can certainly benefit 



201 

the immediate interests of the working class and the less affluent gener

ally. Income security programmes, for example, can ameliorate the harsher 

aspects of the capitalist labJur market. State supported rredical program

IreS can provide services that many ~uld otheIWise not be able to afford. 

But the implications of the welfare state for class interests are far from 

unequivocal. First of all, many programres are universally available to all 

wi thin the social structure and their impact need not be progressive. M::>re 

significantly, state expenditure in these areas is also closely related to 

the wider functional requirerrents of a capitalist economy. 10 The provision 

of health, education and similar services and state guarantees of minimum 

standards of living all contribute to the reproduction of labour power . 

Through its support of the reproduction of a crucial elerrent in the overall 

forces of production, this state activity has great economic significance. 

State reforms designed to improve pressing social and economic problems 

and to ensure certain minimum material conditions for all citizens are 

also crucial to the legitimation function. While not economically repro

ductive, such state activity contributes to the maintenance of political 

stability and consensus and thus to the general reproduction of capitalist 

social relations. 

These patterns of state expenditure have been greatly influenced 

by structural factors - by the functional requirerrents of capital accurrula

tion and the imperatives and dynamics of a capitalist economy - as they are 

rrediated by the state apparatuses and the established framework of state 

policy. But the developrent of state programres and spending was also very 

much shaped by class conflict and the balance of forces within the political 
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11 sphere. Thus the elaboration of income security programmes was at 

least partially the result of direct pressure fram organized labour and 

the political left and of the state's concern with containing potential 

conflict fram these quarters. Federal political leaders cane to see 

income security as an essential element of "their capacity to manage 

their economies and to maintain the allegiance of their populations . ,,12 

Similarly, the massive state support and subsidization of business activity 

was at least partially in response to the demands of particular sectors 

of capital. 

The focus of analysis of this study must be qualified. The prece-

ding outline of the implications of state activity for class interests has 

been posed at a very general and scherna.tic level; there has been no attempt 

to analyze the precise incidence of state expenditure. The total impact of 

the state upon class interests is a function of both the level and coqx:>si-

tion of expenditure and the source and incidence of goverrnrent revenue. 

There is no attempt here to analyze the balance of state expenditure and 

revenue in a detailed or technical fashion. However, same indication of the 

overall impact of state activity through the 1960's and 1970's can be seen 

fram an examination of structured social inequality. The overall ideolo-

gical franework and the stated policy goals of the rrodern welfare state are 

pledged to reducing social and economic inequality. However, this policy 

ccmni brent has been limited in a number of important respects. First of 

all, official policy has been much rrore concerned with redistribution bet

ween regions rather than between individuals. 13 Secondly, policy has not 

been geared directly to equalize material conditions, but rather to ensure 
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that no one falls below a minimum standard of living. 14 In fact, the 

concrete impact of the welfare state has been highly limited: in spite 

of increased state expenditure and social welfare programrres there has 

been no decline in the illlequal distribution of incorre and wealth. 15 

'Ib conclude: during the period in which tax reform took place 

state expenditure continued to steadily grow. The necessity of expanding 

state revenue to finance this increased spending was a crucial iIrperative 

that the government could not lose sight of during the debates on reform. 

The specific way in which these patterns developed within the federal 

structure of the canadian state system was also of great irrportance . The 

expenditures of the three levels of the state did not increase at the sarre 

rate. Including transfers to other governm:mts, federal expenditure was 

12.8% of the Gross National Product in 1950, 16.8% in 1955, 17.6% in 1960, 

15.4% in 1965, 17.8% in 1970 and 21.9% in 1975. 16 While this rise in 

federal spending was certainly significant, municipal and especially pro-

vincial expenditures increased even rrore dramatically: "of the increase in 

total governm:mt spending, excluding transfers, between 1962 and 1971, the 

federal governm:mt accoilllted for 32 percent while the combined provincial 

and rnunicipal goverrurents accoilllted for 68 percent. ,,17 These trends high

lighted the increasing significance of federal-provincial fiscal relations 

in the rrodern political economy and were the basis of extensive intergovern

mental negotiation and conflict. 18 

III. Taxation, Government Revenue and the Political Economy of the State 

The expanded role of the rrodern state and the consequent tremendous 

increase of its expenditure was also reflected in an immense growth of taxa-
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19 tion and state revenue. Total governrrent revenue, excluding intergovern-

mental transfers, rose steadily fram $867 million in 1926, accelerated 

during the way years and was $4634 million in 1950. Fram this point, 

total state revenue rapidly expanded: $7458 million in 1955, $10,710 

million in 1960, $16,761 million in 1965, $31,954 million in 1970 and 

$63,358 million in 1975. In absolute terms, total state revenue had 

grown to a 1975 level that was approximately fourteen times that of twen-

ty -five years earlier. As noted above, the economic impact of state 

finance is best seen in relation to the overall Gross National Product. 

Total governrrent revenue, excluding transfers, declined sarewhat from a 

1946 peak of 30.4% of G.N.P. to 25.1% in 1950 and 26.1% in 1955. There-

after, governrrent revenue as a proportion of G.N.P. steadily rose: 

27.9% in 1960, 30.3% in 1965, 37.3% in 1970 and 39.3% in 1975. The 

federal governrrent accounted for the highest proportion of this revenue 

(19.4% of G.N.P. in 1975, which was 49.4% of total governrrent revenue), 

although the share of provincial governrrents had been increasing. 20 

The prime source of these large amounts of revenue appropriated 

by the m::xiern state has been taxation. For the fiscal year 1971-72, when 

the long-debated tax reforms were finally to be implemented, taxation 

21 oonstituted al.rrost 90% of federal governrrent revenue. 

Taxation in Historical Perspective 

As the amount of revenue which it must yield has steadily grown, 

the tax structure has been radically transforIted. Economic trends and 

fluctuations, crises of war and depression, political conflict, the fe-

deral nature of the political system and above all, the vastly expanded 
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role of the state have all shaped the historical development of the 

22 tax system. 

Divided responsibility and lack of coordination between the va-

rious levels of the federal system characterized state finances in the 

late nineteenth and early twentieth centuries. At the heart of the go-

verrment financial structure was the tariff system. Although best known 

as policies designed to stimllate industrial development, tariffs were 

contributing the bulk of government revenue in the latter 1800's. The 

huge state expenditures on railroad construction had largely been ror-

rowed and the tariff system "was expected, as the main source of revenue, 

to provide for the servicing of this debt and the support of normal 

goverrment functions. ,,23 

The trenendous expansion of state expenditure with the onset of 

WJrld War I and the consequent need for greater revenue created a serious 

crisis for state finances. 24 Initially, the traditional sources of cus-

tc:m and excise duties and large-scale rorrawing were used. However, the 

huge amounts required necessitated a shift of financing to greater re-

liance on direct taxation; whereas in 1913 78% of federal revenue carre 

frc:m custc:m and excise duties, after the war (1921) less than one-third of 

25 federal revenue was frc:m these sources. By the latter part of the war, 

key changes had been made in the tax system: corporate taxation had been 

systematized, a national tax on personal incorre was introduced for the 

first time and the rates for all forms of taxation had been steadily in-

creased. With the addition of sales taxes in 1920, the federal tax 

structure energed as a well-rounded system. As the economy stabilized 
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through the 1920's, the level of taxation was significantly reduced, but 

the basic structure was retained intact. 

The depression of the 1930's again threw state finances into tur

rroil. Economic stagnation caused a dramatic fall in goverrnrent revenue 

at a time when expenditures, especially on relief, were rapidly increa

sing. Goverments reacted with large increases in the rates of corporate 

and personal taxation. Further complications resulted fran a key long

term trend in the canadian state system. Expenditures had been rising 

faster at the lower levels of goverment, especially the provincial, but 

provincial finances had been particularly badly affected by the fall in 

revenue and were faced with large deficits. A Royal Commission on 

Dcminion-Provincial Relations (Rowell-Sirois) was established in response 

to the crisis in federal-provincial fiscal relations. Although the Second 

1M:>rld War prevented the adoption of the specific recorcurendations of the 

Rowell-Sirois report, its deliberations and basic conclusions had pro

found influence on the subsequent development of the tax system. 26 

The outbreak of war in 1939 witnessed the massive intervention of 

the state in the econcrny. The resulting trerrendous growth of goverment 

expenditure necessitated equally large increases in revenue. One of the 

first reactions of the goverment was to substantially raise the rates 

of personal and corporate taxation and to institute a special excess pro

fits tax. 27 Of rrore lasting significance was the recognition during 

1M:>r ld War II of the irrq;x)rtance of taxation and state fiscal policy in 

shaping econanic acti vi ty . In particular, depreciation scherres were suc

cessfully used to direct and stimulate capital investnent. These develop-
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rnents were in contrast to World War I when the significance of fiscal 

policy was not fully appreciated. 28 

As discussed earlier, the experience of depression and war had 

highlighted the growing role of the state in the management of the economy. 

State intervention continued to be a crucial element in post-war policy on 

the reconstruction of the peace-time economy.29 The state explicitly 

"adopted as its basic fiscal policy a prograrrrre involving the conscious 

use of the tax structure to influence econanic behaviour. ,,30 The continued 

use of depreciation allowances to promote capital expenditure was a vital 

elerCEnt of reconstruction policy31 and rates of taxation had been quickly 

reduced at the end of the war. 

The tax system in force at the end of W:>rld War II had developed in 

an extrerCEly uncoordinated and piece-neal fashion32 and was poorly adapted 

to the rapidly changing industrial structure of the irnnediate post-war 

era. Pressure for tax refonn was developing in a number of directions. 

Firstly, there was a distinct lack of political acceptance of high or 

increasing levels of taxation. In addition, a great deal of discontent 

with the complexity of the tax structure was being expressed by the !redia, 

business community, legal and accounting professions and such organiza

tions as the InCOITe Taxpayers Association. 33 MJre generally, it had be

COITe evident that the tax system had to be rationalized in order to better 

correspond to the highly concentrated structure of an advanced capitalist 

economy. It was also recognized that whatever restructuring did take place, 

the tax system still must generate the increasingly large amounts of revenue 

necessary to finance expanding state activity. 
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The governrrent intensively studied the revamping of the tax 

structure, a special committee of the Senate also conducted an investi ga

tion, corporate and other organizations took part in these discussions 

and Royal Commissions on prices and co-operatives also touched on taxa

tion. These deliberations resulted in substantial changes in the federal 

tax system: personal inCOI1'E taxes were greatly simplified and their rates 

reduced by the late 1940's to a.bJut one-third of the wa.rtiIre peak, sus

tained business opposition led to the reduction of the double taxation of 

dividend incare, and the structure of corporate taxation was overhauled 

and its rates reduced. 34 However, the attempts to rationalize the tax 

system in the late 1940' s were themselves only partial and the problem of 

tax reform was to once again beCOI1'E a TIUlch discussed issue only a dozen 

years later. 

This brief historical discussion has not attempted to be comprehen

sive, but rrerely to illustrate a number of key features of the develoy;rrent 

of the tax system. The nost important long-term influence has been the 

quali tati ve expansion of state acti vi ty and the consequent increasing need 

for revenue. In addition, continually changing economic conditions have 

had a profound effect on fiscal policy and the tax system. By the sane 

token, taxation itself greatly affects the economy. As a result, the tax 

structure has beCOI1'E a central component of state economic policy and has 

increasingly been used to shape the tempo and direction of economic grCMth. 
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Taxation and Institutional Imperatives Within the State 

The historical evolution of the tax structure has never been af-

fected solely by economic factors. Political considerations underlie one 

of the central problems of contemporary state finances . The realization 

of large and increasing arrounts of revenue is by no rreans automatic or 

unproblematic . The political unacceptabili ty of heavy and growing tax bur

dens hampers the indefinite use of increasing tax rates to raise the neces

sary revenue; at SC>Ire point heavier taxation will rreet with significant 

organized public resistance. 35 Al ternati ve sources such as governrrent bor

rowing and deficit financing are limited by the requirerrents of the capital 

market and their inflationary ilrpact . Earlier chapters have stressed the 

need to analyze the state as a canplex institutional system with pressing 

organizational dynamics and requirerrents in its own right. One of the rrost 

important and problematic of these institutional imperatives is the increa

sing difficulty facing the state in generating sufficient revenue to finance 

steadily rising expenditures. Securing adequate levels of revenue was a 

crucial constraint throughout state deliberations on tax reform. 

This fiscal crisis of the state, cammon to varying degrees to all 

advanced capitalist countries, has taken a particular form in canada. The 

division of taxing powers and the distribution of revenue between the var

ious levels of the state has been the focus of considerable conflict 

throughout this century.36 Federal-provincial conflict has pervaded the 

formation of key areas of state policy. . This was very clear in the histori

cal elaboration of income security program:res, which have becorre the lar

gest carrpJnent of public expenditure: "Financial flows of this rragni tude 
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have important implications for the fiscal strength of governments, for 

their capacity to control general economic activity, and hence for their 

economic power. The sensibility of governments to their awn fiscal in

terests . .. " was a continual factor in debates on this policy issue . 37 

During the 1960's and 1970's the provincial governments, with their rising 

proportion of total expenditure, were under great pressure to increase 

their share and sources of revenue. Conflicts of interest and policy 

between the federal and prOVincial governments were important eleITents 

of the deliberations on tax reform. 

'!he financial dependence upon taxation for revenue also shapes 

the relation between the state and capital and is a crucial ccmponent of 

the structural constraints upon state policy and action discussed earlier . 

This issue has been most clearly analyzed by Claus Offe. The state is 

financially dependent upon resources created during the accumulation pro

oess and appropriated through taxation of employment income and business 

profits . The essential basis of the large arrounts of tax revenue needed 

to finance state activity is thus a healthy overall economy and sustained 

aCCUIlUl1ation: "Its power relationships, its very decision-making pcwer 

depends (like every other social relationship in capitalist society) upon 

the presence and continuity of the accumulation process. In the absence of 

accumulation, everything, and especially the power of the state, tends to 

disintegrate. ,,38 In addition then to the political pressures on the state 

to maintain economic prosperity detailed in earlier chapters, its institu

tional interests and financial requirerrents also ensure that the state is 
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dependent upon capital accumulation: 

Thus, every interest the state (or the personnel of the 
state apparatus, its various branches and agencies) may 
have in their own stability and developrcEIlt can only be 
pursued if it is in accordance with the imperative of 
maintaining accumulation; this fundarrental dependency 
upon accumulation functions as a selective principle upon 
state policies. The criterion of the stability of accu
IlUllati on is thus incorporated in the pursuit of interests 
and policies that, considered by thernsel ves, may have 
little or nothing to do with accumulation. AcCUIlUllation, 
in other words, acts as the rrost powerful constraint cri
terion' but not necessarily as the determinant of content, 
of the policy-making process . 39 

The way in which these relationships solidify the political danination of 

capital was first raised in preceding chapters. Within the institutional 

separation of the political and economic spheres of capitalist soci ety, the 

state may be dependent upon accumulation and IlUlSt maintain favourable gen-

eral conditions for it to continue, but cannot itself organize or directly 

control the accumulation process. It is the capitalist c l ass, who ultima-

tely control the allocation of resources and manage the econany, who alone 

can determine the conditions under which capital will be invested and 

accumulation can proceed. In order to secure and preserve these conditions 

state policy IlUlst be extrerrely sensitive to the interests, perceptions and 

demand f . tal 40 s 0 cap~ . 

The large scale of taxation was not only of great significance to 

the institutional structure of the state, but was also a major factor in 

shaping economic developrcEIlt. In addition, short-term adjustnents in the 

structure and carposi tion of taxation had becorre an important instrurrent 

of state fiscal policy. For all of these reasons, the nature of the tax 

system was a vi tal issue of economic policy. The way in which the necessary 
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large arrounts of taxation were raised and the distribution of the tax 

burden within the social structure were also crucial political issues. 

N. The Structure of Taxation Prior to Reform 

The focus of this study is upon the way in which the tax system 

affected the concrete interests of the major social classes and groups 

in canada and how these interests in turn shaped political organization 

and conflict throughout the dynamics of tax reform. This analysis must 

begin from a clear understanding of the structure of taxation in existence 

during the period when reform policy was being deliberated. The impact 

upon the material position of key groups wi thin the social structure can 

be illustrated by examining the incidence of taxation . The conflict of 

interests wi thin the distribution of the tax burden is clear: wi thin any 

given arrount of taxation, any decrease in the share borne by a particular 

group must be counterbalanced by increased taxation arrong other groups. 

Attempts by specific groups to minimize their tax burdens thus inevitably 

clash with the interests of others. The limits of this analysis lIDSt be 

specified. Data on the incidence of taxation within the incorre hierarchy 

will be reviewed to indicate concrete interests vis-a-vis taxation. This 

data refers to the i.rrnediate distribution of taxes paid, not to where the 

tax is ul timatel y borne. This can be canplicated in a number of ways i for 

example, organized workers may be able to force higher wages to make up 

for increased taxation and thus transfer the cost to their employers, or 

increased corporate taxation may be passed on to consurrers through higher 

, 41 Th ' tt t h to ' d d 'led chni 1 d pr1ces. ere 1S no a emp ere prOV1 e a etai te ca stu y 

of the final incidence of taxation. The focus rather is upon political 
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conflict over tax refonn. It will be seen in this regard that percepti-

ons of the impact of taxation were at least as important as objective 

incidence. 

Distribution of the Overall Tax Burden 

By the end of the 1960' s, especially in the publications of the 

Econanic Council of canada, equity had cone to be accepted as a central 

consideration of federal economic policy: "Detennining who pays for, 

and who benefits from, a particular goverrurent program is recognized to 

be equally as important as considering the effect on econanic stabiliza

tion and resource allocation. ,,42 Progressive taxation, which taxes hig-

her incone earners with a greater ability to pay at a higher rate, was a 

major component of this overall ccmnitrrent to equity and of the ideology 

of the nodern welfare state. Such a tax structure was seen to be a cru-

cial nechanism in state efforts to enhance social and econanic equality. 

The incidence of taxation in canada during the period under study here 

has been well researched and the nature of the tax system can be deter-

mined. 

A study for the Econanic Council of canada provided a detailed an-

alysis of the tax structure in force during the major debates on refonn. 

Maslove's data on tax incidence in 1969 clearly revealed the unequal al-

location of the tax burden wi thin the social structure: "By far the rrost 

striking conclusion to be drawn from an examination of total tax payrrents 

is the extrerre regressi vi ty of the system at the lower end of the incOIre 

scale and the lack of any significant progressivity over the remainder of 
43 

the incorre range." Given the highly unequal distribution of incone seen 

earlier: "It is important to note, rroreover, that a substantial proporti-

on of canadian family units are included in the low end of the incOIre scale 
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and are thus subject to the regressive tax system. ,,44 If a basic pur-

pose of taxation was to contribute to the redistribution of incorre, then 

"the tax system as a whole does nothing to contribute to this goal. • .45 

Earlier research revealed the same general pattern. A study for 

the Royal Cbmmission on Taxation by Gillespie on the situation in the 

early 1960' s concluded that "the distribution of effective tax rates is 

regressive up to an income level of at least $3000 and at most $5000, and 

progressive 'beyond, ,,46 and that the subsequent degree of progressivity was 

limited. 47 For the lowest incorre level, those under $2000, which included 

21. 7% of all families, total taxes constituted 60.6% of incarre. The ef-

fective tax rates for higher incorre families ranged from 30 to 34% with 

the highest category of those earning $10,000 or more having a rate of 

38.4%.48 In terms of the limits noted above, 33.8% of families had incorres 

of less than $3000 and 62.0% had less than $5000. 49 This means that one-

fifth of families payed an extremely high proportion of their incorre in 

taxes arrl between one-third and two-thirds of the Canadian population 

(or posed in different terms, a substantial proportion of the working class) 

faced a regressive tax structure. An earlier 1957 study by the Canadian 

Tax Foundation showed the same highly regressive tax system.
50 

Cbrporate Taxation 

By contrast to the overall tax structure, which had a regressive 

impact on large numbers of taxpayers, corporate taxation was highly advan-

tageous to capital. A large variety of depreciation schemes, capital cost 

allowances and incentives ensured that the actual taxes paid by major cor-

porations were far less than the statutory rates. The standard corporate 
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tax rate was 50%; with a lower rate of 21% on the first $35,000 of busi-

, 't' f 11 b ' 51 But ' 1969 th ness 1.ncorre as an 1.ncen 1. ve or sma uSJ.ness. J.n, e 

average rates of book profits paid in taxes was 40% in the manufacturing 

industry as a whole, 36% in construction and 41% in retail trade. The 

average for all non-financial companies was 34% . 52 A complicated and ex-

tensi ve system of specific concessions rreant that sorre sectors paid even 

less. A wide range of depreciation allowances, exploration incentives 

and other inducerrents put the extractive industries in the IIDst ad vanta-

geous position of all. In 1969, 80% of mining firms declared no taxable 

incorre at all, while earning book profits of $400 million. For the 762 

mining companies that did pay $134 million in federal and provincial taxes, 

their effective rate was 18% on book profits of $762 million. OVerall, 

the average tax rate for the mining industry was 11% of book profits; if 

they had been taxed at the statutory rate of 50%, they v.Duld have paid an 

additional $432 million. Oil and gas corporations were taxed at an aver-

53 age rate of only 8.6%. This highly generous system of corporate taxa-

tion was an integral component of state efforts to promote profitable 

business activity, investrrent and econcmic growth. Its developrent had 

been shaped by both the financial requirerrents of capital acetmIUl.ation and 

extensive pressure from particular corporate sectors for concessions. 

The Shifting Cornposi tion of Taxation 

These aspects of the tax structure must be seen in the context of 

a key developing trend: the shifting proportion of total taxation accoun-

ted for by personal and corporate taxation. Direct taxes paid by persons 

increased from 26.1% of total goverrurent revenue in 1960 to 38.5% in 1975. 
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On the other hand, direct taxes paid by corporations contributed 14.8% 

of total governrrent revenue in 1960, but 10.7% in 1975. In absolute 

terms, total direct personal taxes arrounted to $2,794 million in 1960 

and $23,650 million in 1975, and direct taxes paid by corporations were 

$1,588 million and $6,595 million respectively. At the sane tirre, the 

share of total revenue derived from indirect taxes was decreasing. Thus, 

during this fifteen year period, the share of total governxrent revenue 

accounted for by direct personal taxes increased by 47.5% whereas the 

share of direct corporate taxes declined by 38. 3% . The sane trend exis

ted for federal governxrent revenue alone, but was s<JJ:reWha.t less pronoun

ced. By relating tax burden to category of incone, the significance of 

these patterns can be clearly illustrated: for all levels of governrrent, 

direct taxes constituted 9.4% of personal incone in 1960 and 18.5% in 

1975 (an increase of 96.8%). On the other hand, direct taxes paid by 

corporations arrounted to 41.0% of profits in 1960 and 37.1% in 1975 (a 

decline of 9.5%). For the federal governrrent alone, the proportion of 

personal incone paid in direct taxes increased by 40.0% between 1960 and 

1975, whereas the share of corporate profits paid decreased by 21.3%.54 

This shifting cc.rrposi tion was "an essential element of the state's stra-

tegy to support and prorrote the conditions for the profitable accumula

tion of capital in Canada. ,,55 

However, as with many other areas of state finance and economic 

intervention, these developrrents had contradictory i.rrplications. Facing 

declining real earnings through higher taxation, strongly organized wage 

and salary earners sought to recover their losses through higher pay 

increases. This could contribute to inflation. WJlfe outlined the con-

tradiction entailed by the shifting tax base: 
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In attempting to foster the conditions for profitable 
capital accumulation by reducing the burden of taxation 
on corporate profits, the governrrent has shifted the 
growing burden of this taxation to wage and salary 
earners. A rrore logical solution to this dilemna might 
have l:een to reduce the level of governrrent expenditures 
and thereby reduce the necessity for increased taxation. 
'Ib do so by reducing its comnitrrent to the package of 
social services legislation which has corne to l:e associa
ted with the welfare state would exacerbate the legitima
tion problems which the governrrent faces. Thus, raising 
the effective level of taxation on personal income re
mained the rrost viable alternative. However, by indirectly 
contributing to the inflationary spiral this policy merely 
added to the state I s other problems and proved to l:e no 
solution in fact. The conflicting demands of the accumu
lation and legitimation functions constantly place the 
state in the position of having to trade off irreconci
lable policy goals. 56 

This type of tension l:etween conflicting functional imperatives and policy 

goals pervades not only fiscal issues but other crucial areas of state 

'al d '1' 57 and k tr ' t thr h t th SOC~ an econormc po ~cy, was a ey cons ~ aug ou e 

delil:erations on tax reform. 

v. Conclusion 

This chapter has emphasized the importance of conflicting interests 

and political forces in shaping the development of state finances. As has 

teen seen, this need not l:e explicit or organized; state fiscal policy, for 

exarrple, ImlSt l:e constantly attuned to the exigencies of maintaining a favour-

able climate of investnEnt, regardless of any direct corporate pressure or 

political organization. The structure of state finance is never merely a 

neutral technical issue; it is never simply a question of raising enough 

revenue to cover a given arrount of widely agreed upon public spending in the 

rrost efficient manner. The thrust of state activity, levels and composition 

of expenditure, and distribution and structure of taxation are all shaped by 
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conflicting interests and pressures. This discussion has not sought to 

elaborate a sophisticated theory of state finance. Rather, its goal has 

been to outline the overall frarrework wi thin which state fiscal and taxa

tion policy developed and in this way to set out the context within which 

the deliberations on tax reform took place. 

The more immediate context for reform - the existing structure of 

taxation - has also been examined. The second chapter first explored the 

relationship between the concrete interests of the major social groupings 

and taxation at a general level. These classes and group interests can nON 

be seen in relation to the tax structure in force prior to reform. 58 I t 

has been seen that, in spite of a prevailing ideology of taxation that 

stressed fairness and equity, the progressive impact of the tax system was 

highly limited. The tax structure was also greatly supportive of capital 

accumulation and of substantial benefit to the propertied and affluent 

strata. It would be in the interests of these powerful groups to retain 

such an advantageous system. By contrast, the working class or less af

fluent categories of taxpayers would benefit from a more progressive struc

ture. How these interests were affected by, and active Within, the debates 

and conflict over tax reform is the focus of follONing chapters. 
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Stage One: The Royal Corrrnission and the Pursuit of Fgui t y 

The consolidation of an advanced capitalist economy during the 

period after the Second W:)rld War had fundarrentally transforrred the struc

ture of canadian society . Arrong the rrost important develo:prents were 

greatly expanded manufacturing and resource production, the increasingly 

dominant position within the economy of a small number of major corpora

tions and the tremendous growth of state intervention throughout society. l 

SUch changing social, economic and political conditions stimulated a wide

ranging reformulation of vital areas of state policy. 2 From the influen

tial 1945 White Paper on EInployment and Inccxre, which set out the official 

view of the state IS critical role in the economy, a variety of tax forces, 

Royal Corrrnissions and internal governrrent studies examined the decisive 

issues of the canadian political economy. One of the rrost irnportant 

policy issues was taxation. The previous chapter errphasized the extremely 

haphazard, piecemeal and uncoordinated fashion in which the canadian tax 

structure had historically evolved. By the early 1960 I s, it had becorre 

increasingly evident that a tax system forrred in such a way posed severe 

problems for the highly advanced economy of the post-war period. M:>reover, 

the business cornnunity had beccxre convinced that not only was the tax 

structure ill-suited for the conterrporary economy, but that tax burdens 

had reached disastrously high levels. Consequently, a great deal of cor

porate pressure was brought to bear on the governrrent for major tax reduc

tions and a rationalization of the entire system. 
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In response to mounting demands for the detailed study and ulti

mate revamping of the tax system, the goverrurent established the Royal 

Commission on Taxation (carter Cbmmission) in 1962. The three chapters 

of this stage focus upon the deliberations of this enquiry and the con

flict and debates that raged around them. Cllapter 5 sets the Royal Com

mission within the context of the overall developrcent of state economic 

policy and outlines its initial operations . The Commission quickly ela

rorated its franework of analysis and launched an extensive research 

programme . Cllapter 6 analyzes the public hearings of 1963 and 1964, 

which became the focus of extensive discu~sion of the tax system and its 

refonn. They provide an excellent setting for the analysis of two 

closely related issues. First of all, an examination of the briefs and 

testimony to the Conmission can illustrate the patterns of participation 

of the various groups and organizations in the formal policy process. 

Secondly, an analysis of the content of sul:::missions and evidence presented 

to the Royal Conmission can clearly delineate the basic demands and policy 

on tax refonn put forth by organizations representing the major class and 

social groupings. Cllapter 7 discusses the continuing controversy and 

pressure on the nature and direction of tax refonn outside of the hearings 

and the report of the Royal Comnission on Taxation, published after llUlch 

delay in February, 1967. Its sweeping recorrrrendations would have totally 

transforIt'Ed the Canadian tax structure and had an adverse irrpact on very 

powerful social and economic interests. 
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2. Cf . Richard W. Phidd and G. Bruce Deem, The Politics and Management 
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institutional structure of the economy will alter the basic system 
in which the rrore specific instrurcents of econcmic policy .• • are used.", 
p 22. 



Olapter 5 Tax Reform on the Agenda 

I. General Context for the Realignrrent of State Economic and 

Fiscal Policy 

The major changes in the political economy noted in the introduc-

tion to this stage and the related deliberations on key policy issues 

wi thin the state had attracted a great deal of attention wi thin the busi-

ness corrmunity by the end of the 1950's. A sophisticated and highly in-

fluential thrust of business comrentary emphasized the need to rationalize 

the policy and institutional frarrework wi thin which the growing state 

direction of the economy operated. It was recognized that the state 

fulfilled a vi tal function in maintaining favourable overall economic 

conditions and that this in turn required coordinated policy. Leading 

corporate spokesnen increasingly called for SOIre form of systematic and 

corrprehensi ve national economic Pl~g. 1 These demands becarre rrore 

urgent during the 1957 to 1961 recession when it becarre clear that the go-

. 2 
verrnrent was unable to prevent or control unemployrrent and stagnation. 

During 1960 and 1961, speeches by E. P. Taylor (to the Canadian 

Olamber of Cormerce) 3, Mitchell Sharp, vice-president of Brazilian Trac

tion. light and Power Co. 4, John Deutsch, vice-principal of Queen's Uni-

versi ty and a leading econanist much involved in goverrnrent policy making 

(to the National Industrial Conference Board) 5, John A. Wilson, president 

of the Canadian Institute of Olartered Accountants (to the National 

Business Conference on EIcployrrent) 6, and A. J. Little, chairman of the 
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canadian Tax Foundation (to the 1961 annual rreetings of the canadian 

Chamber of Commerce)7 all called for the rationalization and realignment 

of stat e economic policy. Mr. Taylor was one of the rrost prominent 

canadian business leaders, head of the powerful Argus conglarerate and 

director of nUIrerous dominant financial and industrial corporations . 8 

His speech errphasized the significance of a coordinated and comprehensive 

state policy which would follow the lessons of European practice, encour-

age close business-government relations and include long-range planning 

on major economic problems. Taylor called for the creati on of a new 

economics ministry to oversee these developrents. 9 
In an earlier article, 

Taylor had stressed that the minister of the proposed new depart:Irent 

should be a capable and experienced top businessman who would be prepared 

to implement needed policy whatever its political popularity.10 The call 

for a new 1:xxiy within the state to develop coordinated long-term economic 

planning had been echoed by Mr. Wilson and Mr. Little. The latter recorn

rrended the establishrrEnt of a separate planning 1:xxiy under a new ministry 

of economic developrent. He argued that, as the massive state planning 

and intervention of World War ~ had derronstrated so successfully, this 

ministry could draw upon the wide experience of businessrren and economists 

from the private sector. 11 Several of these speakers also hastened to 

reassure their rrore hesitant colleagues that this government planning was 

not socialistic: "It does not :rrean a planned economy in that sense. It 

just :rreans applying derronstrated business management principles to 

governrrent.,,12 
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An important theme of this extensive corporate discussion of 

state econanic policy was taxation. Eric Kierans, president of the 

r.Dntreal Stock Exchange and later to be a federal Liberal cabinet rninis-

ter, decried the lack of coherent governrrent economic policy in addres-

sing the plenary session on investment, savings and taxes of the 1960 

annual conference of the Canadian Tax Foundation. Kierans emphasized 

that the tax system must encourage investment and called for reductions 

in personal incarre taxation to stimulate individual savings. 13 The 

chairman of the Foundation, A. J. Little, argued that taxation was a pri.rre 

exarrple of the need for planning; tax levels had becarre dangerously high 

and controlled changes could have a great effect on the econany. Conse-

quentl y , "i t is ti.rre for a corrplete study of taxation in Canada to deter-

mine how our taxation policy of the past has affected our economic growth, 

and to detennine what basic forms of taxation we should have for the 

future.,,14 E. P. Taylor had also called for a critical study of the tax 

system, especially the use of incentives to stimulate manufacturing, as 

part of the overall rationalization of state economic policy.15 

Thus, from the late 1950's, business spokesrren increasingly com-

Irented upon the expanded role of the state and argued for the necessity 

of a fundarrental reorientation of state economic policy, the developrent 

of systematic planning and the elaboration of new departments or institu

tions within the state to organize the requisite changes.
16 

Within this 

general conmantary, there was considerable concern expressed over the 

structure of taxation and its relationship to economic growth. 
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Developrrent of State Economic Policy 

The government was well aware of the prevailing climate of opinion 

wi thin the business cormn.mi ty . In fact , extensive discussion of econc:anic 

policy was also taking place within the state. In the latter 1950' s, one 

of the rrost important sources of state and public deliberation on econc:anic 

affairs was the Royal Comnrrssion on canada's Econc:anic Prospects (Gordon 

Ccrnnission) .17 Although the central focus of the Gordon Corcmission was the 

way in which foreign ownership affected the growth and structure of the 

canadian econcmy, its deliberations touched on a range of other econc:anic 

issues as well. It quickly becarre evident that one of the major areas of 

concern - and this certainly reflected wider feelings within corporate 

circles - was the tax system. 

The Royal Ccmnission retained J. Grant Glassco, a prc:aninent 

accountant with Clarkson, Gordon & Co., to study the way in which taxation 

influenced investrrent and the high level of foreign ownership.18 '!he 

study recognized (as did the Commission itself) the critical importance 

of taxation in shaping investrrent patterns. It stressed the need to 

abolish those facets of the tax structure that specifically benefited 

foreign ownership and discouraged canadian ownership, and urged the develop

ment of incentives for canadian ownership and provisions to make it 

easier for canadian capital to maintain control of business enterprises. 

Glassco stressed four further conclusions: the special conditions of 

the extractive industry required special tax incentives, high estate 

taxation impeded the retention of family control of small businesses, 

clear legislation must replace the uncertainty of administrative rulings, 
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and a special body should be established to carry out a comprehensive 

study of the entire tax system. Not surprisingly, the importance of 

taxation to the health of the econany was also emphasized in the brief 

of the canadian Tax Foundation to the Comrnission. 19 This brief outlined 

a number of problems in the existing tax structure. It stressed the 

importance of quick depreciation for industrial expansion, that tax FO-

liey should encourage exports and that the tax system should not impede 

industrial reorganization and integration. The combined effect of succes-

sion duties and income taxes was seen as a great problem for small busi-

ness. The danger of higher provincial taxes on the resource sector was 

also noted. The Foundation repeated the cammon business view that re-

ducing corFOrate taxes and the double taxation of dividends could be an 

important stimulus for investnent. I t also emphasized that taxation 

IIDSt not retard initiative and incentive and consequently recorrnended 

a reduction of the progressively graduated structure of marginal rates 

of personal income tax. 

Although its basic focus was on the overall structure of the eco-

nomy, the final conclusions of the Gordon Ccmnission also CClTm2Ilted uFOn 

taxation. The ReFOrt sUPFOrted faster write-off of capital investnent 

to stimulate rnanufacturing,20 more favourable depletion allowances for 

the oil industry2l and reducing the impact of tax features that discour-

aged Canadian ownership. Of more significance than its specific recom-

rnendations, the Gordon Ccmnission and the widespread discussion of its 

deliberations reflected the growing attention being paid to taxation 

as a vital, but increasingly problematic, component of economic FOliey. 22 
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The extensive review of major areas of state economic policy was 

intensified during the early 1960' s. A basic premise of the comprehen

sive reformulation and coordination of policy underway within the key 

federal departments concerned with economic development during 1960 was 

that secondary industry must be encouraged. The impetus behind these 

policy initiatives was partly political (the falling popularity of the 

Conservative party) and partly econcmic (high unemployment and strong 

pressure from manufacturing for assistance). Among the new policy direc

tives under consideration were additional protection for manufacturing 

and wide-ranging tax proposals, including more generous depreciation and 

various selective incentives to encourage investIrent and canadian owner

ship.23 The establishment of the National Productivity Council in 1961 

reflected governrrent goals of improving the productivity and potential 

of the economy, systematizing economic policy and increasing coordination 

with the private sector. 24 

During 1961, the Special Corrmittee of the Senate on Manpower and 

Drlployrrent intensively studied the weaknesses of the canadian economy, 

especially the persistence of high unemployment. 25 The proceedings of 

hearings and research studies of this conmittee were over 1500 pages in 

length and constituted a major source of economic discussion and analysis 

during this period. 26 The Special Comnittee emphasized state intervention 

and planning, but found a serious lack of coordination of governmental 

econcmic policy. It stressed the need to stimulate the expansion of the 

secondary manufacturing and capital investIrent industries. Noting that 

"taxation, at the level which prevails today, is a powerful instrt.nrent 
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for gCXJd or ill", the Rep?rt called for tax incentives to prorrote indus

trial research and developrrent, innovation and manufacturing exp?rts. 27 

In conclusion, a significant facet of the political context of the 

late 1950's and early 1960's was the thorough-going examination and review 

of fundan'ental issues of econanic p?licy . Given its central il11pa.ct on 

the economy, it was not surprising that the developrrent of a tax system 

conducive to industrial expansion and economic growth was a prevalent 

theme in these deliberations. 28 

II . FIrerging Pressure for Refonn of the Tax System 

The tax system was not sinply being discussed as one important 

p?licy issue arrong many others . By the mid-1950's, taxation was increas-

ingly being p?rtrayed as a severe econanic problem by a rrounting business 

campaign for the thorough restructuring of the entire tax system. The 

business ccmmmity argued that the tax structure had becorre needlessly 

complicated, was fraught with ancmalies and inequities and that, rrost 

importantly, high levels of personal and corp?rate taxation dangerously 

reduced invest:lrent and retarded economic growth. 'lhe strength of this 

corp?rate opp?sition to the existing system had been shaped by a number 

of factors. In previous economic crises, such as the First Vbrld War and 

the depression, increased governrrent spending had resulted in higher taxes, 

but when the crisis passed taxes had been reduced. However, the great 

expansion of state economic intervention and social security through the 

period after the Second Vbrld War had led to steadily rising state expen-

di ture which did not allow for tax reductions and which in fact resulted 

in a parallel growth of state revenue. In addition, many businessrren were 
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apprehensive about the growing encroachIrent of the state into areas of 

economic activity tradi tionall y seen as the realm of the private sector. 

The steadily rising levels of taxation, which were outside of the histo

rical experience of business, becane a symbol of this widespread busi

ness unease. Although at tirres sorrewhat hysterical and varying greatly 

in sophistication, the belief that high taxation and the overall tax struc

ture were serious irnpedirrents to econanic growth and accumulation had 

beCCl1'rE finnly established within the business carmn.mity . 

These issues were the subject of much discussion between :rrajor 

corporate associations and state officials. As early as 1955, the cana

dian Chamber of Ccmrerce was pressing the governrrent for the rationaliza

tion of the tax system. In its pre-budget su1:::mission to the federal 

cabinet, the Chamber argued that the administrative complexity of the 

sales and excise taxes, and the ad hoc nature of tax decisions on incorre 

tax created significant uncertainty.29 The Chamber's 1956 pre-budget 

brief again emphasized the need for administrative certainty and clarity. 

It went on to argue that the structure of incare taxes should not favour 

non-residents, exemptions for succession duties should be raised and 

provincial resouce taxation should not burden that sector unequally. 30 A 

delegation of the canadian Manufacturers' Association net with the Minis

ters of Finance and National Revenue, top deputy ministers and other of

ficials on December 11, 1956. 31 The C.M.A. contingent reiterated that 

:rrajor points from their recent brief. It was emphasized "that taxation 

policy should not be framed on a year-to-year basis but on long-term con

siderations. ,,32 While recognizing the state's need for revenue, the C.M.A. 
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sutmission argued, as it had the previous year, that corporate taxes 

were too high for the good of the economy. Repeating their brief to the 

Royal Corrmission on canada's Economic Prospects, the Association por-

trayed steeply progressive rates of personal income tax as a severe pro-

blem. As well as calling for reductions in corporate and individual 

taxes, the C.M.A. argued for higher exemptions on estate taxation. The 

canadian Chamber of Oornmerce's 1957 annual brief to the cabinet on fiscal 

policy also called for significant personal and corporate tax reductions. 

In addition, the executive council of the Chamber supported the Gordon 

Royal Commission's recommendation for quicker depreciation for rnanufactu-

. ind try 33 nng us . 

Extensive discussion of taxation was also cammon at business con-

ferences throughout the late 1950' s. J. R. Petrie, a prominent tax 

authority, spoke to the 1956 annual conference of the canadian Manufactu

rers' Association on "Taxation Policies in a Competitive W:)rld. ,,34 He 

first argued that given the growth of state acti vi ty and expenditure, and 

the liIni ts this inposed on the possibility of lower taxes, it was all the 

!TOre crucial to improve the existing tax structure. Petrie listed three 

basic objectives of taxation: first, raising necessary state revenue, 

second, fostering production, and finally, "the spreading of the tax bur-

den in the !TOst equitable manner possible, consistent with the above 

objectives. ,,35 He noted that the goal of equity was highly intangible 

(and clearly rated it a distant third). Petrie argued that the corrplicated 

structure and high levels of taxation were creating severe problems for 

investrrent and ini tiati ve. He emphasized the harmful and dangerous nature 
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of the tax structure and concluded that "a very searching examination 

of the overall tax system in Canada is nCM indicated. We have tended 

in the past to tackle the problem in a piecerreal fashion. ,,36 In 1957, 

high levels of personal and corporate inccme taxation were seen as a 

major problem by economists, businessrren and governrrent officials par

ticipating in a seminar at Queen IS University37 and the annual rreetings 

of the canadian Manufacturers I Association. Kenneth Carter, a leading 

tax expert and chartered accountant, spoke to the latter IS managerrent 

session on "Taxation - Does the Governrrent KnCM Best. II While reconmen-

ding a number of specific changes, such as improved capital cost allCM

ances, Carter ' s major conclusion was that II finally , I would like to join 

with such prominent people as the Minister of Finance in stating that I 

am appalled at the existing rates of personal and business taxation. ,,38 

Increasing Corporate Pressure for Tax Reform 

Business alarm with the tax system and demands for its restructu

ring continued to rrount during the early 1960 I s and were the focus of ex-

tensive discussion within the business press and general media and of 

numerous well-publicized speeches by leading corporate figures. 39 A prime 

example of the latter was the 1960 address of W. o. Twaits, president of 

Imperial Oil and an extrerrely influential corporate spokesman, to a taxa

tion conference on IlNeeded - A Philosophy of Realism." 40 Twai ts saw the 

tax system as a serious economic problem and emphasized that "instead of 

patchwork expediency and destructive cornpeti tion for the tax dollar, we 

need a new philosophic base and a renaissance in fiscal thinking with the 

objective of restoring individual and collective incentives. ,,41 He argued 
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that the tax system must "get rid of the shackles of the past" - of the 

principles and structures inherited from its complex evolution. 42 Twaits 

underlined haw crucial profit and capital were to economic growth, but 

lamented that state fiscal policy severely limited their accumulation. A 

serious problem in this regard was the corporate incare tax. Twaits 

echoed a camon business complaint that the exemptions fran corporate 

taxation enjoyed by cooperatives and governrrent enterprises were unfair 

and discriminatory. The basic thrust of 'I'wai t 's address was that tax re

ductions must be a primary goal of fiscal policy. He further argued that, 

given the growing role of the state ( a trend that Twaits was clearly un-

easy about), close contact between business and the governrcent was essen

tial to the efficient operation of the econany. 

Corporate opinion became increasingly solidified and pressure mo

bilized around a number of specific therres. The view that high taxation 

was a serious obstacle to economic growth continued to pervade the delibe

rations of business gatherings and forums. For example, w. H. Flynn, an 

executive of canadian Industries Ltd. and chairman of the Taxation Comnit-

tee of the C.M.A., spoke to the plenary session on managerrent at the 

association's 1961 annual conference. He stressed that taxation was a 

major problem for industry and appealed for more favourable tax incentives, 

especially to prorrote exJ;XJrts and research and developrent. He argued 

that the tax structure discriminated against secondary manufacturing in 

favour of the resource industries and agriculture. What was needed was a 

balanced tax system which reduced inequality between the various sectors 

of production and prorroted industrial growth. 43 Similar argunents ran 
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through the taxation sessions of the 1962 annual meetings of the C.M.A. 

where a number of speakers emphasized the "rising storm" of opposition 

to the heavy burden of high personal and corporate taxation. 44 These 

concerns were also influenced by the specific conditions of that period. 

Trevor F. M:x>re, vice-president of Imperial Oil, noted the prevailing 

anxiety wi thin corporate circles over the likelihood that growing state 

revenue requirements would force tax increases in the fall 1962 budget, 

regardless of which party was in power . 45 

The business carrmuni ty' s solution to the problem of high taxation 

was a virtually unanim::>us demand for tax cuts. 46 '!his demand was being 

pressed by the major business organizations on the goverrurent . The Cana

dian Manufacturers' Association's 1962 brief to the Royal Cornnission on 

Banking and Finance advocated improved depreciation allowances and invest

rrent tax credits to enhance the C<JrCq?eti ti ve position of Canadian industry. 47 

The C.M.A. president stated in a major speech that in order to create new 

capital for industrial developrent, Canadian taxes Imlst be as low as other 

advanced countries. C. A. Pollock further argued that "corporate and 

incli vidual ineare tax reductions are the rrost urgently needed i terns to 

stinn..llate the econc:my. ,,48 The executive council of the Canadian Chamber 

of Comerce had presented a similar view in their 1960 annual pre-budget 

submission to the federal government. 49 

An increasingly frequent variant of this business opposition to 

high taxation was criticism of the progressive structure of personal in

care taxation. The graduated structure and high marginal rates of personal 

ineare tax were a frequent and often heated topic of discussion at the 
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annual conferences of the canadian Tax Foundation. J. Harvey Perry, one 

of the rrost influential canadian tax experts, told the 1960 meeting that 

the tax system ImlSt encourage investrrent. 50 
He argued that high and pro-

gressive rates of personal incorre tax severely hampered this goal : "These 

rates fall with heaviest impact on the very element of the community 

which has the greatest surplus for savings and investrrent and unfortunately 

these rates are alrrost entirely a political dodge. ,,51 On purely economic 

criteria, Perry v;ould like these high rates abolished, but recognized that 

the ideology of progressive taxation made such a drastic change politically 

irrq;:lossible for any government . He did reccmrend further inducerrents for 

corporate investrrent, such as the capital cost allowances. 52 The 1961 

conference of the C.T.F . featured a plenary session on the "Ability to 

Pay Reconsidered." 70 Dr. A. K. Eaton, an Ottawa fiscal consultant and for-

mer top official in the Department of Finance, criticized the premises 

underlying the principle of progressive taxation: "I have always thought 

the theoretical justification for a graduated incorre tax quite hollow and 

inadequate, but in the past it did not behoove me to say so in public. ,,53 

Eaton argued that a flat proportioned rate of 16% v;ould be rrore effective 

and uld ' ch the . tin nal . tax 54 v;o ral.se as rru reserve as exJ..S g perso lllcare es . 

The speaker following Eaton in the plenary session, Trevor F. M:Jore, was 

also troubled by progressive taxation: "I do not consider it unjust that 

low incare groups should pay a low rate of tax, but I do suggest that at 

the other end of the scale, the financial rewards for the successful use 

of skill, foresight, energy and risk-taking should not be heavily taxed 

just because the rroney is presurtably there for the taking." He argued 
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that because of this impact and the high levels of taxation the tax 

structure was unable to fulfill its vi tal role of fostering economic 

growth : "any system of taxation which inhibits the aggressiveness, 

ingenuity and ability of the country's citizens is eroding the basis 

of that country's progress and prosperity. ,,55 

This pervasive business criticism of the tax structure operated 

at several levels of analytical sophistication. At the crudest, many 

businessrren asserted that high taxation severely damaged the economy and 

that the growth of big governrrent retarded ini tiati ve and developrent . 

However, nore sophisticated and expert corcmentary was also widespread wi thin 

the business cormu.mity. As early as 1955, J. Harvey Perry had outlined the 

wider context within which the state fiscal policy had to be considered. 56 

A severe problem for the developrent of effective fiscal policy was the 

fact that the precise distribution of the tax burden, and consequently its 

economic effect, was not known. Perry detailed several fundanental con

straints on tax policy and refontlj one fiscal and the other political. The 

first is simply that the steady trend of increasing government activity 

inevitably requires high taxation to pay for rising expenditures. For 

the political factor, Perry noted how solidly entrenched was the principle 

that taxation should contribute to the redistribution of wealth and income, 

and how this principle can shape and limit the developrent of the tax 

structure. Perry argued, for exanple, that inheritance tax can hinder the 

generation of wealth, but given the general ideological corrmitrrent to fair 

taxation, no politician could dare to call for the abolition of this tax. 

Discussion at the 1959 conference of the Canadian Tax Foundation also 
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examined political considerations that shape taxation policy; the tax 

system must not only be fair but appear to be fair. 57 A leading role in 

nore infonred and comprehensive debate during the early 1960' s was played 

by the canadian Bar Association, the canadian Institute of Chartered 

Accountants and their jointly-sponsored canadian Tax Foundation . 58 Al

though these organizations also stressed the problems of high taxation and 

the necessity of major refonn, such professional and expert spokesrren were 

often critical of the nore strident business demands . For example, Ronal d 

Robertson, director of the canadian Tax Foundation, was skepti cal about 

much of the "renewed onslaught of criticism of the canadian tax structure 

from many quarters . "; such corrplaints frequently ignored state revenue needs 

and many demands focused on specific areas of taxation in isol ation . 59 He 

urged business to take a nore analytical approach to the problems of the 

fiscal system; to go beyond rrerely enotional or ideological responses. 60 

N:>netheless, Robertson and other tax experts did accept the basic thrust 

of corporate opinion i that the tax system was too canplex and its rates 

were too high. He reccmnended that the high rates of personal incc::are tax 

be reduced and replaced by a flat proportional rate . 61 

SUrrmary: Business Pressure for Tax Refonn 

From the rnid-195 0 , s, the tax system had beCClIOO an issue of serious 

concern for growing ntmlbers of canadian businessrren. Denunciations of the 

high levels and excessive complexity of taxation had steadily increased in 

intensity from this period on. So also had demands for ilrmediate reductions 

and a thorough restructuring of the entire tax system became increasingly 

preval ent. Throughout the late 1950's and early 1960's the belief that the 
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tax structure had J::ecorre a serious economic problem and was in need of 

drastic reform had J::een increasingly solidified and mobilized within the 

business community. The result was that by 1962, corporate pressure on 

the gOVerI1ItEIlt for tax changes had J::ecare virtually constant: "In the 

early months of the year, briefs from most major trade associations and 

business organizations and speeches of individual businesSIreIl centred on 

tax problems. Opinion crystallized that rrn.lch was wrong with the present 

tax system - such words as 'frightful' and 'appalling' J::ecarre the most 

ked ' th te ab'" ,,62 ov~r .lIl e corpora voc Illi.ary ••• 

The mounting pressure for tax reform carre from all sections of 

the capitalist class; in speeches, articles and policy statements from 

prominent executives and directors of powerful corporations and from 

major industry and trade associations. In addition, taxation was a per-

vasi ve therre of discussion at nurrerous business conferences and in the 

toutine interaction J::etween corporate and state officials . 'Ihe business 

press had played a central role in catalyzing and marshalling the growing 

campaign to restructure the tax system; more specifically, it was the 

" ... GloJ::e and Mail, which, with the Financial Post, spearheaded the attack .. ,,63 

'Ihe extensive coverage of discussions and deliberations on taxation by the 

Financial Post emphasized the damaging effect of high taxation. This 

journal, of trerrendous influence within the business corrmunity64, consis-

tently and strongly editorialized in favour of tax reductions and ration-

alization. The extensive attention devoted to taxation in the business 

press and the journals of various corporate organizations mirrored the con-

cerns and viewpoints of canadian business. M:Jre than this, their detailed 
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coverage and editorial emphasis served to spread information and mobi-

lize opinion on taxation throughout the business community. In this 

way, the business press not only reflected general corporate policy on 

taxation, but further reinforced the organization of business pressure 

for tax refo:rm. 

Similar therres were stressed by the preeminent daily newspaper 

in canada, the Toronto Globe and Mail. For exanple, a December, 1961 

editorial strongly argued for a corrprehensi ve study of the tax structure: 

"this newspaper has been one of many voices calling for such an investiga-

tion and review ever since 1945. It has long been apparent in fact that 

canada's existing taxation system is the source of many of our present 

troubles. ,,65 '!he editorial then emphasized that "the great defect of 

the existing system is that it was never thought out or planned in any 

corrprehensive way." With the greatly expanded role of the state, the 

consolidated structure of the econcmy of the modern period, and most 

irrportantly, the high level of taxation, the haphazard and uncoordinated 

develor:m=nt of the tax system had becate a serious problem. Finally, 

the paper repeated a camon corporate charge that "heavy incare and 

corporation taxes, in particular, are slOW'ing up capital formation, dis-

couraging saving, invest:rcent and enterprise, and forcing both industry 

and governrrent to rely more and more on borrOW'ing from abroad." It will 

be seen in later chapters that extensive coverage of corporate pressure 

and other debates in the mass media helped to transform tax reform into 

a critical political issue and influence public opinion on its signifi-

cance and iroplications. 
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Business demands for tax changes focused on a number of consis

tent concerns: the increasingly discussed possibility of capital gains 

taxation, to which business was unifonnly and violently opposed66 ; the 

double taxation of corporate surplus, first as profits and then when 

distributed as dividends as personal incare67 ; and estate taxation, which 

was seen as a severe obstacle to the retention of control of small and 

family owned businesses. 68 Business also called for changes in tax 

administration to reduce complexity and uncertainty. However, the rrost 

pervasive and significant thrust of business pressure was the widespread 

derncmd for reductions in personal and corporate incare taxes. 'nlese cuts 

were not seen solely as short-term adjustments - as rrechanisms for the 

immediate stimulation of the economy (although such considerations cer

tainly were important). Rather there was a widespread conviction that 

high rates of taxation were a severe long-term or structural economic pro

blem; that they distorted or limited investment, reduced incentives and 

enterprise, and generally restricted economic growth. Finally, the neces

sity of a comprehensive rationalization of the entire system to better 

correspond to the transfonned structure of an advanced capitalist economy 

was repeatedly stressed. A fundarrental premise of corporate policy was 

that state intervention in general and tax policy in particular ItUlst en

courage economic growth. 'nle tax structure ItUlst do so by facilitating 

and stimulating the accurrulation of profit and capital. 'nle idea that 

taxation should contribute to social equ.ali ty was recognized in principle, 

but in practice was very ItUlch seen as a secondary consideration. 
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Corporate pressure for tax reform during this period was by no 

means monolithic. Business concern with taxation arose out of very dif

ferent ideological orientations and levels of sophistication. For many 

bUSinessmen, "part of the criticism was based on an essentially conserva-

ti ve reaction to large governrrent expenditures" 69, especially on social 

welfare and general unease with the growing role of the state. By con

trast, more advanced corporate analysis clearly understood the wider fiscal 

and political constraints on state finances and argued for a more flexible 

approach to state policy and intervention. Business debates on taxation 

were also shaped by concrete sectional divisions within the corporate eco

ncmy. There were, for exanple, rumblings of discontent from the manufactu

ring sector on the far more favoured tax treatIrent enjoyed by the resource 

industries. In a similar vein, representatives of the forestry industry 

wondered why they did not have the tax advantages of petroleum and mining. 70 

The oil industry was itself strenuously arguing for more favourable deple

tion allowances. 71- Nonetheless, such economic, analytical and ideological 

differences within business opinion were far less significant than the 

virtual unanimity on the urgent need for the wholesale restructuring of the 

tax system. Although the diagnosis of the basic problem and the range of 

proposed solutions varied, there was no fundamental disagreement within 

business on the pressing need for reduction of the dangerously high levels 

of taxation and rationalization of the cumbersome tax system. 

MJunting Demands for a Study of the Tax System 

Increasingly, informed business opinion had been appealing for the 

comprehensive study of the tax system as a necessary precondition for its 
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restructuring. Reflecting this belief was the Canadian Tax Foundation's 

sponsoring of a major research project on the Effects of Taxation on 

Canada's Economic Growth at Queen's University. The chairman stressed the 

significance of the heavy financial support for the study from business 

in addressing the Foundation's 1961 conference: "I believe this strong 

support is indicative of the great interest of Canadian business in the 

study ... " 72 . Demands for a study of the tax system had becare an increa

singly prevalent theme in business speeches. This necessity was forcefully 

argued by the vice-president of Imperial Oil to the 1962 Canadian Manufac-

turers' Association annual conference: "indeed, so Imlch has been said in 

recent months by thoughtful people about the need for a study of our comr 

plete tax structure, that my remarks can be comparatively brief . ,,73 John 

Robarts, premier of Ontario, was naturally much involved in the ongoing 

forImllation of federal-provincial fiscal relations. Recognizing the com

plexity and interdependence of this issue and the need for a firm analytical 

base for new policy directions, Robarts called for "a thorough investigation 

and review of our whole Canadian tax structure." 7 4 

Finally, one of the most influential businessrcen in Canada, W. Earle 

McI.aughlin, president of the Royal Bank and director of nl.lIIErOUS other major 

corporations, tc.nlr "9 this call. In his wide-ranging address to the bank's 

.. ..Jiders' rreeting in January 1962, McI.aughlin argued that "our 

..u..sincenti ve tax structure" was the source of severe problems for the 

Canadian economy. He emphasized that high taxation reduced incentive and 

caused distortions in the economy, stressed the urgent need for the reform 

of the harmful aspects of the tax structure, and called for the establishrrent 

of a Royal Commission to investigate the tax system in its entirety.75 
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This position was immediately and heartily endorsed by the Toronto Globe 

and Mail in its lead editorial: "A rrore rational and scientific system 

of taxation is needed. The first step in providing it must be an inquiry 

such as Mr. McLaughlin proposes, by a competent and impartial body of 

experts, to detennine what level of taxation the Canadian economy can 

endure and what kinds of taxation will provide the least discouragement 

to national development . ,,76 

Conclusions: Pressure for Reform 

This discussion of the period leading up to the establishment of 

the Royal Comnission on Taxation has focused on the actions and demands 

of the corporate sector. This is so because it was business that was the 

driving force in this early juncture of the campaign for tax reform. No 

other group was as heavily involved in the debates on tax problems or 

exerted such significant pressure for tax reform. 

It could be expected that organized labour would have been highly 

interested in such a vital issue as taxation, but in fact, labour was far 

less vocal than business on the need for tax reform. Nonetheless, when 

the union rroverrent did discuss the tax structure, it was fran a policy per

spective sharply divergent fran that of business. In February 1961, the 

Canadian Labour Congress' annual legislative brief to the federal cabinet 

~~tained a number of consistently progressive proposals for tax reform: 

~t regressive sales taxes, base taxation rrore on ability 

to pay by rreans of rrore progressive incorre taxes, close the nunerous loop

holes in corporate taxation, institute a capital gains tax, exparrl personal 

deductions and "in broader terms, we feel that the present tax structure 

should be changed with a view to redistributing the burden of taxation rrore 
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equitably.,,77 Labour's policy was rrore ambiguous than this brief would 

indicate. In May 1962, a Canadian Labour Congress policy staterrent on 

economic growth and unemployrrent offered qualified support to the pre

vailing business position when it called for cuts in corporate tax rates 

to stimulate the econarny.78 The C.L.C. however emphasized that such re

ductions ImlSt be accompanied by increased public investrrent. 

The fundarrental point here is that the impetus for tax refonn was 

not basically progressive in any way. The stimulus for changes in the tax 

structure did not originate with the unions as representatives of organized 

workers or with various philanthropic or welfare associations as represen

tatives of the less a:j:fluent rrore generally; nor was it based upon any 

widespread public criticism of the existing system. Rather, the major 

pressure for the examination and restructuring of taxation cane from the 

business ccmrn.mity. Furtherrrore, these corporate demands for the rationa

lization of the tax system and for tax reductions to stimulate growth and 

investrrent were franed in tenns of the concrete interests of capital. 

III. Establishrrents of the Royal Ccmnission on Taxation 

(Carter Ccmnission: Su:rrrrer 1967 

The governm=nt was very much aware of prevailing opinion within the 

business ccmrn.mity. As early as 1958, Ibnald Fleming, then Progressive 

Conservative Minister of Finance, conceded that high taxation could have 

damaging effects: "taxation when it beccmes oppressive can blunt incentive 

and blight initiative. ,,79 Even earlier, while still in opposition, the 

Conservative leader had spoken of the problems of taxation: "in a speech 

at ottawa on April 26, 1956, Mr. Diefenbaker declared that one of the five 
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major issues before the country was reduction in taxation to allow cana

dian industry to compete in world markets" and a year later he saw Liberal 

tax policy as threatening the very survival of the free enterprise system. 80 

Speaking to the 1962 conference of the canadian Manufacturers' Association, 

Fleming outlined the key role of the state in maintaining a favourable 

economic envirornrent. He stressed the inportance of fiscal policy and 

taxation in prcm::>ting economic growth and stability, and reviewed recent 

tax changes specifically designed to stimulate investment. Fleming further 

noted: "in our free society we depend essentially on private enterprise 

to provide new opportunities for production and employment. Accordingly, 

tax rreasures to stimulate the economy have been directed to an in'portant 

extent towards fiscal relief for our business enterprises . ,,81 

Finally, in response to increasingly intense corporate pressure, 

Prirre Minister Diefenbaker pranised in an election speech on May 6, 1962 

to create a Royal Commission to study the canadian tax system~2 Diefenbaker 

returned to this issue in the closing stages of the election campaign, 

pranising that "there will be a ccmplete reorganization of the canadian tax 

structure to bring it in line with today's business climate . ,,83 Although 

business pressure was certainly crucial, it was far fram the sole reason 

for the government's acceptance of the need for a wholesale examination of 

the tax structure. A number of other factors, both inTrediate and longer

tenn, contributed to this policy ini tiati ve. 

Political Context 

The Royal Ccmnission was announced during the midst of the 1962 

federal election campaign. The Diefenbaker government had presided over 
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a period of general economic recession, with slow growth and persistently 

high unempl oyrrent,84 and had consequently been facing declining popular 

support. Naturally, these problems were ongoing concerns of state policy, 

but it becarre particularly irrp:>rtant for the electoral fortunes of the go-

verrurent to be able to offer an optimistic programre for economic growth 

during the campaign. The result was the Conservatives' sixteen point 

"prosperity blueprint", of which the pranised tax refonn was one important 

element. 85 In order to stimulate the economy other proposed measures in-

cluded incentives for secondary industry, expanded transportation infra-

structure, resource develoJ;nEnt, increased vocational training and encoura

gement of small investors. 86 

If tax refonn was an important part of the overall Conservative 

prograrrrre for economic growth, it was also a potentially popular electoral 

ploy. The pledge to develop a fair and equitable tax system was the type 

of sweeping political gesture guaranteed to appeal to large numbers of 

voters whose tax burdens had been steadily increasing. 87 

In addition to this imrediate electoral context, the pranise of a 

rrore equitable tax system can be related to the wider political philosophy 

of the Progressive Conservative party. The Diefenbaker goverrurent had swept 

to power in the late 1950' s by contrasting a broad populist appeal to the 

image of cold corporate efficiency of the long-reigning Liberals. This 

philosophy, although certainly profoundly opportunistic, shaped governrrent 

policy to an important degree. One result, at least at a general level, was 

a consistent carmi ttIrent to redistribution, to the arrelioration of regional 

and °al ° lOt 88 soc]' l.nequa], y. 
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Business Dissatisfaction with the Diefenbaker Government 

The government had to contend not only with trerrendous direct 

pressure for tax changes, but also with a rrore general, but extrerrely 

pervasive, discontent wi thin business. 'Ib solidify his populist in'age, 

Diefenbaker had sought to avoid the traditional identification of a 

Conservative governrrent with the financial corrmunity . He portrayed him

self as champion of the CClltIIOn people and as critical of the pJWer and 

prerogatives of big business . 89 

The corporate sector was extrerrely apprehensive about Diefenbaker ' s 

anti -business public stance, but was even rrore opposed to specific aspects 

of the goverrurent' s econc:mic policy. Business had recognized the opportu

nistic political rroti ves behind the grand vision of econc:mic prosperity 

and regional growth contained in Diefenbaker' s National Developrent Policy 

and had refused to cooperate. 90 Previous sections outlined the widespread 

unease with state fiscal policy, especially steadily growing expenditures 

and large deficits. In addition, many corporate spokeSIIEIl objected to the 

governrrent's ideological narrowness; specifically to its hesitation in 

fully i.rrplerrenting canprehensive econc:mic planning and intervention. There 

was also general dissatisfaction with the government's lack of success in 

managing and stimulating the econc:my. 

This prevalent corporate unhappiness with the Conservative govern

ment became closely interrelated with rrounting business pressure for tax 

changes. For many years a central focus of criticism had been the graduated 

structure and high marginal rates of personal inCClJle taxation. The govern

IIEnt severely antagonized business when it not only failed to heed these 
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criticisms, but twice further increased the degree of progressiveness. 

This anger was reflected in a speech by Dr. A. K. Eaton to the 1961 con-

ference of the canadian Tax Foundation. Eaton decried the expansion of 

social welfare programres which he saw to be out of all proportion to real 

needs and contributions and -went on to state: 

SoIre would say that this system is described by the simple 
~rd socialism. And, incidently, when the PriIre Minister 
whose governrrent in the past few years has twice increased 
the degree of progression in the ina::ne tax structure says 
the issue in the next election is to be socialism versus 
private enterprise one is perhaps left to speculate as to 
which side he is going for. 91 

Governrrent Reactions to Business Unrest 

In the face of such hostility, the governrrent instituted a number 

of changes designed to placate business. In 1962, M. Wallace McCutcheon, 

a key figure in the Argus conglarerate, was appointed to the Senate and 

brought into the cabinet precisely because of his respected position within 

92 the higher circles of corporate pcMer. The governrrent had also created 

the National Productivity Council to bring together business and political 

leaders in the fonrulation of econcmic policy. IIrrIEdiately before the 

Ibyal Conmission was announced, the 1962 budget contained a number of lin-

portant tax incentives for canadian industry: lower taxes for manufactu-

ring on revenue from increased sales, rrore generous depreciation for new 

production, wider deductions for industrial reserach and develoJ:X!eIlt, and 

93 concessions to stimulate exploration for oil and gas. And finally, of 

course, the establishment of the Royal Cbmmission on Taxation was itself 

a major concession to corporate pressure. 
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The Structural Basis of Tax Refor:m 

In addition to political and electoral considerations, and the 

need to appease business opposition, there was an even rrore fundarrental 

reason for the thorough review of taxation policy. As noted in Section 

II, massive changes in the economic structure and vastly expanded state 

intervention had necessitated the comprehensive rationalization of vital 

areas of state policy. Such a re-examination was especially i.mpJrtant 

for state finances, with the steadily growing levels of expenditure and 

revenue . The necessity of adapting the tax system to the structure of 

the rrodern political econany was the ultimate inperative for the detailed 

analysis and refor:m of taxation. 

The Royal Ccmnission in Context 

Thus, the establishrrent of the Royal Ccmnission on Taxation was 

deter:mined by a complex of factors. The tax system had to be rationalized 

to correspond to the requirerrents of an advanced capitalist economy. Re

flecting this structural basis, but also arising from rrore i.rrm::rliate eco

nomic conditions and the concrete interests of capital, was the pervasive 

business drive for tax changes. These factors taken together arrounted to 

irresistable pressure on the governrrent for the fundarrental reformulation 

of tax policy. The 1962 election campaign constituted a particularly oppor

tune tine for the governrrent to announce its intention of setting up a 

Royal Conmission. By acting then the governrrent could hope to both restore 

its strained relations with business and gain electoral support. 94 

It was on May 5, 1962 that the tax enquiry was promised. The 

election was held on June 18 and the Progressive Conservatives were returned, 
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with a drastic loss of seats from 208 to 116, in a minority situation. 95 

The governrrent made good its pledge in the fall of that year with the 

establishrrent of the Royal Carmission on Taxation and the announcerrent 

of its composition and terms of reference. 

The Royal Corrrnission on Taxation (carter Corrrnission) 

The preceding section has outlined the electoral factors, political 

pressure and structural requirerrents of the econcmy that all played a part 

in the genesis of the Royal Carmission. It must also be emphasized that 

the Cbmmission was explicitly created to playa central policy role in the 

restructuring of the tax system. 

On August 27, 1962, PriIre Minister DiefenbaKer fonnally announced 

the creation of the Royal Cbmmission on Taxation. The significance which 

the governrrent attached to the policy role of the Royal Carmission was 

reflected in its wide terms of reference. 96 It was directed to "inquire 

into and report upon" the incidence and effect of taxation upon the opera

tion of the. national econcmy. It was to reccmrend lirproverrents to the tax 

laws "consistent with the maintenance of a sufficient flow of renenue." 

Am:mg the specific issues to be addressed were the distribution of the tax 

burden; the rceans whereby canadian ownership could be encouraged without 

restricting the inflow of foreign capital, the balance of payrcents and 

international economic relations; anomalies, inequities and loopholes for 

the avoidance of fair taxation wi thin the existing laws i. changes for "greater 

clarity, slirplicity and effectiveness"; and the effect of taxation on emIoy

rcent, living standards, savings and investrcent, industrial productivity and 

economic growth and stability. The chairman was to be Kenneth l:JeM:surier 
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Carter, a prominent Toronto chartered accountant and noted tax authority. 

Carter had been chainnan of the canadian Tax Foundation, head of the 

federal sales tax camrnittee in 1955-56 and president of the Institute of 

• . 97 
Chartered Accountants of Ontan.o. 

'!he Policy Role of Royal Comnissions 

'!he use of a Royal Conmission as a major instrurrent of state policy 

fonnation was not unique: "the Diefenbaker period was notable for the 

number of major policy issues it launched via the rrechanism of the royal 

carmission. ,,98 Royal ccm:nissions have tended to be of two general types. 99 

'!he first have been concerned with non-recurring issues such as industrial 

disputes, catastrophes or political scandals. In dealing with the :irrrrediate 

problem and initiating same degree of government action such camrnissions 

have been fairly successful. 

'!he second category of royal ccm:nissions is of rrost interest here: 

.cqmprehensive studies of crucial recurring issues of social, political and 

econanic policy. Royal comnissions made an important contribution to the 

thorough rationalization of state policy that took place during the post-

war years. Fran the late 1950 I S on there had been carmissions on the 

general prospects and structure of the canadian economy (established 1955), 

broadcasting (1955), energy (1957), railway transportation (1959), publi-

cations (1960), governrrent organization (1960), banking and finance (1961), 

health services (1961), and bilingualism and biculturalism (1963). While 

many specific reccmrendations of these investigations were ignored, their 

deliberations and conclusions had an important influence in shaping the 

general framework or parameters of state policy. 
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The rrodern royal cornnission had developed from an ad hoc tribunal 

into what was in essence a temporary, but sizable governrrent depart:rrent. 

They assemble large staffs of social scientists and expert advisers and 

accumulate a great deal of data. 100 The public, ad hoc and prilParily in-

vestigative character of royal cornnissions however irrposes certain limita

tions on their use as a technique of policy development. 10l Their ad hoc 

nature and the fact that ccmnissions can only recomrend, but not enforce, 

policy limit their effectiveness on issues that require continuous atten-

tion and coordination or frequent alteration. For example, while royal 

commissions have been irrportant sources of policy on federal-provincial 

relations in the past, a major recent trend has been the establisl1rrents 

of a range of institutions to explicitly coordinate the various levels of 

t . ba' 102 Th t t tr 1 th governmen on an ongOlng SlS. e governrren can no con 0 e 

public and relatively independent nature of royal commissions and their 

conclusions can prove embarassing. 103 There are further· ways in which cam-

missions have a distinct political content. NJt being obliged to irnplerrent 

the findings of royal corrmissions, governments have often used them as a 

delaying tactic - as a rceans of deferring and diffusing contentious poli-

tical issues. The government can claim that a problem nrust be thoroughly 

studied before direct action can be initiated. By the tine the enquiry is 

corrpleted the i.rmredi.ate furor will hopefully have subsided and the report 

can be quietly shelved. While such practise can be a critical considera-

tion for the political fortunes of the governing party, it is hardly a ra-

tional rcethod of policy formation. NJt being bound by Corrmission recorrtren-

dations has an additional advantage for the governrcent. Ccmnissions can 
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be used to broach controversial policy issues. 'Ihe government can then 

survey the reaction to the proposed policy and decide how best to proceed. 

Nonetheless, these limitations do not prevent royal cammissions 

from being an influential tool of policy analysis. 'Ihey have been parti

cularly suited for vital issues of rrore general concern upon which signi

ficant public pressure or discussion has been centred and in which ma.jor 

new departures are needed. 'Ihey can draw on wide sources of expertise and 

information to develop a comprehensive analysis which is independent of the 

imrediate pressure of state administration. As a public forum, royal 

cc:mnissions can sample general societal opinion and prepare the populace 

for government ini tiati ves. Further, by reflecting apparent government 

concern and action on key issues, they can contribute to the overall legi

tirnation of the state. In short, royal cc:mnissions can be useful rrechanisrns 

of policy formation and were extensively used as such in the post-war years . 

'Ihese conclusions certainly apply to the carter Commission. It 

was clearly intended to be an influential source of analysis and it quickly 

developed into a major forum for the discussion of taxation policy. 'Ihe 

Ibyal Commission was ilrportant precisely because taxation was such a can

plex issue; it was widely agreed that canprehensive study was a necessary 

precondition for structural reform. As well as being a crucial component 

of economic policy, taxation was also a highly sensitive political issue. 

Its distribution vitally affected the interests of all groups in Canadian 

SOCiety and fair and equitable taxation was a basic elerrent of liberal 

derrocratic ideology. 'Ihe public hearings of the Royal Comnis s ion , which 

allowed for input from all interested parties, could contribute to the 

political legitimacy of these policy deliberations. 
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Corporate Links to Royal Commissions 

Royal Corrmissions of the fX)st-war period dealing with central 

policy issues had an important comron feature : extensive corporate 

participation and influence in their deliberations. In the brokerage 

tradition of canadian politics, the composition of the carmissions sought 

to balance major economic and regional interests. AppointIrents generally 

included individuals from the various regions and from diverse occupa

tional backgrounds, such as academic and agricultural . However, seldom 

was organized labour directly represented and it was prominent corporate 

executives and officials of leading industry and trade associations who 

formed the majority of Commissioners. 

The Royal Cornnission on Banking and Finance was at ~rk during the 

sane period as the carter carmission. It was examining one of the rcost 

vital sectors of the economy and issues at the centre of state fiscal, 

rconetary and economic fX)licy. 'Ihe chairman was Dana H. Porter, chief 

Justice of Ontario. other m=mbers of the carmission were W. 'Ih0IPaS Brawn, 

president of a Vancouver investIrent firm, Janes Douglas Gibson, a leading 

economist and general manager of the Bank of Nova Scotia, Q)rdon L. Harrold, 

a top official with the Alberta Federation of Agriculture, Paul H. Leman, 

vice-president and treasurer of the Aluminum Co. of canada, John C. MacKeen, 

president of the Nova Scotia Light and Power Co. and executive of numerous 

other enterprises, and Dr. W. A. Mackintosh, vice-chancellor of Queen I s 

University and an adviser to many previous government fX)licy bodies. 104 

It is the chairrren who are rcost important in shaping the direction 

and operatiOns of royal carrmissions. Consequently, the type of person 
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appointed to such key positions is a good reflection of government pri-

ori ties. The corporate sector predcminated here as well. The Royal Corn-

mission on Energy was headed by Henry Borden, C.M.G., Q.C •. , who was 

president of Brazilian Traction Light and Power, director of Bell Tele-

phone, the canadian Bank of Corrnerce, Massey-Ferguson and other major 

corporations, vice-chairman of the board of governors of the Uni versi ty 

of Toronto, and previously chairman of the federal WartiIre Industrial 

Control Board. 'Ihe chairman of the Royal Ccmnission on Q)vernment Orga-

nization was J. Grant Glassco, a leading Toronto accountant with Clarkson, 

Q)rdon and Co. who was later also to be president of Brazilian Traction. 

1he Royal Corrmission on Canada IS Econanic Prospects was chaired by Walter 

Q)rdon, a rrernber of a wealthy and long established Toronto business family. 

Q)rdon was also highly influential in shaping Liberal social and economic 

policy and was in fact Minister of Finance from 1963 to 1965 during the 

\ deliberations of the Carter commission. 

tvbre generally, studies of economic power have shown the widespread 

invol verrent of corporate executives in nurrerous government cornnissions 

and 
. . 105 

enqu~rJ.es . In addition, research and adrninistrati ve staff were 

drawn extensively from business, as well as academic and government 

circles. The hearings of the royal carrnissions were open to all interested 

groups and were in fact attended by a wide variety of organizations. 

However, there were consistently far rrore sutmissions, and of a rrore 

irnpressi ve quality, from corporate sources than from any other interests. 

'Ihe Composition of the Royal Commission on Taxation 

FollCMing this connon pattern, the rrernbers of the Royal Corrmission 

on Taxation were drawn largely from the advantaged strata of the class 
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structure and business interests were well represented. As noted above, 

the chairman, Kenneth LeM. carter, was a prominent chartered accountant 

and tax expert, partner in McDonald, Currie and Co. and joint chairman 

of Urwick Currie Ltd., management consultants. 106 These professional en

deavors and his acti vi ty in the canadian Tax Foundation involved him with 

the highest levels of corporate power. carter had in fact played a leading 

role in the fonrulation of business tax policy. H= had been, for example, 

rruch involved in the deliberations of the canadian Manufacturers' Associa

tion on this issue. 107 carter had led the C.M.A. delegation to the federal 

cabinet in its annual pre-budget sul::mission in December, 1956. Earlier 

that year he had been co-chairrnan of the trade and taxation conference at 

the C.M.A. annual meetings . Again in 1957, carter gave a major address on 

taxation to the association's yearly conference. In 1962, he was a rrember 

of the panel of the taxation conference at the yearly rceetings. 

J. H. Perry played a vital role in the work of the ccmni.ssion, 

second only to that of the chairman. As previously noted, Perry had been 

a top official in the Departrrent of Finance and then director of the cana

dian Tax Foundation. He was a highly respected authority on the canadian 

fiscal system and spoke widely to professional and business conferences. 

In 1961, he beCaIIE executive director of the canadian Bankers' Association, 

one of the ItOst powerful corporate organizations. Perry continued to be 

active in professional discussions, chairing sessions on fiscal policy at 

both the 1962 and 1963 conferences of the canadian Tax Foundation. 108 

One indication of the decisive role of both carter and Perry was 

the arrount of tirce spent by the various members on ccmnission work. In 
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response to a question in the House of Cormons on the payrrent of the 

commissioners, the following information was provided by the government. 

All commissioners were paid $100 per diem plus expenses . carter worked 

681 days during the life of the commission for a total payrrent of $68,100. 

Perry worked 607 days. By contrast, Beauvais, Grant, Milne and Wall res

pectively worked 334, 335, 432 and 439 days.109 

Arrong the other appointees to the Corrmission were A. Emile Beau

vais, a Quebec City chartered accountant and director of several canpanies . 

Ii: had been a director of the Quebec Board of Trade, president of the Cana

dian Institute of Chartered Accountants and one of the first governors of 

the Canadian Tax Foundation. In addition, Beauvais had in the past 

been called upon by the governrrent for fiscal advice. 110 Donald Gordon 

Grant was a lawyer, general manager of the Nova Scotia Trust Co. and direc

tor of n1.lIrerous other corporations in Halifax. Charles Walls was manager 

of the British Coltmlbia Federation of Agriculture. Mrs. S. M. (Eleanor) 

Milne of Winnipeg was treasurer of the National Council of waren and "in 

addition assists her husband in his accounting practice. ,,111 

Referring to Grant, Walls and Milne, Perry stated "I am sure that 

none of these last three persons would take exception to my describing 

them as not tax experts in the usual sense. Rather they represent broad 

and varied public interests and provide a necessary counter-balance to the 

expertise of the other half of the corrmission. ,,112 How "broad and varied" 

the canposition of the Royal Conrnission was is another question. Its 

rrernbership was certainly balanced in tenns of having a wanan, a French

Canadian and residents of all the major regions, but it was highly unre-
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tat ' , 1 t 113 presen ~ve ~n c ass erms. In terms of holding major corporate 

positions and being involved in significant business enterprises, four 

of the ccmnissioners (carter, Perry, Beauvais, Grant) can be seen as 

belonging to the broadly defined capitalist class. 114 These individuals 

were also part of the social milieux of the upper class; of exclusive 

private clubs and enlightened philanthropy. For example, carter and 

Perry could rreet fellow rrernbers from the highest levels of the corporate 

and political worlds in the Rideau (Ottawa) and the University (MJntreal) 

clubs . 115 Grant was involved with a children's hospital, the Red Cross 

and other charities in Halifax. carter had been president of the cana

dian Welfare Council, 116 trustee of the United Fund in Toronto and direc-

tor of the Toronto Symphony Orchestra Association. It is not clear at 

what level of the business carmnmity Mrs. Milne should be located. How-

ever, with Walls of the agricultural federation, she must be seen as 

occupying at least a middle class position. 

In conclusion, the ccmnissioners were drawn largely from the busi-

ness ccmnuni ty and the business-orientated tax professions. While there 

was an official of an agricultural organization on the Royal Ccmnission, 

there was no direct representation at all from the ~rking class. 

IV. Conclusion: Initiation of Reform Process 

At one level, the massive business pressure was successful: the 

Royal Ccmnission on Taxation was established in 1962 and the goverrurent 

was firmly corrmitted to a thorough reorganization of the canadian tax 

117 system. On the other hand however, the governrrent did not accede to 

corporate demands for imnediate tax reductions for a number of reasons. 
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In the short term, pressing state revenue requirements militated against 

any substantial tax cuts and in the long term, state r:olicy-rnakers had 

to ensure that whatever reforms were made, sufficient revenue would still 

be produced. MJre generally, because taxation was such a canplex yet 

central issue of state economic and social r:olicy its reformulation could 

not be carried out in haste. In addition, party competition ensured that 

the gove:rnrrent must attempt to develop tax changes that would appear 

attractive to the largest ntunber of voters as well as resr:ond to business 

pressure. The gove:rnrrent' s solution, roth to rroderate the i.rrmediate r:oli

tical controversy and allow for extensive r:olicy discussion and consulta

tion, was the ti.rcE-honoured tradition of creating a Royal Ccmnission. 

'Ihat leading corr:orate figures had been calling for such an enquiry made 

this decision particularly suitable. 

The crucial significance of the carter Ccmnission was that the 

process of tax reform was now firmly underway. The great impact of taxa

tion ur:on the interests of all groups wi thin the social structure and the 

fervent opinions and strong pressure already developed within the busi

ness carmunity guaranteed that debate on the direction of reform would 

be lively. 
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business-governrrent coordination can be constrained by rrore rrrundane 
partisan or ideological considerations. 

25. Report, 4th Session, 24th Parliament, 1960-1, Ottawa, Q,leen IS 

Printer, January 14, 1961. 
26. Saywell, op.cit., p 183. 
27. ep.cit., pp 4-5. 
28. Ian Gough, "State Expenditure in Advanced capitalism," New wft 

Review, 92, July-August 1975, P 80 noted that high and increasing 
levels of state finances had necessitated the formulation of over
all planning and policy on state expenditure and taxation throughout 
the advanced capitalist countries. 

29. Financial Post, February 19, 1955, P 8. Each year a number of 
business and professional organizations were asked to put their 
views on fiscal and taxation policy to the governrrent to aid its 
preparation of the annual budget. Delegations from the canadian 
Manufacturers I Association, the canadian Chamber of Corrmarce and 
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a joint corrmittee of the Canadian Bar Association and the Canadian 
Institute of Chartered Accountants each presented a cOll'prehensi ve 
brief to the Ministers of Finance and National Revenue, and to 
other cabinet members. The significance of the latter group's 
appearance was noted by the chair.man of the Canadian Tax Foundation: 
"Under the heading of tax legislation, the Foundation each year 
sponsors a delegation of lawyers and accountants who rreet in ottawa 
to review with departmental officials the annual amrnendments to 
the InCOI'le Tax and Estate Tax Acts. This annual examination of 
tax legislation following first reading by the Commons is one of the 
highlights of the co-operation between the Foundation, governrrent 
officials and the legal and accounting professions." C. T.F., 1960 
Conference, p 5. This institutionalization of corporate participa
tion in the fonmlation of budgetary policy can be seen as part of 
the close functional links emphasized by Presthus which develop 
between branches of the state (here the major centres of economic 
policy making) and major organizations within their areas of res
ponsibility and operations (in this case, several of the IIOst 
~rful corporate associations); Elite Accamodation in Canadian 
Politics, Toronto, Maanillan, 1973. As discussed in Ch 3, this 
functional integration is characterized by extensive ongoing contact 
between state officials and corporate representatives and by a 
state policy framework which routinely takes into account business 
interests and reactions. 

30. Financial Post, January 7, 1956, p 17. 
31. Industrial Canada, January 1957, pp 91-5. The occasion was the pre

sentation of the C.M.A.' s annual pre-budget brief. This group was 
led by Kenneth reM. Carter, chair.man of the C.M.A. legislative com
mittee. Carter was well known to the governrrent officials, having 
headed the comni ttee on the Federal Sales Tax and been chair.man of 
the Canadian Tax Foundation. It was Carter, of course, who was to 
be naned chairman of the Royal Ccmnission on Taxation when it was 
established in 1962. 

32. Ibid, P 94 
33. FInancial Post, February 9, 1957, p 17. 
34. Industrial Canada, July 1956; reproduced in Canadian Tax Journal, 

July-August 1956, pp 262-7 fran which this material is taken. 
Petrie had been a war-ti.rre civil servant, then research director 
for the Canadian Tax Foundation, and was currently director of 
economic research for James Heward and Company, M::mtreal. 

The conferences of corporate organizations such as the C.M.A. 
and C.C.C. are extensively attended (and closely followed) by key 
governrrent officials. These rreetings provide a forum where state 
and corporate leaders can cerrent their relationships and discuss 
the pressing policy issues of the day; c. f. Presthus, op. cit. 
AIrong the many federal officials who attended the 1956 C.M.A. rreetings 
was W. F. Ball, deputy minister of Trade and CorcIrerce, who addressed 
its trade and taxation conference. He stressed how pleased he was 
to participate in such conferences and that they provided ideal 
opportuni ties to rreet old friends and make new ones. He further 
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underlined that the resulting exchange of views with leading 
businessmen was rrost helpful to the governrrent. Ball noted that 
''we, in the Depa.rtIrent of Trade and Comrerce, have a long tradi
tion of working closely with the business connn..mity"· and that 

''we are all 'M:lrking toward the same objective, Canadian trade 
leadership"; Industrial Canada, July 1956, p 127. 

More specifically, taxation was a pervasive topic of discus
ion at the annual rreetings of the C.M.A. and C.C.C. throughout 
the process of tax reform. These rreetings provided both a 
setting in which business policy could be fonrulated and an infl u
ential platform fran which demands for tax changes could be 
pressed on the governrrent. 

35 . Canadian Tax Journal, July-August 1956, P 263 . 
36 . Ibid, P 267 . 
37. FInancial Post, June 22, 1957, pp 9-10. 
38. Industrial Canada, July 1957, P 209; Carter's speech was also pub

lished in the Canadian Tax Journal, July-August 1957, pp 308-14 . 
39. Cf. H. J . Macdonald, "Tax Incentives Are Needed N:Jw," Saturday Night, 

January 7, 1961, pp 20-3; Monetary Times, November 1961 . 
40. Canadian Tax Journal, July-August 1960, pp 255-62. Twaits has been 

described by forrrer cabinet minister and economist Eric Kierans as 
the rrost powerful man in Canada; cited in Phillip Sykes, Sellout: 
The Giveaway of Canada's Energy Resources, Frlrronton, Hurtig Publi
shers, 1973, p 130. When Twaits subsequently retired in 1974 as 
chairman of Imperial Oil, he was also a vice-president of the Royal 
Bank and director of other dcminant corporations. He had been a 
rrernber of key policy making forums in the private sector: the 
Conference Board, rrajor conmittees of the Private Planning Associa
tion, and the Canadian Association for Latin Arrerica; and the govern
rrent, the Economic Council of Canada. He had served on the advisory 
conmi ttees of the depa.rtIrents of Energy, Mines and Resources, and 
Industry, Trade and Ccmrerce. As with other leading rrernbers of the 
capitalist class, Twai ts was involved in philanthropy: he held 
positions in the Olympic Trust of Canada, the Canadian Arthritic and 
Rheumatism Society and the board of the University of Toronto. He 
had appeared before governrrental corrmi ttees and conmissions and rrade 
numerous representations to state officials on behalf of his corpora
tion and industry. 

41. Ibid, P 255. 
42. Ibid, P 259. 
43. "Tax Incentives for Industrial Progress", Industrial Canada, July 1961, 

pp 106-8. In the extensive question period following his address, 
Flynn stated that he would not eliminate the advantages of the re
source industries, but would rearrange the tax structure to reduce 
the inequitable position of manufacturing. Such concern~ reflect 
sectional conflicts of interest wi thin the corporate economy vis-a-vis 
the tax system. 

44. Industrial Canada, July 1962. 
45. Ibid, pp 178-9. 
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46. See the panel discussion at the taxation conference of the 1962 
C.M.A. meetings, Ibid, pp 178-82. 

47. Financial Post, October 6, 1962, P 10. 
48. Globe and Mail, (Toronto) September 27, 1962, p 27. 
49. Financial Post, January 30, 1960, p 28. 
50. C.T.F., 1960 Conference, pp 19-23. Perry had been a leading fiscal 

analyst in the federal governrrent. leaving the civil service, 
Perry becarre director of the canadian Tax Foundation and subsequently 
executive director of the canadian Bankers' Association. He was the 
author of standard texts and major articles on the canadian fiscal 
system (see Ch 4). Finally, Perry was to be a rrember of the Royal 
Ccmnission on Taxation. At this tiIre, Perry was director of the 
C. T . F. and this speech provides a gcx:rl indication of his thinking 
shortly before serving on the Royal Conmission. While highly sophis
ticated and deeply analytical, Perry's perspective is also solidly 
within the overall pararreters of corporate opinion and interests. 

51. Ibid, P 20. 
52. Ibid, pp 22-3. 
53. C. T .F., 1961 Conference, p 9. Eaton had been one of the nost i.rcpor

tant specialists who developed taxation PJlicy wi thin the Depart:ment 
of Finance. Retiring in 1958 as Assistant Deputy Minister, Eaton 
becarre a private fiscal consultant in ottawa and director of major 
corporations such as the Beneficial Finance Co. of canada, Standard 
Brands Ltd., ~ investors Group carrpanies and Guarantee Trust Co., 
He had been a rrember of the srna.ll group of powerful bureaucrats 
(Dr . Clark's boys) identified by Porter, op.cit., p 426: "Gradually 
there was built up around the Depart:ment of Finance and the Bank of 
canada an outstanding group of expert administrators who were to be 
the architects of the economic and social policies required by the 
war and port-war reconstruction." Of individuals noted above, 
Deutsch, Perry and Sharp were also in this group. Perry, Eaton and 
Deutsch were also rrembers of the Five Lakes Fishing Club, a highly 
i.rcportant private meeting place of senior bureaucrats; see Newnan, 1975, 
op.cit., pp 337-8; Appendix H. The careers of these key policy 
makers illustrates the cohesive nature of senior bureaucrats and their 
easy novernent to prominent PJsitions in the corporate sector. 

Eaton's address was very Imlch wi thin conventional business opinion 
of the tiIre. He saw no extrerres of poverty or wealth; consequently 
these were not issues that the tax structure should be concerned 
with. He was also uneasy about the growing state welfare system; 
arguing that nost benefits of welfare were given to all equally, many 
of wham did not need them. In his opinion, the welfare system should 
be changed to operate on an insurance basis. These asstmlptions and 
his opposition to progressive taxation indicate the conservate pers
pecti ve which guided Eaton's WJrk while in the Depart:ment of Finance. 

54. C.T.F., 1961 Conference, p 2ff: 
55. Ibid, pp 19-20. This is the sarre MJore whose speech to a canadian 

Manufacturers' Association Meeting is cited above. 
56. Business Quarterly, XX, 3, Fall 1955, pp 151-9. Such constraints were 

generally not recognized in the pervasive business demands for tax cuts. 
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57. Financial Post, November 28, 1959. p 7. The asstmlption here that 
the tax system was in fact fair is clearly unwarranted. As noted 
by Perry above, the actual distribution of the tax burden was 
s:iIcply not well researched at that ti.Ire. The later studies of 
the Royal Corrmission on Taxation revealed a fund.anentally unequal 
tax structure. Given this discovery, and given the prevailing 
ideology of taxation, in which therres of fairness and redistri
bution were so prominent, the Royal Ccmnission was s:iIcply carrying 
these principles of equity to their logical conclusion when it 
recorrmanded sweeping refonns. Later discussions will link such 
facets of the politics of taxation to the rrore general legitimation 
functions of the state. 

58 . The nature of these groups as corporate patronage professions has 
been outlined earlier in Ch 2; their professional activity and 
rationale are shaped largely by the needs of a single large client 
group, the various levels of business. This functional basis and 
the close links that existed between the prominent lawyers and 
accountants that headed top finns and dominated the professional 
organizations on the one hand, and the higher circles of the cor
porate econcmy on the other, shaped the policy frarrev;ork of these 
professional bodies, a framework that wes remarkably similar to 
major corporations and corporate associations. 

59 . canadian Tax Journal, July-August 1962, P 228i but he did stress that 
"taken all together, these criticisms represent a considerable 
feeling of dissatisfaction with our tax structure . " 

60. This again illustrates the critical role played by the C.T.F. and 
other sophisticated corporate analysts. They attempted to push con
ventional business thinking towards a rrore comprehensive or reasoned 
(and presumably rrore influential) · approach to tax reform. 

61. He recognized that political considerations would make such changes 
difficult. Robertson, in carmon with majority business opinion, down
played the significance of equity as a basic principle of the tax 
system; it was a subjective concept, "equity, like beauty, lives in 
the eyes of the beholder"; Canadian Tax Journal, July-August 1962, 
P 233 This of course deflects attention from the concrete inequality 
of condition wi thin the social structure- and lends support to the 
pervasive corporate view that the progressiveness of the personal in
cc::m= tax structure (highly limited as it was - see ch 4) should be 
reduced. 

62. John Saywell, (ed), Canadian Annual Review for 1962, 'lbronto, Univer
sity of 'lbronto Press, 1963, p 171. 

63. Ibid, P 171. 
64. A recent study of the policy of business and other groups on economic 

nationalism relied heavily on the Financial Post as a reliable and 
info:rmati ve source on the thinking and political acti vi ty of the capi
talist class; Phillip Resnick, The land of Cain: Class and Nationalism 
in English Canada 1945-1975, Vancouver, New Star Books, 1977. The 
limitation of such sources is that they deal largely with the public 
side of business politics; a great deal of corporate-state interaction, 
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for example, is private and confidential. Nonetheless, with 
archival material and private correspondence unavailable for 
the recent period, leading journals of the business press pro
vided a great deal of useful information. 

65. December 18, 1961, P 6. 
66. It will be seen that the business demands of this period were 

later repeated in the formal submissions to the Royal Commission. 
On this issue Dr. A. K. Eaton I s speech to the 1959 conference of 
the Canadian Tax Foundation; Financial Post, tbvember 28, 1959, 
P 3 and K. W. Lenon, "Canadian Taxation and the Businessman II , 
Business Quarterly, Vol 27, tb 3, Fall 1962. 

67. Cf. articles by Gilrrour and Goffman respectively in Canadian Tax 
Journal, January-February 1960 and July-August 1960. 

68. Cf. G. B. Maclaren, "Death Taxation and the Private Business II , 
Canadian Tax Journal, March-April 1960, pp 124-6. 

69. Saywell, 1963, op.cit., p 171. 
70. A. Milton M:x>re, "Forestry Taxation Problems II , Canadian Tax Journal, 

September-october 1962. 
71. Keith Fowler, "Gas Production Depletion II , Canadian Tax Journal, July

August 1962, pp 274-8. The author was fran Inperial Oil. It is 
interesting to note the widespread participation of this powerful 
corporationls executives in major policy debates. 

72. C.T.F., 1961 Conference, p 4. 
73. Industrial Canada, July 1962, p 175. The chairman of the C.M.A. IS 

taxation committee had made a similar plea at the previous yearls 
rreetings: "therefore - following the impetus now being given to 
trade matters and the emphasis on productivity - that no less at
tention an:1 energy be devoted to a serious study of our entire tax 
system"; Ibid, July 1961, P 108. 

74. Quoted in"GlObe and Mail, (Toronto), December 18, 1961, p 6. He 
was strongly supported editorially by the Globe an:1 Mail. While 
Robart IS pronouncem:mt was certainly rrotivated by the pressure of 
federal-provincial finances, there is little doubt that he was 
also aware of the pervasive demands of business, the rrost powerful 
sectors of which were concentrated in Ontario and closely linked 
to his governrrent. 

75. Globe and Mail, (Toronto), January 12, 1962, P 6. On the preeminent 
position of McLaughlin in the constellation of corporate power see 
Newman, 1975, op.cit. He was also a rrember of policy ccmnittees 
of the Private Planning Association of Canada. 

76. Globe an:1 Mail, (Toronto), January 12, 1962, P 6. The Canadian 
Annual Review for 1962 attached great importance to this appeal: 
"Because the debate was handicapped by lack of factual information, 
W. E. McLaughlinls call for a royal commission on taxation in a 
speech in Toronto on January 11 struck a particularly Iresponsive 
chord in the hearts of Canadian businessrren III; Saywell, 1963, 
op.cit., P 171. 
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77. Canadian LaJ:x:)Ur, February 1961, p 32. The basic thrust of 
this brief, however, was to establish the legitimacy of the 
C.L.C. as the primary representative of organized labour. 
As discussed in Ch 3, constant striving for recognition, with 
the attendant rights of consultation and participation in go
vernrrent policy making, was the major pre-occupation of C.L.C. 
politics during this period; see David Kwavnick, Organized 
Labour and Pressure Politics. Canadian Labour Congress 1956-
1968, Montreal McGill-Queen' s Uni versi ty Press, 1972. 

78. Canadian Labour, May 1962, P 22. In tenns of the political 
incorporation of labour introduced in Ch 3, organized labour 
and business here have very similar views on the nature and 
operation of the capitalist economic system. 

79. Canadian Tax Journal, January-February 1958, p 35. In this speech 
to a conference of tax economists, Fleming also outlined what an 
ideal tax system should be. The features which he stressoo cor
responded very closely to those demanded by business during that 
period. 

80. Globe and Mail, (Toronto), December 18, 1961, p 6. This editorial 
stressed that Diefenbaker did not fulfill this promise when in 
office. 

81. "The Contribution of Fiscal Policy to Economic Expansion and 
Growth", Industrial Canada, July 1962, P 87. The chairrrsn of 
the plenary conference at which Fleming spoke noted the close 
contact the C.M.A. had with every level of governrrent. -

82. Globe and Hail, (Toronto), May 7, 1962, P I. 
83. Globe and Mail, (Toronto), August 28, 1962, P 1. 
84. Phidd and Doern, op.cit., pp 51-2. 
85. Saywell, 1963, op.cit., E 13. 
86. Globe and Mail, (Toronto), May 7, 1962, PE 1-2. 
87. For this reason, the idea of a corrprehensive tax review was also 

supported by the Liberal Party; party leader Lester Pearson was 
later to say that his party had been calling for such a study 
for five years, Globe and Mail, (Toronto), August 28, 1962, 
oi. 

88. Phidd and Doem, op.cit., p 52; see also Newman, 1963, op.cit., 
esp. Ch 25. 

89. Newman, 1963, op.cit., pp 182-93. This popular image was based 
upon the calculation that there were far more votes available 
from the renainder of the population than from the business com
muni ty . These considerations must not be carried too far. What
ever Diefenbakers' personal style and philosophy, links between 
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the party structure, other political leaders and the state 
apparatus on the one hand and the corporate sector on the 
other did not disappear. 'The ideology of Diefenbaker and 
his government was still totally committed to free enter
prise and the objective functions of the state continued to 
support the capitalist system. 'Thus, the vague populism of 
the Conservative government did not imply any transcendence 
of the great power of capital. 'This example underscores the 
importance of looking beyond the surface appearance and pub
lic relations of politics to the underlying enduring struc
tural and institutional relations. 

90. Ibid., P 192. Business' refusal to cooperate condemned the 
plan to failure. 

91. C.T.F., 1961 Conference, p 15, his errphasis. 'This charge of 
socialism was the strongest possible condemnation of the go
vernment. A striking feature of the party politics of the 
late 1950's and early 1960's was the incredible amount of red
baiting;. a major therre of the 1962 ConserVative election 
strategy was to portray Liberal leader Lester Pearson as "soft 
on corrmunism"; see Newman, 1963, op.cit., P 325ff; Canadian 
Annual Review throughout this period. 

92. Newman, 1963, op.cit., p 193. 
93. Financial Post, April 14, 1962, P 5. 
94. On the first score, the immediate reaction of business was 

favourable; for example, the president of the Canadian Chamber 
of Cc:mrerce welcorred the Conmission and used the occasion to 
reiterate the Chamber's demands for tax reductions; Globe and 
Mail, (Toronto), August 28, 1962, P 1. 

95. Newman, 1963, op.cit., p 332. 
96. Royal Comnission on Taxation, Reoort, ottawa, Queen's Printer, 

1966, Vol 1, Tenns of Reference and Preface, pp V-VI. Here
after, reference to the Commission will be abbreviated R.C., 
followed by the specific volume or section. 

97. See Globe and Mail, (Toronto), August 28, 1962, P 1. 
98. Phidd and Doern, op.cit., P 52. 
99. J.E. Hodgetts, "Should Canada be De-ccmnissioned? A Cormoner's 

View of Royal Corrmissions", Queen's Quarterly, 70,Winter 1964, 
pp 475-90. See also G. Bruce Doern, "'The Role of Royal Corrmis
sions in the General Policy Process and in Federal-Provincial 
Relations", Canadian Public Administration, X, 1967, pp 4l7-33; 
J. E. Hodgetts, "Public Power and Ivory Power" in Trevor Lloyd 
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and Jack Mcleod (eds) , Agenda 1970: Proposals for a creative 
politics, Toronto, University of Toronto Press, 1968, pp 256-
80. 

100. Hodgetts, 1968, op.cit. 
101. Hodgetts, 1964, op.cit. 
102. See Garth Stevenson, Unfulfilled' Union. canadian Federation and 

National Unity, Toronto, Gage, 1979. 
103. This certainly proved to be the case with the Royal Cormnission 

on Taxation. 
104. See canadian Business, January 1962, pp 30-1. 
105. See Ch 3; Wallace Clerrent, "'nle corporate elite, the capitalist 

class and the canadian state" in Leo Panitch, (ed), 'nle canadian 
State, Toronto, University of Toronto Press, 1977. 

106. M:)st of the following biographical data has been taken from the 
canadian Who's Who. In addition, a range of articles in the 
Financial Post and other journals discussed the rrernbership of 
the Royal Cormnission. 'nlese will be referred to when specifically 
cited. 

107. As reported in Industrial canada, various issues. 
108. C.T.F., 1962 and 1963 Conferences. 
109. House of Commons, Debates, March 15, 1967, pp 14022-3. 
110. In place of the ill chairman, J. H. Perry addressed the 1962 

conference of the canadian Tax Foundation on the scope and 
operation of the Royal Commission. He also provided biographical 
inforrration on its rrernbers. C.T.F., 1962 Conference, p 7ff. 

111. It is difficult to know how to interpret this staterrent; it is 
certainly highly condescending. Perhaps Perry was simply trying 
to establish Mrs. Milne's qualifications for her appointment. 
Ibid., P 8. 

112 . Ibid., P 8. 
113. This reflects the corrrron pattern of governrrent appointments, from 

the cabinet and top bureaucratic positions through the many semi
independent boards, enquiries and agencies. 'nle balancing of 
ethnic, religious and regional characteristics (never totally 
representative) takes place within a consistent upper and middle 
class predominance. 

114. 'nlese examples speak to an il'rIp:>rtant rrethodological problem with 
the elite categorization of Porter, and Wallace Clerrent. 'nle 
canadian Corporate Elite, Toronto, McClelland and Stewart, 1975. 
Perry, as director of the canadian Bankers' Association, held a 
very powerful position within the corporate sector. However, 
since he was not a director of a dominant corporation he would 
not be included in the economic elite. 
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115. I previously discussed the importance of such clubs, and of 
the social world of the upper class rrore general 1 y, as forums 
for the interaction of the capitalist class and other institu
tional leaders; Ch 2-3. 

116. In which capacity he appeared before the Special Cormnittee of 
the Senate on Manpower and Dnployrrent in 1961. It is interes
ting that Carter's spouse, an author, was also heavily involved 
in numerous charitable organizations, the symphony and was a 
member of the World Health Organization from 1945 to 1949. This 
also is a fairly typical pattern; women's activity adds further 
layers to the social hegerrony of the capitalist class. 

117. Direct pressure was not the only factor involved here. As dis
cussed above, structural considerations were also crucial; the 
tax system had to be adapted to the transforrred. requirerrents of 
capital accumulation of the rrodern economy. 



Chapter 6 Deliberations of the Royal Commission on Taxation 

I. Introouction 

Reaction to the Royal Commission 

Not unexpectedly, the reaction of the business corn:m.mi ty to the 

establishment of the Royal Commission on Taxation was highly favourable. 

As well as commenting upon the Commission, corporate representatives used 

the occasion to reiterate prevailing business demands on the direction 

of tax refonn. The Canadian Clamber of Conurerce heartily endorsed the "long 

awaited, much needed probe into Canada I s tax system." 

No Royal Commission set up in recent years has been received 
with as much enthusiasm in corporate board rooms as that head
ed by Mr. Carter. Besides organizations across the country, 
including The Canadian Clamber of Corrmerce, have for years been 
pressing for tax refonn. With legislation piled on legislation, 
a bit added here, a section rerroved there, the country I s tax 
statutes can no longer be rationalizedlwith national economic 
goals of growth, incent~ve -and equity. 

The Clamber argued that prior to any refonn the major problems of the exis-

ting tax structure must first be identified. A Canadian Tax Foundation 

sponsored study of the allocation of the tax burden was cited as an i.rrp:>r-

tant beginning in this task. The Olarnber also endorsed the director of the 

canadian Tax Foundation. Ronald Robertson IS surrmary of the basic criticisms 

of the tax system; legislation was too complex, tax rates, especially on 

personal incorre, were too high, refonn must consider all fonus of taxa

tion, and alteration and extension of sales taxation must be studied.
2 

The 

c.c.c. felt that such questions should guide the analysis of the Royal 

275 
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Commission. It was also extrerrely pleased with the appointment of 

Mr. carter, who was regarded as a tax expert of the highest standing. 

The Chamber sincerely hoped that the report of the Royal Corrmission 

was to be the genuine starting point of the long needed refonn of the 

tax structure. 

The canadian Manufacturers' Association expressed a similar 

enthusiastic response to the creation of the Royal Corrmission. W. H. 

Flynn, chainnan of the C.M.A. taxation comnittee, saw its establish

rrent as the rrost .ilnpJrtant recent event in the field of taxat;ion. He 

also agreed that carter was a wise choice to head the enquiry, adding 

that "you will recall that he was a rrember of the panel at our Taxa

tion Conference last year in M:::mtreal!, 3 

The Royal Commission was also wannly received by the business 

professions rrost involved in taxation. The canadian Tax Foundation noted 

the Commission's broad tenns of reference and stressed the huge scope of 

its analysis.
4 

It cautioned that too much should not be expected from 

the carter Commission; that it could not solve all tax problems or econo-

mic ills inmediately. The rrost difficult task will be to determine the 

real effects of taxation on individuals an::i, rrost .ilnpJrtantly, on business 

behaviour. "Business and industry tax corrmi ttees across Canada can per

fonn an extrerrely valuable service if they will produce for the Royal 

Corrmission a hard-hitting, penetrating, logical treatise" derronstrating 

the hannful effects of high corporate taxation, dOC1..lIre11ting investments 

that were not made or projects that were not initiated, and concretely 

showing the usefulness of tax incentives. 5 The C. T .F. offered the full 
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use of its resources to assist the commission. 6 The Royal Commission 

was of course a major topic of discussion at the November 1962 confer

ence of the C. T . F .: here again the chairman repeated the foundation's 

support for the conmission. 7 The journal of the Canadian Institute of 

Chartered Accountants also welcorred the Royal Cornnission. It noted that 

the importance of incorre taxation would make it a basic focus of analy

sis, but hoped that this would not preclude a careful examination of 

the sales tax. 8 

N:)t all organized interests were so pleased with the Royal Com

mission. The Canadian Labour Congress CCXTq?lained bitterly to the govern

rrent that labour was not represented; given that officials from business, 

agriculture and ~n's organizations sat on the comnission, "we find it 

difficult to understand why the governrrent should no1: have found it nec

essary to appoint a representative of wage and salary-earners." This 

instance reflected a long standing grievance with the Diefenbaker adminis

tration: "we cannot help but feel that this is sirrply one rrore derronstra

tion of what we believe is your detennination to keep organized labour 

from being directly represented in rrost of the public bodies which you 

have appointed since corning into office. ,,9 

II. Initial OperatiOns of the Royal Cbmmission 

From their appointrrent in the fall of 1962 the ccmnissioners 

began to organize their massive project. One of the first tasks was to 

assemble the research and administrative staff, which at its peak total

led 150 individuals. The three rrost important positions were chief legal 

counsel, conmission secretary and research director. They were filled 
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respectively by John L. Stewart, a Toronto corporate lawyer and tax 

authority; P. Michael Pitfield, who was later to re an influential 

adviser to Prime Minister Trudeau and chief clerk of the Privy Council 

Office; and Professor Douglas Hartle of the University of Toronto.
lO 

The bulk of the remaining Corrmission staff were drawn from aca-

demic, governm:mt, legal and corporate circles. carter had scoured 

uni versi ties, governrrents and businesses across the country for the 

necessary personnel: "I pleaded with sorce of the largest finns in the 

country for sorce of their key staff. "II Arrong the major COIrq?aIlies who 

lent the services of executives to the commission were Chevron Oil, 

Power Corporation, Trans-Canada Pipe Lines and Sun Life Assurance Co .. 

Also contributing expert employees were sorce of the rrost important cor-

porate law and accounting finns. In addition, a number of individuals 

with the carter Comnission later went on to reCOll'e prominent political 

figures: Claude Frenette recarne a top executive with Power Corporation 

and an influential Lireral Party organizer in Querec, Marc Lalonde, a 

funtreal lawyer, was later a powerful adviser to Prime Minister Trudeau 

and still later a federal cabinet minister, and Andre Raynauld of the 

Uni versi ty of funtreal later headed the Economic Council of Canada. In 

general, the administrative and research staff of the Royal Corrmission 

were very Imlch from the advantaged business and professional strata of 

Canadi . t 12 an SOCle y. 

The Oommission had also reen delineating the major aspects of the 

tax structure to re investigated and f0rIm11ating the direction of its 
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analysis. Six national organizations were asked to present their views 

on the basic problems that the Royal Commission should examine at the 

preliminary hearings in the spring of 1963. This initial input was in-

tended to aid the Commission in setting out its plan of research and 

analysis. An extensive research programme was then carnmissioned, largely 

from academics, of over fifty studies on all facets of the tax system, 

twenty-seven of which were eventually published with the final Report of 

the Carter Contnission. In addition to its own research, the second major 

source of input to the Commission .was to be the briefs and testimony pre-

sented to its public hearings. OVer one hundred organizations interested 

in taxation were specifically invited to submit briefs and advertisements 

were placed in newspapers throughout the country soliciting the participa-

tion of the general public. Regional hearings in cities across canada 

were to be held throughout the sl.lI'Clrer of 1963. Finally, fifty of the rrost 

important national organizations were to present th~ir "complete and cam-

prehensive submissions" on tax and ·tax reform to the fall hearings in 

Ottawa. 13 The Commission emphasized what it was looking for from these 

briefs: "Corrmission staff is spreading th~ word that it wants plenty of 

concrete evidence of the effect of our present tax system, not unsupported 

generalities. ,,14 At the sarre tirre as the Carter Corrmission was slowly 

but surely getting under way, similar studies in four provinces and the 

h f th I"'---..::I~ T F .. _..::1 ti also at work. IS researc programme 0 e \...a.l~an ax ouuua on were 

Concurrent Business Organization on Taxation 

This comprehensive official review of the tax system and the sche-

duling of Commission hearings generated extensive activity within the 
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business community formulating policy on reform and substantial briefs. 16 

Within the major corporate and professional associations a great deal of 

work on the development of their tax policy was taking place: internal 

tax corrrnittees became extremely busy, extensive discussions were held, 

and questionnaires, proposals and draft material were circulated. Under 

the impetus of preparing for the Royal Comnission, business policy during 

this period becarre increasingly systematized. For example, general calls 

for tax cuts were being replaced by specific demands that the corporate 

tax rate be reduoed from the existing 50% to 40% or at the very least 45%. 

As well as preparing for its formal presentations to the Royal 

Commission, business continued to publicly press its demands for tax changes 

during late 1962 and early 1963. The Canadian Annual Review for 1962 noted 

that the creation of the Carter Commission did not weaken this campaign: 

"the announcement of its appoint::rrent relieved little of the pressure 

on th~ government for immediate tax relief - a point made emphatically 

in speeches at the annual meetings of the Chamber of Corrrcerce and the 

Canadian Tax Foundation and the National Industrial Expansion Conference 

in the fall. ,,17 

A prominent but typical example of this continuing corporate pres

sure was the November 24, 1962 Financial Post editorial entitled "The Grand 

Design For Stagnation. ,,18 It posed the question of "how long can this 

country survive our tax system?" and described the tax structure as "one 

that punishes progress, makes capital formation very difficult for all but 

a very few, encourages sell-outs of Canadian canpanies and works against 

the really enterprising people and the really progressive firms." The lack 
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of progress towards alleviation of the high rates of '" soak-the-corpora-

tion' tax policies" and '" soak-the-rich' personal incone taxes" was con-

dernned. The Financial Post predicted that without new tax incentives the 

canadian economy would face extrerrely serious difficulties. Governm::mt 

policy must be centred upon economic growth: "to do this, canada needs 

a tax system that stimulates the risk-takers and encourages the accumula-

tion of capital. It needs lower taxes. It does not need rrore of the 

soak-the-rich theology that created the great Canadian tax ness." 

The direction of tax refo:rm-was much discussed at the 1962 annual 

conference of the canadian Tax Foundation. The plenary session on "Corpo-

rate Tax - Good or Bad?" was chaired by J. Gear McEntyre, Q. C., Deputy 

Minister of the Taxation Division of the federal Department of National 

19 Revenue. He noted the extensive discussion of taxation and the popula-

rity of various forms of tax incentives. Two contrasting proposals for 

restructuring corporate taxation were then presented. Fran}< s. capon, 

vice-president of Dupont of canada, called for the total elimination of 

20 corporate taxes. This notion was opposed by Dr. A. K. Eaton, fo:rrrerly 

of the Department of Finance and then a private consultant. Eaton instead 

argued that the corporate tax rate should be cut by 10%, middle and upper 

personal ine<::'lre rates should be lowered and the lost revenue made up with 

higher sales taxes.
21 

This debate took place within "canplete agreerrent on 

the need to reduce the burden of the corporate tax" arrong the delegates to 

22 
the conference. Jacques Barbeau, fo:rrrer research director of the C.T.F., 

had earlier noted political limitations on major changes in corporate taxa-

tion; directly reducing the rates would be politically unpopular, so it 
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would be best to achieve the sarre effect indirectly by rreans of rrore 

tax · ti 23 generous lncen ves. 

Within the business oommunity widespread criticism of the high 

rates and inconsistencies of the tax structure persisted and the m::xxi 

continued to be one of crisis and urgency. The long-range object of cor-

porate pressure was the complete restructuring of the tax system; the 

short-tenn goal was increased incentives to economic activity . 24 Major 

corporate organizations continued to press their demands for immediate 

reductions and overall tax changes. A Canadian Chamber of Ccmrerce edi to-

rial proclairred "needed: courage to cut taxes" and argued that the need 

for lower personal and corporate taxes was too critical to wait for the 

carter Corrmission to report. It further stressed that governrrent deficits 

should be controlled by reducing expenditures. 25 

At the sarre tirre as the Royal coirrnission was beginning its opera-

tions, the Canadian Manufacturers' Association was also presenting its 

26 
views on taxation to the governrrent. The general election of April 18, 

1963 had resulted in a change of governrrent: rmlch to the joy of business, 

the Progressive Conservatives had been defeated and the Liberals returned, 

although in a minority situation. 27 The C.M.A. sul:mitted a brief on taxa-

tion and related matters to the new Liberal administration immediately 

after its installation. This was followed up by a rreeting with the 

Minister of Finance and other key economics ministers in which "we en-

deavoured to stress the importance of taxation in the Canadian economy 

and the need for a favourable tax climate. ,,28 
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It would seem that the persistent business pressure was not without 

effect. The governrrent was apparently consi dering tax reductions in order 

to stimulate the economy, and, not incidentally, to attract votes . HOW'

ever, the critical constraint on such cuts was that the subsequent loss 

of revenue would lead to even higher state deficits. The governrrent had 

already been facing severe criticism f rom business for the existing large 

deficits and could not afford further increases. Tb allOW' for tax cuts 

while at the same time making up the necessary revenue, officials were 

considering options such as greater reliance on federal sales tax and the 

possibility of consumption taxes. 29 

Preliminary Hearings of the Royal Comnission 

The general context in which the first hearings began was thus 

one of pervasi ve business dissatisfaction and continual pressure for swift 

tax reductions and refonns. Input from the corporate sector to the spring 

hearings reflected these concerns and demands. The preliminary hearings 

took place in Ottawa in April 1963. As noted above, these hearings were 

designed to be an iIrportant part of the initial organization of the Royal 

Commission; they were to have a signifi cant influence in identifying the 

central problems of the tax system to be investigated and in shaping the 

eIXIUirY's research programre and plan of analysis. 

The Commissioners heard from the three major professional bodies 

. whose rrernbers were nost routinely involved in matters of taxation. These 

organizations were also considered to be significant centres of expertise 

on taxation and fiscal policy. The submission of the Canadian Tax Founda

tion enumerated a number of specific issues that required attention: the 
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use of taxation as a tool of fiscal policy, the treatrrent of incorre from 

capital, the administrative rationalization and clarification of corpo-

rate taxation, the effect of personal taxation on initiative, and the 

necessity of estate taxation. 30 More generally, its brief echoed current 

business senti.m2nt, stressing the great concern with high taxation. It 

argued that the major task of the Royal Commission was to find ways to 

reduce personal and corporate taxation while preserving equity and provi-

ding sufficient revenue. The need to harrronize the overall tax structure 

was also emphasized. 

Although concentrating largely on technical problems, the presenta-

tions of the canadian Bar Association and the canadian Institute of Char-

tered Accountants, like their jointly-sponsored canadian Tax Foundation, 

reflected the wider concerns of the corporate sector on tax refonn. The 

C.LC.A. worried abJut the effect of death taxes on the continuity of 

family businesses and urged that governrrent expenditures should also be 

studied. 3l The C.B.A. identified a number of pressing problems: tax 

incentives, double taxation of corporate profits, the excessively high 

level of taxation and the need to clarify overall tax policy.32 

The two rrost important national corporate organizations also ap-

peared before the early hearings. The canadian Cllamber of Comrerce 

sketched out the critical tax problems as they saw them and indicated the 

direction their later rrore comprehensive brief would· take. 33 A strong de-

legation from the canadian Manufacturers' Association presented a rrore 

extensive brief on the basic questions that the Royal Commission should 

34 
address. The C.M.A. first of all stressed that it represented over 6000 
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manufacturers from all branches of the economy and all sections of the 

country, "joined together to consider and take action on ccmron problems." 

Noting that manufacturing employs one of every four canadians and C.M.A. 

nembers produce 75% of manufacturing output, it argued that: "the asso

ciation represents a very large segrrent of the national econcmy. ,,35 'lhe 

C.M.A. brief began by objecting to the enquiry's terms of reference; spe

cifically, that any reCOITl!Iended taxation changes rrust be consistent with 

revenue needs. The association argued that: "This trend to greater taxa

tion can only end if a stop is put to the continued increase in government 

expenditures. ,,36 The C.M.A. stressed a number of problem areas: the hann

ful effect of corporate taxation, ~air tax advantages of co-operatives 

and government enterprises, canadian ownership of canadian industry, estate 

taxation, and the need for a rationalized and extended sales tax. Although 

these points were posed as questions for study, it was clear that the C.M.A. 

saw high taxation as a serious economic problem and that its basic con-

cern was with reforms designed to stirrulate industrial development. 37 

These initial hearings and submissions were widely discussed in the 

business press. In COITl!Ienting on the briefs of the C .M.A. and C. T.F ., the 

Financial Post worried that the fundamental problems of the tax system 

would be beyond the reach of the enquiry's p:JWers. 38 This leading busi

ness journal saw the underlying cause of high taxation as steadily growing 

state expenditure, but noted that the Royal Ccrmri.ssion' s terms of reference 

required that its recorrm:mdations nrust ensure an adequate flow of revenue. 

Thus, without a reversal of the trend of rising government spending, the 

Royal COmmission could devise a more efficient or equitable tax system, 
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but it would not likely be able to reduce overall levels of taxation: 

"this means that high taxes could still remain as the biggest single bar

rier to sound economic growth." Similarly, the growing fiscal and econo

mic significance of the provincial goverrurents was beyond the purview of 

the comnission. 

In distinct contrast to the policy of the other participating or

ganizations, the Canadian Labour Congress strongly emphasized the need 

for a more progressive tax system. 39 While business could generally agree 

with C.L.C. contentions that fiscal policy should ,prorrote economic growth 

and that temporary incorre tax cuts should be initiated, it could not 

accept the Congress I view that high levels of goverrurent spending were 

necessary, that equity was the key consideration in tax refo:rm and that 

the sales tax should be revised to make it less regressive. In addi

tion' a number of C.L.C. suggestions would have proved directly hannful 

to corporate interests: they questioned the need for dividend tax cre-

di ts, wanted capital gains tax studied and wondered whether certain com-

mon business practices such as expense account deductions and stock options 

constituted tax evasion. 

Since the preliminary hearings were i.rrportant in shaping the 

organization and analytical frarrework of the Carter Comnission, the na

ture of the policy presented to them is of great significance. The major

ity of this early input carre fram corporate and business-associated pro

fessional organizations who called for a broad review and major restruc

turing of the entire tax structure. Their identification of the basic 

problems of the existing system was premised upon the conviction that 
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excessively high and overly complicated taxation was a severe economic 

problem. Although the stated goal of business demands for tax reduc

tions and rationalization was to stimulate the economy, the adoption of 

the major corporate reform proposals would also be extremely advanta

geous to the interests of the capitalist class in profit maximization 

and the aCCUImllation of capital. 

The single opposing policy alternative was offered by the Cana

dian Labour Congress. They also called for a thorough revamping of the 

tax system, but diagnosed very different fundamental problems. Inplernen

tation of the progressive reCClllrlEI1dations of the C.L.C. could benefit 

large sectors of the population and harm, to sorre degree, corporate in

terests. 

The Royal Commission fully accepted the need for a comprehensive 

study and took careful note of the problems stressed by the various organ

izations before it. Following sections will explore how the competing 

policy perspectives continued to be elaJ:orated in the full hearings of 

the Commission and in the persistent pressure on the government which con-

tinued throughout the life of the tax enquiry. 

Public Hearings of the Royal Comnission 

The deliberations of the Royal Commission on Taxation proceeded 

along two fronts. First of all, i ts extensive research program was well 

underway. This research had been designed to provide data on all key fa

cets of the tax system and to empirically test the different proposals 

and viewpoints on the nature and direction of tax refo:rm. 40 Secondly, 

the Commission's regional hearings met throughout the spring and summer 
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of 1963 and the national hearings, in which key business, labour and 

other prcminent organizations presented their major submissions, took 

place in Ottawa from October 1963 to January 1964. 

By directly contacting major national bodies and by advertising 

for briefs fram any other interested groups or individuals, the Royal 

Commission had elicited widespread public response. In total, the hear

ings received over 300 submissions, heard approximately 700 witnesses and 

filled 98 bound volurres with the transcripts of their testirrony. 41 Des-

pite the massive nature of this input of information and opinion, consis-

tent patterns can nonetheless be discerned of the participation of key 

organized interests and of the policy perspectives and fundarrental demands 

42 of the major protagonists. 

The Royal Conmission attached great ilnportance to the briefs and 

hearings as sources of information and policy proposals on the state of 

the tax system. Participating groups and individuals had submitted briefs 

well in advance of their appearance. These were carefully studied by the 

members and staff of the Corrmission. In the hearings themselves, the 

various groups were questioned in detail on their submissions and asked 

to explain, amplify and justify their policy and proposals on tax reform. 

As the examples cited below will illustrate, these deliberations were car

ried out in a highly conscientious and disciplined fashion. 43 

Given the potential influence of these submissions on the Commis

sion's findings and conclusions, it is critical to delineate the policy 

and demands being put forth by the various organizations. From the outset, 

the Royal Corrmission was well aware of the contradictory basis of the 
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policy it was presented with: "there is an inevitable and endless con-

flict of interests among taxpayers that cannot be completely resolved. 

This is reflected in IPal1y of the briefs we received. ,, 44 It was in the 

interests of all groups in the social and economic structure to mini

mize their relative share of the total tax burden and this was the basis 

of fundarrentally conflicting policy demands. How these competing poli-

cies were presented to the Corrmission and how it weighed them in deve

loping its judgrrent of necessary reforms are major questions in the 

following analysis. 

The second, third and fourth sections of this chapter explore 

three interrelated aspects of the public hearings of the Royal Corrmission 

and of the briefs and testinony presented to them. The second section 

deals with the activity of major corporations and business associations. 

A great deal of attention is paid to business participation in the hear

ings because it was the most extensively represented and effectively or

ganized interest ; However, the Royal Conmission also heard from a wide 

variety of other groups and the third section analyzes the policy subrnis-

sions of l a1x>ur, professional and nurrerous other organizations. The 

fourth section compares the patterns of participation of the various 

interests in the Commission hearings and examines the political competi

tion between the differing policy perspectives. 

II. Corporate Submissions to the Royal Conmission 

Earlier discussions outlined the continual business pressure for 

tax reform in the years preceding the Royal Ccmnission. Business com

rrentary stressed the damaging effects of high taxation and the drastic 
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need for tax reductions and a thorough rationalization of the entire 

system. This pressure, of course, had been a critical factor in the 

creation of the Commission. The voluminous input of business groups 

to the Carter Commission reiterated and amplified these prevailing cor-

porate demands. General business opinion on the nature and problems 

of the tax structure will be examined first. The wide range of specific 

demands and policy proposals will then be outlined. 45 

General Business Policy 

The submissions of major corporations and business associations 

fran all sectors of the economy displayed remarkable unanimity in their 

diagnosis of the ills of the existing tax system and their prescription 

for its reform. The briefs of the two most important general corporate 

organizations, the canadian Manufacturers' Association and the canadian 

Chamber of Cbmmerce, for example, saw high taxation as a pressing econo-

mic issue. A strong delegation from the C.M.A. stressed this problem 

and argued that significant cuts in both personal and corporate taXes -

46 were necessary. The brief of the C.C.C. recognized that equity was an 

important consideration and that revenue needs must be net, but emphasized 

that the tax system must not disrupt the economy. Arguing that existing 

burdens of taxation did just that, the Chamber likewise called for major 

tax reductions. 47 

A large number of organizations representing specific sectors of 

the economy also ccmplained of the high levels of taxation in their sub-

missions to the Corrmission. Secondary manufacturing, for example, was 

represented not only by the C.M.A., but by organizations such as the 
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Canadian Pulp and Paper Association, Association of Canadian Distillers, 

Canadian Electrical Manufacturers' Association, Brewers Association of 

Canada and the Rubber Association of Canada. 48 All of these briefs 

stressed the importance of their industry in the national economy and of 

their association as representative of its major producers. As well as 

making demands based upon their particular sector of production, these 

associations echoed the cammon corporate appeal for s i gnificant tax re

ductions. 

Profound dissatisfaction with the tax structure extended far be-

yond manufacturing throughout all areas of Canadian business. One of 

the predominant organizations of financial capital, the Canadian Bankers' 

Association, also called for substantial changes to reduce the burden of 

taxation. 49 The Canadian Importers Association and the Canadian Export 

Association roth argued that a rrore favourable tax system was needed to 

make Canadian business more competitive internationally.SO 

Nor was business unease with taxation expressed only by national 

corporate associations. The delegation of the Board of Trade of Metropo

li tan Toronto expressed similar themes in their appearance before the 

Carmission. Sl Opposition to high levels of taxation was also pervasive 

in the suhnissions of individual corporations. A strong contingent of 

Imperial Oil Ltd. executives appeared before the Royal Ccmnission. w.o. 

'IWaits, president, noted that their brief and general viewpoint were con

cerned with the broad impact of taxation, not just its effect on their 

canpany. It was stressed that taxation must be an important canponent of 

state econanic policy. H~ver, the Imperial Oil delegation was extremely 
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critical of the prevailing situation and argued that existing taxation 

52 and fiscal policy was the greatest problem of the economy. 

Simil ar themes were evident in the briefs of the major profes-

sional associations rrost concerned with taxation. The su1::missions of 

the Canadian Bar Association and the canadian Institute of Chartered Ac-

countants naturally focused in considerable detail on a range of techni-

cal and specific questions, but they also reiterated the general corporate 

belief in the damaging effects of high taxation. 53 A subsequent canadian 

Chartered Accountant editorial surrmari zing and carmenting upon the 

C.LC.A. brief emphasized that high levels of taxation impeded investment , 

reduced ini tiati ve, encouraged careless atti tutes to expenditures, and 

necessitated excessive administrative time and energy spent on taxation, 

and that these problems were the basis of the extensive critici sm of the 

54 tax structure. The Institute's brief had stressed the importance of a 

favourable "tax atrrosphere" in which policy is stable, consistent and re-

liable: "It recognizes that investment capital is sensitive to such chan-

ges and warns that business generally attached great importance to politi

cal stability. ,,55 The canadian Tax Foundation also presented a canprehen-

sive brief containing a range of specific reoommendations and observations 

56 on the tax structure. MJre generally, the Foundation noted that the 

Royal Commission was faced with conflicting objectives; the tax system 

must be a compromise between social, economic and technical considerations . 

"The brief stressed that the Carter Commission must develop the necessary 

f 57 Whil . . th 1· f . and f tha re onn. e recogru.zlllg e comp exl. ty 0 constralnts actors t 

shape the tax system, the C.T.F. was clearly apprehensive about the economic 

effects of continuing high levels. 
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A prevailing theme then, of business input to the Royal Commis-

sion was the belief that the existing tax system constituted a severe 

problem for economic growth and prosperity. The predominant tone of 

corporate submissions was one of crisis and urgency. The call for swift 

and significant reductions in the overall level of taxation was virtually 

unan.i.rrous. Wi thin this fundarrental consensus, there was great di versi ty 

in the actual content and focus of the nurrerous business briefs. The rna-

jority, as well as stating COIrfCOn general concerns, stressed the particu-

lar problems of the sector or industry which they represented. In addi-

tion, there was a wide range in the sophistication and depth of analysis 

on the precise nature of the necessary reforms. Business commentary on 

specific aspects of the tax system and on prop::>sals for refo:r:m will now 

be explored. 

Personal Incorre Taxation 

The fundarrental demand of l;>usiness was for a reduction in the level 

of direct taxation, one of the rrost i.rrportant canponents of which was the 

structure of personal incarre taxes. Corporate briefs expressed the undi-

vided opinion that the bu,rden of individual taxation was excessively heavy 

and that it severely retarded initiative and enterprise. The corporate 

sector objected to two aspects of personal incorre taxation: its overall 

level and its progressive structure. 

First of all, many submissions called for across the board reduc-

tions in the rates of personal incorre taxes. This was strongly argued by 

both the canadian Manufacturers I Association and the canadian Chamber of 

58 
Cormerce . Secondly, there were widespread demands to rrodify the steep 
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level of graduation and reduce the degree of progressiveness of the in

cone tax rates. Both the national Canadian Chamber of Comrerce and its 

local counterpart, the Board of Trade of M=tropoli tan Toronto, wanted 

the top marginal rates reduced. 59 This call to lower the rates at the 

higher inCOI'Ce levels was supported by expert lxxlies such as the Canadian 

Institute of Chartered Accountants: "the Institute believes that incone 

taxes for managerrent personnel should l::e lowered so that competent and 

capable people would l::e encouraged to remain in this country. ,,60 The 

Canadian Bankers I Association argued that such alterations in the steeply 

graduated structure plus a general reduction of the basic rates of perso

nal inCOI'Ce taxation would increase investment . 6l A further, somewhat less 

typical suggestion directed towards the sarre end. was put forth by the 

Vancouver and Winnipeg Boards of Trade; they recc:mrended the replacerrent 

of the graduated structure of personal incorre taxation by a single propor

tional rate. 62 

The sul:mission of the Canadian Tax Foundation set the considera

tion of such reductions in its broader context. 63 There was a basic con-

flict l::etween the problems of graduation, technical and administrative as 

well as the economic damage so vigorously stressed by business, and the 

more general political commitment to progressive taxation. The C.T.F. 

brief noted how strongly entrenched was the ideology of progressive taxa

tion and principles of fairness and equity. As has been seen, there was 

considerable business uneasiness, at tines open criticism, of this view-

point. Regardless, the offical endorserrent of these principles within 

the programmes and goals of the modern welfare state and their general pub

lic acceptance made it very difficult to justify any reduction in gradua-
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tion. Such a change would be seen to benefit only the wealthy and would 

conflict with considerations of equity . 64 

For the great majority of businessmen, issues of political accept

ability and equity were far less i.rrportant than considerations of economic 

growth. Corporate submissions argued that reductions in the progressive

ness and level of personal income taxation would accomplish several goals . 

General reductions would ease the overall tax burden of all Canadians. In 

conjunction with corporate tax cuts, this would act as a significant sti

mulus to the economy. The rationale for specific rate reductions in upper 

income brackets was that this would increase investment and reward initia-

tive. To whatever extent this was true, such cuts would definitely be of 

great benefit to the rrore affluent. 

Taxation of Wealth 

As discussed in earlier chapters, the capitalist class is affected 

by taxation in different ways. The struc1::ure of personal incame taxation 

is clearly critical to their interests as high income earners; this under

lay the pressure for reducing the highest marginal rates. The next section 

will explore the demands for various changes in the taxation of the corpo

rate institutions controlled by capital. Other fonns of taxation to be 

examined here directly affect the interests of the capitalist class as 

major property owners. It is upon the ownership of significant corporate 

wealth that the economic power and privileged material conditions of this 

group are based. Further, their continuity as a social class is depen

dent upon the accumulation and orderly inter-generational transmission of 

such wealth. 
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These concrete interests were the foundation of virtuallyunani-

rrous hostility of business to the taxation of capital gains. The pos-

sible imposition of a capital gains tax had became a frequent topic of 

debate and was being closely examined by the Royal Corrmission. Arrong the 

many corporate submissions registering their opposition to this possibi-

lity were those of the canadian Institute of Chartered Accountants, cana-

dian Bar Association, canadian Chamber of Cormerce, Retail Council of 

canada, Toronto Stock Exchange and canadian M.ltual Funds Association. 65 

capital gains was also much discussed in the actual hearings of 

the Royal Corrmission. In questioning representatives of the Board of 

Trade of Metropolitan Toronto, Carter noted the frequent argurrent that 

considerable incame, especially from speculative sources, was escaping 

taxation. The delegation responded that they did not see a major pro-

blem in this regard, that there was no need for major reforms in this area 

and that they _objected to capital gains taxation. 66 

During the appearance of the canadian Metal Mining Association, 

the bulk of the discussion had been focused on technical questions speci-

fic to the industry. However, at the end of the session, the following ex-

change took place. 

carter: "I think it is noticeable that you made no reference 
to capital gains at all. We have had a good deal said to us 
about the desirability or otherwise of taxing capital gains. 
I think we rrust assume you are neutral at the present tine." 
Fdrronstone, Steep Rock Iron Mines: "We are not neutral; we 
are very much against it." 
carter: "Are you all together on that?" 
Several members of the delegation: "Yes, very much so." 
carter: "It is not an open or shut book and not sorrething only 
recormended by labour unions and that kind of thing; there are 
all kinds of people talking about it. ,,67 
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Corporate policy on easing the burden of estate taxation can also 

be related to the interests of capital as property owners. The major 

general organizations (the canadian Manufacturers' Association and the 

canadian Olamber of Cormerce), the leading associations of tax profession

als (the canadian Institute of Chartered Accountants and the canadian Bar 

Association) and the financial institutions particularly involved in esta

tes (represented by the canadian Bankers' Association and the Trust Compa

nies Association of canada) all called for rrore favourable estate taxation. 68 

The general thrust of these briefs was to retain estate taxation, but sof

ten its impact by raising exemptions. The rrost frequent proposal was that 

the basic exemptions be increased to $100,000. 69 other suggestions would 

facilitate the transfer of assets within families. The rrost commonly sta

ted rationale for these recommendations was concern for the continuity of 

smaller businesses; it was argued that high death taxes could prevent con

trol from being kept within the family and often resulted in the sale of 

businesses to American interests. The Royal Commission was rrost interes-

ted in this thesis. In reviewing this issue with the delegation of the 

Board of Trade of Metropolitan Toronto, carter noted that: ''We keep on 

seeking evidence of the damage which is caused by these capital levies and 

what evidence there may be as to the sale of businesses at sacrifice prices, 

if sorre have occurred. I do not think anybody has supported such a state-

70 !Tent very well so far." 

There is no doubt that precariousness of smaller businesses was 

taken seriously in the debates on estate taxation. However the unhindered 

inheritance of the wealth of the rich, although not politic to openly admit 

as such, was also certainly a primary consideration in business demands. 71 
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Corporate Taxation 

N:Jt surprisingly, all business sul:missions were agreed on the 

pressing need to reduce the level of corporate taxation. A variety of 

suggestions were made to the Commission on how this could be achieved. 

The rrost pervasive was the demand for a straight reduction in the exis

ting rate of 50% of corporate profits. The canadian Institute of Olar

tered Accountants argued that the basic rate must be lowered to at least 

45%.72 The Canadian' Chamber of Commerce wanted the rate set at 40%.73 

This specific figure was supported by other organizations such as the 

canadian Export Association arrl the Retail Council of canada. 74 All cor-

porate sources were agreed that such reductions would be a significant 

stimulus to economic expansion. 

A further key problem identified by business was the double 

taxation of corporate surplus, first as corporate profit and then as 

personal inCOllE when distributed as dividends . The canadian Institute 

of Chartered Accountants and the canadian Bar Association argued that 

the distribution of corporate surplus should be simplified. 75 The 

canadian Bankers' Association asserted that the elimination of double 

taxation arrl raising dividend tax credits would encourage inves1:lrent. 76 

The widespread calls for the rerroval of double taxation and the easier 

distribution of surplus took various fonns. The C.LC.A. and the Finan

cial Executives Institute of canada both proposed that the existing 

taxation of dividends be replaced by a flat withholding tax of 15%.77 

The canadian Manufacturers' Association went even further. 78 Their brief 

held that corporate inCOllE tax should be abolished altogether in order to 

eliminate double taxation. If this was not immediately possible, then 
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corporate taxation should be eliminated on those profits paid out as 

dividends . 

Business carrmentary focused on a number of other specific facets 

of corporate taxation. Existing capital cost allowances and deprecia-

tion schemes were generally seen as being highly useful in stimulating 

investIrent. A range of diverse organizations such as the canadian Manu-

facturers' Association, the '!bronto Board of Trade and British-AIrerican 

Oil argued for the retention and in many cases, the extension of such 

allowances. 79 The view that business was favoured with overly generous 

deductions for expenses was strongly opposed by corporate sources and 

80 the allowance of all legi tirnate business expenses was defended. The 

basic rationale put forth for lower corporate rates and improved depre-

ciation and treatment of dividends was that this would encourage invest-

rent and stimulate economic expansion. The rrechanism through which this 

would operate - the incentive of higher profits made possible by rrore 

favourable taxation - was seldom explicitly discussed. The fact that 

the direct benefits of these higher profit levels would be enjoyed by 

only the small minority who awn corporate assets was not recognized 

in the corporate briefs. 

further Themes of Corporate Input 

As well as pressing for general reductions in tax levels and other 

specif~c changes, business briefs expressed a great deal of concern 

with" anomalies" and "inequities" in the structure and administration of 

corporate taxation. This reflected the widespread opinion that the hap-

hazard and uneven development of the tax system had left it excessively 

oamplicated and unworkable. The need for thorough rationalization was 
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rrost clearly argued by expert l:odies such as the canadian Institute of 

O1artered Accountants and the canadian Bar Association,81 but the general 

relief that greater certainty and clarity was needed in the operation of 

the tax structure was characteristic of many business sul:missions. 

This emphasis on the simplification and systematization of the 

fiscal system reflected the basic nature of an advanced capitalist eco

nomy. One of the predominant concerns of the large corporations that 

dominated the rrodern economy was long-term planning. Because taxation 

was arrong the rrost important issues that had to re planned for, "the 

major corporations vitally needed consistency and predictability in tax 

policy. The president of the Irrlependent Petroleum Association of 

canada emphasized that certainty of future tax policy was essential 

in order for corporations to proceed with major investments: "We look 

hopefully for clarification of uncertainties that now exist from a busi

nessman's point of view, which very seriously retard our policy to carry 

out business ... we hope before too long there will be clarifications that 

permi t us to proceed with reasonable assurance as to the tax laws of the 

larrl.,,82 The corporate sector's need for a stable policy environrrent 

was also the basis of appeals for increasing consultation between indus

try and government on the developrent of fiscal policy. 83 A further 

thrust of corporate plans for administrative rationalization was that 

this would reduce the excessive organizational resources and trained per

sonnel that then had to re devoted to tax matters. This was also stres-

sed by the LP.A.C.: "we look fo:rward to the freeing of as many of these 

keen minds in Canada that have dedicated their full tine and energy to 

working around the tax laws. ,,84 
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Demands for rationalization of the tax structure were normally 

posed at a fairly general level . One specific recommendation had been 

made however, that did not attract widespread corporate support . The 

Canadian Institute of Chartered Accountants suggested that the dual rate 

of corporate tax, in which the first $35,000 of incare was taxed at 21% 

rather than the full rate of 50%, should be abolished. As well as en-

hancing administrative simplicity, this change could "be used to penni t 

a significant reduction in the top rate of at least five percentage 

points. ,,85 Although this proposal was supported by the Vancouver Board 

86 of Trade , the dual rate of taxation was not generally discussed in 

other briefs. Presumably most business org~zations were satisfied with 

the existing structure and would not wish to lose the lower initial rate. 

The elimination of the dual rate could pose serious difficulties for small 

businesses. The C.LC.A. recognized this, but argued that the problems 

could be offset through special relief measures for small businesses. 87 

Business commentary on inequities did not reflect -a concern with 

social equality. Rather it indicated the displeasure of specific corpo-

rate sectors that other groups enjoyed tax advantages which they cons ide-

red unfair and/or discriminatory. A pervasive demand frcm all sectors 

of the business corrrnuni ty was for the removal of the tax exemptions of 

co-operatives and government enterprises. 88 This was expressed in briefs 

frcm major organizations such as the Canadian Bankers' Association89, do

minant corporations such as Imperial Oil Ltd. 90, and the E:Juitable Income 

Tax Foundation, an organization specifically formed to press for the re-

moval of the tax advantages of co-operati ves. This body twice appeared 
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before the Royal Com:nission to argue that exerrptions of co-operati ves 

unf ' and lted ' , , f ' t 1 91 Th ~~~~·di were alr resu 1n S1gn1 1can revenue osses . e ~= an 

Electrical Association, canadian Gas Association and. canadian Utiliti es 

Ltd. all argued that private utilities should receive the sane tax treat

ment as public. 92 

Sectional Divisions wi thin Business 

The second thrust of business concern with inequities arose out 

of sectional divisions within the cOrpJrate economy. While virtually un-

anilrous on the general direction of tax reform, different and at tiIres 

conflicting specific interests of the various sectors of production led 

to divisions of FOlicy and opinion within business. The question of re-

gional or special industry tax incentives was one such area of dispute. 

The general corpJrate organizations were extremely hesitant about the 

extensive use of incentives. The canadian Manufacturers I Association 

errphasized that they must not be used as substitutes for general tax 

ed t ' 93 r uc 10ns. The canadian Institute of Chartered Accountants agreed that 

"the best incentive would be a general lowering of incorce tax rates" and. 

was highly critical of the use of special incentives and of the tax sys-

tem rrore generally to achieve various social and. econcmi.c objectives. It 

urged FOliticians "to be wary of and resist proFOsals that rrerely sound 

well in a budget speech. ,,94 The canadian Chamber of ConnErce stressed 

neutrality as the goal of the tax system; that all corpJrations in simi

lar circumstances should face the sane tax treatment. 95 On the other hand, 

groups such as the canadian Export Association and. the Electronic Indus-

tries Association of canada defended the use of incentives to stimulate 
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96 exports. There was also same resentment expressed within the manufac-

turing sector of the generous tax concessions enjoyed by the resource 

industries. The Association of canadian Distillers, for example, called 

for the elimination of all tax incentives and was particularly opposed 

to the "discriminatory" incentives of such great benefit to the resources . 97 

HcMever, rrost industrial associations, while they may have been envious 

of the tax treatment of the resource sector and skeptical of its necessity , 

would not have rerroved the concessions. Rather, there was a general fee-

ling that the manufacturing sector should also enjoy such benefits . 

The Resource Sectors Defence of their Tax Position 

In addition to unrest from manufacturing, the resource industries 

faced intensive questioning from the Royal Cbmmission on the necessity 

and value of its substantial tax advantages. In response, the highly 

organized representatives of the resource sector rrounted a spirited cam-

paign to derronstrate that their various tax concessions were absolutely 

vital to the growth of their induStry and indeed, to the health of the 

entire economy. The nature of the participation of the major social and 

economic organizations in the Cormlission hearings will be analyzed below. 

It will be seen that there were far rrore su1::missions from the corporate 

econany than from any other canpeting interests. It will also be clear 

that business organizations were not simply numerically predominant, but 

in addition enjoyed certain critical qualitative advantages because of 

the economic power they represented arid the political resources they could 

rrobilize. The contentious deliberations on the special tax position of 

the resource sector illustrate concretely several of these qualitative 
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factors. This issue also demonstrates the manner in which the Commission 

hearings were organized. For these reasons, the nature of the proceedings 

as well as the policy put forth will be briefly explored here. 

The petroletml industry was one of the mJst crucial sectors in the 

canadian econc:my; it was highly concentrated, had a high level of foreign 

o.vnership and was dominated by a small number of Imll tinational corpora

tions. 98 One of the mJst powerful of these corporations, Irrperial Oil 

Ltd., has been seen to be a leading corporate spokesman on taxation and 

other pressing policy issues. 99 

Irrperial Oil prepared a detailed and canprehensi ve sul:mission 

which reviewed roth the specific needs of their industry and the general 

direction tax reform should take. 100 Irrperial's strong delegation was led 

by W. o. 'IWaits, one of the mJst influential figures in the higher circles 

of economic and political power, and included several comptrollers and 

economists, and two Queen's Counsels. Also appearing was Ronald S. Ritchie, 

a director of the company and a person "well known in public affairs in 

canada. ,,101 Before joining Irrperial Oil, Ritchie, like so many corporate 

executives, had served with the federal government during Vbrld War II, in 

his case with the powerful Wart:i.me Prices and Trade Board. On loan fran 

Irrperial, he had been executive director of the Royal Ccmnission on Govern

ment Organization (Glassco) from 1961-62. Ritchie was a leading proponent 

of the need for a major institution for the analysis and developrent of 

public policy and was corrmissioned by the federal government to prepare a 

study on this issue. 102 He was subsequently appointed as the first chair

man of the government and industry supported Institute for Research on 
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Public Policy. Ritchie's career illustrates not only the extensive cor-

porate involvement in state policy fonnation, but also the particular 

oorrmitment and activity of Imperial Oil personnel in this area .
103 

The delegation from Imperial Oil was warmly welcorred by the chair-

man: "We very much appreciate the efforts you are making on our behalf. 

You have given us a rrost info:rmative submission, which we have all read 

with a great deal of interest. ,,104 As well as ranging over general issues, 

the Imperial Oil brief sought to prove the necessity of the existing petro-

leum tax prOVisions and argued further that depletion allowances and re

search and developrent incentives should be irrproved. 105 Another major 

energy corporation, British-Arrerican Oil Co ., likewise called for increased 

, t ' f 'tal ' ~~ t 106 lllcen 1. ves or cap1. 1.nves uu::n . 

The position of the oil producers was being argued by major indus-

try organizations as well as by individual corporations. The canadian 

Petroleum Association, representing the large, fully-integrated and lar-

gely foreign-owned corporations that dominated the industry, prepared a 

detailed brief for the Royal Cornmission. 107 The C.P.A.'s submission was 

presented by a strong delegation including its chainna.n, several consul-

tants and accountants, members of the association's tax carmi ttee and the 

manager of the association's ottawa office. Charles Hay, chairman of the 

association, stressed the irrportance of the oil industry to the national 

economy and that " ... tax revisions are also necessary if the industry is 

to continue to maintain its role in the growth and developrent of our 

try ,,108 
coun . In detailed and technical questioning from the commissioners, 

and especially their counsel, the C.P.A. members were asked to explain the 
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basis and rationale of their tax treatment. The delegation justified 

existing incentives at great length am went on to argue that rrore ex-

tensive depletion allowances and deductions for exploration and develop

ment costs were necessary for the further development of oil and gas 

production. 109 

A very different sector of the oil and gas industry was organized 

into the Independent Petroleum Association of Canada. It represented not 

the major integrated corporations, but smaller and medium sized and lar

gely Canadian-cMl1ed independent producers. 110 The I.P.A.C. had-occasional 

differences with the C.P .A., but was in :fundamental agreement with the 

latter's basic policy. The LP.A.C. was in fact a rrernber of the C.P.A. 

"because it has substantial resources, you might say, in tenns of person

nel and otherwise to do jobs, for which we are all in agreement. ,,111 The 

delegation included top association officials and rrernbers of the consul

tant's firm that had prepared the LP.A.C. brief. Once again, these re

presentatives of the oil industry were closely questioned on their tax 

situation. They strenuously defended the concessions in force and called 

for irrproved depletion allowances so that the independents would have the 

sane tax treatment as the major corporations. 112 In justifying their de-

mands, the LP.A.C. stressed the irrportance of their JtIal1ber enterprises 

in the economy. 

Carter's reply to this plea reveals irrportant facets of the role 

of the Royal Commission in relation to the specific interests and conflic-

ting demands constantly being presented to it: 
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I couldn't disagree with a word you said. Our problem is 
that every industry that OOIreS before us feels just as con
f i dent of its role in the economy as you do; just as confi
dent the tax system should be used to give them assistance 
i~ the . natio~l t£'3erest . There is no doubt of anyone's 
Slncerlty on It . 

However, regardless of the contradictory demands placed upon i t, the cha-

i nnan identified the basic task of the Crnmission to be finding the least 

damaging overall distribution of taxation. If this objective necessitated 

reducing the burdens of sore groups and increasing that of others then "we 

114 certainly propose to face up to that." 

A dozen top executives from the largest corporations in the indus

try appeared for the canadian M:tal Mining Association. US Arcong them was 

W. J. Bennett, then vice-president of Iron Ore Co. of canada, who had pre-

viously held important government posts under C. D. Howe during the war 

years . 116 As had been the case with the petroleum representatives, this 

contingent was closely questioned on what special conditions of the mining 

industry necessitated their specific tax concessions . The delegation was 

generally satisfied with the system of depletion allowances and strongly 

defended the maintenance of their existing tax provisions. 117 When asked 

by the chainnan how the three year tax exerrption for ne\v.rnines had contri-

buted to the developrent of production, the delegation hastened to give 

exarrples of mines that would not have been opened without the incentives 

and argued that these exerrptions were indispensible . 118 

This discussion of the resource sector illustrates the impressive 

nature of corporate input to the Carter Crnmission. Technically detailed 

and cornprehensi ve sul::missions were prepared by expert consultants and 
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skilled corporate personnel. These views were presented by powerful 

associations closely linked to centres of state policy making and by 

representatives of sorre of the largest corporations. Appearing on 

J:ehalf of these organizations were prominent individuals from the high

est circl es of economic and political power. 'Ihrough this input, the 

resource industries rrounted a spirited defense of their tax incentives 

and concessions. This juncture also illustrated key features of the 

operation of the Royal Corrmission. The detailed examination of witnes

ses and the attenti.on paid to briefs and testim::>ny underlined the impor

tance of the formal input of the public hearings to the Corrmission's 

deliberations. While open to all viewpoints, the Commission recognized 

that it must arbitrate and balance the conflicting demands placed before 

it. If necessary, it appeared that the Royal Corrmission was fully pre

pared to incur the wrath of specific interests in order to devise the 

optimum tax system. 

Other Specific Demands 

The Carter Oommission heard from a variety of other corporate sec-

tors on their particular tax situation and was presented with a wide range 

of further specific demands. Wi thin manufacturing for example, the sub

missions of Imperial 'Ibbacco Co. of canada Ltd., the Brewers Association 

of canada and the Confectionary Association of canada, all objected to par

ticular taxes on their products and called for relief. 119 The construction 

industry wanted wider exemptions fran federal sales taxes. 120 fue Invest

rrent Dealers Association proposed a number of changes to simplify the 

investrrEnt process and the Association of canadian InvestrrEnt Co. wanted 
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maximum flexibility for closed-end investrrent companies . 12l The cana-

dian Section of the Council of Profit Sharing Industries wanted tax 

policy to encourage profit sharing. 122 The canadian Gas Association wan

ted the same sales tax exemptions as producers of electricity.123 In 

these ways, corporate submissions tended to focus on two levels . Fi rst 

of all, the great majority ccmrented upon the general nature and direc-

tion of necessary tax reforms; in this regard, demands for significant re-

ductions in direct taxation were the rrost consistent therre. Secondly, 

many briefs pressed for rrore favourable treatrrent for their particular sec-

tor of production. 

Canadian OWnership 

A f~er important issue discussed by business briefs was tax po

licy in relation to foreign ownership. The Ccmnission' s terms of reference 

had directed it to develop reforms that would encourage canadian ownership. 

In addition, from the ti.rre of the Gordon Royal Corrmission in the mid-1950's, 

the economic problems of 'foreign ownership were beginning to attract in-

creasing public discussion. 

Majority corporate opinion was very hesitant about specific tax 

provisions to encourage Canadian ownership, rrost briefs would agree with 

that of the canadian Manufacturers' Association that the tax structure 

should not be used in this way. 124 N)t all business groups however, con-

curred with such a flat rejection. The Toronto Stock Exchange favoured 

t · . t ' f I""~~~di" hi 125 Th Ind d t Petr 1 crea lllg lllcen ], ves or \ .. aua an owners p. e epen en 0 eum 

Association of Canada supported incentives, but stressed that foreign ow

nership should not be restricted. 126 This latter qualification was a 
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comron theme of coq::orate opinion: whatever the lind ted support for 

encouraging Canadian ownership, it was consistently argued that the tax 

system should not discourage the inflow of foreign capital. This was 

emphasized by the Canadian Olamber of Cormerce, the Canadian Petroleum 

Association and the Canadian Metal Mining Association. 127 A number of 

briefs went further and explicitly defended foreign ownership: the In

vest:Irent Dealers Association and the M:>ntreal and Canadian Stock Exchanges, 

which called for the reduction of the non-resident withholding tax to 

prorrote foreign invest:Irent. 128 The LD.A. even returned to the hearings 

a second time to emphasize the importance of foreign capital and that it 

IrD.lst nat be discouraged. 129 

The key structural division between Canadian and foreign controlled 

capital has never resulted in any fundanental conflict between the dani

nant fractions of the capitalist class in Canada. The historical inte

gration of foreign and Canadian capital was certainly reflected in corpo

rate tax policy: although prudent for sore to express support for Cana-

dian ownership, consistent opposition to any restriction on foreign in

vest:Irent was the nann. 130 

Divisions Wi thin Business: Oni ty or Conflict? 

It is clear that coIpOrate policy on tax refonn was far from rrono

lithic. The various sectors of the economy and strata of the business 

community had quite different concrete interests vis-a-vis the tax system. 

This in turn led to a range of demands on specific issues, same discon

tent about the advantaged treat:Irent of certain sectors and occasional 

policy disagreement. These differences in emphasiS and direction were an 
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important part of the canplex politics of tax reform. But they were 

far less significant than the fundamental unity of the capitalist class 

on the critical need for reductions in the level of taxation and ration

alization of the overall system. Policy differences wi thin the corporate 

sector were never such that they would divide business as a political 

force or weaken the cohesive and pervasive pressure it was exerting on 

taxation. 

Corporate policy proposals to the Royal Comnission were also posed 

at different levels of analysis. In the short-term, swift tax- reductions 

were seen as a significant and necessary stiroulus to investrrent and econo

mic expansion. In a rrore long-term sense, the high levels and existing 

structure of taxation were perceived as serious iInpedi.Irents to economic 

growth. A major rationalization of the entire tax system was seen as es

sential to the continued prosperity and developrent of the canadian econo

my. As has been evident throughout the debates on tax reform, there was 

also great variation in the sophistication and depth of corporate analyses 

of taxation. These ranged fram simplistic demands for tax cuts to compre

hensi ve explorations of the overall operation of the fiscal system. 

Tax Reform and the Wider Fiscal System 

A significant number of corp:>rate su1:::rnissions were aware of the 

wider context of state finances. 'The treIrendous growth of state activity 

and consequently of governrrent expenditures was seen as having two cru

cial implicatiOns for taxation: first of all, as the major contributing 

factor to the rising level of taxation, and secondly, the steadily in

creasing revenue requirements of the state imposed severe constraints on 
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the possibility of tax reductions. 131 The corporate sector proposed se

veral strategies to deal with these problems. The first was to call for 

najor reductions in governrrent spending. The Canadian Manufacturers' As

sociation had stressed this demand in its preliminary brief. 132 It was 

reiterated by a number of groups in the national hearings ~ the Canadian 

Electrical Manufacturers' Association, for example, urged the Carter C0m

mission to adopt the Glasco Royal Ccmnission recorrrrendations on reducing 

governrrent expenditure. 133 When corporate denands for spending cuts were 

specified, social welfare · programres were nonna.lly emphasized.' In calling 

for lower governrrent expenditure, the Canadian Bankers' Association, for 

example, argued that welfare programres should be sustained by those who 

benefit from them. 134 

Indirect Taxation 

The second corporate reaction to fiscal restraints on tax reform 

recognized that state revenue needs would continue to require high over

all levels of taxation, but naintained that the contribution of the various 

forms of taxation could be more effectively distributed. Large numbers of 

business briefs argued that revenue losses from cuts in personal and cor

porate taxes should be offset with increased reliance on indirect taxa-

tion, the various forms of sales taxes. 135 The Canadian Institute of Chartered 

Accountants recognized the political difficulties the governrrent would 

face in accepting corporate denands for lower direct and offsetting in

creased indirect taxation: 
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The Institute is not alone in this recommendation but, 
no matter what its rrerits, there may be considerable 
difficulty in irnplerrentation even if the Carter Com
mission cares out strongly in favour . The problem is 
that corporations do not vote, high-salaried indi vi
duals do not count at the polls, but sales taxes are 
paid by the voters. 136 

Although corporate support for altering the mix of taxation in 

this way was fairly widespread, sectional divisions within business did 

affect policy on increased sales taxation. Representatives of the manu-

facturing industries, such as the canadian Manufacturers' Association, 

argued for an extension of sales taxes to cover services. 137 On the other 

hand, while concurring with other aspects of general corporate policy, 

those sectors that would be IIDst affected by higher sales taxes were un-

derstandably less enthusiastic. The Retail Council of canada, for exarrple, 

did not support the use of sales taxation. 138 The canadian Wholesale Co-

uncil argued that sales taxes levied at the wholesale level would be too 

corrplex and disruptive. 139 The canadian Electrical Distributors Associa

tion also worried about the administrative corrplexity of the sales tax. 140 

The adoption of corporate demands for spending cuts and increased 

use of sales taxation, which is inherently IIDre regressive, would make 

the overall fiscal system less progressive and increase the burden of 10-

wer incare groups. On the other hand, lower direct taxation would be of 

important benefit to business and IIDre affluent strata. 

Individual SUbmissions 

It has been seen that the corporate sector was represented not sim-

ply by major national organizations, but also by regional l:xxli.es and many 

individual companies. A further elerrent of the business conmuni ty repre-
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sented before the hearings was that of corporate executives . Given the 

structure of career paths and organizational hierarchies, it could be 

expected that rrost rranagers -would accept the policy of their industry 

and of the wider business cormruni ty . The rna.terial interests, technical 

functions and general ideology of rranagers clearly integrated them into 

the corporations they serve. In addition, rna.nagers participated exten

sively in the rna.jor industry and trade associations. 141 This was reflec-

ted in submissions from rranagerial organizations. The Financial Execu-

tives of .canada, for example, called for the simplification of "taxation, 

easier distribution of corporate earnings and improved capital cost allow-

and · ti f . _ .... \... 142 Th can di Lif Ins ances lllcen ves or econonu.c gn.JWW!. e a an e urance 

Officers Association argued that there should be no further tax burden on 

policy holders and defended the existing tax provisions enjoyed by their 

. d try 143 III us . 

The focus of this study has been upon the role of organized social 

and economic interests in the debates on tax refo:rm. For this reason, 

there will be little detailed analysis of the large number of individuals 

who appeared on their own behalf before the Royal Crnmission. These per-

sonal briefs represented a wide range of points of view, but included sig-

nificant expressions of current opinion from leading businessrren. As 

several examples will show, individual business presentations reiterated 

corporate policy and were often much discus~ed in the business press. 

Alexander K. G. Reid, a leading Vancouver investrrent dealer, presented an 

extensive personal brief to the carter Ccmnission arguing that the tax 

system severely retarded economic expansion and incentive. Reid proposed 
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a number of changes: significant reductions in personal incc::m= tax 

rates, especially for the $10,000-50,000 bracket; complete tax exemp

tions on Canadian dividends paid to Canadian residents, rrore flexible 

estate taxation, no capital gains tax for individuals, improved depre

ciation, and rrore favourable treatment of independent professionals and 

unincorporated businesses. The Financial Post saw this approach as 

being slightly unusual in stressing tax cuts for individuals rather than 

corporations, but concluded that Reid's brief was certain to attract a 

great deal of attention within the business and financial cOmmUnity.144 

The Financial Post further noted that other individual businesSIreIl had 

also made camprehensi ve personal appeals to the Ccmnission for drastic 

tax refonn. 145 Another prominent businessman to appear in an individual 

capacity was Victor Oland, retiring president of the Canadian Chamber of 

Comrerce and powerful Halifax corporate figure. He echoed the corrrron con

cern with growing governrrent expenditures and the uncoordinated and ri

sing burden of taxation. Oland argued that the existing high levels of 

business taxation severely limited the potential for economic growth. 146 

A further interesting individual presentation was made by Frank 

s. capon, vice-president of Dupont. capon argued that "confiscatory 

levels of graduated personal income tax syphon off for social benefit 

payments that discretionary part of many Canadian incc::m=s that ~uld 

otherwise be mainly employed to buy equity securities. At the sane tiIre, 

the heavy reliance on the corporation incc::m= tax results in Canadian in

dustry being non-campetitive. ,,147 If not quickly refonred the haphazard 

and burdensoIre tax structure would precipitate a severe economic crisis. 
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Capon I S analysis exemplified the nore strident :il11agery of business 

opposition to corporate taxation: lIonce the tax rate cane to exceed 

50%, leaving governn:ent as the silent partner in' business taking nore 

than half the profits and none of the risk. 1I148 His highly unorthodox 

solution was to replace the graduated personal incare tax with a flat 

rate and to eliminate all corporation incorre tax. He would offset any 

revenue loss and encourage equity financing by a heavy tax on undistri

buted corporate incare and by taxing dividends paid to foreign and insti

tutional shareholders. 

Capon I s proposed refonns had becare an increasingly popular to

pic of discussion wi thin business circles. Canadian Business published 

an enthusiastic report of his IIprovocative ll sul:::mission. 149 It noted 

that he does not offer a statistically backed argurrent, but rather a phi

losophy of rrodern capitalism in which the corporation is seen as the pri

mary instnnrent of economic growth. The brief was studied carefully by 

the comnissioners: IIhowever, chairman Carter, if not convinced of the 

rightness of the idea was, on his awn admission, disturbed by the possi

bility that it might be right. 1I150 Peter Newman, Ottawa columnist for 

Macleans magazine, also noted that Capon I s schene was attracting a great 

deal of attention, not least from the Royal Ccmnission: llhis ideas so 

intrigued the corrmissioners that they asked him to care back a second 

tine to elaborate them. 1I15l Capon I s proposals were highly idiosyncratic 

and politically impractical, but were not unrelated to the overall thrust 

of business opinion on the damaging effects of existing personal and cor

porate taxation. Again, as Newman noted: lilt I s of course highly unlikely 
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that any governrrent hoping for re-election would ever be foolish enough 

to inplerrent capon's ideas. But his carefully dOCllIt'eI1ted case is inter

esting nevertheless since it reflects accurately and with unusual candor 

the kind of tax system we might have if big business ever ran this coun

try. ,,152 

Conclusion: Corporate Input to the Royal Commission 

The massive input of business presented the carter Corrmission with 

a clearly defined set of policy demands. The key corporate recommenda

tions included: lower personal and corporate incorre taxation, "less pro

gressi ve personal taxation, a reduced burden of estate and other taxation 

of wealth, no capital gains tax, the rationalization of double taxation 

and other anomalies of business taxation, increased reliance on indirect 

taxation, and a range of changes designed to effectively adapt the tax 

system to rrodem econanic conditions. These policy proposals were clo

sely based upon the interests of the capitalist class and the requirerrents 

of the corporate institutions they controlled. If accepted, this policy 

'WOuld be of direct and substantial benefit to corporate interests. 

Corporate submissions were all the more inpressive because they 

were far more predaninant, both in quanti tati ve and quali tati ve tenns, 

than those of other contending organizations. Nonetheless, a variety of 

other social and econanic groups presented briefs and other competing 

policy perspectives were put forth. Following sections will explore pat

terns of participation in the Corrmission hearings and the nature of the 

major rival interests and policies. 
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III. SUl::missions From Other Interests 

This section focuses on the policy formulated by organizations 

representing social and economic interests other than those of the capi

talist class. The presentations of a range of professional and manage

rial occupations are discussed first. The policy put forth by the tra

ditional independent middle class groups of small business and farmers 

is then reviewed. The demands of unions, as the only organizations with 

any claim to speak for the working class majority of the population, are 

examined. Finally, the perspectives ofa variety of groups whose rela

tion to class interests is more tenuous or ambiguous are explored. 

Professional and Managerial Groups 

As discussed in the second chapter, the professional occupations 

rrust be distinguished in terms of the control and autonomy they exercise 

over their professional activity. Independent or collegiate professionals 

define their relationship to consurrers and the nature of the services 

they provide. lS3 From this category, the rredical professions were well 

represented before the Commission. The principle argurrent of the cana

dian Dental Association, the College of General Practitioners of Canada 

and the Canadian Medical Association was that wider deductions for con-

ventions, courses and other rreans of continuing education should be al

lawed. lS4 The organization of French-speaking doctors took a somewhat 

more general perspective; condemning the heavy burden of estate taxes and 

arguing that high taxes reduced the incentive to w:)rk. ISS 

The independence of other professional occupations is constrained 

by their relation to major client groups or to the institutions within 
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which they are employed. One of the rrost important trends in the social 

division of labour of advanced capitalist societies has been the steadily 

growing ntmlbers of professional and administrative personnel employed in 

private and governmental organizations. 1S6 A ntmlber of organizations re

presenting such categories appeared before the Royal Cbmmission. The 

Canadian Association of Uni versi ty Teachers argued that the academic ~rk 

of professors should be classified as business activity and consequently 

as eligible for a range of deductions. IS7 Similarly, the Canadian Tea

chers' Federation held that teachers should receive the same tax benefits 

as the self-employed. If this was not possible, then specific deductions 

for the expenses of further education and professional development should 

be widened. 1S8 
The submission of the Canadian Associaion of Social Wor-

kers also maintained that salaried professionals should be able to deduct 

educational expenses. 1S9 The Professional Institute of the Public Service 

of Canada recornrrended reducing the heavy tax burden on estates of rrodest 

proportions. 160 Other professions, even when formally self-employed or in 

partnerships, shared similar general economic concerns with businessmen. 

The security and demand for the services of such groups as engineers, 

architects, investIrent brokers and rnanagercent consultants are dependent 

upon business needs and decisions and upon the overall health of the ec0-

nomy. 'Ihus, the Association of Professional Engineers of the Province 

of Ontario recommended a range of tax incentives designed to stimulate 

industrial expansion and research and development. 161 

In tenns of their material conditions, autonomy at ~rk, functions 

within hierarchies of authority, education, prestige and overall position 
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in the social division of labour, the majority of the professional and 

adrninistrati ve occupations discussed above can be placed wi thin the ge

neral category of upper middle class. 162 Reflecting the fact that these 

occupations do not constitute a horrogeneous group, there was no unified 

middle class policy on tax reform. As was seen in the preceding section, 

the legal and accounting professions and tax experts closely associated 

with business played a key role in the elaboration of corporate policy 

and pressure on tax reform. Submissions from these groups and from mana

gerial organizations reinforced tPe positions of the major corporate repre

sentati ves. Beyond this, other professional and middle class organiza

tions generally focused on the specific interests of their constituency. 

There was sorce general concern with the level and progressiveness of per

sonal and estate taxation, but this was never as explicit or determined 

as business. It could be speculated that it was not politically prudent 

for these affluent strata to question the ideology of progressive taxa-

tion since the professions could not claim business' expertise and econo

mic rationale in stimulating production. 163 It is clear that the policy 

presented by the diverse upper middle class interests did not constitute 

a carprehensive and canpeting alternative to that of business. When 

clearly defined, this policy did not conflict with, and in important in

stances supported the general thrust of corporate thinking. 

Traditional Independent Middle Classes: Small Business 

The middle class categories discussed to this point have enjoyed 

trerrendous growth with the developrent of advanced capitalism. 164 The 

major components of the traditional independent middle classes or petty 
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bourgeoisie have not been so fortunate . While precarious and unstable, 

the heterogeneous category of srna.ll business still contributed a signi

ficant proportion of total economic activity and can be seen as an im

portant cooponent of the wider business carrmmity.165 Although large 

numbers of relatively srna.ll enterprises belonged to the chambers of caTI-

rrerce and other industry and trade associations and many corporate sub

missions could claim to speak for the business conmmity as a whole, 

there was no separate organization representing srna.ll business at that 

. tine and only a few individual srna.ll enterprises appeared before the Com-

mission. 

Central elerrents of general corporate policy on tax reform did, 

however, directly affect srna.ll business. Demands for . lighter estate 

taxation were generally franed in terms of protecting the stability and 

continuity of srna.ll family enterprises. Similarly, the interests of srna.ll 

businessrren as property owners, even though on a vastly srna.ller scale 

than the capitalist class, could be impaired by capital gains taxation. 

M:>re generally, the reduction in taxation and the promised economic sti-

mulation that would result would presumably benefit srna.ll business as 

well as large. Nonetheless, while corporate policy could favour the in-

terests of srna.ll business and would al.rrost certainly receive the support 

of the latter, the srna.ll business strata were not independently represen

ted before the Royal Corrmission and cannot be seen as a significant poli

tical force in these early deliberations. 166 
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Farrrers 

The other major groups of traditional prooucers are farrrers. It 

nrust 1:e emphasized that farrrers were not unified by a single class inter

est; a critical division existed 1:etween the coalescence of large-scale, 

capital-intensive agricultural operations and major corr:orations in the 

fann supply sector, focxi and 1:everage industry and retail focxi merchandi

sing often designated as agribusiness, and the Irn.lch smaller and rrore in

secure labour-intensive family farms which still proouced the majority of 

agricultural output. 167 Despite these internal divisions, fa:rmirs were 

organized into a number of national bodies, several of which appeared 1:e

fore the carter Gomrnission. 

The canadian Federation of Agriculture generally included represen

tatives from all sectors of agriculture. Its brief argued that taxation 

and fiscal policy should 1:e part of comprehensive state economic planning 

and did not view existing levels of taxation as a serious problem. 168 The 

Federation worried about the application of sales tax and opposed the use 

of property taxes to finance education. Farrrers should not be subject to 

capital gains taxation and estate taxes nrust not hinder the inheritance 

of farms within families. The National Farrrers Union rrore specifically 

represented independent farrrers. Their brief to the Royal CormIission em

phasized that the family fann nrust be encouraged. 169 
In addition to a 

number of specific recommendations to simplify the taxation of fann in

care, the N. F . U. called for higher estate tax exemptions to keep farms 

within the family. 



323 

The interests of farmers as small property owners led to proposals 

on estate and capital gains taxation similar to general business policy. 

The farmers, however, did not accept the corporate view of damagingly 

high levels of taxation. In addition, both of the major agricultural or-

ganizations noted here supported the special tax exemptions of co-opera-

tives to which business was so solidly opposed. Thus, although not over-

ly comprehensive, agriculture did offer a distinct policy alternative 

which in important ways conflicted with that of business . 

Co-operati ves 

Farmer organizations could support the position of co-operatives 

because the latter also represented the same social and economic interests 

and ideology of the traditional independent producers. The Co-operati ve 

l70 , 
Union of Canada and a wide range of co-ops of fishing and agricul-

tural producers stressed the significant economic role played by co-opera-

ti ve enterprises and ar~ed that their tax-exempt status was both legi ti-

mate and necessary. The sul:missions of the Credit Union National Asso-

' t' 171 d th edit' 't' d f ded th' tax tr t Cla lon an 0 er cr Ulllon organlza lons e en elr ea -

m::nt. Although these argum:mts were directly counter to business demands, 

these organizations were primarily concerned with protecting their specific 

provisiOns and did not challenge corporate policy as a whole. 

Organized Labour 

Given the pervasive insecurity and inequality of pay wi thin the 

labour market 'and the overall highly unequal distribution of wealth and 

incorre that were key detenninants of the material position of the working 

class, many wi thin this group would benefit from tax changes that reduced 

the burden on wage earners and the lower-incorre strata. It was therefore 
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not surprising that the policy of the trade union rrovercent also differed 

substantially from prevailing business opinion. The Secretary-Treasurer 

of the canadian Labour Congress noted that "our reconmendations are at 

considerable variance with sene you have been receiving recently. ,,172 

The Congress disputed the pervasive corporate argurrents that the steeply 

graduated structure of personal incare taxation was hannful173 and that 

high overall levels of direct taxation retarded the econany. Further 

specific recorrm:mdations were directly contrary to business policy and 

would in fact harm corporate interests if irrplercented: reduct.i:ons in 

dividend tax credits, limitation of business expense deductions and ca

pital gains taxation. The C.L.C. was also worried about the increasing 

use of rrore regressive fo:rms of taxation such as the sales tax. It ITUlch 

preferred the personal income tax because of its progressive character. 

The thrust of business pressure, of course, was precisely the opposite. 

The C.L.C. policy was consistently progressive. The Secretary

Treasurer suntnarized as follows: "whenever possible and practicable the 

incidence of taxation should be based on ability to pay ... the tax system 

should be used to bring about a rrore equitable redistribution of the na

tion I s income. ,,174 M::>re generally, the Congress supported tax incentives 

to pronote regional growth and the use of taxation as a fiscal instrurrent 

to regulate the economy. Thus, the C.L.C. had presented a thoroughly pro

gressive policy sharply divergent to that of business and which constitu

ted the first major alternative from a significant competing political 

force. 
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Public Interest Groups 

'lb this point, the organizations that have been discussed can be 

related quite closely to the underlying social and economic interests 

that they represent. The Royal Cbmmission also heard fram a variety of 

bodies whose basis in the social structure was not so clear. Arrong them 

were a number of organizations concerned with the general economic well-

being of the population, such as the canadian Welfare Council and the 

Consurrers' Association of canada, that could be expected to share labour's 

concern with taxation based on ability to pay. But their sul:mi.ssions were 

far rrore limited. The Consurrers' Association recorrm:mded lower sales 

taxes on necessary goods. 175 The canadian Welfare Council called for in

creased deductions for Iredical expenses and working worren. Their brief 

questioned the direct use of the tax system for welfare goals; it pre

ferred social security programmes. 176 The briefs of these groups cer

tainly did not follow prevailing business policy, but they also contained 

little that could be seen ·as a competing alternative. Neither of these 

organizations was explicitly worried about inequality of condition; 

neither proposed changes of a narkedly progressive nature. 

SUbmissions were presented by a further variety of organizations 

that were not clearly related to class interests. Predominant here were 

various Iredical, philanthropic and cultural institutions such as the 

canadian Conference of the Arts and the canadian Uni versi ties Foundation. 177 

It could be noted that while not representing specific class interests, 

such bodies are generally led by middle class individuals, with signifi

cant participation and influence fram the upper class. 178 The content of 
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these bri efs reflected their financial dependence upon the wealthy; their 

basic thrust was to widen allowances for charitable deductions to organi

zations such as theirs. M:>re generous deductions would at the same time 

be of considerable benefit to the wealthier strata making the donations . 

The National Council of women was the only major organization 

speaking for the female half of the population. 179 Its brief called for 

lower estate taxation to provide better benefits for survivors and argued 

that one-half of the estate should be considered the property of the wife . 

In this . concern with wonen I s rights under estate taxation the Gouncil 

could be seen as representing all waren. However, the direction of its 

reCOITIreI1dations was very much like that of other middle and upper incorre 

strata with sufficient wealth to make inheritance a problem. A further 

indication of the class background of this group was their demand that 

the cost of employing part-time servants be deductible. 180 

The grand exercise in pluralist participation that the hearings of 

the Royal Cornnission had becorre was rounded out by a diverse group of or

ganizations that did not play a critical role in the political system. 

The Canadian Peace Congress, for exanple, argued that a reduction in de

fense expenditures would significantly lessen tax problems. 181 The Cana

dian Rehabilitation Council for the Disabled urged a range of tax exemp

tions for the disabled. 182 

Conclusions: Competing Policy Perspectives 

The preceding section showed that corporate sources presented the 

Royal Commission with a consistent and highly organized set of policy de

mands on the nature of tax reform. This policy framework was supported 
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by the business associated legal and accounting professions, the Cana

dian Tax Foundation and managerial organizations. Other professional 

and middle class groups put forth proposals that were to sarre degree 

different from, but in no significant way conflicting with, those of 

business. A further range of diverse associations discussed many speci

fic issues of taxation, but did not provide cohesive policy rrodels. 

Agricultural federations did have policy significantly different from 

business ( but it was far from comprehensive. '!he sole oonsistently dis

tinct and opposing alternative to corporate policy was the pr~essive 

demands of organized labour. '!he next section explores how extensively 

and effectively these contending policy perspectives were presented in 

the Carter Commission hearings. 

N. Patterns of Public Participation in Corrmission Hearings 

'!he hearings of the Royal Oomnission had bea:lrre a IIlCl.jor fonnn 

for the public discussion of taxation and state policy. '!hese debates 

would certainly have been closely followed by state policy makers. A 

more immediate question concerns the potential influence of this IIlCl.ssive 

input upon the deliberations of the Corrmission. It was clearly taken se

riously by rrembers of the Ccmnission; they had stressed that the briefs 

and testimony were an essential source of inforIIlCl.tion and opinion in the 

tax structure. To understand possible lines of influence a number of 

issues ITUlSt be examined: which social and econcmic interests were repre

sented by organizations in the hearings, which policy perspectives were 

most frequently and effectively presented and what was the nature of the 

competition between these contending groups and policies? 
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Table 6-1 

Organizations that Submitted Briefs to the 

Royal Commission on Taxation 

1963-1964 

Category of Organization 

Business 

!ndi vidual Finns 

Associations 

Professional 

Corporate Patronage 

Collegiate 

Mediative 

Expert/Specialized 

Agricultural 

Co-operatives 

Labour /Erployee 

Political 

W:m:m 

Religious 

Fducational 

Other 

Undefined 

30 

80 

6 

5 

5 

N 

110 

16 

5 

9 

11 

7 

16 

5 

7 

9 

6 

3 

204 

% 

53.92 

7. 84 

2.45 

4. 41 

5.39 

3.43 

7.84 

2. 45 

3.43 

4.41 

2.94 

1.47 

Source: Categorized fran R.C., Report, Vol 1, Appendix A 

"Sutrnissions Received from Companies and Organizations" 
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Patterns of Participation: Quanti tati ve 

First of all, the patterns of relative participation in the Com-

mission hearings must be determined: what types of organizations appear-

ed and in what proportion? These patterns can be IIOst clearly illus-

trated by classifying the groups that sul:mitted briefs: firstly, in 

terms of the nature" androle of the organizations that appeared, and se-

condly, in terms of the specific class and social interests represented 

b th . ti 183 T'~l-..l 6 1 teg' th . b' Y ese organlza ons. au e - ca or~zes e var~ous us~ss, 

professional, agricultural, labour, educational and cu1 tural gl:-OUPS that 

sul:mitted briefs to the Royal Oommission. 

Those organizations representing business interests constituted a 

highly diverse category. A total of 30 individual corrpanies, of all sizes 

and from all sectors of the economy, appeared before the Royal Oommission. 

Arrong them were scxre of the IIOSt powerful corporations in the country: 

canadian Pacific Railway Co., Fddy Match Co. Ltd., Imperial Oil Ltd., and 

Moore Corporation. 

The IIOst important representatives of the corporate sector were the 

80 associations that sul:mitted briefs, generally on a highly teclmical, 

detailed and comprehensive character. The significance of these associa-

tions has been discussed in earlier chapters. '!hey do not only provide a 

forum for coordination and camrunication between the major corporations 

in the key sectors of the economy, but also protect and prorrote the inter-

184 ests of their irrlustry in the political sphere. These organizations re-

present trerrerrlous concentrations of corporate resources and are a perva-

si.ve and influential presence wi thin state policy making circles. Corporate 
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organizations submitting briefs to the Commission ranged from general 

bodies, such as the Canadian Olarnber of Cornrerce and the Canadian Manu-

facturers' Association, through large numbers of specific industry and 

trade associations, such as the Canadian Bankers' AsSOCiation, the Cana-

dian Petroleum Association and the Retail Council of Canada, to the ma-

jor Canadian stock exchanges. The basis of the key corporate associations 

must be specified. Although the majority of their rrembers were rredium-

sized or smaller companies, association policy and acti vi ty was dominated 

by the large corporations that provided the bulk of their fin.ailcial, ex

pert and personnel resources. 18S Taken together, the total of 110 briefs 

from business finns and associations constituted over one-half of all sub-

missions received. Organized capital, with the highly concentrated sec-

tor in the forefront, was the predominant source of input to the Royal 

Commission. 

Fifteen professional associations presented briefs to the Oommis-

sion. As discussed earlier, these occupations must be specified in tenns 
186 

of the control and autonomy they exercise in their professional activity. 

Six organizations appeared representing those classified as patronage 

professions whose functions have been largely shaped by the needs of bus i-

ness as their single rrost inlt:ortant client group. The key role of the 

legal and accounting professions and their jointly-sponsored Canadian Tax 

Foundation in the development of corporate policy on taxation has been 

emphasized above. Five further associations represented collegiate or 

independent professions, the bulk of these being nedical. The remaining 

five groups were from rrediati ve professions, rrost of whom were employed 
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by large public or private institutions, such as social workers or univer

sity teachers. 

Five organizations appeared that were specifically concerned with 

questions of taxation and tax reform. These groups tended to be of an ad 

hoc nature and to be ca.nposed of academics and professionals claiming sorre 

degree of technical expertise. Several focused on particular issues; for 

example, estate planning councils and the Equitable Inean: Tax Foundation, 

whose goal was to rerrove the tax exemptions of co-operati ves . 'Ihe policy 

offered by these diverse groups generally did not conflict with the pre

vailing corporate viewpoint. 

Wi thin the traditional independent middle classes, the direct re

presentation of small business strata was highly limited. 'Ihe farming 

ccmmmity was rcore active . A total of nine agricultural federations ap

peared on behalf of farrrers. In addition, agricultural interests were 

closely linked to the oo-operative rcoverrent. Of the eleven co-operative 

sul::missions, four came fran wheat pool or elevator groups. The remain

der in this category included one fisherman's co-op and six rcore general 

oo-operative or credit union associations. 

Only seven labour organizations appeared before the Carter Cornnis

sion (3.43% of the total). 'Ihe rcost important of these, the Canadian 

Labour Congress, clairred to speak for all organized workers. However, 

there were few individual unions and no provincial labour federations in 

attendance. Furthenrore, two of the presenting groups - of policy and 

government employees - at that time had little ideological affinity or 

organizational links with the wider union rcoverrent. 

Sixteen political organizations of various kinds presented briefs. 
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This category included five regional institutions, such as the Atlantic 

Provinces Econanic Council and the Cornnissioner of the Northwest Terri-

tories i eight municipal groups and diverse bodies such as the United 

Nations Association. Five wc.men' s associations appeared, although they 

did not necessarily see themselves as representing all worren. Organiza-

tions such as the Imperial Order of the Daughters of the En'pire and busi-

ness and professional worren's clubs had little impact within the politi-

cal system. Seven Protestant religious organizations appeared. Nine 

educational institutions su1::mi tted briefs, ranging fran the goVernors of 

the University of Toronto and the canadian Universities Foundation to 10-

cal school boards and student federations. A total of six briefs were 

presented by various health, cultural, welfare and other philanthropic 

organizations. Finally, three groups did not fit any of these catego-

. 187 rl.es. 

Patterns of PartiCipation 

Thus, a wide range of groups took part in these rrost important po-

licy deliberations. However, the pluralist image of equal competition 

fran all contending viewpoints and groups was not supported. The acti vi ty 

of corporate representatives was far rrore extensive than that of any other 

competing interests. Organized larour was the group whose policy on tax 

reform and whose working class membership's concrete interests were rrost 

diarretrically opposed to those of business. But whereas business contri - . 

buted 54% of su1::missions received by the Royal CommiSSion, larour briefs 

accounted for just over 3%. 
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The quanti tati ve predcminance of business is all the rrore striking 

when organizations appearing during the hearings are rrore specifically 

categorized in terms of the class and social groupings they represented. 

Table 6-1 delineated the type of groups that presented briefs to the 

Royal Oommission. Table 6-2 rrore precisely categorizes these organiza

tions in terms of the business, professional, labour or other class in-

terests that they speak for. Naturally, all organizations could not be 

neatly classified: Sate were clearly not class based, the canadian Peace 

Congress, for exarrple; and sate, such as the Consurrers Association of 

Canada, claiIred their mandate to be the broad public interest rather than 

rrore narrowly conscribed class interests. Nonetheless 146 organizations 

can be closely related to underlying class and group interests. 188 

The 110 individual ccmpanies and corporate associations that ap

peared on behalf of capitalist interests constituted over three-quarters 

of this rrore specifically defined total. If those professional groups 

that are closely linked to business and whose functional activity is de

pendent upon the requirements of the corporate sector are included in the 

business category, then the proportions of corporate representatives rises 

to 79.45%.189 A further 6.86% of briefs were from other professional as

sociations, representing occupations clearly within the affluent middle 

classes. M:>re generally then, over 85% of submissions to the Oommission 

CaIre from the rrore advantaged strata of the population. 190 

By contrast, labour or employee organizations, as the sole repre

sentatives, however limited, of the working class191 and as the rrost im

portant competing policy alternative to business, contributed 4.79% of the 
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Table 6-2 

Organizations that Submitted Briefs to the 

Royal Commission on Taxation, 1963-1964: 

Specifically categorized by Class Interests 

category of Organization N 

Business 110 

Corporate Patronage Professional 6 

116 

other Professional 10 

Labour/Eirp1oyee 7 

Agricultural 

Associations 9 

Agricultural Co-operatives 4 

13 

146 

% 

75 . 34 

4. 11 

79 . 45 

6.85 

4. 79 

8.90 

Source: categorized from R.C., Report, Vol 1, Appendix A 

"Submissions Received from Companies and Organizations" 
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of the total in Table 2. A further group with a policy frarrework dif

ferent fran, although not totally contradictory with that of the corpo

rate sector, was fanrers. Agricultural federations plus agriculturally

based co-operatives constituted 8.90% of the total . 

'!hus, su1:m:i..ssions fran corporate sources far outnumbered those 

of other contending groups or policy perspectives. '!he predaninance of 

business was not rrerely nurrericali the nature of corporate participation 

in Comnission deliberations IlUlst also be examined. It will be seen that 

the corporate sector was . able to rrobilize its imrense resources to ensure 

that its input was qualitatively as well as quantitatively predominant. 

Qualitative Nature of Corporate Participation 

'!he corporate briefs were g~erally lengthy, highly detailed, tech

nically sophisticated and extrerrely cOIt'prehensive. They were prepared at 

great expense by highly trained managerial personnel, leading corporate 

lawyers and specialized consultants. The submission of the Independent 

Petroleum Association of Canada, for example, was researched· and written 

by Foster Associates and several executives of this consulting firm ap

peared before the Royal Commission with the .I.P.A.C. 192 
No other inter

est ccmnanded the econanic and organizational resources of capital: the 

financial support for research and preparation of policy documents, the 

skilled manpower within the major corporate institutions themselves and 

the ability to hire top level expert advise and assistance when necessary. 

Consequently, no other group could so consistently produce such cOIt'pre

hensi ve input. 
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A good example of the i.rcpressi ve nature of corporate suJ:missions 

to the carter enquiry is provided by the brief of the canadian Institute 

of Chartered Accountants. 193 The Institute's submission was prepared by 

their special cornnittee on taxation, with Irernbership from all major cit-

ies in Canada. Approximately one year of rreetings and discussions and 

a great deal of work went into this formulation. The resulting docurrent 

was extrerrely comprehensive: 42,000 words and 175 pages in length and 

"considerably detailed and technical. ,,194 It was "described in The 

Financial Post in its lead editorial as 'a brilliant appeal for tax rates 

and tax regulations that will put this nation on the path to progress'" .195 

The content of the C.LC.A. brief has been discussed in earlier sections: 

it ranged over a number of technical questions and general issues, but 

was essentially a highly sophisticated variant of prevailing corporate 

argurrents for tax reductions and rationalization. The brief was widely 

circulated and the Institute considered it to be objective, impartial and 

highly professional. . An editorial in the canadian Chartered Accountant 

saw the submission as a worthwhile contribution to the Corrmission: "The 

preparation of the Institute's brief was to be looked upon as an impor

tant work of service.,,196 

The C.I.C.A. emphasized that their analysis was particularly rele-

vant for several reasons. First of all, because of the functional role 

of accountants: "Members of this profession with a wealth of experience 

in the tax problems of persons and corporations of every sort, are uni-

quely well placed to form an opinion as to the taxpayer's reaction to 

hi h tax ,,197 g es. The Institute's viewpoint was .valuable for a second rea-
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son: "M:)st individuals and corporate lxxlies appearing before the Com

mission have a particular interest in taxation of direct concern to them

selves. '!he Institute has taken a broad, independent, impartial approach 

in endeavouring to fulfill its professional obligations to the Canadian 

public. ,,198 A further Canadian Chartered Accountant editorial comrented 

on the reception of their sutmission: "The brief was well received and 

the conmi ttee rre.rnbers who attended the hearings had every reason to be

lieve that the Commission generally felt that a positive contribution had 

been made to its work. ,,199 

The briefs of the canadian Bar Association and the Canadian Tax 

Foundation were equally comprehensive and sophisticated, and both of these 

organizations could also claim that their professional expertise substan

tiated and reinforced their policy proposals . Given the background of 

leading rre.rnbers of the Royal Commission in these same professions, it 

could .be expected that the Cornnissioners would accept the logic of these 

claims. The central point here is that the policy of these professional 

bodies was remarkably similar to that of the major corporations and indus

try associations. This meant that the professional legitimacy claimed by 

such expert analysis and the impressive nature of the briefs themselves 

would lend further support to the overall thrust of corporate policy on 

tax refo:rm. No other COI'I'peting policy perspective could boast the endor

sement of such respected and highly specialized professional opinion. 

The significance of corporate input to the Royal Oomrnission lay 

not only in the quality of their sul:::missions, but also in the nature of 

the institutions and individuals who presented this material. Appearing 
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before the Commission were large numbers of executives and directors 

of sorce of the rrost irrportant oorporations in the eoonomy. Large and 

~rful delegations representing major industry and trade associations 

fran all sectors of the eoonany also sul::mi tted briefs. Corporate ];X)licy 

was presented not only by powerful organizations, but also by numerous 

prominent individuals of tremendous personal prestige and influence. 

Individuals, such as W.o. 'IWai ts and W. J. Bennett noted a}:x:)ve were lead

ing figures in the structure of corporate power and Irnlch involved in 

wider state and public ];X)licy deliberations. A further example reflecting 

the close links between the highest levels of ];X)litical and econanic 

power was the Hon. Roland Michener, P. C., Q. C. He presented a brief to 

the Carter Comnission on behalf of ten general insurance corrpanies which 

he legally represented. Michener was an important figure in the Conserva

ti ve party and had been speaker of the House of Cormons. He was later 

High Commissioner to India and later still Governor-General of Canada. 

Michener was well received by the Commission; the Chairman noted: "We 

are indeed flattered to have you before us today, Mr. Michener. ,,200 

Michener I s res];X)nse indicates hOVl familiar he was with similar ];X)licy en

quiries: "May I say, Mr. Chairman, that it is a pleasure to appear before 

this distinguished Oommission and it is also interesting to be on the 

other side of the bench for a change. ,,201 

The various corporate associations all had standing or ad hoc tax 

carnmittees that had been hard at work on the formulation of their ];X)licy. 

The total activity of all these bodies, plus the similar endeavours of 

individual corporatiOns, constituted an enorrrous expenditure of tinE, rroney 
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and energy. The great resources that the corporate sector had to devote 

to such efforts gave ita significant advantage over other groups. La.

oour unions, famers' federations, non-business professional associations 

and the various public interest groups simply did not have canparable re

sources at their disposal. As important as the resources which business 

could rrobilize, was the crucial position of the major corporations within 

the political economy. The dominant corporations and the associations 

into which they were organized were the central institutions of the capita

list economy and collectively were the- primary force in shaping the tempo 

and develor:ment of the Canadian economy. 202 The need to maintain what 

the capitalist class who control these key institutions consider to be a 

healthy and stable climate for investrrent was a crucial constraint on 

state economic policy. Given the critical irnportance of taxation and fis

cal policy within the overall economic environment, the opinion and policy 

of the major corporate organizations had to be taken into account by the 

Royal Commission. 

Conclusions: Predominance of the capitalist Class in the Deliberations 

of the Royal Oommission 

The political ~tition centred upon the hearings of the carter 

Ccmnission was profoundly unequal. By far the largest number of sutmis

sions on the direction of tax reform caIre from the business corrmuni ty . 

N:> other organized interests were as well represented or conmanded the 

poli tical and economic resources of the corporate sector. As a potential 

source of influence, both in quanti tati ve and quali tati ve terms, business 

was far rrore signific;ant than any other contending group. Concretely this 
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rreant that the predominant input to the Royal Cornnission carre from well 

defined policy parameters. 'The nurrerous corporate briefs called for a 

range of changes - reduced direct taxation, less graduated personal taxa

tion, overall rationalization, simplified administration, increased in

direct taxation, lower taxation of wealth and many nore specific changes 

that would be of significant and direct benefit to capitalist interests. 

By contrast, calls for progressive refo:rms, to reduce the inequality of 

the tax system and the burden of lower ince>rre strata, . were far less fre

quent and impressive. More generally, given the overall framework of 

state economic policy, which tended to be highly favourable to corporate 

interests and responsive to business opinion, and the close links between 

the members and staff of the Corrmission and the wider business conmunity, 

it could have been expected that the Royal Corrmission would be receptive 

to the pervasive corporate demands placed before it. 

However, these patterns do not rrean that the rnassi ve corporate in

put to the Carter enquiry would be the detennining factor in its final 

conclusions and reconmendations. The actual outce>rre of the policy process 

is shaped by a complex of factors: conflict between the long-term objec

tives of fiscal policy and the short-term dernands of business; conflict 

between the general requirerrents of the capitalist economy and of capital 

as a whole versus the particular interests of specific sectors of capital; 

the pressing structural imperative for fiscal policy to support and faci

litate the accumulation of capital; political and ideological cammitrrent 

to fair and progressive taxation; conflict between these competing policy 

priori ties of economic growth and equity; political debate and cornpeti tion 
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over the nature and direction of reform; the need to take account of the 

possible reactions to alternative reforms of key political forces; and 

the needs of the state for revenue. Because Royal Commissions are rela

tively insulated from the type of direct political and institutional pres

sures faced by state policy makers, their balancing of conflicting fac

tors and forces can be rrore flexible. For the sane reasons, their conclu-

sions can be less predictable. 

At the sane tirre as the Royal Commission was studying the briefs 

and testirrony it had received, its research prograrrne was being completed 

and analyzed. When first established, the Conmission was expected to re

port in late 1964. The huge task faced by the Royal Commission quickly 

proved this estima.te to be far too optimistic. The carter enquiry I S re

port was imninently expected throughout 1965 and 1966, but was not finally 

completed until December 1966. 203 The six volume " Report of the Royal 

Commission on Taxation was officially released in February 1967 and will 

be analyzed in the next chapter. 
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11. Financial Post, January 18, 1966, P 17. 
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Toronto, University of Toronto Press, 1965, p 440. 

l3. Perry spoke to the C.T.F., 1962 Conference, pp 9-10, on the beginning 
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14. Financial Post, December 1, 1962, P 25. 
15. Ibid. 
16. canadian Tax Journal, January-February 1963, p 7. This pervasive 
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'University of Toronto Press, 1963, p 172. 

18. p. 1. They also approvingly cite Canadian Tax Foundation director 
Ronald Robertson's prescription for the ills of the tax system; 
op.cit. It is noteworthy how influential this particular article 
and C. T.F. publications and policy rrore generally were on business 
opinion. The Financial Post editorial is also a good example of the 
prevailing ideology of free enterprise with its emphasis on com
petition, initiative and risk-taking. But behind all the cliches 
was a perfectly clear understanding of the :ilrportance of capital for
mation to corporate interests and of favourable taxation to the pro
cess of accumulation. 



343 

19. C.T.F . , 1962 Conference, p l3ff. 
20. Capon ' s proposals will be discussed in detail in the next section 

as they were presented to the Royal Ccmnission. His ideas became 
prevalent topics of discussion throughout this period. 

21. As noted earlier, business policy was being increasingly delineated 
in specific tenus; a carrron theme was that corporate and personal 
taxation should be reduced and the resultant revenue loss offset 
with increased sales taxes. 

22. Financial Post, December 1, 1962, P 25 . 
23. Ibid. This shows once again how political considerations can shape 

tax policy. CUtting corporate taxation directly ~uld appear to 
overly favour the rrore affluent strata and would consequently con
flict with the prevailing ideology of fair taxation . 

24. Kerr Gibson "Tax Policy for the Long and Short Run", Canadian Tax 
Journal, January-February 1963, pp 58-63 . Gibson, of Clarkson, 
Gordon and Co., outlined the basic requirements of the tax system: 
primarily, the provisiqn of sufficient revenue; then clarity, s~ 
plicity of administration and finally equity. Gibson's concept of 
equi ty was typical of business opinion of the day. He meant that 
the tax system should be neutral, that it should have the same effect 
on taxpayers in similar circumstances. He did not rrean that the tax 
structure should contribute to greater equality of condition or the 
redi stribution of wealth. 

25. Canadian Business, February 1963, p 21 . 
26. Industrial Canada, July 1963, P 117 . 
27. See Newman (1963), op .cit., Ch 25. 
28. W.H. Flynn, chainnan of the C.M.A. taxation crnrnittee speaking to 

the 1963 annual rreetings; Industrial Canada, July 1963, p 117. 
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Clearing House Canada Ltd. (C.C.H. Canadian Ltd.), Royal Ccmnission 
on Taxation Surrrnary of Public Hearings, 1963-64, Don Mills, Ontario, 
1964. This company specializes in providing judicial and legisla-
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for the C.T.F. submission is R.C., Briefs, April 6, 1963. 

31. R.C., Briefs, April 19, 1963. 
32. R.C., Briefs, April 18, 1963. 
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33 . R.C . , Briefs, April 17, 1963. The Clamber's recurring argt.lItEnts 
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34. R.C., Briefs, April 17, 1963; see also Industrial Canada, July 1963, 
p 118; introductory remarks of W. H. Flynn, chairman of the C.M.A. 
taxation cc:mnittee, to the Taxation Conference of the 1963 annual 
rreetings. The delegation was asked many questions by the counsel and 
members of the Conmission and it was felt that the session was very 
useful for all concerned. 

35. R.C. , Briefs, April 17, 1963, P 1. The majority of organizations intro
duced their briefs or testimony by emphasizing their role as repre
sentatives of vital interests. General associations like the C.M.A. 
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input see CCH Canadian Lilni ted, op . cit. 
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44. R.C. Report, Vol 1, Preface, p XIII. 
45. This section will not repeat the general business argt.lItEnts discussed 

above. But it will be seen that the argt.lItEnts presented in the cor
porate briefs had beCOJ.Te much rrore systematic and comprehensive. This 
further elaboration of corporate policy will be examined in detail 
here. A total of 110 business organizations submitted briefs to the 
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important organizations in the corporate economy or to those that 
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46 . R. C. Briefs, January 6, 1964. Se also Industrial Canada, January 
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Foundation which had argued that high levels of taxation were the 
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54. January 1964, p 25. 
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116. See John Porter, op.cit., p 430 on Bennett as one of the "men whose 

careers were interNOven with big business and public service in and 
around the Howe enpire." 
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Chapter 7 The Royal Commission: Blueprint for Progressive Reform 

The deliberations of the Royal Commission did not take place in 

isolation. Nor did controversy and debate over the tax system cease with 

the campletion of its public hearings in early 1964 . The first section 

of this chapter focuses on two closely interrelated issues: firstly, the 

pervasive busi ness pressure for tax reductions and reform which continued 

unabated throughout the life of the Royal Commission and secondly, the 

rrore general context of evolving state policy, political currents and de

veloprcents, and structural trends in the state and economy within which 

the deliberations on taxation took place. The discussion will begin with 

the latter general trends and then rrove on to the specific debates on tax 

reform. This first s~ge in the tax reform process carre to an end with 

the publication of the Carter Report in early 1967. The second section 

examines the sweeping recCfllIIe!ldations of the Corrrnission and their irnpli

cations for key class and social interests. The concluding section sur

veys the prospects for reform following the Royal Commission proposals. 

I. Context for Commission Deliberations and Continuing Corporate 

Pressure, 1964-1967. 

Poli tical Context 

The Liberal governm:mt which had corre to power in April 1963 was 

at first warmly welcorred by the business community. There was hope of a 

return to the close business-governrnent relations and pro-corporate Liber

al policy of the C.D. Howe era. However business leaders quickly becarre 
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disillusioned with the social and economic policy of the new administra

tion. This dissatisfaction came to be centred upon Minister of Finance 

Walter Gordon and the rrore inte:rventionist thrust of policy changes with 

which he had been identified. l Corporate opposition became particularly 

heated over the provisions to encourage Canadian ownership in the 1963 

budget. Intense direct pressure on the state and the withdrawal of finan

cial support from the Liberal Party eventually resulted in the rerroval of 

Gordon from the critical Finance portfolio and the speedy repudiation of 

his rrost controversial economic policies. 2 This conflict was a stark il

lustration of the ability of capital to force major changes in state po

licy to which they were opposed and was an ominous gign for a govern:rrent 

contemplating major changes in the tax system. The possibility of busi

ness opposition to certain types of tax reforms was explicitly raised by 

the Vancouver Board of Trade in its brief to the Royal Corrmission. It 

noted that the governrrent must have the support of business to make major 

tax changes if an uproar such as that over the 1963 budget was to be 

avoided. 3 

The early and mid 1960' s was a period of continuing developrent 

of the structure and functions of the state. Both the Conse:rvati ve and 

subsequent Liberal administrations had been proceeding with the implemen

tation of the Glassco Royal Corrmission recarmendations on the overall 

rationalization of government organization. 4 State policy and inte:rven

tion became increasingly important in shaping the direction of economic 

activity. The Depart:.rrent of Industry was created in 1963 specifically 

to represent manufacturing interests within the cabinet and to facilitate 
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the restructuring of Canadian industry. 5 Similarly, the Economic Council 

of Canada was established in 1963 as a forum for business-government coor

dination and the formulation of long-term economic policy.6 

Leading corporate spokesrren recognized the significance of state 

intervention to a healthy economy, but stressed the limits within which 

it ImlSt operate at the 1963 :rreetings of the Canadian Manufacturers' Asso

ciation, for exarrple, W. E. M:La.ughlin, head of the Royal Bank, noted the 

emergence to respectability of econoinic planning. He emphasized, however, 

that while the state should provide a favourable environment for corpo

rate activity, it must not limit private decision making. McLaughlin went 

on to list areas where planning could be useful and called once again for 

"the rerroval of dis-incentives from our tax structure. ,,7 Robert Winters, 

former federal politician, then president of Rio Tinto Mining and soon to 

re-enter the Liberal cabinet, also spoke on the general role of the state 

in the economy: "It has always been my view that the role of governments 

in a private enterprise society is to create a favourable economic cli

mate in which industry and commerce can flourish without undue interfer

ence." Winters stressed a highly significant point: reforms, which a 

few years earlier would have been considered "unrealistic socialism, had 

in fact strengthened the capitalist system. ,,8 However, there was also 

significant apprehension within business circles over the growth of state 

econanic activity and intervention~ 

The Liberal government during this period was elaborating a close 

connection between its economic priorities and a social policy explicitly 

corrmitted to redistribution. Econanic policy was geared to prorroting 
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9 
growth and full employment as preconditions for redistribution of income. 

In a January 1966 speech to the canadian Club in '!bronto, Minister of 

Finance Mitchell Sharp outlined the wider role of the government in ob

taining not sirrply economic objectives, but also greater social opportuni

ties . lO The development of state welfare programmes and an official 

ideology committed to greater equality of opportunity and the reduction 

of poverty were crucial features of the overall context in which tax re

fonn was debated. In fiscal tenns, Sharp stressed that the government 

\'K)uld require greater revenue in order to abolish pove~y. In political 

tenns, Sharp stated that tax refonn must be guided by considerations of 

equity as well as efficiency.ll A further complicating feature of the 

politics of the time was the government's rninori ty status i it was depen-

dent in parliament upon the support of the New Derrocratic Party who fa-

voured much rrore progressive policy. 

The expansion of economic intervention and social welfare had re-

sul ted in steadily rising levels of state expenditure. The need for 

growing sources of revenue to cover this increased spending was a crucial 

constraint on the possibilities of significant tax reductions. In addi

tion' the mid 1960' s was a period of high inflation and there was wides

pread concern about the size of government deficits as a major contribu

ting factor. There was continuing business pressure on the government not 

to allow expenditure to rise faster than revenue to create even larger de

ficits or place heavier pressure on revenue levels. A. J. Little, presi

dent of the Canadian Cllamber of Comrerce, echoed a comron corporate belief 

when he argued that the cost of the expanded welfare state was the basis 

of damagingly onerous levels of taxation. 12 
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In stmmary, the mid-1960 I S was a period of strained relations bet-

ween the business ccmnunity and the federal government over the direction 

and scope of state economic intervention and particularly over the growth 

of social welfare prograITIres. The prevailing atrrosphere wi thin business 

during the early stages of the reformulation of tax policy was one of ap-

prehension and hostility. Unhappiness with the tax system was one part 

of this general unease. 

Continuing Corporate Pressure 

Throughout the entire pe~iod that the Carter Commission was at 

work, business continued to press its views on necessary tax changes. 

Major corporate organizations continued to make frequent representations , 

to the government on economic p::>licy. In 1964, Walter Gordon noted the 

extensive business input on taxation and budgetary policy: "Suggestions, 

recorcrrendations and even briefs have been flawing in to the Department of 

Finance since last June covering alnost every conceivable subject", 

Gordon further stressed the significance of such advise: 

In discussing general tax policy, the Minister of Finance 
indicated that the preparation of the Budget had benefited 
greatly frcm briefs and letters received. He stated that 
the government has welcorred such assistance and that he 
looks forward to irrproving the departmental arrangerrents 
for receiving and discussing suggestions and comments on 
this perennial and difficult subject. 13 

The Canadian Tax Foundation had becare an irrportant focal point for corpo-

rate input to the state. The Foundation asked its rrembers to send their 

comments on tax features of the budget to both itself and the Minister of 

Finance. The Foundation then summarized this opinion and passed it on to 

th~ government for consideration before the finalized budget was enacted. 

This input had been particularly extensive during 1966. 14 
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Familiar themes were reiterated in routine corporate submissions 

to the governrrent. The 1965 annual pre-budget brief of the canadian 

Olamber of Con'm'erce, for example, argued that goverrurent expenditure be 

held down and that priority be given to the reduction of personal and cor-

t · t 15 pora e l.ncorce axes. The Financial Post continued to oomplain of 

"punitive and confiscatory tax rates" that punished successful enterprises 

d t · · di . d 1 16 Lar .~ .... ~ f h f d an energe l.C l.n Vl. ua s . ge nuuu.x::rs 0 speec es, con erences an 

rreetings wi thin the business com:m.mi ty repeated dernand.s that had been for

mally presented to the carter Commission.
17 

For exarno.le, a range of par-

ticipants at the 1963 annual rreeting of the canadian Manufacturers' Asso-

ciation and the 1964 conference of the canadian Chamber of Commerce argued 

that high taxation was seriously retarding economic growth, personal and 

corporate incorce tax rates should be reduced, indirect taxes should be re-

lied upon rrore, capital gains should not be taxed and the double taxation 

of corporate surplus must be eliminated. 18 A key threat of corporate 

pressure was that "today's viciously progressive personal incorce taxes 

punish success, hard work and the creation of job-creating enterprises.~9 

Corporate pressure also began to be increasingly expressed in a 

number of specific forms. In the fall of 1964, the federal governrrent 

was expected to have a budget surplus . Because continual deficits had 

been a key constraint on the refonn of state finance, business urged the 

governrrent to take this opportunity to reduce taxation. 20 At about the 

sarre titre business was arguing that recent tax cuts in the United States 

had been highly successful in stimulating the American econarny2l and that 

canadian rates could not be higher or there would be a drain of capital 
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and labour. 22 The business cammunity was greatly disappointed that there 

'Were no significant tax cuts in the 1965 budget: "Although the widespread 

demand for tax cuts and the startling reduction in the federal deficit 

led many to believe that a reduction in corporate tax rates would be for-

thcarning, the Minister chose not to grant any general relief at this 

. t ,,23 pom • The president of the Canadian Manufacturers' Association also 

expressed disappoint.rrent with the budget: the C.M.A. had hoped for cuts 

in corporate taxation and "we were encouraged to believe beforehand that 

ottawa was at least able and willing to do sorrething for the overtaxed 

producer. ,,24 Finance Minister Walter Gordon, while admitting the strength 

of the C.M.A. case, stated that governrrent policy was to avoid major tax 

changes until the completion of the Royal Commission's report. 

The Canadian Manufacturers' Association had been waging a stren-

uous campaign against the sales tax on production machinery since it was 

introduced in 1963. This pressure was intensified through 1965 and 1966: 

"On every possible occasion throughout the year, the Association actively 

pressed to have the sales tax on production machinery and apparatus re-

pealed by the gOVerI'lIreI1t. In addition to direct representations to the 

Governrrent and articles published in 'Industry', there was forceful com

m:mt by the President in the many speeches he made across Canada. ,,25 '!he 

president of the C.M.A. argued that "a clear obligation rests on indus

trialists to speak. up against this tax, and sharply. ,,26 The vice-presi-

dent and general manager of the Association referred to the numerous 

sul:::missions made to the various levels of governrrent on this and other 

issues of taxation: "Whenever necessary, these sul:::missions were followed 

up by personal interviews with the authorities concerned. ,,27 
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In addition to this specific pressure the C.M.A. continued to 

urge inrrediate rax reductions. Its president errphasized: "the Associa

tion, we may be sure, will certainly not relax its efforts to achieve 

this goal. ,,28 This demand for tax cuts remained the predominant elerrent 

of the unrelenting corporate pressure on the state. Prevailing corpo

rate opini(;:m was well expressed by Allan T. Lambert, president of the 

Toronto-D:>minion Bank, who called for tax cuts to' s t imulate the economy 

in his address to the corporation's annual meeting in December 1964. 29 

He errphasized that "our present tax rates weigh rrost heavily on business 

and personal incentives." The need for tax reductions was too pressing 

to wait for the completion of the Royal Commission. The Commission was 

concerned with the efficient and equitable operation of the overall sys

tem; while such general refonns could be accomplished later, the tax bur

den must be lowered immediately . 

More Sophisticated Business Commentary 

While majority business opinion during the period that the Royal 

Oommission was underway errphasized the need for substantial and immediate 

tax reductions, there were also rrore sophisticated and cClItprehens.i ve cur

rents of analysis within the corporate sector. As in earlier stages, a 

leading role in this area was played by the business-associated legal and 

accounting professions and by a range of tax experts and specialists. It 

was recognized, for example, that tax refonn VvDuld be highly complex and 

business was cautioned not to expect simple acceptance of their demands. 

~~1. R. Koerner, a tax advisor with Shell Investments Ltd., comrented on the 

widespread argum;mts that the tax structure must be simplified. He errpha-
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sized that the underlying economic structure was itself complex and that 

this limited the possibility of simplification. 30 A Canadian Tax Journal 

article noted that tax policy must reconcile conflicting objectives of 

economic growth (upon which the bulk of corporate discussions has been 

focused), stabilization and the redistribution of incorre . 31 It was widely 

perceived that political and ideological commitment to progressive per

sonal incorre taxation would make the implerrentation of business demands 

for lower top marginal rates and less graduation very difficult . 32 

More sophisticated discussions also noted that the pervasive busi

ness demands for tax changes were often not distinguished by their empiri

cal support or analytical quality. 33 Professor John Due, an academic tax 

specialist, challenged a central therre of prevailing business opinion: 

that high taxation, especially income taxes, to pay for prolifigate wel

fare progranmes was the root of all economic problems. He noted: "It's 

a cliche that almost all businessrren seem to believe and almost none ever 

tire of repeatirig . ,,34 Due singled out the FinanCial- Post, the rrost im

portant journal of canadian business, which "has such an unquestioning 

·adherence to this dogma that expressions like 'present punitive tax rate' 

and 'Canada's bruised and battered taxpayers' now seem to be second na

ture to roth its reporters and editorial writers. ,,35 He criticized the 

basis of the strenuous business campaign for tax cuts; available data 

indicated that the general level and structure of taxation in Canada was 

not markedly different than those of other capitalist countries. Not

withstanding this lack of evidence: "But regardless of international 
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oomparisons, businessrren and their publications insist that our incorre 

taxes weaken the incentive to expand business and dry up the funds that 

make expansion possible. ,,36 

Key elerrents of conventional corporate argurrents on the harmful 

nature of the existing system were supported by a major study of taxa-

tion. In 1963, the Canadian Trade Conmittee of the Private Planning Asso-

ciation of Canada financed and published Tax Aspects of Canada's Interna-

tional Competitive Position by Ronald Robertson, executive director of 

the Canadian Tax Foundation;37 through its corrmittees and policy analysis 

the Association was a crucial and sophisticated forum for the elaboration 

of corporate policy on pressing issues of the Canadian political economy. 

The Canadian Trade Committee described itself· as: 

established in 1961 to study Canadian trade problems and 
policies. Its rrembership comprises approximately 50 busi
ness, labour, agricultural and professional leaders who are 
broadly representative of different regions of the country 
and different sectors of the economy. The Cornni ttee is 
sponsored by the Private Planning Association of Canada -
a private, non-profit research company established in 1958 
to undertake objective studies on issues of national im-
portance38 -

The Conmittee sponsored a "series of objective and c<inprehensive studies" 

and issued policy staterrents on vi tal aspects of the economy: "The pri-

mary objective will be to create wider public understanding of these pro-

blems in their proper perspective, and to develop appropriate conclusions 

in Canada's national interest. ,,39 The Conmittee's deliberations were 

highly influential within state policy circles. 40 

The general orientation of these attempts to aid "public under-

standing" was solidly corporate. "The Corrmittee' s work is financed from 
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funds contributed from private sources in Canada" 4l and the majority of 

its rrembers were from the corp:lrate sector . M3nbers of the Committee 

endorsing the publication of the Rorertson study included five prominent 

labour leaders, four academics, four agricultural representatives and 

twenty-seven businessmen, including top executives of the Tbronto-Dominion 

Bank, Dominion Textile Ltd., MacMillan, Bloedell and PcMell River Ltd., 

Alcan, Inco, Hudson's Bay Co., Asrestos Corp:lration Ltd., Ford r-btor Co . , 

Irrperial Oil Ltd., and the Canadian Pulp and Paper Association. 42 The 

composition of such bodies also reflects the close links retween ·the pol i-

tical and corp:lrate worlds: Jean Marchand, president of the Confederation 

of National Trade Unions in Querec, was later to re a federal cabinet 

minister; Hon. Janes Sinclair, a forner federal minister, was president 

of Lafarge Cerrent of North Arrerica Ltd.; Jr. R. Murray, of the Hudson's 

Bay Co., was over a decade later to re the first head of the Foreign In-

vestrrent Review Agency; Donald Gordon, chainnan of Canadian National 

Railways, later held irnportant ' corp:lrate positions in the private sector; 

Allan T. Lambert, president of the Tbronto-Dcminion Bank, headed enqui-

ries into the adrni!ristration and organization of the federal governrrent 

during the 1970's; and Dr. A. K. Eaton, fiscal consultant, and Professor 

John J. Deutsch, vice-principal of Queen's University, had both been much 

involved in the fonrulation of state economic policy. 

The Canadian Trade Corrmittee noted that: "there have recently 

reen many expressions of concern in Canada regarding the impact of the 

43 tax system on the health of the economy. II The purpose of their study 

was to provide a detailed analysis of lithe impact of taxation upon the 
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international corrpetitive position of Canadian industry" and " ... we 

believe that it makes an important contribution towards better understan

ding of sane of the complex issues involved in this question. ,,44 

Robertson noted that "concern expressed in recent rronths about 

the level and structure of taxation in Canada resulted in the appointrrent 

of a Royal Commission on Taxation by the federal government in September, 

1962. ,,45 His study, begun before the announcerrent of the Carter Commis-

sion, did not attempt to prejudge issues before that enquiry. Robertson's 

specific focus was on the Canadian tax system in comparison to those of 

other advanced countries. His basic conclusion was that "the overall 

burden is not out of line with that in other countries, and the contention 

that the canadian tax structure is a major factor adversely affecting the 

international competitive position of Canadian industry would appear to 

be an exaggeration. ,,46 

Like many other professional commentators, Roberston urged busi-

ness to adopt a flexible and reasoned approach to the . reform of tax 

policy. He noted, for example, the growing uncertainty about the real 

value of corcplicated tax systems: "This is an area where Canadian busi-

nessmen can be of great assistance to the Royal Commission on Taxation by 

defining rrore precisely what they have in mind when they refer to the 

need for tax incentives over and above those alreadyavailable.,,47 M:>re 

generally, Robertson appealed to business to terrper their attack on the 

tax system: "in criticism of the Canadian tax situation, care should 

be taken to ensure that suggestions for needed inproverrent, adjustrrents 

and streamlining are not blown up into wholesale condemnation of our tax 
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system and the erroneous conclusion that if our system needs improvement, 

then the systems our competitors suffer under must be better. ,,48 He also 

warned against an overly optimistic attitude towards the Royal Commission: 

"From the Carter Commission great things are expected, but optimistic 

hopes that spectacular and final solutions can be found should be kept in 

check. The tax system, like all other public policy, will continue to re

flect compromises between various social objectives, each for the rrost 

part legitimate, though not for that reason easily harrronized with the 

others. ,,49 

These differences within the business conrnunity must not be mini

mized. They were not simply a question of style or presentation, but 

did involve important differences in substance, in evaluation of the 

needs of capital acClntllllation and economic growth and in perspective 

on the best course of tax refo:rm. But the limits within which these 

divisions existed must also be emphasized. While the rrore sophisticat~ 

discussions of tax reform were often critical of the cruder facets of 

business pressure, they were in fundamental agreement with the basic cor

porate drive for tax reductions and rationalization. For exarrple, by 

the S'l.mID2r of 1965, it was runoured that the Corrmission VJOuld recomrend 

a "considerably different approach to corporate taxation. ,,50 The Canadian 

Tax Journal hoped that this restructuring VJOuld incorporate proposals put 

forth by the corporate sector: "Hopefully, this is what will happen if 

the carter Commission confirms the widespread belief that long run pro

ductivity and growth will be fostered by lightening the load on the busi

ness sector of the economy. ,,51 The Canadian Chartered Accountant hoped 

that the enorrrous business and professional effort expended in the deli-
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berations on tax reform would be rewarded: "The taxpaying public and, 

nore particularly, tax practitioners have devoted a truly astronomical 

anount of tiIre in the last few years in an attempt to make the Canadian 

tax system one of the best. ,,52 It stressed that there would be great 

disappointment, and also less future invol verrent in tax policy, if these 

efforts were seen to have little influence. By denonstrating and encou

raging a nore reasoned and comprehensive approach within the general 

business community, such tax experts and professionals served to strengt

hen the overall corporate campaign for tax reform. 53 

Anticipation of the Carter Commission 

As well as the familiar demands and therres outlined above, through

out 1966 there began to appear discussions which anticipated the comple

tion of the Royal Corrmission. It seerred that finally, after prolonged 

delays, the Commission's Report really was imminent. 54 NUmerous business 

articles and speeches speculated on the direction of Royal Commission re

corrm:mdations, exaffiined the implications of possible tax changes and 

considered the way in which the corporate sector should organize its 

reaction to the Commission's findings and proposals. 

Of central importance during this period was a Financial Post se

ries of articles by W. A. Macdonald, a Toronto lawyer, designed to "set 

the stage for the long-awaited report of the Carter Royal Commission on 

Taxation by defining same of the issues and outlining same of the factors 

which will affect the federal government's decisions in implerrenting the 

report. ,,55 The first of the Macdonald series appeared in February 1966 

and argued that "Canada's major business and industry groups should now 
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be planning the way in which they will organize their response 11 to the 

Report. 56 It was expected that the implementation of the Commission's 

reCOItIreIldations would be protracted. To speed this process, officials 

in the Depa.rtnent of Finance were studying draft chapters of the Report 

as available. Not having this advantage of advance knowledge, business 

would have to anticipate the basic thrust of the Royal Corrmission con

clusions. Among factors that business representations on the final 

Report would need to take into account were the following: the political 

and economic climate wi thin which taxation decisions are made, the fact 

that tax policy is not shaped solely by technical and economic considera

tions, federal-provincial fiscal relations, and above all else, the need 

for well reasoned and solidly supported input from business; lithe psycho

logical satisfaction of ideological rhetoric rrust give way to the Irnlch 

rrore inundane aspirations of facts, figures and rrodest claims. 11
57 

A similar ~lea for sophisticated business participation in the 

state policy process was earlier made by C. B. McCutcheon, forirer Con

servati ve cabinet minister and a p:>Werful director of many leading 

corporations. 58 Noting the ability of corporate pressure to force go-

vernment retreat on key issues such as limitations on foreign ownership, 

he urged business to look beyond their immediate or specific interests 

to the long-tenn health of the economy as a whole. Senator McCutcheon 

argued that business Irn.lSt not automatically oppose any change, as was 

the case with the introduction of government pension and old age secu

rity prograrrrres; or offer only simplistic or short-tenn policy demands, 

as was the case with taxation. He saw categorical calls for tax reduc-
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tions at the same time that various incentives and special provisions en-

sured that sare sectors actually paid very low rates as prime examples 

of short-term thinking. 

The Macdonald Financial Post colurm outlined the "hard facts" 

that must be faced if a better tax system was to be developed: increa

sing tax revenue, the growing burden on wage and salary earners, the ef

fect of taxation on saving, and the J:X)ssible shift in the incidence of 

taxation from invest:nent and production to consumption. 59 He hoped that 

the Royal Cormnission would clearly state its policy objectives and their 

relation to wider social and economic goals. The material reviewed here 

and the continuing efforts of the Canadian Tax Foundation, professional 

associations, tax experts, and inforrred corJ:X)rate opinion sought to en

courage a rrore reasoned and sophisticated perspective on tax reform 

arrong the majority of businessmen. On the assumption that such an ap

proach would be rrore influential in subsequent deliberations, this com

mentary was an important part of the organization andrrobilization of 

business response to the Royal Conmission. 

A further interesting feature of the Financial Post series set

ting the stage for the Commission is that it provides a good summary of 

then current business concerns and demands, especially as they appear in 

a journal that led the corJ:X)rate campaign for tax reform. The April 

1966 Macdonald colurm questioned the basic fairness of corporate taxa

tion, arguing that it harmed the rrost efficient enterprises. A key 

question was where theburden of corJ:X)ration taxes finally fell. It was .... , 

stressed that the carter Conmission must deal with such problems and 
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link t han t 11 '1' 60 ax c ges 0 overa eCOOOIDlC p::> ley. Similarly, the Commission 

must explore the effectiveness of tax incentives, which Macdonald felt 

had stimulated producti on and expansion. 61 He worried about disturbing 

indications that the Commission would retain incOIre as the primary tax 

base. Further, he fervently hoped that ideological commitment to progres-

siveness would not limit tax refonn: "Changes in our tax system undoub-

tedly are desirable. But in making them we must be wary of relying on the 

glib presumptions enshrined in such mythologies as 'ability to pay', 

income taxes as the finest and most efficient of taxes, 'neutral' tax sys

tems and 'erosion of the tax base'. ,,62 A June colUIIn1 queried: ''will 

incorre taxes continue to be a Canadian skill crippler?" Macdonald reem

phasized the perVasive corp::>rate opp::>sition to progressive rates of per-

sonal incarre tax: this structure retarded productivity by not re\>{arding 

top perforrrers, created difficulties in attracting top managers, limited 

oompetition by taxing the most productive and reduced the incentive for 

higher returns. 63 

Increasing Speculation on the carter Rep::>rt 

As well as reiterating prevailing p::>liey demands, corp::>rate dis-

cussions during this period speculated on the direction of Royal Ccmnis-

sion refonn proposals. One much debated possibility was that its recorn-

rrendations would include the taxation of capital gains. 'Ihe regular Tax 

Review colunm of the canadian Chartered Accountant predicted: "'Ihere is 

a reasonable possibility that the Carter Royal Commission will carre out 

in favour of its introduction. ,,64 A number of political considerations 

made the taxation of capital gains likely: it would yield significant 
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revenue, it fell on a small group who could afford it and left the aver

age taxpayer unaffected, and finally, it was supported by the unions. 65 

A further reason why a capital gains tax was seen as probable was its 

reccmrendation by the Quebec Royal Cormd.ssion on Taxation. 66 Robert 

Bourassa, fo:rmer adviser to the Quebec Royal Conrnission and then a rrern-

ber of the group wi thin the federal bureaucracy studying the carter 

Report, defended capital gains taxation in a 1966 speech on grounds of 

't d ' 67 equ1 Y an progresslveness. 

N:Jt unexpectedly, there was h~ated corporate opposition to the 

imposition. of capital gains taxation. 68 A prime example of this hostility 

was an address by Jean P. W. Ostiguy, president of the Invest.rrent Dealers I 

Association. He strenuously argued that "in the face of an already heavy 

tax burden", further taxation of capital gains was irrpossible. 69 A Cana-

dian Chamber of Comrerce editorial noted that as expenditures continue to 

rise, the state must find new sources of revenue and that there had been 

SOIre goverrurent discussion of a capital gains tax. The Chamber argued 

that this would hinder invest.rrent and initiative: "For a country like 

Canada where IIDre dorrestic risk capital must be put to work if the nation 

is to realize its growth potential, a capital gains tax is the wrong 

~..::I~' ,,70 lla:::u...LClne. 

Corporate speculation on the content of the carter Report was be

coming even IIDre specific. In August 1966 the Macdonald Financial Post 

series predicted that the Royal Commission would rely at least as heavily, 

if not IIDre so, on income as the basis for personal and corporate taxa

tion. 7l The key problem had been that high personal and corporate rates 
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had led to trerrendous efforts to reduce the base on which these rates ap-

plied. The result had been the growth of a complicated system of exemp-

tions and deductions. Carter was expected to recormrend lower rates, but 

a wider tax base through elimination of special exemptions. The goal 

would be to develop a comprehensive economic, rather than narrowly legal, 

concept of incorre that would include virtually all actual incorre and "to 

make taxes neutral in their effects on different types of economic 

activity. ,,72 

The suspicion that this kind of thrust may be forthcoming 
is aroused by the firmness with which the minister of fi
nance clung to the tough new stock option changes in this 
year's budget - and by the intended repeal of favourable 
tax concessions to the shipping industry. . 

Their significance - at a tine when the Departrrent of 
Finance had a good portion of the Carter Report in its 
hands - is that each represents a nove against tax base 
erosion. ,,73 

Although widening the tax base seerred a likely emphasis of the Report, it 

was by no rreans clear that the governrrent would accept all of the Corrmis-

sion's recormendations: "M::>re likely, the governrrent will pick and 

choose, less on grounds of loyalty to the pure concept of an eroded tax 

base, but for a complex of political, economic, financial and administra

ti ve reasons." 7 4 Furtherrrore, wholly accepting the Commission's approach 

"would constitute a fundamental shift in governrrent economic and social 

philosophy which is nowhere apparent today." 75 

Philip F. Vineberg, Q.C., a prominent corporate lawyer and chair-

man of the Canadian Tax Foundation, also predicted major changes that the 

Royal Commission would recarnrnend. 76 He foresaw pr oposals for a wider tax 

base, nore use of sales taxes, no discourag.ernent of foreign investIrent, 
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taxation of capitals gains (although possibly with an internal difference 

of opinion), new treatrrent of corporate distributions, the use of the 

family as the basic tax unit and improved administration. 

II'rIrediate Context for the Corrrnission Reoort 

There was also a great deal of discussion of how the governrrent 

should proceed when it finally received the carter Report. In introducing 

the ninth Macdonald coltmlI1, the Financial Post called for "deliberate 

77 
and exceedingly careful changes flowing from the carter Tax Report." 

Macdonald stated: "The biggest danger accompanying the publication of 

the' carter Royal Corrrnission on Taxation report is that the long delays 

may have built up irresistable pressures for fast governrrent action. ,,78 

There was growing concern that the governrrent would quickly develop le-

gislation based on the carter proposals. Macdonald urged, and this cer-

tainly reflected wider corporate opinion, that given the crucial signi-

ficance of taxation and of the carter enquiry to economic policy, the 

pressures for speedy implementation must be resisted. The Royal Cammis-

sion must sirnpl y be the first stage in a prolonged process of policy 

fo:rmation: "the carter report can still not be anything rrore than a 

very important first look at the direction which an effective canadian 

tax policy for the 1960s and 1970s should take. ,,79 M::>reover: 

Only after a protracted appraisal by interested taxpayers 
and provincial governrrents can effective su1:missions be 
presented to the federal governrrent. There must be infor
med public discussion before draft legislation can even 
seriously be considered. The availability of this ti.rre 
will be an essential test of the good faith of the federal 
governrrent that it really wants genuine public discussion 
of fiscal issues.,,80 
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The demand for a protracted period of p::>licy deliberation was 

supported by the Canadian Institute of Chartered Accountants and the 

Canadian Bar Association. In a joint suhnission to the federal cabinet 

they argued that if major tax changes were proposed, the procedures of 

1948 should be adopted. A draft bill should be introduced, subjected 

to public scrutiny and criticism, and only then reworked into final 

legislation. 81 A year earlier the Canadian Tax Journal had also editori-

alized in favour of sufficient time to study and formulate responses to 

82 the Report. Thus, there were widespread corporate demands for signi-

ficant public participation in the analysis and implementation of the 

Royal COmmission proposals for tax reform. In practice this meant the 

business conmuni ty wanted the opportunity to rrobilize and organize its 

response to the Report in order to atterrpt to shape the resulting legis

lation to its own policy and interests. 

In the period just before the completion of the carter Cacmission, 

in addition to the ongoing debates on the direction of reform, business 

and the federal government had clashed on a further specific aspect of 

tax policy. In the interests of greater overall " equity, Finance Minister 

Sharp had included provisions in the 1966 budget that would significantly 

reduce the advantages of stock option plans for corporate executives. 

There was immediately great corporate opposition to these changes: 

"Sharp's office has received an unusually large number of complaints from 

businessmen. ,,83 A comron defense of stock options was that "the budget's 

authors gave too little weight to considerations that these small rewards 

payoff where it counts - in increased efficiency and productivity in 
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canadian industry. ,,84 It was anticipated that in the face of this pres-

sure the governrrent would soften the impact of the new regulations. This 

expectation was in line with Sharp's view that major revisions on the 

basis of public reaction to draft proposals would be a nonnal part of the 

budgetary process. 8S 

In response to business ccmplaints, the gOVerrJID2I1t announced that 

the new provisions would be retained, but that the treatrrent of stock op-

tion plans would be reviewed after the carter Report was received and 

that the regulations would not be retroactive. 86 The Macdonald Financial 

Post column on the ilrminent Royal Conmission comrented that these slight 

changes would not restore the usefulness of stock options as a rreans of 

di t 
87 rewar ng op managers. He hoped that the Senate Comni ttee on Banking 

and Corrmerce could persuade changes in these regulations, even if post-

budget representations could not, and that the gOVerrJID2I1t would drop 

them after studying the carter Report. Since the governrrent did not wait 

for the Oommission's completion and the Departrrent of Finance already had 

draft chapters, Macdonald inferred that the stock option changes would 

not conflict with the emphasis of the Royal Ccrcmission. If these speci-

fic changes had been introduced with the Ccrcmission in mind, their rrost 

worrying aspect was that they had occured before !;X)ssible public discus-

sion. Macdonald emphasized that the public, clearly rreaning organized 

business, must be able to take part in the fonnation of tax policy. 88 

The conflict over stock options and the gOVerrJID2I1t's refusal to signi-

ficantly retreat was unsettling to business as an indication of things 

to corre when the Royal Cbmmission was eventually published. 
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Government Preparation for the Royal Oommission 

The intense corporate pressure that was exerted throughout the 

l ife of the Carter enquiry did not go unnoti ced by the government . 

Early in the deliberations of the Comnission, major tax changes were un-

89 der consideration wi thin the government. These included cuts in per-

sonal incorre taxation, popular with voters, and various changes to en-

courage investment. For the latter purpose, one possibility being dis-

cussed was to lower the basic rate of corporate taxation, but broaden 

the tax base by rerroving exemptions such as that for new mines. 90 The 

vi tal constraint on any tax cuts was the large size of state deficits. 

These deficits had been severely criticized by business and could not be 

allowed to grow further. For this reason, corporate tax reductions ~uld 

have to be offset with increased revenue fran other sources. Am:::mg op-

tions being discussed was greater reliance on sales and consumption 

91 taxes. These possible reforms, however, were not enacted and corporate 

demands for imnediate tax relmf continued unabated. 1he government did 

not accede to this business pressure and throughout maintained that there 

~uld not be major tax changes until the Royal Ccmnission had reported. 

While resisting corporate appeals for immediate action, there was 

nevertheless significant government apprehension about the eventual re-

ception of the Carter Oommission. On December 31, 1964, Walter Gordon, 

then Minister of Finance, wrote a rnerro to Pri.rre Minister Pearson calling 

for an early election. Gordon I s basic argurrent was that in the govern-

ment's minority situation they would have great difficulty in dealing 

with a number of central policy issues (he hoped for a clear majority in 
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a 1965 elect ion). Preeminent among these issues was the Carter Commis

sion: "This will pose same awkward and controversial questions." 92 On 

the timing of the election Gordon argued "I would prefer to go before, 

not after the Carter Commission report is published." 9 3 During this pe

riod, the goverI1I1'eIlt was also under pressure fram its left. The New 

Derrocratic Party had been demanding progressive reforms along the lines 

of those proposed by the canadian Labour Congress before the Carter Com

mission hearings. Party policy on taxation was outlined by Mr. Herridge 

in the House of Cbmmons on May 20, 1966. 94 For the N.D.P., taxation was 

a vi tal canponent of state economic planning designed to "redistribute 

the national income on a fairer basis and help to regulate the pace of 

economic activity." Specifically, "a large part of the accumulated in

vestment funds of private companies must flow into the public treasurey, 

there to be used to realize public economic objectives" by rreans of in-

creasing corporate taxation, reducing "excessive depreciation and deple

tion allowances" and limiting business expense deductions. Further re

forms would include capital gains taxation, higher estate taxes, "ab::>li

tion of the special privileges which now go to the recipients of corpo-

ration dividends", rerroval of sales taxes on necessities and, rrore gener-

ally, "reduction in the tax burden of lower income groups." 

The gove:rnrrent fully accepted business demands for a e<::xrprehensive 

and protracted public discussion of the findings and recorrnendations of 

the Royal Corrrnission before they were irrplerrented. In a speech to the 

Canadian Club in '!bronto in January 1966, Minister of Finance Mitchell 

Sharp promised that the governrrent would not put forth proposals based 
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on the Carter Report until interested parties had tirre to study it and 

submit their views. 95 Even with further delays in the campletion of the 

Commission, Sharp still promised ample tirre for public discussion and 

review. In May 1966 when the Comnission was expected (again erroneously) 

within a rronth, the Financial Post noted: "It has certainly been Sharp's 

ambition to give all those interested ample time to study and comment on 

the report before any action is taken. ,,96 Finally, in October 1966, 

Sharp addressed the National Industrial Conference Board. He eraphasized 

the importance of a favourable tax system: "it is essential that our tax 

structure be as fair and efficient as possible and interfere as little 

as possible with the incentives and the means of achieving the maximum 

grCMth in productivity. ,,97 Sharp outlined the process of policy forrna-

tion to be followed: the governrrent planned a major review of the feder

al tax structure in light of the Carter Report, it expected to receive 

and consider the views of many groups on the Royal Cornnission, the go-

vernment \',QuId then publish draft proposals for tax refonn, which \',Quld 

begin a second round of public discussion. 98 

Given the tremendous size and camprehensi veness of the Royal Cc:m

mission Report, the government faced a massive task in sirrply digesting 

its findings and recommendations, let alone deciding which proposals to 

accept and how to irrplement the necessary changes. During 1966 the 

Depa.rt:rrent of Finance had been receiving draft chapters of the final 

Report -as they were completed. Depart:nent official s and specially re

tained outside consultants conducted a detailed study of the technical 

and ecoIX>Inic irrplications of the Comnission proposals. The use of tem-
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porary expert assistance to aid the government's deliberations on the 

carter Report had first been suggested in 1964 by Arthur S. Pattillo, 

Q.C. , a Toronto corporate lawyer and then chainnan of the Canadian Tax 

Foundation, in a letter to the Minister of Finance. Walter Gordon ac-

cepted this advice and had decided to appoint three tax experts to help 

with the implerrentation of the carter recornrendations.
99 

As delays rrounted and the massive size and scope of the Royal 

Corrmission becane clear, these functions were enlarged and systematized 

with the creation of the Tax Analysis Unit. Established in the surrrcer 

of 1965, this team of speci al advisers was to play a key role in the po

licy process. 100 The first function of the Unit was analytical: it was 

to make a detailed study of the problems and implications of the carter 

Commission conclusions, and to summarize and clarify these findings for 

state policy makers. Seconcll y, it was to advise on the drafting of the 

reform proposals into legislation, to ensure that there were no adminis

trative probl ems or loopholes. lOl 

The operatiOns of the Tax Analysis Unit were closely integrated 

with the key governrrent depart:Irents in the tax field; it reported to a 

conmittee of top officials, chaired by the Deputy Minister of Finance. l02 

The Unit was headed by Janes Brown, C.A., a partner in the Ivbntreal char-

tered accountants firm of Peat, Marwick and Mitchell. The eight remain-

ing members were lawyers, accountants and government officials with ex-

tensive experience in taxation. ArrDng this group were Robert Pourassa, 

previously secretary, research director and. counsel for the Quebec Royal 

Corrmission on Taxation and earlier a lawyer with the federal Depart:Irent 
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of National Revenue; Donald R. Huggett, C.A., a partner in McDonald, 

Currie and Co. and former author of the regular Tax Review colUIrU1 of the 

canadian Chartered Accountant; H. David McGurran, an officer of the tax 

policy division of the Depa.rt:ment of Finance who fo:rmerly worked for the 

Canadian Tax Foundation and Massey-Ferguson Ltd., and A. E. John Thompson, 

a chartered accountant and former manager in the tax departrrent of Price, 

Waterhouse and Co. who had been with the research staff of the Carter 

Commi . 103 
SSlon. 

In early 1967, "one of the proposals being studied seriously in 

senior policy-making circles on the eve of the presentation of the long-

awaited report" was the appointIrent of a cabinet minister specifically to 

oversee the enormous task of implementing the Royal Commission reform pro-

1 . 104 posa s. The nucleus of such a special ministerial staff already exis-

ted in the Tax Analysis Unit. Speculation of such an appointIrent was 

prompted by the sheer rrechanics of digesting the huge Report, the apparent-

ly well-founded rurrours that the COrrmission would recorrmend. sweeping chan-

ges and the consequent large number of organizations who would want to 

put their views to the governrrent. Such a . special ministerial appoint-

rrent was not in fact created, but intense activity within the Departrrent 

of Finance, Tax Analysis Unit and other centres of state policy making in 

preparation for release of the Carter Report continued. 

Sumnary: Awaiting the Royal Commission 

Throughout the long period in which the Carter Commission operated, 

the corporate sector continued to exert extensive pressure on the federal 

government on taxation and fiscal policy. No competing political force 
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remained as active or well-organized in the public debates on tax reform. 

The most pervasive corporate demand was for immediate tax reductions. 

However, within variations in sophistication and emphasis, business reit-

erated a relatively cohesive set of policy demands that had first been 

presented to the Commission's formal hearings. The changes proposed - such 

as lower rates and a general streamlining of corporate taxation, lower 

rates and less progressiveness of personal taxation, no capital gains and 

more favourable estate taxation, and the retention or extension of a range 

of special incentives - were solidly based upon capitalist interests and 

designed to facilitate and support capital invest:Irent and economic growth. 

II Report of the Royal Corrmission 

The long awaited and eagerly anticipated Report of the Royal Com

mission on Taxation was finally released in February 1967. The six leng-

thy volurres comprising over 2,700 pages of the Report and the twenty-seven 

research studies published at the sane time constituted an imposing and 

carrq:Jrehensive analysis of the canadian tax system. The Report called for 

sweeping changes in the overall tax system and made hundreds of specific 

recommendations on all aspects of taxation. IDS 

'!his section will not provide a technical or detailed examination 

of the fiscal econanics of the Report. The basic purpose here will be to 

identify the guiding rationale or philosophy of the Carter Corrmission, to 

enurrerate the most critical reform proposals, and assess the impact of 

these recoItlteI1dations on the structure of the econcmy and the interests 

of the major classes and social groupings. Only by relating the consequen-

ces and direction of the proposed tax changes to concrete social and eco-
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nomic interests can the subsequent process of debate and deliberation on 

tax refonn be understood; the reactions of various groups to Conmission 

recomrendations, the veherrent opposition of organized business to the 

thrust of the Report and the dynamics of the pervasive conflict and pres

sure over the adaptation and implementation of this first set of refonn 

proposals. 

On the basis of i ts extensi ve study of taxation in Canada, the 

Carter Cormlission identified a number of fundaIreI1tal problems with the 

existing system: it did not afford fair treatrrent for all, i t contribu-

ted to the inefficient allocation of resources, the fiscal system had 

not been properly used for general economic objectives, there were major 

weakeneses in the developrrent and administration of the federal tax sys

tem, and there was unnecessary and costly federal-provincial duplicatio~?6 

It was these problems that were the basis of the extensive criticism of 

the tax structure and which necessitated major refonns: IIWe therefore 

recornrrend many :fundaIrental changes, which, if adopted, would produce a 

cOII'plete transformation and, we believe, result in greater equity and ef-

f "" 11107 lClency. 

Basic Philosophy of the Royal Cormlission on Taxation 

The Commissi on noted that a tax system has many objectives, same 

of which may conflict . For example, maximum economic growth and equity 

are encouraged by very different types of structures i a system designed 

specifically to stimulate growth would be highly inequitable. l08 The 

Report was solidly opposed to such a combination: 1I'Ib propose the adop-

tion of an inequitable tax system that would force Canadians to bear the 

\ 
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costs of a higher growth rate than they may want would be both presump

tuous and fooli sh.,,109 The Cornnission errphasized that significant com-

promises and trade-offs were inevitable between such conflicting objec-

ti ves. The cardinal problem of the existing tax structure was that it 

"contains a number of features inimical to both growth and equity. ,,110 

When there were conflicts between the various objectives of taxa-

tion the Commission accorded the highest priority to considerations of 

equity: "~Vhen faced with these hard choices we have consistently given 

the greatest weight to the equity objectives. "Ill This was fundaIreI1tal 

to the whole structure and analysis of the Report: 

we assign' a higher priority to the objective of equity than 
to all the others . . . we are convinced that unless this objec
tive is achieved to a high degree all other objectives are of 
little account. Thus the need for an equitable tax system 
has been our major concern and has guided us in all our deli
berations. .. Consequently, the focus of our RePOrt is the 
atterrpt to outline what we feel to be an equitable tax struc
ture that will find wide acceptance arrong Canadians. we have 
tried, in our recornrrendations, to achieve the other objectives 
only to the extent that they do not bear too high a price in 
tenus of equity foregone. "112 

The Report developed at sorre length exactly what was rreant by equ-

113 
i ty • 'lWo dirrensions were identified: horizontal equity, in which 

individuals and families in similar situations bear the sane taxes, and 

vertical, in which those in different circumstances pay appropriately 

different taxes. Central to their recoIT£CeI1dations on equity was the con-

cept of discretionary economic power: the residual power to command goods 

and services over and above the basic necessities of life. orb achieve 

horizontal equity, those with the sane gains in discretional, economic 

power pay the sane arrount of tax. Vertical equity would exist when indi-
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viduals and families pay taxes that are a constant proportion of their 

discretionary economic power. 

The Royal Commission continually emphasized the wider political 

irnp:::>rtance of an equitable tax structure: "'Ihe first and rrost essential 

purpose of taxation is to share the burden of the state fairly among all 

individuals and families. Unless the allocation of the burden is gener-

ally accepted as fair, the social and political fabric of a country is 

114 weakened and can be destroyed." This concern can be closely related 

to the general state function of legitimation; prorroting public accept-

ance of the justice and legitimacy of the overall political and economic 

system and ensuring favourable conditions for the maintenance of poli fi-

cal stability and the control of social conflict. The stress on fair-

ness and equity in taxation was an important component of the rrore gene-

ral ideology of a liberal derrocratic political system and the rrodern wel-

fare state. 

While the Cormnission emphasized equity, it recognized that the 

implementation of these principles was always a question of belief not 

fact, of political considerations and corrmi trrent. 115 However, the Com-

mission also emphasized that "adoption of these equity principles is of 

profound significance for t..lU.s Report,,116 and developed a series of re-

forrrsdesigned pr ecisely to create a rrore equal tax system • 

. Policy for Redistribution 

The Royal Cormnission felt that not only must taxation afford equal 

treatment for a l l, but it must also directly contribute to the redistri

bution of wealth and income. 117 Its study of the existing fiscal system 
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found that the tax burden was distributed in a highly unequal fashion; 

those in the lowest income categories paid a higher proportion of their 

income in taxes. 118 The regressive features of taxation were offset by 

the rrore progressive patterns of governrrent expenditure. The result was 

sorce limited net benefit for low income groups, but, in the Comnission' s 

opinion, not enough. It argued that the wealthy did not pay enough taxes 

and that the tax system did not sufficiently prarrote redistribution. The 

carter Comnission consequently reCOIIllTeI1ded a complex schema of changes 

that would increase the progressiveness of the tax structure. 

The basic philosophy of the Comnission, and especially its strong 

commitment to equity and progressive taxation, could not be accepted by 

business. While acknowledging equity as a general principle, corporate 

policy had primarily emphasized tax reforms that would stimulate invest-

ment and econanic expansion. In addition, business had a far rrore restric

ted view of equity; it was generally agreed that business in similar si

tuations should face carnparable tax treatment, but there was no concep

tion that taxation should address problems of redistribution or social 

inequality. AIrong the objectives of taxation identified by the carter 

Comnission there was no doubt that econanic growth was the fundamental 

concern of the business corrrrnmi ty . 

In spite of business suspicions, the progressive orientation of 

the Royal Commission was far from revolutionary. The Report's perception 

of equity was limited; it did not specify the degree of redistribution 

envisioned and it did not entail the abolition of inequality of condition. 

The Royal Conmission accepted the conventional argurrent that unequal re-
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wards were a necessary economic incentive . Tax changes to proIIDte grea-

ter equity must not go too far; there must still be "the continuation of 

differences in income that reflect differences in personal capabilities 

and effort. Without these differences in incare, incentives to effici-

119 ency would be reduced." Similarly, the -guiding philosophy of the 

Royal Commission did not question the basic rationality of a capitalist 

economy. It fully recognized the need for economic growth and for a fa-

vourable clirPate for investnEnt and accumulation. The Report argued that 

its reforms would not only improve equity, but would do so without redu-

cing the rate of economic growth: "Our purpose here is to show that in 

achieving greater equity we do not haye to sacrifice economic growth.,,120 

The proposed reforms would produce a IIDre efficient, as well as equitable, 

system by rem::>ving distortions in the allocation of resources. 12l 

Royal Comnission Recomrendations as a eornprehensive Package 

All of the Corrmission' s recomrendations were frarred in terms of 

the basic philosophy outlined above. Its essential thrust was to develop 

a IIDre progressi ve tax system which at the same time would IIDre efficient-

ly proIIDte economic growth. The Corrrnission argued that the effect of the 

proposed changes could only be seen in their totality. Because of the 

canplex and often conflicti ng objectives of taxation, the specific recom-

mendations tended to balance and offset each other. The Report stressed 

that its proposals constituted a unified system and that it was their 

joint effect that was IIDSt important. Because of this interdependent na-

ture of the refo:rm proposals, the Royal Conmission urged the governrrent 

not to adopt particular recorrrrendations piecemeal: "If anyone of the 
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major elements of the reform package were not adopted we believe that it 

VtDuld be necessary to m::xiify one or rrore of the other elements. ,,122 

Taxation and Fiscal Policy 

The Report of the Carter Commission also set the analysis of taxa-

tion in the wider context of state fiscal policy. First of all, the Ccxn-

mission studied the implicati ons of its proposed reforms for goverrurental 

revenue requirerrents. It stressed that although the state must raise the 

necessary revenue, a range of alternative rrethods are available. The al-

ternative that is developed and its pervasive effects on the economy and 

taxpaying popul ation are always policy choices . 123 

The Report estimated the effect of its proposed tax changes on re

venue. 124 In the short term the reforms VtDuld produce less revenue. This 

was because the impact of the recCJl'IIDeIldations would be gradual and a nurn-

ber of concessions had been introduced to soften certain major changes. 

However, after the initial transitional period of three to five years, the 

revamped tax structure would yield substantially rrore revenue . The Ccxn-

mission's conclusions related revenue needs to its underlying concern with 

equity and public approval: "We are confident that our proposals VtDuld 

improve the equity of the canadian tax system and VtDuld enable a given 

arrount of revenue to be raised with wider public acceptance than under 

the existing system. ,,125 

The Royal Commission recommendations VtDuld also produce a signifi-

cant shift in the mixture of taxation; there VtDuld be a much greater 

yield from corporate taxes and less from other forms. Estimates of long-

term effects were developed by applying the proposed changes to 1964 
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fiscal date: corporate incorre taxes would have increased by $532 million, 

whereas personal inccrne, gift and estate, and sales and excise taxes 

would have decreased respectively by $42, 143 and 125 millions. 126 It 

should be remembered that these trends, if implerrented, w:>uld be preci-

sely the opposi te of business demands for lower corporate taxes and grea-

t l ' ' ndi t tax t' 127 er re lance on 1 rec a lone 

The Commission's terms of reference bound it to ensure that the 

reformulated tax structure would prcxiuce sufficient revenue. There was, 

however, a critical potential contradiction in the Royal Commission's ana-

lysis of revenue requirerrents. Sufficient was interpreted to rrean the 

sane level as uncler the existing system. As the Report itself noted, 

their analysis ignored the expenditure side of state finances. 128 SUch 

an interpretation had very serious implications. '!he consistent trend 

of steadily rising governrrent expenditures required constantly expanding 

arrounts of revenue. This would put severe pressure on a tax system de-

signed only to maintain existing revenue levels. 

The Royal Commission was critical of federal fiscal policy for its 

lack of success in providing employrrent and controlling inflation129 and 

went on to a wide-ranging analysis of fiscal policy and its effects. 130 

In discussing economic stability, the Cornnission urged political leaders 

not to obscure crit ical policy issues for partisan reasons. For example, 

while the demand for a balanced budget nay be popular electoral politics, 

it is not necessarily the soundest policy instruIrent: "It is important, 

too, that leaders of opinion should not cater to prejudice by interjec

ting the balanced budget thesis when it suits their short-term advantage. ~31 
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In reviewing f i scal policy for growth, the Corrmission argued that its pro-

posed system would stimulate the economy through a more efficient alloca-

tion of capital and resources. The Report suggested a number of rrechan-

isms to increase saving which were considered superior to a general cut 

in corporate rates. 132 It a l so argued that the tax system would not be 

distorted through special incentives or exemptions to promote economic 

growth; a balance of fiscal and other rreasures was more useful. 133 

The federal tax system was not analyzed in isolation and the Royal 

Corrrnission was well aware of the complex fiscal relations with the provin-

cial governments. Increased consultation and harmonization of the feder-

al and provinci al tax systems was called for, but the federal governrrent 

was still to play the predominant role. The Report recolI1!reI1ded that per-

sonal and corporate incare taxes reIPain in the federal dcmain and retail 

sales taxes be collected by the provinces. 134 

'!he Fecorrnendations of the Royal Corrrnission on Taxation 

The Carter enquiry had diagnosed severe problems with the existing 

tax structure . It was not achieving the basic objectives of an equitable 

and efficient tax system. '!he Commission therefore called for a fundarren-

tal transformat ion of the overall structure. 

While we have nade nany detailed reccmrendations, relatively 
few basic changes would be required to make the tax system a 
better vehicle for allocating the costs of governrrent. '!he 
basic changes we propose are: the taxation of the family as 
a unit, integration of the corporation and personal incare 
taxes, the inclusion of all economic gains in the tax base, 
the elimination of separate taxes on gifts and bequests, and 
the revision of concessionary allowances to make them more 
equitable. 135 
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The following sections will analyze the direction and significance of ma-

jor Royal Commission recommendations: the rationale of the proposed 

changes, the specific content and effect of the recorcnendations, and the 

relation of Commission proposals to the demands of business and other or-

ganized interests. 

Cornprehensi ve Tax Base 

The Royal Commission sought to develop a more equitable system in 

which taxation would be based upon ability to pay. Fundarrental to this 

goal was the implementation of a cOITq?rehensi ve tax base. The principle 

here was that all economic gains, all increases in command over goods and 

services, would be taxed regardless of source. 136 Specifically, it was 

recorrmended that various forms of income be brought into the tax base to 

be taxed at full progressive rates that had previously been untaxed. 

These included family allowance and other gover:rurent assistance; stock op-

lion benefits, bonuses and allowances; payments from profit-sharing plans, 

insurance polil:ies-, credit unions and co-operatives; and benefits provi-

137 ded by employers. M:>st importantly, the concept of a comprehensive 

tax base entailed radical changes in ~ hig:hl Y controversial areas. 

capital Gains 

The Report recc:mrended the full taxation of capital gains (and the 

full deductabilit y of losses) .138 capital gains occur when property, such 

as corporate shares or real estate, is purchased at a certain price and 

later sold at a higher price. The profit derived from such transaction 

is capital gains and had previously been untaxed. The effect of this re-

cornrendation would be significant; the inclusion of capital gains and 
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losses would result in total tax increases of $200 million from 1964 

levels. 139 The Commission defended this change against the objections 

comronly voiced by business, stressed that it would not be retroactive, 

noted that consi derable revenue would be raised and errphasized that ca

pi tal gains must be seen as part of the overall reform package. Its con

sequences, potentially disastrous on their awn, would be alleviated by 

140 other proposed changes. 

Gift and Estate Taxation 

The repeal of existing gift and estate taxati on and the inclusion 

of all gains from these sources in the comprehensive tax base was recom

rnended. 141 Transactions within the .iImrediate family unit would not be 

taxed and a number of annual and life-tirre exemptions would ensure that 

rrost people would never pay such taxes. However, the wealthier strata, 

who had largely been able to avoid gift and estate taxation in the past, 

would be Irnlch a f fected: "The proposed system would be Irnlch rrore effec

tive than the present gift tax in bringing large gifts into the t~-net-. 

'!he present tax is often avoided. ,,142 The Report further emphasized the 

favourable treatrrent of wealth within the existing structure: "Through 

the use of personal corporations, trusts and exerrptions , it is possible 

to avoid and postpone substantial gift and death taxes. These taxes al

rrost certainly are not effective in breaking up pockets of wealth held by 

family dynasties, as is saretirres believed. ,,143 As with capital gains 

tax, these changes would be offset by income averaging, lower general ra

tes and other facets of the overall reform schema. 
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Effect of the Comprehensive Tax Base 

The adoption of the comprehensive tax base would increase the "cer-

tainty, consistency and. equity" of the system, but would make no concrete 

difference for the vast majority of taxpayers. 144 For individuals with an-

nual incomes of less than $10,000 (over 95% of taxpayers), all except the 

lowest brackets would have higher average taxes because of the wider tax 

base, but this would be rrore than offset by general rate deductions. 145 

This limited effect would be particularly marked for employees, virtually 

all of whose economic gains were normally taxed. 146 

On the other hand., the establisl1Irent of the comprehensive tax base 

would pose severe problems for rrore affluent categories: "'lb the few, 

particular 1 Y property holders, it would involve a great broadening of the 

t ba ,,147 ax see This would be so because such a large arrount of upper in-

come, especially that from investment and property ownership, was untaxed. 

Under the existing system, over 92% of incorre as defined by the comprehen-

sive tax base of the rrore than 90% of canadian residents who earned less 

than $8,000 was assessable, but this proportion steadily declined to just 

over two-thirds for the highest income categories. 148 The widened tax 

base would increase the taxes of those earning $20,000-24,999 by $1,372 

and as income rises the arrount of the increase steadily grow'S, to over 

$16,000 for incorres exceeding $100,000. 149 
As a further indication of the 

impact of these recormrended changes on property owners, it was the cate-

gory of investors that faced the highest increases of direct taxation un-

150 der the proposed system. 
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Thus, the widening of the tax base would not affect rrost taxpay

ers, but would l ead to significant increases for nany in the rrore afflu

ent strata with substantial, and then lightly taxed, property incorre. 

The inclusion of all income in the cornprehensi ve tax base would also 

raise significantly rrore revenue and would consequently allow the reduc

tion of general rates of incorre taxation. This reduction would result in 

a net benefit for the great majority of taxpayers. 

In rrore specific class tenns, the addition of capital gains and 

other property incorre to the tax base would entail considerably higher 

taxation for the capitalist class, whose income and wealth were largely 

derived from the ownership of corporate property. Those arrong the rrore 

advantaged middle class strata with significant property income would 

face a heavier tax burden. 15l Because of this impact, major opposition 

to the Comnission' s concept of the broadened tax base could be expected 

from business and other affected groups. In addition, the general con

cept of the cornprehensi ve tax base, premised as it was on a fundaIrental 

corrrni t:rrent of equity, was antithetical to the prevailing corporate em

phasis on growth and aCCUImllation. M:)re specifically, business had been 

strongly objecting to the imposition of capital gains taxation before the 

Carter Corrrnission and elsewhere for years. Similarly, business had long 

been demanding wider exemptions and an overall reduction in the burden of 

gift and estate taxes. At first glance, the repeal of these latter taxes 

would seem to be even rrore than business had called for. But of course 

the inclusion of gifts and inheritances in the tax base at full rates 

would result in heavier, not lighter, taxation for major property owners 
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and went totally against the thrust of corporate policy injunctions. In 

these critical areas the tremendous input of business had not been suc-

cessful in influencing the Royal Commission recommendati ons in a direc-

tion favourable to corporate interests . 

Personal Income Taxation 

The Royal Commission reco:ItlreIlded further wide changes in the taxa-

tion of personal incorre. Its starting point was a f i rm comni tment to pro-

gressiveness and because the personal income tax was the only fundarnent-

ally progressive form of taxation, the Commission stressed its importance. 

A schedule of personal income tax rates for individuals and families was 
152 

devised based upon the principle of taxation according to ability to pay. 

The proposed rate structure was consistently progressive; it entailed a 

lighter burden on lower income" groups to compensate for the regressive 

effects of other taxes and substantial reductions for middle income brac-

kets. 

While the goal of these recommendations on personal incorre taxes 

was to decrease the taxation of those with lower abil ity to pay, the 

Report also proposed that " the higher marginal rates be lowered to a top 

rate of 50% from the previous maxi.rrnJm of 80%. Such a reduction was one 

of the central demands put forth by the business corrmuni ty • As discussed 

above, the Commission had accepted the argument that differential rewards 

were necessary as inducements for productivity and effort: "it is essen-

tial the marginal rates of tax be kept low enough that the incentive to 

produce goods and perform services and invest funds i s not destroyed. ,,153 

The existing structure had high marginal rates, but also large numbers of 
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loopholes by which the highest levels could be avoided: "It has been ar

gued that these loopholes had to exist i f Canadian businesses were to re

tain the best nen and be able to bonus those who worked the hardest. ,,154 

By reducing the top marginals this reasoning would no longer apply, and 

the Commission consequently recommended a range of specific alterations 

that would effectively close tax loopholes. The goal here was neutrality, 

the principle that all taxpayers should be treated alike. Commission at

tention to the existence of widespread loopholes for higher incone ear-

ners and the low effective rates actually paid by the affluent. can be 

seen as part of its concern with the legitimacy and public acceptance of 

155 the tax system. 

A number of modifications in personal income taxation were close-

ly related to recommendations discussed above. The institution of a 

comprehensive tax base required alterations in the definition of assess

able incone. As noted, this entailed very little change for rrost employ

ees, virtually all of whose incone was then taxed . However personal em...:. 

ployrrent benefits, such as employer contributions to pensions and rredical 

plans, would becone taxable. For the propertied, the inclusion of gifts, 

inheritances and capital gains; and the integration of personal and cor

porate taxation to be discussed below, all expanded the tax base. The 

Commission recommended a rrore liberal system of incone averaging to coun

terbalance these changes. Averaging, designed to srrooth out large fluc

tuations in earnings and to allow the deferrrent of taxation on lump sums, 

was to be extended to all taxpayers. 'Ihis again illustrated that specific 

proposals had to be seen as part of the entire reform package; here, aver

aging compensated for the impact of the wider tax base. 
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Among the most important additional proposals was that of defining 

the family, as well as unattached individuals, as a basi c unit of taxation. 

Because it is total family income that determines the standard of living, 

considerations of equity required that it be taxed as such. Overall rates 

for family income would be lower than for individuals . The proposed sche-

rre of basic personal deductions was modified, but remained similar in out-

line. A number of specific changes in deductions were proposed: the 

treatrrent of retirerrent plans would be liberalized, charities would retain 

their tax-exerrpt status and exemptions for individual donations would be 

raised, and allowances for rredical expenses would be altered to differen-

156 tiate between the needy and affluent. 

The effect of these changes in personal incorre taxation would be 

hi hl . 157 g Y progresslve. For unattached individuals there would be a mo-

dest increase at lower incorre levels and a significant reduction for mid-

dle income taxpayers. There would be tax reductions for families at all 

income levels and various tax credits would result in substantial decrea-

ses for families with dependent children. These changes would reduce but 

not eliminate the differences for canadian middle income taxpayers with 

the more favourable U. s. tax structure. 158 

Integration 

The Royal Commission called for the full integration of personal 

and t · 159 corpora e lncorre. This rreant that all income from corporate awner-

ship would be included with an individual's other incorre for purposes of 

personal incorre taxation. This recom:rendation followed fran the basic 

principle of treating all accrued income as taxable and was seen as the 
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fairest and most effective treatment of corporate income. Integration 

addressed the problem of double taxation, in which corporate revenue was 

taxed first at the corporate level and again when distributed as dividends 

as the personal income of shareholders. Specifically, it was recorrmended 

that corporations pay tax on their incane at a flat rate. In effect, 

they would be paying tax on behalf of their shareholders. When dividends 

were subsequently distributed and corporate income allocated, this amount 

would be added to the taxable income of individuals. However, resident 

shareholders would receive full credit for taxes already paid on the cor-

porate incorre distributed to them. Because of this credit the Comnission 

. argued that integration would increase invest:m2nt and encourage canadian 

equity ownership. 160 

Integration would entail very little change for taxpayers earning 

less than $10,000, primarily because this group did not have significant 

income from corporate sources. Even among the higher incorre categories, 

most would pay less taxes as a result of integration; for example, those 

with incomes of between $35,000 and $75,000 would save over $900. Only at 

annual incomes of over $150,000 would integration result in higher taxes, 

and even here the effect would be far less significant than that of wide-

. th t bas 161 Th Corrmi . furth ed rung e ax e. e SSlon er argu : "Another advantage 

of the integration of corporation and shareholder taxes and the full taxa-

tion of property gains would be the prevention of tax avoidance." By 

treating all sources and kinds of profit in the sane fashion, widespread 

abuses designed to shift transactions to lightly taxed forms of payment 

would be eliminated. 162 
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Corporat e organizations had consistently demanded the elimination 

of double taxation. Integrati on, however, was a rrore radical departure 

than business would have likel y wished.
163 

While business could agree 

with dividend tax credits, it would have strong objections to the addi-

tion of dividends, as it objected to the addition of capital gains and 

other property i ncome, to the overall tax base . 

Corporate Taxati on 

The Royal Cbmrnission f ound serious problems with the existing sys-

tem of corporate taxation. The Report stressed the haphazard and uncoor-

dinated historical developrent of canadian taxation: "the present tax 

structure is the result of past crises and revenue requirements and is not 

a coherent system designed to achieve widely accepted economic and social 

b ' cti ,,164 o Je ves. The Corrmission errphasized that the existing system was 

the basis of severe distortions in the allocation of resources: 

The narrow tax base and some extrerrel y expensive incentive 
or concessionary provisions built into the present system 
mean that to raise the required revenue, tax rates have to 
be higher than would otherwise be necessary, and the tax 
burden on some is therefore correspondingly heavier. This 
has the effect of driving labour and capital away fran ac
tivities that are heavily taxed and drawing them into tax
favoured activities. Unless these pressures nicely compen
sate for non-tax distortions in the market, labour and ca
pital are less productively employed than they should be. 
Fewer goods and services are available for canadians .165 

The Report detailed a number of the rrost problematic features of 

t tax ti' 166 corpora e a on. The treatrrent of business losses was inadequate. 

The dual rate of corporate taxation, in which the first $35,000 of profit 

was taxed at a considerably lower rate, subsidized large corporations and 

failed to differentiate small firms that really needed investrrent stimula-
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tion. The absence of a capital gains tax encouraged investment that gene

rates capital gains as opposed to income. Large-scale special concessions 

to particular industries encouraged rrore investment in these areas than 

market forces would normally determine and reduced capital available for 

other sectors. 

In these concerns the carter Commission was addressing the general 

problem of rationalizing corporate taxation in order to better facilitate 

and promote the rrost effective allocation of capital . A prime goal was to 

increase the neutrality of the system. It was argued that all corpora

tions in similar circumstances throughout the economy should face similar 

tax treatment and that the rates of return of all corporations should be 

affected the same way by taxes. capital would then be allocated purely on 

market considerations, in terms of prospective return on investment. 167 

As will be seen, the Royal Corrrnission proposed a seri es of changes design

ed to rerrove the distortions and increase the neutrality of the tax struc

ture. 

For the Royal Commission, the basic goals of increasing the equity 

and efficiency of the system were always interrelated. As well as seeking 

to rationalize the overall structure, the recormendations on corporate 

taxation must be seen in the context of wider Commission efforts to deve-

lop a rrore progressive tax system which at the same time would be rrore ef

fective in fostering economic growth. Prevailing business opinion had a 

very different diagnosis of the ills of the tax system. It could agree 

that wholesale rationalization was necessary and that taxation should not 

distort the allocation of resources. However, business saw the fundamen-
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tal problem as being the excessively high level of taxation. As will be 

seen, the corporate sector was to strongly object to many of the specific 

recorrrrendations of the Commission. These recormendations will nON be 

outlined. 

The Basic Rate of Corporate Taxation 

The Report proposed that the lower rate of taxation (21%) on the 

first $35,000 profit be abolished and that all corporate income be taxed 

at the flat rate of 50% . The rationale for this recorrrrendation was that 

it would eliminate inefficient concessi ons to small enterprises with poor 
168 

profit potenti al and rerrove t:pe unncessary subsidy to large corporations. 

The Commission argueq that this change would have little effect on corpo-

rations with income over $200,000 (who accounted for 70% of total corpo-

rate income): the max.iImJm increase for large corporations would be just 

over $10,000 . 169 The effect on smaller corporations would be rrore mixed. 

The Corrmission recorcm:mded a series of incentives for expanding small firms 

designed to rerrove biases in the capital market against new and/or risky 

ventures. These provisions would offset the loss of the dual rate for 

growing smaller corporations. 170 Presumably hONever, smaller businesses 

that were not rapidly grCMing or had limited potential would be adversely 

affected. Since large numbers of small businesses are in a highly preca-

rious economic situation this effect could be significant. The Royal Com-

mission was vague on this possibility and did not concretely indicate the 

implications of rerroving the lONer initial rate for the less prosperous 

sectors of smaller business. In addition, integration rreant that business 
171 

income would ultimately be taxed at the marginal rate of the proprietor. 
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If their taxable income was over $4,000, the personal rate would be higher 

than the existing 21% initial rate of corporate taxation. 172 

It has been seen that the fundamental corporate demand was for the 

reduction of their basic rate to 40% or 45%. The Corrmission recomrrenda-

tion to tax all corporate profits at the flat rate of 50% could be expec-

ted to arouse considerable business disappointrrent and anger. The lONer 

rate on the first $35,000 profit was little discussed in business presen-

tations to the Comnission hearings. HONever, this change could be expec-

ted to provoke corporate opposition. Even though the Royal Comnission 

dONnplayed its significance, the larger enterprises would not wish to lose 

the subsidy of the dual rate. Even if offset for sorre, many srraller 

businesses would face considerably heavier tax burdens, to which strong 

objection could be expected. 173 

Elimination of Special Concessions 

The Corrrnission made a number of radical recomrrendations that would 

eliminate many of the speci al concessions enjoyed by key sectors of the 

economy. Several of these changes sought to ensure that banks and insur

ance companies would be taxed in the same manner as other corporations. 174 

The Ccmnission argued that the tax structure should not be used to guaran-

tee the solvency and liquidity of these institutions. It was noted that 

the 1964 revenue of canadian insurance companies was $90 million, but 

that taxes paid were less than $5 million. 175 The Report also proposed 

the withdrawal of important concessions of the extractive industries: 

the immediate cancellation of mining and petroleum depletion allONances 
176 

and the phased elimination of the three year tax exemption for new mines. 
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The fundamental rationale for these recommendati ons was the goal 

of tax neutrality.177 The Report concluded that the special concessions 

were not justified economically; the major corporations that dominated 

these industries did not need such large-scale assistance. ~~ile arguing 

that the specific situation of these industries did not warrant such high-

ly favoured treatment, the Commission did recognize that these conditions 

could be taken into account. For exarrple, it would retain allowances for 

1 t ' and d 1 t t' th extr t ' 'd tr' 178 exp ora lon eve oprnen cos s In e ac lve In us les. A fur-

ther deciding factor was the high cost of these special incentives. 'Ib 

raise the necessary revenue taxes on other sectors and corporate rates in 

general had to be higher than would otherwise be necessary. If the expen-

sive concessions were withdrawn then "the extra revenue could be used to 

179 reduce rates on business inCOIIE generally." Furtherrrore, by correcting 

the distortions in investment patterns caused by these concessions, a bet-

ter allocation of resources can be achieved, which in turn could have a 

positive effect on future productivity.180 

The effect of eliminating these special concessions would be sub-

stantial; extractive and life insurance companies would face relatively 

large tax increases. The elimination of special provisions would increa-

se corporate taxes by $150 million for life insurance companies and by 

$50 million for other financial institutions. The elimination of deple-

tion allowances for the mining and petroleum industries and of the three 

year exemption for new mines would each result in corporate tax increa

ses of $160 million. 181 Much of this would be borne by a small number 

of the largest resource corporations. These increases would constitute 
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182 
a substantial pr oportion of capital expenditure in same industries. If 

life insurance corrpanies were taxed on the sarre basis as other corpora

tions, their cash flow would be reduced by about $75 million. 183 S.iJnilar-

ly, a small number of major integrated mining and petroleum corporations 

would suffer declines in their cash flow of about 10% and in their rate 

184 of return of as much as 25%. 

These pr oposed changes would corre as a considerable shock to the 

corporate sector s affected. leading representatives of the resource indus-

tries particularly had vigorously defended the necessity of their special 

concessions in detailed testimony and corrprehensive briefs to the Commis-

sion I S hearings . Given the trerrendous irrpact of the rerroval of the conces-

sions, considerable opposition from these sectors could be expected. 

other Reforms of Business Taxation 

As noted above, many Commission proposals were geared to increa-

sing the neutral ity of the tax system. In general, the Comnission prefer-

red direct grants, rather than the potentially distorting effects of tax 

incentives, as rrechanisms of state intervention. However, it still saw a 

continued role for tax concessions, especially to offset the bias of the 

capital market against new, small and unknown operations. The Royal Ccm-

mission would a l so retain capital cost allowances to stimulate investment, 

maintain incenti ves for research and development and for mining explora-

tion and development, allow immediate write-off of capital costs for new 

businesses in order to increase their cash flow, and permit write-off of 

mining and petroleum capital costs. 185 
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A further series of recommendations were designed to both remove 

anomalies wi thin the existing structure and make it fairer ~ The Comnis-

sion saw the range of allowances and deductions of "expense account living" 

as a severe problem for the overall legitimacy and public acceptance of 

the tax system. "The problem of taxpayer rrorale is serious, and the 

tr t called for. ,,186 s onges measures are 

Effect of the Proposed Changes in Corporate Taxation 

The Royal Comnission estimated that corporate taxes lM:)uld increase 

$538 million from their 1964 level - or approximately 25% - if its recom-

mendations were adopted. Nearly one-half of this rise lM:)uld be due to 

the withdrawal of the dual rate of col1J.=X)rate taxation. A further 40% of 

the increase lM:)uld be caused by the elimination of the special industry 

tax concessions outlined earlier. 187 

The driving force of capitalist production is profit maximization 

and the accumulation of capital. Both of these processes could be adver-

-sely affected by increased corporate taxation. Higher taxes on profits 

directly cut into funds available for capital expenditure and corporate 

expansion, and for distribution to shareholders. This in turn has a di-

rect effect on the concrete interests of those individuals and groups 

that awn and control corporate enterprises; first of all, by potentially 

restricting their income from dividends and other corporate payments, and 

secondly, by constraining the potential growth of corporations, which can 

then be reflected in rrore limited future profit and dividend levels and 

appreciation of share values. 188 
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The recommended changes would not affect all sectors of the corpo

rate economy in the same way . 189 Enterprises facing the heaviest increa

ses would be the large life insurance companies and the major multination

al mining and petroleum corporations. The increase in those industries 

without special concessions would be relatively small. 190 Similarly, the 

impact on corporate owners would vary considerably. The effect on resi

dent shareholders of corporations that would face large increases \\auld 

be significantly offset by credits against their personal income taxes. 

For large resident owned corporations without special concessions, while 

there would be a small increase at the corporate level, "the tax reduc

tion at the shareholder level would be substantial. ,,191 The bulk of the 

increase in corporate taxation would be borne by non-residents, especial

ly those with investments i n the extractive industri es. 192 

The effects of the proposed changes in corporate taxation can be 

further specified in class tenns. Because of their concentrated owner

ship and control of major corporations it was th~-capitalist class who 

v.JOuld be IlOst seriously affected by the proposed changes. This v.JOuld be 

particularly so for those fractions of the capitalist class based upon 

dominant foreign controlled corporations in the resource sectors who would 

face increased taxation that v.JOuld not be offset by tax credits. 193 Im

portant sectors of Canadian capital centred upon industries whose conces

sions were to be eliminated would also incur heavier corporate taxes. 

This would be especially important for the interests controlling the ma

jor insurance and other financial companies long at the heart of the 

structure of economic power in Canada. The Royal Corrmission, however, 
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argued that the effect of corporate increases for resident shareholders 

would be counterbalanced by tax credits. In this, the Conmission did not 

differentiate between major capitalists and the much larger number of 

small stockholders. The impact of the corporate changes TM:>uld vary great

ly in this regard; income from corporate sources TM:>uld ultimately be 

taxed at the marginal rate of the sharehOlder,194 which in the case of 

wealthy capitalists would be at the highest levels of the rate schedules . 

By contrast, the Report maintained that there would be a net benefit for 

lCM and middle income investors: "The after-tax return from canadian 

equi ties to these shareholders TM:>uld in general increase because of the 

integration of corporation and personal taxes and despite the full taxa

tion of share gains. ,,195 As noted, the impact on small business could 

also vary, but given the relatively limited scope of offsetting incenti

ves, large numbers of smaller firms would face higher taxes. 

Given the content and potential consequences of Royal Corrmission 

recommendations, it is clear that business had not been successful in pro

noting its policy demands. The general scope of the Corrmission proposals 

did not follCM business' diagnosis of the problems of the existing struc

ture and the primary corporate demand for lCMer rates was not accepted. 

A number of the nost important recommendations would drastically affect 

the interests of key sectors within the capitalist class. These implica

tions must also be seen in the light of capital gains, integration, the 

canprehensi ve tax base and other changes discussed above that would also 

increase the tax burden of the propertied classes. 
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SUrnnary: Effect of Direct Taxation 

Refonns of personal and corporate incorre taxation and the expan

sion of the tax base to include capital gains, gifts and inheritances all 

involved fonns of direct taxation. The specific consequences of these 

changes have been outlined above. Their rrost important effects, however, 

would be cumulative. Taken together, the adoption of these Royal Corrmis

sion proposals would result in an increase of $347 million in direct taxa

tion; $271 million for non-residents and $76 million for residents. 196 

As has been seen, the great accretion for non-residents is due- alnost en-

tirely to changes in corporate taxation in sectors with high levels of 

foreign ownership which would lose special concessions and exemptions. 

The changes in direct taxation would have a consistently progressive im

pact: taxpayers earning less than $5,000 would have an average decrease 

of 3.3%. These incorre categories that would benefit fran the proposed sys

tem constituted 95% of all taxpayers. By contrast, the direct taxes of 

all those earning rrore than $10,000 would increase: the average increa

ses for the income brackets of $10,000 - 14,999, $15,000 - 24,999, 

$25,000 - 49,999, and over $50,000 would respectively be 3.8%, 3.9%, 6.9% 

and 26.0%.197 

Sales Taxes 

The significance of sales taxation and the direction of its reform 

were evaluated by the Royal Commission in tenns of equity. The Commission 

wanted to reduce the weight of sales taxes because of their inherent 1 y re

gressive character. 198 A series of recommendations were developed design

ed to reduce this regressive effect: the dropping of the 11% federal 
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sales tax at the manufacturing level, its replacement by a 7% retail tax 

broadened to include serre services, and coordination with the provinces 

who would administer the sales taxes at the retail level. 199 

The new system of sales taxation would raise only slightly less 

revenue,200 but would be far rrore progressive. All families with inco:rres 

of less than $10,000 would enjoy average drops of from 2.5% to 13.5%, es

pecially favourable for the middle incorre; while the sales taxes paid by 

families over $10,000 would rise on average by 18.4%.201 Here again, the 

content and implications of the recommendations were totally antithetical 

to business demands for increased indirect taxation to counterbalance cuts 

in direct taxes. 

More General Recommendations 

The Commission's specific proposals ranged over a further variety 

of issues. For example, major changes in tax administration and improved 

federal-provincial coordination were recomrnended. 202 
In addition, the rrem

bers of co-operati ves would be taxed on their dividends and rebates and 

these organizations would be taxed at the flat corporate rate. 203 On 

this issue at least, the Commission had followed business advice. A numr 

ber of rroderate changes were also recormended that would encourage cana

dian ownership without restricting foreign capital. 204 

Economic Effects of the ReCOITlTendations 

Before discussing the impact of the refonn proposals on the tax 

burdens of the various groups wi thin the social structure, the Comnission' s 

appraisal of the overall economic effects of its system will briefly be 

examined. The Report argued that its recomrnendations would create a rrore 
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efficient, as well as rrore equitable, tax system. The proposed changes 

in corporate taxation, in conjunction with such features as capital gains 

tax and integration, would result in a much improved allocation of invest-

t d · 205 men an econOrn1C resources . Although business saving would be reduced 

in industries facing large increases such as the extractive sector, the 

adverse effects of rerroving their incentives would nonetheless be limited: 

"Because the special concessions to the mining and petroleum industries 

are so inefficient, for the rrost part subsidizing projects that would have 

been undertaken in their absence, the resulting reduction in capital ex-

pendi tures would not be as great at the increase in tax revenue might sug

gest. ,,26 Corporate investrrent patterns would be unaffected in rrost sec-

207 tors. Increased progressiveness would change the distribution of dis-

posable incorre and consequently patterns of personal saving. A relatively 

small decline vJOuld result fran the reduced saving of higher inCOfCE groups 

and the fact that much of the tax reductions of the IClV-l incorre would be 

spent. Far rrore important would be. a dramatic alteration in the fonn of 

personal saving; tax credits and other changes would encourage increased 

investrrent in equities, which in turn could stimulate the economy.208 

Foreign investrrent would not likely be reduced, but there would be rrore 

inducement for Canadian capital to invest in canada rather than abroad. 

In sUIli1'la.ry, Corrmission recomrrendations would not effect the rate of invest-

rrent, but would greatly improve the allocation of capital. The Report 
209 

also argued that its proposals would have little effect on labour effort. 

These general economic effects, and the specific proposals which 

produced them, were directed tClV-lards the overall rationalization of the 
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tax system. Taxation and the fiscal system were vital elerrents of state 

econanic intervention. They are part of the range of policy instrurrents 

and prograrrrres whereby the state serves to create and guarantee favour

able conditions for the acCLm!L1lation of capital. Because of this crucial 

function of state policy, the Royal Ccrrmission had to be much concerned 

with problems of econanic growth. While its focus on equity was primary, 

the Ccrrmission never saw this goal as being in flll1daJrental contradiction 

with the necessity of fostering expansion and acCLm!L1lation. 

Incidence of the Proposed Tax System 

The incidence of the new tax structure, the relative tax levels 

borne by the various income groups, was the rrost important consequence of 

the carter Commission recommendations in two senses. Firstly, for the 

Cbmmission itself, for its goal of devising a rrore equitable tax system, 

and secondly, for the politics 0f the reform process, for the concrete ef

fects of the proposals on the tax burdens of the major classes and social 

groups. The Commission developed detailed estimates of the incidence of 

taxation that would result from the implerrentation of its recommendations. 

Fundamental changes had been advocated for virtually all key com

ponents of the tax system and the proposals entailed a radical restructu

ring of the entire system. Not surprisingly, large numbers of taxpayers 

would find themselves in very different positions within the proposed 

structure. The direct taxation paid by 3.1 million taxpayers (46% of the 

total) would decrease by over 15%; the vast majority of this group earn

ed less than $5,000 annually. Just lll1der three million taxpayers would 

face changes of less than 15%. Only 631, 490 taxpayers (slightly less 
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than 10% of the total) would incur increases in direct taxation of rrore 

than 15%.210 At the simplest level then, far rrore taxpayers would bene-

fit from significant decreases than would face large increases. 

The combined irrpact of changes in sales and direct taxation was 

estimated. All families with annual incorres of illlder $10,000 would pay 

less taxes; the taxes of families with incorres of less than $2,000 would 

decline by 14.6% and those of families under $5,000 would decrease by 

over 10%. Families with incorres of rrore than $10,000 faced average in

creases of 13.7%.211 This data indicatesthat the overall effect of the 

refonus would be progressive and that the great majority of the canadian 

population (95 . 02% of canadian taxpayers earned less than $10,000) would 

benefit from the propOsed changes. 

The effects of the carter recomrendations must be specified in 

two directions: in tenus of the nature and consequences of the particu

lar proposals and in tenus of their concrete impact on the various classes 

and groups within the social structure. In this regard, the implications 

of the proposed restructuring were significantly different for residents 

and non-residents. TOtal taxation of canadian resi dents would decrease by 

$49 million; comprising a slight increase in direct taxation and a reduc

tion of sales tax. The taxes paid by non-residents would increase by 

$271 million: "largely because of the preponderence of their investrrent 

in the resource industries and in certain financial institutions. ,,212 To 

specify further: this increase would be rome largely by a small mrrnber 

of large integrated multinational corporations. While this would affect 

many small investors, the rrost serious consequences would be felt by major 
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foreign capitalist interests, especially American and including some of 

the rrost irrportant families and groups at the core of the U. s. p:::IWer 

structure, who owned and controlled the dominant corp:>rations whose tax 

concessions would be eliminated. 

It has also been seen that the expected impact of the proposed 

changes varied greatly for the different social groups. The rrrumer in 

which specific groups were affected by particular proposals reflected 

their class position. For example, the rrost irrportant change for low and 

middle income earners was the lower overall rates of personal income taxa

tion. 2l3 This reflects the fact that these categories derived relatively 

little incorre from property and were virtually all employees; that in 

fact they largely occupied working class pOsitions within the class struc

ture. For the upper income strata on the other hand, the critical recom

rrendation was the adoption of the ccrrprehensi ve tax base. This irrportance 

reflected the significant arrounts of incorre derived by the affluent from 

the ownership of property. Concentrated wealth and consequent high in

corre levels were largely centred in the capitalist class and the higher 

levels of the middle classes. 

It is extrerrely difficult to precisely specify the effects of pro-

posed tax changes on the basic class groupings. Data on the general in

cidence of taxation by income groups and the consequences of the nurrerous 

recommendations does not translate precisely into class categories. How

ever it is abundantly clear that individuals and families within the wor

king class would benefit from the increased progressiveness of the over

all system. It has been seen that all those with annual incornes under 
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$10,000 would pay less taxes under the proposed structure and that this 

group includes 95% of all taxpayers. It can safely be assurred that vir

tually all of the working class fell within this range. Further, over 

80% of taxpayers earned less than $~600,214 and it can again be assurred 

that the bulk of the working class would be included in these incorre le

vels. The average taxes of families wi thin this range would decline by 

well over 7%.215 

The iIcpact of the reccrrm::mded reforms on the rrore advantaged mid-

dle classes and contradictory class locations is much harder to· unequi vo

cally detennine; the Commission did not provide specific data by occupa.-

tion or business and professional situation for its various income catego-

ries. In analyzing the distribution of wealth and income the top quinti

le can be seen as a general a~proximation of the rrore affluent upper and 

middle class categories. 216 At the titre of the Royal Commission, 18.28% 

of taxpayers earned rrore than $6,000.
217 

If this is taken as a general 

indication of the dirrensions of the rrost advantaged strata, a significant 

proportion within this group would benefit from the Commission's recom-

rrendations: 13.30% of taxpayers earned between $6,000 and $10,000 and all 

wi thin this category would have decreases in canbined sales and direct 

taxation. 2l8 This category would exclude the very wealthy, but does in

dicate that many within the middle classes would benefit. M:>re specific-

ally, the Report noted that high income employees or self-employed people 

who received the bulk of their incorre as salary or professional paytrents 

would generally incur lower taxes. 219 The examples developed by the Corn-

mission to illustrate the iIcpact of its proposals indicate that some 
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middle strata would benefit: a married male employee earning $12,000 -

12,999 and a married self-employed professional or business proprietor 

with incare of $30,000 - 34,999 would incur small declines in their to-

tal taxes. However, the taxes of a married nale employee with incorre of 

$50,000 - 74,999 would increase by $3,752. 220 This would indicate that 

same high-level administrative or managerial employees could be adversely 

affected. Thus , while the effect of the proposed alterations on the mid-

dle classes would vary a great deal, many would directly benefit from 

lower taxes. 

The rrost severe impact within the affluent strata would be felt 

by those who derived large arrounts of incare from property ownership be-

cause a great deal rrore property incorre would be brought into the wider 

tax base for full taxation. 221 Among the Commission's illustrative exam-

ples, the highest increase in taxation, of over $12 , 000, \~uld apply to 

married male investors or renters earning $30,000 - 34,999. 222 In a fur-

ther table, compared to employees, professionals, salesmen, and farmers 

and fishermen in all age categories, investors faced by far the largest 

tax . 223 lllcreases. 

These effects of the Royal Cbrnmission recommendations would be 

felt not s:ilrply by the affluent and propertied strata as a general econo-

mic category. M:>re specifically, it was the capitalist class who would 

re rrost seriously affected recause it was this group in which a predomi-

pant share of total wealth, especially corporate, was highly concentrated. 

In a purely quantitative sense then, the capitalist class, as the wealth-
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iest owners, would face the largest tax increases on property income . 

Even rrore important is the nature of the wealth held by capital and the 

nature of the proposed changes in taxation. The power and position of 

the capitalist class is based upon their ownership of significant corpo

rate property and their consequent control of major corporate institu

tions. Because of this controlling ownership, the elimination of the 

dual rate, the rerroval of special industry concessions and other changes 

in corporate taxation would directly affect capitalist interests: high

er corporate taxes potentially could diminish profit levels, reduce cor

porate income available for distribution to shareholders and limit the 

potential for expansion. A primary method of acCllItUllating wealth is 

through the appreciation of corporate shares and the subsequent realiza

tion of their increased value. The taxation of capital gains YoDuld sever

ely limit such a possibility. Similarly, the full taxation of gifts and 

inheritances would pose problems for the srrooth transfer of wealth from 

one generation to the next and the continuity of the fortunes of major 

capitalist families. Although offset by the lower top marginal rates, 

the progressive charac,ter of personal income taxation YoDuld weigh heavily 

upon the very high incorre from corporate salaries , dividends and other 

sources enjoyed by rrernbers of the capitalist class. Thus, the thrust of 

the Royal Commission proposals and the content of many of its rrost impor

tant reconmendations can be seen as directly infringing upon the llrme

diate economic interests of the powerful capitalist class. 

In addition to the capitalist class, rrernbers of the wealthier pro

fesiional, managerial and adrninistrati ve strata of the middle classes 
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with significant property and investment income could also face heavier 

taxes under the proposed system. One particular group which could be no-

tably affected was high level corporate executives : stock option plans 

VwDuld be limited by specific regulations and capital gains taxation, per-

quisites and expense account benefits would be rrore restricted, and sala-

ries and bonuses linked to profit levels could be threatened . Thus, al-

though not to the same degree as the capitalist class, important sectors 

within the rrore advantaged and propertied middle class strata could also 

face tax increases. The small size of these class groupings whose inter-

ests could be adversely affected by the implementation of the Royal Com-

mission must be emphasized. Those earning over $10,000, who VwDuld incur 

increases in overall taxation, constituted only 4.98% of all Canadian tax-

224 payers. Only those earning over $35,000 would face increases in their 

average rates of direct taxation of 10% or over,225 and this category in-

1 ded 1 0 58% f 'd t t 226 Th f th c u on y. 0 res]' en axpayers. ese consequences or e 

affluent must be juxtaposed to the significant benefits which progressive 

taxation would bring to the remainder of the population. 

In surrmary, the implementation of the Royal Corrmission reform pac-

kage could result in substantial tax increases and difficulties for key 

sectors of the capitalist class and the corporate enterprises they oontrol-

led. Organized business had clearly not been successful in protecting 

and prOIIDting its econcmic interests during this process of policy fonna-

tion. MJreover, the content and direction of major Corrmission proposals 

was dramatically contrary to the changes demanded by business. In terms 

of the policy outcome of this initial stage of tax reform, the corporate 
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sector, regardless of its iI;mtense resources and large-scale input, had 

not been able to exert significant influence over the deliberations of 

the Royal Commission on Taxation. 

Minori ty Reports 

The force of the Commission proposals was mitigated by two minori

ty reports which revealed important areas of disagreerrent wi thin the en

quiry. Donald G. Grant and A. Emile Beauvais objected to a number of key 

recorrm:mdations, especially the comprehensive tax base. They both rejec

ted the inclusion of all capital gains in the tax base for taxaeion at 

full progressive rates.
227 

Grant emphasized that this was too stringent 

and could inhibit invesbrent in a young economy such as canada's. Instead, 

he proposed that gains fran property held beyond a certain minimum period 

should be taxed at one-half of an individual's marginal rate. 228 Both 

Grant and Beauvais objected to the taxation of unrealized capital gains. 

Beauvais argued that capital gains tax should be limited to specified as

sets; such as securities and real estate, owned for a certain period of 

tine. Only half of these gains should then be taxed and only to a maxi

Im.lID rate of 50% as in the Arrerican system. Beauvais also opposed a number 

of specific proposals, such as the stricter limits on business entertain

ment expenses and integration. For the latter, he preferred a 15% with

holding tax on dividends and no further taxation as personal income. 

Finally, he argued that their proposals should be seen as alternatives to 

those of the rrajority Report~29 

These minority reports weakened the overall thrust of the Commis

sion Report by pressing for rrodifications of one of its central components, 
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the canprehensi ve tax base. The lack of unanimity wi thin the COrnnission 

on this key i ssue would certainly qualify its potential impact upon sub

sequent publi c debates and state deliberations on reform. These reserva

tions also conflicted with the majority Report's emphasis that its major 

proposals must be considered as an interdependent and integrated package . 

M:)re concretely, it will be seen that the minority reports carre to pro

vide powerful legitimacy and support to corporate criticisms of the ma

jority conclusions and were frequently incorporated into business opposi

tion to the reform proposals. 

III. Conclusions: First Stage of Tax Reform 

The establishment of the Royal Commission on Taxation in 1962 sti

mulated an extensive and wide-ranging debate on the Canadian tax system 

and its restructuring. A number of conclusions can be drawn from this 

first stage of the overall reform process. First of all, public partici

pation in these debates and in the formal processes of policy formation was 

consistently highly unequal. As seen earlier, the initial-pressure for 

tax reform carre overwhelmingly from the business corrmunity. In addition 

to successfully calling for a canprehensive review of the tax system, 

this corporate pressure included pervasive demands for significant tax 

reductions and rationalization. When established, the Royal Comnission 

was itself closely connected to the corporate sector, its rrernbers were 

drawn largely from the advantaged strata of the class structure, and busi

ness and associated professional occupations were well represented within 

the Commission and its research and administration staff. Submissions 

from major corporations and corporate associations were both quantitatively 
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and quali tati vel y predominant in the public hearings. No other 

competing political force could present its case as extensively and im

pressively as the well articulated and highly organized corporate policy. 

Throughout the lengthy deliberations of the carter enquiry, corporate 

pressure for immediate tax reductions and for reforms conducive to their 

concrete interests continued unabated . M::>re generally, the overall fra:rre

work of state policy within which these specific debates took place was 

designed to maintain favourable conditions for economic growth and the 

accumulation of capital. 

A second conclusion from this state is that objective class and 

group interests in relation to the tax system were a key influence upon 

the policy of major competing organizations. The relatively consistent 

set of demands contained in corporate briefs and argued by business re

presentatives would certainly enhance the interests of capital and the 

advantaged strata generally. Similarly, the progressive changes called 

for by organized labour would benefit the working class and less afflu

ent. Finally, and lIDst importantly, the predominance of the capitalist 

class within the formal hearings of the Royal Commission and the wider 

context wi thin which economic policy is developed did not determine the 

outcorre of this juncture. In spite of the massive input of business, 

the Commission recommended a series of sweeping changes that were in many 

cases the opposite of those demanded by the corporate sector. The com

plex of factors that shaped this apparent paradox will nON be explored. 
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The Royal Commission, the capitalist Economy and the Interests of capital 

The manner in which the Carter Commission proposals could adversly 

affect the immediate interests of the capitalist class and of crucial sec

tors of the corporate econc:my has been outlined. In spite of these conse

quences and regardless of the vehement hostility of business, it must not 

be concluded that the Royal Commission was anti-capitalist or that the da

mage to capital was devastating or irreversible. The Corrmission never 

questioned the legitimacy or continued existence of the basic social and 

institutional structure of capitalist society. This was · made particular

ly clear by Professor Douglas Hartle, who had been the Commission's re

search director, when he prefaced his explanation of the importance of 

low maximum rates of personal incc:xre tax with the remark "anyone who ac

cepts the fundarrental tenets of the capitalistic system, as I do. ,,230 

The Cbmmission saw its fundarrental purpose to be the development of the 

most efficient and favourable tax system for precisely that kind of so

ciety. It fully understood the basic dynamics and imperatives of capital 

accumulation and the central role of state policy and intervention - in-

cluding taxation - in supporting this process. The difference between the 

Royal Commission analysis and prevailing corporate opinion - vast as it 

was when compared to more siIrplistic business thinking - was over firstly, 

the exact nature of the optirmlm tax structure, and secondly, the most ef

ficacious balance between conflicting objectives and short and long-term 

aspects of taxation. 

The iIrplications of the guiding rationale and key recommendations 

of the Royal Commission can only be understood by differentiating imrnedi-
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ate and specific interests from the more long-term and' general interests 

of the capitalist class as a whole. Business had been demanding the re-

moval of the many anomalies and inequities produced by the haphazard de

veloprent of the fiscal system and the government had directed the Corn-

mission to devise a tax structure properly adapted to modern economic 

conditions. '!b these ends, the Corrmission has proposed a sweeping series 

of changes designed to streamline and systematize the structure of taxa-

tion. The wide scope of these recatlre!ldations was later explained by 

'!bronto lawyer W. D. G:xxJman: "It might be well to rerrernber that when 

the carter Corrmission was app:)inted in 1962, it at first approached its 

review of our tax system in the belief that it needed a relatively few 

231 minor reforms but that, in general, it was a pretty good system. But 

this was not what the Corrmission' s investigations revealed: "closer ex-

arnination of the tax system persuaded the corrmissioners that it was roth 

unfair and inefficient and that it required drastic measures of reform in 

232 order to meet acceptable standards." The Royal Corrrnission then, con-

fronted with a tax system weakened by far more fundarrental problems then 

had originally been foreseen and wanting to make a thorough job of the ne-

cessary restructuring, consequently recorrnerrled much more extensive chan-

ges than could have been expected. Its basic aim was to develop the most 

efficient tax system for long-term overall economic development. It must 

be emphasized that this objective did not conflict with the essential in-

terests or goals of capital. The difference ~ay in the Commission's diag-

nosis of the problems of the existing structure and prescription for its 

reform. It did not accept the more simplistic business view that tax cuts 
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and same relatively minor adjustments could solve these problems. The 

Comnission argued that i ts comprehensive refonn schema would in fact pro

vide a highly effective tax structure for stimulating economic grawth. 233 

If such a rationalization did successfully support the processes of accu

mulation and economic grCMth, then these refonns would be beneficial to the 

fundamental interests of the capitalist class as a whole . 

The complex and at times conflicting economic implications of the 

Comnission programme were clearly seen in its emphasis on neutrality. 

FoIICMing this principle, the Report had recormended the elimination of a 

range of specific concessions, such as those enjoyed by the financial and 

resource sectors. It argued that these concessions had a detrimental ef

fect on the economy by distorting the operation of market forces and the 

allocation of capital. In addition, the revenue lost through these spe

cial incentives was extremely costly. Their elimination would contribute 

to improved economic develo:prent and the revenue saved would allCM the 

general corporate tax rate to be reduced. The Royal Commission ·was clear

ly detennined to make whatever changes were necessary for the general 

health and requirements of the economy, even if this rreant restricting 

the immediate interests of specific sectors of capital, such as those in

dustries that would lose generous concessions. 234 

The Politics and Ideology of Progressive Taxation 

The Carter Commission stressed that there were conflicting objec

tives of taxation and that it assigned highest priority to considerations 

of equity over economic growth. The difference between the Commission 

and business appeared so great because the rrore simplistic currents of 



422 

thought within the latter did not acknowledge such conflicts or accorded 

first importance to growth without qualification. The more sophisticated 

business cormrentators recognized the significance of equitable taxation, 

but would be extremely hesitant to concede it precedence over growth. 

Despite these differences the Commission's choice of priorities was in 

no sense radical. First of all, it emphasized that the improved equity 

its system would achieve would not be at the expense of economic growth. 

Secondly, the guiding principles of equity and fairness were widely accep-

ted elements of the canadian political culture and of the ideology of the 

modern welfare state. The view that the tax structure should contribute 

to these goals was also a central assumption of prevailing orthodox theo-

, f ubl' f' 235 rles 0 p lC lnance. 

However, the Royal Commission found the tax structure to be high-

ly unequal. This inequality had not been properly documented before and 

it had been generally assumed that the system was largely progressive. 236 

In addition, the generally c3.ccepted notion that taxation should be based 

upon ability to pay was contradicted by the fact that a great deal of in

COIre, especially that from property ownership, was not taxed. 237 Given 

all of this, the Cbmrnission's sweeping recommendati ons to increase the 

progressiveness of the tax system can be seen to simply carry through the 
238 

general principles of equity and fairness to their logical conclusion. 

The Commission's concern with equity was not based solely on 

general principles, but was also shaped by important political considera-

tions in a liberal democratic system. The Carter Report saw fairness as 

essential to public acceptance of the tax structure and clearly held this 
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acceptance t o be crucial to wider public morale and the legitimacy of the 

overall political system. ~re concretely, organized larour in the Com-

mission hearings and the New Democratic Party in parliament and wider po-

litical debates had been pressing for progressive taxation and specific 

refonns such as a capital gains tax. Although not nearly as pervasive or 

impressive as business, these efforts did place progressive taxation squa-

rely on the political agenda. Pressure from these quarters and the exten-

si ve rredia and public discussion of taxation ensured that once the ine-

quality of the existing system had been dOC1.lIreI1ted, the interests of the 

majority of the population in progressive taxation could not be ignored. 

The Commissi on's emphasis on the large number of people who would benefit 

fram the proposed changes indicated its sensitivity to these types of is-

sues. M:>re generally, electoral competition ensures that the state, and 

especially the governing party of course, must respond to the concerns 

and demands of the public at large. Later corrnentary argued that the Corn-

mission fully realized that there were far more voters who would benefit. 
. . 239 

from the recc:.mrEnded system than would be hanned. By solidifying po-

pular acceptance and support of the fiscal system and the wider institu-

tional order, and by addressing the interests of large numbers of citi-

zens, the reform package can be related to the range of progrc3I'mEs and 

policies that constitute the legitimation function of the state. In this 

sense also I the Royal Corrmission can be seen to have taken a broader per-

spective on its task; it could look beyond the irrrrediate concerns forced 

upon individual capitalists by competitive pressures to the long-term or-

der and stability of the overall political and economic system. 
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The Royal Cornnission and the Process of Policy Fonnation 

The carter Report was destined to have a key linpact on the evolu-

tion of the tax system and transfonned the terrain upon which debate on 

refo:rm took place. But it was not the end of policy deliberations on tax 

reform; it was really only the end of the beginning, the culmination of 

the first stage of what was to be a protracted and corrplicated process. 

Whatever the Commission's expressed hopes for the acceptance of its recom-

rnendations as a package, this had not been the historical experience of 

such enquiri es and could not reasonably be expected in such a controver

sial case. 240 The irrI!X>rtance of its central proposals in the eventual 

shape of the tax structure can only be understcx:xi in the context of the 

complex processes of negotiation, compromise and balancing of conflicting 

demands and priorities that pervade policy fonnation. This was apparent-

ly realized by the Cornnission itself. According to Minister of Finance 

Mitchell Sharp: "one T!EIl1ber of the Corrmission had told him that the Com-

mission had never thought all its recommendations could be implemented 

overnight, and that the Corrmissioners looked upon them as being "very re-
241 

volutionary" ; but they felt it was a goal to which we might be rroving." 

There were bound to be many adjustrcEnts in rroving towards these goals set 

by the Corrmission. There was, in fact, later speculation that the strong 

manner in which the recomrendations had been posed would make it easier 

for the government to enact corrpromises and still retain significant re-

f 242 onns. 

Business participation in the policy process can be seen in a si-

milar light. The consistency within corporate submissions to the Cornnis-
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sion and wider pronouncements would indicate that their beliefs were firm

ly held. But by presenting their demands in the strongest possible terms, 

business also allowed room for later concessions from their side. For ex

ample, business had been uniformly opposed to capital gains tax during the 

carter hearings. However, as will be seen in the next stage, majority bu

siness opinion after the Commission reported came to accept that some form 

of capital gains taxation was inevitable, but insisted that it must not en

tail the recOITIIended full rates and inclusiveness. It could be surmised 

that the total business opposition prior to the Report, followed by the 

latter's proposals for full taxation, facilitated the possibility of com

promise along the lines of a partial capital gains tax. M::)re generally, 

the top executives, lawyers and lobbyists who represented corporate in

terests in these deliberations had considerable experience of how to suc

cessfully bargain for the ultimate goal they sought. In their ongoing ne

gotiations with the state, such corporate representatives had become high

ly skilled at setting their initial demands higher than they could expect 

to achieve in order to allow room for the compromises they fully expected 

to make, in order in turn to arrive at the final result they had hoped for. 

Corporate input to the Royal Commission was by no rreans rronolithici 

as has been seen, there were i.JnI::ortant differences of viewpoint and sophis

tication within the business community. These divisions within business 

thinking would have allowed the Commission greater leeway to independently 

formulate its conclusions than had it been confronted with total unanimi

ty. It Imlst be remembered that the Commission agreed with business that 

the tax structure must encourage economic growth. The difference with 

the co:J:'!X)rate sector lay in the Commission's very different balance of 
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priorities and level of analysis. The perspective of the Commission it

self was certainly closest to that of the more sophisticated professional, 

corporate and expert c:orrarentators out of which its members and staff had 

largely been drawn. It could be speculated that the Cornnission saw it

self drawing support from those elements of the business and professional 

conmmity who recognized the need for significant refonn, and then, as dis

cussed above, carrying through what were generally accepted principles to 

what seemed to be their rational conclusion. However, to whatever extent 

such considerations were relevant, it was very clear that the CEmnission IS 

proposals went far beyond what was considered reasonable or necessary by 

even the I'C9st enlightened wi thin corporate circles. A past chairman of 

the Canadian Tax Foundation later argued that the Cornnission had posed its 

recormendations too strongly for them to be acceptable: "I would think 

in their heart of hearts many members of the Cortmission would, if they had 

to do it allover again, ask for less rather than more, because in going 

as far as they did they made "the implementation of the RePOrt much more 

difficult."243 In these terms, the Cornnission may si.rrply have miscalcu

lated the limits of possible compromise. 

All of the factors outlined here have to be taken into account 

wi thin the routine processes of state policy develq:ment. But they can 

becorre particularly important because of the nature of Royal Ccmnissions 

as semi-independent bodies within the institutional structure of the state 

whose mandate is to study and recorrmend, but not implement, key areas of 

policy. As an independent enquiry more insulated from the incessant di

rect pressure and structural constraints that limit the state I s freedom 
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of action, the Carter Cbmmission could more readily and fully pursue the 

goals of rationalization and efficiency and the reordering of the con-

flicting priorities of growth and equity. The result was far more com-

prehensi ve reform proposals than could have been expected from a depart-

rrent or agency directly within the state apparatus. The autonorcous cha-

racter of Royal Comnissions also has important advantages for the govern-

rnent. First of all, it can distance itself from unpopular recommenda-

tions. Secondly, the governIIEIlt can use Comnission reports to gauge pub-

lic opinion and the reaction of key political forces to policy proposals 

without itself being committed to a specific course of action.
244 

Final-

ly, it is easier for the government to compromise and retreat from an in-

dependent enquiry's conclusions than from those emanating from within the 

state itself. These factors were all to be important in the governIIEIlt' s 

response to the Carter Report. 

Further reasons for the sweeping nature of the Carter recammenda-

tions lay within the Commission itself. One plausible explanation is that 

it s:Lrrpl Y got carried away with the enonrous task of bringing order to a 

chaotic, inef ficient and inequitable tax structure and creating a tightly 

integrated and well coordinated system. The Ccmnission was certainly 

charged with optimism that it could do so and did not hesitate to propose 

far-reaching changes. In approaching its assignrrent it was also clear 

that pride of craftsmanship greatly influenced the scope and complexity of 

the Comnis s ion , s recOI'rn'endations. In this regard, the Comnission had 

placed great emphasis on the logic and symmetry of its proposed system 
245 

and in the importance of appraising and :Lrrplerrenting it as a whole. It 
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was in fact much criticized later for trying to devise a "too perfect" 

tax structure and thereby ignoring many practical problems of the real 

world. 246 Such enquiries can develop a momentum of their own in which, 

enthused with the task at hand and faced with unforeseen difficulties, 

they take their deliberations further than could have been expected . The 

carter Oommission certainly went further in its conclusions than the go

vernment could have anticipated. 247 

The Royal Commission's Judgment 

The scope and contentiousness of the carter recorrmendations were 

also shaped by a mnnber of crucial failures of judgrrent wi thin the Comnis

sion's analysis. The formulation of economic policy is a complex and in

exact process; it is always possible to be mistaken over the trends and 

patterns upon which conclusions are based and over the effect and implica

tions of policy al ternati ves being considered. Havever consistent and 

logical the Comnission' s deliberations may have been internally, they 

could have seriously miscalculated the complex balance of forces and fac

tors that affect the fiscal system. 248 For example, the Commission argued 

that its reform schema would benefit the economy as a whole. Havever, one 

of the central problems of the orthodox economic theory that the Oommis

sion drew upon was that it ignored the interests and reactions of class 

forces in its evaluation of policy . Especially crucial, of course, was 

the response of the capitalist class to the carter Report. Even if the 

Oommission was correct that its recommendations should result in a more ef-

ficient economy, it had soundly rejected a range of key corporate policy 

demands. In addition, it had challenged central precepts of business 
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ideology: the taxation of capital gains and other forms of wealth was 

seen by many businessmen as confiscatory and as threatening the very foun

dations of the free enterprise system, and business firmly believed that 

profit was a reward for risk and investment and must not be treated like 

any other form of incorre. The carter Commission appeared to have neglec

ted one of the central structural constraints of a capitalist economy: 

state economic policy can not work without continued business willingness 

to invest. In this regard, business' perception of the effect of the pro

posed reforms was as important as their objective impact. If the capita

list class believed that the recommendations would be detrimental to pro

fit prospects, then investment would be reduced or redirected and econo

mic growth would decline in a self-fulfilling prophecy. The Commission 

did not seem to take account of the pressing need to maintain business con

fidence and of the latter's inherently conservative character. For the 

capitalist cl ass, a favourable climate of invest.Irent was one in which 

policy changes were slaw, predictable, orderly and above all, conducive 

to accumulation. More specifically, it will be shown that business vir

tually unani.Irously saw the Report as a severe threat to their material 

interests and as having a disastrous impact on the overall strength of the 

Canadian economy. Whatever its objective or rational basis, a pervasive 

corporate reaction of anger and vehement opposition to the Royal Gommis

sion recOITll'endations was to becorre the predominant feature of subseqttent 

stages of the reform process. 

All of this was very clear for the Royal Commission's analysis of 

neutrality, which was certainly logical and consistent in theory. But 
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whatever benefits a neutral tax system may have had for the economy as a 

whole, the necessary changes would have damaged the inmediate interests 

of very p:JWerful sectors of Canadian capital. By not recognizing that 

these sectors were bound to oppose the elimination of specific conces-

sions that they had becane accustaned to, the Carrnission seriously mis-

judged the effect of its recannendations. Rather than resulting in a bet-

ter allocation of capital wi thin the econany, all indications were that 

resource capital particularly, given its multinational nature would leave 

the country in substantial arrounts . 

More generally, the successful implementation of any instrument 

of econanic policy is always influenced and limited by its political via

bility.249 However, the Commission said that it did not consider the po-

li tical implications of its recrnrnendations, leaving that for the govern

ment.
250 

If this was really the case, then the Commission was badly mis-

taken. As has been argued in earlier chapters, fiscal policy is never 

simply a question of econanic or technical factors but is also shaped by 

political conflict and the action of canpeting class forces. 

The Commission expected the public and the business community to 

. th . 1 1 . 1 251 I .. ed . . rece1 ve e Report ill a coo OCJ1ca manner. t antJ.cJ.pat 0pposJ. tion 

at first, but that the merits of the new system would be increasingly re-

. ed d ed 252 th' 1 . . CQc:JnJ.z an accept. In 1S a so 1t was to prove mJ.staken. The 

Carrnission ignored the powerful class interests that would be affected and 

offended by the proposed changes. The new system entailed heavier taxa-

tion for the capitalist class and affluent property-awning strata generally 

and for vi tal sectors of the corporate economy. The Commission's pur sui t of 
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a rrore equitable redistribution of the tax burden not only affected these 

concrete interests, but through its increased taxation of property and its 

promise that inCOIre from property should be treated in the same way as any 

other, it also defied a basic distributional principle of capitalist so

ciety. The goals of greater equity and efficiency of the economy as a 

whole ~uld seem highly abstract to individual capitalists and, rrore sig

nificantly, clashed with their immediate interests. The Commission had 

either been politically naive or exercised extrerrely poor judgrrent in not 

anticipating the depth of business hostility.253 Given these misconcep

tions about the reception of its Report, it is easier to understand how 

the Commission could confidently have developed its wide ranging reforms . 

Had it realized the opposition it was bound to face, the scope and severi

ty of its proposals could possibly have been tempered. 

The discussion of these political and other factors has sought to 

explain how the Carter Commission arrived at recommendations so thorough

ly antitheti cal to prevailing business demands. It was certainly clear 

that the Commission's deliberations had been shaped by a range of consi

derations beyond the massive corporate pressure that had dominated its 

hearings and wider public corrrrentary on tax reform. Whatever the source 

of its conclusions, the Carter recommendations were certain to provoke 

business hostility. It will be seen that intense and sustained corporate 

ooopsition was to be the dominant force in the next stage of the overall 

process. 
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Stage Two: Retreat fran the Royal Corrmission 

The process of tax reform had formally began with the establish

rrent and deliberations of the Royal Comnission on Taxation. Its enor

rrous Report shifted the debates on tax reform to an entirely different 

plane. When tax reform had first becare an important issue and when the 

Commission deliberations were underway, opinion on what type of tax chan

ges were necessary could vary a great deal. However, the focus of debate 

was considerably sharpened with the February 1967 release of the Report; 

discussion was not centred upon a concrete set of proposals. M::>re funda

rrentally, the Carter recorrmendations VvDuld entail significant changes in 

the tax posit ion of vital and powerful forces within canadian society. 

In a later speech to the 1970 conference of the canadian Tax Foundation, 

J. R. Brown, senior tax adviser in the DepartIrent of Finance, noted the 

increased tempo and intensity of the deliberations on tax reform: "This 

debate began while canadians were preparing briefs to be presented to 

the Corrmission, and interest remained high while the ccmnissioners were 

reaching thei r conclusions. However, the debate really began in earnest 

once the RePOrt was made public in February, 1967 - the number of parti

cipants increased greatly, the scope broadened greatly, and the fervour 

with which views were put forward also increased greatly. ,,1 

State officials had consistently pranised sufficient tirre for in

terested parties to study and corrmend upon the findings of the carter 

Cbmnission. When the RePOrt was released, the goverI'lIrent again stressed 
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that there would be no hasty implementation and hastened to allay busi-

ness uneasiness. ~'Jhen tabling the Report in the House of Cormons, Minis-

ter of Finance Mitchell Sharp stated: 

The government intends to study the report and the views ex
pressed on it during the next few m::mths, before reaching 
concludions about the recommendations made by the commission 
or alternate suggestions from other sources. In the rreantilre, 
we do not intend to comment upon the substance of the report, 
nor indicate our intentions concerning its recommendations. 
lilly premature comrents, or forecasts of our intentions on 
these matters, could have substantial effects upon markets 
and upon business decisions. There will no doubt be uncer
tainty in sorre of our markets and insorre industries during the 
period that is necessary to corre to wise decisions after pub
lic discussion of these important but contentious issues. 2 

The formulation of these "wise decisions II and the dynamics of this public 

discussion" on the Royal Corrrnission proposals is examined in the next 

four chapters. 

The Commission's sweeping proposals would have restricted or re-

moved important advantages enjoyed by the capitalist class within the ex-

isting tax system and quickly became seen as a serious threat th corpo-

rate interests . This stage of analysis focuses upon the immence corpo-

rate opposition to implementation of the Commission's basic framework 

and central recomrendations and the series of successive government re-

treats in the face of this massive pressure. Each of the four following 

chapters explores a particular juncture of the corporate campaign against 

the RePOrt and public debate on refo:rm, and of the government's Proposals 

for Tax. Reform on November 7, 1969 which was itself a substantial retreat 

from the Royal Commission. 
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However, as will be seen, a range of countervailing forces and 

factors ensured that the issue of progressive refonn could not be en-

tirel y dropped and that the White Paper was not a total victory for 

business. 

Footnotes 

1. C.T.F., 1970 Conference,p 7. 
2. CCH Canadian Ltd., Recorrnendations of the Royal Corrmission on 

Taxation, Ibn Mills, 1967, P IV. 



Chapter 8 First Retreat: Mining Taxation 

I. Initial Reaction to the carter Report 

Imrediate Reaction in the Press 

The carter Rer:ort was accompanied by thirty-one lengthy press re-

leases which SUIlltlarized the major priorities, recomrendations and impli

cations of the Commission's reform scherna,l and which stimulated exten

sive discussion in the rnedia. 2 A number of consistent themes appeared in 
3 

the initial editorial response of the major rretropolitan daily newspapers. 

There was great admiration for the impressive and comprehensive nature 

of the Commission's analysis. The TOronto Globe and Mail exclaimed: 

"The report of the carter Royal Commission on Taxation has certainly li-

ved up to its advance billing. In its comprehensiveness, in its sheer 

volurre, in i ts literally hundreds of recorrrrendations, it is unlike any re

port that has corre canada's way before. ,,4 The Report was also seen as a 

major contri but ion to the understanding of taxation and the fiscal sys-

tem. The sane Globe and Mail editorial stressed that the Commission 

challenges conventional thinking and accepted principles: "But what it 

does IIDSt importantly of all is to present a whole new philosophy of 

taxation."S The Commission's basic goal of developing a fairer tax sys

tem was widely applauded. 6 

Within this widespread admiration for the Royal Commission's ac-

complishm2nt, initial comrentary on the Report foresaw serious problems 

with the implementation of its reform proposals. The sweeping nature of 
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the recorrmendations and the sheer scope of the tax changes that would be 

entailed was a source of much concern. 7 It was emphasized that such a 

substantial document would require lengthy study before there was any 

rroverrent t()I,Nards its adoption. The Globe and Mail again noted: "As 

Finance Minister Mitchell Sharp said even before he saw it, the sheer size 

of the thing, its incredible scope, its shattering new ideas, will take 
8 

a lot of digestion. No legislation can possibly come of it for rronths." 

Practical and administrative problems were also much discussed. The cen-

tral question for the TOronto Telegram was simply whether or not the re

structured t ax system would work, 9 The Ottawa Citizen wondered whether 

the rationalization of taxation proposed by the Commission could be ac-

complished "without committing new injustices and without stifling incen-

ti ,,10 vee 

. The early media commentary also anticipated the political conflict 

that was to be of continuing importance in the debates and controversy 

on the Royal Ccrmti.ssion. It was recognized that its core recommendations 

offended and threatened powerful interests. The Globe and Mail's Report 

on Business noted: "Sorre of the worst fears of business have been con

firIred. ,,11 Similarly, the TOronto Star emphasized: Many sacred CONS of 

the business world have been gored by the carter Royal Commission on Tax-

ation and the rumblings from that quarter are only a prelude to powerful 

12 lobbying at Ottawa to get the report changed or shelved." The Finan-

cial Post expected that the Cbrnmission would face strong opposition from 

those groups rrost affected by its proposals. The recorrm:mdations on the 

insurance industry, for example, were not unexpected, but would still 
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entail signif icant tax increases for the major companies and would arou-

se considerable hostility. Similarly, the changes in gift and estate 

13 taxation could pose significant problems for the wealthy. 

It was widely predicted that debate over the fate of the Royal 

Conmission would be long and bitter. 14 The governrrent would be faced by 

conflicting forces and pressures. On the one hand, the political at-

tracti veness of proposals that would allow the governrrent to reduce tax-

f th "t b' 15 es or e maJorl y was 0 ~lOUS ~ At the simplest level, those afflu-

ent and corporate groups who could be adversely affected by the reCOIl1lt'eIl-

dations constituted a far smaller lxxiy of voters than the vast majority 

who would benefit 16 and widespread support for the Commission's efforts 

towards redistribution was expected. 17 But on the other hand, organized 

business would oppose the increased taxation it would face. The Toronto 

Star predicted the lines of this conflict: "Vigorous public support will 

be needed to save the report from emasculation at the hands of business 

and financial special interests. ,,18 In addition, while the Tax Analysis 

Unit had ensured that the recormendations were administratively feasible, 

the controversial character of the recomrendations made their implerrenta-

tion politically difficult: "A minority governrrent that will be carning 

up toward another election by the end of 1968 isn't likely to want to 
19 

take too unpopular a line, however intellectually attractive it might be." 

The press releases and statements of the commissioners themselves 

had presented the Report as a system of integrated and interdependent 

proposals. Early press cormentary, however, foresaw little chance of 

the implementation of the recormendations as a package. The r-Dntreal Star 
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argued that "there are just too many pressures, too many conflicting 

interests" so that the Report "would have small chance of total accept-

20 ance. " A parallel was drawn between the Carter Carmission and the 

earlier Porter Royal Carmission on Banking and Finance. That Report 

had also called for a sweeping package of interlinked recommendations 

on crucial issues of econamc policy. Moreover, the govennnent planned 

to proceed with Carter in the same way as it had with the Porter Ccmnis-

sion: draft legislation would be presented after the Report had been 

studied and would then be the subject of parliamentary hearings. Because 

of these similarities, the experience of the Porter Carmission was seen 

as instructive for the fate of the Carter study; the Porter refonn pro-

posals were not accepted as a package, but compromise recammendations 

were adopted in a partial and piece-meal fashion. John Meyer noted in 

the Montreal Star: "There is the very real danger that the same thing 

will happen to the Carter reccmnendations." 21 

Reaction fram the Business Community 

Business response to the Report in the first few days after it 

appeared was mixed and guarded, but by no means totally hostile. A num-

ber of business spokesrren applauded the accanplishment of the Royal Cern-

mission while reserving judgement on its specific reccmnendations. 

Toronto investment executives, for example, accepted philosophically the 

capital gains proposal and were thankful of no greater disruptions. The 

vice-chainnan of the Toronto Stock Exchange cCITlTlented: "I feel relieved 

that the recommendations in general do not drop a bomb on investment con

fidence.,,22 A characteristic response from the accounting profession 
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was that: "While it is too early to evaluate the report fully, the re-

corrm=ndations in general appear sound, and ... they will meet with general 

23 acceptance." This initial relatively favourable, if not overly enthu-

siastic, business reaction was short-lived. On the M:)nday following the 

Friday release of the Re'POrt, the Globe and Mail noted: "Opposition to 

recommendations of the Carter Royal Commission on Taxation errerged yes-

terday as the Canadian business comnuni ty recovered its voice following 

a weekend of anguished study. ,,24 This developing hostility was especial-

ly pronounced from those sectors, such as the resource and financial, 

who would be rrost adversely affected. 

The initial response of the key corporate organizations to the 

Carter Report varied a great deal . In a staterrent released on Sunday; 

February 26, Henri W. Joly, president of the Canadian Manufacturers' As-

sociation, welcorred the recommendation to remove the sales tax on produc-

t ' 't 1--,' f "~-~-'I~ate benefl't to ;T\,dustry. ,,25 lon equlpmen as ~lng 0 ~lll~ ~. He also 

supported the shift of the federal sales tax from the manufacturing to 

the retail level and the abolition of death taxes. 26 However, the C.M.C. 

was opposed to the capital gains taxation, which it felt would discour-

age investrrent and developrent, and to the removal of the dual rate of 

corporate income tax, which would damage small business. Spokesmen for 

the investrrent corrmmity were generally favourable to the Report, but 

worried about its overall effect on the stock market and upon those sec

tors that would lose important concessions. 27 The president of the Cana-

dian Construction Association stated that "the industry is pleased with 

the report and gratified that many of the recommendations in our brief 
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appeared to have received attention. ,,28 He supported recorrm:mdations on 

sales taxes, profit averaging, the treatment of co-operatives and estate 

taxation. It was seen in the previous chapter that the Royal Corrmission 

proposals would affect the various corporate sectors very differently. 

Although facing overall changes to which all business was to became op

posed, the actual effect on the industries represented by the C.M.A. and 

C.C.A. woul d be relatively limited. This partially explains the mixed 

and uncertain first reaction of these organizations to the Report. How-

ever, the situation was far rrore clear-cut for those financial and re-

source sectors that would pay higher corporate taxes under the Royal C0m

mission. Their response was corres:£X)ndingly unequivocal; . From the very 

beginning, the reaction of those industries that had rrost to lose from 

the implerrentation of the Royal Corrrnission was uniformly hostile. Three 

days after the release of the Report, Robert H. Reid, president of lon

don Life Insurance Co., attacked key recorrmendations as "grossly discri-

minating" and as "vicious and unjustified." He argued that the Corrmis-

sion ignored the realities of the insurance industry and noted that his 

COI'Cpany ~uld shortly be making representations to the government in op

position to the RePOrt. 29 The equally quick and equally hostile respon-

se fran the resource sector will be discussed separately below. 

Just as it had been highly important in the initial pressure for 

tax reform, the Financial Post's editorial analysis and extensive cover-

age of the Royal Commission played a leading role in informing the busi

ness community of the reform proposals. 30 Such discussion was a criti

cal precondition of the rrobilization and organization of business opinion. 
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In its lead editorial column entitled the Nation's Business, the Finan

cial Post att ached great importance to the Commission's Report.
3l 

It 

warned "the ' instant experts' who are pontificating about what's bad in 

the recommendations" to recognize the solidly analyzed and well prepared 

nature of the Report. The Post believed the greatest problem of the ex

isting tax system to be its haphazard and complicati ve structure. Fol

lowing from this, it saw great danger in the package nature of the pro

posals: "If the goverrurent handling the refonn legislation is willing 

to be pushed around easily, we can readily end up with another patch job, 

in which sorre Carter ideas are accepted, sorre rejected. If that happens, 

we nay be worse off than when we started." The Post recognized that the 

tax structure must be widely accepted by the publi c and that high levels 

of taxation were an inevitable feature of the m:xiern period. The latter 

factor nade the rationalization of taxation all the rrore important; it 

was stressed "that big taxation is here to stay, and that the incidence 

of taxation, the particular way in which it is incurred, has a very 

great deal to do with shaping our society and with detennining business 

patterns. " The prirrary concerns of the Financial Post were very clear 

in its delineation of the central criteria for evaluating the proposed 

refonns: "Will this tax system give maximum incentive to the people 

whose decisions and activities produce economic health and growth for 

the whole population? Will this tax program be a refonn which will re

sul t in a bet ter growth rate for our whole economy?" 

W. A. Macdonald, a leading '!bronto corporate lawyer, had publis

hed a very important column on taxation in the Financial Post in the 
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period leading up to the release of the Royal Corrmission. Such inforrred 

anticipation had played a critical role in facilitating a speedy and re

asoned corporate reaction to the Report when it finally appeared. 

Macdonald's continuing series on the content and implications of the Re

E2E!:. becarre a highly significant component of ensuing debates. 32 His 

first observation on the Royal Commission was to caution businessmen to 

"keep your aJOl"; deliberations v;ould be lengthy and implerrentation of 

the Report was far from certain. He argued that "in the rreantiIre, care

ful study is the order of the day" and urged the major corporate organi

zations to begin preparation of solid and detailed submissions on the 

Carter ReJ:Qrt, which must include "the kind of study and research which 

will lend real weight to the representations," for presentation to the 

governrrent. 33 Macdonald errphasized the importance of such corporate in

put at this early stage of the process.; it was far better to influence 

the direction of the draft proposals as they were being formulated than 

to atterrpt to change governrrent policy once it had been put forth, "des

pite the oft-stated intention that there will be tirre and opportunity to 

make sul:rnissions against the draft Bill as well as in respect of the 

Carter recornrendations. ,,34 He also underlined that corporate planning 

and investrrent decisions could be much affected and constrained by the 

likelihood of the adoption of key recommendations. Uncertainty in this 

regard could necessitate governrrent assurances of a sufficient transi

tion period. 
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Reaction of the Stock Market 

Fluctuations in the stock market can be seen as important indica

tors of business reaction to changes in economic policy or the general 

economic environment . Market response was seen as a key barometer of 

business confidence and the need to ensure stable and healthy market con

di tions was a crucial constraint on state economic intervention. In 

fact, in the IIDnth before the Report I s publication, the government was 

extremely apprehensive alx>ut its effect: II Senior ministers expect the 

report to be a blockbuster. They are already anxious alx>ut the effect 

which the Carter proposals may have on the stock markets. They are afraid 

that a shaken financial camrnunity will demand quick government reaction 

Ito restore confidence l
."

35 The market was quick to respond to the re

lease of the Royal Comnission. On the day the report was released indus

trial shares weakened in the heaviest recent turnover on the Toronto Stock 

Exchange. This decline was interpreted as reflecting II apprehension alx>ut 

the impact that the Carter Royal Corrmission Report would have on stock 

values when trading resurres M:mday.1I 36 All the major exchanges in canada 

did in fact show declines on MJnday February 27. The sectors that would 

be IIDSt affected by the recommendations experienced the greatest losses; 

among the major corporations whose shares dropped significantly in price 

were Great-West Life Insurance, Inco, Falconbridge, DoIre Petroleum and 

ImperialOil. 37 The resource industries were particularly hard hit: 

"Mining and oil share values dropped sharply yesterday in swift resT?Onse 

to the report of the Carter Royal Corrmission on Taxation. The market 

response indicates that investors believe the outlook has dimmed for 
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Canada's extractive industries. ,,38 More specifically: "Oil company sha-

res have taken the worst drubbing fran the Carter recormendations." 'TI.1e 

'!bronto Stock Exchange Western Oils index fell 2.8% in two days and the 

four major integrated oil corporations suffered declines of $1.50 to 

39 $2.00 per share. 

'TI.1ese immediate declines in the stock markets reflected the per-

ception of investors that the Commission recommendations would have an 

adverse effect on the profits and prospects of major corporations. One 

analyst, however, argued that the immediate fluctuations after the relea-

se of the Report were not that significant; that they largely reflected 

selling by small investors and that the critical question was "adjust

mmts in large holdings over the next six rocmths. ,,40 'TI.1e Financial Post 

was less sanguine in interpreting the short-term market trends. On the 

sharp decline in oil shares, for example, it noted: "Although much of the 

initial selling has been of the emotional type and mainly of small inves-

tors there has also been some 'pretty sophisticated investor selling as 

well', an official of a large investment firm told FP this week. ,,41 At 

the very least, the adverse reaction of the stock market to the Royal Com-

mission certainly- 'does indicate significant business unease and apprehen-

sion. 

'TI.1e drop in share values was a major focus of early editorial corn-

42 
mentary. 'TI.1e fluctuations were seen as indications of significant un-

certainty as to future prospects, especially of those sectors that Y.Duld 

be ITOst affected, if the reccmrendations were enacted. 'TI.1e problem of 

business uncertainty was much discussed during this early period. 'TI.1e 
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Globe and Mail, for example, noted that with the expected difficulties of 

impl ementati on and the unlikelihood of total acceptance of the refonn 
43 

package business was "plunged into a guessing game of uncertain duration." 

Similar concerns were voiced by W. T. Brown, president of the Investment 

Dealers Association. He had predicted the adverse reaction to the Report 

in the stock market and added "that until there is a policy statement 

from the Government, there is considerable danger of a hesitation in all 

Canadian security markets . ,,44 This business uncertainty and the related 

stock market gyrations were of great concern to the government ~ As pre-

viously discussed, one of the critical priorities of state economic po-

licy is the maintenance of business confidence and a stable and attrac-

tive climate for investment. While this confidence certainly has an ethe-

real quality the pressure on the government to sustain the conditions 

perceived as optirrn.Jrn by business is nonetheless very real. The fact that 

the initial reception of the Royal Commission revealed significant busi-

ness alanm and anxiety was definitely one factor encouraging the govern-

ment to be cauti ous -in its study of the recommendations . 

Conclusions : Fi rst Reaction to the Royal Commission 

The imrediate reaction of business to the Report was sanewhat 

hesi tanto There was general admiration for the Carnrnission I s contribution 

to the understanding of public finance, but IIEIly corporate spokesmen felt 

that it was too early to precisely foresee the full implications of the 

refonn proposals. For this reason, many organizations withheld ccrrrnent 

until succeeding weeks. The response of those business executives and 

groups who did ccmnent was very much shaped by the position of their 
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specific industry. It was from those sectors whose tax burden would not 

be drastically altered and who would benefit from the overall rationali-

zation of the tax system that the initial reaction was vaguely favour-

able, albeit with grave reservations and qualifications. By contrast, 

those industries that would face large tax increases were strongly op-

posed to the recomrendations from the beginning. 

A further issue that was to be of ongoing significance was the 

regional context within which the conflict on tax reform took place. 

From the very beginning, opposition to the Roya.;L Conmission was parti-

cularly strong ~ Western Canada. Business spokesm:m from the major 

Western cities were greatly concerned over key recom:rendations of the 

Commission; capital gains and other taxes on wealth, and the elimination 

of resource incentives were seen as real threats to regional economic 

45 development. On this latter issue, for example, a cammon view was: 

"Canadians from the West and North may read also with a great deal of 

anxiety. The provinces and territories have pinned high hopes for de-

velopment on the mining industries, but the corrmission seems to look very 

philosophically on shift of invest:nent with other activities. ,,46 Similar 

concerns were reflected in editorial comrentary from leading Western 

newspapers during early March. 47 These anxieties and concern over the 

effect of the recommendations on regional economic development were to 

shape the policies and role of provincial governments, especially those 

of the West, throughout the process of tax reform. In addition, the 

provinces were uneasy about Commission recommendations to further centra-

lize fiscal power at the federal level. 
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There was also considerable business discussion of state deliber-

ations on the Royal Comnission and reform. In March of 1967, Finance 

Minister Mitchell Sharp was engaged in a detailed study of the Report and 

there would be no official pronouncements until government policy was 

formulated. It was expected that "a special team of officials, probab-

ly headed by a junior minister, will be up to handle the expected flood 

of public reaction to the Carter recorrm:mdations. ,A8 This group would 

be based on the Tax Analysis Unit within the Departrren.t of Finance that 

had been a-t work on the carter prq:osals since late 1965 . The govern

ment's planned timetable was to receive public representations and hold 

discussions with the provinces during the spring and su:rrner, put forth a 

detailed S(2t of proposals in the form of a White Paper in the fall, and 

after public discussion of this document began final i.rrplerrentation in 

1968 . Again, the Macdonald Financial Post column succinctly surnnarized 

business thinking on how the governrrent should proceed. 49 Most i.rrportant

ly, he argued that the government must not act precipitously; it must 

"resist all pressures, however insistent or persuasive, for any legisla

tive response to the massive, visionary, carter report . " In the govern

ment's examination of the Report, "the rrost careful thought will have to 

be given to the means of receiving effectively bri efs from interested 

firms, individuals and associations. Seriously prepared briefs must be 

assured of serious and effective hearings." There was considerable un

ease within business circles on this issue; the joint conmittee of the 

legal and accounting professions had long been unhappy with the existing 

rrechanisrns of input to annual budgetary tax changes. The corporate sec-
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tor was most anxious that its submissions be assured of an influential 

role in the policy process. The Business Quarterly stressed that the 

Carter proposals were only recorrmendations and "hoped that views of Cana

dian business will be expressed and taken into consideration before this 

most illlportant choice is made by the governrrent" on how to proceed. 50 

Macdonald suggested that the close involvement of the Tax Analysis Unit 

wi thin the Departrrent of Finance with the Royal Comnission may bias them 

in favour of the reform proposals. The Economic Council of Canada, with 

its concern for overall economic policy goals, could be a useful organi

zation to ensure an objective analysis of the recommendations. Macdonald 

again strongly argued that the governrrent rrust not proceed directly to 

draft legislation. Th~ general pararreters of governrrent policy on the 

Corrmission and tax reform rrust first be stated and debated: "This \'IK)uld 

seem to call for something in the nature of a governrrent White Paper 

putting the report in the context of a rruch more cohesive national poli

cy for social and economic goals than exists at the present tirre,:5l 

II. Mobilization of Corporate Opposition to the Royal Commission 

The tempo of reaction to the Royal Corrmission radically changed 

wi thin the first weeks following its release. During the first few days 

editorial cOIIIl'entary perceived some problems with the Report, but was 

generally posi ti ve. At the sarre tirre, business reaction was mixed and 

guarded, but at least somewhat favourable. In his study of the politi

cal conflict and debate over the Carter Commission, Bossons argued that 

this situation was very shortlived and that this initial corporate res

ponse quickly solidified into general opposition. 52 He characterized 
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this next phase "as primarily consisting of the expression of two types 

of concern: (1) a realization on the part of professional tax counsel-

lors of problems which would arise in implerrenting the Report's propo

sals, and (2) a realization on the part of adversely affected speci al in-
53 

terest groups of the potential financial cost to them of these proposals . " 

Initial hesi tation over the Commission's scope quickly began to harden 

into strong objections to its central elerrents. This grCMing opposition 

was expressed in a number of forms. Forrrer Conservative Minister of 

Finance Donald Fleming spoke to the Empire Club in TOronto in March. 54 

He condenmed the extrerre nature of the recomrendations and was finnly op-

posed to the all inclusive nature of the cornprehensi ve tax base, capital 

gains taxati on and the elimination of resource concessions and the spe-

cial position of insurance cc:xrpanies . Other articles in the business 

press attacked the recommendations on capital gains55 and the treatment 

of for~ign capital. 56 A common argument on the latter issue was that 

"Carter's proposals in this area raise enough doubt in the mind of the 

foreigner to question whether Canada would remain an acceptable area for 

investment . ,,57 

The major corporate organizati ons were quickly at work formulating 
58 

their analysis of the Royal Commission for submission to the government . 

A special carmi ttee of the Canadian Institute of Chartered Accountants 

and the Canadian Bar Association was studying the Report in March, 1967. 

Tax experts called for arrple t.i.Ire "for detailed examination and further 

public submissions" on the Report. 59 The role that tax professionals 

could play in the formulation of a concrete and sophisticated response to 
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the Royal Corrmission was frequently stressed. For example, the Tax Re-

view column of the Canadian Chartered Accountant noted: "It is hoped 

that this co1urnn will be able to provide, in the ensuing rronths, sOIre 

assistance in the understanding of the Report and sorce comfort to those 

60 who feel that they are adversely affected." Tax experts also caution-

ed that submissions to the governrrent must be properly prepared. 

Once the Royal Corrmission had so amply docurrented the inadequa-

cies of the existing system it had made fund.amental refo:rm inevitable. 

In the face of such a comprehensive analysis those who disputed the Re-

~ must be prepared to devote lengthy stu::ly to the developrent of so

lidly supported argurrents. If critics hope to influence the de1ibera-

tions on the reform proposals, "it will be amply evident that those who 

wish to see certain modifications made will have to do their homework 

11 ,,61 we , 

NJt only was corporate opposition increasing in inte~ity, but it 

had also begun to coalesce around a number of distinct · issues. As in 

earlier stages, the Canadian Tax Foundation played a particularly cen-

tral role in the elaboration of business policy and its deliberations pro-

~ided a good indication of these errerging therres wi thin corporate think-

ing on the direction of tax reform. 

The nineteenth annual conference of the Canadian Tax Foundation 

held in Tbronto April 24-26, 1967 was entirely devoted to the discussion 

of the Report of the Royal Corrmission on Taxation. There were the rreet-

ings that had been continually postponed as the completion of the RePOrt 

was perpetually delayed. The importance of the Foundation in facilita-
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ting and encouraging a sophisticated approach to tax reform within the 

higher circles of the corporate economy has been stressed in earlier 

chapters. This conference carre at a particularly i.rrportant juncture in 

the policy process; it provided the first oPIX'rtuni ty for a detailed and 

comprehensive analysis of the Commission proposals. 62 OVer 1700 parti-

cipants heard prominent lawyers, accountants, corporate executives and 

academics examine the implications of the recommendations. 63 The con

ference was also extensively attended and its discussions closely fol

lowed by government officials. A number of speakers emphasized that the 

Foundation's responsibility for the analysis and development of fiscal 

policy had never been rrore i.rrportant than with the publication of the 

Royal Commission: J. R. M. Wilson, F .C.A., president of the C.LC.A. 

stressed that the public were "looking to the rreetings for the next three 

days for the inforrred, critical appraisal ' of the recomrendations of the 

Corrmission ,,64, and Phillip Vineberg, Q.C., chainnan of the C.T.F. stated 

"today we're concentrating our attention on a Report which, whatever its 

final outcome is bound to have a vital impact upon the future evolution 

of the fiscal system of Canada. ,,65 In addition, the conference was a 

highly authoritative forum whose deliberations would carry considerable 

weight in the subsequent developrrent of tax policy. In opening the gener-

al session on the taxation of corporations, H. Marcel Caron, C.A., vice

chainnan of the C.T.F., noted: "OUr rreetings on this Royal Corrmission 

Reoort carry, this year, a paranount responsibility. We are no doubt 

shaping our t ax system of torrorraw." 66 He then argued that change in tax

ation and other policy areas was inevitable and that it was for "construc-
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tive business leadership" to guide the optimal course and direction of 

change. In this regard, "I believe this gathering and the Foundation re

search staff can, and must, accept this challenge and offer objective 

guidance to our political leaders. ,,67 'nUs point was reiterated in Vine

berg's introduction to the closing general session: "And with no group 

more than this one will the responsibility lie in determining the future 

evolution of the recc.mrendations made by the Carter Report . ,,68 

opposition to the Commission's Basic Framework 

A cormon theme wi thin prevailing business criticism of the Carter 

Report that was also much discussed at the C. T.F. conference was the be

lief that the changes proposed by the Comnission were simply too sweeping 

and revolutionary in character. Howard I. Ross, a M:mtreal chartered 

accountant, was greatly worried by the possible economic dislocations 

that could result fran such major alterations: "In my view, our economy 

is too delicate, too complicated, too unpredictable an organism to jus

tify us in introducing violent and radical changes, however confidently 

supported by a priori reasoning." For this reason, he concluded "I have 

great doubts as to whether they have produced a practical program which 

could, or should, be put into operation over anything but a very long 

period of time . ,,69 These themes were reiterated at the conclusion of 

the conference in the surrrning up address of H. E. Stikema.n, leading cor

'porate lawyer and tax authority. Mr. Stikema.n recognized the serious in

adequacies of the existing system, but argued that "over the years the 

poll ticians and businessmen have managed to evolve a more or less work

able compromise." 70 As problematic as the existing system may have been, 
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business had nonetheless been able to adapt to it: "it is true that the 

present structure does not always make sense, but at least we know where 

it does not make sense and can plan accordingly. Under carter we do not 

yet know. 'Ib jettison this overnight, which is really what embracing the 

carter Report arrounts to, would administer a shock to all canadian tax-

payers. " The key question was whether the advantages of rationalizing 

the tax structure would outweigh "the cost in tenns of dislocation, bus i-

71 ness uncertainty and all the attendant unpleasantness." Mr . Stikenan 

answered in the negative i it would be far better to adapt the existing 

system by incorporating the rrore useful carter recormendations. The 

sweeping nature of the Report was also conderrmed for its apparent cate-

gorical rejection of the existing structure: "The Chairman has been quo-

ted, in a press interview, to the effect that the Corrmission l?roceeded 

as though it were starting from scratch, with a clear slate. ,,72 Mr . 

Stikeman argued that "the rrost serious flaw in the approach of the Re

~ is the ill usion that one can devise a new tax system for canada in 

a vacuum." 7 3 Tax reforms could not ignore the existing structure, pro-

blernatic as it was. Stuart D. Thorn, Q. C., a prcrninent 'Ibronto lawyer, 

stressed that this fails to recognize that the tax system is shaped by 

a complex of forces, not least of which is the pressure of specific so-

cial and economic interests to minimize their particular tax burdens. 

Mr. Thorn concluded: "The Corrrnission, having set itself to design a new 

system, may have attempted a task that simply cannot be accomplished, for 

no other reason than that tax systems are not designed. Rather the corn-

plex of tax laws grows as a consequence of pressures from many directions 
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over a period of years. ,,74 A related corrrron criticism of the Corrmission 

was that it was too theoretical. Its analysis may have been solidly ba

sed in accepted economic theory of public finance and logically coherent, 

but the practical application of its rrodel to the Canadian economy had 

not been derronstrated. 

There was also extensive opposition to the concept of the major 

reccmrendations as an integrated and interdependent package. Business 

opinion was virtually unaninous that the proposals could not be accep

ted in their totality; that the change would be too drastic and the over

all effect too unpredictable. Because of the great pressure that the 

key proposals were coming under, it was argued that the package nature 

of the Comnission would hinder its implercentation: "In such circumstan-

ces, might the tight interlocking of the various major components of the 

Report prove to be a fatal inflexibility." 7 5 Since such severe problems 

were seen as resulting fran its central proposals and they could only be 

irnplercented as a whole, must then the overall frarrework of the Comnission 

be rejected? W. A. Macdonald blarred the Corrmission itself for the large 

numbers who supported this position: "The Corrrnission has pressed hard -

I think too hard - that we must take all or nothing. The result of this 

ploy is that quite a number of people are opting for nothing. ,,76 A se

cond school of thought recognized that the core proposals, especially 

the comprehensive tax base and integration, were closely related and were 

the focus of great controversy. This position condemned the idea that the 

proposals had to be accepted or rejected as a whole. It was argued that 

opposition to certain key reccmrendations should not prevent other useful 
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changes from being considered and implerrented on their own. 77 Both scho-

ols saw little chance for the acceptance of the Corrmission' s central pro-

posals and pr eceived adapt ion of the existing structure rather than the 

wholesale reform of the Corrmission as the direction to take. 

Faced with this trernerrlous controversy, the chairman of the Royal 

Ccmnission made a very important qualification to its prograrcu:ce. "Great 

attention has been given to the 'package' concept, as we intended. It 

rnay well be that the finmless of this concept has been sorrewhat oversta-

ted in the public discussion which has occurred up till nCM. The Report 

nowhere has been so arrogant as to propOse that it be accepted or rejec

ted in toto." 
7 8 This was interpreted in the business press as a very sig

nificant moderation of Ccmnission policy.79 Writing in the Financial Post, 

W. A. Macdonald described Carter's attempted "back-off" from the package 

concept as "very probably the single rrost important outcorre" of the con-

80 ference. He further argued that Carter's concession rnay have represen-
81 

ted "the rrost accurate weather vane of hCM the report is faring so far." 

This was so because the fundamental principle of the comprehensive tax 

base, upon which the entire structure of recc::mrend.ations was based, had 

attracted far rrore criticism than the commissioners had foreseen. 

A great deal of hostility to the overall principles and priori-

ties of the Corrmission had also quickly errerged. This was well exempli-

fied in a speech by W. o. Twaits, president of Irr'q'?erial Oil: "the over-

whelming question raised by the six vol1..llI'es of the Report and its suppor

ting studies is really one of social philosophy. I suggest to you that 

the Corrmission was neither required, nor constituted to present a social 
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82 plan for Canada." A stronger case against the Royal Commission's phi-

losophy was developed by J. R. Petrie, a 1vbntreal consulting economist, 

former Department of Finance official and leading tax authority .83 He 

likewise stressed that "the rrost irnpJrtant feature of the Carter Report 

is the tax philosophy that it is recormending,,84, which was "dominated 
85 

by a fervent and idealistic dedication to the principle of tax equity . " 

Dr. Petrie's fundamental objection to the Commissi on's approach was that 

it ~uld entail a drastic reordering of the economic structure, with a 

great extensi on of goverrnrent control and planning and a resultant "cer-

tain arrount of economic regi.rrentation and restriction of freedom of 

choice in such matters as saving and invest:Irent. ,,86 

In opposing the overall philosophy of the Royal Corrroission, the 

business community also rejected i ts ordering of priorities; above all 

the primary emphasis . on equity . This was emphasized by W.o. 'IWai ts : 

"Perhaps the underlying problem here is the question of ' equity', so 

fundamental in the Corrmission's thinking, so attractive as a social ob-

jective and so utterly impossible to define in practice as even the 

Report reveals. ,,87 It was argued that the Commission's overriding can-

mit:rrent to equity was not supported by public opinion; Harold Buchwald, 

Q.C., a Winnipeg lawyer, concluded that "the Comnission' s concepts of 

equity and the primary rrotives and desires of Canadians are really not 

tibl ,,88 campa e. Business spokesmen objected to the concept of equity 

itself, arguing that it was vague, totally subjective and had different 

rreanings for different people. It was argued further that key changes 

in the taxation of wealth proposed by the Commission were themselves 
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inequitable . Mr. '!Waits, for example, disputed the legitimacy of gift, 

estate and capital gains taxation: "Is it consistent with equity to tax 

the man who works and saves as hard as the non-saver? Is it equity to 

tax the innovator, the entrepreneur at the sane rate as the drones in 

society?" 89 Business argued that the governrrent would have to choose bet-

ween redistribution and the economic costs of this socially desirable re

sult. 90 The journal Executive left no doubt as to where it, and a size-

able proJ;Ortion of Canadian business, stood on this issue: 

On the surface of it, the Carter ReJ;Ort is a very humane 
dOClm'eIlt and, very largely, it has been greeted thus by 
the press. There is no doubt, however, that it is one 
which, if lirplerrented fully, might undennine our rema.ining 
urges to personal ini tiati ve, cause the brain drain to 
becone a flood, and allow an already pervasive Governrrent 
to scrutinize our every action that hints of producing per
sonal profit . 91 

The editorial further argued that the Report's prescription for tax reform 

must be seen in the context of rapidly increasing state intervention and 

expenditure, declining work commi t.rrent and governrrent social assistance 

far in excess of basic needs. Expanding on this therre: "let us state 

just as clearly, the Carter Report tends to penalize achievement - a cour-

se perilous to this nation." The heavier burden on high income earners 

was also decried: "They are the spark plugs of this country and, at 

this rrorrent, we need rrore of them. ,,92 While such argurrents were certain-

ly within the rrore conservative spectrum of business opinion, there was 

a clear consensus that the Commission had got its priorities wrong; that 

the fundarrental goal of a tax system and of its reforrmllation must be 

the maintenance and stimulation of economic growth. Even if equity was 



469 

accepted as a basic goal of taxation, many argued that it could best be 

achieved by rreans of stimulating rapid economic growth rather than thro

ugh redistribution. 93 Finally, W. A. Macdonald criticized the Corrrnis

sion's radical approach to this objective: "I find the charge that the 

undoubted inequities of the present system can only be reduced by revo

lution rather than in a more evolutionary manner to be a long way fram 

proven. Also, the equity results which would be achieved are, so far as 

I am concerned, far fram clear. ,,94 

The Taxation of Wealth and the Minority Rep:?rts of the Royal Ccrrmission 

Corp:?rate opp:?sition to specific prop:?sals had also intensified; 

among the most consistent and heated hostility was directed against the 

canprehensive tax base. One feature of the Royal Commission that was at

tracting a significant amount of attention in this regard was the two 

minority rep:?rts su1:mitted by canmissioners Beauvais and Grant. 95 It 

will be recalled that both minority reports were concerned that the full 

taxation of capita'1. gains and the inclusive ·nature of the comprehensive 

tax base would limit investrrent and dama.ge economic develotmmt. They 

consequently reoorrrrended modifications to tl?-e Corrmission prop:?sals, such 

as only .a partial or reduced level of taxation of capital gains, that 

would soften their impact. 

These recommendations of the minority rep:?rts were often approv

ingly cited by critics of the Commission recorrrrendations for the taxa

tion of wealth. A Toronto Telegram editorial, for example, argued that 

"canada stil l desperately needs risk capital, as the dissenting corrm:mts 

of one of the comnissioners made clear." 96 The sarre p:?int was made by 
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the author of one of the minority refX)rts when int erviewed by the Finan-

cial Post: "Grant emphasized canada I s growth and said that he thought 

ful l taxation of capital gains too stringent and liable to inhibit in

vestrrent in canada." 97 The Financial Tines comrented on the significan-

ce of the minority refX)rts: "If interpreted literally, their objection 

to the scope of the comprehensive tax base as defined by the majority 

could seriously weaken or destroy the basic foundation on which the 

carter tax system is based. ,,98 A rrore limited explanation of the impor-

tance of the minority opinions was also being put forth: "if interpre-

ted less strictly, the minority refX)rts could be viewed as accepting a 

rrodified comprehensive tax base. ,,99 The dissenting corrmissioners them-

selves supported this view: "Neither Beauvais nor Grant believes that 

the minority refX)rt strikes at the fundaIrental underpinnings of the ma-

. . t rt ,,100 ed b th . . 1 Jorl y refX). Most tax experts survey y e FmanCla Post ar-

gued that the minority recommendations could easily be incorfX)rated into 

the main RefX)rt and that "the rrollifying effect of the capital gainS taX 

ptofX)sal would be welcome. ,,101 

While there was serre disagreerrent on the impact of implerrenting 

the minority refX)rts, their fX)li tical consequences in the d~tes raging 

on the Royal Corrmission were quite important. The minori ty reservations 

weakened the force of the majority recomrendations. l02 At the extrerre, 

they threatened the fundamental principle of the comprehensive tax base; 

at the least, they would rrodify its key components and entail a less ex-

acting taxation of wealth. In either case, they were certainly seen as 

authoritative pleas for the moderation of central elerrents of the reform 
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proposals. It was in this regard that the minority reports were much 

discussed and favourably cited by business comrentary in support of their 

opposition to full capital gains and the comprehensive tax base. 

The comprehensive tax base was also a central focus of the discus

sion at the April Conference of the canadian Tax Foundation. Reaction 

to this radical concept ranged from guarded and partial approval from a 

minority to outright opposition from the majority of speakers. Opening 

the general session and representing the former response, Howard Ross 

we1corred the Conmission' s inteption to widen the base of personal income 

taxation: "What kind of social justice is 'this, where those who work 

are taxed, while those who make profits unintentionally, go free?" How

ever, he was far less enthusiastic about the rrethod recornrended: "But if 

the Conmission is right in broadening the base, I have serious doubts 

about the way they propose to do so •.. The Gertrude Stein-like concept of 

'a buck is a buck is a buck; is ingenious and daring - but is it not 

also dangerously doctrinaire? Here - as elsewhere in the Report - one 

may wonder whether the Commission's treat:rrent of taxati-on is not exces

sively ideol ogical." Far nore pervasive were argurrents that all sources 

of incxxre were not alike, that capital and incorre must be distinguished 

and that the full taxation of all property gains would have disasterous 

consequences for incentives and investment. 

Discussion at the conference of capital gains tax echoed the con

cerns expressed in the minority .reports of the Royal Corrmission. H. o. 

Spindler, C.A. chainnan of the panel on capital gains noted that "the 

Conmission's recommendation to tax realized capital gains at full rates 
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103 
was so unexpected that it appears to have knocked people off balance." 

Other participants accepted that sorce fonn of capital gains tax had been 

widely expected for sorce tine, but strongly objected to its full taxa-

104 tion at progressive rates as proposed. '!his was well stated by P. N. 

Thorsteinsson, a Vancouver lawyer: "In camon with Corrmissioners 

Beauvais and Grant, I agree that capital gains should be taxed, but on 

a basis of sorce preferential treatment that recognizes the significance 

of incentive in decisions about risk-taking!,lOS W. O. 'IWaits argued 

that there was "no reason to change the long-established view that the 

taxation of capital gains is basically inappropriate for a country de

pendent on capital imports. ,,106 The majority of speakers also argued that 
107 

gifts and estates should not be included in the comprehensive tax base. 

In surrmary then, whatever limited degree of support there was 

for widening the tax base and for the specific recommendations on the 

treatment of capital gains, gifts and estates, virtually all partici-

pants opposed the total inclusion of all gains from these sources in the 

base for taxation at full progressive rates. There was consistent and 

sustained hostility to the harsher taxation of wealth entailed by the 

Gomrnission's proposals. The opposition to the comprehensive tax base 

was often expressed in severe ideological terms. Harold Buchwald, for 

example, proclaiIred "I resent and intend to resist this unnecessarily 

ext nded . t' f 1 ir\OY'i- and .. t' ,,108 e expropr~a ~on 0 persona pro~~y acquls~ ~on. Toron-

to lawyer John G. McD::mald, Q.C., objected to the proposed taxation of 

property gains when taxpayers leave the country: "I believe that we 

should all oppose, in the strongest possible terms, the introduction of 
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Gestapo techniques for the collection of tax from Canadians who wish to 

retire outside the country.,,109 

Incorre Taxation 

Specific ,recommendations on personal and corporate income taxati

on had also begun to attract considerable criticism. There was, f or ex

ample, widespread corporate hostility to the all-inclusive application 

of the wider tax base . W. A. Macdonald condemned the "puritan quality 

in the Commission's zeal to leave virtually nothing out which might be a 

benefit" and what he terrred the Comnission' s double standard - its har

sher treatrrent of the higher income strata. 110 He particularly objected 

to the stri cter limitations on stock option benefits, over which there 

had been a great deal of conflict the previous year, and on expense ac

counts . On the latter: "I regard the repressive and arbitrary approach 

to travelling and entertainment expenses as both unrealistic and irres

ponsible in its unsubstantiated suggestion that unwarranted expense ac

count living is sucp a pressing problem that it can only be dealt with 

in a way which is in basic conflict with the equitable objective claim

ed by the Comnission. ,,111 Macdonald captures the underlying tone of 

corporate objections to the Corrmissi on' s approach; worrying about a "pic

ayune and hair-splitting approach" and implying visions of "a twenty

four hour a day Big Brother world. ,,112 NJt surprisingly, a nt.llnber of re

carnmendations, such as reduced top marginal rates, more generous avera

ging and the general simplification of the personal income tax structure, 

were applauded. However, it was also realized that these recommendations 

which could benefit higher income strata were dependent upon the wider 

tax base and other core proposals to vIDich business was strongly opposed. 
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It was recognized that the proposed system of integration would 

solve the persistent problems of double taxation of corporate surplus and 

would be of major benefit to shareholders. However, regardless of these 

advantages, integration was too radical a change for most commentators, 

especially as it was so closely interlinked with other central recommen

dations. George Tamaki, a M:mtreal corporate lawyer, stressed the latter 

point: "A tax at progressive rates on share gains plus a further tax on 

successions is a high price to pay for integration of corporate and per

sonal tax.,,113 Tamaki suggested that the flat 15% withholding tax on di

vidends favoured by the Canadian Institute of Chartered Accountants and 

the Canadian Bar Association would be pref~rable.114 The necessity of a 

thorough rationalization of corporate taxation was widely accepted. But 

just as integration had been regarded as too high a price to pay for the 

elimination of double taxation, so too were the major recorrrrendations 

for a more efficient and neutral system seen as being too disruptive and 

restrictive . The COmmission was heavily criticized for applying its prin~ 

ciples in a rigid and doctrinaire manner. Stuart Thorn, Q.C., a Toronto 

corporate lawyer, argued that whatever the logic of the principle of in-

tegration may have demanded, "it is a flat distortion of reality to ig-

nore the legal and practical existence of the corporation and its enormous 

importance as a taxpayer in itself. ,,115 Thorn also expressed the cormon 

worry that conflict over reCClITlrendations to which business objected would 

hinder necessary reforms in less contentious areas: '~e should be great-

ly concerned that, as a result of de-emphasizing the corporation as a tax-

payer in its awn right, the necessary and urgent reconsideration of busi-
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ness incorre may becorre tied in with, and held back by, the controversial 

proposal for the full integration of personal and corporation incorre for 

tax purposes. I cannot think it necessary that the two matters must 

stand or fall together, and it will be most unfortunate if business in-

116 corre does not receive the early attention so urgently called for." 

Many speakers to the C.T.F. Conference were uneasy with the Com-

mission's emphasis on neutrality. The elimination of the dual rate of 

corporate taxation was seen as an excessive and rigid application of this 

principle. In speaking on this issue, F. G. TcMnsend, C.C., argued: "If 

it were not for three or four more controversial features in the Report, 

it is likely that the proposal to eliminate the low rate of tax on the 

first $35,000 of taxable incorre would have drawn much more critical atten

tion than it has to date. ,,117 He further argued that the abstract prin-

ciple of neutrality must give way to wider social objectives of taxation 

and "the fact that what we can call apparent equity may be more accept-
118 

able than a rigorous equity based on technical analysis or assumptions." . 

It was stressed that small businesses played a vital role in the economy 

and would be severely damaged by the loss of the lower rate. Corrrcenta-

tors did not object to the elimination of the dual rate as such (it was 

accepted as a reasonable simplification), but argued that more generous 

concessions than the Commission proposed were necessary to make up for 

its 10ss.119 

In the narre of neutrality, the Royal Comnission had also proposed 

major changes in the taxation of financial institutions. The banks were 

uneasy about restrictions on their allowable reserves and losses and the 
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trust corrpanies and mutual f1.ll1ds, while not directly affected, were ap-

prehensive about the major changes in the overall environment for the fi

nancial sector . 120 It was the major life insurance companies that would 

be most drastically affected and their representatives were most forth-

right in opJ;X)sing the Report. G.P .S. Clarke, vice president of Manufac-

turers Life Insurance, argued that the Commission's approach to the in-

' d try , ct' 1 d ' f ibl 121 J A Turk ' surance In us was lltlpra lca an In eas e. .. , managlng 

director of the Canadian Life Insurance Association, stressed that "the 

Re rt 1 t 1 t ' , I' f ' t t' ,,122 po proposes a comp e e revo u lon In l e lnsurance axa lone He 

was highly critical of the Commission for not analyzing the specific fea-

tures of the industry; that it provides an insurance as well as saving 

mechanism and -that social priorities such as the provision for dependent 

survivors as well as purely economic factors must be considered. He no-

ted that the insurance companies were preparing their detailed study of 

the Report for submission to the goveI'I'1!rent: "They realize their respon-

sibility to the 11 million Canadians now insured with them to stress the 

.importance of equitable taxation of life insurance. ,,123 

The effect of the recommendations on foreign capital in Canada 

and Canadian economic activity abroad first attracted extensive attention 

at the conference and were to becorre major themes in continuing business 
124 

pressure against the Report. There was significant opposition to the 

proposed heavier taxation of non-resident investment and frequent pre-

dictions of the adverse economic impact of such a change. Mr. Davies of 

Rio Tinto-Zinc warned that in a capital-short worl d "this is not the kind 

of climate which is attractive to overseas capital. ,,125 He echoed the 



477 

common belief that such restrictions would severely damage the economy: 

"I can only hope that the un-canadian basis of this Report will be rum

bled by Canadians before it is too late for them to canplain. otherwise 

they will find that they have been sold the safety and mediocrity of a 

Scandinavian socialism, which at the present stage of its develo:prent 

would be to my mind a disaster for Canada. ,,126 There was also consider

able opposition to the harsher treatment of international companies ba

sed in Canada . Speaking to the general session on corporate taxation, 

H. A. Hampson , vice-president of Power Corporation, errphasized the unde

sirable nature of these recornro::mdations: "The net effect would be to 

drive such companies as Massey-Ferguson and Moore Corporation out of cana

da. This would be regrettable since business trends favour the errergence 

of large international corporations and since one of the better ways for 

canada to make herself felt in the world is to develop a few such corpo

rations of her own. ,,127 It was predicted that the i.rrplerrentation of re-

commendations in these areas would place considerable strain on tax trea

ties and fiscal relations with other countries. 128 A familiar business 

therre was that the canadian tax system could not get far out of line with 

other countries and nrust not be allowed to reduce the international corn-

peti ti veness of Canadian industry. 

Surrmary: First Debates on the Carter Corrmission 

In the first f ew rronths following its release, corporate opposi

tion to the Carter Report had significantly increased and had solidified 

around a number of key therres. The great majority of businessrren rejec

ted the Corrmission as the guiding framework for refo:rm and argued instead 
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for changes wi thin the existing tax structure. There was also consider-

able hostility to the basic principles and priorities and the central re-

comnendations of the Report. Majority corporate opinion was well sum-

rnarized by W.o. Twai ts. He argued that problems in the practical appli-

cation of the reform proposals and particularly their failure to provide 

sufficient stimulation for econanic growth were so severe that the Reoort 

must be rejected: "To be blunt, the inequity of the proposals, together 

wi th the unreality of the concept of allocati ve neutrality, would make it 

very difficult indeed to irnplerrent or administer them within the canadian 

framework ... I must came to the conclusion that the basic philosophy and 

therefore the total concept is not only unacceptable, but impractical. 

It does not, in short, provide the essential stimulus for a dynamic eco-
129 

nomy which even the present system with all its imperfections has done." 

As pervasive as this opposition had became, there were still im-

portant differences of emphasis and sophistication within the business 

comnuni ty . As argued above, a good indication of the state of corporate 

opinion was pr ovided by the intensive deliberations of the April meetings 

of the c. T • F . This was outlined by Philip F. Vineberg, Q. C., chairman of 

the canadian Tax Foundation: "It is already apparent at the surrrning-up 

stage that we have not achieved unanimity of opinion. There is room for 

difference of viewpoint. I hope you are all now agreed that the differen

ces are inforrred - better inforrred than they were before. ,,130 There was 

also the oft-stated admiration for the accomplishment of the Commission: 

as Vineberg stated, "there is no denying the great admiration that every-

one feels for the high quality of intellectual attainment reflected in it 
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and for the reasoning ability and analysis which it portrays. ,,131 MJre 

importantly, there was qualified support for many of the central recorn

rrendations. In his sUIrnlation, Vineberg concluded that this group, whose 

attitude he characterized as "Yes, but ... ", represented the largest scho

ol of thought at the conference. This fontnllation is reasonable in the 

sense that very few speakers totally condenmed the Corrmission as being of 

no value. But the narrow limitations wi thin which rrost support for the 

Report was expressed must be emphasized. Vineberg's yes category must be 

seen as being highly limited: as general agreerrent that rationalization 

of the tax system was necessary and inevitable, as praise for the intent 

of the Conmission in this regard, and as acceptance, with varying degrees 

of enthusiasm, of specific recornrendations. The but was far rrore funda

rrental: this entailed widespread reservations about the guiding princi

ples and parameters wi thin which the RePOrt was organized, the full impact 

and particular form of the core proposals, the interdependent character 

of the key recontrendations and the sweeping scope of the reform package 

as a whole. For example, rrost participants accepted, however grudgingly, 

that sorre type of capital gains tax was inevitable. But the great major

ity strongly opposed the form proposed by the Comnission: the total in

clusion of capital gains in the comprehensive tax base for taxation at 

full progressive rates. Likewise, there was virtually unanirrous appro

val for reducing the top rates of personal income tax to 50%, but great 

misgivings with the closely linked proposals for integration and a wider 

tax base. 
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The beginnings of a defense of the Royal Commission analysis and 

some of its key recommendations, especially against less-informed and 

simplistic at tacks, began to emerge for the first time at the C.T.F. con-

ference. The former chairman of the Corrntission urged foundations parti-

cipants to adopt a broad perspective in their consideration of the Report: 

"In your appraisal of the reccmrendations you will, of course, compare 

them with the present system. I urge that in doing so you do not accept 

what we na.N have without a very critical lex>k. We have considered that 

our task was to find the best, not to patch up the present. ,,132 He em-

phasized that the wider tax base and the rerroval concessions, preferen-

tial rates and lex>pho~es were essential to the overall reforms, especial

ly to the recorrmended lower rates of taxation. Critics must lex>k beyond 

the narrow interests of those 'who had long benefited from the lex>pholes 

in the existing system: "If we are not prepared to place the national in-

terest ahead of our own, there can be little refonn resulting from this 

133 or any other Report." Mr. Carter was clearly aware of the reception 

which the Royal Commission had received to that point. He comrented on 

the highly politicized and personalized nature of the attacks on the Re-

r?9!!.: "Recently I have observed myself to be branded as a socialist, a 

cormrunist and even a conservative - that's with a small ' c'. All I want 

to say on this score is that my personal ideology doesn't matter one bit, 

and I kna.N you will all agree that the Report and its recorrmendations rru.st 

be considered by themselves without regard to what one thinks about the 

personal beliefs of one of the Corrmissioners.,,134 
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There were also corporate spokesmen who supported the reformist 

goals of the Conrnission. fur example, H. A. Hampson, vice-president of 

PcMer Corporation, endorsed with only minor hesitation, the major propo-

sa1s on neutrality and equity. He recognized that they would quite na-

tura11y provoke hostility: "No change can be made in any tax system 

without catching some people in their tenderest spot - their profit cen-

tre - and thus arousing opposition of a highly practical and plaintive 

kind. ,,135 He argued however that this was no reason to reject refonn, 

nor to accept the contention that the existing system, faulty as it may 

be, was at least known to function: "But it would be both costly and un-

wise to quickly condenm change because it sacrifices the comforts of our 

present confusion: and because it conflicts with the inherent caution of 

136 the tax expert's character." Hampson stressed that the system was in 

need of thorough refonn and that the prevailing case against any basic 

change was simply unfounded: "The basic arguments are that change can 

never be made because it is so disruptive; that resources will not f1a.v 

into alternative uses; and that the people who propose such changes are 

at best impractical and at worst left wing socialists. But if the chan-

ges are sensible, they should be adopted, and the interests concerned 

given a subsidy if they need it. ,,137 Hampson argued that the we11-rea-

soned system proposed by the Commission was far superior to the existing: 

In concluding, Mr. Chainnan, my view is that the RePOrt's 
broad proposals are workable and fair, contain !TOre bias 
to growth in them than has generally been recognized, and 
could - with appropriate political leadership - receive 
broad acceptance from the tax-paying public. To be sure, 
some of the economic effects are uncertain, but the future 
is never predictable. In short, I think the consequences 
of Carter are less chilling to contemplate than are the 138 
consequences of continuing with the creature we now have. 
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The Commission was also defended against the more strident of bu-

siness during the C.T.F. conference; John G. McDonald, a Toronto corpo-

rate lawyer, "told the rreeting the Carter report had been subjected to 

too rruch destructive criticism. 'It deserves general support, and more 

oonstructi ve criticism than it has received in the past three weeks', he 

said. 'There has been too rruch criticism from vested interests. Rerrove 
139 

the blindfold and take a second look'." Mr. Hampson also condemned the 

ill informed or deliberately misrepresentative character of prevalent at-

tacks on the Corrmission: "For exarrple, the president of one large resour-

ce COI'IpaIly was quoted as saying that the Report had ' surprisingly ignored 

the problem of human incentive; and as suggesting that considerations of 

economic growth had been over looked by the Commissioners. In fact, they 

gave this matter attention and argument throughout the Report: one may 

feel . that they have too readily subordinated future expansion to current 

equi ty, but i t is careless, irresponsible or worse to suggest that the 

Commissioners neglected such an obvious and important aspect of their 
140 

work. " The really fundarrental point was stressed by Mr. John McDonald. 

He argued that the Report was not the radical docurrent it was often por

trayed as; while it may have" a liberal sprinkling of N.D.P. language" 

the reality of the recormrendations were far different. He emphasized that 

141 implementation would in fact benefit the corporate sector. 

Oompet ing political forces other than capital played a very lirni-

ted role in these early debates on the Carter Report. For example, there 

were only two groups represented at the C. T . F. Conference who could be 

seen as speaking for social and economic interests which differed from 
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the predominant business vieWFOint. Both Mrs. A. F. W. PlUI'C'ptree, past-

president of the Consurrers I Association of canada, and John L. Fryer, Re-

search Director, Canadian Labour Congress, applauded the Conmission I s 

1 h ' ' t 142 genera emp aS1S on equl y. Both of these speakers were also concern-

ed about the rising criticism of the Report fran those econcmic interests 

that would be rrost affected by its recorrrrendations. Fryer stressed that 

the C. L. C. was "in favour of using fairness as the fundarrental criterion 

in judging any system of taxation and the emphasis given by the Royal 
143 

Corrmission to equity is, in our considered judgrrent, wholly appropriate." 

Mule supporting the comprehensive tax base in principle, the C.L.C. was 

rrore hesitant about its application to transfer payrrents, fringe benefits 

and all facets of employrrent incorre. For this reason, Fryer, like so many 

corporate representatives, was uneasy about considering the Report only 

as a totality. Nonetheless, labour provided the only significant per-

spective that , with its full support for the Cornnission I s objectives of 

equity, differed sharply fran the prevailing corporate judgerrent. 

In sumnary, the dominant force in the early debate on the Royal 

Commission was business and the closely associated legal and accountillg 

professions. Business opposition to the Report was by no rreans unanirro-

us, b\1t had increasingly focussed on a number of consistent themes. Dif-

ferences of opinion wi thin business operated wi thin very narrow limits; 

there was never doubt that the tax system should support the processes 

of capital accumulation and econcmic growth. The disagreerrent was over 

what type of system best fulfills this function. M::>re refonnist analysts 

such as Hampson ~d J. McDonald realized that the existing tax structure 
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was in drasti c need of a thorough rationalization. ':they argued that the 

Royal Commission provided a carnprehensive and systematic framework within 

which to accomplish this and as such was in the long-term interests of 

the economy as a whole. Such a view was very much in the minority. ':the 

great majority of business was rrore concerned with the effect of the re-

commendations on immediate or specific interests or could not accept the 

wholesale scope of the changes proposed. 

III. Specifi c Pressure fram the Resource Sector 

Wi thin the generalized business antagonism towards the Royal Com-

mission, specific industries had begun to raise strong objectives to 

these proposals that threatened their particular interests. ':the hostili-

ty of insurance companies has been noted, but the rrost intense campaign 

against the Commission came from the resource sector. In the first rronths 

following the release of the Report, the leading forces in the growing 

corporate opposition to the reform schema were the mining and petroleum 

industries. Commission recommendations to eliminate tax concessions to 

the extracti ve industries generated as much cc:.mrentary as rrore general 

proposals. On no other issue was the response so consistently hostile or 

as highly organized. ':the mining industry, 'and especially the dominant 

multi-national corporations within it, w:>uld have been severely affected 

by the withdrawal of their tax incentives and it was from this sector that 

th t . t 144 e mos ln ense pressure came. 

':the reiatively uncertain and mixed initial corporate reaction to 

the carter Report was shown above, but there was no such hesitation fram 

the resource sector. Fram the very beginning, the resoonse of these in-
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dustries that had rrost to lose from the implementation of the Royal Com-

mission was uniformly hostile. In the first week following its publica-

tion, the opposition was particularly strong from smaller mining and oil 

companies. Larry Labow, a junior mines developer was rrost emphatic: 

"Throw it in the garbage - it's absolutely ridiculous • • . I wouldn't under-

take explorat ion and development unless I had the existing three-year tax 

holiday. " He saw little chance of the implementation of the reCOIm'CEnda-

tions: "The Liberal party will get their brains beaten out if they tried 

t 't ,,145 o pass ~ . The reaction of major resource firms and organizations 

was sorrewhat rrore circumspect, but in essence very similar. 

A survey of oil industry experts and officials published three 

days after i ts release revealed that although rrost felt it was too soon 

to precisely predict the implications of the Report, there was signifi-

cant cause for alarm. The Olairrnan of the Alberta division of the Cana-

dian Petroleum Association condemned the reCOIm'CETIded rerroval of incenti

ves for its "short-term view. ,,146 Jack Pierce, presi dent of Ranger Oil 

Canada, hoped that this Report TMJuld joint those of other corrmissions 

"on the shelf. ,,147 Later in the week, an industry tax expert noted: 

"This is a hefty withdrawal of funds from the industry, ... Such a change 

is bound to have important repercussiOns on our operations. ,,148 The Imlch 

harder impact on the major integrated corporations was stressed. 

Spokesrren for the mining industry were equally harsh in their con

demnation of the reCOIm'CEndations to withdraw their tax incentives. The 

tenor of this response had been indicated even before the release of the 

Report. In a speech two weeks earlier, W. S. Kirkpatrick, retiring presi-
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dent of the Mining Association of canada, strongly argued that the exis-

ting tax provisions had been a critical factor in stimulating mining de-

veloprrent. My radical change in this situation would "create uncertain-

ty and a lack of confidence which would severely curtail the growth of 

the industry with consequences harmful to the whole economy. ,,149 Predic-

tions of dire consequences fram mining officials continued immediately 

aft th Ro 1 Co " ed 150 Th t " 'd t f er e ya nnusS1.on appear. e execu 1. ve V1.ce-pres1. en 0 

Falconbridge Nickel Mines foresaw lower profits, difficulty in selling 

' t and ed cti ' th ' f ' 151 eqI11. Y r U ons 1.n e opemng 0 new Inllles. Similar concerns 

were contained in a detailed staterrent issued by J. D. Barrington, presi-

dent of the Mining Association of canada. Referring to recomrendations 

to eliminate depletion allowances and exemptions for new mines, Barring-

ton maintained: "In a frontier economy such as Canada to 11.lItp incorre and 

capital together for taxation purposes displays an ignorance of the fac-

tors, which had led to the expansion of this country not only in mining, 

but in all basic industries. ,,152 As a result of such changes, new mining 

properties would not be brought into production. Mining in Canada publi-

shed the first reaction of a number of leading resource officials inclu-

ding Barrington, W. S . Kirkpatrick, chairman of Cominco Ltd. and past pre-

sident of the Mining Association of canada, W. S. Fow, president of Kerr-

Mdison Gold Mines, K.S.C. Mulhall, vice-president of Canadian Petrofina, 

and Thomas Elliot, manager of the B.C. and Yukon Chamber of Mines. 153 

While they admitted that firm conclusions could only be reached after a 

thorough study of the Rep:>rt, the initial consensus of these top mining 

executives was that the resource recommendations would reduce available 
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capital for the industry, cause a slowdown in exploration and development, 

curtail growth in mining and have a severe impact on the economy as whole. 

This early opposition was quickly mobilized into an intense and 

well-organized campaign of lobbying and public pressure against the Com-

mission. This pressure took a ntmlber of forms. A paper presented by a 

'Ibronto counsul ting geologist to the annual meeting of the canadian Insti

tute of Mining and Metallurgy severely criticized the Commission for its 

interpretation of mining developrrent. 154 Robert D. Annstrong, president 

of Rio Algana Mines, was highly critical of the Corcmission in his address 

to this major international corporation's annual meeting in early April 

1967: he portrayed it as "directed at achieving massive, idealistic and 

highly unrealistic re-arrangerrent of canada's economic affairs. In my 

judgment it is based on a ntmlber of false premises and a gross misconcep

tion of business and financial realities. ,,155 He argued that the canadian 

economy was based on resources and was short of necessary capital; that 

Canada was in fact "capital-pJOr." He disputed the Corcmission's thesis 

on neutrality, maintaining that the mining concessions were required to 

counter-balance government support of other industries. Finally, Mr. 

Annstrong warned: "Any reduction in the present tax incentives for the 

mining industry while incentives continue for other industries can only 

result in reallocation of resources, which, in my opinion, will reduce the 

gross national product and depress the standard of living. ,,156 An unend

ing series of staterrents and speeches from industry representations reit

erated these therres. For example, the president of Granisle Cooper Ltd. 

argued that the Commission would retard mining and adversely affect the 
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157 entire economy. D.G.C. Mengel, a 'Ibronto lawyer and forrrer top execu-

tive with Falconbridge and Rio Algoma, predicted that the elimination of 

the resource concessions "would have in the long run a much rrore adverse 

effect than the Carter Comnission supposes. ,,158 He argued that the incen-

tives were necessary to stimulate exploration and development and listed 

major projects for which the concessions had been vital. He dismissed 

the Commission's contention that rerroval would have little effect: the 

number of new mines opened would be reduced and mining capital which op-

erates in a global context would simply leave the country. 'These adver-

se consequences would be felt throughout the Canadian economy because a 

heal thy resource sector was crucial for secondary manufacturing and the 

balance of payments. 

'The governrrent also carre under great pressure from the major na-

tional and provincial mining organizations. Robert Presthus intensi ve-' 

1 Y studied the acti vi ties and importance of a variety of organized in-

terest groups in the process of state policy formation. He used a lengt-

hy and detailed interview with the director of a provincial Olamber of 

Mines on that organization's actions immediately following the release of , 

the Carter Report to concretely illustrate the role of corporate inter-

159 est groups. Because this case study also clearly derronstrates the 

speed and intensity with which the mining industry was rrobilized against 

the Royal Commission, it will be examined here. Upon the release of the 

RePOrt on Friday, February 24, 1967, the director noted: "After reading 

through it, with my years of experience, I saw the weakness of it and I 

f · ed I h d t' . k t' ,,160 19ur a 0 glve a gulc reac lone He began to prepare a state-
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rrent on Saturday rrorning, took copies to the daily newspapers and recei v-

ed national publicity on the MJnday rrorning. The director attached par-

ticular significance to this widespread publicity, especially in "back-

woods newspapers" from smaller corrmunities where resource activity was 

based. The speed of this reaction can be explained by ~ factors: first 

of all, the recomrendations were not unexpected; "When the Report was 

brought down, I knew it was cc:rning. And of course, I was ready for it"; 

and secondly, "I didn't need to read other than his press releases. It 

was obvious what he was driving at, and I didn't need to read all the 

fine print to know that he was hitting at the fundamental requirerrents 

for a flourishing mining industry in Canada. ,,161 

The acti vi ty of this ' organization took a variety of fonns: "we 

used every possible way to build up opposition. 1"11 be honest about it. 

We did everything a man can reasonably do to oppose sorrething that you 

feel can destroy your industry. ,,162 The Cllamber hired a finn of consul-

tants to prepare a critical study of the Report for them, produced a thou-

sand copies of this brief and "we distributed these to all the political 

people in ottawa and rrost of the political people in . .. Then we mailed co-

pies to pretty well rrost of the cabinet ministers of every province ac-
163 

ross Canada so they would know what mining people thought about carter." 

The director stressed the importance of this brief: "well, we wanted to 

get to him so we mailed copies to other organizations around the country, 

etc. Our brief or reply to the carter commission was a very effective 

thing because we got a lot of cOIrUrents on it. ,,164 The Cllamber was also 

in direct contact with state officials: "I might have rrentioned to ... , 
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Deputy Minister of Mines that it would be a good thing if our Minister of 

Mines was to oppose it. ,,165 'Ihe Chamber urged its members and others in 

the industry t o put their views to the governrrent: "we did everything we 

could to instigate action to protest against Carter ... we instigated the 

action of prospectors allover the country, small mining companies, large 

mining companies and so on. I told I don't know how many hundreds of 

them, write a letter to Ottawa .. . and also express yourself to your local 

M.P. and they did. ,,166 

'Ihe director was very pleased with the impact of the Chamber's 

efforts: "I've had som:= good people, solid people, tell Ire that the cam-

paign conducted: by the Clamber of Mines was the rrost effective carrpaign 

against Carter in Canada. We hit him hard, we hit him right where it 

hurts and we based it on solid honest facts. ,,167 He set their campaign 

in the context of the routine and continuing pressure exerted by the lar-

ger corporate organizations: "'Ihe big ones are always involved, they al-

ways get in, but we got all the little fellows involved, and we got the 

equiprrent supply people involved too. Because a lot of them are members 

of the Chamber ' of Mines and they do a lot of business for the mining in-

dustry service groups. And we got them involved. I talked to dozens and 

dozens of them. We got a series of articles in the daily press and we 

gave a series of talks around the country and expressed our opinion on 

' t ,,168 
1 • 'Ihe director stressed the unanirrous hostility within the mining 

sector against the Carter proposals: "it was the opinion of everybody. 

If you got in any mining camp and talked, this was the reaction. 'Ihey re

alized, that if Carter had his way they would be hurt. ,,169 Finally, the 
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director emphasized the Chamber's basic rressage to the goverrurent: "It 

wasn't the Liberal goverrurent that introduced it. It wasn't their fault 

but we had to make them realize they had a hot potato here and they'd 

better be awfully careful before they started tampering with the mining 

tax laws of Canada or they'd have a real continuing battle. ,,170 

This mining attack on the Carter Report had reiterated the basic 

premise of their sul::missions to the Camnission hearings: that mining was 

crucial to the overall health of the national economy and that the tax 

incentives were crucial to the developrent of the industry. But corpora-

te spokesrren then argued that the Commission had seriously misunderstood 

the position of the industry and that its proposed elimination of s~cial 

concessions would have a devastating effect on mining developrent. For 

exarrple, Alan G. Davies, a British lawyer and tax expert and executive di-

rector of Rio Tinto-Zinc Corporation, dismissed the Commission's analysis 

of resource taxation as "so airy-fairy and stratospheric that it is diffi-

cult to knaw how to deal with them without taking alrrost every sentence 

and paragraph and arguing about it. ,,171 Reiterating a familiar charge, 

he stated "I find it difficult to accept that these flippant argurrents 

shaw a proper attitude to Canadian developrent. They represent the logic 

of minds which have already arrived at conclusions and then cook up inad-

equate grounds for these conclusions. I hope Canadians will read the 

small print of the Report. The detailed argurrents have all the character

istics of a well-laid confidence trick. ,,172 He argued strongly that, con-

trary to the Commission, international resource corporations were highly 

sensitive to a f ter-tax rates of return and removal of their concessions 
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would have severe impact on their operations. The case for the contin-

uance of the mining concessions was put most explicitly by W. B. Dix, 

. ' d d f p " td 173 vlce-presl ent an treasurer 0 .McIntyre orcuplne Mines L . Deple-

tion allowances had long been a crucial stimulus to the expansion of 

mineral production. He rejected the Commission's contention that it over-

ly favoured the largest mines. Depletion was necessary for the overall 

exploration and developnent activity of the entire industIy; to support 

the many unsuccessful mines as well as the few successful. He further 

argued that the raroval of the three year exemption would reduce the num-

ber of new mines developed and would particularly hurt small canpanies. 

Dix categorically dismissed the thesis that these incentives caused a 

misallocation of resources: liThe Carmission has apparently accepted, 

without serious question, the application of theories, developed mostly 

in the united States, concerning the misallocation of resources resulting 

fran incentives to particular industries ... It is highly improbable that 

such theories have much significance for Canadians. Capi tal attracted to 

mining in Canada does not result in a material reduction of resources 

available to other industries. On the contrary, mining canplanents and 

attracts resources to other industries, particularly those which depend 

d thr ' ..., d 11174 an l ve on a growlng IDlnlng In ustIy. He stressed that mining op-

erates within international markets for its capital and products and that 

Canada could not therefore II for long sustain a mining industIy in a tax 
175 

climate substantially different frcm that in other canpeting countries. II 

Mr. Dix argued in conclusion that mining was vi tal to other key sectors 

such as the steel and automobile industries and that the damaging 
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effect of "Carterizing the mineral industry" would consequently be felt 

throughout the entire econorny.176 

Bucovetsky sumrrarizes the nature and tempo of the pressure from 

the mining industry: "What appears to have been an orchestrated campaign 

177 of alarm took shape a.l::Dut a rronth after the Report carre out." As seen 

a.l::Dve, industry spokesmen warned of dire consequences if the Corrmission 

recomrrendations were irnplerrented in a continuous round of speeches and 

staterrents. It was argued that not only VvDuld the continued developrrent 

of the resource sector be severely curtailed, but that because of the cru-

cial position of these industries the overall level of economic activity 

was also threatened. These grim forebodings increasingly took a rrore con-

crete form: 

The Globe and Mail of 'Ibronto, whose masthead proclamation 
, Canada's National Newspaper' is not entirely hyperbole, 
publ ished a sequence of news stories, reports of addresses, 
and signed cornrents whose rressage was that uncertainty en
gendered by the Report was already responsible for the loss 
of millions of dollars in capital spending by the mineral 
industries, with much rrore to care if the governrrent did not 
disavow the Report. 'llie campaign by headline reached its 
culmination on April 29, 1967 when the front page of the 
Globe and Mail carried a three-inch banner proclaiming '$90 
mill ion program. r-branda shelves plans, blarres Carter 
Report'. 178 

'llie unmistakeable therre of this campaign was that uncertainty over the con-

tinuation of the mining incentives had directly resulted in major cutbacks 

in exploration and developrrent and in planned investments. 'lliese cancel-

lations involved very large projects and the rrost important corporations 

in the industry; a further prc:rninent example was the suspension by Asbes

tos Corporation Ltd. of its $80 million Ungava project. 179 
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The Petroleum Industry 

Although mining corporations and organizations were most active, 

they were not alone in their hostility to the Commission recommendations 

to eliminate resource concessions. The Report also attracted tremendous 

opposition from the petroleum industry. The basic therres of this opposi

tion were starkly illustrated in the deliberations of the 11th Armual Tax 

Conference of the canadian Petroleum Tax Society in early May.180 The 

principle speakers and questions from the floor were highly critical of 

the data and analysis upon which the Royal Commission based its conclu

sions. It was argued that the industry was far more important to the eco

nomy than the Report recognized: "No-one in the petroleum industry (or 

in the other extractive industries) can understand why carter's cohorts 

wrote off investrrent in petroleum and mining as practically a wasted ef

fort which did no good to the national economy. ,,181 It was further as

serted that the Commission did not understand the special conditions of 

the oil industry. There was a widespread feeling that the Commission's 

conclusions were "pre-cooked"; that they had been arrived at beforehand 

and that supporting argurrents had then been developed. afterwards to back 

them up. 

A pri.me example of the oil industry attack on the Commission was 

an address to the conference by H. G. Pearce, president of the prominent 

calgary firm of Foster Economic Consultants Ltd.
182 

He disputed the Com-

mission's analysis of tax revenue lost due to the resource concessions: 

"it is impossible to accept the Commission's statement that a significant 

reduction in taxes levied in other businesses would be possible if exis-
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. 11 .. d ' 1 ed ,,183 tlTIg a owances to ITIllllllg an 01 were rerro"J . The Report did not 

grasp the special features of the oil industry: exploration and develop-

ment are not the sane as industrial research and developrent, nor were 

SIIli3.11er oil companies in a comparable position to SIIli3.11er manufacturing 

firms. Pearce also rejected the contention that capital invested in re-

sources would be easily (and rrore productively) allocated to other sec-

tors. First of all, "the Comnission does not seem to accept the fact that 

there is a pool of specialized international capital that is eannarked 

for mineral extraction. ,,184 The developrent of the Canadian oil indus-

try had been l argely based on such foreign capital. This would be se-

riously threatened by the Commission proposals: "If the investment cli-

mate for this capital is not attractive in Canada these funds will be in-

vested in the search for and developrent of oil in other parts of the 

Id ,,185 wor . Similarly, the Corrmission ignored the wider contribution of 

the industry to the economy through the stimulation of secondary manufac-

turing and services, generation of ernployrrent and its favourable balance 

of international trade. Mr. Pearce's consultmg finn had prepared an ana-

lysis of the impact of the Commission recommendations on oil production. 

They concluded that the discounted cash flow rate of return would decrea-

se by approximately 15% and that this reduction in profitability would 

cause a diversion of capital from Canada and a cut in exploration and 

developrrent. These adverse econcmic effects would be particularly pro-

. 186 
nounced in Western Canada. This latter point was becoming an impor-

tant therre of the industry campaign. R. F. Winfield, C.A., vice-presi-

dent of finance and administration of Shell Canada Ltd., stressed that a 
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heal thy petroleum industry made a vi tal contribution to the national, and 

estx~.Lally to the Albertan econaI'!Y. For this to continue the existing 

favourable tax provisions must be retained. In support of this contention, 

Mr. Winfield cited the speech of the chainnan of Great Canadian Oil Sands 

Ltd. to that company's annual meeting: "He said that if these reccmnen-

dations had been in effect when the Athabasca tar sands project was plan-

ned, it is unlikely that it would have been proceeded with. His point 

was, and the Corrmission did not sean to even contemplate it, that produc-

tion fran the tar sands can only be proceeded with on an econanic basis 

if existing tax incentives remain in force. He remarked that the irnple-

mentation of the recorrmendations could have a detrimental effect on the 

187 future developnent of the tar sands." In concluding his critique of 

the Report, Winfield argued that the reconmendations "need the most care-

ful and critical examination by the public and by government. Anything 

else \'.Duld be a gamble of the \'.Drst type, where what is to be gained is 

a relatively modest arrount of additional tax""-revenue and what is to be 

lost, by way of a slow-down in one of canada's most important industries 

and loss of international and general investor confidence, is unknown but 

practically limitless.,,188 

The mobilization and political organization of the oil industry 

against the carter Report was well under way in the spring of 1967. It 

was recognized that the recommendations constituted a very serious pro-

blan: "this could easily be the biggest selling job in the industry has 

ever had to do ... It may literally determine the industry's survival in an 

obviously hostile envirornnent.,,189 The beleaguered mentality prevailing 

within the industry was highly suspicious of the motives behind the Report: 
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"A good many oilrren were beginning to see collusion in the concurrent 

blossoming of the taxation white paper and the foreign investIrent white 

paper.,,190 There were calls for the oil industry to prepare a long and 

strenuous struggle: "It looks as if a busy sumrer lies ahead of the in-

dustry planners and managers. They not only must present their submis-

sions to Ottawa, but it is extremely important, as tax society speakers 

warned, to enlist public and provincial governrrent support in the resour-

ba ed .. ,,191 ce s provlslons. 

. The arguments of the resource industries also received some im

portant professional and academic support.
192 

G. David Quirin, of the 

University of TOronto Business School, condemned the mining proposals as 

"the rrost deplorable proposals in the entire report. ,,193 In his opinion, 

the rerroval of the r~source incentives would seriously dama.ge the oil and 

mining industries and would have a particularly harsh impact on the less 

developed regi ons in which these activities were concentrated. In what 

was to be a cormon theme, Q.lirin argued that the resource concessions 

were necessary to offset the tariff protection enjoyed by other sectors: 

"a neutrality in taxation which ignores the substantial non-neutrality 

introduced into the fiscal system by the tariff is a very peculiar beast 

. deed ,,194 In • He also stressed that the rerroval of the concessions would 

increase taxes in past investment which had been made in the expectation 

of continued favourable treatment. Such a drastic reversal constituted 

"in effect, retroactive legislation, effecting a partial expropriation 

without compensation, and as such should be rejected out of hand, if only 

to preserve the credibility of any incentives we may wish to introduce in 



498 

the future . ,,195 This latter point indicates an important structural con

straint on fundaJ:rental changes in the frarre~rk of state economic policy 

and intervention. Major investnEnts are rrade in the expectation that the 

basic "rules of the garre" will be rraintained. FundaJ:rental changes could 

threaten business confidence that the future clirrate for their investnEnt 

~uld rerrain stable and favourable. Such a loss of business confidence 

could lead to the reduction of vital future investment. 

In summary from the release of the Report throughout the spring 

of 1967, the government had been confronted with unrelenting. pressure 

from the resource industries. There were grim predictions of severe long

term consequences of eliminating the tax incentives and rrajor corporati-

0ns announced cancellations of large projects. Even rrore cminously, it 

was widely for ecasted that the foreign capital that was the dominant for

ce in the extractive sector ~uld leave the country. 

IV. First Retreat: Government Concessions to the Mining Industry, 

May 1967 

The Report had quite definitely not net the reception that the 

Corrmissioners had anticipated: "What Carter hoped for was that the shock 

of his revolution - which he expected to provoke strong negative reaction

~uld be followed as a result of closer acquaintance with its neaning and 

practical implications, by a growing appreciation for the basic rrerits 

of the report. ,,196 The first reaction to the Report had certainly been 

one of shock, but this response had not diminished. Widespread opposi-

tion to the Corrmission' s fundarrentals, rather than growing acceptance, 

had prevailed. Corporate spokesrren were urging the governrrent to allevi-
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ate the pervasive uncertainty over the future direction of the changes . 

This was emphasized by W. o. Twaits, head of Imperial Oil: "I think that 

this cloud of uncertainty can be reduced if we remind ourselves that none 

of the recomrrendations made in the carter Report is entirely new, hence 

if it had wanted to, governrrent could have i.rrposed any or all of the re

corrrrendations long before the appoini::Irent of the carter Comnission. ,,197 

Twaits called for a confirmation of the basic parameters of state econo-

mic policy which have "normally attempted to stimulate invesi::Irent, enter-

prise and employment ... More i.rrportant than a decision on the specific 

carter recornrrendations is a basic staterrent of principle by the canadian 

governrrent. If canada still stands in favour of equity as between clas-

ses of investor, and if she still stands for progress and higher living 

standards on behalf of her people, it should not be hard, after a de-

tailed study of the carter proposals, to say so and in so doing clear 
198 

away the cloud of uncertainty that has been generated by this report." . . 
A Financial Post editorial surnnarized the state of affairs in 

199 early May 1967. It identified the rrost pressing problem as the tre-

rrendous uncertainty engendered by the sweeping reccmrendations: "Con-

fidence is the ingredient essential for forward planning and, with major 

changes likely on the ground rules for taxes, confidence can be expected 

to falter." Nowhere was this clearer than for mining. Comnission re-

cornrendations to withdraw the industry I s special concessions "literally 

invited the cancellation of projects ($160 million announced so far) that 

200 has nON taken place." In addition, the ~'lestern provincial governrrents 

had grown increasingly uneasy about the adverse impact of such cancella-
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tions and reductions in resource production on the economic development 

of their regions. They were l:eginning to express serious misgivings 

a1:xJut the Carter Report , especially the proposed withdrawal of resource 

concessions. Premier Ross Thatcher of Saskatchewan had publicly criti-

cized the Commission resource recommendations as "ill-advised and short

sighted. ,,201 The widely publicized threat of a capital strike from the 

mining industry was beginning to have an effect. 202 There was reported 

to l:e "considerable sympathy in senior policy circles "for industry corn-

plaints of crippl ing uncertainty. The governrrent was oonsidering giving 

a firm undertaking to the resource industries that existing incentives 

would remain in effect for a set period of tiIre, thus allowing long-term 

investment to proceed.
203 

What the corporate sector was asking for was 

sOIre signal from the governrrent of its intentions - sorre indication of 

its attitude towards the Carter Report and the future tax environrrent. 

Such a signal was not long in coming. 

Guarantees to Mining 

On May 11, 1967, Minister of Finance Mitchell Sharp made a major 

announcement on the Carter recomrendations for the mining industry. 

Sharp stressed that the governrrent still "does not intend to carre to any 

conclusions concerning the recomrrendations of the Royal Corrmission on 

Taxation until after it has had an opportunity to receive the views of 

taxpayers, experts and various associations" and that "this announcement 

does not mean either that the governrrent has adopted the comnissioners' 

recomrendations or that we have rejected them. ,,204 Nonetheless, in order 

to alleviate the uncertainty emphasized by many representations to the 
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governrrent and to enable delayed mining invesbrents to proceed two deci

sions had been made. The first was a cammibrent that whatever final de-

cision was made, the three year exception for new mines would be continu-

ed until January 1, 1974. This extension was designed to allow large 

investrrents in develornent and processing to go ahead: "It is felt that 

this undertaking should penni t companies which will be faced between now 

and the end of the year with decisions involving a cornni brent of substan

tial sums of money to proceed in the expectation of receiving the bene

fits of the three year tax exemption." Secondly, incentives for pros

pectors were extended to "minimize the effect of the ccmnission' s propo

sals upon 1967 exploration programs. ,,205 

This was a particularly important juncture in the policy process 

because it was the first governrrent pronouncerrent of substance on the 

Comnission recornrendations. Even more significantly, it was widely in

terpreted that the governrrent had bowed to the massive pressure being 

exerted by the mining industry. 206 The concessions would certainly be 

of significant short-te:rm benefit to the major mining corporations; they 

would guarantee at least three further years of lucrative tax incentives. 

These develornents also illustrate the constraints imposed upon the free

dom of action of state policy by the structure of a capitalist economy. 

levels of investrrent and production in mining, and all other vi tal sec

tors of the economy, are controlled by highly concentrated private capi

tal. Governrrent policy must maintain an economic environrrent in which 

the future prospects of profit and accumulation for these corporate in

terests are stable and promising. If such conditions are not maintained, 
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if business confidence is threatened, then major corporations can reduce 

their investrrent and the consequent decline in production and employrrent 

can cause severe economic dislocation. For these structural reasons, 

the governrrent is extremely vulnerable to corporate corrplaints of uncer

tainty and a loss of confidence in the investrrent climate, and threats of 

cancellations and cutbacks. 

Prospects for Refonn 

Not unexpectedly, the May 11 announcement was favourably receiv

ed by mining interests. Their response was discussed in par liarrent: 

R. J. Orange, M. P . for the r-..torthwest Territories, congratulated the Minis

ter on his decision and noted how relieved the industry was. 207 Noranda I s 

shares rose $1.75 and mining stock analysts were generally enthusiastic 

about the governrrent action. 20a Bucovetsky summarized the situation: 

"The industry was sorrewhat reassured and the Minister was sui tab 1 y reward

ed for rroving in the right direction. The day after his rressage, Noranda 

announced that it would proceed with the $60 million Brenda project after 

all. But this was not the end of the campaign; indeed it was only the 

beginning. ,,209 While the tax exemption for new mines had been guaranteed 

for a further three years, its future was by no rreans assured. . The Royal 

Commission had called for the elimination of resource concessions and the 

adoption of this rec01.l'llreIldation was still possible. Such an eventuality 

was still seen as a serious threat by the mining industry and it continu

ed to press for the corrplete rejection of the Carter resource proposals. 
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The May 11th announcerrent would prove to be the first in a long 

series of goverrnrent retreats in the face of corporate pressure. None-

theless, whil e the mining industry was able to win this irrrrediate con-

cession, the fate of the carter Report and the future direction of tax 

refonn was by no rreans settled. Heated debates and persistent contro-

versy were to continue . 
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Chapter 9 Second Retreat: The Scope of Refo:rm 

The extension of the mining incentives was certainly a rrajor deci-

sion and it c l early indicated the government's sensitivity to corporate de-

rnands and the need to al lay business uncertainty and unease. Ho.vever, the 

government continued to study the Carter refonn proposals and to insist 

that no finn conclusions had been reached on the eventual restructuring of 

the tax system. Plans for dealing with the Report were outlined by Minis

ter of Finance MitchellSharp in a rrajor address to the April 1967 confer

ence of the canadian Tax Foundation. l He first of all emphasized the na-

ture of the overall refonn process: "Making our tax system rrore rrodern, 

rrore equitable and rrore efficient is going to be a l ong and controversial 

process. The Royal Comnission has been only the first stage. The second 

stage is now i n process - the consideration of the whole subject by the 

taxpayers and the experts, in the light of the facts and conclusions 

brought out by the Report, and the expression of their views on the rrat

ter . ,,2 The tiIretable proposed was a tight one: legislation refonning the 

tax structure was planned for 1968, and to this end Sharp hoped to produ-

ce a White Paper in the autumn. He delineated the nature of this docu-

rnent: "I think this first group of government decisions would be incorpo-

rated in a -V3hi te Paper which could contain an explanation of the rrain pro-

posals we intend to make in regard to the incare tax ... These recorrrrenda-

tions would be made after consideration of the Report and of the comments 

we have received on it by that tiIre. There would be recoIrn'eIldations sub

ject to revision after they are publically studied and debated. ,,3 This 

512 . 
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White Paper would then be reviewed by a parliamentary corrmi ttee where the

re would be further opportunities for input from interested parties. On 

the basis of these deliberations and the views of the provincial govern

rrents changes could be incorporated in the draft legislation. 

In order to facilitate the governrrent's formulation of policy, 

Sharp invited submissions on the major Commission recommendations before 

the end of September: "I would ask that these cornrrents be sent to rre, or 

to my departrrent, in writing, in the first instance. We will try to see 

as many as possible of those who wish to follow up a written report with 

sate oral presentation. It will be recognized that we shall have to be 

working intensively on these matters ourselves and will have limited tirre 

for supplerrenting the study of written material with discussion.'.4 Sharp 

realized that these briefs would have to be prepared quickly, but assured 

the conference that "there will be further opportunities to consider and 

express views upon the White Paper and later upon the draft bill. ,,5 He 

outlined the major recomrendations upon which he sought corrrrent: inte

gration; the inclusion of capital gains, gifts and bequests in the compre

hensive tax base; the family unit and rates of personal taxation.; ineate 

averaging; retirerrent plans; business expense deductions; the elimination 

of the dual rate and the treatrrent of small business; the proper treat-

rrent of the oil, mining and insurance industries; the taxation of inCOIre 

from outside the country; and "finally, how far all these major recomren

dations are essential parts of a single package and how far there can be 

variations in what is included and the tirre of their incorporation in the 

system. ,, 6 He stressed that the governrrent was less interested in ques-
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tions of detailed implementation than in evaluation of the fundamental 

proposals and that "we shall need much help from the cornrrents and sugges

tions of those with special knCMledge and ability. ,,7 

This input to the governnent and the continuing public debate on 

the Royal Cornnission and tax refonn are examined in this chapter. Cor

porate opposition to the basic principles and key proposals of the RePOrt 

intensified through the SllIlUrer and early fall of 1967. The rrost fully de

veloped corporate response to the Ccmnission and rrost comprehensive poli

cy statements on necessary tax changes were contained in formal submis

sions to the Minister of Finance in the fall of 1967. This input fram the 

capitalist class and other competing interests came at a particularly im

portant juncture in the policy process, at a point where it could exert 

significant influence on governnent decisions on what elements of the Com

mission refonn schema should be adopted. This period of intensified de

bate and pressure culminated in a number of pronouncements wi thin the 

November 1967 federal budget. These statements arrounted to a further con-

siderable retreat from the Royal Commission; the governnent had essential-

ly rejected the Report as the basic frarrework for tax refonn. 

I. Ihtensified Corporate Opposition 

A Financial Tirres editorial emphasized the "rrounting wave of busi

ness criticism" that had developed by mid-surrmer. I t concluded that a 

number of the key carter reCQI'['[tEndations would have to be rejected in the 

light of this Vigorous business response. 8 The Royal Cornnission was a ma

jor topic of discussion at a large number of business conferences. The 

president of the Canadian Manufacturers' Association, H. W. Joly, surrmed 
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up the situation in opening the Association's annual meetings in June: 

"The business corrmunity, not surprisingly, continues to be exercised over 

the sweeping nature of the proposals in this nassi ve dOCUIIEIlt and the 

cloud of additi onal uncertainty that overhangs business decisions during 
9 

the period that these reconmendations are under goverrm:ent consideration." 

Opposition to the Commission pervaded the sessions on taxation at the 

C.M.A. meetings and those of the Canadian Chamber of CorcuTerce in Septem

ber. 10 The economic implications of the Report were explored at conferen-

ces organized by the York University Business School and the Toronto So

ciety of Financial Analysts,ll the University of Western Ontario12 and 

Queen's Uni versi ty . The background paper presented to the latter by Ron-

ald Robertson, former director of the Canadian Tax Foundation and then 

wi th one of the preeminent Toronto corporC!-te law finns, McCarthy and 

McCarthy, provi des a good surrrnary of prevailing business opinion. He de-

lineated four najor lines of business criticism of the Report: "a largely 

unspoken but fundamental disagreement with the idea that the tax system 

should be used deliberately as a vehicle for redistribution of income, or 

that redistribution is (as the Commission emphatically concludes) per se 

fair"; just as fundanental an objection to the "buck is a buck" widening 

of the tax base; opposition to the elimination of special incentives; and 
13 

the view that the recorrnendations are simply too sweeping and disruptive. 

Mr. Robertson noted the ideological tenns in which this opposition was 

framed. The hostility of high income strata to progressive rates was gen

erally expressed in tenns of risks and incentives;14 and the all embracing 

nature of the comprehensive tax base conflicted with individualistic phi-
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losophy, it was seen as "by logic, inadvertance or design (or a bit of 

each) too close to Big Brotherdom to suit the Canadian temperament. ,,15 

The essence of business hostility to the major proposals was the belief 

that "the Cormnission has gone too far in i ts redistributive, loophole-clo

sing and equity pursuits. ,,16 This errerging consensus within business was 

also evident at the June annual rreeting of the Investrrent Dealers' Asso-

ciation of Canada. One panelist, Toronto tax lawyer John G. Macdonald, 

emphasized the "groundswell of opposition" to the full taxation of capital 

gains: "After two rronths on the conference circuit, I can report that a 

majority of informed observers think that the taxati on of capital gains in 

SOItE form is inevitable, but alrrost all oppose the treatrrent of such gains 

d ' , ,,17 as or mary mcome. He also predicted that the recommendations on in-

heritances, integration and the transfer of the sales tax to the retail 

ievel would not be adopted. This latter change was unlikely because the 

effect of the sales tax would then be clearly visibl e to consurrers, rather 

than hidden at the wholesale level. The fate of the resource incentives 

was naturally much discussed at the June rreetings of the Canadian Institu-

te of Mining and ~tallurgy. A speech by Mr. Jack Davis, parliarrentary 

secretary to the Minister of Energy, Mines and Resources, to this confer-

ence was applauded by the oil industry. Davis had stressed the need for 

low-cost assured energy resources. An editorial in Oilweek strongly sup-

ported this pol icy goal and argued that "nothing could be rrore fatal to 
18 

the policy espoused by Davis than the tax proposals of the carter report." 

Opposi tion to the Royal Cormnission was expressed in nurrerous 

staterrents and speeches by powerful corporate executives. In an address 
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to the .Arrerican Iron Ore Association, V. W. Scully, chainnan of the Steel 

Co. of canada, condemned the Reoort as "an academic fantasy." He attacked 

integration, the wider tax base and limitations on capital cost allowances 

that would affect his company. He particularly objected to the recoITUlEIl-

dations to eliminate mining concessions; "the wise use of incentives at 

appropriate tirres" had contributed Irn.lch to economic developrrent and their 

rerroval would have serious consequences. 19 J. Grant Glassco, president 

of Brazilian Light and Power Co. Ltd., in a speech to the company's annu-

al rreeting "added its voice to the swelling chorus of corporate objections 

to specific parts of the Carter Report." The proposed changes in the tax-

ation of foreign-source incorre would create "an intolerable burden" for 

corporations like Brascan.
20 

A. H. Lenon, president of the canadian Life 

Insurance Association, argued before the Toronto Junior Board of Trade 

that the Royal Commission was far too complex and that"this lack of clari

tyand simplici ty limited its central goal of equity.21 The mobilization 

of business pressure against the Carter Commission took a range of addi-

tional fo:rms. Dofasco, one of the three largest steel producers, added a 

note to its quarterly report stating its "strong disagreerrent with sarre of 

the concepts on which the report is' based and concern with the uncertain 

economic and social implications of sCIre of the recomrendations. ,,22 This 

corporation preferred change wi thin the existing system to the sweeping 

refo:rms of the Commission and, like other companies, urged its sharehol-

ders to write to the Minister of Finance along such lines. Prominent in-

vestrrent fi:rms commented on the Royal Commission to their clients. Rich-

d Se 't' ' ed 1 tt th ff ts f' t t' 23 ar son curl l es lSSU a news e er on e e ec 0 In egra lon, 
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and Merill Lynch, Pierce, Fenner and Smith published a review of the Re

port's implications for stock market trends. 24 Shell Canada distributed 

a letter to its shareholders warning of the adverse impact of the Commis-

sion recc:mrendations on capital gains, integration and, of course, the 

l ' 't' f ' 25 e ~na lon 0 resource concesslons. In these ways, major finns attem-

pted to enlist investor and shareholder support for corporate opposition 

to the carter Commission. 

The philosophical orientation of the Corrmission carre under attack 

in increasingly harsh ideological tenns. An organization which embcxlied 

the most fervent opposition to the Commission's rationale and priorities 

was the Equitable Income Tax Foundation. Writing for the Foundation, lea-

ding WinniJ?eg tax lawyer I. H. Asper argued that the Commission viewed 

business as the "fiscal servant of governrrent." Ii: condeImled the harsh-

ness of the Report's "fiscal dogma": ' ''One is inexorably led to the frigh-

tening impression that the Commission views all capital and income as 

being the property of the state, and if one is allowed to keep a portion, 

it is purely a gesture of :rm.mificence from on high. ,,26 The Foundation 

published a series of pamphlets and organized a cross-country speaking 

tour against the Royal Comnission. 27 It was widely felt that the Report 

would overturn widely accepted nonns of social behaviour and economic or-

ganization. A Financial Post editorial entitled "What about us humans" 

noted that many experts were worried as much about the social repercus-

sions of the Commission as its economic effects: "Their major reserva-

tion adds up to this: "The comnission, it seems, first decided how it 

thinks people should live. Then it produced a package to force them into 
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that rrold. But the rrold doesn't always square with how human beings real

ly act, think or feel. ,,28 These issues were also prevalent at the annual 

meetings of the Canadian Bar Association. A prominent Winnipeg lawyer, 

Harold Buchwald , was quoted as saying that the Comnission would "drastic-

ally alter present thoughts, rrotivations and aspirations on both an indi

vidual basis and as instnnrents of national dOIrestic policy. ,,29 Arrong the 

harshest critiques was a widely distributed press staterrent from W. M. 

Anderson, the president of the Canadian Olamber of Corrrrerce. 30 

Because of its undesirable social implications, the report 
of the Carter Royal Corrmission on Taxation is in many res
pects a definite threat to Canadians, to Canada and its fu
ture growth. The report ignores, to an amazing degree, the 
human foundations of both society and the economy. Searching 
for a theoretical ideal - based on a particular concept of 
how Canada should be governed - it brushes aside the facts of 
how people actually behave or what they want out of life. 

The Chamber particularly worried that recornrendations on the family unit 

and the inclusion of gifts and inheritances in the tax base could poten-

tially interfere with family life and threaten the continuity of family 

businesses. The range of proposed changes "represent a purposeful exten-

sion of governrrent intervention in our way of living" and "would bring 

pressure on every Canadian to conform with bureaucratic standards for spen-

ding, saving and investing." 

The Report pays lip-service to the protection of the 
liberties and the rights of individuals, yet in its 
efforts to distribute inCOIre rrore equitably, it pushes 
aside the privacy of property which has always been 
considered one of the qualities of Canadian society. 

Thus, a further sense in which the Royal Corrrnission was seen as being too 

radical and revolutionary was in its seeming challenge to the traditional 
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and unquestioned i deological framework within which business operated. 

For those sectors of the business community uneasy about growing state 

economic intervention, the underlying rationale and sweeping recommenda-

tions of the carter Comnission were seen as a further, and highly signi-

ficant, step in the inexorable expansion of state economic control. 

Wi thdrawal of Investrrent 

This pervasive corporate assault on the Royal Comnission con-

tinued to take rrore concrete forms as well. A. A. Thornborough, president 

of Massey-Ferguson Ltd., said that his company had told the governrrent 

that implementation of the carter recommendations would immediately force 

consideration of relocation outside of Canada. 31 The vice-president of 

finance of this same major industrial corporation had argued that the Com-

mission had seriously misjudged the effect of its proposals on multinati-

I t ' 32 ona corpora lOns. Stock market analysts calculated that Massey-Fergu-

son would experience significantly higher taxes and lower profits and that 

all other large Canadian multinationals would face similar adverse im-

pacts from the proposals. Among those companies whose profit situations 

and shareholders' returns would be severely affected were Moore Corpora-

tion, Alcan Aluminum, International Nickel, George Weston Ltd. and Cana-

di Br ' 33 an ewerles . The international implications of the Report were also 

not lost on for eign capital: "Business consultants report that SOITE U. S • 

or European individuals or organizati ons who wereconternplating setting 

up a Canadian vehicle for international operations now are dropping their 

I ,,34 
P ans. It was widely feared that the harsher impact of the rerommen-

dations on foreign interests would be reflected in a reluctance to commit 
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further capital to what was seen to be an inhospitable climate for invest

IreIlt. 35 In addition, it was becoming increasingly difficult to sell cana

dian securities on the United States capital rnarket. 36 

The oil industry also maintained its highly organized campaign 

against the loss of its concessions. AnnounCeIrents of cancelled projects 

continued into the fall. J. C. Sproule and Associates said that a planned 

$30 million exploration program in the Arctic Island would be very diffi

cult under the carter recommendations. 37 Shell Canada and Imperial Oil 

both deferred major exploration programmes in the Northwest Territories 

until the governrrent I s position on the Report had been clarified. 38 W. o. 

'TWai ts, chief executive of the latter corporation, who the Monetary Tirres 

referred to as "the nost articulate and fiercely opposed of businessmen 

who have spoken on carter" 39 , had widely criticized the resourse recornren

dations. Such public pronounceIrents and nore concrete threats of cancel

lations and cutbacks were not unrelated. In the case of Imperial Oil, 

"SOIIe goveI1'lIreIlt officials were certain the m:nnber orie oil producer I s ac

tion was a well-calculated back-up to the verbal attack. ,,40 

Although the May 11 extension of the tax exerrptions for new mines 

had reassured the industry SOIIewhat, there was still considerable anxiety 

over the future course of tax reform. The postponeIrent of further major 

mining projects through the summer of 1967 reflected this continued uncer

tainty.4l The industry view was succinctly expressed by J. C. Parlee, 

senior vice-president of International Nickel, in a speech to the Canadian 

Club in Winnipeg. He argued that the "complete overthrow of mining taxa

tion" which the Royal Comnission anounted to would have devastating conse-
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quences: "canadian mining companies operating under the conmission tax 

proposals would explore less, develop fewer new mines, and expand fewer 

, t' rti ,,42 exlS lllg prope es. To illustrate this argurrent calculations had 

been made of the effect on Inco if the proposals had been enacted in 1957: 

the company I s taxes would have doubled, their activity ~uld have been 

severely curtailed and they ~uld not have developed major currently pro-

ducing properties. The regional context of this impact was stressed; the 

town of Thompson, Manitoba ~uld not have been developed.43 Basically 

similar views were put forth in an address by the Hon. Robert Winters, 

Minister of Trade and Cormnerce, at the opening of a major project in the 

Athabasca tar sands. Winters stated: "It ~uld be a great pity if we did-

nit continue to provide incentives in our legal structure that allow pro

jects such as this to be completed. ,,44 '!he M::mtreal Gazette connented on 

the significance of this speech: "Mr. Winters was not Irel1tioning the Car-

ter Report by narre. But the implications seem clear. He evidently be-

lieves that the Carter recommendations would dampen the present incenti

ves for new mining ventures. ,,45 This was the first public appearance of 

opinion within the cabinet that was finnly opposed to key Corrrnission pro-

46 posals. It will be seen that divisions within the gOVernIrel1t on the 

scope of tax reform would become very important at later stages. M:>re 

llmrediately, support from such a prominent politician added legitimacy to 

the policy demands of the mining industry. On the sarre occasion, Premier 

Manning argued that the existing concessions "are essential to the cx:mtin

uing developtent of Alberta. ,,47 These cancellations of major projects and 

threats of reduced investIrel1t and withdrawal of capital had been gaining 

momentum through the summer and fall of 1967. 
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SuPFOrt for Resource Capital in the Political Sphere 

Tax incentives to the mining industry were much discussed wi thin 

the !X)li tical realm as well. A critical facet of state economic interven-

tion in the rrodern period is a wide range of programs of support and sub-

sidization for various sectors of the economy. Deliberations in the House 

of Cormons on one such program, the Energy Gold Mining Assistance Act, in 

the fall of 1967 became the forum for debate on the Royal Commission's 

controversial reCOIttren1ations on mining. Mr. Aitken, Progressive Conser-

vative spokesman on this issue, extensively referred to industry briefs 

and opinion in his argument against the Commission proposals. 48 He cited 

a report in the Northern Miner on the consensus of a panel of mining ex-

perts: "Wi thdrawal of tax concessions to the mining industry as reccm

rrended by Carter will cripple Canada's greatest industry. ,,49 The same 

prediction of disastrous consequences was contained in the press surrmary 
50 

of the submission of the Mining Association of Canada to the governI'CeIlt. 

Other rrembers spoke in the same vein. Mr. Dinsdale noted that his office 

had received a flood of briefs from the mining industry on the Comnission 

and that they all urged the goverI'lItEnt to quickly indicate its attitude 

to the proposals. He himself called on the government to adopt a more 

encouraging and positive policy of support towards the industry. 51 Mr. 

Nielsen argued that the possible ~lerrentation of the Carter recorrrrenda-

tions, in addition to the specific difficulties of gold mining, "is just 

about putting the last nail in the lid of the coffin of the mining indus-

try as a whole and particularly the gold mining industry." He urged the 

Minister of Energy, Mines and Resources to reject the Comnission: "If 
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he does so he will find 100 per cent support from the mining industry as 

a whole. ,,52 In response the Minister, Jean-Luc Pepin, protested that he 

had not establi shed the Royal Commission and was not responsible for its 

conclusions, and objected to insinuations that the governrrent had already 

accepted the recommendations. 53 The government did in fact extend the 

54 assistance to gold mining for three years. While this decision can be 

seen as a further concession to the pressure of the mining industry, it 

did not directly involve a recamrnendation of the Royal Commission. None-

theless, approval of this specific incentive certainly went against the 

spirit of the Report. 

Cri t i c ism of the carter resource reCOI'ClreI1dations recurred a week 

later in debates on general fiscal policy. A Liberal backbencher, Mr. 

Deachman, noted the large number of submissions from mining interests op-

. th Co . . 55 poslng e mm1SS10n. He stressed the great importance of mining wi th-

in the Canadian economy and warned that the May 11 short-term assurances 

had not eliminated widespread uncertainty over the long-term situation 

within the industry. 56 Mr. Deachrnan also extensively cited the irrlustry 

briefs to the government: the Mining Association of British Columbia's 

submission to the B.C. provincial government stressed the great importan

ce of the industry in the provincial economy,58 the British Columbia and 

Yukon Chamber of Mines reiterated the sane point, the Mining Association 

of Canada errphasized the severe consequences of the rerroval of the con-

cessions, cammunications from prospectors objected to the recamrnendations 

that would curtail their operations, and finally, the brief of the Van-

couver Board of Trade opposed tax changes that would adversely affect the 
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developrrent of the resource industries. He argued in conclusion that a 

"long-tenn climate of confidence" was necessary for the continued invest-

ment and development of the extractive industries and to this end called 

for "long-tenn assurances that the mining industry is not going to be up-

set by massive changes in the rrethods of providing incentives and imposing 

-I-~" ,,59 l..QJ\.es. 

These parliarrentary debates underscore the pervasive nature of 

the pressure being exerted against the carter recornrendations on resource 

taxation. Not only was the government facing a continuous onslaught from 

the industry itself, but it was barrag-ed by criticism within the legis la-

ture. The Progressive Conservative party supported the demands of the re-

source sector and opposed the Comnission recornrendati ons, which they saw 

as hanning a crucial Canadian industry. The argurrents of M. P. 's in citing 

industry submissions and endorsing their policy served to reinforce and 

legitimate industry opposition to the Royal Commission. This indicates 

that in s~ite of the concentration of power within the executive branches 

of the state, the cabinet and senior officials, individual Members of Par-

liarrent could still playa significant role in policy debates. Individual 

M. P. 's support of the mining industry's position was shaped by a number of 

factors: they received large numbers of briefs from industry sources and 

contact with corporate officials was common. In their lobbying efforts, 

the mining industry certainly did attempt to influence M.P. 's as well as 

rrore powerful individuals within the state structure. 60 Equally important 

was the ever-present regional context of Canadian politics. The rrost out-

spoken members in the debates on the resource proposals tended to repre-
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sent Western constituencies which contained large mining projects and which 

were very dependent on the health and developnent of resource industries. 

'Ibis was the case even for members of the governing party; the espousal of 

mining's cause by Mr. Deachrnan, a Liberal rrernber from British Columbia, 

went against the official policy of non-cammital. 

Developrent of Corporate Policy for Sutrnission to the Government 

Major corporations and business associations, and their tax advi-

sers were hard at work on the preparation of their formal briefs on the 

Carter Report for the Minister of Finance. Such acti vi ty was arrong the 

more important functions of powerful industry and trade associations. Gi-

ven the crucial importance of tax reform to corporate interests, they de-

voted extensive manpower and tirre to this task. The Independent Petro-

leum Association of Canada and the Canadian Association of Oilwell Dril-

ling Contractor s, for example, had "gathered a battery of technical, eco-

nomic and tax experts to prepare their briefs" and distributed questionna-

ires to their member companies to assemble concrete data on the~effect of 

115 - the proposals. " Special corrmi ttees of the Canadian Bar Association and 

the Canadian Institute of Ola.rtered Accountants were at work on their res

ponse to the Royal Oommission. 62 The Canadian Tax Foundation was using 

the sane rrethod of organizing input as it had regularly done for its an-

nual pre-budget brief to the federal government: "Members, both corporate 

and individual , are therefore invited to send the Foundation a copy of 

their sutrnissions; these will be co-ordinated into a single, subject-by-

subject surrmary of the proposals. A copy will be forwarded to the Minis

ter of Finance . ,,63 The implications of the Carter recormrendations for 
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stock issues , dividends, bond prices, corporate and gOVeI11lreIlt financing, 

and stock market performance were being analyzed by the Independent Deal-

ers' Association committee preparing its submission to the Minister of 

F ' 64 lnance. Individual dominant corporations had also been employing their 

considerable resources in the preparation of ccmprehensive briefs: "Three 

or four people in these companies (but as rrany as 15) have been working on 

presentations to the federal minister over the past two rronths." 65 

Business was taking the development of its formal input to the 

governrrent very seriously . . Jacques Barbeau, forner ;research director of 

the Canadian Tax Foundation, urged an oil industry conference to prepare 

effective rebuttals to the Carter recorrrcendations. He stressed that the 

corrprehensi ve Report could not be countered "with hastily-prepared argu

ment or a lCM-budget brief prepared by a small group of introverted indi vi -

duals in their spare time. ,,66 The industry must not seek to prove that the 

existing tax incentives are justified or equitable, but that they are 

necessary on economic grounds. A well organized carrpaign in which the in-

dustry must be willing to spend $200,000 to $400,00Q, must be developed 

by mid-July.67 Finally, Barbeau warned of the consequences of ineffective 

or inadequate action: "If the industry fails to discharge this responsibi-

lity, political realism will dictate an imrediate implementation of the 

spirit, if not the substance of the Carter recommendations as they relate 

to the petroleum industry. ,,68 A canadian Business editorial argued that 

debate had been so heated because there was not consensus on the fundarren-

tal priorities and value judgments upon which tax policy was based: "That 

is why it is so important for all segments of business to put forward 
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their point of view. The stakes are high. Not only has the carter Com-

mission proposed a new tax system, it has also set out an economic phi-

10sophy for the country. Now is the tine for voices to be raised. 11 69 
In 

order to clarify such issues, the Canadian Chamber of Cornrerce had comnis-

sioned a critical COIIm2I1tary on the Report by Dr. J. R. Petrie, a promi-

nent Montreal consulting economist and forner federal governm::mt tax of-

ficial. Canadian Business strongly recormended Dr. Petrie's study as a 

useful aid to the understanding of the Royal Commission proposals. 70 

Petri e's study is an excellent example of a sophisticated, but 

71 fundarrentally conservative, reaction to the reform proposals. Dr. Petrie 

was extremely uneasy about the Commission's objective of the redistribu-

tion of incorre ; he argued that policy on equity was inevitably based on 

value judgements. In additi on, he did not share the Commission's confid-

ence in the beneficial economic effects of its progressive recommendations, 

h th ' tal ' 72 suc as ose on capl galns. Nor did he accept the contention that 

tax incentives had caused a misallocation of resources: liThe (xmflicting 

assumptions and the inconclusive argument leave unproved the Commission's 

charge of undue and excessive investment caused by the tax concessions to 

the mining and petroleum industries. 1173 The RePOrt's analysis of its ef-

fect on the international balance of payrrents and investIrent patterns was 

similarly rejected: lI'!he argurrent is too glib and the assumptions too 

dogmatic and doctrinaire. So much depends upon foreign investor reaction 

to actual ilnplementation of the proposals. 1174 Petrie's concluding observa-

tions were highly critical: lilt is pointed out in various parts of this 

M2rr0randum that many of the conclusions regarding the ilnpact of the Corn-
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mission's tax proposals must be indefinite and cannot be as conclusive as 

the Comnission has tried to make them. ,,75 His final word was that: "The 

I Report should neither be daIIrrled in its entirety nor accepted as a 'basket' 

proposal, as the Corrmission appears to urge in the text. ,,76 He repeated 

the carrrrron argurrent that the rrore constructive recomrendations could be 

adapted, even though other proposals required rrore detailed and critical 

attention. 77 

Dr. Petrie's fundamental criticism was of a rrore ideologi cal na-

ture. Alx>ve al l else, he obj ected to the overall orientation of the Com-

mission: "The rrost important feature of the Report is the tax philosophy 

that it is reco:mrrending for adoption by the Q:)ve:rnment of canada. The Com-

missioners are committed deeply to a greatly extended control of the na-

tional economy. It is their stated aim to provide not only greater econo-

mic stability and growth by extensive centralized planning, but to affect 

a considerably greater redistrib~tion of income that will increase orogres-

' 1 th · ti ' 'ta ' ,,,78 Sl ve y as e na on s per cap1 mCOItE r1ses. Such large-scale .chan-

ges in the fiscal system and the associated expansion of state control 

would have unpredictable and disruptive effects on the economy. Such rnas-

sive fiscal planning "alrrost inevitably would have to be centred in a 

technocracy of elite civil servants. This raises the question whether or 

not it is consistent with derrocratic principles as understood and practi-

ced in canada to transfer the control over the nation's economic destiny 

to a technocracy which, no matter how competent, cannot be possessed of 

ei ther ormri.science or infallibility, and which is not responsible to the 

people. ,,79 On the basis of the Petrie critique of the Royal Commission, a 
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special committee of the Chamber of Commerce had prepared a draft brief 

for submission t o the government. 80 The chairman of this committee, W. H. 

Flynn, presented a surmnary of the proposed brief to the September 1967 

81 conference. The brief, which rejected the central Carter proposals, was 

extensively discussed by delegates and then adopted as Chamber policy. 82 

The corporate sector made extensive use of such professional and 

academic expertise and specialized consultants in the elaboration of their 

policy sul::rnissions. A further critique of the Report by Professor Neil J. 

Jacoby, of the Uni versi ty of california at Los Angeles, was sponsored by 

the International Nickel Co. of canada, one of the world's rrost pcMerful 

mining corporati ons. 83 Jacoby argued that the Commission's priorities were 

at variance with those of other Western countries and canadian historical 

experience, and that economic growth, rather than inCCllre redistribution, 

should be the prir're goal of tax policy. 84 He was highly critical of the 

emphasis on neutrality, the overly theoretical view of corporate incame85 

and the "nationalistic bias of the Carter proposals and their threat · to 

international capital rrovem=nts. ,,86 He stressed the central role of min-

ing in canadian economic development and the importance of tax incentives 

to the industry ' s continued development. 87 The Commission's analysis of 

resource taxation was strrmlaI'ily rejected; citing international and histo-

rical evidence Jacoby argued that "it is clear that a substantial rise in 

canadian tax burdens on multinational petroleum companies relative to 

those imposed in other countries, would shift invesrrent . out of canada. 

tb doubt, similar consequences would ensue in the mining industry. The 

Carter Commission's expectation that these companies would sustain their 
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investment in Canada is unrealistic. ,,88 He disputed the notion of the 

Report as a package that must be accepted or rejected holistical ly: "M:)st 

of the Commission ' s proposals should be considered separately from the 

others on their individual merits. The Commission's set of reforms is 

only one in a constellation of alternative changes in the Canadian tax 

89 structure. Jacoby concluded that the Canadian people must decide on the 

priorities and corrpromises of tax refonn: "In reaching these judgrrents, 

havever, Canadians should bear in mind that the tax system proposed by 

the carter Commission would probably call for a sacrifice of growth in na-

tional incane , and a worsening of the balance of payrrents, in order to at

tain the Commission's definition of ' equity' in taxation." 90 

These studies are a further indication of the tremendous resour-

ces that major firms and corporate organizations could themselves marshall 

or hire for the pr eparation of comprehensive and irrpressive critiques of 

policy to which they were opposed. By the latter part of the surcurer, the 

federal goverrurent was receiving a "rrountain of post-carter briefs" expres-

sing these business views. According to the Financial Post: "Alrrost all 

of the representations received - or promised - are critical of the under

lying concept of the Carter Corrmission.,,91 

The Monetary Times reviewed the state of corporate opinion on the 

Royal Commission in the fall of 1967: "All business takes issue with much 

of Carter. Certainly the package is unacceptable. ,,92 Business was also 

aware that the goverrurent would be facing a number of counter pressures 

which could favour acceptance of SOrrE Corrmission proposals. A M:mtreal 

management consultant, for exarrple, argued that the complexity of the Report 
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rreant lengthy governrrent study, during which tiIre there would be pressure 

from the public, so many of whom would benefit from irnplerrentation of the 

93 proposed changes. An invest:rrent analyst writing in Western Business and 

Industry addressed the political parameters wi thin which the Corrmission 

would be debated. 94 Two considerations were outlined that could encour-

age the adoption of key Carter recommendations: firstly, the need for re-

venue sources to cover the growing state deficit, and secondly, pressure 

from the left~ing within the Liberal leadership for reformist policy that 

would appropriate electoral support fram the New Democratic party.95 The 

regional context of canadian politics was also stressed: "Strongest lines 

of defence against such policies will be much less the organization of 

business than the premiers and finance ministers of the provinces of cana

da. ,,96 It has been pressure on Ottawa from the mining provinces, spurred 

by threatened cancellations and deferred projects in their regions, as much 

as that of the industry itself, that had been instruIrental in the May con-

cessions. M':)re generally, while solidly opposed to the recomrendations, 

the business community seemed to be far less agitated about the concrete 

possibilities of their implementation. A Financial Post survey had found 

that "with relatively few exceptions, canadian business appears to be play

ing a waiting game on the Carter Corrmission taxation proposals. ,,97 Aside 

from sectors such as the resource industries that could face a particular-

ly severe impact, rrost corporations had not made specific changes in their 

policy and operatiOns on the basis of how the Carter recornrnendations would 

affect them. The reason for this was quite simply that business did not 

expect the core recomrendations to be implemented: "The attitude appears 
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to be, as expressed succinctly by one business consultant, 'no government 

will buy a thing like the carter pror.osals'. ,,98 The l.iJnited changes that 

corr.orations had rrade were "rrore the result of a feeling of uncertainty 

rather than any hard expectation that a particular aspect of the carter 

recorrmendations will becane law." 99 Nonetheless, whatever confidence bu-

siness rray have had that the reform package could not be accepted, this 

outcome was not being left to chance. Massive corr.orate pressure on the 

government to reject the Royal Commission pror.osals continued. 

II. Deliberations Within the State 

The federal governrrent planned to proceed quickly with its exa-

rnination of the Royal Commission and the development of r.olicy on tax re-

form. In April Mitchell Sharp had announced that there would be only five 

rronths for the preparation of briefs to the government. The primary rea-

son for this expeditious timetable was the need to reduce business uncer

tainty.lOO An indication of government thinking was contained in the June 

1, 1967 budget statement from the Minister of Finance. Sharp provided a 

general evolution of the Report: "We have found ita thoughtful , radical 

and stimulating rer.ort, but one that bristles with both technical and po

licy problems and, need I add, r.olitical problems. ,,101 In this regard, he 

felt that the concept of the ccrrprehensive tax base required particularly 

careful consideration. The Minister reiterated that there would be no go-

vernment decision until all interested parties had had the opportunity to 

corcrrent. Mr. Sharp realized that this furthered the problem of business 

uncertainty, but argued that hasty or ill-prepared implementation would be 

102 even rrore harmful. The lack of tax changes in this budget was inter-
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preted as giving the government the maximum freedom of action for its ma-

jor policy develop:rents. Sharp's speech was also seen as reflecting his 

efforts "to shift the focus of thinking from the report to the prospects 

of a specific governrrent program for tax refo:rm" to be presented in a 

White Paper late in the year. l03 

Federal-Provincial Conflict 

A vi tal factor in the dynamics of refo:rm continued to develop as 

it became clear in the m::mths following the publication of the Royal Com-

mission that the provinces were highly uneasy about the implications of 

the Report and that there would be significant conflict between the provin-

104 cial and federal governments. The activity of provincial governments 

had already proved critical in the course of tax refo:rm. The support of 

the Western provinces for the opposition of the resource industries to the 

elimination of their concessions was an important element in the May 11 

ext 
' 105 enSlons. 

Provincial suspicion of the Royal Commission was clearly evident 

in the June 1967 meetings of the federal-provincial Tax Structure Commit-

t ' t tal dinat' 'tt f' 1 l' 106 Th ee, an m ergovernmen coor mg cormu ee on lsca po lCY. e 

provincial representatives argued that there be no action taken on the 

carter Report until there had been a significant redistribution of fiscal 

powers between the federal and provincial levels. The position of the 

Minister of Finance was that the federal government had to formulate its 

policy quickly in order to reduce certainty in the private sector and that 

the Royal Conmi.ssion dealt with the rationalization of the overall struc-

ture of taxation rather than with inter-governmental tax sharing. Pro-
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vincial opposition was led by the Ontario governrtEnt . Ontario policy was 

stated in an address by Provincial Treasurer C. S. MacNaughton to the Tax 

Structure Committee. He argued that lIit is impossible to even contempla-

te basic changes without confronting the continuing requirerrents for new 

tax-sharing arrangerrents. 11
107 

Mr. MacNaughton outlined the key elerrents 

of the crisis of federal-provincial fiscal relations as documented by the 

studies of the Tax Structure Corrrni ttee: rising state expenditures were 

increasingly concentrated at the provincial and municipal levels, but the-

se governrtEnts had far rrore limited sources of revenue and consequent 1 y 

bore a larger proportion of total state deficits. No effective irnplerren-

tation of the carter proposals was possible without redressing these pro

blems and increasing the financial strength of the j unior levels of go-

vernment. The provinces also objected to Commission recommendations that 

the federal governrtEnt have corporation, personal and succession taxes to 

itself and that the provinces should concentrate on sales taxes. The re-

sult of these disputes was the Finance Minister Sharp's timetable for tax 

reform was delayed. Senior federal and provincial officials VwDuld inten-

sively study the Report and another ministerial conference would be held 

in the fall. lOa 

The response to the Royal Commission was particularly hostile 

from the Western provinces. This early Western opposition to the Report 

was led by Premier Ross Thatcher ' of Saskatchewan. At the Tax Structure 

Corrrnittee :rreetings he had said that it VwDuld be lIa sad day for Canada ll if 

ottawa proceeded with the Conmission and argued that key recorrurendations, 

such as those eliminating resource concessions, discriminated against 
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western Canada. 109 Saskatchewan had planned to follow Alberta in elimina-

ting the provincial share of the estate tax, but the positive effect of 

this change in i nvest:ment would be cancelled by the carter proposals. He 

also argued that the recorrrcendations on the resource industries would re

strict capital invest:ment in saskatchewan. 110 

These concerns were strongly expressed at the meeting of the 

Prairie Economic Council in June where the Premiers of Manitoba, Alberta 

and Saskatchewan, with the latter again the rrost outspoken, agreed in con-

denming the Report. It was feared that recornrrendations on capital gains 
111 

and resource incentives would llnpair western economic developrrent. This 
, 

opposition was retnforced when Premier Bennett of British Columbia suppor-

ted th e objections of the prairie Premiers. He stressed that he would re-

sist any changes that would hann resource developrrent in B. c. and conclu-
112 

ded that "the carter report is dead as such because it was a package deal." 

In July, these views were firmly put to Prine Minister Pearson in Ottawa 

after the formal cererronies making the western Premiers Irembers of the 

Privy Council. 113 They warned against any hasty implementation of the re-
114 

corrrrendations and Mr. Pearson reassured them that this would not be done. 

As well as the familiar fears that the capital gains, estate tax and re-

source proposals would hann regional economic development, the Premiers 

were worried about the centralization of fiscal and economic control in 

the federal government, the adverse effect on provincial revenue and the 

even greater concentration of industry in Central Canada that they belie-

ved the recommendations would cause. 
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A clear consensus also emerged from the August annual conference 

of provincial premiers in Fredericton that the federal governrrent Im.lSt 

slow down its plans of moving quickly from the September deadline for the 

submission of briefs to actual legislation on tax reform.
115 

Provincial 

opposition to the Royal Commission was clear in oommentary solicited by 

the Financial Post.116 Premier Robarts of Ontario accepted the Gommis-

ion's main finding that the tax system was in desperate need of major re-

form. He supported the wider tax base, but was far more hesitant with the 

mining proposals. Mr. Robarts objected to the limited scope of the Rerorti 

it ignored the need to contain the growing tax burden and the critical 

fiscal problems of the provincial and municipal levels. The provinces 

guaranteed sources of revenue before any further action could be taken. 

Premier Thatcher of Saskatchewan reiterated his categorical opposition to 

key Gommission proposals for their uneven regional impact. He argued that 

the rapidly growing Saskatchewan economy needed large arrounts of capital 

which would be threatened by their implerrentation. The Ontario and Sas-

katchewan positions were supported by the provincial treasurer of Manitoba. 

He also opposed any quick implerrentation of the Report and supported the 

Ontario interpretation of the critical fiscal situation. Premier Thatcher 

predicted problems with Western Liberals if the governrrent accepted the 
117 

Report. This prognosis was quickly proven correct when Western Liberal 

M.P. 's and Senators urged the Minister of Finance to reject the Carter 

Commi . 118 
SSlon. 
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Continuing Deliberations in the Political Sphere: Fall 1967 

Another issue attracting considerable conflict and debate during 

this period was the fiscal context for tax reform. An iIr;x>rtant constra-

int on the adaptation of the Carter recommendations was the necessity that 

all deviations from the Report be balanced by other compensating changes 

in order that total revenue should not fall. 119 The business view of this 

problem had long been clear: a Financial Post editorial on the expected 

fall federal budget argued against the use of tax increases to solve the 

governrrent's fiscal problems. Instead, the state should reduce "increa-

singly lavish spending plans" so as to be able to cut taxes rather than 

. th 120 ra.l.se em. 

Fiscal considerations, and above all finding adequate sources of 

revenue, had also been the primary focus of the Ontario Conroi ttee on Tax-

ation - the Smith Report. The very different emphasis and rationale of 

this Report in comparison to the Carter Royal Commission was much commen

ted ui:on in the business press. Recognizing that trends of rising state 

expenditure would continue, the Smith Report was concerned with the rreans 

of raising suff icient tax revenue without damaging the economy and with 

relieving fiscal pressures at the provincial and municipal level. ~~le 

the Carter emphasis on the redistribution of income and these goals are 

rot inherently contradictory, "many will nonetheless feel Smith is far 

more in tune wi th today's problems by identifying the revenue-expenditu

re balance as the major unsolved fiscal task. ,,121 w. A. Macdonald out-

lined further key differences between the Smith and Carter Reports: the 

forrrer was seen as "much less theoretical, doctrinaire and perfectionist", 
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it had a more flexible view of fairness which was less rigidly based on 

the concept of ability to pay,122 and "the Smith Report also made it cle-

ar that redistri bution of income, while undoubtedly one objective of so

cial policy, was by no means the only one. ,,123 I-bst fundarrentally of all, 

the Smith Report was "with a few major exceptions, an extensive patchwork 

job on the present fiscal system. It is a conservative docurrent ... The 

Committee decided to take the approach, in the main, of working with the 

existing system and building on it, rather than building anew. ,,124 For 

these reasons the Smith Report was judged "to have a greater likelihood of 

influencing practical legislation.,,125 Corporate support for the more li~ 

mi ted and pragmatic types of refonns proposed by the Smith Comni ttee can 

l:e seen as one element of their critique of the more far-reaching recom-

mendations of the Carter Commission. 

The Smith Report was one of seven provincial. studies of taxation 

rt ' d 'thi 1 '00 126 Th ' f f th 11 repo lllg urlng s genera perl. e prlIDarY ocus 0 em a 

had teen the deteriorating fiscal situation of the provincial and munici-

pal governments. The provincial studies arrived at very similar conclu-

sions on the required direction of change; their prescriptions included 

the thorough rationalization of the overall tax system, restructuring of 

the intergovernmental balance of expenditure and revenue, improved feder-

al-provincial coordination, and quick action to deal with the pressing 

immediate fiscal problems of the junior levels of government. 

Tax reform had also became an important issue of partisan poli-

tics in the campaign for the leadership of the Progressive Conservative 

party. Several prominent candidates had expressed opposition to the Royal 
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Ccmnission. Senator Wallace McCutcheon, one of the controlling figures in 

Argus Corporation, had called the Report "a rrod.el for a taxation system 

that might be appropriate in a mature, stagnant society," but which was 
127 

"quite inappropriate in a developing, dynamic, growing society." J:))nald 

Fleming, who was Minister of Finance when the Comnission was established, 

128 had been highly critical of core Carter proposals in an earlier speech. 

As the onslaught of briefs on the Carter Report poured in to the 

governrrent in the early fall, an important ele:rrent of official policy was 

clarified: "Finance Minister Mitchell Sharp and his officials appear to 

reject completely any suggestion that they must take or leave the Carter 

Royal Corrrnission reCClJ:'[Urendations as a whole. ,,129 This was a highly signi-

ficant policy development. It will be recalled that opposition to the 

package nature of the Ccmnission proposals had been a central thrust of 

corporate pressure. This was a further indication of governrrent recept-

i veness to business demands. Sharp also delineated the nature of the Whi-

te Paper scheduled for the end of the year. It would not simply be the 

government's response to the Report: "What it will be, in fact, is the 

governrrent's general views on taxation, a starting place for debate. The 
130 

Carter recomrenda.tions are only one input into the decision-making." 

He stressed that there would then be ample time for further debate and re-

vision of these policy proposals. SUch assurances were not enough to qui-

et business unease. The Financial Times referred to the anticipated ~~te 

Paper as a "pol itical l::omb" which even its fonnative stage had attracted 

considerable provincial opposition. M)reover, "despite official reassur-

ances that the document will merely indicate the broad trend of federal 
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thinking, there is no escaping the fact that it will carry the weight of 

the central taxing authority and will make most of the decisions that have 

t be d ,,131 
o rna e. 

III. Corp:>rate Submissions to the Governrrent: Fall 1967 

Fo:rmal Input to the Goverrunent 

The government had constantly reassured interested parties that 

they would have ample opportunity to contribute to the fontlation of policy 

on tax reform. The means to be used was the sutmission of large numbers 

of briefs from corporations, business associations, labour organizations 

arrl various other groups. Governrrent sPOkesrren had long stressed that the 

opinions and argurrentsexpressed in these submissions would be of signifi-

cant influence in official deliberations. 

In April, the r1inister of Finance had outlined the key facets of 

the Royal Commission reform schema for consideration and called for the 

submission of briefs on these issues by September. The deadline was sub-

sequently extended into October. During the early- fall large numbers of 

briefs were presented to the governrrent. Minister of National Revenue 

Edgar J. Benson stressed haw grateful the government was for this massive 

input: "The bri efs and letters that we have received have varied in len-

gth, style and content but all have been helpful to us in our study of the 

Cornnission Report. ,,132 He noted that by late November the goverrunent had 

received between 950 and 975 written submissions. ~st of these were re-

latively short letters or sutmissions, but there were 150 more substantial 

briefs. 133 The great majority of these major briefs were from corporate 

134 sources. 
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This f ormal input to the government came at a particularly cruci

al ooint. It was the last opportunity to influence the developrrent of go

vernrrent policy as its basic outline was still being distilled. The White 

Paper that was to be issued would represent not just a set of recomrenda

tions put forth by an advisory Royal Commission, but proposals that, how

ever Im.lch they were open to revision, were official governrrent policy and 

could eventually be irrplernented. For this reason, this was the point at 

which detailed and specific critiques of the Carter COmmission and concre

te policy _ al ternati ves on the direction of tax refonn had to be prcxiuced. 

The resulting briefs represented the clearest and best developed policy 

statements and the strongest efforts to influence official conclusions on 

the Carter Reoort and the direction of tax refonn. As at earlier stages, 

this formal input to the governrrent was highly unequal. Sul::missions from 

the corporate sector far outnumbered those of labour or any other canpe

ting interest . The great material and organizational resources that top 

finns and associations devoted to the preparation of their response -to the 

Royal COmmission also ensured that- they would be far rrore comprehensive 

and impressive than those of other groups. The central criticism of the 

Report and demands for tax changes contained in the corporate sul::missions 

is examined in this section. To serre extent, these briefs reiterated the

IreS of prevailing corporate pressure and this will not be repeated in de

tail. However, they also constituted a further elaboration and systemati

zation of corporate policy.135 Such further development and the qualita

tive nature of the business briefs will be concretely analyzed. The next 

section returns to the sul::missions of other organizations and explores the 
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nature of the political competition at this juncture of the reform pro-

cess. 

Corporate Briefs on the Royal Corrmission: General Themes 

Running consistently through the corporate briefs was a pervasi-
136 

ve opposition to the Royal Commission reform proposals as a whole. The 

fundamental theme that the recornrrendations would have a severe adverse ef-

fect on economic growth was expressed by organizations ranging from the 

canadian Manufacturers' Association to the canadian Construction Associa

tion. 13? AIrong the harshest and IIOst conservative critiques carre fran the 

canadian Chamber of Comrerce. 138 A delegation fran the Chamber had pre-

sented their brief to the Minister of Finance in which virtually all the 

139 key Commission recarnmendations were opposed. The submission feared 

not simply damage to the econany, but that "the Corrmi.ssion is advocating 

much greater use of federal government tax and expenditure policies for 

controlling the canadian economy" and that this in turn "would produce a 

marked change in the atrrosphere and climate for competi ti ve enterprise in 

canada.,,140 Similar concerns were stressed by the Chamber's constituent 

bodies such as the Vancouver Board of Trade; "The Report, although osten-

sibly concerned with the reform of the canadian tax s ·tructure, constitutes 

in fact a theoretical framework for a highly centrali:!:ed economy, in which 

Federal authority is greatly increased. ,,141 

The cornprehensi ve nature of the corporate input in the Report is 

well illustrated by the submission of Algoma Steel, one of the three major 
142 

corporations that dominated this crucial sector of the canadian economy. 
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The brief, a 58 page booklet with a statistical supplement of 41 tables, 

was both a thorough critique of the general reform package and a detailed 

and technical case study of the concrete effect of the recommendations on 

this corporation and industry. Algana described the brief as "the result 

of intensive studies of the canadian incorre tax system during the past 

twelve rronths and of the Report of the Royal Corrmission on Taxation since 

it was released. The studies were undertaken to ensure a thorough under-

standing of the effect of taxes on the operations and growth of Algoma 

Steel and of the canadian iron and steel industry and to prepare for sound 

appraisal of the then forthcoming Report of the Royal Commission. ,,143 In 

addition to two of i ts executives, Algana had enlisted the services of 

J. Douglas Gibson, financial and economic consultant and forrrer member of 

the Royal Commission on Banking and Finance, J. J. Singer, economic con-

sultant with w. A. Beckett Associates, W. A. Macdonald, corporate lawyer 

and author of 1;:he regular colurm on taxation in the Financial Post, and 

L. F. Heyding, a leading chartered accountant. 144 Although the brief was 

severely critical of the Commission's major recommendations, the need for 

refo~ was recognized: "A review of the whole tax system, which has grown 

like Topsy, was overdue and there seerred to be room for reform and :i.rrpro-
145 

vements. However, the Report advocates revolution rather than reform." 

Similarly, the :i.rrportance of equity was acknowledged, but "at this point 

in canada's history, it is evident that economic growth deserves high pri

orit;. ,,146 Algoma Steel argued that it would be far better to :i.rrprove 

the existing structure rather than risk the adverse economic effects of 

the radical changes proposed.147 



545 

The financial sector plays a central role in the systems of ex-

change and circulation and in the coordination of the overall economy. 

Reflecting these general filllctions, the major financial organizations were 

rrost concerned with the impact of the Comnission recCJItlItEIldations on the 

health and growth of the econany as a whole. Their briefs corrrrented ex-

tensively on this issue . The Investment Dealers Association praised the 

comprehensiveness of the Royal Commission, but felt that it should also 

have studied provincial and municipal finances and government expenditure. 

It did not defend the existing structure, .but was highly critical of the 

radical changes proposed: "Implenentation of the prirre recomrendations 

could lead, we believe, to major problems which could have serious effec-

148 
ts on Canadian security markets and o.n the economy as a whole. " The 

basic focus of the brief was on patterns of capital investment: "As an 

integral part of the investment industry, the Investment Dealers I Associa-

tion of Canada is concerned with the ability of its rrember firms to raise 

the funds which will be required if the Canadian economy is to continue 

to expand . ,,149 Their fillldarrental thesis was that "a growing economy needs 

an increasing supply of capital" and that the reccmrendations ~uld serio-

1 I , 't 't 'lab ' l't 150 Th I D A ed that th tab ' l ' t d us y l.IIU. 1 S aVal 1 1 y. e. • • warn e s 1 1 Y an 

investor confidence necessary to raise large amoillltS of capital would be 

severely strained by the Corrmission: "Security markets are extrenely sen-

sitive to actual or threatened changes in the economic and politi.cal cli-

t "lSI rna. e. The submission predicted a range of adverse effects of the 

Royal Commission: reduced savings, dislocations in the capital markets, 
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"acCLmlUlated tx'Ols of capital would be depleted", the international corrpe-

titive position of canadian industry would be damaged, canadian ownership 

of small businesses would be threatened, and "foreign investor confidence 

could be damaged and could lead to a financial crisis in canada . "lS2 

Other financial organizations expressed similar fears: the brief of the 

Tbronto Society of Financial Analysts warned that implementation of the 
IS3 

Report could ultimately result in a lower standard of living in canada 

and the Association of Canadian Investrrent Companies predicted that the 

uncertainties cr eated by the Commission would drive investrrent capital out 

IS4 of the country. In presenting his company I s submission to the Minister 

of Finance, N. J. McKinnon, chainnan of the canadian Imperial Bank of Com-

merce, maintained that implerrentation would severely damage the whole eco

nomic fabric of canadian life. ISS 

Finally, a joint brief from the ~ntreal and Tbronto stock exchan-

ges argued that the proposed tax changes would discourage savings, threat

en tx'Ols of capital and retard economic growth. lS6 In discussing this sub-

mission, the Financial Post stressed the unanimity of opinion within the 

financial sector: "Group after group from the financial commmity has 

gone on record as opposed to the proposals - investment dealers, financial 

analysts, life insurance canpanies, trust finns and finance companies. "lS7 

It also noted the paradox that the recorrnendations, especially integration 

with the expected rise in share prices and expansion of the equity market, 

would appear to benefit the stock business: "Yet, despite these attrac-

tions, the canadian financial corrmuni ty is deeply uneasy about the overall 

capital market implications of the Carter package. "lS8 A Tbronto Globe 
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and Mail editorial praised the brief of the Montreal and Tbronto exchan-

ges in particular for looking beyond the short-tenn interests of their 

individual members to the long-tenn interests of the economy as a whole. 

It approvingly quoted John R. KiInber, president of the Tbronto Stock Ex-

change: "The i ncreased vol1.llre of trading in equities would be good for 

brokers, who would earn commission on the increased sales, but in the long 

run the recommendations would have serious results for the capital market 

and for the economy. ,,159 The editorial endorsed a comron criticism of the 

recorrm:mdations: "while they might conceivably serve the needs of a rratu-

red, resource developed, industrialized economy, they would take the gin-

ger out of an economy, like Canada IS, that is hardly rrore than beginning 

to plumb l'tS growth potentl' al. ,,160 Th erwh 1min f f' e o~ e g message rom lnan-

cial and other elements of Canadian capital was that the carter proposals 

would darrage economic growth and must therefore be rejected. 

OVerall Framework of the Royal Commission 

There was widespread corporate criticism of the framework within 

which the Royal Ccmnission had developed. its refonn proposals. This was 

succinctly voiced by the Investrrent Dealers I Association: "The Catmi.s-

ions I s Report is an outstanding exercise in logic and symretry, based up-

pan the academic concept of the perfect rrodel and designed for a rrature 

economy operating in a complete vacuum. The highly theoretical approach 

of the Commission pays scant attention to the hard practicalities of every 

day life and the less than perfect state of the Canadian economy at its 

161 present stage of developnent." The Mining Association of Canada was 
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even harsher: "The Commission's J?Ortrai t of Canada is based on certain 
162 

economic ass1.m1ptions that are, in many cases, sheer absurdities . " Both 

the Canadian Institute of Chartered Accountants and the Canadian Bar As-

sociation argued that the proJ?Osed system was far too cc:mplicated; that 
163 

many recommendations would prove unacceptable and therefore unenforceable . 

Even rrore hostile was the corJ?Orate resJ?Onse to the guiding phi-

losophy and basic priorities of the Royal Commission. At its rrost extre-

rre, this opJ?Osition saw the Cornnission, in its zeal to redistribute wealth, 
164 

as a dangerous threat to the survival of the free enterprise system. The 

Investrrent Dealers' Association tack strong exception to the basi c philoso-

phy of the ReJ?Ort: 

It appears that pure value judgrrents have played a major role 
in the development of these philosophies. we refer specific
ally to their concept of horizontal and vertical equity and 
their obvious intent to use the federal tax system as a prirre 
rreans of redistributing economic wealth arrong the various in
carre groups. ~mle one cannot fault these concepts in the ab
stract, the extent to which the Commission would apply them 
TInlSt be strongly opJ?Osed. The socialistic overtones of the 
Commission's recommendations provide a virtual blueprint for 
a whole new system of governrrent control over individuals and 
business. This is certainly not in keeping with our present 
system of free enterprise and the democrytic principle that 
governrrent is the servant of the people. 65 

The Trust Ccxrpanies Association of Canada carried forward this therre: ''we 

regard governrrent in a democratic country to be the servant not the master 

of the people, we reject a system of taxation designed to provide for the 

planning, direction and control of the national economy at the expense of 

the liberties and property rights of the individual. ,,166 The Association 

agreed that scxre redistribution of incarre was necessary, but argued that 

the Corrrnission: 
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... is obviously prepared to see canada go much farther 
toward full redistribution of inco:rre than we believe !TOst 
canadians Y.'Ould be prepared to accept. For our part, we 
firmly reject the Commission's proposition that taxation 
should beco:rre !TOre steeply progressive and that redistri
bution should go substantially farther .•. What we do want 
to emphasize is that redistribution can be carried to the 
point where the state assumes a control over the indivi
dual and his financial affairs which we regard as being 
inconsistent with canada's traditional ideas of the role 
of derrocratic government as a servant of the people. 167 

A carmon the:rre of corporate briefs, then, was their strong oppo-

sition to the Royal Commission's overall priorities; to its choice of equ-

ity as the primary goal of tax reform. The Report was ominously condem-

ned as a precursor of socialistic control of economic life. The legitirna-

cy of equity as the funda:rrental objective of taxation was denied; business 

felt that equity was a subjective and value-laden concept and that the 

Report had gone too far in its drive for redistribution. MJst irnportant-

ly, brief after brief from individual firms and major associations identi-

168 fied economic growth as the essential objective of the tax system. The 

comprehensive brief of Texaco canada Ltd., for example, argued that "no 

one can deny that the objectives stated are desirable but there is roan 

for argtll1'ent in their order of preference and interpretation" and that go-

vernment policy and the tax structure must provide a "favourable climate 

for vigorous and efficient economic activity as a basis for :rreeting the 

needs of the Canadian people in prorroting a high standard of living for 

all. ,,169 Imperial Oil Ltd. also objected to the "sacrifice of economic 

growth to the Commission's concept of equity. ,,170 Business was not simply 

opposed to the Report's ranking of priori ties, but firmly believed that 

tax policies desi gned to improve equity and redistribute wealth Y.'Ould 
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reduce incentives , especially for risk-taking and investrrents, and conse

quently retard economic growth. 171 Business agreed with the Royal Corn-

mission that the objectives of equity and growth were antagonistic, but 

there was 00 question that sustained economic growth was the goal chosen 

I 

by the corporate sector. carrying this general argurrent further, an im-

p:>rtant corporate thesis was that redistribution may be a worthy goal, 

but if it resulted in lessened economic growth then there would be less 

national incorre to redistribute. All would be better off with steady eco-

, owth 172 
nOInlC gr . 

The corporate input also commented on wider issues of state fis-

,cal p:>licy. A mrrnber of sul:missions argued that the Royal Conmission had 
173 

ignored the really crucial issue of the level of goverI"lm2Ilt expenditures. 

Others condemned the Commission for its inadequate analysis of federal-

, '1 f' lIt' 174 provlncla lsca re a l ons. 

It was abundantly clear by the fall of 1967 that corporate opin-

ion overwhelmingly rejected any consideration of the reform prop:>sals as 

a package. That the goverI"lm2Ilt had received this particular Iressage was 

seen in the previous section. This view reappeared in the briefs to the 

Minister of Finance; the canadian Chamber of Cormerce, for example, stres-
175 

sed that the maj or prop:>sals should each be dealt with on their own. 

When considering the major recommendations separately there was also 

great consistency in the corporate briefs: there was tremendous oppasi-

tion to all of the core prop:>sals of the Corrmission. The brief's evalua-

tion of the major recammendations on first personal, and then corporate 

incorre taxation will nCM be examined. 
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Personal Inoome Taxation 

There was some oorporate acceptance, albeit highly limited and 

undoubtedly superficial, that the structure of individual taxation should 

be progressive. However, as has been seen, there was great hostility to 

the degree of equity and redistribution emphasized by the Conmission and 

equally strenuous opposition to the Report's major proposals for increa

sing the progressiveness of the tax system. The opposition was so strong 

at this level that little detailed attention was paid to the actual rate 

structure proposed or to the number of other specific issues. For exam

ple, although not extensively discusse:d, rrost oorporate briefs did not sup

port the use of the family as a unit of taxation. The business submissions 

did approve of a number of recammendations such as the lower top marginal 

rates of personal income tax176 and improved inoome averaging. 177 

Cornprehensi ve Tax Base 

As has been seen, one of the central focuses of the oorporate op

position that had developed to the carter Report was the increased taxa

tion of property income and wealth it would entail. This was carried thro

ugh to the business briefs where there was a virtually unanirrous rejection 

of the CClIt'prehensi ve tax base. The major reCOIm'eIldations that would wi

den the tax base will be discussed rrore fully below; while there was limi

ted reoognition that sarre taxation of capital gains was very likely, there 

was oonsistent hostility to the inclusion of gifts and inheritances in the 

tax base. But the overall ooncept of the CClIt'prehensi ve tax base was ab

horrentto the Canadian capitalist class: strong opposition was register

ed by the briefs of the Canadian Manufacturers' AsSOCiation~78 the 
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Retail Council of Canada; 79 The Vancouver Board of Trade ;80 Texaco Canada 

Ltd. ;81 and many others. The Mining Association of Canada dismissed the 

concept of "a buck is a buck" as "utter nonsense. Jr82 The distinction bet-

ween capital and i ncome and the adverse effect of the wider base on capi-

tal accumulation was widely emphasized. The Trust Companies Association 

darkly predicted that the comprehensive tax base \VOuld result in a "very 

large annual disappearance of private capital. ,,183 In objecting to these 

recorrrrendations, the Association echoed a firmly held canon of business 
184 

ideology: "It is human nature to invest in the hope of substantial gain." 

Gift and Estate Taxation 

Corporate briefs consistently and strongly attacked the recommen-

dation to tax gifts and inheritances at full progressive rates and predic-

ted dire economic consequences if this was implemented. Once again it was 

the Trust Companies Association that voiced the harshest aversion to this 

taxation on wealth : "Of all the Commission's recornrendations we find this 

to be the rrost objectionable. It is a radical and, indeed, revolutionary 

concept with which we must voice our profound disagreement. ,,185 And once 

again, this opposition was framed in rroral and ideological tenns: "The 

passing on of family capital from generation to generation seems to be a 

basic human instinct ... Inclusion of gifts and bequests in the incone tax 

base \VOuld rerrove a major incentive for Canadians to work and produce for 

the benefit of their families. ,,186 In a similar vein the brief of the Can-

adian Chamber of Cornrrerce had "outlined a social philosophy on which the 

taxing of inheritances and gifts might be based. ,,187 It firmly objected 

to the Conmis s ion , s apparent goal of "levelling down" wealth by means of 
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taxation. The Chamber argued that the rrotivation to accumulate wealth, 

far from being anti-social as the Commission implied, was a central dyna-

mic in the operation of the economy. This rrotivation, whether to achieve 

financial independence or to pass on wealth to future generations, was 

seen as a powerful incentive to economic productivity. When this goal is 

"impeded or frustrated by high taxation, resentrrent and resistance to tax-

188 ation will be strongest." The Chamber believed that in order to main-

tain economic incentives "a lightening of the tax load on gifts and inher-

itances - or at least not an increase in tax on them - would appear to be 

socially desirable and feasible at this tiIre.,,189 

The Trust Companies Association further argued that, in conjunc-

tion with cao.i tal gains, the impact of the changes in gift and estate tax-

ation would be severe: "The effective result would be virtual confisca-

tion of the property of every canadian family, even of rrodest rreans, in 

each generation. The proposals would lead to the sale of family awned 

finns and businesses on the death of the surviving spouse. 190 The "con-

fiscatory nature" of adding gifts and inheritances to the tax base was 

also stressed by the Investrrent Dealers' Association. 19l A variety of 

organizations, am:mg them the canadian Hanufacturers' Association and the 

canadian Institute of Chartered Accountants, asserted that the increased 

taxation of gifts and inheritances would reduce capital investrrent. 192 

Representatives of the resource sector reiterated these general themes. 

Hudson's Bay Oil and Gas argued that they "will hamper the accumulation of 

investrrent capital,,193 and Imperial Oil favoured the elimination of gift 

and estate taxes but maintained that they must not be included in the corn-
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eh . tax ba 194 pr enslve se e The objections of the Mining Association of Cana-

da were even rrore fundarrental: "The present social pattern in Canada is 

that one works hard during his lifetirre, makes sacrifices and saves rroney 

to provide his heirs with a start in life •.. If one of the rewards of in-

dustriousness i s the knowledge that one properly provided for his heirs, 

the Commission I s plan makes a rrockery of this goal. The estate tax plan 

should be ignored. ,,195 

capital Grins 

Corporate opinion was S<::lItewhat less unanirrous on capital gains 

taxation. As has been seen, it had been increasingly recognised in pub-

lic and business comrentary that sorre form of capital gains taxation was 

virtually unavoidable. It must be emphasized, however, that all briefs 

rejected the Royal Commission proposals to include all such gains in the 

tax base for taxation at full progressive rates. In addition, many cor-

porate organizations were flatly opposed to any type of capital gains tax. 
I 

Representatives of the financial comnuni ty, such as the Invest:rrent Dealers I 

Association and the Toronto Society of Financial Analysts, argued that 

invest:rrent and risk-taking would be discouraged. 196 Imperial Oil was op-

posed to such a tax in a growing economy which still required large amou

nts of capital. 197 'Ihe Mining Association of Canada stated: "Apart from 

the inherent fallacy of a capital gains tax in a developing country, the 

Corrmission based its argurrent in favour of the tax on a glib but absurd 

foundation - 'a buck is a buck ' ." The M.A.C. argued that all fonns of in-

corre were not the sarre: "If you equalize risk; if you equalize sacrifice; 

if you equalize hardship, capital investrrent and a host of other factors, 
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then, and only then is a' buck a buck'. Since that cannot be done, the tax 

treat:rlent of different kinds of gains must be different if the system is 

to be fair. To ignore this would be calamitous for Canada." And finally: 

"The proposed capital gains tax implies that canada no longer needs the 

risk-taker, the venturesorce entrepreneur - we think otherwise. ,,198 

other prominent organizations accepted the inevitability of a ca-

pital gains tax, but argued strongly that it must be less stringent than 

recormended. Repeating a familiar therre, the Canadian Manufacturers' As-

sociation argued that in a capital hungry economy like the Canadian a full 

199 capital gains tax would be unacceptable. The C.M.A. and the Associa-

tion of Canadian Invest:rlent Corrpanies both opposed capital gains tax, but 

maintained that if it was necessary then it should be structured like that 

of the United States . 200 other briefs, such as those of the Vancouver 

Board of Trade, Inco and Texaco, simply argued that the rates must be kept 

low. 201 

Integration 

The Royal Commission proposals for the integration of personal 

arrl corporate incorce were not supported in the corporate b:r:iefs. Organi -

zations such as the Canadian Bar Association,202 Canadian Institute of 

203 204 Chartered Accountants, and the Vancouver Board of Trade were all hi-

ghly uneasy about its practical implications. The Toronto Society of 

Financial Analysts worried that integration would alter savings patterns 

and increase the volatility of the stock market.
205 

Resource enterprises 

such as Imperial Oil,206 Texaco207 and Alcan Aluminum Ltd. 208 were partic-

ularly opposed. At first glance, the business attitude to integration 
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seems unusual; the recommendations were ' expected to result in higher share 

prices which would be of great direct benefit to shareholders and these 

changes wouldsimplify the complicated taxation of corporate surplus. The 

basis for this corporate opposition was clearly revealed by the submis-

sion of the Toronto Board of Trade. Integration was rejected because it 

was so closely interlinked with other core recommendations, especially 
209 

the comprehensive tax base and capital gains, which could not be accepted. 

Corporate Taxation 

The recomrended changes in the structure of corporate taxation 

naturally attracted a great deal of attention in the submissions to the 

Minister of Finance. These briefs ranged over a variety of i ssues . Seve-

ral of the rrore minor recomrendations, such as the streamlined capi tal 

cost allowances and the rerroval of the special treatrrent of co-operati ves, 

210 received same corporate support. Sectional interests also shaped com-

rnentary on parti cular proposals; the Retail Council of Canada, for ex-
211 

ample, objected to the transfer of sales taxes to the retail level. Such 

specific co:rrrrentary (and occasional limited approval) was l ost in the 

overwhelming opposition to the fundamental changes in corporate taxation 

proposed by the Royal Cbmmission. Pervading the briefs was the belief 

that the sweeping and revolutionary nature of the recomrendations would 

have a devastating impact on business activity and the economy in general. 

Many briefs attempted to support this thesis concretely by ex-

arnining the impact of the reccmrendations on their sphere of operations. 

Prominent arrong these efforts were the submissions from the steel indus-

try, one of the rrost important sectors of the Canadian economy. Algoma 
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Steel developed a case study of the effect of the proposed changes on their 

finn. 212 Because of the highly integrated nature of the major steel cor-

porations, the loss of tax incentives on their iron ore mining would be 

highly significant. In conjunction with limitations on depreciation, ear

nings and cash flow would be severely impaired. The brief argued that 

"if in the broad national interests, Algoma Steel and the integrated ste

el industry are to develop effectively," then these changes Im.lSt not be 

made. 213 '!he brief of the Steel Company of Canada developed a similar 

analysis. 214 The effect of implementing the Carter proposals on their 

operations was estimated for the 1968-80 pericd: profit v.t:>uld be reduced 

by 20% or $200 million and cash flow by $250 million. 80% of this impact 

would result from the withdrawal of mining incentives and the remainder 

from changes in capital cost allowances. Hare than $1 billion in planned 

capital expendit ures would be restricted or abandoned if the Royal Corrrnis

sion was adopted and investment in mining would be shifted outside of 

Canada. Stelco argued that such a severe impact would be a great shock 

to the Canadian economy and would require goverrurent corrective action. 

Neutrality 

If equity was the cornerstone of the Carter recomrendations on 

individual taxation, then neutrality was the primary rationale underlying 

the rrost important proposals for restructuring corporate taxation. Cor

porate interests were just as fundamentally opposed to this basic concept 

as they had been to equity. Although there was serre qualified business 

support for the principle of neutrality, there was consistent antagonism 

to its being so central to the overall Royal Gommission framework. There 
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was virtually total opposition to the Commission's application of this 

principle, which was seen as inflexible and dogmatic. 

A further major recommendation designed to improve the neutrali

ty of the system was the elimination of the dual rate of corporate taxa

tion with the withdrawal of the lower rate on the first $25,000 of profit. 

General business associations were ambivalent on this reccmrendation, al-

though all agreed on the need to support SIPall business. The canadian 

Chamber of Cbmmerce, for example, approved of neutrality in general but 

was unsure of the Commission's rrethod here. 215 By contrast, the Vancouver 

Board of Trade agreed with the single corporate rate for all. 2l6 Organiza

tions representing larger numbers of SIPall fir.rns were more consistent: 

the Retail Council of canada and the canadian Construction Association op

posed the Commission proposals. 2l 7 The strongest criticism carre fram the 

submission of Nesbitt Thomson and Co. Ltd., a prominent investrrent house. 

It argued that l arge numbers of small businesses "WOuld face substantial 

tax increases under the proposed c):langes; Sate SIPall owner-managed compa

nies by as Irnlch as 70%. It concluded that "the national interest "WOuld be 

better served if they were allowed to keep their 'special' status. ,,218 

There was widespread opposition to the recomrendations that would 

increase the taxation of the foreign operations of canadian corporations 

fram the general business organizations, legal and accounting professions, 

resource corporat iOns and financial associations. The canadian Manufactu

rers' Association expressed the corrm::m fear that this harsher treatrrent 

"WOuld cause canadian Irnlltinationals to move their base outside of the coun

try. 219 This opposition was finnly voiced in the brief of a St. catherines 



559 

manufacturing company with subsidiaries in the United States, Europe and 

Latin Arrerica. Athnes Imperial Ltd. argued that the proposals would dis

criminate against Canadian based international corporations. In a letter 

accompanying the brief D.G. Will.not, president, "expresses doubt about the 

economic and social environrrent which might result if the recomrendations 

are implerrented. ,,220 Further international implications of the recomren

dations were addressed in the briefs. There was great concern that the 

harsher treatment of foreign capital proposed by the Commission would lead 

to a decline in investment. An additional therre was that tax refonn must 

not be allowed to hann the international campeti ti ve position of Canadian 

industry; in particular it was often argued that Canadian taxes must not 

be higher than in the United States. 22l 

Specific Sectors: Financial 

Since the Report first appeared the strongest opposition had corre 

from those financial and resource sectors that would be most drastically 

affected by the recomrendations. "This was reflected in both the large num

bers and impressive quality of the briefs submitted to the governrrent from 

these powerful corporate interests. The ~jor financial institutions 

firmly rejected the proposals on their operations. In rreeting with Mr. 

Sharp to present his company's views, the chainnan of the Canadian Imper

ial Bank of Comrerce said that he concurred with the submission of the 

Canadian Bankers Association in opposing the recoIm'eIlded tax treatment of 

the banks' appropriations for losses; implerrentation would "alter the whole 

character of their lending operations. ,,222 
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The brief of the canadian Life Insurance Associates was greatly 

"concerned aOOut the effect on policyholders and beneficiaries of the pro-
223 

posals in the Report. The proposed new taxes would fallon these people." 

It argued that "life insurance is of prine importance in providing person-
224 

al financial security for 11 million canadians and their famili es." The 

social significance of insurance, as a fo:rm of savings and as a source of 

financial stability, was stressed. The recomrendations would limit these 

functions. The association was equally concerned with the reduction in 

invest:rrent funds flowing through their companies. In combination with sa-

vings reductions caused by other proposals, "the inevitable consequence 
225 

would be an aggravation of the capital shortage facing canada." In con-

clusion: "Because of the social and economic importance of life insurance 

it is urged that the present treat:rrent, which is wel l-founded in public 
226 

policy, be carefully assessed in a broad context before changes are made." 

The delegation which discussed the brief with the Minister of Finance was 

. corrp:>sed of top executives of the major insurance company, including K.R. 

MacGregor, president of Mutual Life Assurance Co. of canada and forner 
227 

Superintendant of Insurance with the federal governrrent. The i ndustry's 

objections to the carter Report were supported by other corporate bcx:lies; 

the canadian Chamber of Comrerce, for example, agreed that "the social pur-

pose of life insurance .•. should be the overriding consideration," that the 

industry provided large anounts of invest:rrent capital and that consequent

ly the recommendations should not be enacted. 228 

The Resource Industries Against the Report 

Virtually from its release, corporate opposition to the Royal Comr 

mission had been led by the resource sector. This trerrendous pressure had 
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net with partial success in the May 11, 1967 guarantees to mining. But 

roth the mining and petroleum industries continued to demand the rejec

tion of the Carter recomrrendations for the elimination of their tax incen-

ti ves. This pressure was carried forward into their formal submissions to 

the government. This massive input on the Royal Corrmission was larger 

than those of any other industries; there were over one hundred submissions 

fram the oil industry alone. 229 The resource sector was so hostile to the 

recorrnendations quite simply because it had nost to lose; the elimination 

of its valuable tax incentives would affect its profit levels far rrore than 

other industries and this .irrq:;>act would be nost severe for the large multi

national corporations that dominated resource production. Bossons stress

ed this factor as the basis of the industry's massive nobilization against 

the Corrmission proposals: "Because of the financial importance of sone of 

the tax changes that VwDuld result, sorre special-interest groups (such as 

mining and oil oompanies) can afford to rrount very expensiye public rela

tions carrpaigns in order to errphasize their point of view. Even though 

such publicity campaigns may be e.xpensi ve, they can be worthwhile protec

tive investIrents for their sponsors. ,,230 

The extractive industries had devoted trerrendous resources to the 

preparation of lengthy, detailed and canprehensive briefs. The highly im

pressive nature of these submissions illustrates the qualitative predomin

ance of corporate input to the state. 23l This is derronstrated in the bri

efs of two of the nost powerful corporations in the Canadian economy. 'Ihe 

International Nickel Co. had submitted a massive brief of sorre 300 pages 

of text and appendices and a condensed version of 38 pages surrmarizing its 
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basic points. "In order to ensure that our assessrrent VwDuld be subject to 

the rrost knowledgeable examination available", a number of prominent indi-

viduals and firms were retained as consultants: three York University pro-

fessors, Professor Dan Throop Smith of Harvard, an American consulting eco-

nanist, the legal firm of Osler, Hoskin and Harcourt, and the accountants 

Price Waterhouse and Co. 232 The brief's introduction stressed the econo-

mic importance of Inco and added: "We believe the resources and experien-

ce of the Oompany and its staff provide an important background for asses-

sing the proposals of the 'Oommission both in terms of their domestic sig-

' f' and th' 't t ' nal ' I' ti ,,233 TIl lcance err m erna 10 1.IT!p -lca ons. The highly detailed, 

technical and exhaustive 227 page brief of Imperial Oil first stressed the 

objectivity and validity of its viewpoint: "Since issuance of the Report 

of the Royal Cbmmission on Taxation, Imperial has undertaken intensive ana-

lysis by internal staff, senior officers and outside consultants. Our ap-

proach recognizes a dynamic economy within foreseeable international trade 

and rronetary di sciplines. This document is, therefore, not devoted to the 

'protection! of a corporate position,,?34 

As was the case with input from other corporate sources, the re-

source sector were highly critical of the Oommission's rrethod of analysis. 

'Ihe mining sul:rnissions believed that the Oommission ' s recormendations had 

resulted from a fundarrental misunderstanding of thei r industry. The Mi-

ning Association of Canada, for example, was "convinced that the economic 

theory on which the Commission had relied is inappropriate to the actual 

circumstances f aced in our economy and is completely unreliable as a basis 

for predicting the probable effect of its proposals . ,,235 The mining briefs 
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consistently rejected the Royal Commission's contention that resource in-

vestment was relatively insensitive to after-tax rates of return. Asbes-

tos Corporation Ltd. argued that, aside from the theoretical weaknesses 

of such a view, "there are practical business decisions to be made by the 

managerrent of a mining company and certainly the tax climate is a major 

consideration in such decisions" and added that two of its projects under 

236 consideration could be prevented by the proposed changes. Mining inter-

ests also strongly objected to the Commission's emphasis on neutrality, 

not only as one of the primary goals of reform, but also as it was applied 

to their industry. The M.A.C. argued that special concessions were needed 

precisely on the grounds of equity; to compensate for the special risks 

and difficulties faced by mining, especially those of exploration: "The 

Comnission shows a remarkable ignorance of the mining industry in drawing 

a parallel between industrial research and mineral exploration in respect 

to the degree of risk involved. ,,237 Very similar criticisms were expres-

sed by the leading petroleum corporations and associations. The Canadian 

Petroleum Association stated: "The Comnission in general uses a theoreti-

cal approach in its analysis of taxation. We look in vain for the exten-

si ve survey studies of the real world which should complerrent the theore-

tical frarrework. Above all, we look in vain in its report for historical 

and developmental perspectives to illuminate the principles and conclusions 

in the Canadian context. ,,238 Texaco argued that "the conclusions appear 

to be based on data which was at tines irrelevant, at other tines incom-

plete and at still others, improperly interpreted," and that the Comnissi-

on had simply failed to prove that its reco:rrm:ndations would improve the 



564 

d . owth 239 tax system an econOIDlC gr • A further strong criticism of the Com-

mission's rrethodology was expressed by the C.P.A.: "'Ihe Association is 

disturbed by the apparent indications that the Corrmission predicated se-

veral of its recoItTCEndations relating to the oil and natural gas industry 

on conclusions reached by certain independent studies. ,,240 'Ihe industry's 

real concern was that even though the studies, which had not been referred 

to in the publi c hearings, had apparently been highly influential, there 

had been "no opportunity to test them in cross-examination or present re

buttal evidence before the Corrmission' s verdict was reached. ,,241 'Ibis 

criticism of the validity and use made of the research studies was an lin-

portant thrust of the industry's attack on the basis of the Comnis s ion , s 

conclusions. 

'Ihe Resource Sectors' Defense of their Tax Concessions 

Like other sectors of Canadian capital, the extractive industries 

had condemned the overall direction and priori ties of the Carter Report. 

But their strongest opposition was reserved for the recornrended withdrawal 

of their valuable special tax incentives. In presenting their views ori-

ginally to the Royal Corrmission, the resource sector had made three inter-

related argurrents: firstly, the resource industries were of trerrendous 

importance to the Canadian economy ; secondly, their special conditions re-

quired special tax treatment to stimulate exploration and production; and 

final 1 y, the existing incentives were essential to the industry's contin-

ued growth and must therefore be retained. As had been the case in ear-

lier pressure, the first two arguments remained the premise of industry 

criticism of the Commission and were reiterated. 'Ihe submissions then went 
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on to respond specifically to the proposed elimination of their incentives, 

arguing that this would have disastrous consequences both for resource pro-

duction and the economy as a whole. 

Special Mining Concessions 

Naturally, it was the recommendation to remove the three year tax 

exemption on new mines and depletion allowances that aroused the greatest 

hostility from mining. It was strongly argued that not only were these 

incentives justified in terms of the special conditions of the mining in-

dustry, but they had also been highly efficient in stimulating mineral pro-

duction and the discovery and developrrent of new mines. The continued 

growth of the industry and the wider ,economic benefits which it supplied 

v.Duld be serious 1 y threatened by the carter recomrrendations. The basic 

position of the industry was succinctly stated in the massive brief from 

International Nickel: 

The Commission's proposals for the elimination of the long
standing tax incentives for the mining industry should be 
completely rejected. Adoption of the Commission's proposals 
v.Duld have an eno:rrrously damaging impact on the miningindus
try. The result v.Duld be to slow up the developrrent of large 
areas of Canada, particularly in the far North, and to reduce 
provincial revenues and ultimately federal tax revenues from 
the mining industry. The Contnis s ion , s proposals v.Duld reduce 
Canada's exports , divert foreign capital from Canada, and re
duce the mining industry's important contribution to Canada's 
overall economic grawth. 242 

Inco supported its case by estimating the impact on its awn operations if 

the recorrmendations had been implemented a decade earlier. In the subse-

quent ten year period the corporation's taxes v.Duld have doubled and one-

half f 't , . . trre t ld h been . 243 o 1 s ffilnlng lnves n v.DU ave uneconorruc. The second 

major nickel producer was equally adamant in its opposition to the Commis-
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sion's mining recommendations. In a letter accompanying their brief to 

the Minister of Finance, Falconbridge Nickel Mines also predicted that 

the reform proposals would have an adverse effect on the mining industry 

244 and the economy as a whole. 

The Mining Association of canada condemned the Commission's opti-
245 

mistic view of the effect of rerroving the concessions as "preposterous." 

Without the incentives,expenditure on exploration and development would 

decline and new ore reserves, upon which the future growth of the industry 

is dependent, would not be found. InvestIrent displaced from the mining 

industry would not be redirected to other sectors, but would leave the 

country: "The mining industry is international. If its capital is unwel-

COIlE in one country it will invest in the sarre industry elsewhere, if it 

is made to feel at horre. ,,246 Furthenrore, the mining and other proposed 

rreasures that discriminated against foreign capital would be disastrous 

in a capital hungry country: "The international corrpeti tion for industry 

and capital is keen and canada must remain an advantageous hOIlE for its 

mining capital. After all, we are not the only country with rich ore de

posits to discover and develop. ,,247 Rerroval of the concessions would not 

yield additional revenue as the Corrmission predicted, but would cause a de-

cline in production and consequently of the overall tax base . Given these 

adverse effects, the M.A.C. concluded that there was "no prospect of pos

sible benefits of sufficient magnitude to justify such a gamble. ,,248 

The Petroleum Industry's Attack on the Royal Commission 

In very similar terms as had been expressed by the major mining 

interests, the input from the petroleum industry to the Minister of Finan-
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ce harshly condemned the carter proposals. The large number of impressive 

submissions consistently emphasized the severe impact the recommended 

changes would have on the levels of investIrent and exploration, and conse

quently on the future growth of the petroletml industry. 249 The major oil 

corporations underlined this argument with reference to their own opera-

tions. The largest producer stated: "The effect of the Commission's pro-

posals are severe and abrupt to Imperial. The Commission's transition 

proposals are of virtually no assistance to us." The result of adopting 

the recommendations would be that projected 1968-70 exploration programs 

"will have to be severely curtailed to the point that they will not cons

titute effective exploration. ,,250 Similarly, both Hudson's Bay Oil and Gas 

and Texaco argued that implerrentation would reduce capital available for 

investment from retained earnings and consequently retard the growth of 

their corporations; and that furthermore, that this result would be typic

al for the industry as a whole. 25l A critical factor in these cut-backs 

would be the "substantial reduction in confidence in the investIrent clima-

te in canada ... While m:::xlest changes in the effective tax rate can be jud-

ged to be an acceptable business risk, a major change introduced after 

long-term investments have been made would be regarded by the investment 

't part ' 1 ' t' ,,252 Camrnunl Y as la exproprla lone The Canadian Petroletml Associati-

on disputed the assumption that the industry was insensitive to after-tax 

rates of return and predicted that skilled peOple and capital would leave 

canada for rrore favourable tax environrrents. Texaco argued that capital 

for the petroletml industry had been attracted from outside the country and 

had not caused any misallocation of resources that would have been better 
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invested in other sectors : "On the contrary, the oil industry put to work 

resources that otherwise would not have been employed in canada. ,,253 

The corrm:m industry argument, l i ke that of mining, was that the 

special tax concessions were necessary because of the special conditions 

facing the oil and gas producers, especially the high costs and risks of 

exploration and developrent. Also like mining, the need for the conces-

sions was posed in terms of equity, to counterbalance the particular dis

advantages of the petroleum industry. 254 The canadian Petroleum Associa-

tion summarized the major policy demands being P\lt to the governrrent in 

the oil submissions: retention of the existing depletion allowance, de-

preciation of plant and equiprent, and fast write-off of expenditures on 

exploration and development, and alteration of the present net depletion 

all t d 1 t · 255 I . th t th tax ' . owance 0 gross ep e lone n argulllg a e lllcentlves were 

vitally necessary, the submissions consistently emphasized that they must 

not be replaced by direct government subsidies. 256 Contrary to the Com-

mission, it was asserted that tax incentives were rrore efficient because 

they rewarded only successful enterprises rather than subsidizing all op-

erations: "A reward to the successful will ensure that rroney will be in-

vested wisely . . . it is rrore desirable to provide a broad incentive to pro-

rrote maximum efficiency than attempt to establish a subsidy program that 

will inevitably lead to inequities, uncertainties and inefficiency. ,,257 

And finally, the rrost fundaIrental corporate objection: "Subsidies are al-

so detrimental because they require increased governrrental control over 

. b' ,,258 prlvate USllless. 
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Regional COntext of Resource Pressure 

A pervasive ar~nt in the sutmissions from the resource sector, 

and a theme that had already been the focus of much heated political de-

bate and was to remain central to the controversy surrounding the Royal 

Corrmission, was that the withdrawal of their tax concessions would have 

devastating i.rrq?act on regional economic develop:rent. This thesis was not 

surprisingly emphasized by regionally based resource organizations. The 

British COlumbia and Yukon Clamber of Mines, in a brief which was a "con-

solidation of the current thinking and opinions of the mining corrmuni ty , 

and in particular the rrembers of the Clamber", stated that "the Carter 

Ccmnission Report is a pill that the B.C. mining industry finds hard to 

swallow! ,,259 There had been harsh criticism of the recommendations from 

the region's miners "letters, statements, protests, and submissions of 

one type or another in which opinions are expressed have been received by 

TOm Elliott, Manager of the British COlumbia and Yukon Clamber of Mines. 

It is apparent that the mining industry of B.C., silent in the past, is 

not going to be silent in the future. ,,260 The Clamber brief argued that 

the future of the mining industry was highly questionable; $400 million 

of investment was imIrediately threatened in B.C. The policy choice was 

starkly presented: "Present Tax Laws lead to Progress" versus "Carter's 

Proposals lead to Stagnation. ,,261 If the recornrrendations were irnplement-

ed over half of the region's prospectors, geologists and engineers would 

leave, essential foreign capi tal ~lOuld disappear, mining acti vi ty would 

stagnate, communities dependent on the industry would suffer and the go-

vernrrent would lose rrore revenue from the lost production than it would 
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gain from tax changes. The opposition of the B. C. mining industry to 

the Cormnission recornrrendations was supported by the Vancouver Board of 

Trade: "in view of the .inlportance of these industries in the infra-

structure of the British Columbia economy, not to rrention the Canadian 

economy generally," the Board rejected the elimination of the extrac-

t
' ,262 lve concesslons . 

The major national organization of the industry, the Mining As-

sociation of Canada, also stressed the adverse regional impact of the 

proposals. It emphasized that "in many parts of Canada the soundest 

and rrost hopeful prospects - indeed, in vast areas, the only hope - of 

economic developrrent depend on the extractive industries . ,,263 The 

M.A.C~'s shorter booklet argued that mining was the primary basis for 

the development of the Canadian North: "One need only look with pride 

at the miracles of Labrador City, ThOll'\9son, Fort MacMurray, Sudbury, 

Steep Rock, Noranda, Lynn Lake, Flin Flon, to rrention only a few mining 

cities, to see the untold and ' iIrm2asurable contribution made to- cana

dian developrrent by the industry. ,,264 If the concessions were with-

drawn and mining developrrent consequently reduced, the damage would be 

concentrated in these vulnerable regions. The M.A.C. cited the concern 

expressed in this regard by the premiers of Manitoba, Saskatchewan and 

Alberta in support of the industry opposition to the Carter reconmmda-

t ' 265. lOns. 

Similar themes were expressed in the briefs from the petroleum 

industry: the Royal Conmission was condemned for dismissing the region-
266 

al implications of its recommendations. The submissions stressed 

that western and Northern Canada had greatly benefited from the develop-
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f 'I and 267 rrent 0 01. gas . The canadian Petroleum Association cited the 

Economic Council of Canada in under lining the importance of regional 

development and argued that through its large investrrents and ernploy-

rrent creation "the petroleum industry has made p::>ssible the rerroval 
268 

and reduction of incorre disparities in the western canadian provinces." 

It was strongly argued that the reduction in oil and gas production 

and exploration that would result fram implerrentation of the carter re-

commendations would have a severe impact on the prosperity and future 

develOpment of these regions. 

While there was certainly a great deal of hyperoole in industry 

claims, these regions were highly dependent on the extractive industri-

es. This economic importance of the resource sector, plus the exten-

sive links between the major corp::>rations and the provincial govern-

rrents and the great pressure the industry could exert in the p::>li tic

al sphere, have long shaped regional politics. 269 Unease over the im-

pact of the resource prop::>sals was clearly reflected in the p::>licy of 

the Western provincial governments throughout the process of tax reform. 

As seen al:xJve, during the s1..lII'l£IV::r and fall of 1967, the Western provin-

cial premiers had been expressing great apprehension over the implica-

tions of the carter Report and urging the federal governrrent to delay 

its implerrentation. The basis of this regional concern was recognized 

by one of the chief architects of the reform proposals. In a speech to 

the Banff School of Advanced Management, Professor Douglas Hartle, for-

rrer research director of the Royal Cormnission, noted the great contri-

bution of oil and gas to the economy of Western canada: "In part, its 
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contribution has been psychological. It seems to Ire it represents to 

western minds the big breakthrough. It is the long-awaited payoff for 

the tine and effort and saving made in the hard years - a struggle made 

harder by federal tariff policies.,,270 Given this, the hostility of 

Westerners to the withdrawal of the resource tax incentives was under-

standable. Professor Hartle reiterated the Commission's rationale on 

these reCQI'['['[Endations: the existing favourable treatrrent of the re-

source industries appeared to be unwarranted and the revenue yielded 

from the elimination of these expensive concessions would finance other 

significant refonns. But he also conceded that the Reoort had not paid 

sufficient attention to the regional implications of the recommendatio-

ns. The overall refonns would benefit the country as a whole, but the 

effect of the changes in resource taxation would be concentrated in spe-

cific geographical areas. The Commission argued that any negative ef-

fect would be limited, but many believed that the Western economy would 

be severely damaged. Professor Hartle identified these consi derations 

as the basis of regional opposition: "if I were in western shoes, I 

would be unwilling to accept the risk of even a minor negative effect 

if the benefits of the change were going to be shared by all while the 

271 costs were to be concentrated here." Finally, he argued that rrore 

effective incentives or compensation to ,make up for any regional losses 

were not inoompatible with the Royal Oomrnission frarrework. 

other Corporate Sectors on the Resource Concessions 

In their opposition to the withdrawal of their special tax conces-

sions, the resource industries were supported by other sectors of the 
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economy. The canadian Cl1arnber of CoIt'1Irerce, for exanple, had concluded 

that , given the argurrents of the mining and petroleum organizations as 

to the harmful effects on their operations and given the great impor-

tance of these industries in the Canadian economy, then the recornrenda

tions should not be implernented.
272 

The financial community was sirni-

larly hostile to the resource recommendations: the submissions of the 

MJntreal and Toronto Stock Exchanges, the leading investment house of 

Ne:sbi tt Thomson and Co., and the Investment Dealers' Association all 
273 

worried about their adverse impact on the extractive industries. As 

noted above , the rrost sustained critique of the Carter proposals and 

the one which rrost closely paralleled the policy of the resource indus-

tries themselves was presented by the major steel corporations. 

Individual Sul::missions 

As has been the case with earlier stages of the reform process, 

the main focus of this analysi$ has been upon the policy and activity 

of various groups and organizations representing key social and econo-

mic interests. However, there were a large number of sul::missions frcm 

individuals to the Minister of Finance, the great majority of which 

were in the form of relatively short letters. A smaller number of the 

individual briefs were of a rrore substantial nature and it would appear 

that a significant proportion of these sul::missions carne frcm business 

and professional circles. A number of these focused on specific areas 

of taxation; the brief of R.C. ~1cCoII, a Vancouver lawyer, for exarrq;>le, 

explored estate planning and criticized the recoIt'1Irendations that would 

affect it.274 others commented rrore generally on wider issues of the 
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overall reform proposals. A key example of the latter was the brief of 

L. F. Heyding, a prominent Toronto chartered accountant. 275 He argued 

that the foundations of the Royal Commission and its emphasis on equity 

were not sound and that the comprehensive tax base 'WOuld render the tax 

system dangerously inflexible. 276 Heyding was also critical of the re

commendations on capital gains and gift and estate taxation. 277 

Conclusions : Corporate Sul::missions on the Carter Report 

The optimum tax system was identified by one of the Commission's 

foremost cri tics: 

The Mining Association of Canada is committed to the principle 
that the tax atmosphere in which Canada's destiny will be ful
filled and the greatest benefit for all can be derived is one 
in which diligence is rewarded, risk-taking is encouraged and 
incentives are given to those whose courage and sacrifice in 
regional and northern development make reality out of the great 
Canadian vision of a fully settled nation, developing its re
sources and establishing 'WOrld markets with its produce. 278 

For this goal a tax system that encourages steady economic growth is ne-

cessary, but "under the Cortmission' s recoI1'ID2ndations instead of reform 

we find replacement: instead of industry being stimulated, it is to be 

stifled. ,,279 For this' fundarrental reason corporate input to the feder-

al governrrent was unani.nous that the Carter Corrmission was simply too 

sweeping and revolutionary to serve as the guideline for the restructu-

ring of the tax system. There was considerable corporate resentment 

of the radical nature of the reform proposals. 'This was well express-

ed by the Mining Association of Canada: "The Commission appears to 

have gone beyond its terms of reference in that it was expected to make 

recoI1'ID2ndations relevant to the improvement of the existing system, and 
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not ignore the system and substitute a new system of its 0NIl. We, like 
280 

hundreds of others, made sul::missions to the Comnission on this basis." 

Widely held views of the proper course for tax refonn were sl..1ImlaI'ized 

by the leading professional organizations. The canadian Bar Associati-

on argued that such major changes as those proposed should only be made 

"in the reasonable prospect of hard gains in fairness between indi vi -

duals or in efficient tax administration or in the improved functioning 

281 of the economy as a whole." However, the Corrmission I s interlocking 

package of refonns was simply too complex to know precisely what its 

effects would be. It was also ccmronly asserted that the Corn:nission IS 

zealous pursuit of equity and neutrality would damage or disrupt econo-

mic growth. The canadian Institute of Olartered Accountants stressed 

that since the gains in fairness and efficiency claimed by the Comrnis-

sion were seen as highly uncertain, it would be preferable to make chan-

ges within the existing structure ra~er than risk the severe economic 

282 
upheaval the carter refonns would cause. This latter conclusion was 

the rrost pervasive theme of all within the corporate sul::missions. It 

was argued again and again that tax refonn should take place wi thin the 

existing structure rather than along the radical lines suggested by the 

carter Report. The governrrent was also urged to quickly indicate its 

0NIl attitude to the Royal Commission. The canadian Chamber of Corrrrerce 

called on the government to provide in its planned White Paper "its 0NIl 

detailed assessments of the economic effects of any major changes in 

the tax structure which it proposes, and the extent to which these can

finn, or differ from, those of the Comnission. ,,283 
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IV. capi tal and Competing Interests 

It has been argued that the formal submission of bri efs to the 

government in the fall of 1967 carre at a critical juncture in the policy 

process, as state policy-makers were studying the carter Report and for

mulating their own outline proposals on tax refonn. It was in the hope 

of shaping the direction of state policy formation on this vital issue 

that the enonrous number of corporate briefs were presented. The large 

number of submissions from corporations and business associations far 

outnumbered those of labour, agriculture or any other contenting inter

ests.. Equally as important, the message of consistent opposition to the 

Royal Commission refonn framework contained in these corporate briefs was 

presented in a most convincing and effective fashion. Business submis

sions tended to be lengthy; those of a number of the largest corporations 

were several hundred pages long. These briefs were detailed, technical 

and canprehensive, often supplemented by statistical appendices and major 

research studies. They were frequently presented to the government di

rectly by delegations of prominent corporate leaders. The briefs were of

ficially released with great publicity, and were much discussed in the 

business press and general rredia. This extensive coverage and carrnentary 

on the major corporate briefs had important implications for the shaping 

of public opinion on tax refonn. Although state policy makers rather than 

the more ethereal public opinion were the primary targets of their efforts, 

the corporate sector, especially through the routine activities of the in-
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dustry and trade associations, did regularly attempt to educate and in

form the public on key policy issues, of which tax reform was certainly 

one. Organized business rrounted an extensive public relations campaign, 

particularly through the widespread dissemination of their briefs and 

press releases and summaries of them at this juncture, seeking to crea-

te a climate of public opinion on the nature of the Carter Report and 

the necessities of tax reform amenable to their policy perspective and 

interests. 284 The recomrendations were portrayed as being highly revo

lutionary and disruptive and as threatening the economic growth upon 

which the standard of living of all canadians depended. Business down

played and disputed the benefits progressive reform would entail for 

large numbers of taxpayers. 

Although often doctrinaire and certainly unyielding on fundarrent-

al issues, the nature of the corporate submissions was nevertheless hi-

ghly impressive. Their major policy demands and critique of the Royal 

Cbmmission were put forth in a well-reasoned, systematic and sophistica

ted manner. The basic arguments were extensively docurrented and sup

ported in the briefs. As had been the case in earlier stages, the high 

quality of this policy input reflected the vast resources that the cor

porate sector could devote to the defense of its interests. Within the 

major corporations a great deal of executive time and energy had been 

devoted to the preparation of their submissions. The effective presen

tation of their views on the Carter proposals and tax reform was clear

ly seen as a critical task by leading corporations. They were prepar

ed to invest considerable expenditure to this end; it was stated in 
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285 
parliament that International Nickel had spent $250,000 on their brief. 

The nature of such submissions did not go unnoticed. Minis
ter of National Revenue, E. J. Benson noted in the fall of 
1967: "the International Nickel Company has submitted to us 
a brief which rivals SOm2 of the volumes of the carter Report 
in length and learning, and perhaps through no coincidence is 
bound in the same rnarmer and colour. 286 Mr. Sopha, N.D. P. rrern
ber of the Ontario provincial legislature for Sudbury, also 
corrnented on the Inco brief: "I thought sorrebody had brought 
m2 a case of beer. That is the size of the box it took to de
liver the three very thick volumes which led m2 to irrmediate
ly conclude that there must be m2rit in the carter commission, 
since it took them so many pages to criticize it. 287 

The leading industry and trade associations had also devoted con-

siderable resources to the formulation of their critique of the carter 

RePOrt. The major corporate associations were routinely in contact 

with state officials and regularly submitted their views on a wide ran-

ge of policy matters to the govern:rrent. On such a vital issue as taxa-

tion the associations had been particularly active in the preparation 

of comprehensive briefs. Internal comnittees of the business groups 

had solicited and collated the views of their rrembers, produced analy-

ses of the Report and preliminary responses to its central recorrmenda-

tions, and then organized extensive discussions within their associa-

tions of their draft proposals on the Royal Commission and the direc-

tion of tax reform. Poth the dominant corporations and major associa-

tions had relied upon outside expertise as well as their awn personnel 

and research facilities. The services of prominent academic and pro-

fessional consultants had been retained to aid the elaboration of cor-

porate policy; the studies prepared by leading economists J. R. Petrie 

for the Chamber of Cormlerce and E. J. Hanson for the Canadian Petroleum 
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Association were prominent examples . The final submissions were the re-

sult of the expenditure of a great deal of rroney, tiIre and effort on 

the development and revision of corporate policy. The widespread dis-

cussion and debate that had gone on wi thin the various industry forums 

in the preparation of the corporate briefs was an important element of 

the overall rrobilization of the business cornrmmity on this vi tal policy 

issue. The consistent opposition of these submissions to the Report 

and the tremendous resources that had been consigned to their formula-

tion must be seen, especially in the context of the pervasive pressure 

that for rronths had been exerted upon the government, as a concerted 

attempt to discr~t the Commission as the basis for tax reform.
288 

Oompeting Interests 

The massive corporate input to the Minister of Finance on the Roy-

al Cbrnmission did not exclude the presentation of differing policy per-

specti ves from other social and economic interests. As with earlier 

formal junctures in the policy process, the government received the 

views of a range of organizations. 

The rrost important of these competing interests was organized la-

l::our. Like business, lal::our l::odies had been at v.Qrk formulating their 

policies on tax reform during the surmrer and fall of 1967. The canadi-

an Lal::x:>ur Congress had held a study session on the carter Report at its 

surmrer school in late June. In it C.L.C. research director, John Fryer 

noted that the Congress supported the Commission I s goal of a tax system 
289 

based on fairness and equity "rather than, as in the past, on privilege." 

He did however call for a careful study of the specific recommendations 
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and had seri ous reservations about the inclusion of fringe benefits in 

the tax base. The consensus that errerged from other labour seminars 

and research papers during this period was also generally favourable 

t th Co . . f k 290 o e mmlSS10n ramewor. 

The formal submissions of union groups to the governrrent in the 

fall of 1967 reiterated this support for the Royal Comnission. The 

brief of the United Steelworkers of AIrerica supported the Royal Comnis-

sion reform proposals and agreed that existing tax concessions unduly 

favoured the large integrated mining corporations and should be rerroved . 

A supplerrentary letter from the union's Canadian Director William Maho-

ney accompanying the submission strongly condemned the efforts of the 

industry to maintain "the present inequities in our tax structure" and 

argued that the campaign against the Report "arrounts to a planned effo

rt to ensure a welfare state for investors. ,,291 The U.S.W. had earlier 

contended that mining industry threats of postponerrents and cancella-
292 

tions, and predictions of declining production were simply bluffing. 

A union delegation had presented these views in a meeting with the Min-

ister of Finance; the major mining corporations were again criticized 

for deliberately withdrawing $200 million of investment in order to 

293 pressure the governrrent. 

The major national union organization, the Canadian Labour Cong-

ress, submitted a 25 page brief. The Congress strongly endorsed the 

Comnission's basic rationale: "We are thus on record in favour of us-

ing fairness as the fundamental criteria in judging any system of tax-

ation and the emphasis given by the Royal Comnission to equity is, in 
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'd ed ' d t wh 11 't ,,294 our consl. er J u gerren, 0 y approprl.a e. It consequently sup-

ported the principle of a comprehensive tax base, although with reser-

vations over the inclusion of items such as employee benefits and tran-

sfer payment s. It also accepted the key recommendations on capital 

gains tax, gift and estate taxation, the family unit, integration, the 

special tax treatment of the life insurance and other financial insti

tutions, and the elimination of the dual rate of corporate tax~95 The 

C.L.C. did not fully accept the all-or-nothing approach to the Conmis-

sion; it reserved the right for detailed criticisms of specific recom

Irendations. 296 However, the limits imposed by the interdependent na-

ture of the proposals were recognized: "implementation of only the rrore 

popular aspects of the report and acceding to the requests of particu

lar influential groups would destroy its intent. ,,297 The C.L.C. stron-

gly objected to the corporate pressure that had been exerted against 

the Corrmission: "We can think of no other Royal Corrrnission report that 

has generated so much organized hostility from the groups in society 
298 

that have, until this tlire, been afforded preferential tax treat.rrent." 

It was particularly opposed to the enorrrous pressure from the mining 

industry to preserve its concessions. The brief sharply criticized the 

government for bowing to this pressure in its May 11 announcement: 

"This accession on the part of the government to the pleas of a pres-

sure group is, we feel, both premature and unjust. We strongly urge 

the government not to grant similar concessions to other special inter

est groups. ,,289 

The importance of the labour submissions was that they provided 

a policy perspective sharply divergent to that of business. In contrast 
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to the corporate defense of the existing system and resistance to the 

recormended changes that would reduce their advantaged position, organ-

ized labour supported progressive reforms. These sharply competing re-

form demands and policy alternatives put to the Minister of Fi nance 

were also a clear reflection of underlying class interests . The mass-

ive business protest was directed against the taxation of profits, we-

alth and high incorre entailed by the Carter Report. The union briefs 

supported progressive reforms that would reduce the tax burdens of their 

rrembers and of middle and low-incorre workers rrore generally. Even the 

slight hesitation of the C.L.C. over total endorserrent of the Corrmission . 

package concerned the full taxation of employee fringe benefits that had 

previously been untaxed. Finally, it was also clear that these diver-

gent class int erests had shaped the clash of policies and the direction 

and intensity of pressure on tax reform. This was explicitly emphasi-

zed by union organizations in their strong condemnation of the corporate 

assault on the Carter proposals. 

The progressive orientation of the Royal canmission was supported 

by several other groups as well as labour. The Ontario Woodsworth t~-

rial Foundation, "a 'Ibronto group that studies economic, social and po-
300 

Ii tical problems," favoured complete acceptance of the basic proposals. 

It called for an end to unjustified concessions to specific corporate 

sectors because they unfairly increased the tax burden of other groups. 

'Ihe executive director of the Canadian Welfare Council had earlier also 

endorsed the Corrmission' s emphasis on equity and redistribution. 301 
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A further smal l nmnber of su.1:missions corrmented on particular fa-

cets of the Report gennane to their specific interests. The Canadian 

Federation of Agriculture, while not questioning the general orientation 
30e 

of the proposals, worried about serious consequences for fanrers. It 

opposed the r eCOITlITendations on gift and estate taxation, arguing that 

they \\Duld hinder the transfer of fanns between family generations, and 

maintained that these forms of income should be taxed separately at the 

existing rates. The C.F.A. favoured capital gains taxation, but with 

al ' f ' t' t tak t f th ' al ' t t' f f 303 qu 1 1ca lon 0 e accoun 0 e SpeC1 Sl ua lon 0 anrers. 

The Co-operati ve Union of Canada I s su.1:mission took strong exception to 

the Carter recommendations designed to tax their operations on a sirnil-

ba ' 't 1 ed t ' 304 S ' 'I 1 Cun Int ar SlS as pr1va e y own en erpr1ses. lID1 ar y, a erna-

tional Inc. objected t o the proposed changes in the taxation of inter-

t eb t d th t f edit 'f' 305 es r a es an 0 er aspec s 0 cr Ulllon 1nances. 

Summary: Formal Su.1:missions to the Government on the Royal Commission 

During the fall of 1967 the government had been presented with a 

nmnber of dist inct policy perspectives on the direction of tax refonn. 

However, the participation of the various organized interests in this 

critical juncture of the policy process was decisively unequal. The li-

mited nmnber of union and other briefs calling for progressive tax chan-

ges were vastl y outnmnbered by the enorrrous volume of input from " the 

business community. Corporate su.1:missions were not only numerically su-

perior to those of any competing interests, but qualitatively predomin-

ant as well. These extremely impressive corporate submissions were con-

sistently and intensely hostile to the overall rationale and core re-
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comrendations of the Carter Reoort. No other cOITq?eting groups were able 

to mount a defense of the Royal Commission remotely comparable to this 

massive business opposition. 

Nonetheless, state policy is not determined solely by the inten

sity and content of the demands pressed upon it, however consistent and 

persuasive. The policy of labour had a significance beyond its quanti

tative and qualitative inferiority in comparison to the enormous press

ure wielded by the capitalist class. The union moverrent was a key po

litical force, representing the interests of large numbers of citizens. 

Both the general role of the state in the political and ideological le

gi timation of the capitalist system and the electoral fortunes of the 

governing party required that the needs of the working class in relation 

to taxation, and the demands of the major union organizations more spe

cifically, had to be taken into account. La1::xJur I s support of the Royal 

Comnission had a continuing crucial importance. It rreant that however 

responsive the state was to business, the issue of progressive reform 

could not be overlooked, but had to be addressed to sorre extent in sta

te policy formation. As will be seen in the next chapter, the signifi

cance of labour I s position was to be fru;th.er enhanced as a more wide

spread defense of the Carter Commission, highly limited as it has been 

to this point, continued to develop. But whatever such patterns were to 

errerge, it must be emphasized that at this specific juncture organized 

business undeniably remained the dominant force in the conflict over the 

Carter Report. 
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V. Second Retreat: The tbvember 1967 Budget and the Abandonment of 

the Royal Commission as the Guiding Frarrework for Refo:rm 

Department of Finance officials had not been pleased at the stri

dent tone of the corporate briefs. The department had hoped for more 

ronstructive alternatives to be discussed. In speaking to U.S. business 

leaders in New York Mitchell Sharp had wished that "companies and others 

'WOuldn't restrict their rorments to features of the report to which they 

are opposed." He further noted that Canadian businessrren nON "Seerre<l 

rrore satisfied with the present tax setup then they once were. ,,306 The 

enthusiasm of the rorPorate sector for preserving the existing tax struc

ture was ironic in that it had been business that had argued rrost strong

ly for the need to restructure the fiscal ~ystem in the first place and 

that had been the driving force in the establishrrent of the Royal Com

mission on the initiation of the reform process. Notwithstanding this 

official dismay roncerning the focus and tenor of corporate input, it 

was clear that the pervasive business opposition to the Carter Commissi-

on had been taken seri ously in government deliberations . 

An indication of government thinking was given by E.J. Benson, 

Minister of National Revenue, in speaking to the November 1967 ronferen

ce of the Canadian Tax Foundation. He naturally 'WOuld not outline go

verrurent plans for tax reform, but he did stress two points: "The first 

is that we wil l not be accepting all of the proposals of the Royal C0m

mission - no1:xxly rould be that right. The second is that after reform, 

the Canadian tax system is alrrost certain to be closer to the system 

proposed by the lOyal Commission than it is nON. ,,307 So the Report WJU-
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Id not be accepted as a total package to serve as the basic framework 

for tax reform. 308 

The official position was confirmed in the November 30, 1967 fe-

deral budget. The crucial significance of this budget is that it con-

sti tuted the first comprehensive governrrent policy statement on the 

scope and direction of tax reform and on the place of the Royal Corrmis-
309 

sion recormrendations wi thin this restructuring. The Minister of Fin-

ance rerrarked on the tremendous input to the government through the many 

submissions and meetings with officials and ~sters, and expressed 

' t ' f thi d' 310 apprecla lon or s a Vlce. Mr. Sharp noted that "four points 

have played a central role in the public discussion of the repJrt, and 

in the submissions made to the governrrent." First, the sweeping nature 

of the reform proposal s made prediction of their effects highly uncer-

tain. Second, major difficulties could be caused by the resulting cana-

dian tax system, which would be radically different from that of other 

countries. Third, the canadian economy would require large investments 

wi thin the decade and "we shall need to attract substantial arrounts of 

foreign capital to supplement our own savings. Many people feel the 

commission did not give adequate weight to this consideration in deci-

ding on its recomrrendations and I am inclined to agree." Fourth, there 

was great concern over the regional impact of the recomrendations, es-
311 

pecially those dealing with the extractive industries. The key points 

identified by Mr. Sharp were in fact central therres of the prevailing 

corporate opposition to the Carter Report. The "public discussion" re-

ferred to by the Minister came ove:rwhelroingly from business, strongly 
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supported by major provincial govern:rrents; these four points were not 

emphasized by other groups. 

In addition to this widespread criticism of the Commission, Mr . 

Sharp also stressed that "our tax reform program must be undertaken 

under circumstances quite different to those contemplated in the terms 

of reference of the royal corrmission and its work. ,,312 The Corrmission 

had been directed to design a tax system that would maintain 1964 levels 

of revenue, but Irnlch higher arrounts were subsequently needed. In the 

light of the changed fiscal situation and of the advice received by the 

governrrent, a number of conclusions had been reached. Substantial re-

forms of the tax system were still necessary, but they would be of a 

rrore restricted nature than those envisioned by the Royal Commission. 

'Ihe Minister of Finance outlined the shape these changes would take: 

while the reforms we will place before parliament and the 
public in the form of a White Paper and ul tirnatel y in 
draft legislation will undoubtedly be influenced by the 
rronurrental report of the royal commission, they will be 
rrore in the nature of reforms of the existing tax struc-
ture rather than the adoption of a radically different 
approach. 313 

The N:>vember Budget constituted an extrerrel y important policy de-

velopm2Ilt. It established that the govern:rrent had adopted a far rrore 

limi ted view of tax reform than the Royal Commission had propounded and 

that the Cbmmission's reform schema would not serve as the guiding fra-

nework for tax changes. This commi trrent to reform wi thin the existing 

fiscal structure rather than through the sweeping proposals of the car-

ter Commission must be seen as a highly significant concession to one 

of the rrost pervasive corporate demands of all. 'Ihe enorrrous pressure 
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that had been exerted against t..~e key reconuendations - roth through the 

formal submission of large numbers of comprehensive briefs and the infor

ma.l, but unrelenting, series of public pronouncerrents, conferences, and 

rreetings between corporate and state officials - has been examined. As 

pervasive as this hostility to the individual ma.jor proposals was, the 

unifying theme within business demands had been consistent opposition 

to the underlying rationale and philosophy of the Royal Commission and 

to the integrated and interdependent nature of the core reconuendations 

that constituted its refo:rm package. In its fundaIrental goal of pre

venting the Commission frarrework from serving as the basis for the over

all reform of the tax system, business opposition had been largely suc

cessful. This was far rrore important, than the rrore mixed results cor

porate pressure was to obtain on specific reconuendations. 

The November budget was the culmination of a consistent pattern. 

Since the release of the carter Report earlier in the year, its reform 

schema. had faced unrelenting opposition from the business community. 

In addition to the rrru.l tifarious direct pressure ema.nating from the in

st.rurrental relations between the state and canadian capital, structural 

factors were also crucial. The spectre of a capital strike hung con

stantly over the goverrlItEnt with the innUItErable threatened cancella

tions of ma.jor projects or investrrents and dire predictions of an immi

nent flight of capital from the country . Given the state's dependence 

upon private capital to ensure a healthy level of production and econo

mic activity, such portents could not be ignored. All of this had been 
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particularly important in shaping provincial opposition to the Report, 

especially f r om Western canada, which closely paralleled the corporate 

critique of the Comnission. other social and economic interests had 

been heard f r om, but their acti vi ty was of a far rrore limited nature and 

there was no evidence of any widespread public support for the Carter 

prograrnI'08. The key developrrents in state policy to this point rrust be 

seen as part of a steady retreat in the face of massive corporate pres

sure: first of all, with the May concessions to the mining industry, 

and then with the rejection of the Royal Comnission as the fundarrental 

basis for tax reform contained in the tbvernber budget. 
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35. This was a r:ervasive theme at the earlier C.T.F., APril 1967 Confer-

ence. 
36. FInancial Post, August 26, 1967, P 17. 
37. Financial Post, September 9, 1967, P 26. 
38. Sun, (Vancouver), August 3, 1967. 
39. September 1967, p 19. 
40. Ibid., P 20. 
41. canadian Business, July 1967, P 43. 
42. Excerpted in Financial Post, September 30, 1967, P 5. 
43. Ibid. 
44. GaZette, (MJntreal), October 3. 1967. 
45. Ibid. This editorial provides an excellent overview of industry 

arguments against the Royal Commission. 
46. Colin Cc3Ireron, a N.D.P. M=rnber of Parliament, asked the Prime Minis

ter if the Winters speech contradicted the assurances from the 
Minister of Finance that no decisions would be made until all go
vernment deliberations had been completed. The question was neatly 
evaded by Mr. Pearson. House of Cormons Debates, October 2, 1967, 
P 2699. 

47. Gazette, (MJntreal), October 3, 1967. 



592 

48 . House of Commons, Debates, September 29, 1962, p 2660ff. 
49. Ibid., p 2661; referring to the September 25, 1967 issue . 
50. Ibid., p 2661. 
51. Ibid., p 2681. 
52. Ibid., p 2672. 
53. Ibid., p 2681. 
54. Ibid., p 2673. 
55. Ibid., October 6, 1967, pp 2882ff . 
56. Ibid., he attributed these assurances to the nurrerous protests from 

mining. 
57. Ibid., pp 2882-6. 
58. Deachrnan cormrented on this brief as follows: "It is quaint to find 

this association hurling itself on the mercy of the premier of Bri t
ish Columbia to save its members from the Minister of Finance and 
from Mr. carter"; Ibid, p 2883. 

59 . Ibid., p 2885, 288~ 
60. Cf. Presthus, op.cit. 
61. Financial Post, September 9, 1967, P 43. 
62. C.T.F., April 1967 Conference, p 2. 
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64. Financial Post, June 24, 1967, P 3. 
65. l-bnetary Times, September 1967, P 18. 
66. Canadian Petroleum, July 1967. 
67. Ibid. This is an indication of the great material resources that 

the major industries can bring to bear against the Royal Commission. 
68. Ibid. Barbeau provides a good example of the role of professional 

and expert advisors in the organization of corporate pressure 
against the Royal Commission. By urging a comprehensive and de
tailed presentation of industry objections to the Report, a rrore 
sophisticated, and potentially influential, corporate input to the 
government was encouraged. 

69. September 1967, plIO. 
70. Ibid. 
71. J .R. Petri e, A Re:View of Sare Critical Issues in the Report of the 

Royal Commission on Taxation, prepared for the Carter Commission 
Corrmittee of the Canadian Chamber of Cc:mrerce, July 1967. The 
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in the media. The M:mtreal Gazette, for example, referred to it 
as one of the best studies on the Corrmission and endorsed i ts con
clusions; August 15, 1967. 

72. Op.cit., Ch III, especially p 72. 
73. Ibid, P 115. 
74. Ibid., p 134 . 
75. Ibid., P 134. 
76. Ibid., p 135. 
77 . Petrie is ambiguous on this point. The thrust of his study had 

been highly critical of the core proposals and guiding framework 
and he had found little to support in the Report. 

78. Ibid., P 134, his emphasis. 
79. Ibid., p 135. 
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81. See Gazette, (Montreal), September 19, 1967. 
82. '!bronto Board of Trade Journal, October 1967, p 14. 
83. Neil J. Jacoby, Canada I s Tax Structure and Econcmic Goals. A 

Critique of the Royal Corrmission on Taxation. Faculty of Adminis
trative Studies, York University, October 1967. See An Examina
tion and Assessment of the Report of the Royal Commission on Taxa
tion, Submitted to The Honourable Mitchell Sharp, Minister of 
Finance. By: The International Nickel Ccxnpany of Canada, Limited, 
September 29, 1967, Appendix P on this company's extensive use of 
academic and consulting expertise such as the Jacoby critique, in 
developing their massive response to the Royal Corrmission. Inco 
also submitted a 38 page condensed version of its brief. 

84. Op.cit., Ch 4. 
85. Ibid., Ch 6. 
86. Ibid., P 9. 
87. Ibid., Ch 9. 
88. Ibid., P 34. 
89. Ibid., p 44. 
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92. September 1967, p 18. 
93. Canadian Business, July 1967, pp 42-4, 46. 
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'!bronto, University of '!bronto Press, 1968, Ch l. 
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104. See R. M. Burns, "ScIre Implications for Federal-Provincial Relations", 
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Marcel Belanger, forner chairman of the Quebec Royal Commission on 
Taxation, to the C.M.A. taxation conference; Industrial Canada, 
July 1967, pp 163-5. He had earlier addressed the C.T.F. confer
ence on the same issue. 

105. As discussed above; see Western Business and Industry, July 1967; 
p 48. 

106. Saywell, 1968, op.cit., ' p 314; Star, (Montreal), January 14, 1967. 
107. Digested i n Financial Post, June 24, 1967, p 7. 
108. Star, ('!bronto), June IS, 1967. 
109. Quoted in Ibid. 
110. Globe and Mail, ('!bronto), June 20, 1967. 
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112. Gazette, (Montreal), July 12, July 13, 1967. 
113. Free Press, (Winnipeg), July 8, 1967. 
114. See a l so Pearson's conciliatory response to an earlier telegram 

from the Western Premiers; House of Corrmons, Debates, June 23, 
1967, P 1874. 

115. Free Press, (Winnipeg), August 4, 1967. 
116. September 9, 1967, pp 19, 36. 
117 . Globe and Mail, ('!bronto), October 31, 1967, P B3. 
118. Globe and Mail, ('!bronto), November 14, 1967, P B5. 
119. Financial Times, August 21, 1967. 
120. September 9, 1967, P 6. 
121. Ibid., P 15. 
122. By rrore flexible is rreant less thoroughly progressive . The 

ideological terms within which opposition to the Oommission was 
couched have been noted earlier. In this regard no one was 
against progressive taxation per se, but recommendations that 
went "too far" or "too fast" in this direction were seen as in
flexible and dogmatic. 

123. Ibid, P 15. 
124. C.T.F., November 1967 Oonference, p 170. This approach was much 

preferred by critics of the carter Report who had condemned the 
the lat ter as too sweeping and revolutionary. 

125. Financial Post, September 9, 1967, P 15. 
126. For useful s1..lIt1m3.ries and comrnentaries on the provincial reports 

see the panel session at C. T . F ., November 1967 Oonference, 
pp 159-85; see also Financial Post, September 9, 1967, P 15-6. 

127. Quoted in r-bnetary Times, September 1967, P 19. 
128. Cf. Gazette, (r-bntreal), March 13, 1967. 
129. Financi al Post, August 19, 1967, P 1; see also Saturday Night, 

October 1967, p 60. 
130. Quoted in Financial Post, August 19, 1967, P 1. 
131. August 21, 1967. 
132. C.T.F. , November 1967 Oonference, p 356. 
133. Ibid., P 356. The large number of briefs contributed to the con

tinued delay in tax reform. Governrrent officials were not expec
ted to complete their review of this material until early March 
1968; Financial Post, January 13, 1968, P 8. 

l34. Only a small number of briefs carre from labour, social welfare 
and various other organizations. The content and significance of 
this competing input will be returned to below. Meanwhile, the 
central themes and demands of the corporate briefs will be the 
focus of this discussion. 

An important rrethodological qualification must be noted at 
this point. All of this enorrrous input on the Royal Oommission 
was not examined. My primary source of data was the large num
ber of briefs held by the research library of the Canadian Tax 
Foundation. This was supplemented by briefs reproduced in va
rious business and professional journals and by reports in the 
business press and general rredia. While not totally exhaustive, 
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this selection includes the submissions of all the most impor
tant "actors" in the debates on tax reform: the most powerful 
corporations, the major industry and trade associations, and 
top organizations from other fields. The corporations and as
sociations whose views are analyzed here are not the IIDst im
portant simply because they are the largest and ITOst powerful 
lxxlies, but also because they are the leading force in shaping 
the overall policy and political acti vi ty of the business can
munity as a whole. A further indication of the validity of 
this selection is the high degree of consistency that will be 
seen i n the basic themes contained in the corporate briefs. 

135. It is for this reason that the briefs constitute a particular
ly good source of data. Corporate policy on tax reform is ful
ly elaborated in them. vJhile generally released publically, . 
the sutmissions' detailed arguments were not designed for the 
public at large as such, but were serious attempts to shape 
policy. 

136. Participants in the November C.T.F. conference who had been 
closely following the briefs as they appeared stressed this con
certed opposition: cf. a leading chartered accountant, D.R. 
Huggett, a praninent lawyer, Phillip Vineberg, and the Hon Edgar 
Benson, who, having access to all briefs to the governrrent, was 
in the best position to see their prevailing themes; November 
1967 Conference, pp 8, 31 and 357 respectively. 

137. Cf. Financial Post, October 7, 1967, p 5 and October 4, 1967, 
P 19 respectively. 

138. canadian Chamber of Ccmrerce, Sutmission to the Minister of Fin
ance on the Report of the Royal Carmission on Taxation, October 
1967. This was a 39 page l::xJoklet with the Petrie study sponso
red by the Chamber appended. The brief was surrmarized in 
Canadian Business, November 1967, pp 44-54. The titles of the 
various briefs are noted here exactly as they appeared. There 
is consequently considerable variation in the bibliographical 
format used. 

139. On the meeting with the Minister see Globe and Mail, (Toronto), 
October 6, 1967, ' p B4. 

140. Op.cit., P 4, their errphasis. 
141. Sutmission by the Vancouver Board of Trade to the Minister of 

Finance on the RePOrt of the Royal Crnmission on Taxation, 
September, 1967, P 8; This passage was set out in bold type 
for anphasis. In this 30 page l::xJoklet the Board repeated the 
claim of its original brief to the Carter Commission hearings 
to represent vital business and professional interests of 
British Columbia, p 3. The brief had been prepared by a sPecial 
carmi ttee of the Board with the assistance of ~ British ex
perts: A. R. Ilersic, an academic and author of texts on fiscal 
policy, and Sir Frank Bower, fonnerly head of the taxation depart
ment of Unilever Ltd. and a leading official in the British 
Chamber of Commerce; House of Commons, Debates, October 6, 1967, 
P 2885. 

142. Suhnissi on by the Algoma Steel Corporation, Limited to the 
Honourable Mitchell Sharp, P.C., M.P., Minl.ster of Flnance, 
Government of Canada, on the Report of the Royal Camri.ssion 
on Taxation, August 1967. 
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Ibid. , Introduction. 
Ibid. , Introduction. The Financial Post, September 30, 1967, 
pp 1, 5 (in an article headlined "Hearing Pumrreling for Carter, 
Giant Steel1Daker Swings a Power Punch") was much impressed by 
the quality of this brief: "The Algoma study is no ordinary sub
mission to be dismissed as the complaint of entrenched interests." 
The brief was seen as particularly significant because it was 
"prepared by a brilliant group of economists, lawyers and ac
countants" and because the trerrendous importance of the steel 
industry in the overall economy made its conclusions of even wi
der importance . 
Thid., p 21. 
Ibid., p 21. 
Ibid., P 37. 
SUEffilssion to the Minister of Finance The Honourable Mitchell W. 
Sharp on the Report of the Royal Corrmission on Taxation from the 
Investment Dealers' Association of Canada, September 1967, p 1. 
The brief was 39 pages long plus appendices. See also the report 
on the brief in the Globe and Mail ('Ibronto), October 4, 1967, 
P B4: "Canada's investment dealers fear major dislocations of 
securities markets, and the economy generally if the report of 
the Carter Royal Commission on Taxation becorres law." 
Ibid., "9 I. 
Ibid., pp I-II. 
Ibid., P I. 
Ibid., p IV. 
GIObe and Mail, ('Ibronto), October 31, 1967, p B3. 
Globe and Mail, ('Ibronto), tbvember 16, 1967, P B5. 
Globe and Mail, ('Ibronto), November 10, 1967, p B2. 
Financial Post, November 11, 1967, . P 18. 
Thid. 
Ibid. 
tbvember 16, 1967, P 6. The distinction in this COITl!l'eIltary bet
ween the short and long-term indicates a relatively sophisticated 
grasp of the effect of taxation on corporate economic interests. 
Ibid. 
op.ci t., P III. See also Vancouver Board of Trade, op. cit., p 
21; su1:mission of Athnes Irrperial Ltd., Globe and Hail, ('Ibronto), 
November 14, 1967, P B5. 
Mining Association of Canada, The Report of the Royal Commission 
on Taxation. A Critical Assessrrent, October 1967, P 6. The 
M. A. C. had earlier su1:mi tted a rrore cornprehensi ve dOCUIrent to 
the governrrent: Submission re Recornrrendations of the Royal Com
mission on Taxation, September 1967. ·The October booklet was a 
shorter sumnary of the Association's views and tended to be rrore 
strident in its hostility to the proposed reforms. 
Globe and Mail, ('Ibronto), November 21, 1967; P B9; and Finan
cial Post, October 14, 1967, P 19 respectively. 
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164. It has been seen above that such a fervent ideological reaction 
had :been an ~rtant thrust of business hostility to the Report. 

165. ap.cit.,p II. 
166. Trust Corrpanies Association of Canada, To: The Honourable 

Mitchell Sharp Minister of Finance. Re: Report of the Royal 
Commission on Taxation, 1967, p 2. 

167. Ibid., P 2. 
168. Edgar Benson stressed this in his stmnary of the basic thenes of 

the briefs: C.T.F., November 1967 Conference, p 357. 
169. Texaco Canada Ltd., SUl:mission to the Honourable Mitchell Sharp 

Minister of Finance Relative to the Report of the Royal Comnis
sion on Taxation, Octo:ber 1967, p 11. 

170. Imperial Oil Ltd., Submission to the Minister of Finance Regar
ding the Recommendations of the Royal Commission on Taxation, 
September 1967, p A-IO; also Part B. 

171. Cf. Vancouver Board of Trade, op.cit., p 7. 
172 . Cf. the brief of the Toronto Board of Trade: Toronto Board of 

Trade Journal, November 1967, P 25; also reported in Glo:be and 
Mail, (Toronto), November 1, 1967. 

173. Cf. Mining Association of Canada, Octo:ber, op.cit., p 5; Texaco 
Canada Ltd., op.cit., P 2 . 

174. International Nickel, op.cit., p 4; Texaco Canada Ltd., op.cit., 
P 7. 

175 . ap.cit . , P 29. 
17 6. Cf. Imperial Oil Ltd., op. cit., Pt. D. However it was seldcm 

acknowledged that this reduction was only possible with a wider 
tax base. 

177. It was recognized that this averaging would not :be necessary if 
key elements of the corrprehensi ve tax base were not adopted, as 
business fervently hoped they \\Duld not. 

178. Financial Post, October 7, 1967, P 5. 
179. Retail Council of Canada, Comrrent on Report of Royal Commission 

on Taxation The Honourable Mitchell Sharp P. C., M. P., Minister 
of Finance, September 1967; see also Glo:be and Mail, (Toronto), 
October 4, 1967, P B4. 

180. Op.cit., p 23. 
181. ap.cit., p 7. 
182. Octo:ber, op.cit., p 7. 
183. Op. cit., P 3. This argurrent was supported by rrany other briefs; 

cf. Inco, condensed version, op.cit., p 3-2, Canadian Irrperial 
Bank of Cornrerce, Glo:be and Mail, (Toronto), November 10, 1967, 
P B2. 

184. ap.cit., p 8. 
185. Ibid., P 16. 
186. IbId., P 16. 
187. ap.cit., this quotation is from the excerptin Canadian Business, 

November 1967, P 53. 
188. Ibid., P 54. 
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189. Ibid. , P 54. '!hese arguments are good examples of prevailing 
business ideology; they justified the drive for wealth and pro
fit as "socially desirable." Such ideological opposition was 
solidl y based on concrete class interests; increased taxation of 
wealth would directly affect the capitalist class and to a les
ser extent the property-awning middle classes. 

190. Op.cit., p 16. 
191. Op.cit., p 24. 
192. Financial Post, October 7, 1967, p 5; Globe and Mail, (Toronto), 

November 21, 1967, p B9, respectively. 
193. Sul:mission of Hudson's Bay Oil and Gas Company Ltd., to the 

Minister of Finance with respect to '!he Report of the Royal C0m
mission on Taxation, September 1967, Ft. IV. 

194. Op.cit., Ft. D. 
195. October op.cit., p 5. 
196. ap.cit., pp 24-6; Globe and Mail, (Toronto), October 31, 1967, 

p B3. 
197. Op.cit., Ft. D, pp 1-12. 
198. October, op.cit ., p 5. '!his iIPagery of sacrifice and hardship 

hardly corresponds to the material conditions of the affluent 
groups to whom capital gains taxation would pose the greatest pro
blem. On the conditions of the wealthier strata of the capitalist 
class see Peter C. Newman, The Canadian EstablishIrent, Toronto, 
McClelland and Stewart, 1975. 

199. Financial Post, October 7, 1967, p 5. 
200. Globe and Mail, (Toronto), November 16, 1967, P B5. 
201. All op.cit., respectively p 23; condensed version, p 2; p 15 . 
202. Financi al Post, October 14, 1967, p 19. 
203. Globe and Mail, (Toronto), November 21, 1967, p B9. 
204. Op.cit . , P 23. 
205. Globe and Mail, (Toronto),- October 31, 1967, P B3; Financial Post, 

November 11, 1967, P 18. 
206. Op.cit . , Ft. D, pp 13-23 . 
207. Op.cit . , Ch III. 
208. Alcan Aluminum Ltd., Corrm:mt on the Report of the Royal Corrmis

sion on Taxation Sul:mitted to the Minister of Finance, 31 October 
1967. Alcan had also sul:mitted a separate brief on August 28 
dealing only with integration (included in the October brief as 
appendices I and II). '!he foreign controlled resource corpora
tions were particularly concerned about integration because the 
dividends they remitted outside of Canada would be adversely af
fected. 

209. Toronto Board of Trade Journal, November 1967, pp 24-6; the 
Board also opposed integration because of its discrimination aga
inst canadian corporarions with foreign operations. 

210. Cf. the brief of the Canadian Construction Association; Financial 
Post, November 4, 1967, P 19. 

211. QP:Cit. Sharp had not asked for input on sales taxation and 
there was consequently little discussion in the sul:missions. 

212. Op.cit., Ch v. 
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213. Ibid. , P 58. In camrenting on the Algona brief, the Financial 
POSt s tressed that the rapid expansion of the steel industry 
had been based on huge capital investrrents which had in turn 
been based upon favourable tax treatrrent; September 30, 1967, 
P 1, 5 . 

214. Globe and Mail, (TOronto), November 17, 1967, P B4. 
215. Op.cit., P 24; see also the Canadian Manufacturers Association; 

Financial Post, October 7, 1967, P 5. 
216. Op.cit., p 27. 
217. Op.cit.; Financial Post, November 4, 1967, P 16 respectively. 
218. Globe and Mail, (TOronto), September 13, 1967. 
219. Financial Post, October 7, 1967, P 5. 
220. Globe and Mail, (TOronto), November 14, 1967, P B5. 
221. Cf. Imperial Oil, op.cit., p A-4. 
222. Quoted in Globe and Mail, (TOronto), N:>vember 10, 1967, P B2. 
223. Canadian Life Insurance Association, Sul:mission to the Minister 

of Finance on the Proposals for Life Insurance Taxation in the 
Report of the Royal Corrmission on Taxation, October 1967, p 1. 
A supplementary sul:mission, An Economic and Financial Appraisal 
of the Report of the Royal Corrmission on Taxation and a fact 
l::x:>ok on the association, which represented 106 life insurance 
corrpanies, were also presented. 

224. Ibid., P 2. 
225. Ibid., P 2. Given the control of the najor insurance cc:mpanies 

over large pools of capital this is a powerful argurcent. In a 
earlier speech to the Canadian Club in Ottawa, A.H. Lerrm:m, pre
sident of the C.L.LA. had rraintained that the Royal Corrmission 
would r educe dorrestic saving by $600 million; Globe and Mail, 
(TOront o), October 4, 1967, P B4. 

226. Ibid., P 2. The Association's sul:mittion was criticized by 
Lawrence E. Coward, an actuary with William M. Mercer Ltd., 
TOronto, at the Canadian Tax Foundation, November 1967 Conference: 
"The position taken by the C.L.LA. in its brief to the Minister 
of Finance is rather astonishing. It is not surprising that the 
Association would like the present treatrrent to be retained since 
it arrounts to virtual exerrption. However, the Association's 
thesis stripped down to essentials is that nobody rrakes any ap
preciable gain out of life insurance and therefore there is no
thing to tax.", P 226. Coward urged a ItOre realistic appraisal: 
"Even i f the whole Carter package is not adopted a revised tax 
basis for life insurance is bound to corre. It is to tile advan
tage of both governrrent and the industry that this be well re
searched, fair in varied circumstances, stable and certain"; 
p 227. 

227. Gazette, (Montreal), October 14, 1967, P 12. 
228. Op.cit., p 25; see also Imperial Oil, op.cit., Pt. D, pp 63-7. 
229. M. W. Bucovetsky, "The Mining Industry and the Great Tax Refonn 

Debate", in A. Paul Pross, (ed), Pressure Group Behaviour in 
Canadian Politics, TOronto, McGraw-Hill Ryerson, 1975, p 96. 
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230 . John Bosson, "The Objectives of Taxation and the Carter Corrmis
sion Prop::>sals" , Canadian Public Administration, Sumrer, 1969, 
P 163; see also M.W. Bucovetsky, Tax Refonn in Canada: A Case 
Study of the Mining Industry, Unpublished Ph.D. dissertation, 
Uni versi ty of Toronto, pp 30-35. It shouhl be rerrernbered that 
the target of this campaign was not so much the public at large, 
but state p::>licy makers . 

231. In a paper to the Canadian Tax Foundation conference, Professor 
Bucovetsky emphasized that this industry "counter-attack has 
provided employment to an anny of economists, accountants and 
lawyers"; November 1967 Conference, p 210. 

232. Op.cit ., Appendix P; plus Dr. Neil J. Jacoby, Dean of the Gra
duate School of Business Administration, University of Califor
nia, who had prepared a critique of the Rep::>rt for the corrpany; 
op.cit. 

233. Ibid., P 1. 
234. op.cit., pL . 
235. Op.cit., September, .p 2. The sul:mission, which also included a 

68 page supplementary study, listed the member comPanies of the 
association, am:mg which were some of the rrost p::>Werful corp::>ra
tions in the country. 

236. Asbestos Corp::>ration Ltd., The Right Honourable Mitchell W. Sharp, 
P. C, , M. P., Sul:mission Concerning The Recamendations of the 
Report of the Royal Commission on Taxation, October 27, 1967, 
p. 9. 

237. Op.cit., September, p 7. 
238. Canadian Petroleum Association, Submission to the Minister of 

Finance on the Report of the Royal Commission on Taxation, 
September 1967; p 28. As discussed in earlier chapters, the 
C.P.A. was the preeminent organization of the major multinational 
corporations that dominate the Canadian oil industry. Its 58 
page submission was highly comprehensive with additional statis
tical appendices and two supplementary studies on the industry '-s 
contribution to the economy. 

239. ap.cit., p 5. See also Imperial Oil, op.cit., pt.C. The criti
cisms of the Royal Oommission developed in the massive brief of 
Imperial closely paralleled those of the equally massive sul:mis
sion of Texaco. 

240. Op.cit . , p 7. 
241. Imperial Oil, op.cit., p A-ll; Texaco, op.cit., p 38ff developed 

a critique of the Ccmnission' s study #8 by Professor Bucovetsky: 
"It is regrettable that the Ccrrmission chose to ignore the views 
of the industry and accept those of Mr. Bucovetsky without af
fording the industry an opp::>rtuni ty of cross-examining the 
author" p 52. 

242. ap.cit . , condensed version, p 2-2. 
243. Ibid.; see also Globe and Mail, (Toronto), October 13, 1967, P B3. 
244. Globe and Mail, (Toronto), November 10, 1967, P B2. 
245. Op.cit., October, p 7. 
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246. Ibid. , P 8. 
247. Ibid. , P 9. 
248. Op.cit ., September, p 2 . 
249. Canadian Petroleum Association, op.cit., 01 5 and 8. 
250. Op.cit ., P A-12. 
251. ap.cit ., respectively Ft. II, pp 7lff. 
252. Canadian Petroleum Association, op.cit., pp 304; see also Texaco, 

op.cit ., P 4. 
253. ap.cit ., p 24. 
254. See Texaco, op.cit., p 66, Hudson's Bay Oil and Gas, op.cit., p 8 

am Imperial Oil, op.cit., P A-12. This again illustrates the 
narrow view of equity held by business; fair treatment for their 
specific enterprise in relation to other corporate sectors. 

255. Op.cit., P 5. These demands were reiterated in the recorrrrenda
tions made by individual corporations; cf. Imperi al Oil , op. cit . , 
P A-13, which additionally called for the retention of the three
year tax exempt period for new mines. 

256. Ibid, Ft. Ei C.P.A., op.cit., P 4. This was supported by the 
mining industry; cf. Mining Association of Canada, op . cit . , 
September, p 10. 

257. Texaco, op.cit., pp 69-70. 
258. Ibid, P 69. 
259. Effect on Mining of Carter Corrnnission Report, Brief Prepared for 

Presentation to the Goverrurent of Canada, n.d., Foreward, p 1. 
The brief which "stmrnarizes the thinking of the prospecting and 
exploration part of the mining industry in B. C. ", had been pre
pared by Stevenson and Kellogg Ltd., managerrent consultants, who 
had conducted extensive interviews wi thin the provincial mining 
industry. The imagery of the Report as a pill which was very 
difficult to swallow was not uncc::mrron in business attacks. The 
symboli c reference was to a well-known product of the time, 
Carter ' s little liver pills. . 

260. Ibid., P 1. The extensive provincial resource opposition to the 
Corrnnission had also been noted by Mr. Grant Deachman, M. P . for 
Vancotwer Quadra; he quoted a brief from the Mining Association 
of Brit ish Cblumbia to the provincial government which stressed 
the industry's great economic importance within the region, 
Ibuse of Comrons, Debates, October 6, 1967, pp 2882-6. 

261. Ibid, P 24, their emphasis. This choice was graphically illus
trated on the front cover of the brief. The artwork, entitled 
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Chapter 10 Third Retreat: The Taxation of Wealth and Property Incorre 

The Minister of Finance's pronouncements on the Royal Gommission 

in his N:>vernber budget were widely interpreted at the tilre as spelling 

the demise of the carter reform package. l This first response fairly 

quickly gave way to a more realistic awareness that sorre significant re

structuring of the tax system was still all but inevitable. 2 N:>nethe

less, general business opinion remained guardedly optimistic: "As a re

sult of the budget statements many opponents of the recommendations are 

expressing cautious hopes that at least the more revolutiOnary of the 

carter prop:::>sals are now dead. ,,3 It was hoped that his would include 

the reccmrendations on the canprehensive tax base, integration, resource 

incentives and the family unit. The uncertainty which had plagued busi-

ness since the release of the RePOrt was still seen as a serious problem: 

"While the i ndications given in the budget speech have gone a consider

able way to allay the worst fears of the business community a detailed 

and precise statement of the government's plans for tax reform is still 

urgently required. ,,4 The corporate sector continued to resist any sig

nificant implementati on of the central Gommission proposals. Prominent 

tax expert and lawyer Philip Vineberg noted the depth of this continu

ing opposition: "In the entire history of Royal Commission Reports, 

none has evoked more constant, almost universally hostile reaction than 

that of the Royal Commission on Taxation."S 

Within prevailing business opinion, however, significant currents 

of thought had begun to believe that sorre adaptation of the general goals 

60S 
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and programme of the Commission could be valuable in the rationalization 

of the tax system. At the same time, a rrore systerratic defense of the 

Carter Report and rrore sustained pressure from the left for progressive 

reform had also developed. The increasing importance of these factors 

from the latter part of 1967 on greatly complicated the context for tax 

reform. This was reflected in a nmnber of policy decisions contained in 

the October 1968 budget which constituted roth a further retreat from 

the Royal Commission and a partial adoption of reforms it had proposed. 

I. Developing Support for Moderate Reform 

Although the majority of businessrren remained highly critical of 

the Carter Commission, rrore favourable attitudes to at least its general 

objectives began to appear. These rrore reformist views were first pre

sented in a coherent fashion at the November 1967 conference of the Cana

dian Tax Foundation. A nmnber of participants that rerrained uneasy 

aOOut the reform proposals as a whole, nonetheless called for a rrore re

alistic assessrrent and criticism than the recommendations had been re-

ceiving. Mr. R. D. Brown, C.A., noted that while it was clear that the 

governrrent did not accept the entire reform package, the major proposals 

were still closely interrelated: "It is, therefore, not realistic to 

select one particular aspect of the Commission's proposals and criticize 

these to the exclusion of others, since in the aggregate the Cornmission' s 

proposals have considerably rrore merit than many of their individual as

pects. ,, 6 Dire predictions of the adverse effects of individual recom

mendations could be misleading if they ignored the offsetting benefits 

of other proposals. Donald Huggett also argued that the effect of the 
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Royal Commission would be far less drastic than widely publicized but 

inaccurate examples had implied? 

In addition to such pleas for a more reasoned evaluation of the 

Report, its central proposals were attracting more explicit support. 

While the great majority still opposed the Commission's overall frame

work, virtually all of the panels at the C. T.F. conference had speakers 

who endorsed, with varying degrees of reservation, specific recorrrrenda

tions. For example, D.Y. Tirnbrell, a leading '!bronto chartered account

ant, supported the COIt'prehensive tax base precisely because it was can

prehensive. The existing tax structure had developed on the basis of 

earlier traditions and conditions and was no longer appropriate for a 

rrod.ern economy. !-breover, the haphazard and uncoordinated legislation 

was not in any sense a tax system. The cornprehensi ve tax base offered 

the opportunity to create a workable system of taxation. 8 
Mr. Tirnbrell 

also condemned the more strident business attacks on the Comnission, es-

pecially those that labelled it as socialist. This COrmon business 

charge was "not so nnlch an objection, as an instinctive reaction. ,,9 The 

underlying cause of this corporate unease was the growth of various go

vernrrent social welfare programres which in turn nec.essitated higher 

taxes to pay for them. The Carter Comnission had simply offered a sys

tematic means of raising the necessary revenue it could not be blamed 

for patterns of state expenditure. 

The Royal Corrrnission was increasingly defended against its more 

strident critics. Academic economists were prominent in leading "the 

counterattack against the more hysterical aspects of the business com-
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muni ty I S reaction. 11
10 Professor M. W. Bucovetsky of the Uni versi ty of 

Toronto disputed the basic thrust of the rnassi ve opposition of the ex-

tractive industries and the large number of briefs they had presented 

to the governrrent. Professor Bucovetsky concluded that the recorn:renda-

tions would certainly reduce immediate profit levels, but that the re

source sector would survive. 11 The critique of the Rep:?rt by Professor 

Jacoby that had been sp:?nsored by Inco has been discussed above; it had 

attacked the priority given to equity and had called for much greater 

emphasis on economic growth. This therre, which had becorre a pervasive 

elerrent of the corp:?rate assault on the Corrmission, was disputed by two 

other studies published by the Faculty of Administrative Studies of York 

Uni 't 12 versJ. y . It was argued that in fact lithe COmmission's priority for 

equity does not i.rrply in any sense a lack of concern for the effect of 

its prop:?sals on growth. On the contrary, the Corrmission IPakes its con-

f owth 't I' 't 11
13 cern or gr quJ. e exp J.CJ. . Critics had neglected this cornmit-

ment and the Oomrnissien's contention that its reforms would not damage 

economic growth, a contention which these studies found to be largely 

warranted. Lawrence E. Cc:Mard, a consulting actuary, argued that while 

insurance may be unique and IPake an irrportant economic contribution 

(like many other industries), this was not sufficient to justify such 

14 special tax treatrrent. He was highly critical of the industry p:?si-

tion: 

The p:?sition taken by the C.L.I.A. in its brief to the 
Minister of Finance is rather astonishing. It is not 
surprising that the Association would like the present 
system to be retained since it arrounts to virtual exemp
tion. However, the Association I s thesis stripped down 
to essentials is that nobody IPakes any appreciable gain 
out of life insurance and therefore there is nothing to 
tax. IS 



609 

Whatever the fate of the carter package as a whole, Hr. Coward emphasiz-

ed that changes in the taxation of life insurance were certain. In agre-

ement with the Corrrnission Report, he called for extensive consultation 

between the industry and government on the details of the revised struc-

ture: "It is to the advantage of toth governrrent and industry that this 

be well researched, fair in varied circumstances, stable and certain. ,,16 

This latter point constituted a very important piece of advise. If 

changes were inevitable, then the industry must shift its strategy from 

simply opposing the Royal Corrmission altogether. The industry must en-

sure through contact with the government that it will be able to influ-

ence the content of the eventual changes in the rrost beneficial, or at 

the rninimum, the least damaging, direction for its concrete interests. 

Such considerations would apply not just to insurance, but to other af-

fected sectors of the economy as well. 

These rrore rroderate and reformist analyses were part of a wider 

recognition that important reforms were inevitable. The Financial Post 

stressed- that "Canada no longer has a choice between the carter system 

and the present system. New and basic changes will be made and carried 

17 through very soon." ~matever changes were made, there was no quest-

ion that the tax system must contribute to economic growth and accumu-

lation. While rrost business spokesrren, including the Financial Post, 

felt that the carter Report was inadequate on this score, the Conmission 

could still be a useful rrodel or standard to facilitate the rationaliza-

tion of the existing inadequate structure. 
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Defense from the Royal Cornnission 

M=rnbers and staff of the carter Conmission were defending the re-

form proposals against prevailing criticisms . J. Harvey Perry expressed 

great disappoint:nent in the reception given to the Report. The ccmnis-

sioners had hoped that it "would be examined in a thoughtful and judici-
18 

ous way and that from this process sorre new synthesis might emerge", but 

the strident and pervasive hostility the proposals had received had been 

just the opposite. He emphasized that the Report was far from revolu

tionary: they had not invented the principle of equity and the major re

commendations were all widely known and practised. 19 A good deal of the 

opposition was due to "the fact that it is largely the views of the busi

ness corrmunity that have been expressed. ,,20 It seemed that business was 

unable to accept the need for any change in the tax system at all . The 

paradox of this business reaction and its apparent espousal of the exis-

ting system was taken up by the Financial Post: "After decades of pub-

lic complaint about canada's ramshackle and jerry-built tax system, it 

is ironic that the first comprehensive alternative to be devised should 

be so vehemently criticized and so little examined. The existing system 

has taken on a sudden respectability and the obvious comfort of the 

known. ,,21 Mr. Perry recognized that the impact of the proposed changes 

on concrete corporate interests underlay this criticism. For example, 

the "passion" aroused by the resource recomrendations arose because of 

the "high stages" involved; rroreover these proposals, "because of the 

power and influence of the ccxnpanies involved, may have been responsible 
22 

for inspiring a fair arrount of the negative attitude towards the Report." 
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The Financial Post conducted an extensive interview with Profes-

sor Hartle and two other top Commission researchers on their reaction 

to prevailing criticisms of the Report. 23 Hartle defended the necessity 

of progressiveness: "If the public by and large thinks that the tax 

system is basically unfair, I think this will have a negative effect on 

people's attitudes towards our society - and this will affect producti

vity and growth. I don't think you can get sustained growth in a sys

tem where people think they are being cheated. The system will be too 

unstable. " This reveals the wider vision of the Cornnission on · the poli-

tics of taxation. The emphasis on equity was based, not on abstract 

theoretical premises as was often alleged, but on the Cornnission's con-

clusion that the tax system must be seen as fair by the general popula

tion and that refonn must be directed towards this end. The Corrmis s ion , s 

emphasis on equity was not based solely on such political concernS7 Pro

fessor Hartle stressed that widespread dissatisfaction with the overall 

system would retard reproductivity and economic growth.
24 

The three forrcer members of the Royal Commission staff rejected 

the corrrron charge that the Report would reduce economic growth7 the goal 

had always been to increase equity without limiting growth. 25 In addi

tion, the simplification and rationalization of the tax system would 

improve its efficiency. Mr. Perry stressed that the haphazard histori

cal evolution of taxation in Canada necessitated major changes. The re

coII'lITendations on capital gains, double taxation and the canprehensi ve 

tax base were required because the existing treatIrent had simply becorre 

untenable. Perry allowed that incentives had contributed to the develop-
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rrent of natural resources production, but the Commission had found that 

such generous concessions were not justified on grounds of efficiency 

or economic necessity.26 The major recommendations were also defended 

against specific criticisms by the researchers. The recommendations on 

gift taxation, for example, had attracted more attention than they de-

served; in combination with other offsetting changes they would not im-

pose an undue burden. Similarly, the opposition to capital gains was 

seen as being basically emotional; in combination with other recorrmenda-

tions the Garter · proposals were more generous . than compromises' of ten 

rrentioned such as the U.S. system. The claims from financial organiza-

tions, such as the stock exchanges and insurance industry associations, 

that the recorrm:mdations would reduce savings and retard a dynamic eco-

nomy were rejected: "If canada is as dynamic and strong as these cri

tics maintain, why are they so worried aOOut a few tax changes. ,,27 Si-

milar 1 y, predictions of disastrous conseque~ces for the resource sector 

and of the flight of canadian multinations were dismissed. Mr. Perry 

concluded that the Commission's "principles and rules provide an unshake-

able foundation for a sound tax system ... No one would be naive enough to 

assurre that any set of rules can answer all problems, but I am firmly 

convinced that without sorre set of rules there are no lasting answers to 

28 any problems." 

The f orrrer Commission researchers stressed the fiscal constraints 

on alteration to their proposals; 'any revenue loss caused by changes to 

the recommendations to reduce their impact or by additional special con-

cessions would have to be made up by higher basic rates. A critical 
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concern had been expressed (by Ron Robertson, fonrer director of the 

canadian Tax Foundation, anong others) that the revenue needs of a fu-

ture governrrent would lead it to raise the basic rates of the Carter 

system, perhaps to the existing level . Professor Hartle foresaw that 

rejection of the Cbrnmission reforms was far more likely to lead to this 

unfortunate result than would its implerrentation: "If Carter is rejec-

ted I would think that it is likely that we will see a lot of ad hoc 

changes all a.i.rred at broadening the base. As long as these changes in 

the base are ad hoc, it will be almost impossible to sharply reduce top 

marginal rates, for same kinds of income will remain outside the tax net . 

Rejection of Carter could well rrean that canada backs into a system of 

the kind that Robertson deplores. ,,29 

Given the growing realization that important tax changes were in-

evitable, warnings that rejection of the Commission could lead to the 

adoption of less systematic, but more onerous reforms were becoming more 

frequent. This point was made by Kenneth Carter himself in a speech to 

the combined canadian and Empire Clubs in TOronto. He specifically not-

ed that adoption of a U.S. style capital gains tax, in the absence of 

the offsetting recormendations of the Corrrnission, would result in a hi-

30 gher overall tax burden. 'Ihe Financial Post was well aware of these 

implications: "This staterrent from Cornnissioner Kenneth Carter is a 

pointed reminder that unless Canadians take great care they may well get 

the worst of all tax worlds - painful new taxes without compensating of

fsets in the tax system." 31 Mr. Carter condemned one-sided and exagger-

ated critici sms and called for a more comprehensive examination of the 
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Report as a whole. He further stressed that the Report was in no sense 

a radical docurrent. 32 

A series of studies was commissioned by the Department of Finance 

from the Institute for the Quantitative Analysis of Social and Economic 

Policy of the Uni versi ty of Toronto . These studies were submitted to 

the government on December 4, 1967 and provided a more thorough, tech-

nically sophisticated and consequently reliable analysis of the economic 

effects of the proposed reforms than did the Report or its research 

studies. 33 The basic conclusions of these studies was that the Royal 

Commission had overestimated the economic difficulties that would result 

from implerrentation of its reccmrendations . 34 Dobell and Wilson's com-

prehensive analysis of the aggregate effects of the recommendations on 

savings, investrrent and capital flows concluded that it was "totally 

incorrect to describe the proposed tax reforms as sacrificing the goal 

of economic growth" and that economic upheaval need not follow inplerren

tation of the propJsed tax reforms .. ,,35 The economic adjustrrents neces-

sary to accomrodate the tax changes "would be far less than has been sug

gested elsewhere. ,,36 In addition, they stressed that the propJsed sys-

tern would be perfectly corrpatible with any specific investrrent tax cre

di ts or incentives needed to achieve growth targets. 37 Taken together, 

this series of studies refuted the basic contention of most critics that 

econanic effects were so unpredictable that such major reforms were too 

big a gamble. 38 There was one critical exception to this conclusion: 

the study of the resource sector by G. D. Quirin indicated that the un-

favourable effect of removing the special concessions had been under-
39 

estimated by the RepJrt. The petroleum recornrendations would result 
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in an immediate reduction of $50 million in exploration expenditures and 

within five years a decline of $25 million in developrrent drilling. This 

impact would be regionally concentrated: exploration and developrrent 

would fall by 10% in Alberta, 70% in the North-W:!st Territories and 25% 

for western canada as a whole. 40 The mining industry would face even 

larger tax increases. Exploration spending would likely be reduced by 

40% and the net value of new mines would drop by a similar proportion. 

The growth r ate of the industry would decline from 5% to less than 3% 

41 annually. Professor Hartle agreed that the regional effect 6f the re-

form proposals was a critical problem. He reiterated, hCMever, that 

rrore effecti ve incentives for the extractive industries could be develo-

ped th th . . t 42 an ose ~ ex1S ence. 

The implications of these studies were outlined in a speech by 

Professor Douglas Hartle, director of the Institute, to a TOronto fin-

ancial conference. First of all, "the studies will reassure serre who 

accept carter as an equitable tax system but who have been frightened 

about its economic effects. ,,43 Secondly, the studies severely weakened 

the arguments of the many critics who had attacked the recormendations 

for their supposed adverse impact on economic growth: "If the objec-

tions to carter based on economic considerations are cleared away, these 

critics may find that they cannot complain if a rrodified version of the 

carter system is introduced. ,,44 Finally, the implications of the stud-

ies for government policy were also important. The November 30, 1967 

budget had been interpreted at the time as the death of the Commission 

as the funda:rrental basis of tax reform, although it had subsequently be-
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came clear that this did not preclude major changes in specific areas of 

taxation. Professor Hartle commented on the government's conclusions : 

"The Institute's studies indicate that to the extent that the Minister 

rejected the carter package because he was worried about the effects on 

savings, growth and the balance of payrrents he should reconsider." 45 

Professor Hartle also rejected the view that higher revenue needs had 

made the carter system obsolete: "the level of taxation changes in bur-
46 

den arrong incame classes recc:mmended by carter could still be achieved . " 

In other words, reform of the relative incidence of tax burdens could 

still be carried out even if higher levels of overall tax revenue were 

needed. 

Thus, from the latter part of 1967 on, a significant degree of 

support for the Royal Commission was being expressed from academic and 

other sources and some more moderate and reformist currents had appear-

ed within the business ccm:rnmity. The unifying therre in this was the 

view that a more effective and efficient tax system was essential to 

long-term economic development. Although there was certainly hesitation 

over the sweeping nature of the Comnission franework, acceptance of the 

Report's objective of rationalization was increasingly widespread. 

These develor:;xrents constituted an important shift in the general context 

for tax reform. ~Vhile great corporate opposition and pressure against 

the Report continued unabated, the overall climate of opinion was not so 

totally hostile to the Royal Commission. 
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II. 'lhe Shifting Political Context for Tax Refonn 

That there would still be major refonns of the tax structure was 

confil:med by the Minister of Finance in a press conference early in 1968 . 

Mr. Sharp' s comrents were interpreted to "suggest that the gOVerI1l1'eI1t 

contemplates changes rather rrore basic than were suggested by the bud

get speech." 4 7 'lhe gOVerI1l1'eI1t had concluded that the RePOrt could not 

be accepted as a package, but that there would still be "substantial 

tax refonn not based, however, necessarily upon the carter Corrmission 

frarrework . • .48 'lhe refonns would be different from the Ccmnission propo-

sals, but would be considered by many to be quite fundarrental . Mr. Sharp 

again stressed the changed fiscal context for tax refonn: "And in all 

these matters, there is one consideration that had weighed rrore with the 

gOVerI1l1'eI1t than it has with the Ccmnission, and that is the rising costs 

of governrrent. When Mr. carter brought his report down, the needs of 

the government for revenue were much lower than they are today. So re

fonn has to be kept within the limitations of possibilities. ,,49 

'lhe New Derrocratic Party and Progressive Refonn 

Debate on the content and fate of the Royal Commission had been 

raging in ~e political realm. 'lhe July 1967 convention of the New Derro

cratic Party had adopted resolutions in favour of the carter Report50 

and subsequently pressed this support in parliarrentary debates on fiscal 

and economic issues. The N.D.P. was highly critical of the Liberal go

vernrrent' s policy as revealed in the November 30, 1967 budget. M.P. 

David Lewis condemned the Minister of Finance for apparently rejecting 

the basic pr inciples of the carter Commission and for implying his agre-
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ement with prevailing attacks on the Report. Mr. Lewis errphasized the 

four key objections identified by the Minister came from "the vested in

terests whom the carter report was trying to get into the tax net . ,,5l 

In reply, Mr. Sharp cautioned against relying upon newspaper interpreta

tions: "I see from the press that there has been a tendency to say that 

the goverrurent has ditched carter ... My words do not say that. ,,52 

Parliamentary Debates OVer I:rr1rediate Tax Olanges 

The tbvember budget was important not only as a key juncture in 

the continuing process of tax reform and as an indication of future go

verrurent intentions, but also for the specific fiscal changes it con-

tained. The budget, designe? to be anti-inflationary, responded to the 

fiscal pressures facing the federal goverrurent; it would raise an addi

tional $520 million in annual revenue. 53 The most important immediate 

tax change, the imposition of a 5% surtax on personal income taxation 

to a maximum ceiling of $600, attracted considerable controversy in par-

liament. The effect of this $600 upper limit was significantly regres-

si ve: the actual surtax paid would be a much lower proportion of total 

incare for higher inCOIre categories than would have been the case wi th

out the ceiling. 54 Coming on top of an overall tax system which had 

been described by the Royal Commission as highly inequitable - a diagno

sis with which the New Democratic Party fully agreed - this surtax was 

strongly opposed by the N.D.P. Mr. David Lewis, citing extensively a 

Toronto Star editorial which strongly opposed the proposed changes, at

tacked the goverrurent for "the placing of an unfair and inequitable ad

ditional burden of incoIre tax on working people. 55 If revenue was need-
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ed then special concessions to the resource and insurance industries 

should be rerroved as the carter Corrmission had recOII'lreI1ded. Using these 

rceans of revenue would "have gone a little way toward offsetting the im

balance and inequity of our tax system. ,,56 By contrast: "this striking 

difference between the treatrcent accorded working people and the loving 

care accorded to wealthy and powerful corporations runs right through 

the budget. ,,57 r-bre generally, Mr. Lewis defended a greater role of the 

state within the economy against vague and unspecified demands for cut

ting expenditure from both the Liberal and Conservative Parties. 58 

These themes re-emerged in the debates on the specific incorce tax 

act that would irnplercent the proposed surtax during February and March 

of 1968. Mr. Germa of the N.D.P. condemned the Minister of Finance for 

ignoring the carter recorrmendations on capital gains, resource incenti

ves and the insurance industry as sources of tax revenue. 59 M.P. Edward 

Schreyer of the N.D.P. objected to the further arcendrcent of a tax sys

tem that had "been condemned, after long and painstaking study on the 

part of the carter corrrnission, as inequitable. ,,60 He argued that there 

was no better indication of this inequitable nature and of the privile

ged position of the affluent than the trercendous corporate opposition 

to the Royal Corrrnission' s refo:rm proposals. Mr. Schreyer was harshly 

critical of this corporate pressure: "Through their briefs and their 

tax counsel they got their rcessage over very quickly. They were oppos

ed in essence to what the corrrnission recommended. These people and 

their spokesrcen were articulate, influential and powerful. They have 

succeeded in petrifying the govenurent into inaction. ,,61 Not only had 
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corporate pressure paralyzed the government but "a hoax of epic propor

tions has been perpetrated on the Canadian people", the rrajority of 

which would benefit fran tax refonn, but who had been "led to believe 

by reason of these sul::missions and subsequent publicity in the press and 

elsewhere that they would somehow suffer a disadvantage ultirrately if 

the principal proposals in the carter report were accepted. ,,62 

The political factors that shaped the dynamics of tax refonn were 

much discussed by N.D.P. Members of Parlianent. On the one hand, the 

ideological importance of fair taxation was stressed. Mr. Gerrna warned 

that the rrorale of the population was being lowered by the perpetuation 

of an inequitable tax system: "I believe we have to take steps to cor

rect these inequities so the people of Canada will have faith in this go

vernment. ,,63 On the other hand, N.D.P. representatives also errphasized 

the clash of concrete interests that underlay conflict over tax refonn. 

Mr. Gilbert argued that "5 per cent of the population controls this 

country financially and that the sarre 5 per cent are not taxed proporti-

onately as high as the other 95 per cent. This 5 per cent screams the 

loudest about the carter recc:mrendations ... ,,64 The sarre point was stres

sed by Mr. Gilbert: "Alrcost 100 per cent of the objections cares from 

the elite of the corporate and rronopolistic enterprises1,65 The N.D.P. 

particularly objected to the tremendous propaganda and pressure that the 

mining industry had exerted in defense of i ts lucrative concessions. 

Party speakers continued to argue that the industry had forced the go-

vernrrent to pass the earlier Errergency Gold Mining Assistance Act: "This 

is socialism for the rich and free enterprise for the poor. ,,66 
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Organized Labour and Pressure from the left 

Union briefs to the Minister of Finance in the fall of 1967 had 

strongly approved of the progressive orientation of the Royal Commission. 

Subsequent routine labour submissions to the state continued to express 

this support. The annual briefs to the cabinet of both the C.L.C. and 

the C. N. T • U. on general econanic policy endorsed the basic principles of 

the carter Report and urged the governrrent to implerrent its key recom

mendations. 67 These labour demands were being expressed at the provin-

cial level as well. The annual Ontario Federation of Labour brief to 

the provincial cabinet in early 1968 called for a more progressive tax 

system and urged the adoption of the Royal Commission as a guideline for 

68 the necessary changes. The C.L.C. and C.N.T.U. submissions were ap-

provingly cited by Mr. Orlikovof the N.D.P. in the continuing parlia-

:rrentary debates in the spring of 1968. Both leading labour organiza-

tions opposed the surtax on personal incorre taxation and other iImrediate 

changes when nothing was being done about the inequities of the tax sys~ 

tem as· a whole. 69 S ch th hoed' th t f . t u emes were ec ln e cornmen s 0 proffilnen 

labour leaders. The C.L.C. staterrent on the November 30 budget opposed 

the recarrrrended tax increases, especially at a time of serious unerrploy-

:rrent. Donald MacDonald, acting president of the Congress, opposed go-

vernment fiscal policy, arguing that its first priority must be the sti

mulation of economic growth. 70 In a six point staterrent released on 

March 7, 1968, Mr. MacDonald reiterated labour opposition to the immedi-

ate tax increases and argued that what was needed was more jobs not more 

71 taxes. 
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The similar policies on tax reform being expressed by organized 

labour and the social derrocratic left during this period were highly im

portant. Despi te the emerging support for the Royal Cornnission from 

academic and expert quarters, the major current in public discussion 

continued to be the strong opposition to the Carter reccmrendations fran 

the corporate sector. The N.D.P., the third largest and only signifi

cant left-wing party in the federal parliament, and the major union cen

tres, who claiIred to speak for a high proportion of the W'Orking class, 

were the most significant political force to defend the reform"proposals. 

Their strong endorsement of the Carter Commission and pressure on the 

goverrurent to iIrplement its recorrmendations ensured that tax reform W'Ou

ld remain a highly visible and contentious political issue. By keeping 

tax reform before the public eye and by emphasizing the benefits of pro

gressive reforms for the majority of the population, this pressure fran 

the left, especially as pervasively argued by the N.D.P. in parliament, 

was- a key factor in making it impossible for the government simply to 

ignore the Carter Report and in ensuring that the government W'Ould have 

to proceed with sorce form of tax reform. 

The issue of tax reform had been politicized by the activity of 

labour and the N.D. P. in a second important way. N.D.P. arguments in 

parliament had emphasized the concrete interests that lay behind the 

pressure and debate on tax changes. The great benefits of the existing 

system for the capitalist class and affluent strata more generally had 

been stressed. The N.D.P. and the various labour briefs to the govern

ment had strongly condemned the massive corporate pressure exerted 
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against the Report in defense of these interests. They were even rrore 

harshly critical of the government for conceding to this pressure on spe-

cific issues such as resource incentives and, rrore generally, by its 

failure to accept the Carter proposals as the basic frarrework for tax 

refonn. The N.D.P. put forth a relatively crude instrurrentalist expla-

nation of the government's rejection of the Royal COmmission and its pro-

corporate tax policy. Mr. Orlikov argued that "the report has been gre-

eted with approval by everybody except the Minister of Finance and the 

special interests who, it seems to Ire, he is here to represent "and to 

defend. ,,72 While the great majority of the population would benefit 

from the Conmission recomrrendations, the small group with special pri vi-

leges under the existing structure resisted any such progressive changes: 

"While these special interests represent only 5 per cent of the people 

of canada obviously they have the ear of the Minister of Finance and of 

the government because the Minister has found innumerable reasons to ig-
73 

nore the comnission' s reCX)I"[l[IEIldations and to refuse to irnpleIrent them." 

Thus, the demands of organized laJ::.our and the N.D.P. had not only provi-

ded a competing policy perspective sharply divergent to that of business, 

but had also brought the underlying nature of the debates on tax refonn 

clearly into the public view. The formation of fiscal policy could no 

longer be presented as a purely technical choice between various alterna-

ti ves in tenus of their relative efficiency. The effect of the tax 

structure and its refonn on concrete social and economic interests had 

been widel y emphasized. This public defense of the Royal COmmission and 

progressive refonn made it very dangerous politically for the government 
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to appear to be pro-business in the tax policies being developed and it 

certainly prevented the outright abandonrrent of tax reform altogether. 

Immediate Tax Increases 

Par liarrentary opposition to the proposed surtax on personal inco

Ire tax proved important. The incerre tax act to ilnplerrent the 5 per cent 

surtax was defeated in the House of Corrrrons on February 19, 1968. The 

defeat was largely accidental; government leaders did not realize such 

large numbers of Liberals were absent fran the House until after the vote 

had been call ed. Peter Newman, a leading political journalist 'argued 

that underlying this inefficiency was the government's general lack of 

faith and interest in parliarrent. 74 Nonetheless, the defeat of a major 

financial bill precipitated a serious political crisis . . SUch a defeat 

had generally been seen as a demonstration that the governrrent had lost 

the confidence of Parliament. The Liberal administration, however, ar

gued that this defeat was rrore the result of the uncertainties of a mi

nority governrrent situation and did not really constitute a vote of non

confidence. The governrrent introduced a rrotion to this effect which was 

passed on February 28, 1968. 

The nfM incorre tax bill that was reintroduced contained serre im-

portant changes: rather than a 5 percent surtax on personal incerre tax-

ation alone, there was to be a 3 per cent surtax on corporate incorre tax. 

Unlike the earlier bill, there would be no ceiling on the personal inco

Ire surtax so that all taxpayers would pay the same proportion. These 

changes made the new incoIre tax bill less regressive than its predeces

sor. This was recognized by the N.D.P. Speaking for the party, 'Ibrrmy 
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Douglas acknowledged that "there is no doubt that this is SOIrE improve-
75 

IrEnt" but remained highly critical of the goverrurent I s overall policy. 

Even the less offensive surtax was still "based on a structure which is 

already inequitabl e and unjust. The New Derrocratic party maintains 

that the governrrent has no right to put on any tax until it restructur

es our tax system and places it on a fair and equitable basis. ,,76 In 

revising these inCOIrE tax increases, the gOVernIIEnt was clearly respon-

ding to the politi cal pressures it had been facing. Operating as it did 

in a minority situation, the goverrurent was extreIIEly vulnerable to par-

liarrentary opposition and had been under sustained attack from the 

N.D.P. for its failure to adopt progressive tax policies. 

Although these immediate tax changes were finally enacted in the 

spring of 1968, the direction of overall refonn remained the focus of 

heated partisan debate in Parliarrent. The gOVernIIEnt continued to refu-

se to make any major structural changes or signify its policy intentions 

until the release of the White Paper outlining its refonn proposals. To 

the satisfaction of the N.D.P. at least, the immediate tax increases in-

traduced in the winter of 1967-68, caning as they did on top of a highly 

inequitable basic tax structure, and the rejection of the Royal Ccmnis-

sion as the guiding fraIIEwork for re fonn , derronstrated the goverrurent IS 

lack of commitment to any significant progressive restructuring of the 

tax system. In the search for new sources of tax revenue (and in its 

constraints on expenditures as well) the goverrurent had shown itself to 

be much more sensi tive to the interests of the wealthy and powerful 

groups who benefited under the existing system than to making the tax 
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structure rrore equitable for the majority. The consistent direction of 

government policy since the publication of the Royal Commission certain

ly tended to support the N.D.P. argurrent. 

The Liberal Government 

Developrents within the wider political sphere continued to have 

an important bearing on the progress of tax reform. Depart:rcent of Fin

ance studies of the huge m.nnber of briefs on the Royal Oonunission were 

not expected to be conpleted until early March. 77 Covernrrent delibera

tions had also been delayed by the Liberal leadership race. Prime Min-

ister Pearson had announced his resignation as leader of the party in 

December 1967 and the contest for his successor preoccupied prominent 

Liberals throughout early 1968. One of the contenders was Finance Min

ister Sharp. The continued delay was confirrred in a January 10, 1968 

press release from P.M. Pearson. He stressed that the formulation of 

the new policy would require considerable discussion and that "this wou

ld best ·be provided in a new session when a new Prime Minister would 

have taken office. ,,78 In the rreantime, the relevant government depart

rrents were continuing their formulation of reform proposals in the 

light of the many sul:rnissions received, provincial policy and current 

economic trends. N.D.P. leader Torrmy Douglas saw rrore to this delay 

than sinply the pressures of the leadership canpaign. He argued that 

Pearson had announced the deferment of tax reform "because he does not 

want leadership· candidates taking opposite positions on the carter repo-

rt. Everybody knows that the cabinet is split down the middle on the 

carter report." 79 
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On April 6, 1968 Pierre Trudeau was chosen leader of the Liberal 

Party. 80 It was initially felt that this v.x:>uld not result in any najor 

shifts in economic policy and that Mr. Sharp v.x:>uld go ahead with the 

planned. White Paper refonn proposals. 81 HOYlever on April 20, Mr. Sharp 

becarre Minister for External Affairs and was succeeded as Minister of 

Finance by Edgar Benson, a successful Kingston chartered accountant who 

had held increasingly important economic portfolios within the cabinet, 

rrost recently as President of the Treasury Eoard. This appointIrent did 

82 
have implications for the process of tax refonn. First of all, Mr. 

Benson proposed an important change in procedure; the plarmed White Pa-

per v.x:>uld be dropped and the government's refonn proposals v.x:>uld be pre-

sented directly to parliarrent as draft legislatio~. He felt that cam-

rrentary on a White Paper v.x:>uld be similar to the nany representations 

already received on the Carter Corrmission and that the government should 

proceed quickly with its long delayed refonns. There v.x:>uld still be am-

ple opportunity for public discussion of the draft bill when it "was re

viewed by a parliarrentary committee. 83 Mr. Benson also noted that while 

sccre "easy things" could be enacted in his first budget, the necessary 

rrore far-reaching refonns v.x:>uld not be put forth until 1969. 84 

Secondly, and Irnlch rrore nebulously, Mr. Benson was identified with 

the rrore left-wing and nationalist elerrents wi thin the Liberal Party. 

It was uneasily expected that his policies on tax refonn and other key 

issues would differ significantly from the rrore nainstream views of Mr. " 

Sharp.8S In a harshly critical editorial, the Globe and Mail condemned 

the uncertainty resulting from the new appointment: "Canadians had a 
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rough idea of the Liberal Government's financial policies as embraced by 

Mitchell Sharp. N:Jw they are faced with the unknown ••• and from his ad-

rnittedly limited staterrents so far it is at least to be suspected that 

his policies will differ widely from Mr. Sharp's." It argued that while 

streamlining the policy process by eliminating the White Paper may be 

reasonable, "the public has a right to know what 'easy things' Mr . Ben-

son would pick up immediately and especially what far-reaching tax re-

fo:rms he contemplates." M::>reover , given the sweeping and controversial 

nature of the Royal Corrmission, he "must state specifically where he 

86 stands on the Carter proposals." The significance of this ministerial 

shift should not be overemphasized. Mr. Benson had declared, as had his 

predecessor, that the Royal Cbrnmission reform package could not be accep-

87 ted as a whole. In addition, there would be no disruption of the norm-

al rrechanisms of governrrent policy consultation and formulation; Mr. 

Benson int ended to rreet with top corporate and lal::cur leaders to inform 
- 88 

them of the governrrent' s plans on economic policy and enlist their aid. 

Nonetheless, the immediate prognosis for tax reform under the new adrnin-

istration was still somewhat unclear. This was heightened by the late 

April announcerrent of a general election to be held on June 25, 1968. 

The 1968 Federal Election 

Taxation was an important focus of contention during the ensuing 

election campaign. In a television debate between the party leaders in 

June all agreed that taxes should not be raised. 89 N.D.P. leader Tommy 

Douglas stressed that reducing the tax burden of lower income groups was 

the most important issue and criticized the governrrent for ignoring the 
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Royal Corrmission Report. However, there was no marked enthusiasm for 

progressive tax reform from either of the major business-associated par-

ties. Both Mr. Stanfield and Prine Minister Trudeau felt that conditi-

ons were not then opportune for a capital gains tax. Mr . Trudeau argu-

ed that the central question was not the rrorality of capital gains tax, 

but its limited efficiency as a source of revenue and its possible in-

hibiting effect on investrrent. He stated that his government would soon 

introduce tax reform legislation which would be "an improved version of 

90 the carter report." In a Saskatchewan election speech the Minister 

of Finance reiterated that the governrrent would reform the existing str

ucture rather than adopt the carter recornrendations . 91 Mr . Benson argu-

ed that the effect of such sweeping changes as those proposed by the 

Royal Corrmission would be highly unpredictable and that Canada I s inte-

grated capita]: market rreant that its tax system could not be radically 

different than those of other countries, especially the United States. 

The continuing debates on the direction of tax reform - rrost no-

tably the sustained corporate pressure against the Royal Corrmission pro-

posals and the far rrore limited, but nonetheless highly visible, defense 

of the carter recornrendations from organizations such as the N.D.P. -

ensured that it remained a salient public issue. The PrinE Minister I s 

awn rhetoric of a fresh new approach to political problems and his slo-

gan of a just society also guaranteed that tax reform would have to be 

recognized during the 1968 election campaign. As Mr. Ibuglas of the 

N.D.P. pointedly reminded the Liberals: "there could be no Just Socie-

ty until there had been established a just and equitable system of 
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No p:)li tician could appear to be against rrore equitable 

taxation in an election campaign. However in practice, the Pri.ne Minis

ter's promise of "a fair tax law for all Canadians,,93 was highly limited. 

There was no commitment to substantial reforms designed to create a sig-

nificantly rrore progressive tax structure. Having clearly rejected the 

Royal Cornnission as the overall basis for tax refonn, and having expres-

sed considerable hesitation over key recommendations such as these on 

capital gains, the Prime Minister could only say "we are trying to bring 

in what we can of it. ,,94 

In sumnary then, controversy over the carter Rep:)rt and tax re-

fonn, especially the ~ressure from the N.D.P. for adoption of the Comrn-

ission prop:)sals, had continued unabated. Taxation had also been much 

discussed during the 1968 election campaign. Nonetheless, while all 

parties and p:)liticians were publicly in favour of fair taxation, there 

had been no significant shift of governrrent policy towards the linpleIreI1-

tation of the carter or any other progressive reforms. The result of 

the 1968 election, in which the Liberals were returned with a solid ma-

jority, markedly altered the p:)litical context for the developrrent of 

the new Finance Minister I s p:)licy. This was emphasized by a leading 

business columnist: "It must be remembered in attempting to anticipate 

Mr. Benson I s tax re fonn , that the Liberal governrrent is in a p:)sition 

to ignore Opp:)sition objections to them. It is no longer vulnerable, 

as the pr eceding administration was, to the N.D.P. insistence on a ca-

pi tal gains tax as a social rreasure, in that party I S terms, as a puni

tive rreasure from every other point of view. ,,95 
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The Economic Context for Tax Refonn 

The general economic situation in the late 1960' s was one of Un'

even growth, rising unemployment and persistent inflation. 96 The govern-

rnent was f acing great pressure from all sides on how to deal with this 

crisis . Familiar demands were contained in the Canadian Manufacturers ' 

Association's 1968 annual pre-budget brief to the federal government : 

i t strongly argued that a significant reduction in growth ~uld not take 

97 place unless personal and corporate taxes were cut . In order to allow 

this, the government must rigorously control i ts high l evels o~ expen-

diture . Specifical ly, the C.M.A. demanded that the 3 per cent on per-

sonal and corporate incorre tax enacted earlier should be dropped, the 

carter recommendations on a uniform retail sales tax should 'be adopted 

and earlier restrictions on stock option benefits should be repealed. 

By contrast, the Canadian Labour Congress opposed government economic 

policy which emphasized price stability at the expense of creating em

ployrnent. 98 

More generally, the direction of state economic activity and po-

licy were the subject of much discussion within business. The report of 

the president to the annual conference of the Canadian Manufacturers' 

Association identified major policy initiatives on foreign ownership 

and the establishrrent of the Canada Develo}?It'el1.t Corporation as well as 

taxation as potential probl,ems for manufacturing. Mr. J .C. Whitelaw 

was very uneasy about these trends as indications of wider state econo-

, 't t' 99 nnc ill erven J..on. Other business commentators were aware of the be-

nefits of such intervention, but wanted it to be more systematically 
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organized. An article in canadian Business called for the estab1ishrrent 

of an economic secretariat to ensure a cohesive direction in national 

, l' 100 econonuc po lCY. 

State fiscal policy was very much shaped by the overall condition 

of the econcmy. The priroary goal of this policy was the control of in-

f1ation, a priority choice that was widely supported within the business 

COrnrnunity . 101 One direction of state anti-inflation poli cy sought to 

limit the size of federal deficits and restrain the growth of expenditu-

re. The governrrent had in fact been under widespread business 'pressure 

to curtail the "flossy welfare and f1amlx>yant prestige spending of the 

102 Pearson Pattern." As had been increasingly clear through the latter 

1960' s, the possibilities of tax reform were also constrained by the 

fiscal situation of the state. As the Minister of Finance had repeated-

1y emphasized, whatever changes would be made, the tax system must yield 

sufficient revenue to cover increasing government expenditure. Within 

the Canadian political system such fiscal constraints were reflected in 

conflict between the federal and prOVincial governments. This continu-

ed to be the case through the surrurer of 1968. The early August meetings 

of premiers was deeply concerned over the deteriorating fiscal position 

of the provincial governments and urged an early federal-provincial con-

ference to reapportion tax revenues. The premiers' conference stressed 

the need for full consultation with all provinces before any comprehen-

sive tax reform was put forward by the federal governrrent. Finally, the 

premiers' conference endorsed the views expressed earlier by the Prairie 

Economic Council i reminding the federal governrrent that the provinces 
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had grave concerns about iroplerrentation of the Carter proposals and ur

ging that a White Paper still be issued. 103 Prime Minister Trudeau re-

plied that the governrrent would proceed directly to legislation and 

that ample opportunity would be available for provincial input. 104 

III. Elaboration of Corporate Policy 

The unsettled economic context and political conflicts within 

which deliberations on tax refonn took place has been outlined. At the 

same time , strong corporate opposition to the basic Carter proposals 

continued. There was however, an iroportant shift in the tempo -and tenor 

of this corporate pressure from the beginning of 1968 on. 

The appearance of qualified support for the Royal Corrmissiop pro-

posals , especially from expert and academic sources, and sarre indica-

tions of r eformist currents within corpJrate opinion have been noted. 

In addition, the Carter Report came to be viewed with greater favour 

rrore generally within business circles. Contemporary interpretations 

explained this as a reaction to the strident opposition of the corpo

rate briefs submitted to the governrrent in the fall. lOS The briefs 

themselves could not be understood "without assuming that their authors 

believed that by discrediting the Report I S proposals the present tax 

system could be preserved. ,,106 However, as it became clear that the go-

vernrnent still intended to institute major tax refonns, such an approach 

107 
became less popular. It was increasingly recognized that if the hos-

tile opposition of the briefs resulted in the total rejection of the 

Carter proposals the ensuing restructuring could have even worse conse-

quences. Whatever changes were eventually made could lack the systema'-
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tic nature and offsetting effects of the Commission reforms. This errer-

ging view was surrrnarized as follows: "the increasing realization on the 

part of many analysts that serre of the alternatives to the Conmission's 

proIX'sals which have been made rrore likely by the opposing briefs would 

have effects that would be worse, even from the IX'int of view of soma of 

the interested parties who sul::mitted the briefs. ,,108 SUch considera-

tions were well expressed by a Financial Post editorial: "'!he hard 

truth, however, is this: Canada no longer has a choice between the car-

ter system and the present system. New and basic changes will -be made 

and carried through very soon." '!he Post condermed the harsh and i11-

inforned character of rrost briefs as having "failed the test of objecti

vity and general public interest.,,109 

From early 1968 on, then, a rrore rroderate tone had errerged in 

business criticism of the carter ReIX'rt. This included a widespread 

acceptance of the inevitability of major tax changes and a rrore reason-
110 

ed, albeit still critical, analysis of the Commission recommendations. 

'!he Financial Post was particularly uneasy about the consequences of 

the massive pressure that had been exerted against the carter ReIX'rt 

and the resulting governrrent concessions: "'!he result has been the dis-

membenrent of a carefully balanced tax system without the creation of a 

viable alternative. This leaves the government suprerre1y free to levy 

new taxes, raise old ones and, in general, put rrore patches on an al

ready inequitable and discredited system. ,,111 SUch concerns inforned 

the discussion of capital gains taxation. Sarre form of irrp1errentation 

was widely expected, but it was speculated that the milder United States 
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tax would be adopted. In defending the Report, the forrrer chainnan Mr. 

carter argued, however, that the Commission proposals were offset by 

other factors and that the result was a lower total tax on capital gains 

than would ensue under the u.s. system. The Financial Post strongly ob

jected to the taxation of capital gains in a country in need of rapid 

economic developrent, but "if such a tax must be contemplated, the Car

ter approach is rrore equitable and less burderlSOlTE. ,,112 

Thus, it was increasingly recognized that such flat opposition as 

had been contained in the onslaught of corporate briefs attacking the 

Royal Oommission could be counter-productive in influencing the reforms 

that would inevitably take place. An equally important factor in the 

rroderation of business pressure was the siIrple fact t.hat business had 

won a major policy concession. The rrost funda:xrental corporate objecti

on had been to the overall rationale and framework of the Commission's 

reform schema. Oorporate opposition at this level had been successful; 

the govern.rrent had repudiated the carter Report as a package, as the 

fundamental framework for tax reform. While business was to have mix-

ed success with its demands on specific reform proposals, the rrost im

portant issue at stake was the guiding philosophy and basic framework 

of closely interlinked core reforms put forth by the Royal Commission. 

With this victory, business could afford to adopt a rrore temperate stan

ce while still attempting to share the direction of subsequent reforms. 

The limits within which this rroderation took place must also be 

stressed. The essence of corporate policy continued to be strong oppo

sition to the central proposals of the Royal Oornmission and to any sig-
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nificantly progressive reform. This was very clear, for example, at the 
113 

N:>vember 1967 canadian Tax Foundation conference on the carter Report. 

The great majority of participants rejected the Commission's balance of 

priorities, economic growth was regarded as the primary objective of the 

tax system, and remained highly critical of the central package of re-

commended changes . A Financial Post editorial summarized these delibe-

rations: "canada's extrerrely articulate lawyers, accountants and pro-

fessional tax specialists, by and large, do not approve of the wholly 

new tax system proposed by the carter Royal Commission on Taxation." 

While joining in the general view that the Canrnission must not serve as 

the basis of tax reform, the Post still saw the RePOrt as having "imren-

se value as a standard or model of what an equitable and concise tax sys

tem might be. ,,114 Although the tenor of business pressure had become 

more reasoned and less harsh, the substance of business demands rernain-

ed substantially unaltered. 

In addition, examples of the more strident corporate pressure con-

tinued. In a widely distributed December 1967 press staterrent, W. M. 

Anderson, president of the canadian Chamber of CoII'm2rce, severely criti-

cized the Report: "Because of its undesirable social irrplications, the 

report of the carter Royal Corrmission on taxation is in many respects 
115 

a definite threat to canadians, to canada and its future growth." He 

argued that the Report ignored "the htnnan foundations of both society 

and " the economy" "and represented "a purposeful extension of governrrent 

intervention in our way of living." The recoITITEndations would damage 

capital investIrent and "in its efforts to distribute incarre more equit-



637 

ably, it pushes aside the privacy of property which always has been con-

sidered one of the qualities of Canadian society." '!he Clamber recogni-

zed the irrportance of fair taxation: "But it does not rrake sense to im-

pose a rigid tax structure on a growing country like Canada in the nane 

of social justice, especially if that structure will impede the attain-

rrent of necessary growth." Similar therres were echoed the following 

year by the new chai.rman of the 01arnber' s executive council. Lionel P. 

Kent also called for caution in implerrentation: 'we strongly urge that 

there be no precipitant action by government on any proposed legislation 

before business in the country has had an opportunity to rrake its views 

1m 
,,116 own. 

Specific sectors of the corporate economy continued to oppose 

those recammendations that would adversely affect their immediate inter-

ests. '!he life insurance industry maintained its opposition to the 

Ro al Commi ' al "t t' 117 Y SSlon propos s concernlng 1 s opera lons. In February 

1968, the president of the Mining Association- of Canada met the Minister 

of Finance: "the Minister had indicated to the Association that 'we had 

made our point' on the carter recc:mrendations. ,,118 Nonetheless, the 

mining industry continued its pressure. 119 For exarrple, Mr. J .H. Salter, 

western region vice-president of Cominco Ltd., in a speech to the Cana-

dian Institute of Mining and Metallurgy noted that at least fifty new 

mines had been brought into production in the rrost recent three year pe-

riod. Given this great economic contribution, he argued that the in-

dustry should be able to expect favourable government policy. On the 

contrary~ mining faced the loss of its rrost important tax incentives: 
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"We find the mineral industry, rrore than any other resource industries, 

advocated as a source of additional public revenue. ,,120 Such changes 

would have severe consequences on production: "The prospect of short 

term reali zations so completely obscuring public appreciation of long 

term benefits from Canada's irnrtense mineral potential is disturbing to 

121 say the least . " Such conflicts were occuring not just at the feder-

al level; the ~lining Association of British Columbia had successfully 

opposed clauses in new provincial legislation that would have included 

th . f' 1 '- .. taxat' 122 e process~ng 0 rrunera s ~n ~g ~on. 

The basis of this continuing corporate pressure at a specific and 

immediate level was recognized by defenders of the Royal Commission. In 

an address to the Tax Executives Institute, J. Harvey Perry reiterated 

the need to revamp a tax structure that had haphazardly evolved in an 

earlier period to rrodern social and economic conditions.
123 

What was 

needed was taxation on the widest possible base with the lowest possible 

rates for all sectors. The fundamental obstacle to such a rational tax 

system was the interest of all groups to reduce their particular tax 

burden and the resulting constant pressure fran the various groups for 

specific concessions. The contradiction was that "in the end, the re~ 

sult of all concessions is to shift the burden to other taxpayers, and 

since all taxpayers are basically in favour of special concessions the 

pressure is steady and powerful." A tax system shaped by such pressure 

is uncoordinated, inefficient and inequitable. Further difficulties fa-

cing tax reform arose "because rrost businessrren and others can think of 

an annoying feature of sorre specific tax which they would like to have 
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changed but are seldom faced with the challenge of revising the shape 

and size of a whole tax system." Business misgivings about tax refonn 

were a.lso based simply upon their being adjusted to the existing struc-

ture, whatever its faults. Finally, "The politician probably cherishes 

a fragmented bit-by-bit approach to taxation because it suits his basic 

need of producing a rabbit from the hat for everyone." Mr. Perry's ar-

gurrent.s speak to a very important limitation on the overall rationali

zation. of state policy. A central function of the state is to ensure 

favourable conditions for the long-tenn developrrent of the economy as a 

whole and this is certainly in the interests of capital in general. 

This vi tal role, however, is constrained by the pressing COfl1?eti ti ve im

peratives upon individual capitalists and elements of capital to pursue 

and ~Iotect their specific interests. 

Majority corporate opinion lay between the axtremes of relatively 

refoTInist, although much qualified, acceptance of the Carter RePOrt and 

continuing unswervin:Jhostili ty . t-bst business leaders had COIre to re

cognize the need for refonn, but still rejected the basic principles and 

core proposals of the Royal Comnission. It was generally expected that 

the major recorrmendations would be substantially weakened and only par

tially implemented. 124 Pressure to this end continued. For example, 

the key changes in the taxation of property incOIre arrl wealth were still 

vigorously opposed. Although it was widely recognized that a capital 

gains tax was highly likely, business strongly argued that it must be 

milder than the fonn proposed by the Corrmission. 125 Writing in the 

Financial Post, W.A. Macdonald stressed the political factors that in-
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creasej this probability. Government reform plans must take account of 

the popular belief that it is unfair to exempt particular forms of eco-

nomic ':rain from tax: "in the current climate of canadian opinion it 

may be difficult to gain political acceptance of any tax system as fair 

without sorre taxation of capital gains. ,,126 In this way, the prevailing 

ideol0:rY of fair taxation would require some apparent rroverrent towards 

taxation of gains derived fran property ownership. Mr. Ma.cdonald em

phasizl=d, however, that whatever form of capital gains taxation was ad

opted, it must not retard savings and investrrent. Similarly J; Kerr 

Gibson, a leading Tbronto accountant, objected to the Commission's ap

plication of the principle of equity; he could not accept the "buck is 

a buck" philosophy and believed that the existing taxation of gifts and 

estates was a reasonable COInl?romise. 127 MJre generally, hostility to 

the basic ides of a cornprehensi ve tax base remained a central unifying 

therre lNithin business. 

N. 'Ihird Retreat: The October 1968 Budget and the Rejection of the 

Comprehensive Tax Base 

Tb briefly recapitulate: tax reform remained a contentious pub

lic issue in the fall of 1968. Although corporate pressure had been sig

nificantly mollified and business had largely accepted the inevitability 

of impJrtant reforms, there was still pervasive opposition to the core 

carter Proposals. At the sarre tirre, the governrrent was under increased 

counte:rvailing pressure from the New Derrocratic Party, organized laJ:::our 

and other supports of the Royal Commission. This controversy ensured 

that the Report could not be ignored; that its findings and recornrrenda-
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tions l,.,ould be a factor of SOIre importance in subsequent policy formati-

on. In. addition to these political pressures, the governrrent was faced 

with an economy characterized by uneven growth, rising unerrp10yrcent and 

inf1atLoni rising state expenditure and strained revenue i and uneasy 

fiscal relations with the provinces. Within this unsettled atmosphere 

the governrrent continued to work on its refonn proposals. The state of 

its deliberations was s~ized by the Minister of Finance. 128 Offici-

a1s in the Departnlent had reached certain conclusions from their de

tailed study of the existing laws, the Carter Report and the eXtensive 

input 1:0 the governrrent. Decisions Mr. Benson had reached on the basis 

of this review were being formulated into draft legislation. This would 

be put before the cabinet for approval and alteration and then submitted 

to parliarrent in early 1969. In light of ensuing disCUE?sion, the bill 

would be revised into final fonn by the latter part of 1969. 

Before these overall proposals were completed, a number of im-

portan1: tax changes were introduced in the federal budget presented by 

E.J. BErnson on October 22, 1968. One of the major goals of this budget, 

as had been the case in the i.nurediate1y preceding ye~s, was the con

trol of inf1ation. 129 In order for the governrrent to limit its capital 

l::orrowing and contribute to price stability while at the sane ti.Ire pro-

vide nE~cessary public investrrent, the budget must be balanced. 'Ib ac-

cc:mp1ish this, Mr. Benson errphasized "that we must raise substantially 
130 

rrore revenues in order to bring the budget into balance in 1969-70." 

A nurnbE~r of tax changes were contained in the budget to irnp1errent this 

policy. The first and rrost important set of changes had to do with gift 
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and es1:ate taxation and the second concerned cOI}X>rate taxation, espe-

cially of the major financial institutions. Mr . Benson later explained 

that the governrrent had proceeded at that tine because a clear case had 

been made for these refonns . N:J clear consensus had ercerged in other 

d furth . d ti 131 areas an er conSl era on was necessary. In presenting these 

changes to parliarrent, the Minister of Finance errphasized: 

The tax reconmendations which I am m3king tonight are 
not an integral part of next year's reform package . 
By that I mean that they stand on their o.vn and should 
be implemented, whether or not there is to be any fur
ther reform. They do not corirnit us to particular chan- ' 
ges in other areas. 132 

Gift and Estate Taxation 

The governrrent had decided that receipts from gifts and bequests 

"should not, at least for the present, be included in incare like other 

items that have normally been regarded as incane of a recurring nature" 

and should continue to be taxed separately. 133 In reaching this conclu-
. 

sion, the government had clearly rejected the corrprehensive tax base 

which lay at the heart of the Carter reform schema: 

While respecting the intellectual coherence and elegance 
of the case made by the Royal Corrmission on Taxation on 
this matter - crudely surrmed up in the phrase that 'a buck is a 
buck is a buck ' - and I believe that the overwhelming 
weight of Canadian opinion is against it nON, and many 
Canadian practices and institutions would be seriously 
disrupted if we embraced this proposal. 134 

However, important changes in the existing structure of gift and 

estate taxation were proposed in the budget. 135 Bequests between spou-

ses were to be totally exerrpt. The revenue loss from this exerrption was 

to be recouped from a new and higher rate structure; with a basic exerrp-

lion of $20,000 (as opposed to $50,000) and steeply progressive rates to 
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a rnax:i..mum of 50%. A major loophole was closed by the integration of 

gift with estate taxation. Gifts would be treated as advance distribu

tions of estates. Progressive and substantially higher rates would be 

appli!;rl on a cumulative basis . Gifts between spouses would be exempt 

and ~1ere would be wider definitions of non-taxable gifts. 

By not including gifts and estates in the tax base for taxation 

at full personal rates, these proposals constituted a significant re

treat from the Royal Conmission. This represented a considerable 

tax saving for the wealthier strata of taxpayers. On the other hand, 

the hLgher rate structure and lower exemptions was more progressive 

than -the existing system. Although the precise effect was difficult to 

detennine, it was estimated that the overall level of gift and estate 

taxes would be higher under the new rates. 136 The exemption of gifts 

and b:quests between spouses moved towards the carter recarrmmdations 

on thl~ family as the basic unit of taxation. 

Corporate Taxation 

In the most important change in this area, life insurance corrpa-

nies lNOuld henceforth be taxed on generally the sane basis as other cor

poratLons. 137 The government had not accepted the precise recomrnenda-

tions of the Royal Comnission on life insurance, but neither had it 

~n convinced by industry argurrents for the retention of the prevail

ing s:ituation, in which the canpanies had ~n virtually exempt from 

taxat.ion.138 The provisions contained in the budget were not as swee

ping or COItlI?licated as the Corrunission proposals, but they did move in 

their direction and did entail heavier taxation of the industry. Taxa-
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tion on the operations of life insurance companies would increase by 

139 $95 million annually. This result must be seen as a significant set-

back for the extensive pressure that the industry had been exerting 

on the federal governrrent. The taxation of banks and rrortgage lending 

companies would increase by $45 million in the current fiscal year 

140 through restrictions on their tax-free transfers to reserves. A 

technical change in corporate taxation was also included; the dates on 

141 which payment was due were rroved forward. 

Conclusions 

Just as the primary significance of Mitchell Sharp's November 30, 

1967 budget lay in its rejection of the Royal Oommission as the guiding 

or fundamental framework for the overall reform of the tax structure, 

so too the crucial importance of Mr. Benson's October 1968 budget was 

its rejection of the vital Carter concept of the cbmprehensive tax base. 

This principle constituted one of the rrost sweeping of the proposed 

changes and it underpinned other core reCC>Imendations. The wider tax 

base had been the focus of intense corporate opposition. Its heavier 

and more systematic taxation of income from property ownership and of 

accurrru.lated wealth challenged the fundamental distributional princip-

les of a capitalist economy. The wider tax base was the crucial pre-

requisite of the Commission's primary objective of developing a rrore 

equitable tax system. Its rejection was a major retreat from the prin-

ciple of equity. The governrrent's repudiation of the comprehensive 

t ba t be . 1 . t . 1 142 ax .se mus seen as a cruc1a conceSS10n ocap1ta. 
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~C'his retreat from the comprehensive tax base was far !!Ore impor-

tant than the specific changes in gift and estate and in corporate 

taxation. These budget provisions had rejected the sweeping nature of 

the Carter reforms, but had still adopted major elerrents of them in 

order iCO i ncrease revenue. The new treatrrent of gifts and estates "when 

taken -together tend to diminish opportunities for tax avoidance and to 

that extent would increase tax revenues. ,,143 Similarly, the expanded 

taxation of financial institutions I reserves and life insurance compan-

ies greatly increased revenue. The underlying rationale of these chan-

ges was identified by the M::)netary Times: "The comron them:: in these 

selections from Carter was the increase in revenues to be derived from 
144 

extending taxation into areas which hitherto had been totally exempted." 

In the face of this governrrent search for additional revenue, business 

pressure had had limited influence: the changes did run counter to 

prevailing corporate demands and in same sectors would entail signifi-

cantly heavier tax burdens. Not surprisingly, it will be seen in the 

next chapter that the implem::ntation of these changes was to be the fo-

cus of much dispute. 

On the one hand then, the dropping of the comprehensive tax base 

was pert of a consistent pattern of governrrent retreat from the Royal 

Cornnission proposals tmder sustained corporate pressure. On the other 

hand, while the budget changes were a substantial rroderation of the 

original Carter reconm:mdations, they were still stronger than the 

exist1ng system. This heralded the emergence of a new pattern in the 

conf11ct over tax reform. 
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Olapter 11 Fourth Retreat: The White Paper 

The first response of business to the October 1968 budget was one 

of apprehension: "the indication that the Report of the Royal Corrmission 

on Taxation is not nearly as dead as sorce had hoped. It is now evident 

that the Report has been seriously studied by the Government and that re

form is on i ts way. ,,1 The budget proposals were seen to have a "strong 

carter flavour and can be regarded as rrodified versions of rrore radical 

. recorrtrrendati ons made by the Royal Corn:nission. ,,2 M:>st ominously, the bud-

get was perceived by business as an indication of the direction of govern-

rent thinking for its e<:::i!prehensive reform of the tax system. It was 

feared that these reforms would be influenced by the carter Comnission to 

a greater degree than business had hoped for. M:>reover , divergence from 

the Report would have to be rrore strongly justified: "It can also be said 

with certainty that deviations from the carter design will require consid-

erably rrore thought and justification than appears to have been expended 

to date. ,,3 -Thus, business warily regarded the budget changes as portents 

of what was to came in tax reform; these provisions were all seen as lean-

. t ds the Ro 1 r"~~' ch 4 lng owar ya v..AlUlU.SSlon approa . There was even sorre uneasi-

ness about the rrost important aspect of the budget for business - the 

Minister of Finance's rejection of the comprehensive tax base. Mr. Ben-

son's statement that transfers of property in estates and gifts should 

not be included in the tax base added the qualification "at least for the 

present. ,,5 
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653 

I. Conflict over the Budget Tax Changes 

The Controversy over Estate Taxation 

While the implications that the overall direction of the budget 

appeared to hold for tax refonn evinced considerable foreboding, the ac

tual immediate tax changes themselves unleashed a stonn of protest . The 

business community was strongly opposed to the changes in estate taxa

tion. A cormron view agreed that the mildness of these recOIrIrendations in 

relation to those of the Royal Commission was welcome, but criticized the 

Minister for not addressing the issue of whether or not there should be 

estate taxation at all. 6 Large numbers of business speeches and state

rrents frc:rn corporate associations argued that the higher rates of estate 

taxes were severe threats to the survival of small family businesses and 

the availability of capital necessary for econc:rnic developrent. 7 

A great deal of the opposition to the changes in inheritance tax

es cane from small businesses and farrrers. 8 A major therre of this criti

cism was the widespread fear that onerous estate taxation forced the sale 

of family-awned businesses, especially to foreign interests. This _issue 

was taken up by LH. Asper, a Winnipeg lawyer, prc:rninent figure in the 

Manitoba Liberal Party and widely published columnist on taxation. He 

disputed the contention of the Depart:Irent of Finance that these taxes were 

not a significant factor in such sales; citing the conclusions of the 

study by Grant Glassco for the 1956 Royal Commission on Canada's Econc:rnic 

Prospects and a 1968 study for the Ontario Economic Council. 9 Not being 

as well organized as major corporate interests, with their routine contact 

with the highest cabinet and bureaucratic officials, small business brou

ght pressure to bear on individual M:rnbers of Parlianent. Reflecting 
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this, M. P. I S had received a larger volurre of mail attacking the estate 

chan than th t . 10 
tax ges on any 0 er curren lssue. The pr oposed changes in 

estate taxation had mobilized a new force on the complex politics of tax 

refonn. The traditional independent middle classes of small business and 

famers had for the first tiIre to any significant degree been galvanized 

into participation in the debates on tax refonn. This was in fact the be-

ginning of a critical trend; small business was to play a major role in 

the pressure against the overall refonn plans of the government in the 

next few years. 

The pressure against the proposed tax changes was especially 

strong in Western canada. An advertising campaign in prairie weekly pa-

pers had been predicting the demise of the family fann as a result of the 

changesll and radio commercials in the West had also denounced the recom

rrendations and urged listeners to write to their M. P. IS. 12 The heighten-

ed opposition in the West resulted largely from the specific features of 

the regional class structure; its much higher proportion of the population 

in the traditional independent middle calsses, especially fa.rrrers. This 

must also be seen in the context of the persistent opposition of the 

Western provincial governrrents to those changes in the taxation of wealth 

and resource production which were seen to have adverse consequences for 

regional economic develo:;:rnent, In addition, Alberta I S elimination of suc-

cession duti es in 1967 had successfully attracted new wealth to the pro-

vince and the favourable effect of these rebates would be reduced by the 

13 federal proposals. 
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Because much of this hostility had been focused on individual !-1. , 

P. ' s, pressure began to rrount on the governrrent for changes in the propo

sals from back benchers within the Liberal Party caucus itself.
14 

Liber-

al M.P. John Roberts, for example, declared that he would not support the 

government recommendations unless they were altered to ease the burden on 

those who inherit small businesses and fanns. He referred to the "flood 

of mail" he and other rrembers had been receiving daily against the propo-

15 sals. In addition, the governrrent faced partisan attacks francorrpeting 

political parties who sought to attach themselves to the groundswell of 

opposition to the budget proposals; Conservative leader Robert Stanfield 

had charged that fanns and small businesses would have to be sold to pay 

' nh ' tan tax 16 1 er1 ce . 

The government's initial response to this criticism was to attempt 

to justify the estate tax provisions. In a rrajor speech in IDndon in mid-

January 1968, the Minister of Finance argued that they did not limit the 

transfer of family fanns or businesses, worked towards the redistribution 

of inherited wealth and provided essential government revenue which other

wise would have to cc:me from higher income taxes. 17 However, in late 

January, Mr. Benson announced that the estate tax recanmendations would be 

altered and noted that the new provisions "reflect the Government's res-

ponse to representations made by Canadians to the minister, both directly 

and through their members of Parliament. ,,18 In the IIDst important change, 

the basic exemption was raised to $50',0'0'0' frOm the $20',0'0'0' proposed in the 

budget. This would certainly benefit the smaller business strata who had 

been the IIDst vociferous critics of the initial recomrendations. In addi-
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tion, a number of further specific changes, such as allowing easier pay

rrent by insta1lIrents and extending the gift tax exemption to trusts, were 

put forth. 19 

In subsequent parliarrentary debates Mr. Benson strongly defended 

the necessit y of estate taxation and the revised governrrent proposals. He 

condemned the rrore flamboyant criticism as being "far out of proportion 

to the irrpact of estate taxes ... Some of the argurrent has been misleading 

and destruct ive, such as the expensive advertising claiming that the leg

islation rreans the end of family fanns and small businesses, or that the 

whole thing is a corrmunist conspiracy. ,,20 The Minister also emphasized 

the revenue needs of the state; those who demanded the aboli lion of estate 

taxes "do not have to raise the funds to pay for the expenses of the state 

in creating an economic climate in which business can survive. ,,21 Hr. 

Benson outlined the constraints irrposed by these fiscal requirerrents: 

"The rising demand for services from all levels of goverrurent makes it un

likely that the total revenues of goverrurent can be reduced. ,,22 Given 

this, the loss of revenue that would be caused by the abolition of estate 

taxes would need to be made up in other areas. 23 Mr. Benson also support

ed estate taxation on grounds of fairness and equity; with incorre taxes, 

it was one of only two forms of progressive taxation available to the go-

verrurent. 

The Budget Cllanges in Corporate Taxation 

The conflict around the provisions for insurance and other financial 

institutions was not as dramatic. Nonetheless, the life insurance indus-

try strongly Objected to the higher taxes they would face. Representati-
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ves of the industry appeared before the Senate banking camrni ttee to defend 

the specific nature of their operations and the need for special tax treat

rrent. K. R. MacGregor, president of Mutual Life and former gOVerrJIIEIlt su

perintendent of insurance, argued that the changes would have a major 

"weakening effect on insurance companies. ,,24 Because of the tax changes, 

the insurance companies had withdrawn fran the long-term bond markets. 25 

In spite of this industry pressure, the Minister of Finance intended to 

irnplerrent the proposed rreasures to tax the reserves held by insurance can

panies to rreet unexpected errergencies. The underlying rationale of go

vernrrent action here was clarified by the Minister when he appeared before 

the Senate comnittee . Mr. Benson argued that if special concessions were 

given to the insurance companies, then there would be pressure fran other 

sectors for similar concessions. 26 Again, fiscal considerations were also 

important; the concessions enjoyed by the life insurance companies consti

tuted a major additional source of tax revenue that could be tapped. Re

gardless of industry protests, this could easily be justified in the narre 

of neutrality and fairness. 

Notwi thstanding these policy differences, there was extensive con

tact between the Minister and industry representatives on the detailed 

legislation that would put the proposed changes into force. Referring to 

a mid-November occasion: "Mr. Benson said it was one of a number of rreet-

ings he is having with the life insurance industry to work out the way in 

which taxation changes would be implerrented. The consultations will help 

determine the nature and working of the tax regulations. ,,27 The Minister 

later stressed the importance of this consultation: "Despite the views 
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of the life insurance industry as to the weight of the tax it should bear, 

it worked with government officials for more than six months to develop 

the detailed legislation necessary to make this tax a fair one, and one 

which would fit the special circumstances of the industry. I would like 

to express my appreciation to them for their constructive co-operation. ,,28 

It was later argued by Mr. David Lewis of the N.D.P. that this consulta-

tion had resulted in the weakening of the revised provi sions by the go

vernment. 29 

The manner in which tax policy had been presented and fol:TIl1.llated 

by means of the October 1968 budget was also much discussed . Addressing 

the 1970 conference of the canadian Tax Foundation, a leading Toronto law-

yer supported the procedure whereby the general proposals for amending 

estate taxation were intended to be open for subsequent revision: "It 

contained broad changes in policy and public discussion was invited. The 

response generated quite a bit of heat and there were a number of changes 

that were quite definitely improvements before th~ Bill became law months 

1 t ,,30 a ere Business was much more uneasy about the uncertainty this method 

of policy formation created. The .October budget informed life insurance 

companies that they would be taxed more heavily, but the precise burden 

. 31 
and exact details were only worked out much later. Less irrq?ortant than 

the mechanism of policy formation here was the actual result. The changes 

in estate taxation during this period must be seen as a further instance 

of the pattern of concession and retreat in the face of concerted corpor-

ate pressure and in this case, of the mobilization of the smaller property-

awning strata as well. This is not to say that the business conmuni ty was 
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pleased with the outcOIre; it was still believed that the higher rates 

would have harmful effects . 32 For the reasons outlined, government con-

cessions to the objection of the insurance industry were more limited. 

II. Awaiting the ~1hi te Paper 

Developments Within the State 

Beyond the specific conflict over these immediate tax changes, he-

ated debate over the general range and objectives of the overall reform of 

the tax system continued unabated until the release of the governrrent pro-

posals in NJvernber 1969. The federal governrrent had been steadily proce-

eding with the fonnulation of its reform prograrrme. The task of directly 

drafting these proposals into detailed workable legislation had proved ex-

trernely difficult. While the Minister of Finance had stressed his will-

ingness to alter the bill in response to public reaction, "it is clear-

ly not the government's intention to have to make wholesale changes be-

cause of careless initial drafting ... This would be a setback to its image 

of modern efficiency, which the Trudeau government obviously would not 

want. ,,33 As delays in the formulation of the reform legislation continu-

ed to mount, the governrrent decided in February 1969 to return to its or-

iginal plan of first issuing a White Paper outlining its general propos-

34 also Even more important than technical difficulties in this decision 

was the opposition facing the government on advancing directly to a draft 

bill. The business corrmuni ty worried that there would not be sufficient 

opportunity and time for the discussion of the propGsed legislation. 35 

Similar concerns had been pressed on the governrrent in parliarrent; Con-

servative leader Robert Stanfield favoured a White Paper because the go-
36 

vernrrent would be too corrmitted to legislation, even if only in draft form. 
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Fiscal pressures and constraints remained central to state delibe

rations on fiscal policy during 1969; whatever tax reforms were eventual

ly developed, the new system must yield sufficient revenue. The Minister 

of Finance's goal of balancing the federal budget as soon as possible made 

this provision of adequate levels of revenue all the rrore important. 37 'Ib 

this end the governrrent had severely restricted expenditure and had post

poned important social reforms, such as the guaranteed annual incorre, un

less new or diverted sources of revenue could be found to pay for them. 

It was in this context that the anticipated tax reform was viewed by a 

leading business coltunnist: "the White Paper will be rather rrore an ex

ercise in increasing revenues without increasing tax rates than reform in 

the carter sense. ,,38 The ' June 1969 federal budget was also much discuss

ed. W.A. Macdonald argued in the Financial Post that the budget's highly 

rroderate and selective anti-inflation rreasures implied a recognition of 

the limited success of conventional across-the-board stabilization tech-

niques and anti-inflation policies and illustrated the great difficulties 

of the type of sweeping tax changes recorrmended in the carter Report. 

The Ccm:nission had argued that relatively minor fiscal and rronetary ad

just:rrents could solve any unwanted effects of its proposals, but such an 

easy adjustrrent could not be assuned. In addition, in its initial efforts 

at tax reform the governrrent had failed to derronstrate the practical ad

vantages and efficiency of its estate and insurance tax changes. 39 Ele

rrents of the budget were also geared to regional differences within the 

Canadian economy. This led Mr. Macdonald to wonder whether such differen

ces would also be a consideration in the overall tax reform proposals; 
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this could influence the governrrent to retain the resource incentives 

whose basic impact was . in the less developed regions of the country. 40 

Similarly, conflict between the federal and provincial goverrurents 

over fiscal relations and the implementation of tax reform continued. 

Provincial derrands for greater shares of total tax revenue were urgently 

pressed at the March federal-provincial constitutional conference. The 

Ontario governrrent indicated that it had lost hope in any overall agree

rrent and would proceed to develop its own separate tax policy. 41 The fed-

eral governrrent's offer of allowing the provinces into the field ' of indi-

rect taxation made at the June meeting of the Prirre Minister and the pro

vincial Premiers would yield only very limited additional tax rCXJm. 42 
In 

the rneantirre, Ontario had released its own White Paper on tax changes. 

Included was a capital gains tax modeled on the United States system rat-

her than the carter Corrmission. Even rrore importantly, the Ontario pro-

posal made it virtual 1 y certain that such a tax would be included in the 

federal governrrent' s tax reform policy: ''l;mat the Ontario governrrent has 

done essentially is to pre-empt the federal governrrent ' s decision on 

whether there will be a tax." 43 Combined with the provinces's apparent 

support for a guaranteed annual incorre, these Ontario reforms would incre-

ase the progressiveness of the tax structure. other proposed changes re

jected the carter recomrendations to widen the base of sales taxation and, 

while increasing mining taxation sarewhat, did not adopt "the potentially 

crippling taxes recornrrended by the Smith Report. ,,44 The Ontario White 

Paper must be seen as part of the continuing conflict over the division of 

tax revenue . Unable to secure federal cooperation, the Ontario governrrent 
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had seized the initiative. As the leading province others would follow 

Ontario's example and the federal governrrent would not be able to ignore 

this direct warning of unilateral provincial action. 45 There was same in-

terpretation that the Ontario proposals were a bargaining play to extract 

the best fiscal agreerrent fran the federal governrrent . Premier Robarts 

stressed that the provincial plan did not represent fixed or final positi-

ons and there would be consultation with the federal governrrent when its 

policy was released. 46 

In the spring of 1969, there was great uncertainty within the bu-

siness community over the government's p~ans for tax reform. There was, 

for example, significant conce~ about the timing and implementation of 

the widely expected capital gains tax. Mr. Benson reassured business that 

any such change would not be retroactive and there were indications that 

the government would enact transitional measures to soften its impact. 47 

On this and other issues, "Benson and his officials are still consulting 

various groups on the whole taxation policy question." Final decisions 

48 were expected soon. In a major speech to the conference of the Tax Ex-

ecutives Institute in Washington the Minister of Finance outlined the key 

considerations in the government's mind as it fOrIm.llated the tax reform 

package. 49 
Mr. Benson first of all noted that "the size of the total tax 

bill makes it imperative that the burden be distributed fairly." While 

an arbitrary and inequitable tax structure is less important when taxes 

are low, high levels create problems of voluntary corrpliance, can dis-

tort economic decisions and place an unfair burden on the 90% of tax-

payers who are unable to take advantage of gaps in the existing system. 
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However, he emphasized that "to say that the tax laws must be fair is not 

to say that they should not be used to provide incentives." Considerable 

use of incentives had been made in canada and while there had been a shift 

of incentives from taxation to the expenditure side of state finances, 

this would not be rigidly applied. Mr. Benson stressed that the govern-

rrent would not be doctrinaire or uncompromising in its objectives of eq-

ui ty and neutrality. There would be no retroactive legislation and the 

governrrent sought to develop a stable tax system, which, while not unchan-

geable, would facilitate long-term planning . . The contemplated tax chang-

es would take into account the central role of foreign capital in cana-

dian developrrent: "canada has a vested interest in pressuring its present 

image as a safe and rewarding place in which to invest . " In essence, the 

Minister was defending the governrrent' s objectives of equity and fairness 

while at the sarre tirre reassuring business tha t the reforms would not re-

strict incentives or investrrent. 'Ihe governrrent had al so, of course, 

been extrerrely sensitive to uncertainty in the mining i ndustry over its 

future tax treatment. In early 1969, acting minister otto Lang sought to 

placate the 1700 delegates to the prospecters and devel opers conference. 

He hinted that the governrrent would not impose restrictive taxes on mi-

ning when its new policy was unveiled later in the year; departing from 

his prepared speech he noted that it was "not in the governrrent' s inter-

est to propose any new tax situation that would not consider the high 

. k f th .. b ' ,,50 rlS s 0 e Inln1ng USlness. 

Reformist Pressures 

The business cormnmi ty certainly remained the predominant voice in 

the ongoing debates on tax reform. But at the sarre tirre, the governrrent 
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continued to be confronted with countervailing pressures from a number of 

directions i n favour of progressive refonns and in support of the basic 

franework recararended by the carter Corrmission. John Fryer, research di

rector of the Canadian Labour Congress, reiterated organized labour's 

support for the Royal Commission's progressive emphasis and for fundanen

tal reCC>IImeI1dations such as the COIrq?rehensive tax base . 51 The C.L.C.' s 

endorsement of capital gains taxation was posed quite clearly in tenns of 

workers' interests: "As far as the Canadian Labour Congress is concerned 

unless capital gains are taxed in Canada the working people of this count

ry will continue to bear a dispropOrtionately large share of the nation's 

tax burden as they have in the past. SUch a state of affairs is both in

tolerable and unjust. ,,52 Mr. Fryer was highly critical of corporate pres

sure against the Report: "One of the ITOst disquieting developrents since 

the publication of the report has been the concerted effort by special in

terest groups in this country to bury the report, its contents and its re

cornrendations. If . I may be penni tted to paraphrase Winston Churchill: 

Never before in the history of Royal Comnission Reports has so much been 

done to protect the selfish interests of so few at the expense of the le

gitimate welfare of so rnany!,53 Similarly, the May 1967 governrrent conces-

sions to the mining industry were condemned: "This accession on the part 

of the governrrent to the pleas of a pressure group is, we feel, both pre

mature and unjust. We have consequently urged the governrrent not to 

grant similar concessions to other special interest gropus .,,54 The im-

plications of adopting the carter recomrrendations were clearly seen in 

tenns of their effect on the interests of specific social groups. On the 
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one hand, the affluent would pay their "fair share of the tax burden"; 

this groupvx:>uld include corporations, especially from the resource and in-

surance industries with their major concessions, and "people who make a 

living from capital gains and stock manipulation, shareholders, especial

ly foreigners. ,,55 On the other hand, "the ordinary wage and salary ear

ner, together with the small farmer, would be better off which surely is 

reason enough for our endorsing it . ,,56 Finally, fair taxation was relat

ed to the wider political rhetoric of the governing Liberal Party: "Per

sonally, I find it hard not to remind Prime Minister Trudeau that surely 

it will be di fficult to build in Canada a truly just society without first 

devising a j ust system of taxation - a just system for distributing the 

wealth of our society. ,,57 

Local labour centres were also active in the support of the Royal 

Corrmission. 'Ihe Hamilton and District Labour Council forwarded a submis-

sion to the Minister of Finance outlining the widespread dissatisfaction 

of its Irernbers at the inequitable structure of taxation. 58 'Ihe Council 

also described its efforts on behalf of the Carter refonn proposals: "Our 

labour Council took part in the Canadian Labour Congress Citizenship l'bnth 

carrpaign to publicize our support for the principle of fair and equitable 

taxation and general support for the recornrendations for refonn contained 

in the Carter Report. 'Ihe response that this campaign rret with is cer

tainly indicative of the widespread public support for such refonns.,,59 

In this carrpaign the public were asked to sign cards indicating their sup

port for the Carter proposals; hundreds of these cards were received by 

politicians and thousands by the Council itself. 'Ihe Council noted haw 
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well organized and highly publicized had been the opposition of corporate 

interests: "'!hey present their case well and constantly, and it is a case 

for the 'status quo' or, at best, as little change as necessary - and only 

60 when necessary." By contrast, the case for significant reform could 

only rely upon the efforts of individuals and concerned unions. For this 

reason the Hamil ton Council called on the Minister of Finance, in view of 

the widespread public support and his responsibility as a public repre-

sentative, to quickly initiate major tax reforms: "'!his makes it impera-

tive, if people are to continue to have faith in people as politicians, 

that you, as a minister of the people, put their interests firmly ahead of 

the vested interests of the few. ,,61 

'!he analysis put forth by organized labour clearly recognized the 

connection between the distribution of the tax burden and the concrete 

interests of the various class groupings. Progressive reforms along the 

lines suggested by the Royal Commission would be in the economic interests 

of the majority of the population; and specifically of the YlOrkers repre-

sented by unions. On the other hand, such reforms YlOuld entail heavier 

taxation on affluent taxpayers. Because of this threat to their concrete 

interests, the corporate sector had organized pervasive pressure against 

the Carter reform proposals. Labour was highly critical of the narrow 

basis of this opposition and of the governrrent for granting i.rnp:)rtant con-

cessions to it. '!his labour pressure was posed squarely within the conven-

tional ideology of liberal demx:racy; if the goverrurent was the represen-

tati ve of the population as a whole then ' it must safeguard the interests 

of the majority by enacting progressive reforms. '!his overall inter-
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pretation of the politics of tax reform was seconded by the New Derrocratic 

party in debates in the political sphere. 62 

An important change in the political milieux for reform occurred 

when the Liberals were returned with a majority in the June 1968 election. 

The goverrurent was no longer dependent on the N. D. P. for parlia:rrentary 

support . Despite this marked reduction in their influence, the N.D.P. 

continued to press its demands in parlia:rrent. Their predominant therre 

was harsh criticism of the government's failure to enact the progressive 

recoJ.mEIldations of the carter Cornnission and thereby contribute to impro

ving the unequal distribution of inC<Xl'e. 63 The N.D.P. was firmly opposed 

to the various budgetary tax increases introduced since 1968 and to the 

further 2% social development tax on personal income proposed in June 1969. 

It was argued that these surtaxes were regressive and that they imposed 

additional i ncreases for low and middle inC<Xl'e earners on top of an al

ready highly unequal tax structure. 64 N.D.P. members argued that the go-

vernrnent must not attempt to solve its fiscal difficulties by means of such 

inequitable surtaxes or arbitrary cutting of necessary social expenditure. 

If additional tax revenue was required then key Royal Conmission recom-

mendations, such as those calling for the elimination of resource conces-

sions, should be implerrented. 

The N.D.P . also opposed the recent changes in estate taxation: the 

Liberal reforms were far too limited and the basic structure remained un

fair. 65 Mr . Max Saltsman contrasted the fate of the original estate tax 

proposals, in which "there were some complaints that this legislation was 

hurting people with large estates. The minister responded to the derrocra-



668 

cy of his backbenchers and changed that legislation" i to the 2% social de-

velopment tax, which was widely criticized but which the goverI1IYE1t still 

66 intended to adopt. Mr . Brewin had earlier condemned the government for 

bowing to the pressure of the rich in its rejection of the Commission re-

comrendations on estates taxes and the comprehensive tax base at the ex-

pense of higher taxes for the majority of taxpayers. He stressed the rre-

aning of this juncture as "a measure containing such a glaring and expli-

cit rressage, that the government rejects a fairer and more just taxation 

system. ,,67 

In more general public ccmrentary, the Liberal goverI1IYE1t was be-

ing pressed to act on its carrpaign slogan of building a "just society." 

A Toronto Star editorial argued that the content of the White Paper would 

be a good test of the government's view of economic justice. The Minister 

of Finance had already indicated that the carter frarrework would not be 

fully adopted: "But the white paper should reveal whether the Trudeau go-

vernrcent stands for genuine ' refonn or only superficial tinkering -in this 

field. ,,68 In a speech to the Canadian Chamber of Comrerce, Ruben Baetz, 

director of · the Canadian Welfare Council, agreed that much needed tax re-

fonns could be very expensive. Nonetheless, he maintained that such a 

cost was justified when canpared to the cost of a breakdown of law and 

order that could result from pronounced social inequality.69 Prominent 

tax experts such as J. H. Perry, forrrer IIEItllJ€r of the Royal Corrmission and 

then director of the Canadian Bankers' Association, continued to stress 

the necessity of a major restructuring of the tax system along the lines 

recorrurended by the RefOrt. He argued that while there had been sarre par-
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tial implementation of the Carter proposals, the haphazard and inequitable 

structure remained intact and fundanental issues were still to be resol v

ed. 70 

These reformist currents were also felt by the Progressive Conser

vative Party. The party's policy conference in October 1969 was warned 

by a leading economist, Dr . David Slater of Queen' s University, of a po-

tential "taxpayers' revolt " . M:)st significantly, the conference reversed 

the party' s "long-held view that a capital gains tax would have adverse 

effects on the Canadian economy. 1171 This policy· was confirrred in a speech 

by Conservative leader Robert Stanfield to the Enpire Club in 'lbronto in 

which he declared that his party could support capital gains on the grounds 

of equity. In addition, he called for a new approach to welfare, with 

higher exemptions for the low incorre. 72 This placed the Conservatives in 

the unusual position of agreeing with the N.D.P. on a major elerrent of tax 

refonn. This policy was certainly shaped by electoral considerations: 

with tax reform such a visible public issue the Conservatives could not 

appear to be against greater equity in taxation. -In that a capital gains 

tax was widely recognized as inevitable anyway, this was hardly a radical 

step. It was seen, however, as having the effect, in the context of ear

lier Ontario rrovesin this direction, of virtually guaranteeing sCIre form 

of capital gains tax. 73 

Business Uncertainty 

The support of labour, the N.D. P. and others for tax reform was 

highly significant in keeping this controversial issue before the public 

eye. N::metheless, the much stronger pressure from business against any 
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major reforms based on the Royal Corrmission frarrework remained pervasive. 

The m:x:xi wi thin the business cormnuni ty as they awaited the governrrent' s 

White Paper proposals was one of trepidation and uncertainty . In a speech 

to the Olartered Institute of Secretaries, for example, loR. Asper, the 

influential Winnipeg lawyer, tax consultant and columnist, had noted that 

"a sense of fear and gloom over Canadian fiscal policies has pervaded the 

country's business cormnunity over the past year." 7 4 Industrial Canada 

stressed business and public dismay with the lack of progress of tax re-

fOnTI, conflict between the levels of governrrent and the high levels of 

taxation. 75 These problems, plus the shortened payment period for corpor-

ate taxes and the prospects of a capital gains tax all had created "a win-

try climate for invest:rrent." The Canadian Manufacturers' Association pre-

sident stated: "There are other places in the world which are hungry for 

capital and we should not delude ourselves that we wil l always have enough 

of it regardless of what policies are follCMed here in Canada." 7 6 OVer-

all, the C.M.A. was harshly critical of gov.ernrrent fiscal policy: "What 

it all adds up to is that no reasonable man will deny the necessity of 

reasonable taxation, but for unreasonable and short-sighted taxation poli

cies there i s not place wi thin the frarrework of an industrial economy." 77 

Busi ness was apprehensive that while the Commission package may 

have been rejected, its spirit was still likely to be of influence in the 

78 governrrent proposals. The Financial Tirres, for example, had concluded 

that "the c l imate for substantial changes is rrore favourable than two 

years ago. ,,79 For one thing, it was widely believed that Minister of Fi-

nance Edgar Benson had a bolder and rrore radical attitude tCMards the pos-
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sibiJ.i ties of tax refonn than had his predecessor Mr. Sharp. One CCltU'IEIl

tator concluded on the basis of the October 1968 budget that Mr. Benson 

"appears to be rrore in sympathy, than his predecessor, with the spirit of 

the Carter proposals, if not with all their detail. ,,80 .r.bre specifically, 

canadian Business emphasized the strong personal corrmitrrent of Edgar 

Benson to tax refonn: "his main desire is to go dawn in history as the 

man who brought about the first fundartEntal refonn of the canadian tax sys

tem in decades. ,,81 In addition, the Trudeau goverrurent was rrore favour

able to the goal of a fairer tqx system. 82 On one Imlch discussed possibi

lity, for example, a decided shift had occurred: "Just last year Prine 

Minister Trudeau was still questioning whether a capital gains tax was 

worth having in Canada because of its effect on incenti ves and investrrent. 

N:M the argurrents for equity have prevailed and a fairl y tough gains tax 

seems assured.,,83 

There also continued to be a great deal of conjecture on the oon-

tent of the '~fuite Paper proposals. It was recognized that a crucial oon-

sideration i n the fonnation of tax policy was the pressing need for high-

er, and increasing, levels of revenue. The Royal Ccmnission schema. had 

been based upon maintaining existing revenue levels, but the goverrurent 

now had to f ind larger sources of revenue to pay for s t eadily expanding 

state expenditure. The political irrpJssibili ty of raising tax rates Imlch 

beyond their existing levels constituted a crucial constraint on the go

verrurent's ability to increase its tax yield. The M::metary Tines specu

lated on a solution the Minister of Finance might adopt to this dilerrma: 

"What is better than reducing or wiping out altogether the wide variety of 
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tax exemptions built into the present system? That is the direction he 

has already taken with his initial changes in the tax structure and it 

seems unreasonable to expect him to stop there when the still untapped 

t t · 1 . .. "84 po en la lS so prOffilslng. Among the possibilities discussed were ca-

pital cost a l lowances and depreciation scherres, and especially, the re-

d ct · f " d ' 1 . 85 u lon 0 IDlmIg an 01 concesslons. While the more sophisticated busi-

ness commentary could accept the logic of these possibi lities, there was 

still considerable concern over their impact on production and investment 

levels. 

In light of such speculation, business oppositi on to any such ma-

jor reforms was mobilized and ready. On the eve of the release of the 

White Paper the situation was described by the Financial TiIres: "The Q:)-

vernrnent risks a head-on clash with business this week in two of the tou-

ghest political areas of tax refonn - oil and mining taxation, and the 

dual rate of corporate incorre tax. "86 These concessions, extrerrely ex-

pensive as calculated by the Royal Commission for 1964 , had become even 

more so by 1969. There was strong reasons for eliminating such special 

incentives and taxing corporatiOns on a neutral basis, but this would ar-

ouse intense opposition frc:m those sectors affected. In anticipation of 

the White Paper then, "thousands of businessmen are poised on the other 

side, ready to attack the government's tax refonn plans if their tax pri-

vileges are reduced" and more specifically "resource firms have dug in 

their heels against any change in their tax privileges and have lined up 

87 support from the Alberta, Saskatchewan and Ontario governments." The 

resource sector had remained at the centre of corporate pressure. 88 For 
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example J. Kerr Gibson, F .C.A., a partner in a major 'Ibronto account-

ancy firm who had acted as a consultant for the Mining Association of 

Canada in the preparation of its brief on the carter Report, he en-

phasized the adverse effect of the proposals on mining investIrent, ex

ploration and development, and the overall growth of the industry. 89 

He criticized in detail the Commission studies and the research study 

by G.D. Quirin, of the University of 'Ibronto, cornnission by the Depart

rrent of Finance, 90 for underestimating the consequences of rerroving the 

tax incent ives . The president of the Mining Association of canada sta-

ted that any major change in existing concessions would lead to a shift 

in capital investrrent out of Canada and would have drastic consequences 

throughout the economy. In a speech to the Canadian Club in 'Ibronto 

John Kostuik, also president of Denison Mines, underlined the "consid-

erable apprehension wi thin our industry on the eve of publication of 

the white paper." He stressed hO'1 seriously the White Paper was re-

garded as a sign of governrrent intentions: "~Vhat it contains will 

either escalate uncertainty, or serve to restore SaTe badly needed con-
91 

fidence in the long-term climate for mineral development in Canada." 

Government Preparation for the Release of the White Paper 

It was in this context of continuing controversy and conflicting 

pressures from those in support of progressive reforms based upon the 

carter recommendations and the much more pervasive business opposition 

to any such thorough changes that the government was finalizing the 

White Paper proposals. The continued delays through the fall of 1969 

were often said to have been caused by serious disagreerrents wi thin the 
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92 
cabinet . The formulation of the White Paper had first involved se-

veral years of analysis and debate wi thin the Departrrent of Finance. 

The proposals had then been presented to a cc:mni ttee of cabinet and 

then to the full cabinet where the necessary changes were made to ach

ieve consensus on the government's policy on tax reform. 93 
In late 

October i t was confirmed that the White Paper would be tabled in the 

House of Comrons on Friday, November 7 after stock markets across the 

country had been closed. During the day representatives of the pro-

vincial governrrents, M.P. 's and Senators, and the rredia would be inten-

sively briefed on the proposals. The government's plans for dealing 

with the White Paper were also confi:rrned: it would first be discussed 

by a parliarrentary corrmittee which would hold public hearings and then 

return to cabinet for final revisions and formulation into legislation 

on the basis of the corrmittee's recommendations. 94 

The composition of the parliarrentary corrmittee charged with exarn-

ining the White paper had becorre a source of conflict. In July the go-

vernrrent had proposed that the White Paper be examined by a jOint com

mittee of twenty Members of Parliarrent and ten Senators. 95 This was 

supported by the Progressive Conservative and Social Credit parties, 

but strongly opposed by the N.D.P. The latter argued that to appoint 

Senators with large numbers of corporate directorships to a corrmittee 

deliberating on the formulation of tax policy would constitute a clear 

conflict of interest. This was especially so, given that the Royal 

Comnission :r::ecornrendations, to whatever degree they were reflected in 

the White Paper, would greatly affect the taxation of corporations and 
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the rrore affluent strata of the fX)pulation. M.P. Max SaltSI1El1 stressed 

that "any corrmittee dealing with such a sensitive matter ought to be a

bove suspicion and ought not to have on it members whose interests may 

conflict with that of the people" and that "even frc:rn the very incom

plete list of senators with corfX)rate apfX)intrnents that I have been 

able to obtain, it is very obvious that rrost senators to be apfX)inted 

to that corrmi.ttee will be faced with conflicts of interest. ,,96 Mr. 

Saltsman then read into the record the information he had on the Sena

tors who were to be apfX)inted to the comni ttee: Senator Beaubien held 

10 directorships, including Empire Life Insurance and Canadair Ltd.; 

Senator Cook held 10 fX)si tions, including the Bank of M::mtreal; SeI:la.

tor Everett was president of Royal Canadian Securities Ltd.; Senator 

Gelinas held 15 positions in sone very prc:rninent finns; Senator Hayden 

held 21 appoint:rrents in powerful companies including Rio Algoma Mines 

and the Bank of ~ntreal; Senator Laird had 3 directorships; Senator 

J. D' Arcy Leonard held 6 fX)si tions, including canadian Industries 

Limited and Canada Permanent Trust; and Senator Thorvaldson held 10 di

rectorships, including Athnes Imperial Co., C.A.E. Industries and ca

nadian Premier Life Insurance Co . 97 These Senators held fX)si tions in 

sorre of the rrost powerful corfX)rations in the country and rrore spec i

ficall y, in banks, insurance companies and oil corfX)rations whose tax 

treat:rrent could be radically changed if the Royal Commission recommen

dations were adopted. While not imputing rrotives to the Senators, Mr. 

Saltsman argued that these corpOrate resfX)nsibilities could present 

them with sone difficult choices in their deliberati ons on the White 
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Paper. 98 Although the rrotion establishing the jOint comnittee had in 

fact been pass~; the governrrent did prove sensitive to these argu-

rrents. The joint comnittee was droppEdand hearings on the reform pro-

posals would be held separately in the standing corrmi.ttees concerned 

with economic policy in both the House of Ccmrons and Senate. 100 

III. The White Paper 

The long anticipated White Paper Proposals for Tax Reform, issued 

by the Hon. E.J. Benson, Minister of Finance, was f i nally tabled in the 

House of Commons on November 7, 1969. 101 It was rel eased with all the 

intensive Iredia scrutiny and public attention of a budget. The major 

recommendations and their implications will be discussed in relation to 

two crucial points of comparison : firstly, the existing tax structure, 

and secondly, the Royal Carmission proposals. The direction of change 

in the White Paper from these two junctures will be evaluated in terms 

of the recurring questions that have throughout guided this study: the 

effect of the new recorrv:rendations on key social and economic interests 

and their relation to the policy demands put forth by major organiza-

tionS representing these class or group interests . 

The White paper stressed that the present stage in the reform pro-

cess had arisen out of a decade of debate and discussion of the over-

all tax system. In formulating its reform proposals, the governrrent 

had examined the carter Royal Comnission Report and the extensive com-

rrentary it had engendered. It had concluded that "the need for a gen-

eral reform is clear, and in sorre instances striking." The White Paper 
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Paper proposals were characterized as: "the result of careful study 

of tax principles, practices and impact. '!he governrrent believes that 

they are the best practical proposals to attain our objectives in pre

sent circumstances. ,,102 As had been promised since the publication 

of the carter Report, the governrrent again stressed that it would "wel

coree public discussion of the proposals, particularly in the parliarren

tary committee considering them. Detailed discussions are also plann

ed with provincial governrrent representatives. ,,103 It was also errpha

sized that the White Paper proposals were open to revision: "rrhey are 

advanced for discussion and review in the light of that discussion ... 

'!he governrrent believes that taxpayers and those who represent them in 

Parliament and in provincial legislatures should contribute actively 

at an early stage to the formulation of policies that so directly 

and vitally affect them.,,104 '!he overall objectives and basic ration

ale of the White Paper will first be examined and then the specific re

comrendations and their implications will be discussed. 

Overall Rationale of the White Paper 

'!he White Paper stated the basic goals of refonn as follows: "a 

fair distribution of the tax burden based on ability to pay; steady 

economic growth and continuing prosperity; the recognition of rrodern 

social needs; widespread understanding of and voluntary compliance with 

tax laws, combined with enough details to block loopholes; and finally, 

a system that can and will be used by the provinces as well as Canad1?~ 

Given the large arrount of revenue required by the governrrent and the 

consequent high level of overall taxation, it was particularly crucial 
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that this burden be distributed fairly. However, as Mr. Benson noted 

when explaining the guiding premises of the White Paper to the confer-

ence of the canadian Tax Foundation the following spring: "The bur-

den of taxation on the lower incorre groups has been increasingly re-

cognized as unfair. M::>st canadians believe that our ~ structure rrust 

be rrore progressive, rrust impose a lesser burden on those with low in

corre. All federal political parties are comnitted to this step. ,,106 

The White Paper viewed such unfairness as a serious political problem: 

"Many of the wealthy in our society have benefited unduly. A"taxpayer 

is understandably angry when he sees that he carries an extra tax bur

den to pay the cost of unfairly low taxes on others. ,,107 

The Royal Corrrnission had docurrented the unequal structure of tax-

ation and had developed recommendations designed to greatly increase 

the progressiveness of the system. While accepting the central impor-

tance of fairness and the concept of taxation bases upon the ability 

to pay, the government believed that "the ccmnission carried sorre of 
108 

its argunents to extrerres which the Canadian public \\Quld not support." 

Mr. Benson noted the widespread belief that the carter Corrrnission had 

errphasized equity at the expense of economic growth and adrninistra-

tive sirrplicity. The ~.vhite Paper set a very different balance between 

the competing priorities of tax reform: "An irrproverrent in the fair-

ness of the tax system is still clearly the pr:i.rPary goal of tax reform. 

At the SanE tirre, however, the government feels that its proposals 

place more weight on the economic effects of taxation the practical 

problems of administering the system. ,,109 Because of their different 
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balance of priorities, the reform proposals contained in the White Pa

per were significantly unlike those of the carter Report.
110 

There 

was no doubt of the importance of economic growth to the White Paper: 

"the second main objective of tax reform is to see that the tax sys-

tern does not interfere seriously with economic growth and productivity." 

It reaffirrred the governrrent's corrmitrrEnt to "interfere as little as 

possible with incentives to work and invest and with the directions 

our economy follows in rreeting demands of consurrers and foreign mark-

ets" and to the continued use of tax incentives to spur specific econo

Tn';c ct ' , tIll 
ULL a l. Vl. y. 

The r estricted view of fairness and equity developrrent by the 

Royal Ccmnission has been discussed in Chapter 7 above. The White 

Paper's concept of equity was even milder and rrore limited. The focus 

was on fairness of treatrrEnt between individuals and on reducing the 

unfair burden of taxation on low-incorre strata. Any explicit corrrnit

rnent that tax reform should contribute t6-a redistribution of inCOIre 

and wealth, never that pronounced in the Royal Corrrnission in the first 

place, virtually disappeared in the White Paper. In neither the car-

ter or White Paper proposals had there been any real analysis of the 

interrelationship between taxation and inequality of condition. Neit-

her docurrent had questioned, nor had their key reCOItITendations in any 

way threatened, the fundamental principles of property ownership and 

employment within the labour market which govern the distribution of 

, , ' tal ' t 112 l.nCOIre l.n a capl. l.S economy. The White Paper was a clear state-

rrent that, whatever reforms were undertaken in the narre of fairness, 
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taxation must not limit the overall structure of profit and pay incen

ti ves that ordered and regulated the economy. This explicit errphasis 

must be set in the context of the debates that had raged over the bas-

ic priorities of tax reform. One of the nost pervasive therres of cor

porate pressure had been that economic growth must not be sacrificed 

to the ethereal and subjective concept of equity propounded by the Car

ter Commission. This message had evidently been received by the go

vernrrent. Beyond such direct pressure, however, were nore general 

features of the institutional structure of a capitali st econoriiy. Ma

jor sources of investment capital are controlled, and decisions on its 

allocation are made, by private capital. If the incentives to invest

the expectation of profit and long-term accumulation of capital - were 

perceived by business to be threatened, then levels of investment would 

be reduced. 'Ihe severe impact of a general pattern of reduced invest

ment on errployrnent and economic acti vi ty could weaken the political 

support of the administration in office and undermine the legitimacy of 

the institutional order as a -whole. 113 'Ihe government was clearly de

termined that its new fiscal policy should not· cause such a loss of 

business confidence and the attendant risk of such disastrous economic 

consequences. 

A further central objective of the proposals was to "produce a 

reasonably stable system which can develop, but which need not be fun

damentally revised for a considerable period. ,,114 While short-term 

adjusbrents and rate changes may be necessary, it was hoped that the 

overall frarrework could remain intact. By these means, the governrrent 
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hoped to ensure a favourable clirna.te for investm=nt: IIrepeated changes, 

particularly in the basic structure of the tax, would be likely to 

bring uncertainty and apprehension. Individuals and businesses must be 

able to plan their affairs sensibly, particularly' in making investnents 

that yield a return for many years. This need for stability also im

plies that refonns should not include retroactive changes. 1I115 'Ihese 

concerns f or stability and certainty were part of the !TOre general ob

jective of the rati onalization of the tax system. 'Ihe proposals also 

sought to simplify the tax system to make it readily undeis~dable, 

but at the same time, to provide sufficient detail to block loopholes 

that allowed unfair benefits to some taxpayers. Such systematization 

was directed towards guaranteeing the political legi tirna.cy of the fis

cal system: 1l0ur tax laws must be trusted, the burdens they impose 

must in the end enjoy public acceptance, and their administration must 

be seen to be efficient and impartial. 1I116 

'Ihe scope of the White Paper reform proposals was not nearly as 

sweeping as those of the Royal Comnission; they did not entail such a 

major restructuring of the system. On the other hand, R.B. Bryce, De

puty Minister of Finance, explained that neither were the proposals 

simply alterations to the existing structure: liAs a method of reform 

the governrrent has discarded efforts at patching up the existing sys

tem. 'Ihere are an awful lot of patches already in the law and the go

vernment has chosen a new framework - a system based on the work of the 

carterCorrlrnission - with as many as possible of the existing sections 

and definiti ons carried on so as to enable the previous jurisprudence 
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t be ed 
,,117 

o us. The government thus was clearly comrnited to systematic 

reform, even if far rrore limited than the Royal Commission had recom-

Trended, r ather than simply tinkering with the existing structure. The 

new framework sought to synthesize the taxation of personal and corpor-

ate incare, and capital gains into a coherent system. Mr. Bryce also 

stressed that stability and predictability would be prirre concerns of 

the government in pursuit of this goal. While the proposals were cert-

tainly open for rrodification, "it is felt to be rrost desirable in na-

king changes or variations to preserve the ~tegrated core of -the sys

tem and adjust . the other elerrents to such a frarre. ,,118 He did empha-

size, however, that while the government intended to increase the con-

sistency of the system, it ¥K)uld not be inflexible on basic principles. 

~ pointed to the changes in gift and estate taxation already enacted 

which had not rigidly foll~ "that exotic principle that 'a buck is 

a buck is a buck'''. 119 It must be remembered that i ,t was to just such 

basic principles of the Royal Commission, especially the corrprehensive 

tax base, that corporate opposition had been the strongest. 

These, thep were the overall goals of tax reform delineated in 

the White Paper. Taken together, they were rrore limited and less com-

prehensive than those of the Royal Commission and were rrore explicitly 

attuned to the needs of economic growth. The government was also very 

well aware of the constraints wi thin which any reformulation of tax 

policy would take place. Fundarrental arrong them was the pressing need 

for revenue . The White Paper stressed that the Royal Commission re-

venue assumptions, based upon naintaining 1964 levels, and the reduc-
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tions in personal income tax allowed by these estimates were no longer 

I ' d 120 va J. • The importance of revenue considerations had been clear in 

the changes in the taxation of life insurance and other financial in-

stitutions and in the accelerated payment of corporate taxes already 

instituted: "Maj or sources of new revenues anticipated in the royal 

commission's proposals have already been tapped by Parliament to meet 

current requirerrents.,,12l 

The logic and balance of these priorities and the fiscal and po-

litical constraints facing the state defined the outlines of the White 

Paper reform frarrework. MJre specifically, the goal of sustaining th~ 

institutionalized incentives and rewards of a capitalist economy and 

at the sarre time yielding sufficient revenue shaped the major recommen-

dations for personal and corporate income taxes. 

Personal Income Taxation 

The White Paper stressed that personal incorre taxes must remain 

the IIDst fundarrental elerrent of the overall tax system. They were the 

IIDst important source of revenue and could be IIDSt easily adjusted to 

individual income and ability to pay: "'Ib see that the whole tax sys-

tem is fair, we must ensure that the income tax remains the main tax 

levied on canadians. ,,122 If a fairer distribution of income taxation 

was the primary goal of tax reform, there still remained the problem 

of how this was to be achieved. The Minister of Finance identified 

the fiscal constraints: "the government's revenue requirements mean 

that tax reform must be self-financing so that a lowering of the tax 

burden for those with low incomes must be offset by an increased tax 



684 

burden for those with higher inccrne. ,,123 The White Paper stressed that 

the distribution of income imposed limits on tax relief through changes 

in the rate structure. Over one-half of taxpayers had incomes of less 

than $5000, and this group would benefit the rrost from the proposed 

changes. Sorrewhat less than 40% were. in the $5000-10, 000 range. While 

some relief for taxpayers here was possible, the cost would have to 

be borne by those at the upper level of this category. 124 Tax levels 

would also have to be higher for upper income earners. Mr. Benson la

ter noted the poli tical necessity of this: "The tax burden on those 

just above the middle income range cannot be increased unless we can 

assure those people that upper income groups will also bear their sha

re. ,,125 However, the White Paper emphasized that "the wealthy alone 

could not possibly pay the cost of any substantial tax reduction for 

low-income canadians." The rates of high-income taxpayers could not 

be increased farther: "The way to obtain rrore revenue above this le

vel is to tax capital gains, close the loopholes, and encourage people 

to work and invest by avoiding excessive rates on incomes in the high

est brackets. ,,126 

The governrrent' s problem then was how to reduce the burden on low

income taxpayers, without losing revenue or imposing unduly high rates 

on middle and upper-income categories. The main strategy adopted was 

to widen the tax base. While this rroved some way in the direction of 

the Royal Commission, the White Paper did not accept the Commission's 

concept of the comprehensive tax base: "The government rejects the 

proposition that every increase in economic power, no matter what its 
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127 
source, should be treated the sane for tax purposes." This had al-

ready been clear in the earlier reform of gift and estate taxation. 

The result of this rejection was that the taxation of accumulated we-

al th would be far less onerous than the Royal Cornnission had proposed. 

But the government also did not accept the contention that capital 

gains wer e so different fran other incare as to warrant total exemp-

tion or sharply reduced taxation. While recognizing that this was a 

major and controversial change, the White Paper argued that capital 

gains taxation was necessary for a fair and effective tax system.
128 

With the exception of homes and personal property, the proposals would 

generally include capital gains on all forms of property in incorce. 

Special treatment would be accorded to the shares of widely held Cana-

dian corporatiOns i only one-half the gains or losses of such shares 

would be taken int o taxable inCOIre. In addition to capital gains re-

alized upon the sale of property , accrued gains and losses would be 

revaluated and taxed on all eligible assets every five years even-when 

no transa~tions occurred. 129 The inclusion of capital gains in the 

personal tax base would yield estimated net revenue of $60 million in 

the first and $245 million in the fifth year after implementation~30 

The bulk of this increased taxation would naturally fall upon the weal-

thier strata of the population. That capital gains would henceforth 

be taxed was far from surprising. Such a tax was widely expected with-

in the business community, the three major national political parties 

accepted it, and there was considerable support for sorce form of capit-

al gains tax within prevailing public discussions. Nonetheless, while 
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gains from the shares of widely-held corporations received special tre-

at:Irent, the overall proposals were harsher than the partial and l imited 

capital gains taxes that business spokesmen had dema.rrled. 

The two rrost significant proposals on personal income taxation were 

capital gains, discussed above, and higher basic J?ersonal tax exeIrq?ti-
131 

ons. Taken together, they would produce a rrore progressive income tax . 

Through the forner, "the inequity of allowing substantial tax-free ga-

132 ins to many well-to-do persons would be ended . " The higher basi c 

exemptions were the najor mechanism designed to reduce the tax burden 

on the low-income. The higher exeIrq?tions alone would rerrove about 

750,000 individuals from the tax roll entirely. In conjunction wi th 

other changes, they would reduce taxes for a further 3, 000, 000 at the 

133 lower end of the tax scale . The cost of raising the basic exeIrq?ti-

on was high; estinated to be $1 billion in 1969. Given that the new 

system must yield at least as much revenue as the old, these changes 

necessitated a higher rate structure on taxable income renaining after 

all deductions and exeIrq?tions . The new personal income tax rates would 

increase revenue by $1,255 mil lion in 1969. 134 The proposed rate sche-

dule was also progressively graduated ; upper income taxpayers in the 

various categories faced higher rates , although the absolute difference 

1 f ' di ' d 1 135 was never arge or any ill v~ ua . 

A further important change was proposed in the rate structure. 

The Royal Commission had recommended that the top narginql rate be re-

duced to 50%: "The governIIEIlt does not accept all of the theoreti cal 

arguments of the corrmission in favour of this rate. It is impressed, 
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hOV'lever, with economic argurrents for this course. ,,136 The goverrurent 

believed that high rates in combination with a wider tax base would de-

ter savings and investrrent and reduce incentive for high incorre earn-

ers. It also argued that the top rate of personal inCOJre tax should 

not exceed the corporate rates. For these reasons, the goverrurent ac-

cepted the Carter recommendation that the top personal rate be gradual

ly reduced to 50%. By the fifth year of operation of the new system, 

the 10V'ler top rates would result in a reduction of $40 million per 

year in total taxation. 137 These key recommendations were closely in

terconnected. capital gains taxation ensured that a higher proI?Ortion 

of the inCOJre of the weal thy would be taxed. This allOV'led the overall 

system to be "significantly rrore progressive even without the ostenta

tiously high rates nOV'l in use. ,,138 The White Paper eITll?hasized that a 

wider tax base was a far better way of taxing the weal thy than very 

high rates on an incomplete base. 139 

A number of rrore specific changes were also reconm:mded in the 

taxation of personal incorre. The overall rate structure was sirrplifi

ed and streamlined.
140 

The goverrurent had carefully considered the 

Carter recornrendation on treating the family as the basic unit of ta

xation but had concluded that this would be too great a change to lin

I?Ose on a newly restructured system. 141 While this had not been a mat

ter of great contention, business had largely OPI?Osed the Corrmis s ion , s 

family unit concept. The governrrent was also concerned about the dis-

parity between the range of deductions available to businessrren and 

professionals, but not to eITll?loyees. As one rerredy to this problem, 
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the White Paper would set stricter limits on expense account deductions. 

'lbese changes would increase total taxation by $60 million per year. 142 

Secondly, the White Paper argued that the Cornnission' s recornrrendations 

on employrrent deductions were too broad and canplex, and would instead 

allow a general deduction for employment expenses, although with a 10-

143 wer max.irnum than the carter Report had proposed. Deductions for 

child care expenses would be permitted for working parents.
144 

'lbese 

and employment expense deductions would reduce total taxation by $330 

'11' 145 Inl. ~on per year. In addition to property gains, other fo~ of 

incorre, such as unemployment insurance but not goverI'lItEnt assistance, 

would be added to the tax base. 'lbe inclusion of unemployrrent bene-
146 

fits in incorre would increase total taxation by $85 million per year. 

Such changes were anong the few areas in which organized labour had op-

posed the Royal Corrrnission. Finally, the White Paper system of incorre 

averaging was simpler and in fact less generous than that proposed by 

the cart Corrrni ' 147 er ss~on. 

Compared to the existing system, the overall direction and impact 

of these changes was progressive. 'lbe primary goal of reducing the 

burden on the low incare was to be achieved by higher personal exernp-

tions and deductions. Various other changes, such as capital gains 

and the wider tax base, and the new rate schedule were inevitable con-

sequences of reducing taxes for low-incorre groups while maintaining 

the total t ax level. 'lbe White Paper calculated the effect 6f the new 

exemptions , rate schedules and deductions for employment inCOIte on va-

148 rious categories of taxpayers for incOIte from employrrent only. Mar-
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ried taxpayers earning less than $10,000 would pay l ess federal and 

provincial ine<:>me tax; those under the $300-3500 range would have their 

taxes cut to nil, others would have reductions of up to $131. A mar-

ried taxpayer earning $5000 with two dependent children under age six

teen would have taxes decreased from $422 to $309, a difference of 

$113. A married taxpayer with no dependents earning $4000 would have 

taxes cut from $331 to $219, a difference of $112. All married taxpay

ers earning over $10,000 annually would face higher taxes; the absolu

te increases were not large, only for those earning $100,000 was there 

an increase of over $200. A married taxpayer with no dependents earn

ing $15,000 would face an increase of total taxation from $3,661 to 

$ 3,821, a difference of $160. The tax rise for a married taxpayer 

with two dependent children under age sixteen earning $25,000 would be 

$47, from $7910 to $7956. 149 After the reduction of the top marginal 

rates, the highest income categories would in fact have lower taxation, 

reductions of over $5000 for those earning $100,000. The progressive 

effect of these changes was less marked for single taxpayers without 

dependents. In families where both husband and wife received employ

ment incorre and received allowances for child care expenses the tax re-

ductions tended to be larger and to extend further up the ine<:>me scale. 

For example, in families with two dependent children under age sixteen 

where the husband earned $7000 and the wife $5000 total taxes would de

cline by $210, where the incomes were $10,000 and $5000 respectively 

the reduction was $27. 150 
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The estimates detailed above were for ernployrrent inco:rre. The ef

fect of the proposed structure would be progressive, but the i..rrq?act 

would be relatively limited, there would be only rroderate increases 

even in the upper ina:::xre categories. As capital gains taxes began to 

take effect larger arrounts of the ina:::xre of the weal thy would beco:rre 

taxable. H<:Mever, this would be at lower top rates so the precise i.m-

pact was difficult to estimate. The progressiveness of the White Pa

per refonns appeared particularly rrodest when compared to the Royal 

Comnission. The governrrent' s recoJ:tlTeI'1dations on personal incorre tax 

were consistently rrore limited, especially with the abandonrrent of the 

cornprehensi ve tax base, than were those originally put forth in the 

Carter Re]X)rt. 

Integration 

R.B. Bryce, Deputy Minister of Finance, outlined the rationale 

for rejecting the Carter proposals for the integration of personal and 

corporate income tax. Fundarrentally, the governrrent believed that full 

integration would be too disruptive economically. In addition, the 

Commission's argument that integration would make share ownerhsip rrore 

attractive had lost rrost of its force with the growing demand for cana

dian equities. lSi The White Paper proposed different treatment for in

come arising from different types of corporations. 1S2 There would be 

full integration for small closely held corporations, shareholders 

would receive full credit for corporate tax paid. This and other 

changes to be discussed were designed to put such corporations in the 

sane tax position as srrall unincorporated businesses. The authors of 
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the White Paper felt that their proposals conferred important advanta

ges on small closely held corporations. 1S3 For widely held canadian 

corporations, their canadian shareholders would be given credit for 

one-half of the canadian corporate taxes paid. This partial integra-

tion would not be extended to individuals holding shares in foreign 

corporations; the government did not intend. to provide an incentive 

for such i nvestrnent. 1S4 In formulating these proposals the government 

appeared to have largely accepted the corporate view that integration 

would be too lU1Settling. The reccmrended integration of personal and 

corporate taxes would lead to a reduction of total personal taxation of 

$140 million in the first year of operation and $230 million in the 

fifth year after implementation. 1SS Given the highly concentrated ow-

nership of shares, these reductions would benefit a relatively small 

proportion of the population. In 1968 the top 1% of all incorre earners 

IS6 held 42% of all shares, the top 10% owned 72% of all shares. 

Corporate Taxation 

The White Paper concluded that corporate taxation in Canada was 

already high by international standards and that any "further increases 
IS7 

would be damaging to our economic developrent and COI"l'peti ti ve ability." 

This was, of course, an argument that was much emphasized in prevailing 

corporate cornrentary. The governrrent did not go as f ar in this direc-

tion as accepting demands for corporate tax cuts. The pressing reve-

nue needs of the state would hardly allow this, nor would it be poli-

tically possible to justify such reductions as part of reforms desig-

ned to create a more progressive system. Given these pressures, it was 
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an important gain (or at least a non-defeat) for capital to have the 

basic rate structure of corporate taxation left untouched. 

Mule the overall rates of corporate taxation \'oX)uld not be al-

tered, there \'oX)uld be important changes within this structure in the 

treatment of particular sectors and categories. Neutrality was an im-

portant principle in the proposals contained in the MUte Pa?er but 

in a rrore limited fashion than had been the case in the Royal Corrmis-

sion. The Carter emphasis on neutrality had been severely criticized 

by business as rigid and doctrinaire. The Deputy Minister of Finance 

was at great pains to stress that the government had "not taken a rigid 

line on economic neutrality." Mr. Bryce outlined significant tax con-

cessions that would still be retained for capital investment generally 

and for particular areas such as mineral resources. lS8 The MUte Paper 

recognized the continuing need to encourage certain kinds of economic 

activity and that tax incentives would still be necessary for this 

159 purpose. Nonetheless, as Mr. Bryce noted, the governrrent proposed 

that departures from neutrality had to be clearly justified. 160 Neu-

trality was an attractive principle for state policy makers in two ways. 

Firstly, neutrality in taxation was generally seen to increase econo-

mic efficiency. Secondly, the state could tax previously untapped so-

urces of revenue in the nane of neutrality. While the rerroval of the 

specific concessions or incentives would face opposit ion from the par-

ticular sectors affected, they would not raise general rates and could 

be justified in terms of the efficiency of the overall economy. The 

taxation of such "special interests" could easily be presented to the 

general population for approval for the sane reasons . 
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One of the rrost important reccmrendations was closely ronnected 

to the principle of neutrality. The White Paper proposed to eliminate 

the dual rate of corporate tax by rerroving the lower rate on the first 

$35,000 of profits. The government felt that in the interests of 

fairness and neutrality all srraller businesses should be taxed in the 

same way whether incorporated or not . 16l The proposed full integration 

for srrall unincorporated businesses and closely-held corporations was 

designed for the same purpose. The goal there was to tax srrall bus i-
162 

ness incorre at the personal rate of the rrajor indivi dual shareholders. 

Eecause i t s withdrawal w:::>uld result in higher taxes for snaIl corpora-

tions, the lower rate w:::>uld be rerroved gradually over a five year peri-

ad. The elimination of the dual rate was seen to be an important part 

of the overall rationalization of corporate taxation. The dual rate 

had allowed tax evasion and double taxation of corporate incCITE, and 

had long been recognized as one of the rrost critical problems of the 

existing system. 163 In adopting this policy the White Paper had fol-

lowed the reasoning of the Royal Corrmission, although the details of 

the changes for snaIl business and their relation to other closely as

sociated changes were quite different. 164 The government had also gone 

against virtually unanirrous business demands for the retention of the 

existing structure. The Minister of Finance sympathized with the fin-

ancing problems of snaIl business, but felt that the dual rate was an 

. ff' . t h ' f thi 165 lne 1C1en rnec an1sm or s purpose. 

In making these changes, the White Paper was attempting to sirn-

plify and streamline the structure of corporate taxation. However, its 



694 

basic rationale was very different from that of the Royal Commission in 

this regard. It stressed the different kinds of corporations and cor-

porate relationships, especially the distinction between private close

ly-held and public widely-held corporations. 166 For the former catego-

ry, the proposed elimination of the dual rate and integration were de-

signed to ensure the SanE tax treatrrent for all small firms regardless 

of their rorporate fonn. On the other hand, whereas the carter Report 

had regarded rorporations as mere interrrediaries for the individuals 

who controlled them., the White Paper saw widely held corporations espe-

ciall y, with their rrore tenuous link between shareholders and manage-

'rtant 'tit" th' , ht 167 v ment, as :unpo eronoIDl.C en l.es ill el.r own rl.g. L\.ey recorn-

mendations, such as the partial integration for these corporations, 

followed from this premise. M:>re generally, the government had ronclu-

ded that the general system of business and property incare taxation 

had worked well. While there would be no radical changes, a number of 

specific proposals were designed to rationalize the overall system. 168 

There were reromrnendations to capture taxes on income that corpora-

tions receive fran other rorporations, but at the SanE time to ensure 

this was not taxed twice.
169 

Partial deductions for "nothings", ex-

penditures such as those that create goodwill, that had previously not 

been deductible would be allowed. 170 The government endorsed the ex-
171 

isting general depreciation system, but would close loopholes in it. 

The tax treatment of ro-Operatives and credit unions was brought clo-

'1' 'th th t t ' 172 ser l.n l.ne Wl. 0 er rorpora e en erprl.ses. 
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International 

A number of recorrrrendations in the White Paper touched on the 

taxation of international incare. First of all, the governrrent stated 

that it welcared foreign investrrent, but would not subsidize it. The 

proposals on integration would not give foreign shareholders of Cana

dian corporations credit for corporate taxes paid. 173 More generally, 

the existing treatrrent of the Canadian incorre of non-residents would 

largely be continued. 174 A number of specific changes, such as increa-

sed rates of withholding taxes on dividends, were designed to prevent 

the use of Canada as a tax haven. 175 

The governrrent wanted taxation to be neutral in its effects on 

the foreign source incorre of Canadians. It intended to continue the 

existing treatrrent of business profits and wages earned abroad and, 

wi th sorre exemptions, the exenptions of dividends received by a Canadian 

corporation for a foreign corporation it controls. 176 However, the re-

C'OIl'I!lEndations on integration made a number of important distinctions 

in this regard: there would be no credit for individuals owning shares 

in foreign corporationS or for Canadian corporations with any portfoli o 

investments in foreign corporations for taxes paid by the foreign cor-

t ' 177 pora ~ons . The effect of these changes \\Duld vary greatly . The re-

turn for Canadians holding foreign shares would decline substantially ; 

the White Paper predicted a consequent shift of investrrent from forei-

gn to Canadian equity. There would be relatively little irrpact on non-

resident investors , except in certain sectors of the economy such as re-

sources, and the governrrent did not expect any overall reduction of 

f ' , tment' Canad 178 ore~gn ~ves ~n a. 
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Resource Sector 

In strictly adhering to the concept of neutrality, the Royal Com

mission had called for the elimination of the special tax concessions 

of the resource industries . It was this reco:rrtrendation that had arous-

ed the rrost strenuous corporate opp::>si tion. The White Paper did not 

accept the Commission's rationale on resource taxation. The govern

ment recognized the specific risks and conditions of resource producti

on and the fact that the expansion of this industry benefits the less 

developed regions of the country, a p::>sition strongly argued by the 

many industry sul:::missions on the Royal Comnission. It concluded that 

the resource industries still required government financial supp::>rt, as 

did research and development rrore generally, but on a less generous 

scale than had been the case. The White Paper sumnarized as follows: 

"The government has concluded that special rules are still needed for 

the mineral industry, but that they should be revised substantially to 

ensure that really ?rofitable projects bear a fair share of the burden 

of taxation. ,,179 A number of recomrrendations would enact these chang

es. The two rrost crucial changes had to do with the three year tax 

exemption for new mines and depletion. The former exemptions were seen 

to be of ten overly generous. The three-year exemption was to be re

placed by "a speci al rule permitting capital costs of fixed assets pur

chased for the development and operation of a new mine to be charged 

off against income from that mine as quickly as desired ... The new rule 

would ensure that in the · high-risk business of mining, taxes would not 

be paid until investments in new projects are recovered, but it would 
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do so on a rrore economical basis than the present exemption. ,,180 The 

old exemptions would continue in force until the end of 1973 as promi-

sed by the governrrent in May 1967. On the second key change, the White 

Paper argued that the existing depletion allowance was inefficient in 

applying regardless of the actual exploration effort . This problem 

would be reduced by relating depletion rrore directly to the exploration 

activities it was designed to encourage; "every $3 of qualifying expen-

di tures rna.de after this White Paper is published woul d I earn I the tax-

payer the r ight to $1 of depletion allowances if and when his producti-

f 'ts 't ,,181 on pro 1 penm.. This "earned" depletion would be instituted 

gradually in order to "enable the mineral industries to rna.ke a srrooth 

182 transi tion to the new system." A number of rrore specific recOIllt'eI1-

dations wer e also rna.de: when prospectors sell mineral property they 

would be liable to capital gains taxation and depletion allowances for 

183 non-operators would be repealed. The existing treatrrent of explora-

tion and developrent costs would be largely retained , with improved de

ductions for individual taxpayers. 184 

The White Paper stressed that these proposals were rrore specific-

ally sui ted to the conditions of the resource sector in providing power-

ful incentives and facilitating financing, but also receiving fair tax

ation from profitable operations. 18S The governrrent argued that the 

effect of the proposed changes would not be drastic. There could be 

sorre reduction in capital expenditure and in the rate of return on new 

mining and oil projects, but the overall effect could not be predict-

ed with certainty, "it would probably depend on general attitudes as 
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well as on calculations. ,,186 The White Paper concluded: "All in all, 

the mineral industries ~uld continue to be stimulated by sorre tax rrea-

sures not offered to other industries, but not to as great a degree as 

und th t 1 
,,187 er e presen aWe 

In surrmary, the White Paper did not follow the Royal Corrmission 

recammendation to eliminate the resource concessions. The governrrent 

accepted the general proposition that the specific conditions of the 

resource industries required special tax treatrrent. But the govern-

rrent also considered the existing incentives to be problematic: the 

provisions were overly generous to the industries involved, they were 

not effectively directed to those specific areas that needed them most, 

and, in a less stated but equally important criticism, the concessions 

were very expensive for state finances. While a significant retreat 

from the Royal Corrmission, the White Paper pror:osals restricted resour-

ce concessi ons far more than industry could approve. The significance 

of the White Paper resource recommendations has been clearly illustra-

ted by Bucovetsky. He developed quantitative estimates of the effect 

of the various tax alternatives under debate on mining production: 

with the index of mineral output under the existing system as 100.0 

output under the Royal Comnission recorrmendations ~uld be 85.8 and 

188 under the White Paper proposals 94.3. Thus, the White Paper was a 

substantial retreat from the carter Report in the area of resource 

taxation, but was still harsher than the existing system. The indus-

try had strongly argued for the retention of its existing incentives 

and had darkly predicted severe consequences if they were significantly 
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reduced. It will be seen that the White Paper was far too glib in its 

optimistic argument that the effect of the resource changes would dep-

end upon general attitudes as well as economic calculations. Atti tu-

des, and rrore specifically, business confidence in a stable and favour-

able climate of investment do in fact have a critical economic impact. 

If resource capital perceived that state fiscal policy was a threat to 

its long-term prospects for profit and accumulation then investment 

could be reduced. 

Surmnary: Corporate Taxation 

The White Paper was far rrore cautious than the Royal Corrmission 

in its proposed changes in corporate taxation. The government did not 

intend to increase the rates of corporate taxation and while there were 

a range of changes designed to rationalize the system, they were large-

ly alterations to the existing basic structure. Nonetheless, taken to-

gether, the proposed changes in corporate taxation would have a sub-

stantial iIrpact on the incidence of corporate taxation. The revenue 

yield of the various changes was calculated in the White Paper on the 

ba ' f th 1969 f' 1 't t' 189 SlS 0 e lsca Sl ua lon. The elimination of the dual 

rate of corporate taxation had the largest effect of any recommendation. 

The gradual reduction of the am:Junt of corporate incorre subject to the 

lower 21% rate would result in increased taxation of $95 million in 

the first year of implerrentation and $390 in the fifth. 190 A number 

of other changes in the treatrrent of corporate income would also in-

crease revenue: tax on the dividends received by closely-held corpo-

rations from widely-held corporations would increase by $60 million 



700 

annually: tax on capital gains received by corporations would rise by 

$35 million in the first and $100 million in the fifth year; the dis-

allowance of entertainrrent and other such expenses would increase re-

venue by $5 million annually; the termination of resource depletion 

allowances on royalty income to non-operators would r aise taxes by $10 

million annually; and changes in withholding taxes designed against 

tax-haven abuses would also increase taxes by $10 million. Counterbal-

ancing these changes sarewhat, corporate taxes would be decreased by 

$5 million through wider capital cost allowances and by $5 million in 

the first and $10 million in the fifth year through wider deductions 

for resource exploration and development for companies based in other 

191 sectors of the economy. OVerall, the major proposals and the gener-

al scope of the changes involved was far rrore lirni ted in impact than 

the Carter Commission recommendations, but there would still be a sig-

nificant increase in coroorate taxation. The total amount of corpor-

ate taxation would increase by $205 million in the first year and $560 

million in the fifth year of operation of the White Paper system. 

Conclusions: General Impact of the White Paper 

The goal of these reforms was to redistribute the burden of taxa-

tion in order to better attain the broad social and economic goals set 

out in the ~Jhite paoer. 192 
As always, the possibilities of tax reform 

were constrained by fiscal requirements. The pro]?:)sals were designed 

to produce approximately the same amount of revenue initially as had the 

existing structure: if applied in 1969 the total of personal incorre taxa-

tion would decrease by $35 million and that of corporate taxation would 
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increase by $210 million. The new system would then yield increasing 

rates of revenue in the next decade; tax revenue would have increased 

by 5 per cent in the fifth year. The level of provincial revenue yield-

ed by the new structure would also remain relatively constant; it would 
193 

increase by $20 million. . MJre generally, the White Paper argued 

that both levels of government should retain access to wide powers of 
194 

taxation and that there must be adequate coordination and harmonization. 

'!he prevail ing federal stance that the White Paper was concerned with 

the basic structure of income taxation rather than with the relative use 

by the different levels of government was reiterated. The federal go-

vernrrent argued that it had taken account of provincial reports and con-

sultation; it specifically noted that the Ontario \~te Paper proposals 

could be accommodated within the federal reforrns. 195 

The White Paper stressed that the overall economic effects of 

th nded han ed be 1 . 1 ~~ 196 e recornme c ges were expect to re atlve y Huuest. It 

saw the effect of tax rates on work incentive as being open to debate. 

In agreeing with the Royal Conmission on the adverse effect of high rnar-

ginal rates, it hoped that the graudal reduction of the top rates would 

increase incentive for high income earners. The vfuite Paper did not 

see tax differences with the United States as a problem in keeping and 

197 attracting top people. A rroderate decline of aggregate saving was 

foreseen: "Some :impact on the flow of savings is inevitable in a tax 

reform that includes capital gains in taxable income, shifts the weight 

of the tax from those at the lower income levels to those better able 

to pay and ensures that the income of closely-held corporations is taxed 
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at rates appropriate to their shareholders. 11
198 It was estimated that 

the level of }?ersonal saving would decline by $30 million in the first 

and $75 million in the fifth year. The increases in corporate taxation 

would directly result in lower corporate saving; when this was added to 

the expected decline of personal saving and the offsetting effect of in-

tegration there would be an estimated total reduction of $150 million 

initially and $525 million in the fifth year. TO set these figures in 

context, it was estimated that total personal and corporate saving was 

about $14 billion in 1969. 199 The effect of the proposals on invest

rrent patterns would vary throughout the economy. Ret urn for canadians 

holding foreign shares would decline substantially; the wr~te Paper pre-

dicted a diversion of invest:m2nt from foreign to Canadian equity. There 

would be limited effect on non-resident investors in Canada, except in 

specific sectors such as mineral extraction after the three year exernp-

tion is ended. N:J substantial overall reduction of foreign invest:m2nt 

was anticipated. 200 There could be sorre reduction of capital expendi-

tures of closely-held corporations and the mineral industry, but this 

would be offset by increased public revenue and could be taken into ac

count by fiscal and rronetary policy. 201 In surrrrary, the clear and pre-

dominant therre was that the rationalization and limited redistribution 

proposed by the White Paper would not significantly damage the prospects 

for economic growth and the processes of capital accumulation. 

N:Jt surprisingly, the White Paper recomrendations, with their 

commitrrent to increased progressiveness, would have very differential 

effect on the key groups wi thin the social structure. First of all, 
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the tax burden on the nore affluent strata of the population would in-

crease. Among the nost significant changes affecting the interests of 

the nore affluent strata were the wider tax base and capital gains taxa-

tion, all involving heavier taxation on income from property ownership. 

R. B. Bryce, Deputy Minister of Finance, set these proposals in context: 

"many of the faults of the old system have had an ~rtant economic 

significance because alrrost invariably they favoured those who saved and 

accumulated wealth . . . The correction of these major faults in the old 

system, which were pointed out vividly by the Royal Commission, inevit-

ably impinges on savings and on the use of various channels for the in

vestrrent of savings. ,,202 It must be rerrembered that the ownership of 

wealth, especially of the corporate wealth that would be nost affected 

by recormendations such as those dealing with capital gains, was high-

ly concentrated. As noted above, in 1968, the top 1% of all incorre 

earners awned 42% of all shares, the top 10% held 72% and only 10.3% 

203 
of all taxpayers owned any shares at all. As well as such direct 

changes in the taxation of personal inCOIre derived from ownership, chan-

ges in corporate taxation also affected shareholders. If corporate 

rates of return, and consequently dividend levels and share apprecia-

tion, were reduced (the White Paper argued that this effect would not 

be large) then the total incoIre derived by shareholders from their cor-

porate ownership would also decline . Given the concentration of cor-

porate wealth noted, this effect would be felt largely by the higher 

incoIre strata. Higher incoIre taxpayers also have been affected by the 

recommended changes in the rate structure. Although greatly offset at 
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the higher income categories by the proposed lower top marginal rates, 

the overall effect was progressive. The higher income categories faced 

heavier tax burdens, although the increases were never large for any 

individual. Approximately three million taxpayers would sustain higher 

taxes , the great majority of which would be relatively small scale. 204 

It was the increased taxation of the more affluent categories 

and of corporations that allowed tax reductions' for large numbers of 

lower incoIre taxpayers. A total of 750,000 taxpayers would be rerroved 

from the income tax rolls altogether and taxes would be reduced for a 

205 further 3,000,000 taxpayers. For the great majority of these lower 

incorre categories the most :i:rn!?ortant changes would be the higher exernp-

tions and new rate structure of :Personal income taxation. The result 

was that total taxes would be less for single persons up to an inCOIre 

of $3400 and for married :Persons up to $9100. Tb set this in context, 

1967 inCOIre statistics revealed that over one-half of those paying in-

come tax earned less than $5000 and a further 38.5% of all taxpayers 

206 earned $5-10,000. 

When compared to the existing system, the overall effect of the 

vVl"ri te Paper reforms would be progressive. However, the lightening of 

the tax burden on the lower incoIre strata would be relatively limited 

and the corresponding heavier taxation of the more affluent would cer-

tainly be modest. There was no evidence that these changes would have 

a significant impact on structured inequality of condition or bring 

about any substantial redistribution of wealth and incoIre. ~netheless, 

the shifts in tax incidence, increased taxation of wealth and restructu-
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ring of corporate taxation ~uld entail higher taxation for the capita

list class and also for the rrore affluent middle class categories. The 

progressive direction of the White Paper and a number of its key recom-

rrendations went directly counter to the policy demands put forth by the 

corporate sector. 

On the other hand, when compared to the comprehensive nature of 

the Royal Comnission reform schema, the far rrore limited scope and rrod

erate impact of the White Paper proposals is striking. The Royal Com

mission had clearly been influential in the formulation of government 

policy. But just as clearly, and far rrore significantly, the overall 

carter fraIlE~rk had not provided the fundaIlEntal basis for the reforms 

put forth in the White Paper. Similarly, the key recommendations were 

considerably weaker than those of the carter Renort. The tax base was 

widened, but not nearly to the extent of the Cornnission' s comprehensive 

tax base. A capital crains tax was introduced that was certainly harsh

er than the business cormruni ty had hoped for, but was less inclusive 

than the Commission's. The White Paper did follow the Commission on 

the elimination of the dual rate but was considerably rrore restrained 

in other areas of corporate taxation. While resource incentives would 

be rrore restricted under the \Alhi te . Paper , they ~uld not be the svleep

ing elimination of all concessions proposed by carter. 

IV. Conclusions of the Second Stage: First Lessons on the Politics 

of Reform 

The publication of the White Paper in November 1969 completed 

the second protracted and controversial stage in the overall process of 
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tax reform. This section summarizes the central development during 

this period and outlines the preliminary conclusions that can be drawn 

on the politics of reform. 

Corporate Pressure and Governrrent Retreat 

'Ihe White Paper was the culmination of a consistent pattern of 

step-by-step government retreat in the face of pervasive and intense 

corpJrate pressure since the release of the Carter Report. 'Ihe govern

rrent had initially refused to comrent until there had been sufficient 

tirre to study the recomrended changes. However, this caution was quick

ly eclipsed in the growing corporate hostility to the Commission propo

sals. In a May 1967 decision that was widely interpreted as bowing to 

the massive opposition of the resource sector to the recommended elimi

nation of their generous tax concessions, the Minister of Finance guar

anteed that irllFortant mining concessions would be continued for at least 

three years. In November 1967, the federal budget clearly indicated 

that the Royal Ccmnission would not serve as the basis or guiding frarre

work for radical changes in the tax structure. 'Ihe October 1968 budget 

firmly rejected the vital concept of the comprehensive tax base, but 

did contain changes in the taxation of gifts and estates that partial

ly followed the Royal Commission, albeit in a much milder form. Pres

sure on the governrrent against these provisions led to their further 

weakening. Finally, the White Paper itself was considerably rrore rrod

erate than the key recomrendations and fundarrental rationale of the 

Royal Commission. 
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The decisive factor in this consistent retreat fram the progres

sive principles and recommendations of the Royal Commission was the po

litical power of capital. The controversial and sweeping nature of the 

carter refonn schema and the significant impact its implerrentation would 

have had on corporate interests led to the extensive mobilization and 

organization of business in opposition to the Commission. That the 

carter Report was greeted with such intense hostility wi thin the busi

ness corrmuni ty should corre as no surprise. Whatever the long-tenn over

all benefi ts to economic efficiency and social stability it promised 

the major recorrurendations would have harrred the inrrediate interests of 

i.rnp:)rtant elerrents wi thin the capitalist class. They would have felt 

the impact of higher corporate taxation, especially in particular sec

tors such as the resource and financial (where the opposition was con

sequently strongest), and higher taxation on income fram property 

through widening the tax base. Thus, corporate opposition to the pro

posed tax refonus was not irrational, nor simply reactionary, but was 

based upon the :iJnpact of the changes on the inrrediate economic interests 

of capital. In these tenus, business complaints of being adversely af

fected and constrained were real, even if exaggerated. The day-to-day 

exigencies of competition and business activity press such short-t:enn 

and particularistic considerations on individual capitalists. It 

would certainly appear that this more narrONly focused perspective of 

most businessrren can be an irrq;x)rtant restriction on the ability of the 

state to develop long-tenn policy geared to the interests of capital 

in general when such policy conflicts with the inrrediate interests of 

key sectors of the capitalist class. 
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The strenuous antagonism to the Royal Comnission Itn.lSt also be 

seen in the context of the strained business-governrrent relations of 

this period and the widespread corpJrate unease over the direction of 

state economic policy and intervention. The Conmission was perceived 

by many rrore conservative businessrren as challenging traditional values 

and widely accepted assumptions of conventional business ideology. At 

the rrost extrerre, the carter recornrendations were seen as a further en

croachrrent of state control into the economy I as entailing the confis

cation of pr·ivate property and as a threat to the overall structure of 

economic incentives i in short, as shaking the very foundations of the 

free enterprise system. 

The highly organized and extensive cOrpJrate opposition to the 

Reoort took a number of forms. The predominant source of forrral input 

to the state on the Commission and the direction of future reform was 

the large number of cc::rrprehensive and impressive submissions from major 

corpJrations and business associations. Business policy demands were 

also constantly put forward in the routine contact between cOrpJrate 

and state officials . The business community rrounted a ~ublic campaign 

of speeches, articles and appearances by prominent spokesrren warning 

of the dire economic consequences of the carter proposals and darkly 

predicting that investIrEnt ~uld be reduced, production ~uld decline 

and living standards would deteriorate if they were implerrented. The 

curnulati ve and pervasive nature of this pressure Itn.lSt be emphasized i 

business had been demanding a relatively consistent set of tax changes 

rrore or less continually since the establishment of the Royal Comnission. 



709 

No other political force was as significant a presence throughout the de

bates on the carter Commission or could exert such pressure on the go

vernment. 

The tempo and content of corporate pressure gainst the Royal 

Commission on Taxation reflected the structure of canadian capital . 

Within important differences of sophistication, there was a high degree 

of unanimity on the broader issues of tax reform and on proposals that 

tended to affect all business in roughly the sarre way. Thus, virtually 

all corporate spokesmen strongly condemned the Commission's overall 

frarrework and, whil e rrost carre to recognize that sorre tax changes were 

inevitable, insisted that reforms be far rrore limited than the carter 

prograrnrre. Similarly, majority opinion within the business camrunity 

was hostile to the comprehensive tax base and integration. other key 

recommendations rrore specifically affected the operations and interests 

of particular industries and sectors and resulted in a number of cam

paigns directed against these specific proposals. One of the rrost stri

king features of corporate opposition during this stage was the success 

of' the resource sector in protecting its lucrative tax incentives and 

the subsidization of profit and investment levels that they provided. 

The May 1967 announcement was an important concession to mining and the 

White Paper contained much milder treatment of the resource industries 

generally than the Royal Commission had recommended. These retreats 

were certainly shaped by the massive and unrelenting pressure exerted 

by resource capital as one of the rrost powerful sectors in the economy 

and as one which has long been well connected to the state apparatus. 
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However, a further crucial additional factor here was the wider struc

ture of the Canadian political economy. Policy formation and the dyna

mics of power wi thin the state system have long reflected the uneven 

regional develoJ;i'CEnt and structure of the Canadian economy. Mining and 

petroleum production was concentrated in the less developed regions, 

especially the Western provinces. Any curtailment of production, a 

likelihood which was widely prophesized by the industry and demonstra

ted by cancellations of major projects, would have adverse effects on 

these regions. The threats of the industry to reduce exploration and 

developrent and pullout capital have to be seen in this light. The 

result was that the industry was strongly supported by the Western pro

vincial governments in its attack on the Carter resource recommendations 

and this prOVincial pressure was an important elerrent in the federal 

decisions. In addition, the resource industries were characterized by 

high levels of foreign ownership and the preeminent position of rrajor 

nmltinational corporations. The government was particularly sensitive 

to predictions that international capital would be withdrawn from the 

country if the 9roposals were adopted. 

Reinforcing and underlying direct corporate pressure, the pos

sibilities of refonn were limited by the fundarcental structure of a 

capitalist economy. The need to maintain business confidence and en

sure a favourable climate of investrrent was a critical constraint on 

state economic policy. More specifically, tax changes could never be 

allowed to restrict the profit and pay incentives that ordered and re

gulated economic activity. Expectations of future profit detennine the 
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anount and flow of investrrent and, whatever the objective effect, the 

overall level of taxation could not becate so high or the distribution 

of taxation so burdensome on capital that business perceived a threat 

to the continued process of accumulation and expansion. 207 The reduced 

investment that could result from such a perception and its resulting 

effect on economic growth would be a severe problem for the state. 

These factors received concrete manifestation during the onslaught on 

the Royal Corrrnission with frequent announcements by dominant corpora

tions of cancellations and deferments of major projects and widespread 

predictions on investment cut-backs and a flight of capital from the 

country if the Cornnission l?roposals were irrplemented . Given the state's 

dependence upon private capital to maintain satisfactory levels of pro

duction and grCMth, and given that only capital can define the condi

tions under which it will allocate the requisite investrrent resources, 

the state must be highly responsive to the demands and interests of or

ganized business. 208 The vulnerability of the state to a capital strike, 

a possibility expressed with varying degrees of subtlety by many corpor

ate representatives, severely limited the parameters of acceptable or 

realistic reform. Such considerations were particularly clear in the 

conflict over resource taxation. 

The State System and the Dynamics of Reform 

It has been emphasized that momentum and imperatives arising 

from wi thin the institutional structure of the state system itself are 

iJrIt::ortant factors in the dynamics of policy forma.tion. This was cer

tainly the case during the debates on the Royal Cornnission, when the 
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provincial governrrents especially, played an increasingly inportant 

role. Federal-provincial conflict over the division of tax room, the 

distribution of revenue and the concentration of fiscal power was a key 

elerrent of the general context for refonn. Equally inportantly, the 

major provincial governrrents were highly critical not only of the re

source recommendations, but of the Commission's basic priorities and 

overall refonn package. This policy closely paralleled that of the 

business community and provincial pressure on the federal governrrent 

supplerrented and legitimat ed prevailing corporate opposition to the 

carter Rewrt. 

I t was argued in the conclusions of the first stage that the 

autonorrous nature of the Royal Commission was an important factor in 

the outcorre of its deliberations. However, once the Corrrnission had re

ported, the policy process was then centred within the state apparatus 

itself; the evaluation of the Report and the many su1::missions on it, 

and the drafting of policy alternatives was largely carried out in the 

Depa.rtIrent of Finance. This rreant that these deliberations would be 

subject to a range of direct pressure and constraints that an indepen

dent enquiry was not. In addition, the subsequent developrrent of re

fonn policy took place wi thin the routine assumptions and pararreters 

of state economic policy; policy which was predicated upon maintaining 

favourable conditions for the accumulation of capital. 

The manner in which deliberations wi thin the state contributed 

to the rroderate character of the ~v.hite Paper has been outlined by a 

person intimately involved in the process. Professor Eric Kierans was 
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a minister in the Liberal goverrunent and a rrember of the Cabinet Commi t

tee on Tax Reform. 209 An irrportant factor was the key in which the 

cabinet conmi ttee studied the implications of the carter Report and for-

mulated the policy that eventually constituted the White Paper. Its 

rrembers had limited knowledge of the Report or taxation in general and 

had to rely upon civil servants. The comni ttee was presented with de-

tailed assessments of specific features of the existing system and re-

conmendations for change by the Depa.rt:Irent of Finance in a very piece-

real fashion. They were never able to see beyond these specific eva-

luations: "for a year and a half, we studied trees, and we never saw 

the forest, we never saw the issue of tax refo:rm as a whole. ,,210 That 

the Department of Finance and Treasury Board did not press for radical 

reforms did not surprise Professor Kierans. The carter RePOrt was a . 
sustained critique of post-war fiscal policy: "The people who had been 

responsible for those policies were the ?8Ople who were in power and in 

the higher ranks of power in the goverrunent in 1968. It is difficult 

to get people to examine objectively a report which in effect was a 

criticism of the manner in which tax policy had developed in canada and 

of their role in that developm:mt. ,,211 Finally, major reforms of this 

nature could not be pushed through the cabinet without the decisive sup-

port of the Prirre Minister and this had not been forthcoming. The re-

sul t of all this according to Kierans was that "the White Paper was a 

very, very pale imitation or facsimile of what had been in the carter 

Corrmission Report. ,,212 
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A further factor that was of crucial significance throughout 

the reform process was the need of the state for sufficient levels of 

tax revenue. This irrperati ve had been used by the Minister of Finance 

to justify the goverrurent I s rejection of the Royal Corrrnission as the 

basic framework for reform in late 1967. Those facets of the state 

institutional system discussed to this point tended to contribute to 

the rroderation of reform policy. However, the constraints imposed on 

the type of reforms that could be adopted by the need for revenue had 

rrore complex implications. It rreant that any alteration in the tax 

system had to be counterbalanced by offsetting changes in order to en

sure adequate revenue levels. Thus, if the tax burden on lower incare 

strata were to be reduced, the rrore affluent categories would have to 

pay rrore. If concessions for particular groups or sectors of the eco

nomy were to be retained, then greater taxes v.Duld have to be raised 

from other areas. N::>t only did the need for revenue limit possible re

forms, but it could also be a rrore direct factor in the choice of poli

cy alternatives. For example, a number of changes in the treatment 

of corporate and property incare, especially the extension of taxation 

to areas previously exempt, had been interpreted as efforts by the sta

te to secure new sources of revenue. 

The White Paper and the Power of Capital 

Because tax reform quickly became such a contentious issue, be

cause the progressive tax changes recarnrnended by the Royal Commission 

would have had a significant impact on capitalist interests and because 

the corporate sector was so strongly opposed to the Carter Report, this 
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provides a particularly good case study of business power in action. 

When compared to the recommendations orginally put forth by the Royal 

Cbmmission the White Paper reforms were highly modest. The White Paper 

provisions that emerged after two and one-half years of compromise and 

concession represented a consistent moderation of the carter Report in 

the direction of business demands and objectives. The significance of 

the political mobilization and power of capital in forcing these re

treats can be clearly illustrated by delineating the key facets of the 

carter programme that business was able to prevent being included in 

the White Paper and those reccmrendations whose impact was substantial

ly softened in deference to corporate demands. 213 

MJst generally, and most irnportantl y, business had been able to 

prevent the full enactrrent of what it considered to be a highly objec

tionable and dangerous reform schema. The first major victory for cor

porate pressure had been the government's rejection of the Royal Commis

sion as the fundarrental basis and guiding frarre\VOrk for reform. Perva

sive business demands that tax changes not be as sweeping as those pro

posed in the carter Reoort, but rather take the form of alterations 

wi thin the existing structure must be seen as decisive here. Also cru

cial was the government's subsequent abandol1ITEI1t of the Conmission' s 

fundarrental principle of the cc:mprehensive tax base; rejection of this 

key concept had been a central thrust of corporate opposition to the 

Reoort. Business pressure was highly influential in preventing the 

full impact of key individual carter recommendations: the controversy 

that erupted over the changes in gift and estate taxation proposed in 
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late 1968 resulted in eventual legislation that differed only modestly 

from the existing structure, recol1lI¥:mdations to reduce the special in

centives of the resource industries had also been much moderated at 

several stages, and the treatIrent of integration that appeared in the 

White Paper was far ITOre limited than that of the Royal Corrmission. 

Business could claim important successes in these key substantive con

cessions made by the government; it was able to prevent the full adap

tation of rreasures that would have had the greatest impact upon capital 

and upon which the strongest opposition had centred. 

But the corporate sector could oot claim a corcplete victory in 

its campaign against the Royal Comnission. The pc:Mer of capital as an 

organized political force was far from absolute; it could not totally 

determine the outcorre of the debates and policy deliberations on the 

Carter Report. Business pressure had not been able to prevent the pro

cess of tax reform from continuing in directions to which it remained 

hostile. First of all, in the face of sustained corporate antagonism, 

the Reoort had not been abandoned outright or, a not unusual occurrence 

in Canadian political history, effectively ignored by the government. 214 

In the period follOWing the release of the Reoort and especially with 

the November 1967 federal budget, business had optimistically assurred 

that the Royal Commission's core proposals had been repudiated. How

ever, it subsequently became clear that even though the Carter reform 

p::'Ogranure would not serve as the guiding framework for the restructur

ing of the tax system, it would still be closely studied by the govern

rrent. While the White Paper did not follow the Cornnission' s overall 
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rationale and priorities, the government maintained that the Report had 

nonetheless been i nfluential in its conclusions. Secondly, the con

tent of the ~.vhite Paper certainly did not represent an unqualified suc

cess for corporate pressure against the Royal Commission. In framing 

its refonn proposals the government had corcpromised and retreated, but 

not nearly as far as powerful capitalist interests had demanded. The 

reccmrendations of the White Paper contained sc::m= significant depar

tures from the existing system. The rroderatel y progressive impact of 

these changes would entail some degree of heavier taxation for the cor

porate sector and the propertied and affluent strata of taxpayers. The 

key question at this juncture thus becc::m=s: given the tremendous pres

sure that organized business could exert in the policy arena and given 

the dominant position of highly concentrated private capital in the eco

nomy, then how could progressive refonns, at least partially based on 

the Carter Commission, be put forth in spite of massive corporate oppo

sition? The answer lies in the corcplicated politics of policy refonn 

within a liberal democracy and in the complex of pressures and con

straints that shape state fiscal and economic policy. 

Countervailing Forces 

It was clear that once the Royal Commission had reported same 

degree of significant refonn was all but inevitable. The Corrmission' s 

massive documentation of the anomalies and inefficiencies that riddled 

the tax system ensured that these problems could not be avoided by the 

government. This was emphasized by the Deputy Minister of Finance: 

"in my view refonn - and radical refonn - was inevitable once the Carter 
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Cornnission was appointed in September 1962 ..• it was inevitable because 

there was just too much wrong with the old system and once that was 

laid bare by an authoritative and thorough examination, as it was, the 

215 goverrurent was bound to act." While the Royal Corrmission \\Quld not 

be the basic framework for tax reform, its fundamental principles and 

priori ties and its central recorrrrendations nonetheless remained the 

starting point for public debate and state deliberation. The govern-

ment's responsibili ty for maintaining an effective fiscal system and 

favourable economic policy compelled it to address the problems iden-

tified by the Commission. 

More specifically, the Commission had documented the unequal 

nature of the tax system and had consequently proposed a series of 

highly progressive reforms to redress this inequity. In this way, fair 

taxation had been posed as a major public issue . Once the extent of 

fiscal inequality had been demonstrated and the potential of progres-

sive reform brought to the fore of public discussion, then it became 

politically impossible for the government to simply drop the Carter 

Report. To do so \\Quld be to abandon fairness and equity as primary 

goals of fiscal policy. This would be incanpatible with the pervasive 

ideology of the m:x1ern liberal democratic state, in which progressive 

taxation taxation was generally seen to be an integral component of 

the overall cornrnitlrent to social and economic justice. This was cer-

tainly the case within the federal government in canada in the latter 

1960's when the vari ous policies and prograrrrres of the m:x1ern welfare 

state were being elaborated and expanded, and when social and regional 
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216 
redistribution was a much vaunted goal of the Liberal administration. 

The governrrent, for example, could hardly declare a war on poverty as a 

major thrust of official policy while at the sane tine refuse to amend 

a tax structure that i.rnp:)sed an unduly harsh burden on low-income 

groups. 

In addition, tax reform had beCOIre the focus of a great deal of 

public and media discussion. On the eve of the release of the White 

Paper one praninent syndicated columnist cormented: "Interest i n the 

tax system has never been higher nor rrore widespread. Pick up any of 

canada's newspapers on any day and one sees editorials, camrentaries 

and letters reflecting on the tax system. ,,217 This widespread interest 

was attributed to the fact that taxation no longer simply raised reve-

nue, but had a profound effect on the development of the economy as a 

whole and on every individual's life. In its efforts to ir£u?rove the 

tax system, the governnent clained to be acting with considerable pub-

lic support. The Minister of Finance, for example, stated: "The bur-

den of taxation on the lower income groups has been increasingly recog-

nized as unfair. Most Canadians believe that our tax structure must be 

more progressive, must impose a lesser burden on those with low incoIre. 

All federal political parties are comnitted to this step. ,,218 Mr. 

Benson went on to note: "If the governnent were rroved by numbers alone 

it would long ago have implemented the carter Report recol1lt'eI1dations 

intact without further debate. I personally have received about 50,000 

cards asking Ire to do just this. ,,219 From the private sector, Mr. 

Stuart 'Iham, Q.C., of the prominent 'Ibronto corporate law firm Osler, 
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Hoskin and Harcourt, noted that "the governrrent obviously feels itself 

to be under SOIre pressure from the carter Report which has had a wider 

and deeper appeal than might be thought from listening only to the 
220 

highly vocal criticisms of certain business and industrial groups." 

Once the inequitable nature of the existing system had becare 

a prominent issue, the governrrent was under great pressure to act. As 

noted alx:>ve, this arose partially out of the state's general functions 

of legitimation; to ignore the issue of fair taxation would contradict 

the state's role in maintaining and prorroting general approval, or at 

least acceptance, of the existing institutional order . Pressure for 

reform was also felt by the governrrent through its fundamental, if only 

occasional, dependence upon the public for electoral support. It would 

certainly be to the electoral advantage of the governrrent to institute 

reforms that would close the many loopholes and exemptions that were of 

such obvious benefit to a wealthy minority and that would result in a 

fairer distribution of the overall tax burden. By the sane token, the 

Liberal governrrent could not afford to be seen as the party that cater-

ed to the affluent and betrayed the interests of the majority by total-

1 . . th cart 221 Y re]ectmg e er Report. 

The political and ideological factors discussed here all have 

to be routinely considered by the state in the developrrent of policy. 

But their iIlpJrtance was heightened during this juncture by pressure on 

the governrrent from the New Derrocratic Party and organized lalx:>ur. 

Both defended the carter Commission's overall franework and central re-

coITUTerilations. In parlianent, the N.D.P. continually attacked the 
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government for its failure to adopt the Commission proposals and to 

implerrent progressive tax changes. Organized lal::xJur, the rrost import

ant competing political force with a policy perspective sharply diver

gent to the pervasive corporate opposition to the Report, also consist

ently demanded progressive refonn. ~re generally, varying degrees of 

support for the Corrmission were expressed by a range of consurrer, wel

fare and other groups and by the rrore refonnist currents wi thin the 

academic, professional and business worlds. 

These countervailing forces did not command the political and 

economic resources of the capitalist class; they could not protect the 

Royal Commission refonn package from significant disrrembenrent and weak

ening. But they did ensure that the Carter recomrendations and the 

direction of tax refonn remained a highly politicized and salient is

sue. Pressure from lal::xJur and the N.D.P. particularly rreant that the 

government could not easily weaken the Corrmission's original recommenda

tions drastically without facing widely publicized criticism. In their 

cumulative and interconnected effect, the organized defense of the Royal 

Commission, widespread public appeal of progressive changes, ideologi

cal pressures for equitable taxation and partisan electoral considera

tions rreant that, once the inequality and inadequacy of the existing 

structure had been docurrented and concrete proposals for its refonn put 

forth by the Royal Corrmission, then the issue of tax refonn had been 

placed before the public, the governrrent had no option other than to 

proceed. 
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Summary 

The White Paper proposals were the result of the balance between 

these conflicting political forces and the corrplex interplay of the range 

of econanic, political and ideological factors outlined. The dominant 

power of capital had been able to force a consistent government retreat 

on the scope and impact of reform and to prevent a number of key chang

es to which it was solidly opposed. On the other hand, the activity of 

corrpeting forces and the nature of politics in a liberal democracy en

sured that sorre degree of reform had to be carried through and that pro

posals for progressive changes, however limited in corrparison to those 

of the carter Report, were put forth by the governrrent. 

The White Paper was not only the culmination of the intense de

bates on the Royal Comnission, but it was also the prelude to heighten

ed conflict in the ensuing stage. The central priorities and recommen

dations of the White Paper pleased neither side. While far more moder

ate than the Royal Commission, the corporate sector still opposed key 

facets of the government proposals that would affect its interests. 

Those who favoured progressive reform were disappointed at the ~1hite 

Paper's abandonment or weakening of the original carter reform package. 

Lines of conflict and poll tical forces that pervaded this stage were to 

be of continuing significance in the coming debates of the White Paper. 
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this would have imposed very serious pressure on the present 
governrrent and would have constituted a source of embarassrrent 
to them if they took it apart to see what ticked and what didn't." 
Phillip Vineberg, c. T.F ., N:lvember 1967 Conference, p 35. That 
the Conservatives did not significantly endorse the Carter Commis
sion certainly facilitated the governrrent's retreat. 



Stage Three: Conflict over the White Paper 

The White Paper on Tax Refonn was released on November 7, 1969 

with all the secrecy and fanfare of a federal budget. AI. though the re-

fonus contained in the White Paper were far rrore limited than those 

originally recommended by the Royal Gommission on Taxation, they would 

still entail a thorough restructuring of the canadian tax system and have 

a significant ilTIpact on all groups wi thin the social structure. Even 

rrore importantly, the White Paper contained not simply the recatlI'l'EI1da-

tions of a commission of enquiry, but was a concrete set of official go-

vernment proposals. However much these proposals were open to revision, 

they could in sorre fashion eventually be implerrented, and the White Paper 

was widely seen as indicating at least the broad outline of future legis

lation. l This enhanced significance of the White Paper within the policy 

process was clearly recognized by business leaders. Mr. Stuart Thorn, a 

praninent Toronto corporate lawyer, in addressing the canadian Tax Foun-

dation, noted that "the Paper is a plan for action while the Report was 

2 rrerely food for thought." For these reasons, the White Paper touched 

off a fierce debate on the efficacy and impact of its proposals and the 

direction of tax refonn. 

As was the case in earlier stages, the dominant force in these 

debates was business. The three chapters of this stage analyze the in-

tense corporate opposition to the White Paper that quickly developed. 

Initial response to the proposals and the rrobilization of corporate pres-

sure it discussed in Chapter 12. The rrain forum for the public debate 
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which the government had invited on the White Paper was the hearings of 

key muse of Cornrcons and Senate standing corrmittees on economic affairs. 

'!he nature of public participation in these deliberations is analyzed in 

Chapter 13. Chapter 14 outlines continuing pressurea:.rainst the White 

Paper and a number of crucial government concessions in the summer of 

1970. '!his stage concludes with the release of the report of the CoI1l1Dns 

and Senate committees in the fall of 1970. 

Footnotes 

1. See M. W. Bucovetsky, "Tax Refonn in Canada: A Case Study of the 
Mining Industry," Unpublished Ph.D. Dissertation, University of 
'Ibronto, 1971, P 39; Canadian Tax Foundation, 1970 Conference, 
pp 1-2. 

2. Ibid., P 14. 



Chapter 12 Debate on the vlhite Paper 

I • Initial Response 

First Public Reaction 

The reaction to the White Paper in the first weeks follo.ving 

release was highly ambiguous. The Paper I s promise that large nill!lbers of 

taxpayers ~uld benefit from the progressive impact of its reforms could 

have been expected to attract considerable public support . The govern-

rrent did claim that its mail was running 20 to 1 in . favour of the propo-

1 sals and general rredia and editorial corcrcentary had praised the program-

me of tax relief for law-income groups.2 But evidence of widespread poli-

tical support for the White Paper was slovl to develop and irrq:;x:>rtant lines 

of opposition quickl y emerged. 3 

The Minister of Finance, in what was described in the press as 

the "Benson road sho.v", toured the country ostensibly to explain the re-

fonn scherra. !v1.r. Benson also clearly hoped to garner public support for 

the proposals and promote those facets of the White Paper, such as the 

reduced tax burden on the lo.v-incame, that ~uld be most poli ticall y po-

pular. In fact, the Minister found himself constantly on the defensive 

in the face of hostile questiOns and sharp ciritcism. This attack was 

strongest when he appeared in Western canada, where opposition to any 

refonns that were seen to threaten regional economic development had 

been particularly severe against the Royal Cormnission. For example, Mr. 

Benson was "met with a barrage of complaints and objections from chamber 
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members" on issues such as capital gains and resource taxation when he 

spoke to the Regina Chamber of CCmnerce. Mr. D.G. Stewart, Saskatchewan 

treasurer, was greatly concerned that the recarrnended changes would darna-

th .. 1 4 ge e provlncla economy. In an earlier awearance in calgary much of 

the criticism direc~ed at Mr. Benson represented the "specific interests 

of wealthy executives and investors in the oil business. ,,5 Throughout 

Mr. Benson I s road trip, opposition to the White Paper was strongest fran 

small business. Already angered because of the 1968 controversy over 

estate taxation, spokesmen for small business obj ected to the capital 

gains proposals, the heavier burden on middle income levels, and especial

ly to the elimination of the preferential rate of corporate taxati on. 6 

Ini tial Corporate Response 

The f irst reaction of major corporate interests tended to be 

much II'Ore cautious and restrained, but at the same tirre distinctly equivo-

cal. Most corporate ccmrentary applauded the goal of tax relief for the 

low-inoane, but was uneasy about the p:rracticality of the proposals them-

selves. Most .importantly, there was marked apprehension about the im-

pact of the White Paper. The mixed nature of the initial corporate r eaction 

was well i l lustrated in the first pronouncenents of the Canadian Manufactur-

ers I Association. In a late Novenber speech, Mr. L.F. Wills, president 

of the Association, stated that the "C.M.A. has long accepted the need 

for a sweeping refonn of the tax systen." 7 In a further press statenent 

the C.M.A. welcaned the prospect of a fair and equitable tax structure. 

In this first reaction described as "both tenperate and cautious", Presi-

dent Will s weloaned the absence fran the White Paper of "sane of the II'Ore 
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radical and unacceptable provisions of the carter Report. ,,8 However, the 

C.M.A. reiterated its consistent opposition to capital gains taxation in 

a developing economy which needs large aIrOilllts of capital. It was also 

greatly concerned about the rerroval of the lower tax rate for small busi

nesses and the heavier tax burden on the middle-incorre. 9 

Important sectors of the business camnunity responded to the 

White Paper with considerable m::xleration. Such a mild tone was well ex

pressed by the Financial Post. Its editorial described the proposals as 

being largel y constructive and advised readers that it was "a tine of 

keep cool", to refrain from snap judgerrents.
10 

Others responded with 

obvious relief that the White Paper was not nearly as bad as it could 

have been. Reflecting such as initial evaluation, "the Canadian stock 

market responded to the ~Vh.ite Paper proposals with the sharpest daily 

rise in six years. ,,11 Investors were also encouraged by the final rerrov

al of the long uncertainty concerning the governrrent's reform plans and 

the apparent benefit to dividend-paying Canadian shares of the integra

tion proposals. It is significant that this initial favourable market 

reaction came from key sectors of Canadian capital; the biggest buyers 

had been the major financial institutions. 12 The oil and gas industry, 

which had been a leading force in the opposition to the Royal Commission 

and had been greatly concerned that it VX)uld lose its extensive tax con

cessions, was also much relieved that its incentives had been left lar

gely intact by the White Paper. Having been successful with this result, 

the industry was planning to press for further concessions on the calcu

lation of depreciation allowances.
13 
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Still others were far less sanguine; many business corrurentators 
14 

were markedly uneasy about the practical economic impact of the proposals. 

This was very clear in a number of articles by prominent executives, law-
15 

yers and tax experts on the key recorrurendations and their inplications. 

Vhile these spokesrren tended to approve of the White Paper at a general 

level, they argued that there were a number of major problems with the 

proposals. For example, even though a capital gains tax had been widely 

expected, a severe controversy was still expected to erupt around the 

specific format recommended. This change and the Paper's general empha-

sis on fairness were seen to be good politics, but concern was expressed 

that the new prograrrrre could discourage saving and consequently reduce 

economic growth. 16 Similarly, an investrrent counsellor worried that the 

heaviest tax burden fell on those high-income strata who were the pre-

17 eminent risk-takers and entrepreneurs. It was also expected that con-

siderable opposition would develop to the recorrurended treatrrent of busi-
18 

ness expenses and the five year revaluation of unrealized capital gains. 

In addition to such extensive commentary wi thin the business press, 

similar theIres quickly began to appear in many discussions and gatherings 

wi thin the business corrmuni ty • By the latter part of November, a number 

of seminars had already taken place in which serious concern was expres

sed over the economic effects of the ~~te paper.19 There were also 

rtmlblings from those sectors of the corporate economy that would be IIDst 

affected by the proposed changes. Representations of privately awned 

gas utility companies had met with the Minister of Finance to protest 

their being denied dividend tax credits within two weeks of the release 
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of the ~Alhite Paper. 20 Just as quickly, the assistant treasurer of Noran

da Mines had predicted that the ~Alhi te Paper would cause reduced invest

IIEnt and cancelled developrrent of new mines. 21 

Thus , the initial reaction of the corporate sector to the White 

Paper was mixed. The overall response was relatively m:xlerate. Just as 

with the first response to the Royal Cbmmission, corporate representati

ves had expressed sorre support for the goals of the White Paper and the 

general principle of fair taxation. Given that these initial staterrents 

were very much intended for public consumption, it WJuld have been high

ly impolitic to oppose such a widely accepted principle. The government 

had in fact expected a far rrore critical reception for the White Paper. 22 

However, it also quickly became clear that significant apprehension had 

developed within the business corrmunity over the impact of the proposed 

tax changes on the economy. The next section details the coalescence of 

these initial misgivings and the developrrent of rrore coherent and force

ful criticism of the White Paper. MJst ,significantly, this growing op

position came not just from organized capital, but from snaIl business 

and the provincial govern:rrents as well. 

II. Emergence of Opposition to the White Paper 

The government had constantly emphasized that the White Paper 

was a set of reform proposals that were open to revision and that public 

participation in the further evaluation of tax policy was welcorred. The 

najor forums for this participation were to be standing comnittees of 

the House of Ccmrons and Senate, whose hearings on the White Paper were 

due to begin in January 1970. Interested groups and individuals were 
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urged to submit briefs and appear before the committees to present their 

views. In the rreantime, debate on the refonn proposals continued to 

grCM. Through December of 1969 and the early rronths of 1970 the White 

Paper becarre the focus of increasing controversy and opposition. 

Developing Corporate Opposition 

The initial uneasiness of the business corrmuni ty over the eco

nomic impact of the White ,Paper had quickly hardened into severe criti

cism of its priori ties and proposals. The predominant therre of the 

grCMing corporate opposition to the White Paper was that it would damage 

investrrent and reduce economic grCMth. 23 A Financial Tirres editorial, 

for example, argued that Mr. Benson ignored the rrost fundarrental princi

ple of refonn in his proposals: "It is the need to encourage canadians, 

as individuals and as corporations, to defer consumption and reinvest 

their earnings in productive enterprises. No tax proposals which dis

courage investrrent can be called refonn. ,,24 Whatever early corporate 

acceptance there had been of general principles of fairness and equity, 

reduced econanic grCMth was seen as too high a price to pay. 

The i ncreasing corporate hostility to the White Paper was 

being expressed in a large variety of forums. Speeches by leading busi

nessrren attacked the proposals: the executive vice-president of the 

International Nickel Co. of Canada Ltd. condemned the White Paper for 

its static approach to the generation of wealth. 25 
and the president of 

Qrrysler Canada Ltd. told the Toronto Board of Trade Club that the pro

posals could "virtually eliminate the grCMth of small business from the 

Canadian econanic scene. ,,26 A number of critical analyses of the White 
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Paper were prepared and circulated by leading finns: chartered account-
27 

ants Riddell, Stead and Co. wrote a critique for their clients and staff, 

and a study by the director of a Toronto investrrent house argued that the 

government had seriously underestimated the adverse effect on pools of 
28 

private capital of the capital gains and other proposals. Prominent 

corporate organizations co:rmrented on the White Paper: the board of di-

rectors of the Toronto Stock Exchange were greatly worried that the eli-

mination of the dual rate of corporate taxation would retard the develop-

rrent of small business and objected to the distinction between widely and 

closely-held corporations. 29 Finally, the White Paper continued to be 

extensively discussed within the business press. Two examples of the 

rrore conservative variants of business opposition to the White Paper were 

edi torials in the ~netary Tines and Executive magazine. '!he forrrer surn-

rnarized general opinion: "Finance Minister Benson, with the support of 

the cabinet, is atterrpting to penalize risk, discourage savings, break 

dawn the family business and place the weightiest part of the tax burden 

on the productive middle incorre bracket." 30 '!he latter continued in the 

sarre vein, seeing the White Paper as part of a governrrent plan for a new 

type of society . Executive saw the proposals as an increasing incursion 

on property rights and entailed growing public control of investrrent and 

31 the economy. 

'!his intensified attack on the White Paper was led by the 

financial sector, with a particularly prominent role being played by the 

ch . f th . bank 32 cu:rtren 0 e maJor s. In addressing his bank I S annual rreeting, 

Neil J. McKinnon, chairman of the canadian Irrperial Bank of Cormerce, 
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stressed that canada had traditionally needed a great deal of capital, 

that the bulk of this saving had carre from middle-incorre groups, that 

this had been encouraged by tax incentives, and that this had all resul t

ed in economic growth. He argued that this process would be severely 

threatened under the White Paper; the proposals would make "it impossible 

for the private sector to accumulate private capital of consequence." 

He further predicted a range of drastic economic consequences which 

would "depress the general standard of living, particularly for the 

lower-incorre groups." Mr. McKinnon darkly concluded that "both the eco

nomic consequences of the proposals of the White Paper and the princi

ples that underlie them constitute a threat to the canadian economy and 

to the :people of this nation. ,,33 At the annual rreeting of the Bank of 

r.bntreal, its chainnan G. Arnold Hart also predicted adverse effects 

from the White Paper. He saw this as a further troubling manifestation 

of growing state intervention and expenditure and emphasized the exten

sive public debate that had emerged: "One can only hope that the criti

cisms being voiced will not be taken by the governrrent just as special 

pleading. ,,34 W.K. McLauglin, chainnan of the Royal Bank, told his share

holders rreeting that heavier burdens on the middle and upper-incarre con

stituted a tax on capital accumulation. He further condemned the White 

Paper for hindering the flow of the foreign capital so necessary for 

canadian economic development. 35 

Such pressure carre not only from the top executives of the 

three largest banks, but from other sections of the financial corrmuni ty 

as well. J. Allyn Taylor, chainnan of canada Trust and President of the 
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canadian Clamber of Cornrrerce, addressed the trust company's sharehold-

ers: "We can't afford a tax system that dampens incentive for capital 

investment. I believe that is exactly what the white paper proJ?Qsals 

will do. ,,36 Mr. Taylor stressed that the \'fuite Paper's discouraging ef-

fect on investrrent nrust be seen in the context of the similarly damaging 

1968 changes in the taxation of estates and financial companies. He 

stressed that "the white paper prol?Jsals have given rise to a ground

swell of criticism from all across the country." 37 An issue that had 

attracted considerable attention within the financial sector was the re-

cornrended periodic revaluation of unrealized capital gains. In a sur-

vey of underwriters at brokerage houses, the Financial Times found "a 

growing feeling in financial circles that the pressure on the government 

to abandon the five-year revaluation of widely-held shares will be too 

strong- to resist.,,38 

Another crucial sector of the corporate economy also launched 

an all-out as saul t on the Hili te Paper. The mining industry was quick to 

oppose the recommended reduction of their tax incentives and to appeal 

to regional economic interests and provincial governments for sUPl?Jrt 

in their campaign. The chief executive officer of Cominco Ltd. stated 

that the heavier taxation entailed in the White Paper "obviously w:)uld 
39 

inevitably result in the drying up of investrrent in the mining industry." 

The supervisor of taxation for Cominco noted that his corrpany was con-

sidering shutting down a major operation of Trail, British Columbia if 

the White Paper were implemented and predicted that Cominco w:)uld direct 

its capital outside of canada. 40 The Liberal government of Saskatchewan 
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had quickly called on their federal counterparts to reconsider the White 

Paper reforms. It was felt that proposed changes in resource taxation 

would fall disproportionately on the western provinces. 41 A brief sub-

mi tted by the Ontario Mining Association to Premier Robarts of Ontario 

argued that the White Paper threatened the province's long-tenn inter-

ests: "Adoption of the proposals in their present form will inevitably 

rrean a slowing down of the growth of Ontario's mineral industry, thereby 

paralyzing Ontario's econany, particularly as it relates to northern 

Ontar ' ,,42 
lO. The O.M.A. urged the province to initiate discussions with 

the federal governrtent to develop a rrore favourable mining policy. 

The House of Ccmtons conmi ttee conducting hearings on the White 

Paper had originally set ~tarch 1 as the latest date for the receipt of 

briefs. While this deadline was subsequently relaxed, there was consid

erable pressure on interested groups to formulate their views quickly.43 

The result was that major corporatiOns were hard at work at the prepara-

tion of briefs on the vJhite Paper in the early rronths of 1970. The 

ottawa Board of Trade, for example, had distributed 1200 questiOnnaires 

to its members to ascertain their reaction to the key proposals of the 

White Paper, the results of which would l:::e incorporated in the Board's 

brief. 44 A special committee of the Toronto Stock Exchange, in conjunc-

tion with a firm of economic and financial consultants, was examining 

the central policy implications of the White Paper preparatory to draft

ing its submission to the government. 45 Similarly, the taxation cammit-

tee of the Toronto Board of Trade was preparing its brief for the go-

verrnrent and the parliarrentary corrmittees. In an editorial entitled 
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"Meet the Challenge" in its rronthly Journal the Board set this prepara-

tion in its wider context. As the implications of the ~1hi te Paper be-

CaIre clear, the Board's apprehension had d~pened: "It sees its concern 

reflected in the public utterances of many outstanding canadians and in 

the groundswell of protest from businessrren and middle-incorce canadians 

whether they be engaged in business or not." The Board emphasized the 

serious consequences of the White Paper: "Make no mistake about it. 

That way of l ife whose disciplines of initiative and risk brought canada 

its present enviable standard of living is being seriously challenged." 

Because of this threat, board rrernbers had a responsibility to fight the 

White Paper. In addition to the Board's collective brief, rrernbers were 

urged to write to governrrent leaders: "M=anwhile it is ilnperati ve that 

members take action immediately, not only as officers of the companies 

which they serve, but also as individuals. ,,46 This plea for action was 

successful; the Board received numerous copies of letters to the govern

rrent from i ts rrernbers. 47 Because the "council of the Board recognized 

that the White Paper proposals were of singular importance to the busi-

ness camrunity", it had established a steering committee to oversee its 

activities on the proposals and its standing taxation committee had con-

48 ducted an in-depth study of the White Paper. The board held three se-

minars to discuss the White Paper and exchange views on the proposals 

between the Boards' taxation committee and its rrernbers: "approxirnatel y 

1,200 rrernbers representing hundreds of other members in a wide range of 

capacities in M:tro Toronto attended these seminars. ,,49 Such feverish 

activity by organizations like the Toronto Board of Trade illustrates 
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the wider significance of the preparation of briefs for the government. 

It will be seen that the extensive application of corporate resources 

and energy to this task resulted in the development of comprehensive and 

impressive critiques of the reform plans and the formulation of relati-

vely coherent counter-policies on tax changes. Equally importantly, 

these widespread efforts were a critical part of the growing political 

mobilization of the business community against the White Paper. 

As has been seen above, the central theme of early business 

criticisms of the White Paper had been that it would adversely affect 

economic growth. This oPJ?Osition was galvanized by a speech made by the 

Deputy Minister of Finance to the canadian Bankers I Association. Mr. R. 

B. Bryce downplayed the reduction in private savings expected the result 

fran the White Paper and added that "it would be quite possible to in-

crease savings in the government sector by as much as private saving 

would be reduced. ,,50 This pronouncement touched off a great uproar with-

in the business ccmnunity, which was solidly and vehemently opposed to 

any shift of investrrent from the private to the public sector. A Finan-

cial Tlires editorial entitled "An alluring speech" strongly objected to 

Mr. Bryce I s views: "The whole implication was to confirm that the tax 

reform white paper is based on a philosophy which considers it inherent-

ly desirable to take more savings out of private hands into government 

hand 
,,51 s. The Tlires wanted to be assured unequivocally that this was 

not government policy. r-bre generally, business was deeply suspicious 

of the government I s intentions on tax reform: there was much criticism 

that supporting economic studies to the White Paper conclusions had rot 
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been made public and a widespread feeling that Department of Finance 

officials were isolated from public opinion. 52 

The lines of corporate opposition to particular proposals of 

the White Paper had also becare clear by the new year. Opinion on capi t-

al gains taxation ranged from flat rejection to resigned acceptance, 

but all agreed that the five-year revaluation of unrealized gains was 

impractical. An argument that was to becare an important therre of busi-

ness opinion was that capital gains must be considered along with other 

taxes on wealth, especially estate taxation. Business had becorre increa-

singly concerned about this ca:nbined impact: 

It seems apparent that many entrepreneurs (to use the term 
broadly) view the White Paper as a disaster and talk of 
gi ving up or IlDVing elsewhere. No matter haN skeptical 
one might be of substance of these reactions, the point re
mains that if a certain group of people predict a stated 
result, it may well happen even if all the premises for 
the prediction are incorrect. In other words, if the new 
tax reform proposals are viewed by individuals with initia
tive, capit al and ability as being punitive, the toll t053 the economy may be far greater than logic \\Ould support. 

As has been discussed at other points, haNever much such beliefs are 

based on errotional or ideological grounds rather than the concrete im-

pact of the reCOI'ClTended changes, they are still highly significant. If 

the changes were seen to damage the climate for investment by those who 

control allocative capital, then regardless of their objective effect, 

investment could be cut. These objections to the taxation of wealth a-

rose from the prevailing business view of the entrepreneur: "he works 

as hard as he does and takes the risks that he asS'l.lIteS for the purpose 

of building a business or an estate for himself, his family and his as-
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sociates. If the result of this effort is 'confiscated', he loses his 

desire and drive. ,,54 The taxation of capital gains during lifetirre com

bined with a substantial estate tax upon death would have this effect: 

"On the other hand, if the estate tax were elllninated (or reduced sub

stantially ) i t seems that the desire to create and be productive would 

still remain i n spite of the tax on capital gains. ,,55 Opinion on inte

gration was still mixed, but all agreed that the distinction between 

widely and closely-held corporations must be dropped. The general feel

ing was that support for small business had to be far rrore generous than 

proposed, and very many opposed outright the elimination of the dual 

rate of corporate taxation. There had been increasing protest against 

the stringent lirni tations on allowable business expenses. 56 

Within this hardened corporate OPPOSition, there were still a 

number of prominent voices who argued a rrore reformist perspective that 

braodly accepted the need for reform and the White Paper goals. Lance

lot J. Smith, one of the rrost influential professional tax experts 

stated: "The white paper is a valid proposal. It is here and it has to 

be dealt with in a constructive manner. It cannot be dismissed as pre

cipitously as many of its critics v.rould wish. ,,57 He went on to IPake an 

even rrore heretical declaration: "As tirre goes on, I think everyone is 

becoming rrore appreciative of the wisdom and logic of the IreIl1bers of 

the carter Royal Commission on Taxation. ,,58 The rrore reformist cormen-

tators all agreed that the distinction between widely and closely-held 

corporations and the five year revaluation of unrealized capital gains 

must be dropped, but that the other proposals could, with suitable rrodi-
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fications, form the basis of a ~rkable restructuring of the tax system. 

Such views had been argued by Mr. Smith, fOrnEr Minister of Finance 

Walter Gordon and A.J. Little, past president of the Canadian Chamber 

of Commerce. 59 These more reformist attitudes were, however, by no 

means the preeminent therres wi thin corporate cornrentary. The predomi

nant current wi thin the business corrrnuni ty remained strong, and in

creasingly well organized, opposition to the White Paper as the basis 

of reform. 

Small Business 

From the first release of the Villi te Paper, there had been con

siderable opposition from small business . This hostility quickly coal

esced into an organized form with the establishrrent of the Canadian 

Council for Fair Taxation in December, 1969. 60 Although the primary 

impetus for the Council's formation had been opposition to the elimina

tion of the dual rate of corporate taxation, it also strongly objected 

to the whole tenor of the vJhite Paper, which it terrred a "deceitful 

dOCt.lIrent". The C.C.F.T. had quickly received enquiries fran about 300 

businesses in the Toronto area, was fOrming chapters in other cities, 

and planned to organize a speakers bureau, m:mthly bulletin and an ad

vertising campaign against the White Paper. The general secretary of 

the Council was Mr. John Bulloch, an instructor at Ryerson Pol ytechnical 

Institute and director of a family tailoring company, and other direc

tors were presidents of local businesses . Although the C. C.F . T. was 

primarily an organization for small businesses, Mr. Bulloch expected 

support from people in all occupations and stressed that larger busines-
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ses also were greatly concerned arout the proposals. The Council did 

plan to sul:::mi t a brief to the goverrurent, but did not believe that such 

sul:::missions would change the gove~nt's basic philosophy on refo:rm: 

"We don't believe they are going to listen to us unless we are a threat 

61 
at the polls. " Consequently, the Council's goal was to rrobilize pub-

lic opinion against the White Paper. 

The campaign against the proposals was spearheaded by Public Rela-

tions Services Ltd., one of the largest public relations finns in the 

country. Its president, John o. Hall, was also a director of the cana-

dian Council for Fair Taxation. The finn was well connected to both 

the Liberal and Conservative parties. Mr. Hall described the White 

Paper as a "socialistic docurrent" and "an attempt to obliterate the 

middle class." He noted that the c. c. F • T. expected to raise between 

$300,000 and $500,000 for its campaign, had already got pledges of 
62 

$50,000 and planned to "carry this fight into the next federal election." 

Other similar groups were also being favoured to canbat the White Paper. 

The Ccmni ttee of Concerned , Londoners was orgnized in December and claim-

ed to have attracted considerable local business sU~:'l?ort. This group 

opposed the elimination of the lCMer rate of corporate taxation, the 

harsh capital gains tax, the higher revenue yield of the proposals and 

the overall thrust of the White Paper, which it saw as being "directed 

tCMard socialism in its truest sense. ,,63 

The rrobilization of small business opposition continued to 

build Iocm:mtum through early 1970. The canadian Council for Fair Taxa-

tion pursued its goals of killing the White Paper and forcing the resig-
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nation of the Minister of Finance, and in uniting middle class canadians 

in this 0PPJsition. The Council, with a growing rrernbership of 6000, 

sought to provoke a revolt within the Liberal caucus against the proPJ

sals by organizing public protest and by urging its supPJrters to vote 

in the next election only for those candidates who oPPJsed the White 

paper. 64 The Council's message was put forth at a February rally of 

three thousand65 and a stonny rceeting in which the Minister of Finance 

was subjected to harsh criticism from small businessmen and upper and 

middle-income earners. 66 Council secretary-general John Bulloch was 

enthusiastic after a two-week trip through western canada in which he 

found extensive 0PPJsi tion to the White Paper and sUPPJrt for the Coun

cil's canpaign.67 By April, the Council's rrernbership had grawn to 

12,000 and further rallieswere planned across the country. In a speech 

to the canadian Importers' Association, Mr. Bulloch said that the coun-

cil had applied for a government charter to become a permanent PJlitical 

J:x:rly. 68 Other groups also continued to be active in the battle. OVer 

one thousand people had contributed a total of $40,000 to a fund estab

lished by London businessman Colin Brawn to oppose the White Paper. 

Mr. Brawn had plaoed full-page advertisements in newspapers across the 

country urging taxpayers to write their M. P. s and rrore than 34,000 peop-

Ie had sent clippings from the advertisements oPPJsing the proPJsals to 

Ottawa. 69 

This pervasive protest from small business had a twofold signi

ficance. First of all, it marked the emergence of small business as an 

organized PJli tical force. This category had tradi tionall y been seen 
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as an irrtp:)rtant constituency by the major political parties; politicians 

often paid lip-service to the idea that small businesses were the bed-

rock of the economy and society. In the past, pressure fran small busi-

ness had also occasionally been an important factor in policy formation; 

for example, protests to individual Members of Parliament over 1968 

estate tax changes were an irrtp:)rtant factor in the subsequent governrrent 

retreat. However, small business had never been a permanent presence in 

policy deliberations. It was the campaign against the White Paper that 

saw the emergence for the first time of small business as an organized 

and relatively coherent force in the political realm. 70 

Secondly, and of rrore imrrediate importance, the rrobilization 

of small business against the White Paper added to the already pervasive 

opposition from major corporate interests. The small business campaign 

against the refonn proposals was stridently right-wing: the White Paper 

was constantly portrayed as a socialistic document perpetrated by left-

., t 71 Wlngers In governrren . The tenor of this hostility was so extreme 

that a number of rrore sophisticated corporate commentators were decided-

ly uneasy. Lancelot J. Smith objected to such "irresponsible" criticism: 

"FIrotional and intemperate condemnations, accompanied by loud clarrors 

that the white paper will ruin small business, destroy the economic base 

of the country and cause a new brain drain, leave Ire astonished. ,,72 The 

Financial Post wryly corrnented on the "remarkable bedfellows" in the at-

tack on the proposals: "There is evidence, for instance, that one of 

canada's largest financial institutions is helping to bankroll a group 

protesting the loss of lower tax rates for smaller companies. ,,73 Not-
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withstanding the harshness of their rhetoric, the small business pres-

sure was not far rerroved from the rrore conservative thrust of corporate 

opinion that predicted that the White Paper would shake the foundations 

of the canadian economy and way of life. The canadian Council for Fair 

Taxation and other small business spokesrren stressed very similar therres 

as rrore powerful corporate interests. 

This widespread small business campaign generated extensive 

publicity and a great deal of mail to the government against the White 

74 Paper. While there is no evidence that these protests were highly in-

fonre<i, the governrrent still had to be sensitive to such expressiOns of 

public dissatisfaction. The effectiveness of this campaign was enhanced 

by its focus on issues, such as capital gains and the elimination of the 

dual rate of corporate taxation of widespread errotional appeal. 75 The 

White Paper was ?Ortrayed as confiscating ~rivate property and savings, 

sapping initiative and incentive, destroying family businesses and 

threatening the very basis of the canadian economy.76 Such messages 

were coming not just from small business, but from the highly skilled 

publicists of major corporate organizatiOns as well. The cumulative ef-

fect was the creation of a climate of opinion sharply hostile to the 

White Paper. 

The well organized protest of small business reinforced the ex-

tensive opposition of dominant corporate interests to the recommenda-

tions. The stridency of the small business campaign made the criticisms 

of major corporations and associations seem reasonable and rroderate by 

contrast. Whatever the specific influence of small business dernarrls, 
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they added a further important layer to the pervasive hostility faced 

by the governrrent over its refo:rm proposals. As it was fonnulating its 

final policy, it would seem to the governrrent that it was confronted by 

a business community united in solid opposition to the White Paper. 

III. Political Context 

Provincial Opposition 

Debate on the White Paper was ccmplicated by a number of furt

her developments within the political system. First of all, the federal 

reform proposals were also attracting increasing provincial hostility. 

As ooted al::ove, oPIX>sition to the White Paper had developed soon after 

its release in the "Western provinces. In late t-bvember, the Saskatchew

an provincial Liberal Party convention overwhelmingly approved a resolu

tion expressing "grave concern" over the long-term effects of the propo

sals on the West and particularly their province. 77 A statement signed 

by the premiers of British Columbia, Alberta and Saskatchewan described 

the White Paper as "little short of disastrous to Western canada" and 

completely unacceptable to their provinces. Premier Thatcher of Saskat

chewan warned Prine Minister Trudeau of the danger of "Western separation 

if such problems were not attended to. 78 

Provincial opposition to the White Paper was especially pronoun

ced at the federal-provincial finance ministers' conference in mid-

December, 1969. The main provincial objections closely paralleled the 

main themes of prevailing corporate criticisms of the White Paper. This 

was very clear in a major critique of the federal proposals presented 

by the Ontario governrrent. Ontario favoured tax credits rather than 
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higher personal exemptions to aid law-incorre taxpayers. Provincial 

treasurer Charles MacNaughton argued that the elimination of the dual 

rate and other changes in business taxation \\Ould "inhibit growth and 

expansion of small businesses, penalize scarce entrepreneurial talent, 

and d t . ti hi h . h t . 79 H lIed f th e er new, lnnova ve, g -rlS en erprlses. e ca or e 

moderation of the White Paper treatment of small business or the intro-

duction of additional rrore favourable incentives, and also questioned 

the proposed limitation of resource incentives. Ontario further argued 

that death duties should be gradually eliminated with the implementation 

of capital gains taxation. The federal Minister of Finance announced 

that three key aspects of the Whi te Pa~ 'M:)uld be reconsidered in 

light of the major provincial criticisms: the elimination of the dual 

rate, taxation of unrealized capital gains and the elimination of exis-

ti . 80 ng resource concesslons . 

Provincial opposi tion to the White Paper continued to grow du-

ring the early rronths of 1970 and Ontario carne to play an increasingly 

leading role. In a speech to the Society of Industrial Accountants of 

Ontario, Mr. MacNaughton argued that the federal proposals were infla-

tionary and designed to reduce the provincial share of total incorre tax 

81 revenue. Premier John Robarts presented a severe critique of the 

~v.hite Paper to the Financi al Executives Institute. 82 The Ontario govern-

rrent supported the principle of capital gains taxation, but felt that 

the federal proposals were far too stringent. The Premier condemned 

the treatment of small businesses as having "a devastating impact on 

Canadian initiative and independence. It could spell the end of the 
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small business developed by individuals, which has been the well-spring 

of our economic success and strength through rrore than one hundred 

years.,,83 Mr. Robarts also joined with "rrany conscientious canadians" 

in the concern that the "reduction in personal and corporate savings 

will severely curtail our long-run potential for growth." He further 

objected to the White Paper's lack of consideration of provincial fis

cal problems and the large tax increase of $1300 million (12% over ex

isting levels) entailed by the proposed structure. 84 

The significance of provincial opposition to the White Paper 

was clearly recognized and much discussed within the business cornrn.mity. 

One leading cornrentator argued that a sustained effort by the major pro

vinces, especially Ontario, ~uld be required to force significant 

changes to the White paper. 85 As this provincial opposition developed, 

its effect was to powerfully reinforce prevailing objections to the pro

posals from business sources. 86 So much so that rrore reformist corpor

ate spokesrren were ala.nred, as they had been with the extremist small 

business pressure. It was felt that Premier Robarts' harsh attack on 

the White Paper lent considerable support to the right-wing groups oppo

sing the reforms. 87 If this pressure forced the abandonment of the White 

Paper, then no other government would dare to propose necessary rationa

lizations to the tax structure for many years. 88 

Partisan Political Competition 

'Ib further compound the pressure against the government, Profres

sive Conservative leader of the Opposition Robert Stanfield had launched 

a national campaign against the White Paper in February.89 This was 
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announced at the end of a Conservative Party policy conference on the re

fonn proposals. Party leaders had concluded that the White Paper would 

be the major issue in the next election and seized upon an all-out at

tack on the proposals as the means to reinvigorate the party's sagging 

fortunes. 90 
Mr . Stanfield called for the im:rediate withdrawal of the 

White Paper and put forth a series of al ternati ves: all with incomes be

low official poverty levels to be removed entirely from the tax rolls; 

rates that would foster small business; less stringently applied capit

al gains at a 25% rather than 50% rate; integration of estate and capit

al gains taxation; and closer coordination of federal, provincial and 

municipal taxation. 91 
Mr. Stanfield pressed this message in a three 

rronth cross-country carrpaign in which he travelled over 50, 000 miles, 

spoke in 26 cities and gave numerous press conferences. 92 In common with 

many businessmen, he clearly saw the proposals as a further encroach

ment of the government into the private sector: "The White Paper re

flects a desire to siphon off, to transfer, a very substantial block of 

private resources - savings or what not - into the public realm." He 

further condemned the White Paper's willingness "to sacrifice certain 

active parts of the community - small corporations, for exarrple - with 

relatively small gain in revenue" and "to subject middle-income groups 

to substantially higher rates. ,,93 Several of Mr. Stanfield's party col

leagues were far rrore strident in their attacks. 'lWo Conservative M.P.' s 

from Alberta canpared Mr. Benson to Karl Marx and the White Paper to the 

Corranunist Manifesto and argued that the purpose of the refonns was to 

seize private capital and individual property.94 
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Pressures Facing the Government 

The government had anticipated strong corporate hostility again

st the refonn proposals. 95 This proved correct: the initial uneasy but 

cautious appraisal of the White Paper quickly hardened into virtually 

total rejection of its basic priorities and central recommendations. 

What the government had not envisioned was the rise of a highly organiz

ed and extrerrely right-wing opposition, based largely upon small busi

ness. Such pressure was reinforced by the partisan attacks of the feder

al Conservatives and the growing opposition of provincial governments. 

The increasing tempo of this ~asive opposition had apparently struck 

a responsive chord in the public rrood. Mail to the Minister of Finance, 

which initially had been 20-1 in favour of the proposals, had by early 

January become mainly critical. 96 
As attacks on the White Paper continu

ed to build through the early rronths of 1970, "organized opposition, at 

the grass roots level, was fanned to a hysterical pitch, mainly through 

expensive advertising campaigns. At the height of these campaigns, 

letters of protest were said to be arriving in ottawa at the rate of 

7000 daily. ,,97 As noted above, individual M.P. 's had also received a 

great deal of critical mail, including many coupons clipped from adver

tisements opposing the proposals. Conservative party headquarters was 

also receiving many protests against the White paper. 98 

What all of this rreant is that tax refonn had become a very hot 

political issue for the government and that the White Paper could prove 

to be a distinct liability in tenns of public and electoral support. 

The efforts of small business organizations had been especially effective. 
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As noted above, the Canadian Council for Fair Taxation had hoped to 

spark a revolt arrongst the Liberal caucus and had asked its rrembers to 

vote only for those candidates who opposed the White Paper in the next 

election. 99 Feeling this pressure, Liberal M. P. 's in turn pressed the 

governrrent to retreat from the White Paper .100 In early parliarrentary 

debates in December, 1969, several Liberal rrembers severely criticized 

th al d ced th ' ' t t ' f tin ' t th 101 e propos s an announ elr In en lon 0 vo g agaJ.nS em. 

Individual M.P.'s were also speaking against the White Paper outside of 

the House: Liberal Judd Buchanan told one hundred executi ves at a rreet-

ing of the Canadian Industrial Managerrent Association that he would not 

102 vote for the White Paper. Pressure on the federal governrrent was 

also being exerted by provincial Liberal parties: Ontario Liberals oppo-

sed the Paper out of fear that it would becorce valuable ammunition for 

th ' Co t' t ' th ext 1 ct' 103 elr nserva lve opponen s In e nee lone 

Governrrent Response 

The first response of the governrrent to the Mute Paper's hosti-

Ie reception was to attempt to justify its central prop::>sals. In a 

series of speeches to business and professional meetings, the Minister 

of Finance stoutly defended the revaluation of unrealized capital gains, 

the government's need for revenue and the elimination of the lower rate 

of corporate tax. 104 Mr. Benson criticized the Canadian Council for 

Fair Taxation for its efforts to mobilize opposition to the White Paper 

rather than contribute to constructive reform, and wondered whether the 

Council was really an organization of big businessmen masquerading as 

small businessmen to gain tax advantages. 105 This strategy did not prove 
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notably successful and opposition continued to build. The government 

then quickly responded with a number of early concessions: the treat-

ment of capital gains on bonds and mortgages and of profits of private 

utility enterprises would be relaxed. l06 The government also reiterat-

ed, as i t had stressed before the release of the White Paper, that the 

proposals were open to revision. On Mr. Benson's first western tour to 

promote the newly published White Paper, he stated: "We're willing to 

change anything if you can convince the government that it would be in 

the public interest to do so. ,,107 In a later January speech, as opposi-

tion to the White Paper solidified, Mr. Benson stated that there would 

be major changes in the reform proposals before they became legislation. 

He told 600 businessmen at the canadian Club of Toronto's annual lunche-

on with the federal Minister of Finance that "sone things in it simply 

won't work. ,,108 He refused to specify the unworkable proposals, but pro-

mised to do so when appearing before the inminent par liarnentary conmi t-

tee hearings. Mr. Benson urged those with ideas on hCM to improve these 

proposals to present them to the parliamentary corrrnittee. 

The government's original strategy had been to wait out the ex-

pected opposition as the White Paper was being examined by the parlia

mentary conmittees and then put forth compromise legislature. l09 Haw-

ever, the trerrendous pressure against the White Paper, far rnore than 

ever anticipated by officials, could force quicker action. In late 

February, a Toronto Globe and Mail editorial urged the Minister of 

Finance to defuse the pervasive, and in their view often hysterical , op-

110 position by dropping the most objectionable proposals. If this was 
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not done, the majority of the White Paper that was both sound and neces

sary could not be salvaged, and the overall process of refo:rm would be 

rejected by the public. As noted above, this possibility had been the 

source of some anxiety among the more reformist business spokesmen. 

There was great concern that the heated partisan political debates and 

extremist hostility against the White Paper would in effect harden the 

battle lines on the key issues of reform. By forcing the government 

either to stubbornly defend its position or to make precipitate and un

warranted concessions, this could hinder the revision of the proposals 

and the objective and rational reformulation of policy. III Business 

was also aware of the constraints on government concessions to the enor

mous pressure it faced. Concessions to small business, for example, 

"are highly unlikely to be made at the expense of the law-incorne taxpay

er. They are unlikely to be made at the expense of federal revenues 

either: the government can be expected to guard its extra incane with 

all its rnight.,,1l2 

Limi ted Defense of the White Paper 

One of the major reasons the drive against the White Paper was 

felt so strongly by the government was the relative lack of any sustain

ed defense of the reform proposals from outside the state. There was 

certainly some public support for the White Paper, but it in no way mat

ched the resources and zeal of the campaign against the reforms. As had 

been seen, there were voices within the corporate sector who felt that 

the White Paper, with sui table modifications, could serve as the basis 

of a reformed fiscal system. 113 Such limited corporate support for re-
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form provided the governrrent with little relief; the predominant thrust 

of business opinion and pressure was solidly critical of the White Paper. 

More explicit support for progressive tax reform came from a 

number of directions. '!he president of the canadian Labour Congress, 

~:mald MacDonald, issued a statem:mt on the White Paper three days after 

its release. 114 
He noted that "the need for a drastic reform in our 

canadian tax structure has long been apparent" and that the C.L.C. had 

endorsed the general proposals of the Royal Commission. '!he White Paper, 

however, would not fundamentally correct the unfair distribution of the 

tax burden and was a retreat from these goals: '~1hile the governrrent 1 s 

White Paper in principle has recognized the inequitable nature of our 

tax system and is proposing some modifications of existing inequities, 

it has stopt?e<i far short of reCOImEnding what we believe should have 

been a drastic reform in canadian taxation." It did not eliminate the 

regressive federal manufacturing sales tax, yielded only small savings 

for law-inco:rre taxpayers and "fails to provide for proportionate tax in-

creases for those with higher incomes." '!he Congress planned to pre-

sent its views to the parliamentary cornnittee: "At these hearings, the 

C.L.C., which has for years stood for a fairer distribution of the tax 
115 

burden, will put forward a strong case on behalf of Canada 1 s workers." 

'!he New Democratic Party had also long called for progressive reform and 

had supported the Carter proposals. '!heir first reaction was very simi-

lar to that of organized labour. Donald MacDonald, an Ontario M.P.P., 

prepared a brief on the proposals: "the general thrust of the White 

Paper is in the right direction. '!he N.D.P. welco:rres the IIOves to great

er equity in the tax structure. ,,116 But the party had rrany funda:rrental 
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cri ticisrns : the reliance on personal exemptions rather than tax credits, 

the departure from the carter concept of a ccmprehensi ve tax base, con

cessions to the mining industry and "in typical Liberal fashion, the 

proposals shift the burden from the lower-incare groups, and fix it rrore 

heavily on middle-incare groups, while reducing it for the higher-

incare groups." Credit unions also objected to proposals to treat their 

operations like standard businesses. 117 

Thus, there were organized interests pressing the government to 

bring in progressive tax changes. The government itself has stressed 

that the White Paper Y-X)uld help low-incare canadians and it would be 

hard to abandon this promise. Of further importance was the great per

sonal cormti.t:rrent of the Minister of Finance to tax reform. However, the 

pervasive opposition to the White Paper from canadian capital, small 

business and provincial governments sharply reduced the significance of 

these factors and their political advantage to the governrrent. It was 

the rnassi ve attack on the proposals from business that was of central 

importance as debate shifted to the hearings of the parlimentary canmit

tees. 
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Chapter 13 Participatory DeIrocracy: The 1970 Hearings of the 

Parlianentary Comni ttees 

I. Parlianentary Corrmittee Hearings on the White Paper 

In the spring of 1970 the growing opposition to the White Paper 

shifted its focus. In December 1969, after a heated parliarrentary debate, 

the White Paper was referred to the House of camons Standing Comni ttee 

on Finance, Trade and Economic Affairs and the Standing Senate Comnittee 

on Banking, Trade and Ccmrerce which would examine the refonn proposals, 

hear the views of any interested parties and report the ccnclusions of 

their deliberations. 1 It was these hearings that becarre the major forum 

for public debate on tax refonn. From March to August 1970, the Cormons 

Comnittee hel d well over one hundred meetings in which it received 211 

briefs presented by 820 individuals. Including those submissions not pre

sented in the public hearings, the comnittee received a total of 524 

briefs, as well as 1093 letters and other submissions. 2 The Committee's 

final RelX)rt stressed the unprecedented scale of this public input into 

the policy process: "the submissions with respect to the White Paper pro

posals for tax refonn represent the greatest input of opinion and sugges

tion any canadian Parliamentary Comnittee has encountered ... The degree of 

public participation in the formulation of tax policy, as far as your Com

mi ttee is aware, is unparalleled. Brief after brief, whether supporting 

or critical of specific proposals, corrmended this process. ,,3 What the 

Corrmittee did not indicate, but was in fact highly crucial, was the high

ly unequal nature of this participation. The trerrendous political and 
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economic resources of capital enabled corporate enterprises and associa

tions to dominate the hearings. 

The White Paper Hearings and the Policy Process 

The government's publication of its proposals for tax reform in 

the form of a white paper was by no rreans unique. White papers on a wide 

range of issues had becare increasingly COITlIDn in the post-war period as 

rreans of presenting governrrent policy and the relevant background info:rma.

tion with which to evaluate it, and of preparing and testing public opinion. 

They had becorre an important technique used by governrrents to consult with 

interested groups and organizations on the direction of policy as it was 

being formulated. These develo:pIre11ts were reinforced by a number of pro

cedural changes that had increased the importance of parliarrentary corrrnit

tees as forums for the discussion of government policy. 4 The corrrni ttees 

examined witnesses, conducted detailed analyses of central policy quest

ions and made recomrendations to the governrrent. Their hearings, which 

not only directly contributed to the corrrnittees' deliberations but were 

also closely followed by the governrrent, provided an arena in which the 

opinions of interested organizations and outside expertise could be 

brought directly into the process of state policy fo:rma.tion. 

These trends were of great significance in the process of tax 

reform. The White Paper on Tax Reform had been issued as a set of ten

tative and flexible proposals for public discussion and for subsequent re

vision on the basis of that discussion. The parliarrentary committees, 

especially the House of Cormons comnittee, were to be the main locus of 

this discussion. The Minister of Finance stressed the importance of these 
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arrangerrents wi thin the formulation of state policy: "The White Paper 

process now perrni ts Canadian individuals and groups to make a contribution 

to the modification and consolidation of related decisions at an inter

n:ediate stage . ,,5 Such contributions were seen to be highly significant: 

"EXpert knowledge needed for governrrental action is rrost likely to be 

be found anong the affected parties, who are nost anxious to offer their 

assistance. By holding a public debate prior to the drafting of legisla-

tion, the governrrent was able to avail itself of this information before 

it undertook the i.rrplerrentation of its f inal policy." 6 The governrrent I s 

errphasis on publ ic involverrent and constant declarations that the ccmnit

tee deliberations would be of great influence in its final conclusions 

were to prove an important constraint on its freedom of action . '!he go

vernrrent could hardly then ignore the findings and recararendations of the 

corrmi ttees. To do so would destroy the credibili t y of the reform process 

and of the governrrent I s cormtit:rrent to public participation, a therre much 

proclaimed by the Trudeau administration. 

The importance of these general developments was much discussed 

wi thin the business corrmuni t y . 7 The Financial Post saw the increasing 

use of parliarrentary conmittees as policy forums as a signifi cant facet 

of the overall rationalization of the governrrental process. 8 More speci

fically, business attached great importance to the corrmittee hearings on 

the White Paper and took its participation in these deliberations very 

seriously. The large number of businessrren who strongly opposed the White 

Paper saw the hearings as the focus for their efforts to prevent its adop-

tion. Other nore IIDderate spokesmen, who recognized the need for tax 
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changes but who wanted alterations in the governrrent proposals, saw the 

hearings, in conjunction with federal-provincial discussion, as the forum 

in which a consensus on rroderate refonns could be built. Major corporate 

interests had been devoting considerable time and resources to the elabo

ration of their policy on tax reform and to the preparation of briefs on 

the White Paper virtually since its release. As this preparation continu

ed early in 1970 business argued that tax reform was too vital an issue 

to be rushed and that the Corcnons Comni ttee I s deadline of March 1 for 

briefs was unrealistic . 9 The Financial Post stressed that "responsible 

and constructive briefs" could not be prepared so quickly because the go

vernrrent had not yet amplified its own proposals before the Committee, 

provided the promised supplemental background papers on the effects of 

the White Paper, or indicated the rrodifications it planned; and because 

the reform proposals, which had thernsel ves taken years to prepare, were 

so complicated. The deadline had reinforced suspicions that the Minister 

of Finance, whatever his frequent pronouncements did not really welcome 

public participation: ''What is at stake is not rrerely wise tax reform, 

but even rrore important, the credibility of the federal governrrent as a 

governrrent with whan it is possible to have effective comnunication. ,,10 

It was also frequently stressed that the large numbers of sub-

missions being prepared by business associations and major corporations 

were not rrotivated solely by self-interest, but also by a genuine concern 

for the economic impact of the proposals on all rrembers of Canadian so

ciety.11 The thrust of such business comrentary was that the governrrent 

ImlSt be attentive to the opinions expressed in the parliarrentary hearings 
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and that corporate input to these deliberations, which business well knew 

it would predominate, would be a "responsible and constructive" contribu

tion to the developrrent of an optimum tax structure. Such arguments were, 

in effect, attempting to define the context in which the cormnittee hear

ings took place. Business sought to ensure that its many comprehensive 

briefs and impressive delegations would significantly influence the corn

mittee deliberations and the conclusions of their reports, conclusions 

which the governrrent could not then ignore. At the same ti.me, corporate 

input to the policy process was not being confined solely to the parlia

mentary committees; state officials also reviewed the briefs and many of 

the business submissions were presented directly to ministers and their ad

visers as well as the comnittees. In addition, the briefs were released 

with great publicity and corporate appearances before the comnittee were 

extensively discussed in the rredia. Business participation in these for

mal deliberations must be seen as part of its overall campaign of public 

pressure against the White Paper . 

Government Appearances Before the Parliamentary Cormni ttees 

The hearings of the Cornrons cornni ttee on the White Paper opened 

with the testiIrony of the Minister of Finance and his top advisers. 12 Mr • 

Benson stressed once again the government's flexibility: "We are willing 

to change any proposals that are in the White Paper if the government can 

be convinced. Largely I would think it would carre through the work of this 

corrmittee that proposals should be changed. ,,13 Mr . Benson faced criticism 

from committee rrernbers that the White Paper would damage small business, 

treat the middle classes unfairly, contribute to inflation and discourage 

investment and incentive. 
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The examination of government officials by the Senate committee 

was much harsher. This tougher stance was applauded by the Financial 

Tines: "The inhabl tants of 'the other place' may not have the showmanship 

of sorre of their counterparts in the Cormons, but they do have a sense of 

what matters and what does not. What matters about the white paper is 

its effect on the future of the Canadian econany - and the Senators got 

down to the guts of the matter with alacrity. ,,14 The response of Robert 

Bryce, Fo:r:rrer Deputy Minister of Finance and then the top adviser on tax 

reform to Mr. Benson, to this questioning and to the milder queries fran 

the Ccmrons cornni ttee, was not reassuring to business. Mr. Bryce admitted 

to the Senate Committee that the proposals would tend to increase saving 
15 

and decrease spending, but argued vaguely that the effect could be slight. 

He told the Cormons comni ttee that the governrrent viewed whatever econo-

mic effects the White Paper had as acceptable in light of the benefits of 

the reforms. 16 Business alarm at these bland assurances must be seen in 

the context of the very widespread suspicion of the Depart.rrent of Finance 

for not providing background papers on the precise economic impact of the 

proposals and for appearing unresponsive to public opinion on the tax 

17 changes. Prevailing anxiety was highlighted by the Financial Tines: 

"This paucity of infonnation can only be called irresponsible considering 

the dimensions of the change the government is proposing ... It is almost 

unbelievable that the government could not have anticipated a demand for 

as detailed a breakdown as possible on the probable economic effects of 

the proposals." While admitting that sorre opposition to the White Paper 

was self-interested, the Tines editorial went on to argue that "it would 
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be difficult for the rrost disinterested person to judge between the degree 

of equity it offers and the economic results without knowing what it will 

cost in tenns of jobs. It is not equitable to tax people less and at the 
18 

sarre tirre create an economic climate which puts their jobs in jeopardy." 

There were widespread demands that the government concretely answer such 

changes. 

The governrrent IS perfonnance before the parliarrentary corrmi ttee 

was hardly successful. Its representatives had been faced with major cri-

ticisrns and harsh questioning, especially from the Senate comnittee. Offi-

cial testirrony had certainly done little to dispel widespread anxiety over 

the economic iIrpact of the proposals and reassure the many critics of the 

White Paper. It was also clear that the rrernbers of the parliarrentary com-

mittees, including Liberal Members of Parliament, were by no rreans convin-

ced of the wisdom of the governrrent proposals and were receptive to pre-

vailing criticisms of the White Paper. It was in this context that the 

public hearings of the corrmi ttees began. The policy perspectives and de-

rnands put forth in the massive business input to the Comrons and Senate 

corrmi ttees will be examined in the next section. The sul::Inissions of a 

range of other organizations will be analysed and the nature of the parti-

cipation of these competing interests and policy alternatives in the 

hearings will then be compared. 

III. Corporate Submissions on the White Paper 

OVer 140 highly iIrpressive briefs from individual corporations 

and industry and trade associations were presented to the Commons corrmit-

tee. Even rrore iIrportantly, the extensive discussion and debate within 
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the business corrrnuni ty that had gone into the formulation of this resp:mse 

to the White Paper had resulted in the coalescence of corporate opinion 

around a number of consistent themes. Wi thin variations of emphasis and 

sophistication, the massive corporate input to the committees presented 

the governrrent with a clearly defined and consistent set of policy demands 

on the direction of tax reform. 

Priorities of Refo:rm 

The fun<iam=ntal premise of corporate policy on taxation had 

been quite consistent throughout the protracted debates on reform. In 

briefs to the Royal Commission hearings, in submissions to the government 

on the Carter Report and in continuing comrentary and pressure, business 

had strongly argued that economic growth rrust be the primary goal of the 

tax system and fiscal policy. This remained the starting point for its 

appraisal of the White Paper. The major thrust of the business opposi

tion that quickly developed to the White Paper was that the reforms would 

damage economic growth. This view was elaborated and arrplified in the 

formal submissions. The over-riding theme of corporate input to the par

liamentary committees was that the White Paper's choice of priorities was 

inadequate and that the implications of its overall framework and key re

cornrendations for economic growth were unacceptable. 

Most businessmen did not object to the White Paper's general 

goal of equitable taxation in principle. However, throughout the business 

briefs, there was profound disagreement with the White Paper's primary em

phasis on equity and the balance it struck between the competing object

ives of tax reform. None of the submissions openly rejected the inp)rt-
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ance of equity or of tax relief for the low-incorre, but many questioned 

the cost of the proposed changes to achieve these ends. The canadian 

Institute of Chartered Accountants, for example, was deeply concerned that 

the changes designed to shift the tax burden from the low-inCCJITe would re-

sult "in such a reduction in incentives and savings that it causes a re-

duction in the rate of economic growth, with deleterious effects on all 

canadians regardless of their circumstances. ,,19 In an individual brief, 

G. Arnold Hart, chairman and chief executive officer of the Bank of 

M:mtreal and one of the ITOst powerful executives in the country, accepted 

'~ithout reservation the fact that it is both necessary and desirable to 

find sorre economic rreans of lessening the tax burden on those of our 

people who are least able to bear it", but went on to argue for alterna

tive, less costly rreans of providing the necessary tax relief. 20 

There was a clear consensus that the goal of greater equity must 

not be pursued at the expense of economic growth. As ~ll as by such 

powerful groups as the canadian Manufacturers I Association2l and the cana

dian Petroleum Association, 22 this was expressed by a specific organiza-

tion forrred by leading businessmen in 1968 to promote economic growth as 

a central policy priority. The canadian Growth Association had presented 

a brief to the Minister of Finance in November 1968 "pointing out the un-

satisfactory treatment of the concept of growth in the Royal Commission 

on Taxation Report" and had followed this up with rreetings with the 

Minister and his top officials. 23 Appearing before the Cormons Committee, 

the Association was still greatly concerned with "the aim of growth has 
24 

been subordinated to the desire for equity in the White Paper proposals." 
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The Toronto Stock Exchange believed that sustained economic growth was a 

critical prerequisite to the achievement of all other economic and social 

goals. It ~uld be a "hollow victory" to attain a rrore equal distribution 

of incorre, if the total incorre to be divided was IlUlch less than it could 

have been. 25 The business sul:missions were not arguing that equity should 

be disregarded, but rather they emphasized that sustained economic growth 

was the essential precondition for improving the quality of life of all 

Canadians, especially the low-incorre. 26 Such a view, of course, leaves 

the attainrrent of social goals such as equity dependent upon private capi

tal, who control the resources which shape the tempo of economic develop

rent . 

Most significantly of all, the great majority of corporate 

briefs concurred with the Canadian Chamber of Comrerce that the overall 

effect of the White Paper "would be seriously harmful to Canada's growth, 

prosperity and employrrent. ,,27, and with the Canadian Manufacturers' Asso

ciation that the proposals, especially those that shifted the incidence 

of taxation, would reduce initiative and capital investrrent. 28 It was 

also widely predicted that the uncertainty engendered by such major reform 

proposals would have very damaging economic consequences. This view was 

strongly argued by the Hon. E.C. Manning, Senator, fo:rner Social Credit 

Premier of Alberta and director of a number of major corporations, when 

he appeared before the Conmittee on behalf of the Investrrent Dealers' As

sociation. 29 IntrodUCing the LD .A. brief, Senator Manning identified an 

"economic and social climate that stiIlUllates incentive and inspires con

fidence" as one of the major requirements for economic stability. On 
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this score, Senator Manning, like so many other corporate spokesmen, 

was highly critical of the White Paper: 

I am sure the Corrmi ttee is also concerned about the 
impact uncertainty with respect to tax proposals has 
on confidence , incentive and the business and social 
climate of the nation. Since its publication, con
cern engendered by the White Paper has resulted in 
the deferment of hundreds of millions of dollars of 
industrial and comrercial expansion. In the national 
interest it is of thj utmost importance that this 
concern be rerroved. 0 

Thus, the verdict of the business conmuni ty on the guiding pri-

orities of the White Paper was unanimous. Brief after brief condemned 

the errphasis on equity at the expense of economic growth and many corpor-

ate submissions argued that the proposed changes would seriously damage 

economic growth. For this IIDst fundamental of all reasons, the White 

Paper package could not be accepted as the basis of refonn. 

The Scope of Refonn 

Many corporate organizations also objected to the sweeping natu-

re of the White Paper recormendations. The IIDst forthright statement carre 

from the Trust Companies Association of Canada: "We do not accept the ap-

parent philosophy of the carter Oommission and of the White Paper propo-

sals that the existing legislation be abandoned in favour of an entirely 

new system ... It has becorre apparent that the White Paper does not contain 

proposals airred primarily at realistic tax refonn but at achieving a new 

social structure in Canada by rreans of revolutionary changes in our taxa-

tion system. A lack of realism is apparent throughout." While recogni-

zing the need for change, the trust companies argued that "true refonn can 

best be affected by continuing evolution of the existing legislation. ,,31 
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It was strongly argued by many organizations, including the Canadian Bar 

Association, canadian Institute of Chartered Accountants, Investrrent 

Dealers' Association and the Toronto Stock Exchange, that tax changes 

should be instituted in a gradual manner. 32 Reforms envisioned by busi-

ness, of a far rrore limited nature than those reccmrended by the White 

Paper, would entail adjustrrents to the existing system rather than its 

total restructuring. 

Personal Income Taxation 

Just as business had publicly accepted the principles of equity 

and fairness, many corporate submissions had applauded the general goal 

of reducing the tax burden of lower income groups. However, in the SanE 

way that business had strongly opposed the White Paper's primary emphasis 

on equity in practice, there was also great unease about the way in which 

the goal of lower taxes for the less affluent was to be achieved. A 

large number of corporate briefs were extremely apprehensive about the 
33 

effect of shifting the tax burden on to the middle and upper-incorre strata. 

It was widely felt that the higher burdens of a rrore progressive rate 

structure would stifle ini tiati ve and incentive. The Toronto Board of 

Trade put forth a typical statement of this belief: "With higher middle 

incorre tax rates and capital gains tax, work incentive for managers will 

be reduced, ... resulting in a reduction in the p<:x:)l of managerial and 

entrepreneurial talent so essential to the achievement of growth. ,,34 M.Jre 

significantly, business worried that the proposed heavier taxation would 

fallon precisely those groups who had funds available to invest and whose 

willingness to invest their capital could be seriously undermined. 
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capital Gains and the Taxation of Wealth 

The taxation of property and income from property ownership was, 

not surprisingly , a major focus of business submissions to the parliarnen-

tary corrmittees. It had been widely expected that some form of capital 

gains taxation would be included in the reform proposals, but the preci se 

changes recommended were greeted with strong opposition from the corporate 

sector. Some organizations rerrained flatly opposed to any capital gains 

taxation. The canadian Manufacturers I Association and the Canadian Cham-

ber of Commerce both reiterated their long-standing argument that the cur-

rent stage of economic devel opment in canada required large amounts of 

capital and that incentives for this necessary investment would be limit

ed by such taxation. 35 

The majority of corporate briefs had either come to accept capi-

tal gains taxation in principle, or had recognized at least that its en-

actrnent in some form was inevitable. Nonetheless, these sul::missions, as 

well as those that opposed any capital gains tax at all , invariably con

demned the White Paper recommendations as being excessively severe. 36 

There was virtually unanimous corporate opposition to the proposed five-

year periodic revaluation of unrealized gains as unworkable in practise 

and punitive in its effect. While many briefs accepted that short-term 

speculative gains could be reasonably taxed as incorre, it was strongly 

felt that long-term capital investment should be exempt or taxed at a 

much reduced level. Similarly, inflationary gains and those from the dis-

37 posal of personal property should not be taxed. A range of counter 

proposals were put forth to soften the impact of capital gains taxation. 
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The canadian Petroleum Association argued that, if a capital gains tax was 

considered necessary, its maximum should be 25% and personal property rrrust 

38 
be exempted. The 'Ibronto Stock Exchange recorrrcended that only one-third 

of capital gains be included in incoree. 39 Alcan Aluminum presented a fre-

quent argurrent: "Capital gains tax should be levied on only half of all 

long-tenn gains as in the U.S.A. ,,40 The canadian Chamber of Cormerce also 

stressed the distinction between speculative and long-tenn gains; their 

solution was to tax gains on assets held for less than three years, with 

the exception of personal property and principal residences, at full 
41 

rates, but to tax 50% of gains from assets awned longer than three years. 

As was the case in earlier opposition to the White Paper, the 

corporate submissions did not treat capital gains tax in insolation, but 

saw it as closely related to the taxation of wealth in general. The 

'Ibronto Stock Exchange, for example, argued: "'Ib simply add a capital 

gains tax to the existing unadjusted estate tax system would be to penal-

ize canadian capital unconsciously, and this to the detrirrent of the 

future growth of the Canadian economy and the future standard of living 

of all Canadians. ,,42 It ·was recornrended that as capital gains coree into 

force, the level of estate tax should be reduced. 43 The taxation of 

capital gains was also related to the recommended reduction of the top 

marginal rates of personal incorre taxation. Corporate submissions natur-

ally applauded this prospect, but insisted that the rates should be redu-

ced at once rather than gradually over a five year period. According to 

the canadian Bar Association, "the inclusion of capital gains in the tax 

base will result in virtually confiscatory taxation for those who make 

gains in the first few years of the new tax system unless the top rnargin-
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al rates of tax are reduced imrediately, rather than gradually over a 

five-year period as proposed in the White Paper. ,,44 

other Facets of Personal Income Taxation 

The business briefs commented on a further range of specific 

features of personal incame taxation. The concept of income averaging 

was supported, but the White Paper provisions were seen as being too res

trictive. 45 There was also general support for wider deductions for child 

care and errployment expenses . There was much less enthusiasm for the rna-

jor means the White Paper proposed by which to reduce the taxes on low 

inccme groups, higher personal exerrptions. A number of corporate organi-
46 

zations preferred the use of tax credits rather than universal exerrptions. 

This alternative had been attracting a fair amount of public discussion 

and significant support fram politicians, including the leaders of both 

the federal New DeIrocratic and Conservative parties. 47 M:>st important 

here was the Ontario governrrent, which argued that tax credits were rrore 

effective in reducing the tax burden of the low income at a lower cost. 48 

The federal governrrent rejected this approach and reiterated its reliance 

on personal exerrptions in a background paper submitted to the parliarrent

ary ccmni ttees by the DepartIrent of Finance. 49 

Far rrore important than these specific points was the overall 

thrust of corporate opinion. A consistent theme throughout business 

briefs was opposition to the key proposals that would increase the pro-

gressivity of personal income taxation. This direction of business pres-

sure was in no way surprising; it reflected the interests of the capita-

list class and closely associated managerial and professional strata as 
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owners of capital and other fonns of wealth and as recipients of high 

levels of income. 

Cbrporate Taxation 

The type of tax regime most conducive to profitable corporate 

activity attracted considerable attention in business input to the cam-

mi ttees. A familiar set of therres was expressed in brief after brief. 

The sul:missions stressed how iIrportant a favourable tax clirrate was to 

the stirmllati on of investIrent and production and to the continued growth 

of their particular industry. It was consistently argued that such a cli

mate was threatened by the White Paper refonns and that the sweeping chan

ges proposed would severely restrict incentives for investIrent and expan

sion. There was sorre uneasiness that the overall level of corporate taxa

tion would be increased. Alcan Aluminum, for example, "takes exception to 

the general high levels of tax rates suggested and specifically cautions 

against letting the tax reform proposals unnecessarily produce higher cor

porate taxes as a side effect. "SO Strong opposition to the key changes 

proposed in the system of business taxation tended to coalesce around a 

number of cri tical issues. 

Cbrporations and their ShareholdersSl 

Integral to the governrrent' s plans for the restructuring of busi

ness taxation were the differential treatIrent of closely and widely-held 

corporations and the integration of personal and corporate taxation of 

business profits. It was these key proposals that attracted the most sus

tained and heated corporate opposition. Briefs of major finns and asso

ciations from all sectors of the economy argued that there TInlSt be no dis-



785 

tinction between widely and closely-held corporations in the treatment of 

dividend incane and capital gains. 52 Such a distinction was held to be 

discriminatory, inequitable, un'MJrkable and bound to produce distortions 

in capital markets and corporate behaviour. The effect of the distinc-

tion would be to provide more favourable tax treatment for private canpa-

nies. In a sustained critique, the Canadian Bar Association argued that 

this would inhibit successful private canpanies fran offering shares to 

the public. 53 Its members had reported that the White Paper proposals 

had already had a pronounced effect in this regard. Reporting on the Cana-

dian Bar Association's strong criticism of integration, the Globe and 

Mail noted that it "repeated doubts about the proposals voiced by many 

of the witnesses before Senate and Ccmrons ccm:ni ttees studying the White 

P 
,,54 aper. At first glance, this corporate rejection of integration ap-

pears paradoxical, since these changes 'MJuld be advantageous to those 

earning dividends and owning stocks that 'MJuld appreciate in value. How-

ever, as in earlier stages, the fundamental reason was that integration 

was so closely interlinked with other objectionable reforms such as capit-

al gains tax and the distinctions between closely and widely-held and 

canadian and foreign-controlled corporations. Additionally, the effect 

of integration was seen to be too disruptive in financial and capital mar-

kets. This was stressed by the Investment Dealers Association, who sup-

ported the principle of integration and whose members would presumably have 

benefited fran its stimulative effect in the stock market, but who nonethe

less opposed the White Paper proposals. 55 Most corporate submissions called 

instead for the retention of the existing system of dividend tax credits. A 

corrrron proposal, fran the canadian Manufacturers' Association and the Toron-

to Board of Trade arrong others, would increase the dividend tax credit fran 



786 

20% to 25%.56 This opposition to what Toronto lawyer H.P. Crawford, 

appearing for the Canadian Bar Association, had terrred the principal struc-

tural flaw of the White Paper was apparently having an effect. A report 

in the Globe and Mail stated that there was "growing doubt in ottawa 

about the future of the integration proposals." The vice-chainnan of the 

House of Cormons Cornnittee, Liberal M.P. Alastair Gillespie and leading 

N.D.P. rrember Max Saltsman had expressed serious reservations during the 

h ' 57 earlllgs. 

Taxation of Small Businesses 

The recommended removal of the lower rate of tax on the first 

$35,000 of corporate income was also the focus of intense criticism. It 

was flatly opposed by a number of par.verful corporate groups; the Canadian 

Manufacturers' Association, for example, argued that it was necessary to 

carnpensate for smaller companies' greater difficulty in obtaining growth 

't 1 58 capl. a . This recommendation was a major focus of the harsh attack on 

the White Paper from the Canadian Council for Fair Taxation. A spokesman 

for the council told the Cormons comnittee that it "represents the sma.ll 

average man in Canada who has no voice in the affairs of the country be-

cause he has no organization to help him ••• we do not speak for big busi

ness and we do not represent any special interest groups. ,,59 On behalf 

of sma.ll business, the Council categorically rejected the elimination of 

the dual rate of corporate tax. It strongly argued that the loss of this 

vital incentive would reduce incentives to establish new businesses and 

severely restrict p8ssibilities for expansion. It further argued that a 

growing sma.ll business sector was essential to a healthy national economy 
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and that this contribution was threatened by the White paper. 60 

A large number of corporate organizations, while accepting the 

general arguments for neutrality, argued that incentives for small busi-

ness had to be far rrore substantial than the White Paper had proposed . 

The Canadian Bankers Association saw accelerated capital cost allowances, 

investment tax credits or investment reserves as substitutes for the dual 

rate. Until such adequate incentives were developed the existing system 

should be retained. 61 A number of briefs tacitly admitted that larger 

corporations did not need the benefits of the dual rate by proposing 

various concessions for only those firms with profits below a certain 

62 level. These demands that there be adequate incentives for small busi-

ness, whether through the existing dual rate or through various rrodifica-

tions, carried forward one of the rrost pervasive points of opposition to 

the White Paper since its release. This sustained opposition was also 

apparently having an important effect on political deliberations. John 

Bulloch, general secretary of the Canadian Council for Fair Taxation, 

noted of the House of Canrrons corrmi ttee that "my own discussions with many 

of the rrembers individually has convinced Ire that there is not a great 

divergence between our views. ,,63 In earlier gOVeITlll'eIlt appearances be-

fore the committee, the rrembers had expressed great concern, and sharply 

questioned officials, on the impact of the proposals on small business. 64 

The Taxation of Business Operations 

The White Paper proposed a series of changes in the taxation 

of routine business operations. Business briefs approved of several re-

commendations such as the expansion of the range of deductible expenses 
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like gcxxlwill known as "nothings", but general opinion on rrost specific 

recomr:rendations was far less favourable. Significant here was the exten

sive corporate opposition to the White Paper's stringent restrictions on 

deductions for business entertaiI'l!reI1t expenses which the Canadian Chamber 

of Comr:rerce termed "indefensible in principle and constitute a discrimina

tion between business practices. ,,65 Finns involved in the entertaiI'l!reI1t 

industry also strongly objected to the restrictions. The owners of 

Maple Leaf Gardens and the M:mtreal Forum told the Senate Conmittee that 

the proposals could rrean the death of hockey in Canada. This argurrent 

struck a responsive chord within at least one member of the committee. 

Senator Hartland MJlson, whose family owned the MJntreal Forum and MJlson 

bre~ries and who was a director of many other prominent corporations, ar

gued that entertainment expenses was an "unhappy phrase" and that "business 

prorrotion expenses" was a better tenn for deductible seats at a hockey 

66 garre. 

General corporate organizations, specialized bodies such as the 

Canadian Export Association67 and major multinational corporations such 

as Rio Tinto Zinc68 argued that uncertainty surrounding the White Paper 

and particular proposals such as integration WJuld have an adverse impact 

on international corporate activity. In addition, a very i.rrtpJrtant ad hoc 

group of internationally active Canadian and foreign controlled corpora

tions had been formed to press for the withdrawal of the White Paper pro

posals that would limit their interests. The submission of the Associa

tion of International Business Corporations was supported by Massey

Ferguson, Distillers Corporation Seagrarns, Hunter Douglas, Hiram Walker, 
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Gooderham and Worts, Fraser Corrpanies, Acquitaine Company of canada Ltd. 

and Rio-Tinto Zinc. 69 Mr. Phillip Vineberg, Q.C., appearing as counsel 

for this group, explained that the White Paper recorrm:mdations would have 

"grave consequences" for the planning and operations of international corn

panies: the White Paper would result in "discrimination" against invest

rrent and acti vi ty in countries with which Canada did not have a tax treaty, 

it would greatly complicate the recognition of corporations outside of 

the country, and its treatrrent of dividends and expenses from abroad was 

inadequate. In presenting the Association's arguI'[6lt to the Cornrrons Corn

mi ttee Mr. Vineberg noted that "we thought it might be helpful for the 

rrernbers to have sorce AIrerican reaction. ,,70 The Association had enlisted 

the support of two very prominent individuals: Mr t-brtirrer Caplin, forrrer 

Corrmissioner of Internal Revenue in the United States, and Mr. Stanford 

Ross, forrrer Assistant Tax Legislative Counsel in the u.S. Treasury Depart

rrent and White House assistant on economic affairs. Similar concerns were 

expressed by Mr. Caplin again and by Mr. Robert Scott, vice-president of 

the u.S. National Foreign Trade Council, before the Senate corrmittee. 

They asserted that the White Paper would discourage foreign investrrent in 

Canada and make it very difficult to negotiate a tax treaty with the 

United States. 71 
Mr. Scott stressed the harmful consequences for u.S. 

corporations of the five year revaluation of unrealized capital gains on 

the increased value of their canadian investrrents. These potentially 

large tax levies would not be allowed as credits against American corpor

ate taxes . This arguI'[6lt was favourably received by the Senators. The 

chai:rman of the corrmi ttee, Senator Walter Hayden, noted that Union Carbide, 



790 

a major u.s. industrial corporation, estimated that the revaluation pro-

vision for capital gains tax would cost the firm $9,000,000. Senator 

Hayden was himself a director of Union Carbide Canada Ltd., as well as 

Rio Algom Mines, the Bank. of N::>va Scotia and over a dozen other corpora-

t ' 72 
~ons. 

All of this anounted to a clear rressage to the parliarrentary 

cornmi ttees that tax changes I1U.1st not hinder foreign capital in Canada or 

the activity of Canadian corporations abroad. 'Ibis was the view not only 

of these specific sectors, but of the great majority of corporate spokes-

men. While comronly supporting the White Paper's general principle of 

encouraging Canadian ownership, they emphasized that the tax structure 

must not restrict the inflow of foreign capital which had made such an 

important contribution in the past and which was necessary for continued 

economic expansion. 73 The force of this argurrent was reinforced by the 

structure of the Canadian economy with its high level of foreign awner-

ship, dependence upon international trade and close integration with the 

United States economy. The international implications of the White Paper 

were also I1U.1ch criticized outside of the cornmi ttee hearings. After a 

June ottawa meeting with top federal officials, Mr. David Rockefeller, 

president of the Chase Manhattan Bank and one of the most powerful indi-

viduals in international capitalist circles, was asked to comment on the 

implications of Quebec separation for investment. He replied that the 

White Paper would have a I1U.1ch greater effect in detering investment, 

"especially those provisiOns which call for taxes on unrealized capital 

gains and the effect of the new system on minerals and basic resource 
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industries. ,,74 This sustained corr:orate opposition did not go unnoticed 

in the cornni ttee deliberations. As the House of CoImons corrmi ttee hear-

ings wound up with the final appearance of the Minister of Finance, the 

vice-chairman, Alistair Gillespie, showed a particular interest in multi-

national corr:orations: "The tax system should serve national interests, 

and our national interests are going to be best served if we recognize the 

multinational nature of corr:orate acti vi ty . " He went on to argue that 

Canada will "have to sponsor and encourage its own multinational corr:ora-

t ' ,,75 
lOns. 

Resource Sector 

As at earlier stages, the rrost concentrated attack on the refonn 

proposals carre from the resource industries. The tenor and thrust of this 

pressure varied because the particular industries would be affected by the 

White Paper prograrrrre in very different ways. The proposals w:Juld have a 

relatively limited detrimental impact on the major oil and gas producers. 

The key reCC>IIUreIldation for them was that of earned depletion, but the 

largest corporations had been spending a sufficient amount on exploration 

and development to qualify for their existing level of depletion allowance. 

This prompted the industry's aggressive tactics in their submissions to 

the parliarrentary conunittees and pressure in the governrrent: "Having 

withstood the IIOSt repugnant of the carter CoImtission recornrendations, it 

was not argued that existing concessions were insufficient. ,,76 

For example, both the industry's major association and its 

largest corr:oration, the Canadian Petroleum Association and Inperial Oil, 

called for rrore favourable gross depletion allowances. The former specif-
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ically demanded "a depletion allowance of 20 per cent of production pro

fits before deducting exploration and develorxrent expenditures." 77 A 

very similar formulation had been put forth by Hudson's Bay Oil and Gas 

Company. The effect of this alternative would be to eliminate virtually 

all income tax for petroleum firms. 78 

The case for the favourable tax treatment of the resource indus-

tries was also supported by major provincial governrrents, especially from 

Western canada. The Alberta governrrent' s sul::rnission to the Cornrons conmit

tee strongly opposed the White Paper recormendations on the petroleum 

industry and stressed the trerrendous importance of the industry wi thin the 

provincial economy: "It is obviously desirable to preserve the eronomic 

stability of the petroleum industry. ,,79 If the White Paper was irnplerrent

ed, the Alberta brief expected investment in the industry to decline by 

10-25% between 1970 and 1980 and capital for further develorxrent of the 

Athabasca tar sands rould be withdrawn. 'lb prevent these eventualities, 

the provincial governrrent made a number of recamrendations very similar 

to those of the industry: replace existing depletion allowances with one 

calculated on a gross basis, rerrove proposed restrictions on exploration 

and developrrent costs and royalty income, and reronsider the withdrawal 

of the three-year exemption for new mines "in order that develorxrent of 

the Athabasca Oil Sands and other mining ventures can be encouraged. ,,80 

It must be emphasized that Alberta was dependent upon the oil industry not 

only for the underpinning of the prOVincial economy, but also for the fis

cal viability of the provincial state (37 per cent of revenue carre from 

the industry). If petroleum investrrents declined as expected, then the 
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provincial government would lose between $600 million and $1 billion of 

potential revenue between 1970 and 1980.
81 

'The loss of tax incentives that would result from the White 

Paper I s irrplementation was much rrore severe for the mining industry. One 

result of this was the sheer volurre of input to the Cormons committee; 

about 20% of all briefs were from mining interests. A second result was 

the far rrore defensive strategy adopted by the mining as corrq;>ared to the 

oil and gas industry : "Having rrore to lose, the mining industry seemed 

prepared to concede serre of its existing tax advantages if it might re

tain the rrore signifi cant ones~,82 Mining briefs to the parliarrentary 

committees tended to share a moderate tone and a number of consistent 

therres: "An effort seems to have been made to co-ordinate the protests 

and to make the concili tory. 'The federal governrrent would have great 
83 

difficulty gainsaying a campaign that was both massive and temperate." 

Industry briefs reiterated cormon therres from earlier junctures on the 

great irrportance of mining to the economy, especially of the less develop-

ed regions, and of favourable tax incentives to the continued growth of 

the industry. Disastrous consequences were predicted if major incentives 

were eliminated. 'The president of the Mining Association of canada 

argued that the White Paper proposals would increase the industry I s over-

all rate of tax from one third to about 60 per cent and that this would 

virtually eliminate the incentive elerrent of the existing prOVisions, re-

d th al f d ' , d d' ' .... ~~t 84 uce e v ue 0 new lscoverles an lscourage new lnVeSUl~! . 

While the stridency of earlier industry reaction to the carter Report 

had been much moderated, there was still a clear irrplication that prcxluc-
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tion and developnent ~uld be cut back and capital withdrawn if the White 

Paper proposals were adapted. 

Mining strategy was not to blindly defend their existing treat-

trent, but rather, recognizing that there was great pressure to reduce or 

eliminate the incentives, to attempt to ameliorate eventual changes so 

that industry interests were not unduly damaged. 'Ib this end, the Mining 

Association of canada emphasized that "the overriding principle must be 

to retain effective incentive levels canparable to those in force." For 

the Associ ation, this rreant that the goal of reform must be to "increase 

the effectiveness of the incentive provisions without increasing their 

cost, or to reduce their cost without material loss of incentive. In 

our view, this objective can be reached without upsetting the whole of 

85 the present system'! The M.A.C. and other industry representatives then 

put forth a number of alternative proposals as compromises between the ex-

isting incentives and the radical reduction recommended by the White Paper . 

Bucovetsky's major study of the mining industry I s campaign against tax 

reform found that the briefs tended to focus on four major lines of com-

promise: they were willing to concede an upper limit to the three-year 

exemption for new mines, they reco:rrrcended broadening the base for earned 

depletion to include processing beyond the milling stage, they called for 

an additional automatic allowance beyond earned depletion, and they 

urged that concurrent provincial taxes on mining profit be taken into ac-

86 count by the federal governrrent 

The resource sector was not alone in its demands for preserving 

these incentives, but was strongly supported by other key elerrents of 
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canadian capital. The leading industrial organization, the canadian Manu

facturers' Association, argued that the White Paper ~uld reduce the 

growth of the extractive industries which in turn would adversely affect 

secondary industry and exports, and urged that the existing a::mcessions 

be retained. 87 The steel industry, with its dependence on rninirg for raw 

material and i ts extensive CMIlership of iron ore mines, was vi tally con-

cemed with the resource incentives . The Algoma Steel Corporation, 

Dominion Foundaries and Steel, and the Steel Company of canada, which ac

counted for 80 per cent of iron and steel output and mined and consurred 20 

per cent of iron ore produced in canada, presented a comprehensive joint 

brief . 88 They argued that the proposed changes ~uld cut the rate of 

return on new iron ore mines by more than 40% and consequently reduce de

veloprrent. This ~uld increase the cost of steel making in canada, make 

it increasingly difficult to raise the necessary large amounts of capital, 

and curtail the expansion of the steel industry. 89 

Support for the mining incentives was also taken up by the power

ful central provinces. One of the major refonns proposed by the Ontario 

governrrent was the "introduction of positive new incentives for the natur

al resource industries , incentives which will keep canadian mining com

petitive internationally and encourage increased mineral processing in 

canada. ,,90 Of the major policy propositions put forth by the mining in

dustry outlined above, the Ontario brief supported all four and a state

rrent by the Premier of Quebec to a rreeting of Ministers of Finance sup

ported three. Bucovet sky argued further that the provincial governrrents 

played a central role in encouraging the more conciliatory attitude of 
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the mining industry. 91 At the least, the argurrents of the major provin-

cial governments provided powerful reinforcement and legitimacy to the 

struggle of the resource industries to safeguard their tax concessions . 

State Fiscal Policy 

There was also extensive business commentary on the wider fiscal 

implications of the White Paper. The higher level of revenue that the 

proposed tax structure 'WOuld yield had already attracted a great deal of 

controversy in the rronths preceding the hearings. One of the rrore consis-

tent therres of the corporate input to the parliammtary committees was 

strong opposition to this revenue increase. Leading the way on the point 

was the canadian Bankers' Association, which opened its brief with a 

scathing attack on the basic priorities of the White Paper: 

Although the proposals for tax reform are put forward to 
achieve a better and rrore acceptable tax structure, it 
is our view that these essential objectives are being 
adversely affected by proposals which would collect sub
stantial additional taxes and increase the total tax 
burden. This burden will be particularly onerous on the 
inCOIre groups whose work and investrrent is crucial to the 
overall economic well-being of canada. In addition, the 
proposals appear to contemplate a substantial shift of 
the gross national product from the private to the 
public sector, It is our view that the implementation 
of the proposals 'WOuld result in the inhibiting of in
centi ves to 'WOrk and save the curtailment of economic 
growth. 92 

There was considerable criticism that the difficulties of assessing the 

impact of the reform proposals were further complicated "by the need to 

assess the likely consequences of simultaneous and substantial increases 

in yield. ,,93 Such opposition was often linked to a rrore general suspi-

cion of growing state economic intervention; the Trust Corlpanies Associa-

tion of canada darkly wondered to what use the increased revenue was to 
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be put.
94 

A number of organizations opposed the apparent shift of in

vest:m=nt from the private sector to the governrrent. 95 
In this regard, 

Mr. T.J. Bell, president of Abitibi Paper Co. Ltd., referred to an 

issue around which a great deal of conflict had been raging: "Mr • 

Bryce, who I understand was one of the major authors of the docurrent, 

has suggested that the capital to be redeployed would be much rrore 

usefully used in the public sector than in the private sector, and I 

think it i s that philosophy that we disagree with. If we believe in 

the private enterprise system, it seems to me the private sector should 

be employing capital to provide economic growth. ,,96 

Federal-Provincial Relations 

The federal-provincial implications of the White Paper also 

attracted much attention. Many corporate briefs were apprehensive that 

the potential inter-governmental conflict that could result from the 

proposals would create serious problems for overall political and fis

cal stability. A conm:Jn theme was that any tax reforms finally imple

mented must be acceptable to the provinces. A concern for fiscal coor

dination and adequate levels of revenue for the junior levels of govern

rnent was also expressed in the Alberta and Ontario sutrnissions to the 

Cormons corrmittee. In addition, the broad outlines of their policy 

closely paralleled that of the corporate sector. The perspective of 

the Alberta government resembled the rrore hard-line corporate opponents 

of the White Paper. Alberta argued that the White Paper and other 

federal policy pronouncements "have created a serious cloud of uncer

tainty for both darestic and foreign investors" and that this could 
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hinder the investment of sufficient capital, especially in the resour-

. d tr ' t' ta' . owth 97 ce ~n us ~es, necessary 0 maJ..n ~n econonuc gr . It finnly re-

jected the overall reform package and key proposals on capital gains, 
98 

integration and the elimination of the dual rate of corporate taxation. 

Alberta, like the great bulk of corporate opinion, endorsed the goal 

of tax relief for low incc.m3 groups: "However, while we agree with 

this objective in principle, we believe that it is preferrable to achi-

eve it through implementation of policies designed to maximize economic 

growth rather than to stress redistribution of the tax burden. ,,99 The 

policy of the Ontario government was much closer to the more reformist 

currents within the business carrmunity. The Hon. Charles MacNaughton, 

Ontario Treasurer, stressed that reform was "Primarily a matter of re-

distributing tax burdens so that every Canadian bears his fair share 

of t ,,100 
axes. At the sarre time, Mr. MacNaughton was highly critical 

of the White Paper for its "inadequate consideration of the economic 

consequences which would flow from such a new, high-tax regiIre. ,,101 

The Ontario government developed a series of reforms designed to both 

create a more equitable tax structure and stimulate economic growth; it 

stressed that "real tax reform should foster rather than inhibit 

savings, investment and economic growth. 'Ihe key to a higher standard 

of liVing, and improved quality of life and greater opportunities for 

all Canadians, is a dynamic and efficient economy producing a growing 

national incorre for distribution among our citizens. ,,102 For corpor-

ate taxation specifically, the Ontario recommendations entailed only 

"modest adjustrrents" and would retain significant incentives for pro-
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duction and development. I03 The basic thrust of the provincial briefs 

supported the prevailing corporate critique of the White Paper and re

inforced the business emphasis on tax policy that would encourage eco

nomic growth. Given this close correspondence of provincial and cor

porate perspectives, it was hardly surprising that business would call 

for prOvincial agreement and participation in any tax reforms. 

Conclusions: Corporate Policy on the White Paper 

There was considerable variation in the corporate briefs' so

phistication and scope of analysis, and in the degree of refo:r:m which 

the particular firm or industry could countenance. These ranged from 

the hard-line rejection of the White Paper and progressive reform of 

any substance to the rrore reformist view that the proposals could serve 

as an acceptable frarrework for tax changes, albeit with major rrodifica

tions. This diversity was far less significant than it appeared on 

the surface; there was substantial agreerrent on fundarrental issues. 

The White Paper's primary emphasis on equity met with consistent resis

tance and all corporate input emphasized that economic growth Imlst be 

the primary policy goal. FollOWing fr~ this corporate opposition had 

centred upon a number of key proposals. Its basic assumption was that 

the tax system ImlSt provide significant incentives and a favourable 

climate for investment in order to stiImllate economic growth. The sub

missions were highly critical of those recommendations that were seen 

to bear heavily on the affluent and property-owning strata and limit 

the accumulation of capital, such as harsher capital gains tax and 

steeply progressive personal taxation. Similarly, there was Imlch 
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hostility to changes seen to restrict profit maximization and hinder 

business operations such as integration, the rerroval of the dual rate 

ani the reduction of resource incentives. This rnassi ve coq:orate in-

put to the parliamentary ccmnittees confronted the governrrent with a 

solid wall of opposition to the basic thrust of the White Paper. This, 

of course, reflected the class interests of those groups who had a di

rect stake in the process and prospects of coq:orate expansion and 

capital accumulation. 

III. Alternative Policy Perspectives 

The governrrent had frequently stated that it attached great lin

portance to the briefs on the White Paper submitted to the parliament

ary corrmi ttees . If this input of interested parties was to be influen

tial in the fonnulation of state policy, then it beccmes crucial to 

analyze two interrelated issues: the nature of the policy perspectives 

put forth by the various groups and individuals, and the manner in 

which the competing viewpoints were presented. The first problem, the 

policy demands and priorities of the submissions, will be addressed 

here. It has been shCMIl that the large number of business briefs had 

argued strongly that tax changes Irn.lSt not be allowed to restrict econo

mic growth. The i.rrpact of this coq:orate advise would be to eliminate 

or sharply reduce the progressive effect of the recommended refonns. 

But the ca.nrni ttees also heard from a range of other organizations, sorre 

of which favoured much more progressive changes than did business. 104 
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Organized Lal::x:>ur 

In the debates on tax refonn to this FOint, it had been the 

union movement that had most consistently criticized the unequal nature 

of the existing structure and demanded changes that v.Duld irrprove its 

fairness and equity. This viewpoint was errphasized in the sul:mission 

presented to the parliamentary corrmittees by the canadian Lal::xJur Con

gress. The C.L.C.'s brief was a great deal milder than its initial 

reaction to the White Paper, when it had criticized the government's 

major retreat from the Carter Ccmnission. The Congress applauded the 

progressive intentions of the proFOsals: "we believe that the White 

Paper, in general, has also made a significant contribution in both 

exp::>sing the highly inequitable tax system we nCM have, and in suggest

ing ways in which to make the tax system more equitable. ,,105 The C.L.C. 

criticized the government for FOstFOning refonn of sales taxation, 

whose impact the White Paper had recognized to be highly regressive. 

The recomrended changes in the structure of personal incorre taxation 

were also questioned; the reduction for lCM incorre groups was a very 

small arrount and the increases for middle incorre earners was much lar-

ger than for the high incorre. The Congress strongly endorsed capital 

gains taxation, but agreed with business in OfPOsing any distinction 

between widely and closely-held corp::>rations. It sUPFOrted the elimi

nation of the dual rate of corp::>rate taxation, but argued that the 

development of new businesses should still be encouraged through other 

more effective tax incentives and by ensuring easier access of small 

business to capital. Finally, the C.L.C. objected to the charge 
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cornrron in the business campaign against the White Paper that the re-

fonns were designed to increase goverrurent revenues: "While we be-

lieve firmly that government expenditures should be efficiently plan-

ned, we see nothing wrong with rising government expenditures to m=et 

inportant needs of society.,,106 

Further Support for Progressive Refonns 

The general principle of progressive taxation was also approved 

by the canadian Welfare Council. Appearing before the two corrmi ttees 

in June, the Council saw itself as the first organization "to speak 

generally on behalf of the neglected sectors of canadian life" and 

strongly "called for an equitable tax system, with the interests of low

inCOIre Canadians particularly in mind. ,,107 The C.W.C. was highly cri-

tical of the government for failing to relate tax reform to the 

overall system of social security and for postponing discussion of the 

family as the basic unit of taxation in the White Par:er. It preferred 

the more progressive impact of specific allowances to universal tax 

exemptions. The C. W. C. also defended goverrurent expenditures and called 

for "increased invest11Ent for social purposes" in improved benefits 

f 1 · 108 or OW-lnCOIre. Thus, a very few organizations did emphasize the 

necessity of progressive reform of the tax system. This did provide a 

distinct, if limited, alternative to the overwhelming corporate ernphas-

is on economic growth and a favourable climate for invest11Ent. The 

competing groups also supported a number of proposals to which business 

was opposed. But they did not provide a sustained overall defense of 

the White Paper in the face of trerrendous business pressure. While 
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labour and welfare organizations supported the progressive principles 

of the White Paper, there was no endorserrent of the goverrurent propo

sals as the defini ti ve nove in this direction. 

IV. Public Participation in the White Paper Hearings 

'!he parlia:rrentary conmi ttees then, were presented with a range 

of alternative, and in some cases conflicting, judgements on how reform 

should proceed. Since the governrrent had emphasized that the comni ttee 

deliberations were to have a great influence on the final shape of tax 

reform, it is particularly important to analyze the nature of the in

put to the hearings: in what relative proportions were the competing 

policy paradigms put forth, which perspective was numerically predomin

ant, what was the qualitative character of the submissions, and in what 

manner were they presented? Since the par lia:rrentary conmi ttees were 

the major forum for institutionalized input on tax reform, they will 

be examined in detail here. Continuing debates and pressure outside 

of these formal channels will be returned to in the next chapter. 

Participation in the Parliamentary Committee Deliberations: 

Quantitative 

As was the case with the earlier submissions to the Royal Com

mission on Taxation, the input to the parlia:rrentary cornnittees can be 

categorized in terms of the nature and role of the organizations that 

appeared. Table 13-1 classifies the business, professional, labour, 

philanthropi c and other groups that testified before the House of Corn

nons Standing Committee. 109 By far the largest representation came 

from the business commmity. A total of 69 individual firms - just 
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Table 13-1 

Groups that Presented Briefs to the 

Ccmrons Carmi ttee 

category of Group N % 

Business 
Individual Firms 69 32.4 
Associations 73 34.3 

142 66 . 7 

Professional 
Corporate Patronage 9 4.2 
Collegiate 8 3.8 
Mediative 3 1.4 

20 9. 4 
Expert/Specialized 2 0.9 

Agricultural 7 3.3 

Co-operative 6 2.8 

Labour/Employee 3 1.4 

Political 7 3.3 

Educational 2 0.9 

Charitable 3 1.4 

CUltural 3 1.4 

Medical 2 0.9 

other 9 4.2 

Individuals 7 3.3 

213 

Source: categorized frau Cannons Report, Appendix A, "List of Witnesses 
Appearing before the Ccmni ttee and Dates of their Appearances." 
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under one-third of the total - presented briefs to the committee. 

While a number of small businesses appeared (the Song in Your Heart 

Publishing Corrpany would certainly fall in this category), the largest 

number were major national corrpanies. AIrong them were SOlIe of the 

rrost p:JWerful corporatiOns in the country: Transcanada Pipelines, 

Imperial Oil, Royal Securities, National Trust, canadian Pacific, Bell 

canada, and MacMillan Bloedell for example. Many of these were anong 

the small number of large integrated enterprises identified by Clement 

as the dominant corporations that accounted for a large share of total 

productive assets and sales and that shaped the tempo and direction of 

canadian economic develotxrE!lt. For example, he categorized four corpo

rations as dominant in the metal mining sector: International Nickel, 

tbranda Mines, Cominco and Falconbridge. Only the latter firm, the 

smallest of the four, did not appear before the Cornrons corrmi ttee . 

These four dominant corporations and their direct subsidiaries account

ed for 54.8% of assets and 62.5% of sales in metal mining at year end 

1971.
110 

In addition to individual firms, a further 73 corporations asso

ciations appeared. These included the rrost irrportant general bodies, 

large numbers of specific industry and trade associations from all key 

sectors of the economy, and the major stock exchanges. The key role of 

these associations in the formulation and presentation of relatively 

cohesive policy and the general prorrotion of their industry's inter

ests wi thin state deliberations on reform has been emphasized. For 

the first time small business was explicitly represented at the 
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political level by the Canadian Council for Fair Taxation. Taken toget-

her, business associations and individual finns constituted two-thirds 

of all groups appearing before the Corrurons cornmi ttee. 

Twenty professional associations presented briefs (9.4% of the 

total). These must be further specified in tenns of the control and 

autonomy which these occupations exercise in their professional activi-

ty. Nine of these associations represented patronage professions whose 

functions were largely shaped by the needs of business as their rrost 

irrportant client group. Prominent arrong the business patronage profes-

sion category were the Canadian Institute of Olartered Accountants and 

the Canadian Bar Association. lll Eight associations represented colle-

giate or rrediati ve professions, rrost of these being rredical. Three 

associations were from rrediati ve professions, rrost of whom were employ-

ed by large public or private institutions, such as social workers. 

While the business and professional classes were well represen-

ted before the Cornrrons conunittee, this was not the case for the great 

majority of the pupulation. Only three labour or employee organiza-

tions presented briefs (1.4%). The rrost important of these was the 

Canadian Labour Congress. While the C.L.C. clairred to speak for the 

national union rrovement, none of the provincial labour federations or 

. rrost powerful individual unions appeared. It must also be rerrembered 

that only 33.6% of non-agricultural paid ~rkers were union rrembers in 
112 

1970, a sizeable minority of which were not affiliated to the C.L.C. 

The Congress I view of its constituency as organized workers rather 

than as workers defined rrore broadly in class tenns meant that large 
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elements of the working class were not directly represented within the 

policy process. Although the canadian Welfare Council was exmcerned 

with the conditions of the low-incorre, no organization directly repre-

sented the px>rer strata of the population. Seven organizations (3.3%) 

submitted briefs on behalf of agricultural interests. 

A further range of organizations appeared before the comnittee 

which were less closely connected to specific social interests. Two 

groups were specifically concerned with questions of taxation and tax 

policy. There were six co-operati ve organizations, caisse populaires 

or credit unions. Seven political organizations appeared, rrost of 

whi h ted ' 1 . . 1 . te t 113 c represen reglona or prOVlnCla ln res s. An additional 

19 educational, charitable, cultural, rredical and other groups sul:mit-

ted briefs to the committee. 

Thus, a wide range of groups took part in the CoIlID:)ns corrmi ttee 

hearings on the White Paper. But as an accomplishment in participatory 

derrocracy these deliberations were highly limited. There was very lit-

tIe participation of institutions representing the great majority of 

the Canadian population, and virtually no input from the lawer-incare 

strata. The activity of corporate representatives was far rrore exten-

si ve than any competing interest. Organized labour was the group whose 

policy on tax reform and whose working class membership's concrete in-

terests were rrost opposed to those of business. But two-thirds of the 

briefs heard by the CoImons corrmittee carre from business sources, as 

compared to 1 . 4% from labour. 
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The quanti tati ve predaninance of business is all the rrore stri

king when organizations appearing before the cornni ttee are rrore speci

fically categorized in terms of the class and social groupings they re

presented. Table 13-1 delineated the type of groups that presented 

briefs to the Comrons cornnittee. Table 13-2 rrore precisely categori

zes these organizations in terms of the business, professional, labour 

or other class interests that they spoke for. Naturally, all organiza

tions can not be neatly classified in this way. Some, such as the medi

cal research, educational, cultural and charitable associations, can 

not be closely related to underlying class interests, although such 

bodies tend to be financially dependent upon and closely linked to 

business. Others, such as the social welfare organizations, claimed 

their mandate to be the broad public interest rather than rrore narrow

ly conscribed class interests. Nonetheless, 177 organizations can be 

closely related to underlying class and group interests. 114 

To the already classified 69 firms and 73 associations can be 

added two further groups, the Canadian Growth Study Association and 

the Fqui table Incorre Tax Foundation, whose financing and rrernbership 

came from business; and two prominent individual corporate spokesmen, 

G. Arnold Hart, chief executive of the Bank of r-bntreal and director 

of many other corporations, and L.F. Heyding, F.e.A., a leading char

tered accountant who had consulted for major corporations on tax policy. 

This yields a total of 146 submissions from corporate sources or 82.5% 

of this rrore specifically defined total. If those professional groups 

that are closely linked to business and whose functional activity is 



809 

Table 13-2 

Groups that Presented Briefs to the Commons Committee: 

Specifically categorized by Class Interests 

category of Group 

Business 

Individual Finns 
Associations 

Plus : canadian Growth Study Association 
Equi table Incane Tax Foundation 
G. Arnold Hart 
L.F. Heyding 

Corporate Patronage Professional 

Plus: D.J. Kelsey 

Other Professional 

Labour/Employees 

Agricultural 

Source: Sarre as Table 13-1 

69 
73 

4 

9 

1 

10 

N 

146 

156 

11 

3 

7 

177 

% 

82.5 

88.1 

6.2 

1.7 

4.0 
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is heavily influenced by the requirements of the corporate sector are 

included in the business category, a further 10 suhnissions can be ad

ded. These include the 9 briefs from the corporate patronage profes

sional associations and one individual submission from chartered ac

countant, D.J. Kelsey. Adding these briefs to the totals above, 88.1% 

of groups appearing before the cormri.ttee were from the business can

rmmity broadly defined. An additional 12 professional associations 

presented briefs, representing occupations within the affluent middle 

classes. Added to the business categories, this yields just under 

95% of the total from the business and professional strata. 

Only labour and agricultural groups represented interests 

other than the capitalist and advantaged managerial and professional 

classes. There were seven agricultural organizations, althoughsorre of 

these could represent large agricultural corporations rather than smal

ler independent farmers. There were only three labour or employee or

ganizatiOns (1.7% of this total) which could claim to represent the 

working class majority of the population. 

Thus, in terms of competing class interests and policy perspec

tives, public participation in the formal deliberations on tax reform 

was highly unequal. The predominant input was from the corporate sec

tor and from institutions dominanted by the capitalist class. More 

generally, very little was heard from groups representing other than 

the rrore affluent strata wi thin the distribution of wealth and incorre. 

It is interesting to note that the proportion of total input from cor

porate sources was considerably higher in the hearings on the White 
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Paper than had been the case in the earlier deliberations of the Royal 

115 
Ccmnission. The White Paper, of course, was official governrrent 

policy, however open to revision, and its proposals were much closer 

to final implementation. 

Quali tati ve Nature of Corporate Participation in the Deliberations 

on the White Paper 

The predominance of business was not rrerely nurrerical. The cor-

porate sector was able to mobilize its immense resources to ensure that 

its submissions were qualitatively as well as quantitatively by far the 

most impressive source of input to the parliarrentary hearings. 

The corporate briefs tended to be highly detailed, technically 

sophisticated and extremely comprehensive. They generally reviewed at 

length the overall implications of the White Paper and then developed 

a point-by-point critique of its central proposals. The submissions 

had been prepared at great expense by highly trained rranagerial person-

nel, leading corporate lawyers and specialized consultants. An exarnp-

le of the impressive nature of these policy documents was the brief of 

Canadian Pacific Ltd. Mr. Ian Sinclair, chairrran of the C. P. group, 

told the Cormons ccmnittee that their very detailed 36 page submission 

had been worked out very diligently and cornrended it to the governrrent 

on roth technical, and policy and political grounds. 116 The C.P. argu-

rrents appeared to be well received by the cornnittee and its rrembers 

complimented the brief on being one of the most comprehensive and 

interesting they had received. 117 The submission of the Toronto Stock 

Exchange contained five chapters on tax reform in general and the main 
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provisions affecting the investment industry and ten technical appen

dices on the structure of Canadian investment and the impact of taxa

tion on its operation. 118 It was very cammon for corporate briefs to 

include detailed appendices or papers, often prepared by praninent pro

fessional and academic consultants, on the effects of the White Paper 

on their specific industry. An equally impressive presentation was 

made by JaIreS Richardson and Sons of Winnipeg, one of the wealthiest 

family finns in the country and active in many fields of investment, 

to the Senate cammittee. Their detailed critique of the key White Pa

per proposals, 15,000 words in length and supported by eight separate 

oral presentations, was presented by Mr. George Richardson, the firm's 

president and brother of the Hon. JaIreS Richardson a Liberal cabinet 

minister. 119 The company later sul:mi tted a further brief to the Senate 

cammittee emphasizing its objections to therefonnproposals. This cri

tique was also sent to the Pri.IrE Minister, Minister of Finance, Mem

bers of ParliaIrent and Provincial Premiers and Ministers of Finance. 120 

The impressive nature of these briefs reflected both the tremendous re

sources corporate organizations were ' able to devote to their formula

tion and the great importance attached to these hearings by the corpor

ate sector. 

The business briefs all started with a preamble emphasizing 

the importance of the industrial and economic interests represented by 

their organization and the significance of their contribution to the 

national economy. The Canadian Chamber of Comrerce described itself 

as a federation of over 800 autonomous community Boards of Trade or 
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Chambers of Commerce, 2700 corporation members and 25 national business 

and professional associations, and argued that it "therefore, is re

presentative of the full range of business in Canada. ,,121 The presi

dent of the Mining Association of Canada testified that it was the "re-

cognized natiortal organization" of the industry, "whose rrernber canpa-

nies account for rrore than 95 percent of Canada I s output of rretals and 

major industrial minerals. This rreans an industry whose present out

put is of the order of $2.7 billion a year, and which therefore repre

sents one of the leading econanic sectors of this country. ,,122 In 

presenting their joint brief to both parliamentary comnittees, the 

Steel Co. of canada, Dominion Foundaries and Steel and Algoma Steel 

clairred to produce 80% of national output in iron and steel. 123 Clem

ent classified these three steel companies and the Aluminum Co . of 

Canada as the dominant corporations in the primary rretal industry; 

they accounted for 54.9% of assets in this sector in 1971.
124 

All four 

of these corporations appeared before the Cormons cornni ttee. These 

briefs left no doubt as to the economic significance of the corporate 

interests appearing before the comnittee. The major firms and associa

tions taking part in these deliberations represented the highly concen

trated and powerful private capital that controlled the investrrent and 

production levels upon which overall economic prosperity was dependent. 

This rressage was put to the rrernbers of the parliarrentary committees in 

session after session. 

This fundamental point was presented by the corporate sul::mis

sions in a relatively sophisticated manner. Briefs frequently empha-
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sized that their viewpoint was not that of the narrowly-defined inter

ests of business, but those of all canadians, who ~uld be best served 

by a dynamic and growing econcmy. A very clear staterrent of this argu

ment carre from one of the rrost irrportant national corporate organiza-

tions: "The canadian Olamber of CoImrerce is here today not to argue a 

selfish case for business profits but rather to urge that tax reform 

be designed to favour the maximum employment of total Canadian resources 

in the generation of national income . . . To fail in this objective would 

cause the greatest unemployment and suffering arrongst the very group 

which tax reform proposals purport to assist. ,,125 Business was seen to 

be siIrpl y the group with the rrost experience and in the bes.t position 

to understand the requirerrents of economic growth. Business emphasized 

that high economic growth must be the first priority of fiscal policy 

not because i t contributed to corporate profits, but because it under-

lay all other basic social goals. Many briefs expressed syrrpathy with 

the situation of the lower-incoma strata, but strongly argued that sus

tained growth would be far rrore beneficial to the poor than redistribu

tion of a stagnant or declining national incorre. Such reasoning served 

to identify the public interest in tax reform with the corporate empha-

sis on economic growth, a focus which, to whatever degree other groups 

would benefit, was certainly crucial to the process of capital accumula-

tion. 

Representing these powerful economic institutions were large 

numbers of individuals located at the core of the highly concentrated 

structure of corporate power. Appearing before the conmi ttees to ex-
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plain and amplify their firm or industry's brief were large delegations 

of prominent and powerful bus inessrren . When the canadian Manufacturers' 

Association testified before the Conm:Jns conrni ttee, for example, the 

delegation of eleven top executives outnumbered the six M.P's present 

at the start of the hearings . 126 Delegations from the major corporate 

associations tended to include their top officials, who were generally 

key executives of the leading companies wi thin the particular industry, 

and rrembers of their tax cornni ttee, who had drawn up the association's 

policy. The largest corporations were generally represented by several 

of their highest officers and those officials concerned with taxation 

and financial operations. Delegations of associations and major firms 

often included outside professional and academic consultants. Among 

the rrost powerful individuals to appear was Ian Sinclair, chairman and 

chief executive officer of canadian Pacific Ltd.; director or officer 

of a further 24 corporations including the Royal Bank of canada, Sun 

Life Assurance, Transcanada Pipe Lines Ltd., Union Carbide canada Ltd., 

Great Lakes Paper Co.; Irember of the canadian Council of the Conference 

Board in canada; and governor of the Royal Victoria Hospital.127 The 

extent of business representation in the deliberations of the parlia

rrentary committees was augrrented by the integrated and interlocked 

structure of the corporate economy. While appearing directly for the 

corporation with which they were primarily involved, many leading ca

pitalists were at the sane tine directors of large numbers of other 

dominant corporations. For example, the banking industry was represen

ted by a canadian Bankers' Association delegation of a dozen top 
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executives from all eight chartered banks that testified to both com

mi ttees. 128 But none of the banks presented a brief themselves. None-

theless, all of the five largest banks that dominated the industry had 

a mini.mum of two of their directors participating in the hearings. 'llie 

Royal Bank of canada had two vice-presidents and at least six other di-

rectors before the Commons committee. 'llie canadian Imperial Bank of 

Commerce had one v i ce-president and at least four other directors in 

attendance. G. Arnold Hart, chairman of the Bank of M:mtreal, present-

ed an individual brief and two of his co-directors, H.S.Wingate of 

International Nickel and W.O. Mulholland of Brinco, appeared for their 

major multinational mining corporations. In this way, many corporations 

that di d not themselves present briefs were nevertheless indirectly re-

presented by their directors . 

Also reflecting the integrated nature of the corporate pcwer 

structure, there were nurrerous examples of individuals appearing on . 

behalf of rrore than one organization. J .M.P. Kelly appeared for cam-

peau Corporation, a major property developer, and for the canadian 

Institute of Public Real Estate Companies. A.H . Zimmerman and F.e. 

Huck appeared for the canadian Pulp and Paper Association as well as 

their own corporations, Noranda Mines ;Ltd. and Bowaters canadian Corp-

pration respectively . H.M. Griffith, F .H. Sherman and D.S. Holbrook 

were part of a powerful delegation from the Steel Industry of canada 

as well as appearing for the three leading steel producers of which 

th t t ' 129 ey were op execu 1.ves. 
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As well as top executives, a large mnnber of corporate lawyers 

appeared before the Corrm:ms corrmi ttee. This reflects the central role 

of prominent lawyers as articulate and sophisticated spokesmen for cor

porate interests in their representations to the state. H.H. Stikenan, 

Q.C., appeared for the '!bronto Real Estate Board and the Professional 

Art Dealers Association of canada. His finn, Stikenan, Elliot, Tarnaki, 

M=rcier and Robb, prepared the sul::rnission of Bowaters Canadian Corpora

tion Ltd., a brief that was highly critical of the White Paper, and it 

was presented by Mr. Stikenan. He was one of the rrost influential tax 

experts and corporate lawyers in the country. Mr. Stikenan had been 

Deputy Minister of the incorre tax division of the DepartIrent of 

National Revenue during the Second World War, a governor of the cana

dian Tax Foundation and a prolific author and speaker on matters of 

taxation. He had played a leading role in canada Tax Foundation con

ferences and other forums in which the business and professional com

munity discussed tax reform since the first appearance of the Carter 

Report. He was a supporter of the Conservative Party (upon retire

rrent as Premier of Ontario John Robarts joined his law firm), rrember 

of elite private clubs and director of major corporations such as 

CAE Industries and Crown Trust. Another leading corporate lawyer and 

tax expert was Arthur Scace, partner of one of the preeminent legal 

firms, Mccarthy and McCarthy. He was counsel to the canadian Institute 

of Public Real Estate Companies, the major property industry lobby and 

was a rrember of the delegation to the Corrnons committee. His expert

ise was later utilized by the Standing Senate Committee on Banking, 
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Trade and Corrurerce to explain technical facets of the final tax legis

lation in 1971. 130 
In summary then, cor:porate input to the corrmittee 

deliberations was presented by large numbers of high-ranking executi

ves, directors of dominant corporations and corporate lawyers represen

ting the interests of the rrost ~rful economic forces in the country. 

'!he tremendous personal prestige and influence of these individuals 

and power of the institutions they spoke for would not have been lost 

on rrembers of the par liarrentary conmi ttees . 

'!he leading rrembers of the capitalist class who took part in 

the committee hearings were not distinguished solely by their corporate 

positions, but also included prominent cor:porate figures who rroved 

easily within the interlinked circles of economic and state policy ma

king. Heading the deputation of Alean Aluminum Ltd. was P .H. Lemen, 

who had been a rrember of the Royal Conmission on Banking and Finance, 

an experience which would lend great influence to his testirrony on finan

cial matters. He was later to join the board of the Export Developrrent 

Corporation, the federal agency which prorrotes and subsidizes the 

foreign activities of Canadian corporations. Another individual whose 

opinions would certainly be carefully listened to was Robert Fowler, 

president of the Canadian Pulp and Paper Association. Mr. Fowler had 

long been heavily involved in both public and corporate policy develop

ment. During Vbrld War II, while a rrember of the top '!bronto legal 

firm of McCarthy and McCarthy, he had served as secretary and counsel 

of the extrerrel y powerful Wartlire Prices and Trade Board. He was sub

sequently chairman of the 1956-7 Royal Conmission on Broadcasting, 
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chairman of the federal government's 1964-5 Committee on Broadcasting, 

and a rrernber of the Economic Council of Canada. Mr. Fowler was also 

active in private policy making organizations: as a past president of 

the Canadian Institute of International Affairs, past chairman of the 

executive council of the Canadian Chamber of CoImerce, and chairman 

of the Private Planning Association of Canada and co-chairman of its 

constitutent Canadian-American Conmittee. The great influence of the 

P.P.A.C. in the formation of corporate and state policy has been dis

cussed in earlier chapters. In addition, Mr. Fowler was chairman of 

the roard of British Petroletml Company of Canada 'Ltd., director of 

Canadian Enterprise Developrent Corporation, Chemcell Ltd. and other 

firms, governor of the Royal Victoria Hospital, and rrernber of the St. 

Jarres, MJunt Royal and University chills. 

Similarly active in policy organizations was w.o. 'IWaits, who 

appeared at the head of a delegation from Irrperial Oil Ltd., the lar

gest f i nn in the Canadian oil industry. Mr. 'IWai ts was chairman of 

Irrperial Oil, vice-president and director of the Royal Bank, and 

active in philanthropic organizations. He directly participated in 

gOVerI1I'!EIlt affairs as a rrernber of the advisory council of the Depart

rrent of Industry, Trade and Corrmerce, the Economic Council of Canada 

and the national advisory committee on petroletml. He was also involv

ed with corporate policy making organizations as a trustee of the Con

ference Board Inc., and rrernber of the Canadian-American Corrmi ttee. On 

the basis of such patterns, Mr. 'IWai ts was described by fo:rrrer Liber

al cabinet minister, Eric Kierans, himself once president of the 
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r.bntreal Stock Exchange, as the lIDst IXJWerful man in canada. 13l 
As 

seen in earl ier chapters, Mr. Twaits had long played a leading role in 

business commentary on taxation. 

The Gammons committee also heard from a number of former state 

officials representing corporate interests. One of the lIDst prominent 

of these was the Hon. Ernest C. Manning, premier of Alberta from 1943 

to 1968 and appointed to the Senate in 1970. Mr. Manning has presided 

over the rapid expansion of the prOVincial economy based upon the de

veloprrent of the resource industries, generously stimulated by provin

cial state policy.l32 Upon his retirerrent, Mr. Manning's services were 

much sought after by major corporations; by 1972 he was a director of 

eleven finns including the Canadian Ir'rperial Bank of Com:rerce, Alberta 

Gas Trunk Line Co. Ltd., McIntyre Porcupine Mines Ltd., Manufacturers 

Life Insurance, Canadian Pacific Airlines and Stelco. In June 1970, 

Mr. Manning appeared before the Gammons conmi ttee on behalf of the 

Investment Dealers Association. l33 LD.A. president J.S. Dinnick, 

chairman and president of the leading Toronto finn of McLeod, Young, 

Weir and Co., introduced Senator Manning who was to lead off discussion 

of the LD.A. sul:mission: "The Honourable E.C. Manning, a distinguish

ed statesman and Premier of Alberta for 25 years between 1943 and 1968, 

has volunteered to raise his voice with ours. We feel Mr. Manning's is 

a voice that should be listened to. He is neither a Liberal nor a 

Conservative and he is a man with no current political ambitions as far 

as we knaw. ,,134 In this way the LD.A. quite explicitly sought to en

list Mr. Manning's political experience and prestige in support of 
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their argurrent. Whatever his non-partisanship between the Liberals 

and Conservatives, the forner Premier was solidly conmitted to conser-

vati ve politics and the existing institutional order. In opening his 

presentation, Mr. Manning noted that the extensive opposition to the 

White Paper which ran through rrost of the large number of briefs being 

received by the cornni ttee was because the proposals affected particu-

lar corporate or group interests. By contrast: "I want to make it 

quite clear I am not here to champion the special interests of any 

group, but I endorse the Investrrent Dealers' Association submission 

because it is not a rrere negative criticism of the White Paper and be-

cause it assesses this important issue from the standpoint of what is 

good for Canada and the Canadian people as a whole. ,,134 Representing 

the canadian Pacific group was the Hon. Duff Roblin, president of 

Canadian Pacific Investrrents Ltd., the group investrrent holding com-

panYi chairman of Marathon Realty, the group's large property develop-

rrent subsidiaryi executive or director of a further dozen C.P. cornpa-

nies; and director of MJntreal Trust. Mr. Roblin had been premier of 

Manitoba from 1958 to 1967 (as had been his grandfather, Sir R.P. 

Roblin from 1900 to 1915), and was a leading figure in the national 

Conservative party. During the hearings on the C. P. brief, Mr. Roblin 
135 

was referred to as an expert on politics by an M.P. on the committee. 

This presumably indicates that Mr. Roblin's argurrent that the tax 

structure should not impede economic growth would be received with 

136 respect. Leading the delegation from the Canadian Chemical Produ-

cers Associati on was its president, Bruce F. Macdonald, a retired major-
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general who had held important military posts. Appearing for MacMillan 

Bloedell Ltd., the huge forestry corrpany, was Robert W. Bonner, W.C. 

From 1952 to 1968 he had been one of the most important figures in 

British Columbia politics as attorney-general and concurrent holder of 

other i.rrlp:)rtant cabinet portfolios. As well as being a member of roa

jor industry associations, he sat on the advisory council of the f eder-

al DepartIrent of Industry, Trade and Corrmerce . Through the early 

1970 IS, Mr. Bonner was to play a leading role in such corporate policy

making organizations as the C.D. Howe Research Institute and the 

Pacific Basin Economic Council. 

The political significance of corporate spoke SIren in the c0m

mittee hearings was not confined solely to those who had held fornal 

positions wi thin the state; also present were individuals who were very 

influential within the inner circles of the roajor political parties. 

Appearing for the Canadian Mutual Funds Association was John Godfrey, 

a leading TOronto corporate lawyer who was named to the Senate in 1973. 

During this period, Mr . Godfrey was the chief fund-raiser for the 

federal Liberal party, the person who roade direct contact with the 

small number of dominant corporations upon which the party was finan

cially dependent. At the time of his Senate appoint:Irent, he was pre

sident of United Acetmllilative Fund Ltd., director of M:>ntreal Trust, 

Canadian Admiral Ltd. and other corporations, and was active in such 

philanthropic organizations as the Canadian Council on Scx::ial Develop

ment and the National Ballet Guild.
137 

The Urban Development Institu

te, a property industry lobbying organization, was represented by 
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Edwin Goodman, a Toronto lawyer closely connected to the provincial 

Conservatives. 

The Parliarrentary Conmittees as FortmlS for Policy Deliberations 

The Senate and Comrons cornni ttees' deliberations on the White 

Paper provided a crucial forum for the institutionalization of corpor-

ate input to the process of state policy forrration. The nature of the 

committees themselves was particularly conducive to the presentation 

and influence of corporate views on the direction and scope of tax re-

form. 

The Senate Conmittee 

This was especially so for the Senate connri. ttee. The consti tu-

tional origin of the Senate was to act as a means of representation for 

the interests of property and as a check on the universally elected 

House of Cortm:Jns. In the rrodern period government appointrrents to the 

Senate have tended to be fonner politicians, leading bus inessrren , es-

pecially those who have contributed generously to party funds; import-

ant figures within the rrajor political parties, rrany of whom also are 

businessmen; and other political notables. The result, oombined with 

a substantial property qualification, has been that Senators have been 

drawn largely from the rrost privileged strata of the class structure. 

This has become a central element of the close relation between capital 

and the state: 

Because rrany senators are actually directors of corporations 
and have responsibility for certain aspects of their parties' 
financial organizations, they often act as key intermedia
ries between business and government. As such they provide 
for fellow members of the business elite a preferential ac
cess to legislative decision makers and, thus, to the pro
cess of decision making itself; they also teach their busi-
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ness associates how to live with governrrent interven
tion in the marketplace. 138 

Robert Presthus has argued that these patterns reflect the institution-

alization of a corporatist ethic within the canadian political system: 

"the Senate provides a basis for functional representation of a select 

group of interests , among which the main ones are corporate and finan-

cial." His analysi s of the background of Senators in 1970 reveals the 

nature of this representation: "Business, finance and industry is the 

largest category of occupational representation, and when combined 

with law, which is symbiotically and representationally related to it, 

we find that fully two-thirds of the Senators represent this general 

area. "l39 There was a further 16% whose primary occupation was in 

the political and governmental fields, sorre of whom would likely have 

also received business appointments as Senators. Nine percent carne 

from other professi ons, six from agriculture and there was only one re-

presentative of labour. All but two of the Senators were from the 

French or English charter groups.140 While the direct legislative 

function of the Senate is relatively limited, Senators, especially 

those who are directors or consultants for major corporations, do play 

an. important role in the representation of business interests within 

the policy process . Their political prestige can lend considerable 

support to corporate positions and their experience and connections 

can facilitate corporate access to key officials within the state poli-

cy making structure. MJre generally, Senators act as a "lobby fran 

within", as direct representatives of capital within the state policy 
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process: "They bargain and negotiate on business' behalf for amend-

rnents which are essential for a favourable financial and commerci al 

l ' t ,,141 c l.ll1a e. leading senators use their extensive contacts with top 

civil servants and ministers to press for policy changes and Senate 

committees conduct detailed studies and propose technical amendments 

of legislation. Through the 1960's and 1970's Buch activity was able 

to substantially m:xiify key areas of state economic policy to which 

business objected, such as that on the regulation of banking, invest-

m=nt companies, hazardous products and intercorporate ownership, and, 

most relevant here, the 1971 Incom= Tax Reform Bill.142 Much of this 

lobbying was centred upon key Senate standing committees, the most im-

portant of which was that on Banking, Trade and Cornmerce. 

Senate Comnittee on B:mking, Trade and Cornmerce 

Corporate representation wi thin the Senate was concentrated in 

the rrernbership of the Standing SEnate Comni ttee on Banking, Trade and 

Commerce . In 1973, the 94 sitting Senators held 220 corporate direc-

torships; of these the twenty-two rrernbers of the comnittee held 165, 

or 75% of the total. Eight members of the corrmittee held 130 direct-

hi 143 ors ps. Arrong those taking part in the standing comni ttee 's deli-

berations on tax reform were a number of Senators wi th extensive busi

ness connections during the early 1970's.144 Arrong the most prominent 

was Senator lDuis Phillipe Gelinas, a :t-bntreal stockbroker who held 24 

directorates, including canadian International Paper Co., canada Cement 

Co. Ltd., John Labatt, Distillers Corporation Seagrarns and M=rcantile 

B:mk of canada, and was a rrernber of the board of the latter's u.S. 
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parent, First National City Bank of New York. The president of Geof-

frian, Robert and Gelinas Ltd. attributed the participation of his 

finn in the banking groups of 75% of major corporate stock and bond is-

sues in large part to the contacts of Senator Gelinas, one of the 

finn's founders and then a consultant to it. 145 A Conservative Senat-

or and M:>ntreal businessman, Louis-Phillipe Beaubien held 16 director-

ships, including Canadair Ltd., EInpire Life Assurance Ltd. and Stand-

ard Trust Co. Paul Desruisseux, a Liberal Senator, was involved in 

18 companies: he was chairman of Melchers Distilleries, which his 

family had earlier controlled, and director of the Royal Bank, General 

Trust, Standard Brands Ltd. and Canadian General Electric. Head of 

one of the oldest established families within the Canadian capitalist 

class, Senator Hartland de M. Molson was chairman of M:>lson Indus-

tries Ltd., vice-president and director of the Bank of Montreal, and 

director of Canadian Industries Ltd., Stone and Webster (Canada) Ltd., 

Sun Life Assurance Co., and Canadian Corporate Managerrent Co. 

The committee was also well populated by the legal profession; 

half of the corrttni ttee were lawyers, many from powerful corporate law 

finns. Senator Salter Hayden, who had been chairman of the conmittee 

for over sixteen years at the tirre of the hearings and who had played 

a central role in their deliberations on tax refonn in this capacity, 

was a partner in McCarthy and McCarthy. He was also a director of 18 

corporations, including the Bank of Nova Scotia and Union Carbide of 

Canada Ltd. Senator Hayden was widely seen to have great influence 

146 within the Senate and government circles more generally. Also 
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greatly influential in the committee's hearings on the White Paper was 

its vice-chairman, MJntreal corporate lawyer Lazarus Phillips. He was 

a senior partner in Phillips and Vineberg. 147 Senator Phillips was a 

director of a number of major corporations, including Trizec Corp. Ltd., 

Steinberg's Ltd. and Dominion Bridge Co. Ltd.; and held inp:>rtant posi-

tions in leading philanthropic organizations, sat on the council of 

the MJntreal Museum of Fine Art, and was a rrember of the MJunt Royal 

and other clubs. The Senator had previously been a director of the 

lbyal Bank, a position his son, a rrember of the sarre law firm, had taken 

over. 'Ihe leader of the Conservative party in the Senate, the Hon. 

Jacques Flynn, Q.C . , had been counsel to the Maritime Prices and Trade 

Poard. He was a director of eight financial and industrial corpora

tions, including Canada Cenent Lafarge Ltd. Also on the cornnittee were 

individuals who had held key positions within the major political par

ties. An outstanding example was the Han. John Black Aird, '!bronto 

corporate lawyer and director of the Bank of Nova Scotia, Reed Shaw 

Osler, Rolland Paper Co., Consolidated-Bathurst and at least ten other 

corporations. Unti l 1968, Senator Aird had been national treasurer 

and chief corporate fund-raiser of the Liberal Party. 

The large numbers of corporate directorships held by members 

of the Standing Committee becarre the subject of public controversy 

during their 1974 hearings on the proposed revisions of competition 

policy.148 A potential conflict of interest was seen to exist between 

these corporate connections and the Senate committee's review of pro-

posed policy which greatly affected business and to which business was 
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solidly opposed. The Senators defended their corporate positions by 

arguing that it provided invaluable experience for the examination of 

such issues. Stanbury's detailed analysis of the reform of competi

tion policy in the early and mid-1970's concluded that, to whatever 

extent the Senators could distance thernsel ves from the specific corpor

ate interests with which they were involved, the conmittee hearings 

served "as a prestigeous and sympathetic forum for business interests 

on important legislation. Stanley Knowles, N.D.P. House Leader in the 

Cormons, stated, 'It's the whole social attitude of people who are 

directors of corporations. Their basic concern is for success and pro

fi tabili ty of business. They just don't have the viewpoint of ordin

ary canadians. ,,149 These patterns were certainly clear in the Senate 

Committee's deliberations on tax reform, where it provided a particu

larly conducive forum for corporate pressure against the White Paper. 

The Senate Committee Hearings on the White Paper 

The Senate comni ttee 's deliberations on the White Paper had 

proceeded in parallel with those of their Cornrons counterpart. The 

Minister of Finance and the goverrurent had emphasized that the findings 

of the two corrmi ttees ~uld be of great influence in the formulation 

of final policy. In this regard, Doerr blandly noted: "On the issue 

of expertise the Senate conmi ttee was at a distinct advantage over the 

Cornrons corrmi ttee. M:>st of its rrernbers were retired businessrren and 

lawyers who had an understanding of tax law. ,,150 In fact, ITOst of the 

committee were still actively involved in corporate affairs and their 

significance went far beyond business and technical expertise. This 
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entailed corporate representation within the very structure of state 

policy making; that is, representation of those class interests which 

had the rrost stake in retaining their advantaged position wi thin the 

tax structure . Not surprisingly, the Senate corrmittee conducted its 

hearings wi thin a policy franework and paraneters which took these 

i nterests very favourably into account. 'Ihis was very clear in the 

sympathetic reception with which business arguments were received . 

Comrenting in the Financial Post on the later report of the 

Senate corrmi ttee, a Toronto lawyer argued that "its chainnan, Senator 

Salter A. Hayden and its counsel, Arthur W. Gilrrour, carefully staged 

the hearings to provide the maximum opportunity for those who benefit 

rrost from the existing tax system to explain why this is really the 

best of all possible worlds and that only by providing tax concessions 

of every possible kind to every possible business group can our economy 

survive" and contended that corrrni ttee rrernbers largely ignored cri ti -

cisms of the unfairness of the tax structure and "seem to have asst.rrred 

that anyone who sought greater equity in taxation was a wild-eyed 

radical. "lSI It was certainly clear that the Senators I basic line of 

thinking closely paralleled that of the corporate witnesses before 

them: they frequently expressed concern over very similar issues and 

support for corporate objections to the White Paper. For example, 

the Canadian Chamber of Comrerce presented its views to what was des-

cribed as "sympathetic members" of the corrmittee, one of which, vice-

chainnan Senator Lazarus Phillips, stated that he favoured a lower 

tax rate for businesses up to a certain level of profit. 152 The pre-
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dicament of the mining industry also received a friendly hearing. Corn-

rrenting upon the joint submission from the three major steel producers, 

the committee I s tax adviser, A.C. Gil.rcour, said that the three-year ex-

emption for new mines had been highly significant in allowing the re

payment of capital investment costs.153 Senator Lazarus Phillips had 

asked representatives of the mining industry, specifically Bethlehem 

Copper Corp. Ltd. and the Mining Association of Canada, to provide them 

with acceptable alternatives to the White Paper proposals. TO this 

end, Bethlehem Copper had submitted a supplementary brief. 154 
By 

urging them to devise reasonable and legitimate alternatives, Phillips 

was helping the industry to develop a more moderate and reformist stan-

ce that would have a much greater chance of political success. Such 

alternatives could then be used by the Senate committee in the forrnula-

tion of its conclusions. 

The committee was greatly concerned with the revenue implica-

tions of the White Paper; it suggested that the estimated large increa-

se in tax revenue under the proposals could restrict credit and econo-

mic expansion. Senator Hayden asked how the goverrurent would adjust 

tax rates when it needed more revenue. While agreeing that higher 

maximum rates would be undesirable, Mr. Robert Bryce could provide no 

guarantees to Senator Phillips that the reco:rrnended top incorre tax rate 

f so n ld t be . ed' th f t 155 o '5 wau no ralS In e u ure. Consternation about the 

proposed withdrawal of tax deductions for conventions, entertainment 

and clubs pervaded the Senators I response to a series of business and 

professional briefs on this issue: "M:Jst indignant of all was Arthur 
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Gilrrour, M::>ntreal tax aCCOtmtant serving as the cornnittee' s expert ad

viser. As with so much else in the white paper, he said, the govern

rrent apparently regards certain business practices, such as entertain

rrent, as sinful." He described the proposals as "vindictive" and 

wasteful, and stated: "I hope the ccmnittee won't take the attitude 

that this is something we have to submit to. ,,156 As chief adviser to 

the Senate cornni ttee, Mr . Gilrrour played a leading role in its deliber

ations . He was responsible for the preparation of detailed and lengthy 

analyses of each brief presented, often nearly as long as the original 

subrnis s ion , which were then included in the carmi ttee proceedings 

along with the briefs themselves. It was very clear in the hearings 

that Mr. Gilrrour was as conservative as any of the Senators on the 

issue of tax reform and that he was strongly opposed to the basic 

thrust of the White Paper. His expert advise to the committee would 

be frarred wi thin such a perspective. Also opposing the expense limi

tations' Senator Jacques Flynn "said it was tirre the people of Canada 

were educated on just what kind of SOCiety Canada is and the way busi-

157 ness operates." 

House of CorrmJns Cornmi ttee 

Although not heavily populated with sitting corporate directors 

as was its Senate cOtmterpart, the rrernbership of the CorrmJns Standing 

Committee on Finance, Trade and Economic Affairs was drawn largely from 

the business and professional community. While generally more skeptic

al than the Senate cornnittee of the more unrestrained corporate argu

rrents, the M. P. 's tended to be much concerned with the sarre types of 
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issues as business. This committee also provided a receptive milieux 

within which the corporate sector could press its policy demands. 

In general, the social background of M2rnbers of Parliarrent tend

ed to be wi thin the relati vel y advantaged strata of the class structure. 

Presthus I analysis of the 1970 House of Cornrons found that the higher 

business and professional occupations were greatly overrepresented 

among M.P. ' s . 158 
He found that 47% of M.P.'s could be classified as 

having had a higher executive occupational status before entering par

liarrent (such as high-level managers, top government bureaucrats, and 

other independent professions such as law and medicine), as compared 

to a national average of 8% in this category. A further 24% were 

classified as lesser executives (including business managers, engineers, 

accountants, salesrren), compared to a national average of 10%. An 

additional 26% of M.P. 's had been small business proprietors of various 

kinds, including fanrers, compared to a national average of 9%. Thus 

95% of M.P. I S were drawn from business, propertied or professional 

occupations, as opposed to 27% of the general population. By contrast, 

5.4% of M.P.'s had been clerical, skilled or semi-skilled workers and 

there were no unskilled workers, as compared to 73% of the canadian 

population in these groups . There was also a considerable over-repre

sentation of l awyers. Finally , M. P. 's had higher levels of education 

than the general public and far more frequently belonged to exclusive 

social clubs. 

The rrembership of the Standing Ccrnmi ttee on Finance, Trade and 

Economic Affairs reflected these general patterns. Of the twenty 
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members of the committee, there were seven businessmen, f our lawyers, 

two chartered accountants, two university professors, one government 

official, one municipal politician and one M.P. whose background was 

not available . Business and the closely associated legal and account

ing professions accounted for two-thirds of the members. 159 This 

occupational categorization does not exhaust the business connections 

of the committee: former Conservative minister Lt. Col. D.C. Harkness 

was listed as a farmer and high school teacher, but was also a member 

of the calgary Petroleum Club; A. N:Jel, a prominent M:::mtreal chartered 

accountant, had been a governor of the Canadian Tax Foundation; and 

A.G. Fortin, a prof essor, was a member of the Chamber of Comrerce. In 

addition, several of the members belonged to elite private clubs 

favoured by top businessmen. 

The drafting of the corrmi ttee report was largely the work of 

three Toronto Liberal M. P. 's, Alistair Gillespie, Barnett Danson and 

Robert Kaplan, all of whom had strong business connections and were 

later to be cabinet ministers. 160 The expert advise received by the 

Commons committee also carne from business or closely associated pro

fessional sources. Three chartered accountants from top firms presen

ted a step-by-step technical explanation of the White Paper to the 

commi ttee on behalf of the Canadian Institute of Chartered Accountants. 

The presentation was a modified version of a course given by the 

Institute to about 2000 accountants across the country.16l The corrmit

tee had a staff of sixteen lawyers, accountants and economists, nine 

of which had been hired at the February 1970 canadian Tax Foundation 

~ 
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These expert advisers drew up recorrmendations for the com-
163 

mitteeafter hearing witnesses on specific aspects of the White Paper . 

Comnittee rreml:er and N.D.P. finance critic, Max Saltsman, was later 

highly critical of these experts . He first of all objected to their 

partisan nature : "The people who were hired by the Liberal goverrurent 

were not going to do or say anything that would interfere with their 

being hired again by that government as consultants. ,,164 Mr. Saltsman 

had argued at the tirre that each party represented on the conmi ttee 

should have its CMn counsel. M;)st importantly, he argued that the ex-

perts had pl ayed a very conservative role in the cc:mnittee delibera-

tions: "The Cornni ttee advisers became messenger boys between the Com-

mittee and the goverrurent, and the MPs didn't know enough to handle 

them. Of course, what the counsel were trying to do was find a con-

sensus in the cornni ttee that would be acceptable to the government: 

thus the whole process was one of watering dCMn until what finally 

emerged was really not much in the way of tax reform. 165 

On the basis of the social background of the cormni ttee rrem-

bers and their close links to the business corrmuni ty, it could be ex-

pected that they would be sympatheti c to those arguments that empha-

sized the central importance of economic growth and to prevailing 

unease about the impact of the White Paper on savings and investment, 

small business activity, and overall economic prosperity. It was very 

clear during the cornni ttee hearings that many members did share such 

concerns with the large number of corporate representati ves they ex-

amined. As noted earlier, the vice-chairman, Alistair Gillespie, had 
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argued that support for multinational corporations was essential. Even 

before the public hearings began he had expressed serious reservations 

abJut the distinction between widely and closely held corporations, the 

five year revaluation of unrealized gains and the limited support for 

small business, and had argued that the institution of an effective 

capital gains tax should lead to a review of existing levels of gift 

and estate taxation. 166 Committee members expressed great concern that 

the tax changes would contribute to inflation or that the benefits of 

refonn would be eliminated by inflation when they examined Departnent 

of Finance officials at the beginning of the hearings. Mr. Gillespie 

suggested that inflation would increase the rate of taxation as people 

rroved into higher earnings brackets. For this reason, he "clai.rred 

that the less progressive the tax system is made the better. ,,167 A 

nt.mlber of I1.P. 's favoured tax credits rather than personal exemptions 

and rej ected the Department of Finance's opposition to this option. 

Mr. Gillespie and fellow Liberal Barnett Danson criticized the rrore 

restrictive i ncorre averaging proposed in the White Paper . Conservative 

Gordon Ritchie asked that legitimate convention expenses be deductible. 

Conclusions: Public Participation in the Parliarrentary Hearings 

on the White Paper 

In surrnnary then, the parliarrentary conmittees provided a sympa

thetic milieux for the presentation of corporate sul:missions. This did 

not preclude the appearance of divergent policy perspectives; organized 

labJur and the Canadian Welfare Council strongly argued for progressive 

refonn of the tax system. However, the representation of such 
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competing forces in the formal hearings was highly l.imi ted when com-

pared to that of the capitalist class. Those pressing for progressive 

refonn could not match, either in quantitative or qualitative tenns, 

the massive business opposition to the guiding priorities and basic 

proposals of the White Paper. These patterns of representation cer-

tainly do not support the pluralist paradigm of widespread public par-

ticipation in the policy process and free and open competition of a 

range of policy alternatives, a competition which is held to result in 

the equitable rrediation and balancing of competing social interests. 

N:)r does this juncture of the refonn process accord with governrrent 

pronouncements on participatory derrocracy. 

The unequal nature of public participation in these delibera-

tions did not go unrernarked at the time. Max Saltsman, rrernber of the 

Cornroc>ns corrrnittee and N.D.P. financial critic, argued that the govern-

mentis stated desire for a wide and general discussion of the White 

Paper had failed. Little had been heard from ordinary wage and salary 

earners and the debate on tax refonn had been dominated by the views 

f . 1 . t t 168 o spec1.a ill eres s. The latter was the tenn used by the N.D.P in 

reference to organized business. This pattern had been predicted in 

the Toronto Star at the beginning of the parliamentary hearings: 

"Briefs are expected to pour i n from persons and industries with spe-

cial interests to protect, while little will be heard from the average Ca

nadian who may stand to gain from refonn.,,169 

Similar argurrents were made by one of the few participants that 

could claim to speak for the law-income. In a major editorial high-



837 

lighting its brief to the Senate corrrni ttee, the Canadian Welfare Coun-

cil stated that "the level, quality and extent of public debate in 

Canada leaves much to be desired. In the welter of corporate and other 

special interests whose pleading has enveloped the Benson proposals 

there has been remarkably little heard from other sectors of SOCiety, 

particularly the low-income group which the tax proposals are supposed 

to help the rrost. Perhaps this is to be expected. The poor are voice-

less and organizati ons with rrore than special axes to grind are too 

often mute . "l70 This argurtEIlt was later substantiated in a detailed 

analysis of the Commons hearings published in Canadian welfare.
17l 

The appearance of this juncture was illusionary: "The energies expend-

ed by politicians, the representatives of a great variety of interest 

groups and the attention of the mass media have created the impression 

that canada has had an honest and open battle on the federal govern-

172 rrent's pro:;:x:>sals for tax refonn." However, of the 287 hours of com-

rnittee proceedings, 93 were spend diSCUSSing technicalities, 53 hours 

on the resource industries, 32 on the effect of refonn on corporations, 

21 on capital gains and 18 hours on small businesses. By contrast, 

the effect of refonn on low-income taxpayers was discussed for six 

hours. Similarly, only six of the 211 briefs, from the C.W.C., the 

British Columbia Tenants Organization, Canadian Labour Congress, Cana-

dian Association of Social l'brkers, Vanier Institute of the Family and 

Public Service Alliance of Canada, were in any way related to the in-

terests of lower-incorre groups. The implications are clear: "Com-

rni ttee m=mbers spent only a few hours dealing with the six sul:::missions. 
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Their lack of political clout, in the context of the other briefs, must 

have been obvious." 17 3 The basis of this unequal representation was 

also clear: "While those who benefit rrost fram our economic system 

have the means and resources to protect their interests very well, 

lawer-incorre canadians have virtually no opportunity to comprehend their 

position or the ways to improve it, much less the resources for ade

quate representation of their case. ,,174 

The canadian Welfare analysis of the hearings argued further 

that the focus of the cornni ttee deliberations worked to the disadvant-

age of lawer-incorre groups. First of all, there was very little dis-

cussion, in the rredia generally as well as in the hearings themselves, 

of the social values and goals that underlay the tax system: "Of the 

287 hours spent in dealing with taxation in the Cornnittee, only 13 

were used to discuss what the purpose of taxation ought to be. !-bst 

often, this time was spent in developing the very simplistic notion 

that the economy can be compared to a pie which must be made bigger be-

fore it can be sliced rrore equitably. Even following this analogy, no 

one dared make the heretical suggestion that the Committee define the 

point at which the pie could be sliced. ,,175 Rather than considering 

such political issues of taxation, approximately one-third of the 

hearings discussed purely technical questiOns. The ways in which taxa-

tion "contributed to, or alleViates, poverty" would seem to be a cru-

cial question; however "only four-and-one-half hours of marginal dis-
176 

cussion were devoted to the possibilities for reform in this direction." 

While there was great concern expressed over the severe burden on the 
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middle-income and constant expressions of approval for relief for the 

low-income, "the eight-and-one-half hours which the Corrunittee spent on 

this matter hardly touch on" the way in which increased exemptions were 

far more beneficial for the higher-income compared to the advantages 

of a tax credit system for the low_income. 177 The deliberations on 

corporate taxation were similarly limited: "This could ~.ave been a va

lid political debate if the White Paper proposals had made some effort 

to change the way corporations operate. As the proposals made no such 

effort the discussion of corporation taxation proceeded around the 

single premise of the corporations urging a reduction in their taxes~178 

Such critics of the White Paper process, and they were very 

few, correctly stressed the limited participation of competing alter

natives to the prevailing corporate Viewpoint, but their explanation 

of this unequal competition was only partial. It was not caused 

simply by a failure of judgement on the part of conmittee rrernbers and 

other political leaders, but more importantly involved the nature of 

the assumptions and parameters within which the deliberations took 

place. It is not true that the values underlying taxation pervaded 

the many corporate submissions: the tax system must facilitate and 

encourage economic growth; while equity was certainly important, sus

tained growth was the basis of all other social goals and must be the 

primary focus of refoDn; the taxation of wealth, business activity and 

high income must not become so onerous as to reduce incentives to 

investment and productivity; and stability and certainty require that 

tax changes be moderate and limited rather than revolutionary. It was 
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a vital element of corporate political power that these values and as-

surnptions constituted the unstated, but unquestioned, pararteters wi thin 

which the parliartentary carnmittees conducted their deliberations. 

These underlying assumptions were never systematically challenged by 

competing groups. A political scientist explained the limited public 

input in the follOWing terms: "The problems of infonned public res-

ponse and participation in the debate were compounded by the difficulty 

of the subject matter and the lack of effective machinery to conduct 

the debate with the unorganized and inarticulate sectors of the comnu-

ni ty . The par liartentary corrrni ttees provided hearings for the articu-

late sector but a large proportion of the public were left to answer 

"yes" or "no" to an opinion survey. ,,179 It would appear that public 

understanding of the reform proposals was in fact quite restricted: 

a poll taken in June 1970 at the height of the committee hearings 

found that only 57% of the public had heard of the White Paper and that 

knowledge was much less among low-income earners and workers than 

180 among more advantaged strata. However, it was not solely the lack 

of articulate understanding on the part of the majority that res-

tricted their access to the policy process, but rather the fact that 

they did not command the tremendous material and political resources 

mobilized by caTJital. The pervasive corporate media and public cam-

paign against the White Paper would also certainly have contributed to 

the misinfonned and limited state of public opinion on the key issues 

181 of reform. 
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The unequal nature of the White Paper debates was recognized 

by no less a political notable than the Prirre Minister: "And I con

cede your point too, that it I s likely we heard rrore f rom the vested in

terests than we did fran the little taxpayer who didn I t have .. . the 

high-paid lawyers t o speak for him • •. I suppose in participatory derro

cracy there will always be SOIre whose voice is louder than others. ,,182 

The point here is not simply that the various viewpoints on the direc

tion of tax reform did not receive an equal hearing. M:Jre importantly, 

only a small number of organizations supported progressive tax re

forms, changes that would benefit the great majority of the population. 

By contrast, a much larger number of powerful corporate organizations, 

within varying degrees of sophistication and willingness to compromise, 

sought to limit or prevent progressive changes and protect the exist

ing system which was of tremendous benefit to an affluent minority. 

As a significant source of potential influence in the determination of 

the eventual tax changes, corporate predominance in the parliamentary 

hearings was of crucial advantage to capitalist interests and policy 

demands. 

Cbmpletion of the Hearings 

This then was the situation as the parliamentary hearings came 

to a close in August 1970 with the final appearance of the Minister of 

Finance. Mr. Benson told the Comrons cornni ttee: "Since last November 

the White Paper has been discussed with a fervor seldom experienced in 

connection with any issue in canadian history. The exercise has focus

ed largely on this corrmittee. ,,183 He stressed the importance of the 
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comni ttee 's task: "for the first ti.Ire you are carrying the burden of 

assessing government proposals in the light of public discussion before 

the legislative stage. ,,184 He reiterated once again that the White 

Paper "represents a set of proposals for consideration and debate, not 

an iron-bound scheme for tax legislation" and assured the committee 

"that the government awaits your report with an open mind. ,,185 Mr. 

Benson surrm:rl up as follows: 

I have stressed ti.Ire and again that in formulating 
legislation to implement tax refonn, the government 
would be guided in an irrportant way by this debate 
and particularly the recormendations of this com
mittee. 

I would like to make it clear that the government 
is impressed by many of the argunents that have been 
made for changes in the White Paper proposals. Major 
changes will have to be made in a number of areas. 
But in approaching these decisions the government is 
anxious to have the benefit of the report of the ~ 
committees of Parliament. 186 

Within this oft-repeated flexibility, the government still insisted 

upon tax refonn which would include a reasonable capital gains tax, 

shifting the burden from lower-income groups, and reducing inconsis-

tencies and eliminating room for abuse within the system. Mr. Benson 

hoped that this process could be completed so as to reduce the uncer

tainty faced by business. 187 The comnittee then adjourned to prepare 

its conclusi ons and recommendations. During this period debate and 

pressure had been continuing outside of these formal hearings. This 

and the reports of the committees released in the fall of 1970 are 

examined in the next chapter. 
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2. Standing Committee on Finance, Trade and Economic Affairs, 
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al processes of government"; Ibid., P 187. As evidenced by the 
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Business Interests and the Reform of Canadian Competition 
Policy, 1971-1975, 'Ibronto, Carswell-Methuen, 1977. 

7. Cf. Canadian Business, August 1967, October 1969; Financial 
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11. Cf. the editorial in Financial Times, February 2, 1970. 
12. Cormons, January 15, 1970. In the audience were large numbers 
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ibid., P 127. Its basic argument was reiterated by the submis
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Chapter 14 Further M:x1eration: Recormendations of the 

Parliamentary Committees 

The deliberations of the parliamentary conmittees on the White 

Paper did not take place in isolation; during the entire period that they 

were at work the reform proposals remained the focus of extensive public 

discussion and consi derable controversy. The first two sections of this 

chapter examine this continuing pressure and three critical concessions 

by the goverrurent in the stlIT1rCEr of 1970. This third stage of the reform 

process came to a cl ose with the publication of the two cammittee's re

ports in September and October. Their content and implications are dis

cussed i n the third section and the overall conclusions for this stage 

are developed in the fourth section. 

1. Continuing Debate: Spring - Fall 1970 

Just as corporate representatives had been the predominant 

presence in the formal conmittee hearings, highly organized business 

oppositi on to any substantially progressive reform was the dominant po

li tical force in the wider debates on the White Paper. Business policy 

perspectives and demarrls continued to be pressed in an incessant round 

of speeches, articles in the business press, conferences and lobbying 

acti vi ty • The therres of this pervasive corporate opposition paralleled 

those of their formal su1::missions to the Comrons and Senate comrni ttees . 

In addition, the corporate briefs were generally also presented directly 

to the government. Department of Finance officials reviewed the briefs 

as they were received and prepared initial legislative options on their 

basis. 1 
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While there were still some who totally rejected the White 

paper,2 majority corporate opinion recognized that major changes were 

largely unavoidable. The major thrust of continuing business pressure 

was to ensure that the eventual refonns were as acceptable as possible . 

The fundamental objection to the White Paper remained that it would have 

a damaging effect on the econany. 3 M:)re imrediately, corporate spokesrren 

stressed that uncertainty over the impact and implerrentation of the White 

Paper proposals was affecting current business activity; a number of 

corporations had cancelled planned public share offerings4 and major in

vestIrent projects were being held back. 5 The clear consensus was that 

there would have to be important rrodifications to the White Paper and 

that the government should quickly admit this. It was frequently sugges

ted that the government had tried to achieve too much "by attempting to 

introduce a theoretically perfect and symmetrical tax system all at 

once. ,,6 'The consistent message from the rrore reformist and sophisticat

ed elements within the business community was that the government should 

be flexible and willing to compromise. It must not allow intransigence 

or pride or authorship to prevent it from correcting the major problems 

of the White Paper. For the sake of workable and acceptable general re

form, it must be willing to drop some of the rrost hotly contested propo

sals and proceed cautiously and gradually with overall changes. The rrore 

astute business observers argued that the Minister of Finance could use 

concessions on issues such as the taxation of small business and unreal-

ized capital gains as bargaining tactics: "Their abandonment would give 

him good political talking points in negotiating the rest of the propos

als through Parliament. ,,7 
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Continuing Pressure from Small Business and the Political Right 

While the rrore rroderate and refonnist current within business 

had becorre increasingly important, the White Paper remained under strong 

pressure from the right . Small business continued to oppose the direc

tion and major recommendations of the White Paper. The harsh rhetoric 

of much of this campaign against the reform proposals struck a responsive 

chord wi thin the far right of the Canadian political spectrum. The high

ly conservative magazine Canada M:>nth argued that taxation must be judg-

ed in terms of how much it interferes with economic freedom and that "on 

every count Mr. Benson's new tax system is a state-interventionist 

system. ,,8 It referred back to the "socialistic doctrine of the 'redis

tribution of wealth ' which was one of the rrost pathological symptoms of 

the Carter Report" and held that the White Paper entailed even greater 

"state expropriation. ,,9 canada M:>nth strongly condemned prevailing re

fonnist interpretati ons of the White Paper; those who supported its 

general goals, but wanted changed in the actual proposals. By rontrast, 

they rejected the basic priority of reform: "Strategic awareness demands 

that we start taking the field frankly in favour of inequality: the 

richest rewards to the rrost fruitful producers of the rrost desired 

valuables. ,,10 

It would appear that the rrobilization of small business against 

the White Paper had reached its peak during the spring of 1970 as the fo

cus of public attention and discussion shifted to the parliarrentary com

mittee hearings. A major rally of the canadian Council for Fair Taxa

tion planned for lateMa.y was cancelled because of dwindling funds and 
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mernbership.ll Nonetheless, this strident and highly publicized opposi-

tion was a major factor for the government to consider in formulating the 

direction of reform. Max Saltsman, an individual ITRlch involved in the 

reform process, attributed the retreat from the Carter principles to the 

impact of this well organized campaign, especially of Colin Brown and 

his ' t ' 11 'nf ~-'I ubl ' " 12 aSSOC1a es, on an 1 -1 OLll~ P 1C op1n1on. 

The extremist campaign against the White Paper was condemned 

by rrore rroderate members of the business corrmuni ty. 13 For example, in a 

speech to a Queen's University tax conference, leading Toronto account-

ant A.J. Little was highly critical of the efforts of John Bulloch, head 

of the canadian Council for Fair Taxation, whom he accused of "pra.roting 

hysteria", and of the "corrpletely dishonest" newspaper advertiseIreIlts 

against the White Paper sponsored by Colin Brown. 14 This theme was taken 

up by the Globe and Mail editorially: it argued that these activities 

"do not impress us as calculated to produce a fair assesSIreIlt of the 

White Paper or an equitable tax structure. ,,15 

As unfounded and hysterical as the rrost extreme attacks on the 

White Paper may have been, the goverrurent still had to take this reaction 

into acoount. A February Globe and Mail editorial urged the Minister of 

Finance to act quickly to neutralize this opposition by slowing down the 

pace of reform and discarding the rrost objectionable proposals: "He must 

do this because ITRlch of the White Paper is basically sound, ITRlch of what 

it proposes is necessary to a fair system of taxation. But if he doesn't 

get rid of the bad it will overwhelm the good, and sweep the whole struc

ture down the drain. ,,16 Underlying this plea was the fear that extre-
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mist opposition could force the government to abandon the White Paper 

and that this could result in an even worse system than that existing. 17 

Provincial Opposition 

In very similar tenns as the corporate sector, the major pro-

vincial states continued to oppose the White Paper. Ccmprehensive sub-

missions from Ontario, Quebec and Alberta to the June 1970 federal-

provincial finance conference argued that the federal proposals would re-

tr ' ct . owth 18 s 1. econOInlC gr . There was great concern that uncertainty over 

tax changes was retarding provincial econanic develor::ment; Premier 

Bourassa, for example, stressed "the uncertainty about the possible rate 

of return which is inhibiting mining develq::.ment in Quebec ,,19 and that 

his government's efforts to create employment were being hampered by the 

White paoer .
20 

Ontario remained at the forefront of provincial_ resis

tance to the White paper.21 In its brief to the House of Gammons cammit-

tee and its submissions to inter-governm:mtal conferences, Ontario had 

presented a concrete set of alternative proposals for tax reform. The 

federal government was condemned for hampering fiscal coordination "by 

inposing an unacceptable tax system which forces provinces to establish 

independent tax systems through its piece-rreal approach of reforming the 

federal structure in isolation from the other levels.,,22 Like the White 

Paper, Ontario's first priority was to improve equity. Ontario Treasur-

er Charles MacNaughton argued that this could be achieved at far less 

cost; by the use of tax credits ITDre people could be helped without 

raising taxes in general or increasing the burden on the middle income 

classes. The second priority of tax reform was to foster economic growth; 
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to this end, Ontario advocated milder capital gains taxation, the reten-

tion of incentives for small business and the resource industries, and a 

more gradual i ncremental approach to reform. 23 Mr. MacNaughton expressed 

grave concern over the apparent growing share of public investment entail-

ed by the White Paper and the attendant implication that "the determina-

tion as to how developrent will take place, and where the capital COrtes, 

will be more and more placed in the hands of goverrurent - and in this 

24 case, the central government." The Ontario governrrent rejected such 

an orientation: "I certainly believe that the growth of our country up 

to this point in tirre which has been good and solid, has been largely 

the result of encouraging the use of capital by the private sector. ,,25 

It also strenuously objected to the large increase in tax revenue that 

would result from the proposed new rate structure. It will be seen 

shortly that pressure from Ontario was to be a central factor in two key 

developments in the summer of 1970. More generally, the criticism of 

the White Paper from the most affluent and powerful province provided 

significant support to the more moderate business opposition, whose over-

all perspective the Ontario proposals closely resembled. 

Pressures on the Governrrent 

The governIT€nt then, was under pressure from all sides through 

the spring and summer of 1970. Not only was it beleaguered from the cor-

porate sector, small business and the political right, but it was also 

under attack from the major provincial goverrunents. At the sarre tirre, 

the White Paper had been bombarded by unrelenting criticism during the 

hearings of the par liarrentary corruni ttees. GovernIT€nt strategy had been 
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to attempt to ride out the worst of the storm of organized protest against 

the White Paper. This appeared to have been at least partially successful .
26 

By the sumrer of 1970, the nost hysterical reactions to the proposals had 

abated SOIreWhat and the nore reformist perspectives wi thin the business 

cormruni ty had carre to the fore. However, while the tenor of opposition 

may have m:x1erated sorrewhat, the governrrent was still under intense pres-

sure to m:x1ify the priorities and central provisions of the White Paper. 

The pervasiveness of this opposition seemed to be having an im-

portant inpact on public opinion. A poll carried out by the Canadian 

Institute of Public Opinion indicated that the proportion of the public 

approving of the White Paper had dropped from 34% in January to 30% in 

June: at the sarre ti.rre, those disapproving had increased from 38% to 

48%. On rrore specific issues, 53% believed that the White Paper v.ould 

lead to slower development of Canada's natural resources and 62% oppos

ed the capital gains tax proposal. The results of this poll, comnission-

ed by london businessman Colin Brawn with funds raised during his ear-

lier advertisi ng campaign against the White Paper, were presented to 

every Member of Parliarrent. 27 A further indication of significant pub

lic unease with the White Paper was the large volurre of critical mail 

sent to Mr. Benson. A Depart.rrent of Finance analysis of the 15,000 

letters received by mid-August revealed six rrost frequently mentioned 

issues: the withdrawal of the dual rate of corporate taxation, in-

creased taxation on initiative, periodic revaluation of unrealized capit-

al gains, profit-sharing plans, business entertainment and convention 

expenses, and the taxation of gains on hones. Addi tional areas of 
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great concern were the heavier taxation of middle-income groups, capital 

gains tax in general and the higher government revenue that would result 

from these reforms. 28 

Such an apparent loss of public confidence and support, of 

crucial significance to the government at any time, was especially impor

tant during this period. The protracted deliberations and debates on 

tax reform meant that the final legislation would not likely be implemen

ted until July 1, 1971 or January 1, 1972. The government did not want 

to go into the expected 1972 or early 1973 election with its reforms 

still a contentious and salient public issue.
29 

The Monetary Times em

phasized these "powerful reasons for urgency ..• The process of tax reform 

has to be completed by then if it is to be minimized as an election is-

sue. Then to, Benson is becoming aware of the extent investment deci

sions which make the economy rrove are being deferred until tax positions 

are clarified. An economy on the upswing is essential to election 

victory. ,,30 

II. Major Government Concessions on Small Business, State Revenue 

and Mining 

In response to all of this, the government continued to stress 

that the proposals were open to revision. In their appearances before 

the parliamentary committees, leading officials had admitted the signifi

cance of prevailing criticisms of the White Paper and both the Minister 

of Finance and the Prime Minister had stressed that there would be chan

ges in the White Paper. 31 Mr. Benson told a t-1ay conference of the Tax 

Executives Institute that the final shape of tax reform would be ron-



860 

siderably influenced by the criticisms of the ~-nlite Pa~r. 32 The Minis-

ter also assured the canadian Tax Foundation meetings that he was well 

aware of the problems of uncertainty created by the protracted nature of 

33 the reform process. N::)netheless, the governrrent continued to insist 

that it would not corrment on the White Paper or indicate the nature of 

any m:xlificati ons to it until the reports of the two parlianentary comnit-

tees had been received. In spite of this comni trrent, the governrrent did 

make three crucial concessions to corporate pressure during the summer 

of 1970. 

Small Business Taxation 

The recormnended elimination of the lONer rate of tax on the 

first $35,000 of corporate profits had attracted an enormous amount of 

opposition. As canadian Business remarked: "Of all the issues influen-

ced by the White Pa~r on Tax Reform few have caused as much of an out-

burst as the proposal to eliminate the preferential tax rate for small 

business. ,,34 Small business was galvanized into organized action and 

it became one of the leading forces in the more hostile pressure against 

the White Pa~r. Large corporations and associations also demanded that 

significant tax incentives for small business be retained. The govern-

!lent had not expected such a trerrendous uproar. The Minister of Finan-

ce's first defense was to argue that the lONer rate had been abused to 

avoid taxation and had benefited corporations for whom it was not in

tended. 35 These argt.ments failed to convince his critics. 

A far more substantive government response was unveiled in a 

May speech by Mr. Benson to a Liberal Party group. He argued that the 
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existing dual rate was extremely expensive, but agreed that adequate tax 

incentives for small business were still vitally necessary. Tb devise 

the most efficient means of accomplishing this a special task force of of

ficials from the Depart::mant of Industry, Trade and Comrerce, Finance, 

and National Revenue, and the Privy Council and the Industrial Develop

ment Bank was established under the chairmanship of former Deputy Minis

ter of Finance, R.B . Bryce. 36 This group would examine and develop re

commendations on the financing problems of small business, the s i gnifi

cance of this sector within the overall economy, the priority of assis

ting their growth and the range of options with which to do so. The 

seriousness which the government attached to this issue was indicated 

by the high-level experts and officials named to the study and by the 

appointment of Mr. Bryce, long the most powerful and senior federal bu

reaucrat and at that time in charge of the constitutional aspects of 

taxation within the Prime Minister's office. The establishment of the 

task force was warrnl y applauded by the Financial Post: "There is inmen-

se significance in the news that Finance Minister Benson now has a top-

level team lCXJking at ways to soften the impact of the government's tax 

proposals on small business. This provides the first visible prCXJf 

that Ottawa is in fact willing to make changes in its proposals for tax 

reform if the case for change is clear. ,,37 The establishment of the 

task force can certainly be interpreted as a way of cCXJling out the 

pressure on this issue. But there was also little doubt that the govern

ment was nO\>/ firmly cornnitted to significant fiscal support of small 

business. 
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The business community was heartened by this announcement not 

simply in the hope that the problems of small business would be allevia-

ted, but as an indication that the government was willing to revise those 

proposals which had attracted the greatest opposition. The Financial 

Post clearly stated this view: "The fact that the governrrent is nCM 

moving towards modification or amendment of its proposals on this front 

will go far to defuse the explosive forces building up against tax re

form. It suggests that public pre-legislation discussion about tax 

changes can'M:)rk to everylxxiy's benefit. The re-entry of the governrrent 

marks the resumption of honest-to-gcx:xmess debate. ,,38 The Post's editor

ial then went on to speculate on whether the government would also 

change such other hotly contested issues as the distinction between 

closely and widely-held companies, the periodic revaluation on unrealiz

ed gains and the taxation of capital gains from the sale of personal 

property. 

Increased Government Revenue 

The second, and even more important, government concession also 

spoke to a major thrust of corporate pressure against the White Paper; 

the pervasive demand that the reform of the tax structure not be used 

to concurrently increase the level of state revenue. Opposition to the 

large tax increase, which the White Paper said 'M:)uld be $630 million per 

year when fully in operation, an increase of six percent, had been 

strong from the first release of the proposals. 39 This corporate opposi

tion was heightened when the Ontario governrrent charged that the increase 

of tax revenue would in fact be $1. 3 billion, a figure that was then 
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incorporated in most subsequent corporate objections to the White Paper. 

The Ontario government in fact played a leading role in the campaign 

against the revenue increases included in the federal proposals. This 

was emphasized by Liberal rrember of the Comrons corrmi ttee Robert Kaplan 

when the Ontario delegation appeared before them; he argued that the 

Ontario estimates of the revenue consequences of the White Paper, be

cause of the stature of the province and because they were the only ones 

to develop a concrete analysis of this issue, had shaped the direction 

and scope of the public debate on tax reform. 40 

Business apprehension with the revenue increase ran through 

the sessions of the March canadian Tax Foundation conference, a highly 

influential forum in its own right and one which highlighted the current 

state of corporate opinion. Arrong the points upon which the Financial 

Post had found widespread agreement within the conference was "condemna

tion of the government for including a sharp increase in tax revenue 

with tax reform. ,,41 The more conservative variants of this opposition 

were well expressed by the Hon. J. V. Clyne: ''What programs has it in 

mind that would require the vast sums that the White Paper would produce? 

... the White Paper is a revenue-producing document and its talk of equity 

and neutrality is, in the main, a mockery of those terms. ,,42 The 

spectre of totalitarian state control was raised: "the degree of govern

rrent intervention in the economy which is envisaged is alien to Canadian 

aspirations ... One either has a free competitive system or one has not, 

and at sorre point continued enlargerrent of government participation or 

intervention in the economy of a country will transform it to one of 
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43 total state control." In addition, a number of comprehensive academic 

analyses of the macro-economic effect of the White Paper proposals con-

cluded that their irrpact would "depend upon the nature of the policies 

adopted with respect to the revenue raised. Perhaps our primary conclu-

sion in this study is therefore that no adequate assessment of a tax in-

crease of the magnitude proposed by the White Paper - indeed no adequate 

evaluation of any major tax policy change is possible without information 

concerning the uses to which the rroney will be put or the nature of the 

proposed corrpensatory tax reductions. ,,44 A second academic study put 

forth a series of rrodifications to the White Paper - all very similar to 

prevailing corporate demands - which v.uuld eliminate the tax increase and 

make the overall economic effects of the tax changes favourable. 45 In 

his "surmning up" of the Foundation's deliberations, Phillip Vineberg 

stressed that the controversy over the revenue increase had greatly cam-

plicated debate over the reform proposals and increased the opposition 

to the White Paper as a whole. 46 This argurrent was carried forward in a 

Financial Post editorial on the conference: "One fact errerges from Tax 

Foundation's sessions with great clarity. If ottawa separated the propo-

sals for tax reform fram the proposals for specific tax rates (as put 

forward, the rates would produce the biggest tax increase in peacetirre 

history), there would be rrore room for constructive change - and less 

errotion. ,,47 Mr. Vineberg wondered whether the government, in the light 

of this considerable uproar over the higher revenue, was considering the 

"alternative of scaling dawn sorre taxes as the bite increases during the 

transitional period. ,,48 
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Opposition to the higher revenue that would result from the 

proposed system was also one of the preeminent therres of corporate sub-

missions to the parlianentary comnittees. As noted in the preceding 

chapter, one of the strongest argunents on this issue was presented in 
49 

the brief of the canadian Bankers' Association to the CoITlIDns romni ttee. 

'!his p:JWerful organization argued that the key goal of formulating a 

rrore efficient and acceptable tax structure was overshadowed by lithe 

built-in addition to the total tax burden. 1150 It enphasized the signifi-

cance of the increased revenue II for it is the marginal addition to tax 

levies or tax rates which rrost influences one's judgerrent on the economic 

ramifications of proposed changes. 1I51 The C.B.A. understood the fiscal 

pressure on the government to ensure that no revenue would be lost in 

the first year of operation of the new system. But the increased revenue 

that would result from the new proposals as transitional measures took 

effect was too substantial. If the government did not intend such an 

increase, as the White Paper implied, then this situation must be ror-

rected. The Association therefore reCOIl1reIlded that lithe government 

should establish a specific schedule of gradual tax reductions over the 

five-year transition period as a rough counter-weight to the estimated 

52 gradual build-up of new revenue flows. II 

While the White Paper was by no means clear on this issue, the 

higher revenue yield of the proposed changes can be related to the fis-

cal pressures facing the state. The trend of rising state expenditure 

had been well established during this period. The opportunity to secure 

additional revenue automatically, and hopefully without attracting undue 
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attention and therefore at relatively little political cost, would cer

tainly be attractive. Tb the extent that such considerations were impor

tant, governrrent policy-makers badly miscalculated. The increased re

venue attracted trerrendous business opposition and quickly beCaIre as 

contentious as any other facet of the White Paper. There was consider

able apprehension of what the governrrent would do with the additional 

revenue and deep suspicion of the expansion of state social and economic 

intervention from the rrore conservative wi thin the business cornnuni ty . 

It beCaIre very clear that evaluation of the White Paper and bnplerrenta

tion of SCIre degree of tax refonn would be far easier if these issues 

could be separated from the revenue increase. 

The first reaction of the government to this uproar was to de

clare that the White Paper proposals had not been intended to provide a 

rrechanisrn of increasing revenue. In his initial appearance before the 

House of Cormons cornni ttee, the Minister of Finance stressed that 

raising revenue levels was not a basic purpose of tax refonn. 53 Such 

reassurances did not satisfy the government IS critics. When Mr. Benson 

presented this argurrent to the conference of the canadian Tax Fotmdation 

he was greeted with laughter and groans of disbelief. 54 The government IS 

next response was to indicate that tax rates could be cut to compensate 

for the additional revenue yielded as the new structure CaIre into force. 

In January, Mr. Benson stated that if rrore revenue was produced than 

the governrrent required then rates could be adjusted downwards. 55 In 

April, Mr. R.B. Bryce told the Comrrons committee that tax rates could 

be reduced before the new proposals beCaIre finally effective. 56 
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The governrrent I s final position was clarified in a letter from 

the Minister of Finance to the Chairman of the parlianentary comnittees 

tabled in the House of Cormons June 11. S 7 
Mr. Benson promised that per

sonal tax rates would be revised so that they would not yield additional 

revenue: "the legislation that the governrrent proposes to the House of 

Commons to implement its tax reform measures will include a fixed sche

dule of declining income tax rates for each of the first five years of 

its operation. These schedules will provide for tax cuts in each of the 

five years designed to ensure that the revenues produced under the new 

system will not exceed the total that would be produced if the present 

system remained in effect."S8 Hoping to defuse the great hostility to 

the White Paper over the increased revenue, the Minister I s announcement 

"was designed to re-focus public attention on the actual tax proposals 

in the white paper and to allay the fears of investors and businessmen, 

at a time of economic uncertainty, that the white paper will seriously 

reduce private savings available for business expansion."S9 Described 

in the press as "the Governrrent I s IIDst significant political response 

since the white paper debate began, ,,60 this cornnitrnent has to be seen 

as a major concession to corporate pressure. The formula put forth by 

Mr. Benson was in fact exactly what the Canadian Bankers I Association 

had demanded. It was also a concession that directly affected one of the 

IIDSt pressing institutional imperatives on the state; its need to secure 

adequate revenue levels. 
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Mining Concessions 

The rrassi ve opposition of the mining industry against the 

reconm:mded withdrawal of their lucrative tax concessions has been seen 

above. This rerrained one of the predominant thrusts of corporate pres

sure against the White Paper throughout 1970. A continuing round of 

speeches by top industry spokesrren decried the iIrpact of the proposals: 

Sir Val Duncan, chainnan of Rio Tinto-Zinc Corporation, told the Empire 

Club that international mining capital will be re-directed to countries 

where it could receive a nore favourable return,6l and A.L. Fairley, 

president of Hollinger Mines Ltd., told the company's annual rreeting 

that the White Paper would jeopardize mining expansion in Canada. 62 The 

business press was filled with articles along the sarre lines: rrajor 

analyses in the Financial Post emphasized the great uncertainty in the 

industry over the White Paper and the overall ~lirrate of state policy. 63 

It was estirrated that the tax incentives for the mining industry would 

be generally reduced by about 75% and those for producers of iron ore 

used in the integrated iron and steel industry by 80-85%. As was seen 

earlier, opposi tion to the rerroval of the mining incentives had also been 

one of the central thetreS of corporate submissions to the parliarrentary 

corrmittees; about 20% of groups appearing before the Ccmrons corrmittee 

were prirrarily interested in defeating these proposals and they were 

supported by large numbers of other business briefs. 64 In addition, the 

rrajor provincial goverrnrents, especially those in which the mining indus

try was concentrated, had played a leading role in the campaign to pro

tect the incentives. The Ontario proposals for refo:rm argued that the 
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taxation of natural resources fell within provincial jurisdiction and 

that the federal government must leave them tax room to do so.65 

It was clear through the spring and summer of 1970 that the 

goverrurent was not irrrnune to this unrelenting pressure. In April, the 

Minister of Finance noted that making provincial taxes a deductible 
66 

expense for the federal taxation of mining corrpanies could be considered. 

Finally, in an August 26 letter to the provincial finance ministers and 

treasurers, the Minister of Finance announced a number of crucial rrodi

fications to the White Paper proposals on mining. 67 The range of expen-

di tures that would qualify for earned depletion would be expanded and 

invest.Irent in rrajor expansions of mines would also qualify. There would 

be rrore favourable treatment of dividends paid by mining companies to 

canadian shareholders. Finally, there would be key changes in the rates 

of taxation. The existing effective rate of federal tax on mining was 

40% (the standard corporate rate of 50% less a 10% abatement for provin-

cial taxes). The provincial abatement would be increased to 25%. This 

would reduce the effective federal rate from 40% to 25%. Like the 

original proposals for mining, it was expected that these changes Y.Duld 

not likely corne into force until 1975 at the earliest. 

The changes proposed by Mr. Benson would have a considerable 

impact upon the industry. A preliminary analysis by a leading chartered 

accountant estimated that the effective tax rates of mining coffi98nies 

would be seven percentage points less under the new proposals than under 

the White Paper with no earned depletion and 4% less with maximum deple-

tion. With maximum earned depletion, mining companies Y.Duld have a lONer 
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effective rate under the latest modifications than under the existing 

system. 68 The announced changes ~uld produce a far rrore favourable tax op

position than under the White Paper; it was estimated that alrrost ~

thirds of the tax increase on the extractive industries entailed by the 

White Paper ~uld be rerroved. 69 These rrodifications represented a sig

nificant retreat; a major study of the reform of mining taxation conclu-

ded that "obviously, the effect of the amendIrents is to reverse the 

directional impact of the original White Paper proposals on the net re

turns to mining. ,,70 Corrmentary in Canadian Chartered Accountant set this 

retreat in its wider context: the Carter Report had reconm:mded a large 

reduction in tax concessions for mining; "these drastic proposals were 

softened substantially in the White Paper"; and in turn, "these proposals 

were not satisfactory to the mining industry and in August, the Minister 

of Finance announced several changes further ameliorating the impact of 

reform upon this important industry." 71 

The basis for this significant retreat on the part of the go

vernrrent was also clear. The mining industry had kept up constant pres

sure against · the elimination of their incentives and a number of large 

projects had been deferred or cancelled. The goverrJIrent decision was a 

clear response to this pressure and to the fear of a major slowdown in 

the industry. 72 Mr. Benson himself stressed the need to allay the uncer

tainty that industry spokesmen said was delaying new mining development 

and the large number of submissions received by the government opposing 

the mining recommendations as key factors in his decision. 73 Equally 

important as the pervasive corporate opposition, was the strenuous 
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carrpaign of major provincial goverrnrents against the proposals. '!he 

Minister of Finance acknowledged the great pressure from the provinces 

in his final testirrony to the Cornrons corrrnittee in early August: 

"'!here have been serious representations from rrost of the provinces 

with respect to taxes on the extractive industry and the effects on 

them. we will have to take these into consideration along with the 

Corrmittee report before we ultimately make our decision. ,,74 But the 

government did not wait for the corrmi ttee reports; Mr. Benson's announ

cement caIre only three weeks later. According to a comprehensive ana

lysis of this issue, "the main force rrotivating the Minister's capitu

lation was undoubtedly the influence of the provinces. ,,75 The actual 

changes the Minister made were similar to proposals put forward pre

viously by the government of Ontario. 76 In the weeks leading up to the 

federal government's concession, this opposition was particularly acute 

from the Premier of Quebec. Mr. Bourassa was himself under great 

pressure to fulfill an election promise of creating 100,000 new jobs 

for his province. 77 He was very clear on why he wanted the White Paper 

proposals on mining rroderated: "Several expansion plans, entailirig in 

total several hundred million dollars, have been FOstponed or - so we 

are told - are likely never to materialize because of the implications 

of tax reform ... Quebec cannot afford to lose promising investments in 

this fashion. ,,78 This pervasive corporate and provincial opposition 

were not unrelated; not only were the :economies of key provinces vital

I y dependent upon mining production and investment, but the dominant 

mining corpJrations and associations had been pressing the provincial 
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governrrents to plead the industry's case. Together, this assault pro-

ved to be too much for the federal governrrent. 

The initial provincial response to the new federal proposals 

79 was favourable. Industry reaction to these concessions was sorrewhat 

rrore ambiguous. M:>st mining spokesmen reacted favourably to the soft-

ening of the White Paper's .irrpact. ~presentatives of such rrajor cor-

porations as the Steel Co . of canada and International Nickel expres

sed support for the changes. 80 Far rrore importantly, by early Septem-

ber, "go-ahead decisions on multimillion dollar expansiOns involving 

several major canadian iron ore mining projects are expected to graN 

out of Ottawa's new arrendments to mining tax proposals. ,,81 A canadian 

Press survey of mining and provincial government officials immediately 

after the Minister of Finance's announcement concluded that rrajor pro-

jects involving over 2000 jobs and $1 billion of developrent that had 

been held up because of the White Paper were likely to proceed. 82 

Indeed, to underline the pressure that had faced the Quebec governrrent 

especially, Quebec Cartier Mining and the Iron Ore Co. of canada an-

nounced rrajor expansions within the province several weeks after Mr. 

Benson's letter.
83 

The rrost frequent observation, from the president 

of Hudson Bay Mining and Smelting Co. and the managing director of the 

Mining Association of canada arrong others, was that the changes were a 

step in the right direction. The latter official stated that "the 

changes did not corne cornpletel y as a surprise." The White Paper pro-

l?Osals had been "unrealistic" and "we are grateful that serre of the 

points we have made have registered. ,,84 
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On the other hand, the ultima.te goal of the rrore hard-line 

elements wi thin the industry had been the retention of the existing 

system; officials of the British Columbia mining association, for 

example, cla.im2d that the arrendm::mts did not go far enough. 85 Finally, 

there was apprehension within the industry over the increased abate

nents of mining taxation to the provinces. This neant that the pro

vinces had much rrore control over the total level of taxation and there 

was sane "fear that hard-pressed provincial treasurers will find it 

difficult to withstand the temptation to occupy fully the tax room nON 

opened up to them. ,,86 The Ontario and Quebec governrrents indicated 

that they were not contemplating such a course and stressed that they 

would retain existing levels of incentive for mining. 87 

The revisions to the White Paper recommendations on mining 

taxation have to be seen as a significant concession to corporate and 

provincial pressure. The changes, which would make a very substantial 

difference to the tax burden of the industry, were a victory of major 

proportions for this pressure. But this juncture also had crucial 

wider implicatiOns. Bucovetsky' s study of the mining industry and tax 

refonn emphasized the government's decision as "the first visible 

crack in the White Paper structure ... An earlier Minister of Finance had 

first signalled his abandonrrent of the carter Report's recomrrendations 

wi th an announcement on mineral policy; nON Mr. Benson heralded the 

dismembennent of the White Paper with a major revision to the proposals 

that applied to the mining industry. ,,88 Just as this concession indi

cated the governrrent's sensitivity to corporate pressure and the need 
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to maintain a favourable climate for invest:rrent, so too was it taken 

as "evidence of Mr. Benson's acceptance of the seriousness of the pro-

vincial attitude toward resource industry taxation, and is some indi

cation that the views of the provinces will have significant impact 

on the ultimate shape of the tax reform package. ,,89 

The government's establishment of a task force on small busi

ness and its clear commitment to continuing significant tax incentives 

for this sector, and the guarantee to reduce tax rates in such a way 

as to prevent the new system fran increasing the level of state reve

nue were also key concessions to business oP?Osition. The alterations 

to the treat:rrent of mining were, however, the first retreat on a core 

proposals of the ~'llii te Paper schema itself. As a harbinger of the 

direction of government policy on tax reform, all of this was an indi

cation of a significant m::x1eration of the White Pa]?er. It was in this 

overall context of continuing pervasive pressure and the beginnings of 

goverrunent retreat that the reports of the parlianentary committees 

were eagerly awaited in the fall of 1970. 

III. The Reports of the Parlianentary Cornnittees 

The hearings of the parlianentary oorrmittees on the White 

Paper had been completed in early August 197090 and the cornnittees had 

been formulating their conclusions and recommendations since then. 

The report of the Senate corrmittee was released at the end of Septem

ber and that of the Cornrons corrmi ttee a week later in early October. 

The hearings of the latter committee had been the major forum for pub

lic discussion and input on the White Paper and were seen as the 
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major rrechanism for the distillation of this public opinion on the di-

rection of tax reform. The governrrent frequently reiterated, and this 

was also much emphasized by corporate and public camrentary, that the 

conclusions of the CoImons corrmittee ~uld be of major influence in 

the final shape of tax reform. The main lines of the CoImons report 

will be examined first and the findings of its Senate counterpart will 

be discussed later. 

Report of the CoImOns Ccmn:i ttee 

The final deliberations of the Commons committee had been corn-

plicated by partisan political considerations. The Conservative Party 

had made attacking the White Paper a central elerrent of its political 

strategy and planned to use it as a major issue in the next election. 

While its rranbers on the Cornmons corrmi ttee were no doubt pleased to 

see the government proposals so thoroughly criticized and agreed with 

the report I s rrodifications of the White Paper, they could not openly 

support the Liberal majority. Many of the Conservative ID2ITlbers voted 

on arrendrrents in clause-by-clause discussions, but they were absent 

91 for the final vote on the report as a whole. The New Derrocratic 

Party had consistently had a more progressive perspective than the 

other parties. As the committee was beginning to draft its report in 

September, Max Saltsman announced that he and his N.D.P. colleague 

would press for a neutral tax system with respect to the various 

sectors of industry. He argued that the public debates on the White 

Paper had been a failure; ordinary wage and salary earners had not 
92 

been heard, while debate had centred on the views of special interests. 
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The two N.D.P members voted against the report and issued a minority 

report objecting to the central thrust of the majority conclusions. 93 

Fundarrentally, the report reflected the views of the Liberal majority 

in the conmitteej in fact, it was largely written by three prominent 

Toronto M.P. 's, Alistair Gillespie, Barnett Danson and Robert Kaplan. 94 

The fact that the committee was dominated by Liberal M.P.'s was an 

additional reason that the government would have to pay serious atten

tion to its recamrnendations. 95 

What is remarkable - although certainly not surprising, given 

the patterns of input to the Cornrons corrrnittee and the nature of its 

deliberations - is the striking parallel between the final report and 

prevailing corporate opinion on the White Paper and the future course 

of tax refonn. This was very clear for the report's overall perspec

ti ve : economic growth must be the primary concern of re fonn , the fis

cal system must not imoede accumulation and investment, and changes to 

the tax structure must be of a much smaller scale and implerrented rrore 

gradually than envisioned by the White Paper. The committee's general 

evaluation of the government proposals and its identification of the 

priorities of refonn closely echoed those of the business community and 

the major provincial governments • Similarly, rrany of the specific re

commendations put forth by the Cbmmons committee closely resembled 

those of the many corporate submissions it had received. 

Commons Committee Report: General Priorities 

Like the rrore sophisticated and moderate corporate representa

ti ves who appeared before it, the corrmi ttee agreed with the White Paper 
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that the tax burden on the p:>or should be reduced and that capital 

gains should in principle be taxed. However, it was particularly con-

cerned arout the effects of tax refonn on economic growth: "preser-

vation of an economic climate favourable to growth must be a central 

consideration of canadian tax policy. ,,96 The report contrasted its 

emphasis to that of the Royal Comnission and White Paper, which had 

stressed equity as the highest priority of taxation, even if this re-

sulted in some decline of economic growth: "Most witnesses before 

the Corru:ni ttee, however, put growth ahead of equity ... It is clear from 

the representations received by Committee members both in formal 

hearings and in representations by constituents, that many canadians 

fear possible reduction in economic growth as a result of this propos

ed improved measure of ability to pay. ,,97 The corrmittee put forth a 

series of alternatives to the White Paper which would promote the de-

sired equity, but "at the same tiIre eliminate any possible bias against 

economic growth which sane canadians feared would be a by-product of 

the implementation of the White Paper proposals in their original 

fonn. ,,98 The cornnittee' s references to the views of "sorre" of "many" 
99 

canadians and its "concern for taxpayer understanding and acceptance" 

can obscure the fact that it was largely from business interests that 

it heard. But i t was very clear that the Comrons corrmittee had absorb-

ed the fundamental corporate rressage that the White Paper refonns were 

a serious threat to economic growth. 

Individual Taxation 

The IIDst important conclusion of the report in this area was 
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that capital gains should be taxed. However, the fonn rec()I'[l['[EI1ded 

would considerably soften the impact of the White Paper pro}?Osals. In 

res}?Onse to "the repeated representations from the private sector and 

provincial governments that capital gains should not suffer the same 

weight of tax as other incare";OO the comnittee argued that only one-

half of capital gains should be taxed (and corres}?Ondingly one-half of 

losses could be deducted) . This was a rrost i.rrp:>rtant developrenti it 

will be remembered that the Royal Commission had called for the inclu-

sion of all incare from any source in the comprehensive tax base and 

that the White Paper had rejected this general principle but would 

still fully tax capital gains. The specific features of the ccmnittee 

recommendations also differed significantly from the White Paper: 

gains from the sale of residences should not be taxed, there should be 

less onerous treatment of those rroving into and out of Canada, exemp

tions should be twice the level pro}?Osed, and a rrore generous defini

tion of opening valuation rates should be established. 10l Finally, in 

light of the virtually unanirrous condemnation from taxpayers before 

them, the comni ttee pro}?Osed that the five-year revaluation of unreali

zed gains be abandoned. 102 This provision should be replaced by a 

deemed realization of gains at death. 103 

Like large numbers of witnesses who appeared before it, the 

committee saw the taxation of capital gains to be closely related to 

estate taxation. The report urged that the burden of estate taxes be 

substantially alleviated: exerrptions should be higher, with no tax 

on estates under $150,000, and the rate brackets should be expanded, 
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with the maximum rate only coming into force for estates of at least 

$800,000 in value. 104 The income levels at which the maximum rates of 

personal taxation applied should be higher than those of the White 

Paper, but, on the other hand, the maximum rates would be raised from 

51 to 60%.105 The report also called for higher personal exemptions 

and for !TOre generous averaging for occupations with fluctuating income. 

It would provide !TOre favourable deductions for employment expenses, 

child care and rroving to take a new job. Strike pay, as well as the 

unemployrnent insurance and other allCMances recomrended by the White 

106 Paper, should be added to the tax base. The rrore .important of 

these issues had attracted a considerable amount of business opposition 

and in each case the comnittee recornrended rrodifications to the 

original proposals in the direction of corporate pressure. The over-

all impact of the committee's alternatives would be to significantly 

lessen the progressive effect of the tax changes. 

Retreat from the White Paper was also clear on one of the rrost 

hotly contested reform proposals - the integration of personal and 

corporate taxation. 'Ihis was an issue that had attracted the rrost con-

certed provincial and corporate hostility. The comnittee still wanted 

to reduce the double taxation of corporate income - first as business 

profits and then again as personal income when distributed as divid-

ends - but rejected the White Paper's full integration. They recommen-

ded instead a system of half integration, in which Canadian share-

holders would receive credit for one-half the canadian corporation tax 

on profits fran which dividends are paid out. 107 
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Corporate Taxation 

The corrmittee presented a range of specific recomrendations on 

aspects of business taxation that had been the focus of much discus-

sion in its hearings. Speaking to a highly controversial issue, the 

report called for the removal of the distinction between widely and 

closely-held corporations. Capital gains taxation as it affected busi-

ness operations would also be modified: closely and widely-held cor-

108 porations should a l so be treated the sarre way for this purpose and 

"tax-free reorganizations be penni tted as widely as possible where 

there is a clear business purpose. ,,109 The report urged that dividends 

should be allowed to pass tax free arrong corporations and their sub-

. di' d ff' li t 110 Th . tt ted t Cana Sl arles an a l a es. e camu. ee wan 0 encourage -

dian multinational corporations and businesSITEIl investing abroad and 

therefore endorsed a tax reg:iIre that would not hinder international 

. ....~~t III IDveSUlCll . 

The report called for modifications to the White Paper on a 

number of further issues around which sustained corporate opposition 

had raged. 1he plan to eliminate deductions for entertainrrent expen-

ses was such a controversial issue: "A considerable arrount of the 

opposition to the White Paper was generated by the sweeping proposals 

to eliminate so-called expense-account living by senior employees and 

people in business and professions. ,,112 Representatives of the pri-

vate sector assured the cornni. ttee that there was little abuse in this 

area and large numbers of witnesses and briefs argued that entertain-

rrent expenses were crucial to business and legitimate costs to be 
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deducted. The Corrm::ms corrmittee agreed with these argurrents and held 

that such expenses should continue to be allowed as deductions. It 

was not fair to punish all for the abuses of a small minority and any 

problems could be dealt with within the existing legislation. 113 The 

report noted that the Minister of Finance and the corrrni ttee were agreed 

on the need to provide assistance for small business . 114 However, it 

rejected the White Paper's elimination of the lower rate of tax on the 

first $35,000 of corporate income and instead recommended a graduated 

system of incentives for smaller firms. In similar fashion, the com-

mi ttee agreed with the governrrent that the tax system must provide sig-

nificant incentives for the developrent of the resource industry; the 

only question was to what degree. They also concurred with the White 

Paper that taxes on the industry should be increased, but without re-

IIDving all tax incentives. Their specific recomrnerrlations "WOuld rroder-

ate the impact of the White Paper proposals; for example, they "WOuld 

broaden the earned depletion allowance. They agreed that the three-

year tax exerrption should be dropped, but v.Duld substitute special 

quick write-off provisions for investment in buildings and machinery 

f 
. 115 or n~ ffillles. Since the governrrent had already made major conces-

sions in this area, the Cormons report was of less significance here 

than it might have been. Its findings did, however, buttress industry 

arguments for the necessity of continued incentive. 

Conclusions: OVerall Thrust of CoIllTOns Report 

Very Irnlch like the rrore sophisticated currents of opinion wi th-

in the business and professional community, the report approved of the 
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White Paper at a general level. It was very much a refonnist docum::mt; 

the cornnittee had no doubt that a significant restructuring of the tax 

system was necessary. But it presented a sharply divergent set of 

priorities and proposals. The report called for a series of rnodifica-

tions to the White Paper that would greatly alter its central provi-

sions and alleviate its impact. Its overall conclusions accepted the 

basic premise of the corporate sector and provincial governments: 

"the Cornni ttee regards the continuation of a high level of economic 

growth as a main objective of Canada's tax system in the foreseeable 

f t ,,116 u ure. The report argued that its modifications struck a better 

balance between the conflicting goals of tax reform: 

The Committee believes adoption of its recommendations 
on the taxation of capital gains, on incentives for 
extractive industries, for the growth of small business 
and for a reduction in the weight of estate taxes would 
rerrove the chief causes of concern that the ~1hi te Paper 
proposals would adversely affect Canada's rate of econo
mic growth. At the sarre time it believes its recammen
dations achieve the substantial improvement in equity 
over the pres~bincorne tax system which is desired by 
all Canadians. 

Finally, the comnittee stressed that the proposed changes must not be 

retroactive because this would reduce the confidence of investors in 

governrrent policy.118 

The shift in perspective fran the White Paper, with the Comrons 

cornmittee's much rrore fundarrental emphasis on economic growth, and 

the direction of change of the report's major recormendations when can-

pared to the governrrent' s original proposals is unrnistakeable. '!he 

alternative recommendations put forth by the committee would consider-

ably weaken the impact of the changes upon business and wealthy tax-
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payers. The conmi ttee 's m:xlifications of the White Paper were consis-

tentl y in the direction demanded by the large m.m1ber of corporate sub-

missions which i t received. The cornni ttee often referred to the force 

and unanimity of this opposition to the White Paper as being highly 

influential in arriving at its recorrm:mdations. The report also 

acknowledged the significance of similar pressure from the provincial 

governI'lEnts, of whom it heard from all but British Columbia and Prince 

Edward Island: "These views reflect for the rrost part what the Commit-

tee has found to be the general view of many Canadians from whom it 

has heard, namely that at this stage of Canada's development economic 

growth is regarded as having a higher priority than the degree of 

equity sought in the White Paper. ,,119 This general view was s:irnply 

that the White Paper went too far and too fast. 120 The Cornrrons cornni t-

tee's retreat from the White Paper had clearly taken this message to 

heart. 

Senate Committee 

The Standing Committee on Banking, Trade and Conurerce of the 

Senate had tabled its report on the White Paper the week before the 

ro~ 'tt 121 
\...U1laLUns COTIlffil. ee . Its conclusions were seen to be of less direct 

influence than those of its Comrrons counterpart, but the Senate com-

mittee's hearings had provided a parallel forum for public input and 

its report offered an additional set of alternatives for tax reform.
122 

Like the Cornrrons corrrni ttee, the Senate report's fundamental priority 

was economic growth. However, it also developed a much harsher criti-

que of the White Paper's pursuit of equity: 
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It is not enough to achieve equity in taxation if it 
takes place at the expense of reduced econcrnic growth. 
we cannot afford to put a ,chill on the initiative of 
our industry and on these people who are making such 
increased economic growth possible. Equity and justice 
do not necessarily require undue experimentation and 
Utopian dalliance. Perfect tax systems are the fabric 
of dreams - not of hmnan endeavour .123 

In general, the Senate committee's evaluation of the White Paper was 

Imlch rrore critical than that of the Cormons comnittee and its rrodifi-

cations to the original proposals were far rrore substantial . '!he 

Senate committee recommendations were Imlch closer to the corporate 

policy that dominated its public hearing. Given the social background 

and corporate experience of the Senators themselves, this perspective 

is hardly surprising. 

'!he range of specific changes recormnended by the Senate commit-

tee ~uld weaken the White Paper Imlch rrore than those of the Cormons 

committee. 124 It agreed with the goal of reducing the tax burden of 

the low-income, but argued strongly that this Imlst not be done at the 

expense of middle-incorre groups. '!he Senate proposals on capital gains 

were very different fran the Comrrons corrrnittee . While accepting the 

idea of a capital gains tax, the Senate corrmittee emphasized the 

difference between short and long-tenn gains. Its specific recomrren-

dation that gains on assets held longer than one year should be 

taxable at a maximum rate of 25% with no deemed realization at death 

~uld effectively eliminate or sharply reduce actual tax paid. 125 In 

addition, unrealized capital gains should not be subject to tax. The 

Senate committee hoped that estate taxes would be eliminated or sig-

nificantly reduced. Its strongest conde.rrmation was centred upon the 
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White Paper proposals for integration. Any distinction between widely 

and closely-held corporations was categorically rejected. The commit-

tee also flatly rejected the White Paper's elimination of deductions 

for necessary and legi tirrate business entert.ainIrent expenses. It 

strongly objected to the proposed withdrawal of the lower rate of tax 

on the first $35,000 of corporate profit. The report would retain the 

existing rate, but only for small businesses that are not part of a 

larger corporate group and have incorres of less than $100, 000 per year. 

The Senate committee was reluctant to change the existing structure of 

resource taxation and, as the Corrnons corrmittee had done, called for 

significant moderation of the White paper. 126 The overall thrust of 

the Senate report was to reject the White Paper and to propose instead 

alternative reforms that were essentially adjustments to the existing 

system. 

Significance of the Conmittee Reports 

The Senate committee's conclusions were so conservative and 

its recommendations would so explicitly preserve the privileges of the 

corporate sector and the affluent that its report was of limited 

potential influence. The government could never adopt such a right-
, 

wing alternative after there had been so much debate on improving the 

fairness and efficiency of the tax structure. This made the report of 

the Corrnons comni ttee all the rrore important. 127 The report carre from 

a bi-partisan corrmittee of parliarrent and, not only was it largely the 

work of Liberal members, but it clearly reflected the thinking of many 

others within the governing party caucus. The government had consis-
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tently stated that public input to the hearings and the corrmittee I s 

recornrendations would be of great influence in the final shape of tax 

reform. 'Ihe Trudeau government had placed too much emphasis on par

ticipatory derrocracy to be able to ignore the outCOIre of these deliber-

ations. M:>reover, the cornni ttee recorrm:mdations were couched in 

moderate terms and within acceptance of the general goals of reform 

enunciated in the White Paper. The modifications profX)sed by the 

Connons refX)rt were widely seen to be reasonable compromises on those 

issues UfX)n which most concern had been expressed and to indicate the 

limits of fX)litically acceptable reform. 128 

The significance of the Cormons report was heightened by a 

n1.lI!lCer of additional features of the fX)litical context of the tiIre. 

The way in which debate on the White Paper had evolved had made it 

very difficult for the governrrent to canpromise. However much its 

openness to revision was reiterated, the governrrent had still expend

ed a great deal of energy formulating these particular profX)sals129 

and Mr. Benson and his closest advisers were personally committed to 

significant reform. Even more importantly, the extreme hostility to 

the White Paper had hardened fX)si tions on both sides. The governrrent 

had been forced into a defensive fX)sture from which it was difficult 

for it to move without appearing to back down in the face of pressure 

from special interests. The Connons report let the government off 

this particular hook. vJha.tever modifications to the White Paper it 

made could now be fX)rtrayed as resfX)nding to public opinion as expres

sed in the widest debate in Canadian fX)litical history and to the will 

of parliament. It allowed the goverment roam for compromise. 
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The committee reports presented the government with two alter

native sets of opi nion on the direction of tax refonn. Whatever 

weight these reports were to have in subsequent government delibera

tions, it was very clear that their influence ~uld be in a conserva

tive directi on. Corporate pressure against the White Paper, strongly 

supported by major provincial governments, had been conducted at two 

levels. At the rrost general level, there was pervasive disagreement 

with the White Paper's analysis of the fundamental goals and rationale 

of the tax system, which in turn shape the priori ties and pararreters 

of refonn. Both corrmi ttee reports supported the prevailing business 

cri tique of the White Pal?E!r' s errtr?hasis on equity. Their conclusions 

and overall orientation legitimated the overriding corporate and pro

vincial argurrent that the primary goal of the tax system, and of its 

restructuring, must be the maximization of economic growth. At the 

rrore specific level, both reports tended to follow the main line of 

corporate demands on the rrost contentious recorrrrendations. On sorre 

issues, such as integration and the deductibility of business expenses, 

the committee recommendations closely mirrored corporate opposition; 

on others, such as capital gains and resource taxation, the corrmittees 

accepted the principle but ~uld substantially soften the impact of 

the White Paper proposals. On all such issues, the Senate corrmi ttee, 

which it could be argued reflected the rrore conservative currents 

within business which continued to reject any really fundarrental refonn 

of the tax system, was far rrore hard-line. Because its criticism of 

the White Paper was so harsh and its recommendations so clearly little 
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rrore than tinkering with the existing structure, it was seen to be very 

illllikel y that the Senate corrmi ttee report would have much direct 

influence on the governrrent. As discussed a1:::ove, this was not the 

case for the Cormons report, whose general perspective closely resem

bled rrore rroderate and reformist corporate thinking. If these latter 

alternatives were to be the basis of refonn, as was widely expected 

in the period follOWing their publication, then the eventual legisla

tion would be a substantial rrodification of the White Paper. By adding 

to the chorus of provincial and corporate pressure the Commons corrmit

tee report (and on this point strongly reinforced by the Senate corrmit

tee) made it far rrore likely that the goverrurent would retreat from 

the White Paper. By legitimating prevailing business concerns and 

giving the goverrurent room to manoeuvre, the report of the Cormons com

mittee greatly facilitated such concessions. 

IV. Conclusions of the Third Stage: Portents of Further Retreat 

The release of the White Paper on Tax Refonn i n N::>vember of 

1969 had touched off one of the rrost intense debates in canadian poli

tical history. The government emphasized that the White Paper was a 

set of tentative proposals presented for the widest possible public 

evaluation and commentary and designed to be revised on the basis of 

that public discussi on. The proposals were a substantial retreat from 

the earlier Royal Commission on Taxation, but they would still entail 

major reforms of the existing tax structure. The recornrrended higher 

personal exemptions, altered rate structure and capital gains tax 

would be reduced, while that of middle and upper-incorre taxpayers 
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would be raised. A number of proposals for business taxation, such as 

the elimination of the dual rate of corporate tax and the reduction of 

resource incentives, would limit lucrative concessions enjoyed by key 

industries and increase the tax level of the corporate sector as a 

whole. 

However tentative the White Paper was and however open to re

vision it was supposed to be, the proposals were still a statenent of 

official governrrent policy and could, in whole or in part, be eventual

ly implemented. For this reason, the White Paper was taken very 

seriously by the business cc:mnunity and it was organized business that 

becarre the predominant force in subsequent debates on its fate. Al

though the impact of the White Paper would never have been as severe 

as many of its critics maintained, it was perceived as a serious 

threat to their col lective interests by the capitalist class. In the 

rronths following the publication of the White . Paper, corporate opposi

tion to the proposed reforms steadily rrounted. While there were 

important differences within this increasingly pervasive business 

opposition in terms of the sophistication of analysis and argument, 

and the degree of refonn that was seen to be acceptable, there was also 

considerable underlying agreement on a number of key thenes. The 

White Paper's basic rationale, especially its primary emphasis upon 

equity and fairness, was consistently challenged. It was argued 

that its balance of priorities would threaten the structure of incen

tives that underlay economic activity and retard initiative and in

vest:rrent. Irnplernentation of the White Paper would severely damage 
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economic growth. The reform programre as a whole was far too sweeping 

and disruptive, and its rrost irrp:>rtant specific recornrendations were 

too harsh. These failings were seen to be so fundaIrental that nany 

businessrren rejected the White Paper outright, arguing that reforms 

should be made wi thin the existing structure instead. The rrore rroder-

ate stream of corporate opinion, which had become increasingly in-

fluential as the debates on tax reform wore on, recognized that sorre 

degree of change was inevitable and held that the White Paper, with 

suitable rrodifications to its key elements, could be the basis of the 

necessary reform. All were agreed that the White Paper could not be 

adopted in its entirety. 

This extensive corporate opposition to the guiding priorities 

and central proposals of the White Paper was pressed in a variety of 

130 ways. Innurrerable speeches by prominent and powerful executives, 

corporate meetings and conferences, and articles in the business press cri-

ticized key features of the reform proposals. The immense material 

and political resources of capital were rrobilized in a massive lobby-

ing effort in which major corporations and associations were in exten-

si ve contact with state officials. r-bre concretely, widespread pre-

dictions of the dire economic consequences of the White Paper were in-

creasingly backed up by large numbers of dominant corporatiOns announ-

cing reductions or deferrals of investment and cancellations of major 

projects. Since it was the investment decisions of private capital 

that large 1 y shaped the tempo of economic growth this withdrawal of 

capital was of tremendous import to the state. A conm:m theme through-
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out public and corporate comrentary during this period was that uncer

tainty and apprehension over the impact of tax refonns nrust not be 

allowed to shake business confidence. This problem of business uncer

tainty was a critical issue even though many analyses of the White 

Paper had concluded that its actual impact on the economy \','Quld be 

relatively limited. Whatever the objective consequences of the tax 

changes, if business felt that investment was no longer viable and 

acted accordingly, then in a self-fulfilling prophecy reduced economic 

activity \','QuId result. The state could not allow such a threat to eco

nomic prosperity to develop. These arguments took a particular focus 

within the specific structure of the Canadian political economy 

through the constant declarations from both Canadian and international

ly controlled corporate interests that the economy still required 

large amounts of foreign capital. Canada could not therefore be allow

ed to becorre seen as a unfavourable locus for international investment 

through any harsher tax treatrrent of foreign capital or changes that 

were seen as retroactive or discriminatory. The federal goverrurent, 

then,was faced not only by a highly-organized and publicized corporate 

canpaign against the White Paper but also by a threatened or poten

tial withdrawal of capital. Since in a capitalist economy the state 

is largely dependent upon private capital to create the conditions for 

overall economic prosperity, this was a powerful consideration. The 

necessity of maintaining a favourable climate of investment and busi

ness confidence was a crucial constraint on the fonnulation of govern

ment reform plans. Since it was only capital that could define the 
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conditions required to sustain its confidence and induce its invest-

!rent, its perspective and interests and rrore specifically , its res-

ponse to the various alternatives proposed, had to constantly be taken 

into account in the process of state policy developnent. 

The opposition of major corporate interests to the White Paper 

was reinforced by the relatively new political force of small busi-

131 ness. The elimination of the lower rate of tax on the first $35,000 

of profit and other provisions were seen by small business as a threat 

to their very survival. This anxiety was quickly rrobi lized with the 

founding of the Canadian Council for Fair Taxation and other similar 

organizations and the launching of extensive advertising and lobbying 

campaigns against the ~hl te Paper. One reason for the great success 

of these campaigns, in conjunction with the efforts of the rrore highly 

concentrated corporate sectors, in shaping a climate of opinion hostile 

to the White Paper was their focus on issues of widespread errotional 

appeal. Provisions such as those on capital gains tax and the dual 

rate of business taxation were portrayed as sounding the death knell 

for small independent business, entailing the confiscation of pri vate 

property , unfairly shifting the burden of supporting the growing wel-

fare state onto the already heavily taxed middle-incorre groups, and 

destroying the individual incentives and initiative that were at the 

core of the free enterprise economy. Again, while there was little 

rational basis for such extrerre charges, they did embrace profound 

appeals to the deep-seated ideology of the capitalist system and this 

partially explains the salience of the small business assault on the 
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Whit P 
132 e aper . This attack was also posed within a very right~ing 

poli tical perspective i the reforms were viewed as one elem:nt of grCM-

ing and dangerous state intervention in private and economic life. 

This pervasive, well-organized and often hysterical opposition of small 

business became a critical element in the debates on the White Paper. 

Not the least of its significance was that the mainstream of corporate 

opinion on tax reform appeared quite rroderate by contrast. Prevailing 

corporate demands for rrore errq;>hasis on economic grCMth and rrore limit-

ed changes could seem quite reasonable. 

Little sustained defense of the White Paper had developed to 

counteract this massive business opposition. Organized labour and the 

New Democratic Party had long advocated progressive tax reform and had 

pushed for the i.mplem:ntation of the Royal Corrmission RePOrt. 'The 

White Paner's retreat from the Carter recommendations had left these 

groups in an ambiguous position. 'They condemned the concessions to 

corporate pressure, but also approved the progressive proposals. albeit 

of a rrore limited nature, of the White Paper. 'The result was a policy 

perspective which was certainly different from that of business, but 

which was not wholeheartedly in support of the White Paper. 1-bre 

generally, there was l ittle evidence of any widespread public support 

for the reforms. 'Thus, it was the opposition of organized busi ness to 

the reform programme that had dominated public discussion and debate 

on the White Paper . 
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The rreans to correct this imbalance were at hand. The govern

ment had designated the hearings of the parliamentary committees on the 

White Paper as the major forum for public input to the refonn process. 

The nature of these deliberations provided a good test case of govern

rrent intenti ons in this regard and of the general pluralist model of 

open and bal anced political competition. In fact, public participa

tion in the committee proceedings was strikingly unequal. Only a few 

welfare, philanthropic and lal::our organizations could claim to speak 

for the less advantaged strata of the social structure and their 

briefs constituted a small proportion of all those received by the 

corrmittees. The majority of the population, who the governrrent claim

ed would benefit from the proposed changes, did not take an active 

part in the policy debates at all. By contrast, the interests and 

perspectives of the more affluent taxpayers in general, and of the 

business classes and the institutions they controlled more specifical

ly, were very well represented in the formal hearings. The great 

majority of submissions to the comnittees carre from individual firms,_ 

corporate organizations and associations of closely-related profes

sions. The major corporations and business associations had devoted 

enonrous tine and expenditure to the formulation of policy demands 

and the preparation of comprehensive, technically detailed and sophis

ticated briefs. The result was a deluge of corporate submissions cri

ticizing the basic priorities and refonn programme of the White Paper 

and presenting alternative proposals on the direction of refonn. This 

massive business input dominated the cornni ttee deliberations both 
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quantitatively and qualitatively: no other competing interest was able 

to call upon such resources and no other cOIrq?eting policy perspective 

was able to present such impressive argumentation. 

In addition to this extensive opposition from the private sec

tor, the White Paper was under attack from the major provincial govern

ments. The provinces echoed the prevailing corporate charge that the 

proposals would seriously harm economic growth. The western provinces 

had long opposed the recOl.'TlI'el1dations of the Carter Report and they were 

nr:::JN joined by the powerful governrrents of Ontario and Quebec in challen

ging the White Paper. The cumulative opposition of the corporate sect

or and these key institutions within the Canadian political system con

sti tuted an extrerrel y potent force facing the federal governrrent. In 

addition, the stance of the major ~rovincial governrrents added signifi

cant legitimacy to corporate criticisms of the White Paper. It made it 

very difficult for corporate opposition to be dismissed as merely the 

pleas of special interests. The coalescence of major corporate inter

ests and provincial governments was a particularly crucial factor in 

the opposition to the proposed reduction of tax incentives for the 

resource sector. The extractive industries had been very successful 

in identifying themselves as regional rather than private interests. 

Any threat to their development and expansion was therefore a threat 

to regional economic development. 

The federal government's efforts to refute the extensive criti

cism of the White Paper and rrobilize public support for the reform 

proposals met with little success. Its second line of defense had 
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been to admit that there were serious problems in the White Paper recom

mendations, reiterate its willingness to change the proposals, but 

argue that no decisions could be taken until the parliarrentary corrmit

tees had reported. But the pressure the governrrent was under fran all 

sides was to prove irresistible. During the summer of 1970 it made 

crucial concessions on tax support for small business, rate reductions 

to offset any revenue increase built into the new system and mining 

incentives. 

The White Paper process itself had attracted a great deal of 

public cornrentary. One th.erre of this was that if the governrrent did 

not heed the extensive opposition to the reform proposals, then the 

whole process and by implication the government itself would lose cre

dibility . This would especially be the case if the re~rts of the 

parliarrentary corrmittees called for significant changes in the White 

Paper. And this, of course, is exactly what they did. The reports 

argued that the fundamental priority of the tax system ImlSt be econo

mic growth and recommended a series of alterations to the White Paper 

that would significantly curtail its progressive impact and weaken its 

effect on the corporate sector and the affluent. While the conclusions 

of the Comrons conmittee were far rrore rroderate and reformist than its 

Senate counterpart, roth refX,)rts presented the governrrent with the 

sarre fundarrental message. The parliarrentary corrrnittees joined the 

chorus of business and provincial governments in urging that there ImlSt 

be substantial rrodifications to the White Paper if it was to serve as 

the basis of reform. As well as increasing the pressure on the govern-
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rent, the reports, especially that of the Comrrons committee, also pro-

vided it with room for compromise. '!he Comrons report provided a con-

venient and legitll'nate mechanism whereby the governrrent could justi-

fiably retreat from the White Paper without appearing to cravenly sur-

render to the interests of the wealthy and powerful. 

Footnotes 

1. Globe and Mail, (Toronto), April 25, 1970. 
2. For example, the Han. J.V. Clyne, chairman of MacMillan Bloedell 

and former prominent British Columbian politician, saw the White 
Paper "not so much as a proposal for tax reform but as a docu
rent designed to create revenue for a broad undefined scheme of 
social change in Canada." C.T.F., 1970 Conference, p 403. 

3. '!his theme pervaded discussions at business rreetings such as the 
Conference on Economic Growth sponsored by the Toronto Stock 
Exchange and the annual Canadian Manufacturers' Association 
sessions; see respectively Financial Post, June 6, 1970, pp 
13-14, and Industrial Canada, June 1970, pp 59-64. See also 
the extensive Financial Post interview with J. Douglas Gibson; 
September 5, 1970, P 7. Mr. Gibson had acted as a consultant to 
the mining and steel industries in preparing briefs on the 
Carter RelX)rt and the White Paper. He had formerly been deputy 
chairman of the Bank of tbva Scotia and a member of the Royal 
Cbmrnission on Banking and Finance. In 1968, he had conducted 
a study on export credit and insurance for the federal Depart
rent of Trade and Corrmerce which was followed by the establish
rrent of the Export Developrrent Corporation. At the tirre of the 
interview he was a rrember of the Ontario Economic Council and a 
director of seven companies. 

4. Cf. r.bnetary Tirres, May 1970; Star, (Toronto), February 20, 1970. 
5. For example, William P. Mulholland, president of Brinco, stated 

in the company ' s annual report that uncertainty about the propos
ed tax changes constituted a "formidable obstacle" to the develop
rrent of the Churchill River hydroelectric project; Citizen, 
(ottawa), April 16, 1970. 

6. Canadian Chartered Accountant, July 1970, p 57; this also was a 
comrron theme at the C.T.F., 1970 Conference. 

7. r.bnetary Tirres, September 1970, p 23. 
8. Vol. 9, no. 12, p 5. '!his journal was variously sub-titled as 

the Underground Magazine of the tbn-Revolting or a Magazine for 
Freedom. 

9. Ibid. 



898 

10. Vol. nO, No.6, 1970, P 14; their emphasis. 
11. Telegram, (Tbronto), May 9, 1970. 
12. "Reflections on Tax Reform in canada", canadian Taxation, Winter 

1979, p 25. 
13. This was frequently expressed at the C.T.F., 1970 Conference on 

the White Paper. 
14. Star, (Tbronto), February 20, 1970. 
15. February 24, 1970. 
16. Ibid. 
17. FInancial Post, September 26, 1970; Financial Times, February 6, 

1970. 
18. Leader-Post, (Regina), June 5, 1970. 
19. Citizen, (ottawa), August 4, 1970. 
20. In a speech to the r-bntreal Chamber of Corrmerce; Globe ani Mail, 

(Tbronto), March 24, 1970. 
21. See John Saywell, (ed), The Canadian Armual Review for 1970, 

Tbronto, University of Tbronto Press, 1971, p 203. 
22. Executi ve, September 1970, P 20. 
23. Ibid., pp 19-21; t.~se proposals had been supported by various 

conference submissions of the Quebec gover:nrrent; Leader-Post, 
(Regina), June 5, 1970. 

24. Executive, September 1970, p 2l. 
25. Ibid., p 21. 
26. See Financial Tirres, March 16, 1970; Canadian Chartered Account-

ant, July 1970, p 57. 
27. Herald, tca.lgary) , - June 12,1970. 
28. Financial Post, August 22, 1970, 0 3. 
29. Globe and Mai l, (Tbronto), May 22, 1970. 
30. September 1970, P 24. This is a very succinct staterrent of the 

structural imperatives facing a democratically elected govern
ment in an economy dominated by private capital. 

31. Financial Times, March 16, 1970. 
32. Financial Post, Hay 30, 1970, P 20; Globe and Mail, (Tbronto), 

May 29, 1970. 
33. C.T.F., 1970 Conference, p 253. 
34. June 1970, p 8. 
35 . Ibid., P 8. 
36. Ibid.; ~ Globe and Mail, (Tbronto), May 21, 1971; Financial Post, 

May 9, 1970. 
37. May 9, 1970. 
38. Ibid. 
39. See canadian Chartered Accountant, May 1970, P 339. 
40. Commons committee, June 23, 1970, pp 14-15. 
41. March 28, 1970, P 9. 
42. C.T.F., 1970 Conference, p 403, P 406. 
43. Ibid., P 404-5. 
44. Ibid., P 250; pp 232-250 more generally. 
45. Ibid., pp 26-59. 
46. Ibid., P 421. 



899 

47. March 28, 1970, P 1. 
48. C.T.F., 1970 Conference, p 421 . 
49. June 18, 1970. 
50. Ibid., P 162. 
51. Ibid., pp 162-163. 
52. Ibid., p 163; their specific suggestions are detailed in pt . 2 

of their brief. 
53. January 15, 1970, p 8. 
54. As reported by the Globe and Mail, ('!bronto), March 27, 1970, 

editorial and Citizen, (Ottawa), March 25, 1970 respectively . 
55. Tribune, (Winnipeg), January 16, 1970. 
56. Citizen, (Ottawa,), April 8, 1970. 
57. Debates , June 11, 1970; see also Canadian Chartered Accountant, 

August 1970, pp 128-131. 
58. Quoted i n ibid., p 128. 
59. Globe and MaIl, ('!bronto), June 12, 1970. 
60. Ibid. 
61. Fi'i1ancial Post, March 7, 1970, P 6. 
62. Globe and Mail, ('!bronto), May 18, 1970. 
63. March 28, 1970, pp Ml-M2; this was a special section on mining. 
64. M. W. Bucovetsky, "The Mining Industry and the Great Tax Re£onn 

Debate", in A. Paul Pross, (ed), Pressure Group Behaviour in 
Canadian Politics, '!bronto, McGraw-Hill Ryerson, P 98. 

65. Cited in ibid, pp 98-99. 
66. Citizen, (Ottawa), April 28, 1970. 
67. For useful discussions of the details and significance of these 

changes see Bucovetsky, 1975, op.cit., P? 100-1 and R.D. Brown, 
"Round Three for the Taxation of Mining Incorre", Canadian Tax 
Journal, September-0ctober 1970, pp 367-79. 

68. Ibid., P 369. 
69. Bucovetsky, 1975, op.cit., P 100. 
70. M.W. Bucovetsky, Tax Refonn in Canada: A case Study of the 

Mining Industry, Unpublished Ph.D. Dissertation, University of 
'!bronto, pp 49-50. 

71. January, 1971, p 64. 
72. Cf. Brown, op.cit., p 371; a Liberal M.P. writing in Canadian 

Business, October 1970, p 64. 
73. Citizen, (Ottawa), August 27, 1970. 
74. August 5 , 1970, P 16. 
75. Bucovetsky, 1975, op.cit., p 101. 
76. Brawn, op.cit., pp 372-2. 
77. Bucovetsky, 1975, op.cit., p 101. 
78. "Statement of the Premier of Quebec to the Federal-Provincial 

Conference of Ministers of Finance, Winnipeg, June 5-6, 1970", 
printed in Comrons corrmittee, August 4, 1970, P 137. 

79. Brown, op.cit., p 372. 
80. Financial Post, September 5, 1970, P 19. 
81. Ibid. 
82. Herald, (Calgary), August 28, 1970. 
83. Bucovetsky, 1975, op.cit., p 101. 



900 . 

84. Financial Post, September 5, 1970, P 19. 
85. Ibid. 
86. Bucovetsky, 1971, op.cit., pp 50-1. This concern was later 

expressed by managing director of the Mining Association of 
Canada at its 1971 rreetings; Globe and Mail, (Toronto), 
February 25, 1971. 

87. Brown, op.cit., p 372. 
88. Bucovetsky, 1975, op.cit., p 100. 
89. Brown, op.cit., P 371. 
90. From which point there was a great deal of speculation in the 

media and business community on the conclusions and recommenda
tions which the reports would contain, much of it quite well 
informed. 

91. Citizen, (Ottawa), October 6, 1970. 
92. Journal, (Ottawa), September 1, 1970. 
93. Citizen, (Ottawa), October 6, 1970. The minority report will 

be discussed below. 
94. Globe and Mail, (Toronto), October 6, 1970. 
95. See Telegram, ('lbronto), September 11, 1970 on this point. 
96. CoIlln'Ons Report, p 9. 
97. Ibid., P 9. 
98. Ibid., P 10. 
99. Ibid., p 10. 

100. Ibid., P 26. 
101. Ibid., Ch 3. This was designed to avoid situations where 

fluctuating values of shares or land were pegged at a low level 
which would unduly inflate subsequent gains. 

102. Ibid., P 31. 
103. There was some suggestion that this recommendation was the 

result of successful governrrent strategy. It would never have 
received support for deemed realization at death if this had 
been put forth in the first place. But by proposing the fi ve
year revaluation on unrealized gains, which was bound to attract 
great OPPOSition, the cornnittee was induced to recommend 
realization at death. See Canadian Chartered Account, December 
1970, p 385. 

104. Comrons, RePOrt, p 34ff. 
105. Ibid., pp 20-1. 
106. Ibid., Ch 2. 
107. Ibid., Ch 4; for a good sunmary see also Canadian Chartered 

ACCOuntant, December 1970, pp 384-7. 
108. CoIlln'Ons, Report, p 26 and p 30. 
109. Ibid., P 32. 
110. Ibid., P 47. 
Ill. Ibid., P 84. 
112 . Ibid., P 15. 
113. Ibid., pp 66-8. 
114. Ibid., P 52. 
115. Ibid., pp 70-6; see also Bucovetsky, 1975, op.cit., P 102. 



901 

116. It was this overriding emphasis on economic growth that spurred 
the two N.D.P. members to issue a minority report charging the 
corrmittee with acquiescence to corporate pressure. They called 
for full capital gains taxation, removal of all tax benefits 
like depletion allowances, retention of the existing top rates 
of personal 'incorre tax, withdrawal of the 20% dividend rebate 
plan, and the use of tax credits rather than personal exemptions. 
Citizen, (ottawa), October 6, 1970. 

117 . Cornrrons, Report, P 98. 
118. Ibid., p 98. 
119. Ibid., p 95. 
120. Ibid., P 95. 
121. Standing Senate Corrmi ttee on Banking, Trade and Corrrnerce, Report 

on the White Paper Proposals for Tax Refm:m, ottawa, September, 
1970. 

122. Cf. A.D. Iberr, "The Role of White Papers", in G. Bruce Ibern and 
Peter Aucoin, (eds), The Structure of Policy-Making in Canada, 
'Ibronto, Macmillan, 1971, p 191. 

123. Cited in Canadian' Chartered Accountant, December 1970, p 384. 
124. For usefUl summaries see ibid., pp 384-7; Financial Post, 

October 10, 1970, p 35; Star, ('Ibronto), October 1, 1970. 
125. Financial Post, October ~1970, p 35. 
126. See Bucovetsky, 1975, op.cit., p 102. 
127. Cf. Financial Post, October 10, 1970, P 15. 
128. The response to the committee reports will be discussed in the 

next chapter; but for a clear example of such an interpretation 
see Financial Post, October 10, 1970, P 15. 

129. Cf. Canadian Chartered Accountant, July 1970, P 57, which argued 
that the resulting pride of authorship could inhibit governrrent 
flexibility. 

130. In a slightly wider context, there had been virtually unrelenting 
corporate opposition to the wider taxation of property income and 
wealth, the elimination of special business tax incentives and a 
range of other progressive changes since the publication of the 
carter Report in February 1967. That this pressure had vvon a 
significant victory with the far milder reccmrendations of the 
White Paper may have rroderated the tone and content of subsequent 
corporate demands, but did not alter their :fundaIrental thrust. 

131. The political organization of small business in its canpaign 
against the White Paper was to have lasting significance. The 
ad hoc bodies created during this battle were later transforrred 
into the Canadian Federation of Independent Business. This 
ensured a permanent presence for small business wi thin the Canadian 
political system and continuing rreans of representation within 
state policy deliberations. See Rein Peterson, Small Business. 
Building a Balanced Economy, Erin, Porcepic, 1977, pp 133-40. 

132. Such ideological appeals had also pervaded business' successful 
campaign against the 1968 changes in gift and estate taxation. 



Stage Four: Equity Cc:mpromised: The Triumph of Capitalist Reali sm 

Chapter 15 Finale: The Reform Legislation of 1971 

When released in late September and early October of 1970, the 

reports of the Senate and House of Ccmnons Standing Ccmni ttees inaugura

ted the final stage of the long and cc:mplicated process of tax reform. 

Their recorrmendations became the focal point of continuing corporate and 

provincial pressure on the federal government to modify the reforms it 

eventually instituted. This opposition to the basic direction and key 

recommendations of the White Paper was in fact maintained right up until 

the legislation enacting the new tax system was incorporated in the June 

1971 budget. The content and implications of the reform bill and the 

way in which it differed frc:m earlier policy junctures is examined in the 

second section of this chapter. Given the controversy that had raged 

over tax reform since the early 1960's, it was not surprising that the 

release of the legislation touched off a final round of pressure frc:m the 

major contending forces and public and parliamentary debate. This last 

gasp of political conflict over reform is examined in the third section. 

This concluding stage was finally brought to a close when the Tax Reform 

Bill was passed in Decsnber and the new system came into effect January 1, 

1972. 

I The Final Round of Opposition to the White Paper 

Corporate Response to the Parliamentary Committee Reports 

Not surprisingly, the reports of the parliamentary committees 

were favourably received by the business ccmnunity.l There was a clear 
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recognition of how much the reports' recarmendations would alter the 

scope of the White Paper proposals and modify their concrete impact. 

Business also realized how closely the committees' conclusions paralleled 

the demands and analyses contained in the many corporate sul:missions 

presented to them. Finally, the reports were seen as a crucial juncture 

in the overall policy process. The Prime Minister and Minister of Finance 

had long emphasized that the cammittee reports would strongly influence 

the final refonn legislation 2 
and Mr. Benson said just after their re

lease that the Senate and Carrrons reports would be "useful" in drafting 

the new legislation. 3 Given the overall perspective and general direc

tion of change recarmended by the Reports, business fervently hoped that 

this would be the case. Business Quarterly optimistically expected that 

with the tabling of the reports, "the Canadian business camn.mi ty is en

titled to anticipate an early end to the disturbing uncertainty which 

has cast a shadow on our country's econany ever since the publication of 

the Carter Royal Carmission report in 1967. ,,4 The preeminent theme 

wi thin business discussions of the carmi ttee reports was that they put 

the government under tremendous pressure to modify the White Paper. 

It was generally argued that the report of the Carrrons carrnittee 

would be of greatest significance in the reformulation of the White 

Paper. A Financial Post editorial concluded that the report provided 

a strong indication of the eventual shape of refonn legislation. 5 The 

Carrrons ccmnittee reccmnendations were seen to be highly influential for 

both political and policy reasons. Arising as they did fran the lengthy 

deliberations of a very important bi-partisan parliamentary carmittee and 
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the much heralded public participation in these hearings, the proposed 

alterations to the White Paper could not be ignored by the government. 6 

In policy terms, the changes called for by the Ccmuons cc:mni ttee were 

seen to be particularly crucial because they "would adapt the White 

Paper so as to reflect most of the important concerns which have been 

expressed in both public reactions and private briefs. ,,7 Given that it 

was the concerns of organized business that had been the predaninant 

force in the debate on the White Paper, the basic focus of the Ccmuons 

report was welcaned by the corporate sector. Since the report also 

would retain, albeit in much mcxlified form, the core proposals of the 

White Paper, it would be very difficult for the government to find it 

unacceptable. For these reasons the Canni ttee recarmendations "thus 

necessarily became the starting point of any future discussion of tax 

reform. ,,8 

Corporate reaction to the Senate report was much rrore mixed. 

The pro-business perspective of the Senate committee's analysis was 

clearly recognized: "It voted, in essence, for the modification of 

the existing tax system and the addition of a capital gains tax, 

u. S . -style. In so doing, the Senators put on record the concern of 

many responsible people that any shaking apart of the present tax 

structure might adversely affect the creation of investment capital 

and Canada's potential for econanic growth.,,9 Sane praninent spokes-

men praised this direction. W.E. Goodlet, chairman of the taxation can

mittee of the Canadian Institute of Chartered Accountants, said that 

the general reaction of the accounting profession was to "welcome the 
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d 1 h " f th S . 10 f·n..~l .. th more gra ua approac 0 e enate Cammlttee. 'Vl~ e agreelng Wl 

the carmittee on the necessity of tax reli ef for the low-inccrne, the 

Institute also strongly endorsed the report's recommendation that the 

lower rate of corporate tax be retained to encourage small business. 

The canadian Chartered Accountant noted that "opponents of tax reform 

. 11 
will find much to their liking" in the Senate report. Other business 

commentary made no distinction between the two cammittee reports, seeing 

them as two alternative sets of recc.mnendations on tax reform that the 

government would choose frame 

More sophisticated analysts argued that the government would be 

under far less pressure to accept the conclusions of a non-elected body 

which was so closely connected to big business than those of its House 

12 
of CarmJns counterpart. This consideration was reinforced by the 

highly conservative nature of the Senate committee's recommendations. 

A Financial Post editorial noted that if eight years of debate had not 

already taken place on tax reform then "the Senators' plans would have 

had much merit. ,,13 But since the government was carmitted to reform 

and there had been such intense political controversy, the Senate re-

port's limited adj ustments to the existing system could have little in-

fluence. The Senate camri.ttee's perspective was strongl y criticized 

elsewhere in this leading business newspaper by Toronto lawyer Wolfe D. 

Goodman, Q.C.. He argued that members of the committee appeared to have 

largely ignored cr iticism of the tax structure fran the Carter Commis-

sion and other sources and "to have approached their review of the tax 

system with the self-satisfied air of those who have benefited most 



906 

from the existing tax system." More significantly, Mr. Goodman further 

argued that the Senators' lack of attention to considerations of equity 

seriously misjudged the ideological significance of taxation: "in an 

era of emphatic claims for social justice for all, one of the major gua

rantees of danestic stability is the feeling on the part of the vast 

majority of citizens that our laws, including our tax laws, are basic

ally fair and reasonable." While Mr. Goodman's portent of violence in 

the streets if these expectations were not met may have been somewhat 

hyperbolic, the pursuit of econanic growth at the expense of equitable 

taxation could certainly create problems for the state's overall concern 

for political legitimation. He offered sane advice to the privileged 

and powerful: "If those of us who have done well under the present eco

nanic system in this country wish to retain it, a policy of enlightened 

conservatism is required which responds rapidly to changing conditions 

and satisfies the aspirations of the vast majority. Blind reaction, of 

the sort displayed by the Senate Camtittee, is not enough. ,,14 Such ana

lyses are a good indication of haw the more sophisticated currents of 

business opinion were well aware of the politics of taxation. By so 

totally rejecting the White Paper and proposing changes that were so ex

plicitly favourable to corporate interests "the Senate camtittee has 

taken a position that is too far to the political right of government 

policy to be very relevant. ,,15 This could only increase the influence 

of the moderately reformist Ccmnons report by contrast. In fact, Profes

sor John Bossons, econanist and tax expert, argued that the effect of 

the Senate report would be limited to counterbalancing the minority re.-· 

port of the N. D. P. rnanbers of the Cmmons ccmni ttee. 16 
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Whatever the disagreement on the canparative influence of the 

two reports , business as a whole was convinced that the reports irrevo-

cably shifted the terrain upon which subsequent debate on tax reform 

would take place. While there was still considerable uncertainty as to 

how the government would choose between the conflicting alternatives of 

the Crnm:::ms and Senate corcmittees, there was no doubt that the eventual 

tax changes could not be based upon the White Paper. A Financial Times 

editorial summarized the prevailing corporate evaluation: 

Anxious as we may be about the details of the final 
legislative proposals, the parliamentary carmittee 
reports have transformed the original philosophical 
bias of the white paper. 

The Cmmons, more unexpectedly but no less empha
tically than the Senate, has reversed the white paper's 
preference for equity over growth. Both ccmnittees 
have given more weight to the practical effect of tax 
changes than to the theoretical conceptions of righteous
ness which penreated the white paper. It is not re
motely conceivable that Mr. Benson should now try to 
bull through the original concept as though the par
liamentary carmittees had never sat. 17 

The Financial Times saw the overall conclusions of the reports both as 

a vindication of the arguments made with such strength against the White 

Paper and as a direct result of the immense mobilization of business on 

this issue: "Whatever next year's tax reform bill contains, it is 

bound to be far better than it VlOuld have been last November. Sorrething 

has been gained by all the effort which was put into the briefs for 

P I " t ,,18 ar larnen • 

Resurgence of Corporate Pressure 

The general recanrnendations and conclusions of the carmi ttee 

reports were subsequently incorporated into the revitalized corporate 



908 

pressure on the government to moderate the White Paper proposals in the 

early rronths of 1971.
19 

The Financial Times welccrned this develor:ment: 

"The revival of public debate about tax refoDll is propitious and timely, 

though the federal government may not think so. Mr. Benson and his 

colleagues are at pains to insist that the period of public hearings on 

the white paper is over and that the free-for-all will not be repeated. 

The government has heard enough." It reiterated the argument that if 

the government ignored the massive public debate and intensive expert 

examination of the ~.fuite Paper, "then the whole process of public dis-

cussion YAJul d be ridiculed: the government's good faith would be 

suspect. ,,20 

Familiar themes prevailed wi thin this corporate pressure, but 

they nON had an added legitimacy and imnediacy. The overall thrust of 

the reports was used to buttress the fundaIrental business emphaSis upon 

econanic grONth as the preeminent priority of the tax system. The 

reports were also used to support specific business objections to key 

Whi te Paper proposals. This was clear for the integration of personal 

and corporate incane taxes, which continued to attract the rrost heated 

opposition fran the corporate sector and frcrn the maj or provinces, 

. 21 . 
especially the governments of Quebec, OntarlO and Alberta. The Fman-

cial Times argued that the cabinet must be reminded of the "public's 

judgement" on integration as it fonrulated the final legislation. The 

proposals had received only limited support fran the CCIm'Ons ccmnittee's 

recc.mnendations for partial integration and "the rrore knONledgeable 

manbers of the Senate ccmni ttee supported the Ontario government and 
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rrost of the business cornnuni ty in rejecting integration lock, stock 

and barrell." The fate of integration was seen to be crucial for the 

overall reform process: "If the federal government will now accept 

the overwheJming j udgement against this cherished part of its white 

paper, then the way will be open to clear up rrost of the other conten

tious proposals. If not, the government cannot expect to avoid a 

serious clash both with the provinces and with rrost of the business 

carrnunity. ,,22 It was also expected that the treatment of business ex

penses would be far less stringent in the final bill than in the ~'lliite 

Paper and that the recammendations of the parli amentary committees to 

that effect would be a major influence. It was further speculated that 

this was exactly what the Minister of Finance had planned all along: 

"He had felt that rather than try to spell out what expenses should not 

be allowed, it made rrore sense to propose disallowing them all, then 

invi te the business carrnuni ty to argue for those that should be penni t

ted. It was always intended that rrost would be reinstated. ,,23 The key 

limitation on this government strategy was political ; it could not appear 

to allow practices that benefited only a privileged few. 

Major corporate lobbying organizations continued their direct 

efforts to persuade the government to rrodify the White Paper. A rronth 

after the tabling of the parliamentary camd.ttee reports, a delegation 

fran the Canadian Manufacturers' Association met with the Minister of 

Finance. The association reiterated its opposition to capital gains 

taxation, integration and any heavier burden on middle-incane taxpayers; 

and stressed that i f such changes were to be enacted then they must be 

less severe than proposed and introduced gradually. 24 In the spring of 
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1971, the Canadian Bar Association and the canadian Institute of 

Chartered Accountants presented their first joint brief to the Minis-

ters of Finance and National Revenue in four years. Their annual sub-

mission on the detailed operation of tax law had been suspended while 

th 11 d · 25 e overa system was un er reV1.eN. In anticipation of the upcoming 

budget, the canadian Manufacturers' Association sul:mitted a further 

brief to the Minister of Finance and Cabinet on March 9. One of its 

central recommendations was the reduction of corporation tax rates and 

the elimination of the surtax on personal and corporate income tax. 

The C.M.A. argued that tax cuts were vitally necessary to stimulate the 

26 stagnant econany. Mr. John Bulloch, of the canadian Council for Fair 

Taxation, was planning a neN series of cross-country rallies in which 

the arrmunition for hfus attacks on the White Paper 'WOuld be drawn fran 

27 the ccnmi ttee reports. 

Canadian Econanic Policy Carmi ttee 

An important addition to the more sophisticated corporate can-

mentary was a series of studies sponsored by the Canadian Econanic 

Policy Carmi ttee. The significance of this body, a sub-cammi ttee of 

the Private Planning Association of Canada, has been noted in earlier 

chapters. It played a central role in the overall process of policy for-

mation as a highly influential forum in which institutional leaders, 

arrong which were S<Jlre of the roost powerful corporate executives, could 

meet to discuss and formulate strategy on the key issues of the day. 

Its deliberations and conclusions were regarded as highly influential 

wi thin state policy circles . Given the crucial importance of the tax 

structure to the econany as a whole and the intense controversy surrounding 
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its refonn, it was not surprising that the C.E.P.C. should becane active 

in these debates. It sponsored six studies by leading experts, both 

theoreticians and tax practitioners, on the implications of the White 

Paper for the role of the government in the econany, incentives for 

economic growth, patterns of saving and the cc:rnposition of institution

al investment portfolios. 28 The cammittee's stated goal in organizing 

this research was not to make value judgements on the best possible tax 

system, but to provide an objective analysis of the effects and impli

cations of the proposals so as to allow more infonned choices to be 

made. It rrodestly hoped that these sb.1dies would be "of sane assis

tance to the poli cy-maker.,,29 

The Canadian Econanic Policy Ccmni ttee was canposed of sane 

"seventy business, labour, agriculb.1ral and professional leaders broad

ly representative of different elements in the economy and regions of 

the country." 30 Of more imnediate interest here, many cammi ttee members 

represented the same powerful corporate institutions that had been in 

extensive contact with the state policy-making apparatus throughout the 

debates on tax refonn. 3l A substantial number had appeared before the 

parliamentary cammittees: G. Arnold Hart, chainnan of the Bank of 

Montreal and director of many other daninant corporations, had made 

sul:::missions to both the Senate and carrnons hearings; Messrs. Bovey of 

Northern and Central Gas Co., Holbrook of Algona Steel, powis of Noranda 

Mines and Twaits of Imperial Oil were among the powerful corporate mem

bers of the ccmni ttee who appeared before the Cannons carmi ttee for 

their firms; Robert Fowler I president of the Canadian Pulp and Paper 

Association (and also chainnan of the Private Planning Association), and 
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J .A. McAvity, president of the canadian Export Association, represented 

their organizations before the Commons committee; and, in addition, a 

further number o f C. E. P . C. members who had not thernsel ves made suhnis-

sions to the parliamentary committees were active in corporations that 

had. Reflecting the wider integration of the higher levels of econcrnic 

and political po.ver, several C.E.P.C. members had had extensive political 

experience: Senator Allister Grosart, a leading figure in the Conserva

tive Party, was a member of the Senate Ccnmittee on Banking, Trade and 

Commerce; and the Hon. Duff Roblin, former Conservative prEmier of 

Mani toba, had appeared before the Cannons crnmi ttee on behalf of Canadian 

Pacific. In addition to this corporate representation, committee members 

Russell Bell and William Dodge took part in the Cmmons hearings for 

the Canadian Labour Congress. The 'If.K)rk of the C. E. P . C. was norrnall y 

highly regarded within the state; this influence 'If.K)Uld be reinforced by 

the extensive activity of many of its rrost praninent members in the 

debates on the White Paper. 

The ccmni ttee 's studies were extrerrel y detailed and rigorous, and 

included a canprehensive analysis of the social and econcrnic environment 

in which the new tax system would operate. The overview study identi

fied the key issue of the tax reform debates as that of who pays, but 

stressed that improved equity could not be achieved at the expense of 

the structure of incentives that underlay "a well-functioning free enter

prise econany." 32 The research concluded that the potential of the cana

dian econany for sustained growth and rising incane over the next decade 

was very high. However, the achievement of this impressive potential was 

by no means certain, it "will be fulfilled only if the rate of capital 
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accumulation and productivity improvement comes up to expectations.,,33 

A number of demographic, sociological and economic factors were likely 

to exert downward pressure on the rate of savings. It was in this over-

all context that the refonn proposals had to be evaluated. 

While endorsing the White Paper's goal of increasing equity, 

the C.E.P.C. studies were uneasy about certain key reccmnendations. 

Unless more adequate incentives for small business could be devised, the 

White Paper "would adversely affect that substantial source of innovation 

and growth. ,,34 They were doubtful of the limitations on business expen-

ses and rejected the distinction between closely and widely-held corpo-

rations. They found no evidence that tax incentives to the resource 

industry were excessive and agreed with the coorus of corporate opposi-

tion that the integration proposals were unworkable. However, they em-

phasized that same fonn of dividend tax credit in their place was essen-

tial: "Since it appears that a capital gains tax is now desired by 

enough people to be beyond discussion, sene offset reducing the burden 

on corporate-source income is a virtual necessity if the heavy capital 

needs of the corporate sector in the future are to be met. ,,35 More im-

portant than such specific criticisms, was the overall evaluation that 

the White Paper "would seem likely to purchase at least part of any gain 

.. . I If' ,,36 ill eqw. ty at some cost ill eve s 0 sav1.ngs. Given their analysis of 

the overall economic environment, this would be especially serious: 

"Since we expect the level of savings within the econany to be under 

downward pressure in the years ahead and since adequate savings will be 

required to achieve both the high rates of capital accumulation and the 

technological progress upon which the maximal perfonnance of the canadian 
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economy will depend, it appears that such a cost would be hard to bear 

in the 1970's.,,37 They hoped that the proposals could be m:::xiified to 

reduce their negative economic impact: "Clearly, a tax system that 

could deliver linproved equity, along with those gains that the White 

Paper undeniably offers, at less cost in terms of savings and potential 

38 grONth would be much preferable." 

In this way, a sophisticated and influential voice was added 

to the prevailing business argument that any restructured tax system 

must continue to facilitate and stimulate a favourable overall economic 

environment and that the adverse consequences of the White Paper propo-

sals for economic grONth were unsatisfactory. The conclusions of such 

a prominent organization added powerful support to this pervasive 

theme. 39 M::>st significantly, the C.E.P.C. did not perceive any slinple 

opposition between equity and grONth, but saw them as being highly in-

terdependent: 

Continued grONth is dependent on a continued orderly 
functioning of our society, and this in turn is finally 
dependent upon the existence of a felt social contract 
arrong its rrernbers. Such a social contract can be kept 
in existence in an open and derrocratic corrmunity only 
if its population generally feels that social arrange-
ments overall, arrong which the tax system is an linpor-
tant elerrent, are equitable to all concerned. Likewise, 
equity in taxation and in other matters depends on the 
returns that society provides - economic as well as 
rrore broadly social - to its citizens. It depends too 
on the incentives made available to assist in intergra-
ting the lxxiy politic and hence rendering possible the 
equitable treatment of all its rrernbers. In a very real 40 
sense, equity cannot be achieved in the absence of grONth. 

SUch a perspective represented the rrost sophisticated level of corporate 

analysis and was well aware of the crucial linportance of equitable taxa-
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tion within overall political legitimation. The pressing imperatives 

on the government to address the issue of equity were fully understood. 

The C.E.P.C. simply stressed that the process of capital accumulation, 

upon which the stability and reproduction of the entire institutional 

order was dependent, must not be endangered. The salience of such a 

perspective was strongly reinforced by the very similar general conclu-

sions of the Cornrons ccmni ttee report. The government would have no 

fundamental difficulty in entertaining such a reasonably posed and 

seemingly moderate balance of priorities. 

Provincial Opposition 

The major provincial governments remained uneasy about the pro-

spects of refonn. In a late February 1971 speech, Ontario Treasurer 

Charles MacNaughton emphasized the significant disagreement between his 

and the federal governments on the basic objectives of tax refonn and 

strongly complained that the federal government was not open to provin

cial attempts to influence the final bill. 4l This fear that the feder-

al government was not receptive to criticisms of the White Paper also 

ran through a seminar of prominent experts organized by the Ontario 

Ec 'Co ' 1 42 onorru.c unCl.. The Ontario government's refonn proposals continu-

ed to be much supported by business comrentators as attractive al ter

natives to the White Paper. 43 By the spring of 1971, the provinces had 

begun to take an increasingly hard-line in their opposition to the 

federal government. Speaking to a Chamber of Ccrnrrerce dinner, Quebec 

Premier Robert Bourassa sharply attacked the adverse impact of federal 

policy on the econany. He reiterated his province's fundarnental 
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objections to the White Paper goals, arguing that the tax system must 

not merely interfere with economic growth, but must actively contri-

bute to it. More specifically, Mr. Bourassa stressed Quebec's strong 

opposition to integration. 44 Ontario released a number of studies on 

taxation that constituted thorough critiques of the federal position 

and its spring budget was emphatic that Ontario would not submit to re

fonns with which it could not agree. 45 There was increasing specula-

tion that the provinces , especially Ontario and Quebec, would opt out 
46 

of the restructured federal system and carry out their own tax reform. 

Spring 1971: The Context for the Final Legislation 

Last minute opposition to the White Paper took place within con-

siderable general business unease over state economic policy and inter-

vention. There was much conce:rn over the poor state of the economy 

(uneven and limited growth, high unemployment and persistent inflation) 

and the inability of federal policy to correct these problems. 47 The 

result had been a steady loss of business confidence in the overall 

prospects of the Canadian econamy.48 The depth of business hostility 

to what was perceived to be growing and unwarranted goverrurent inter-

ference in the private sector and the failures of state economic policy 

was remarkable: "Business leaders in all parts of the country are open-

ly admitting their disillusionment with goverrurent, and the skirmishes 

of recent years between the two groups are fast giving way to major 

battles. ,, 49 This hostility was very clear at the annual meetings of 

the Canadian Manufacturers' Association and at a conference of top ex

ecutives at the University of ~leste:rn Ontario in June. 50 
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It was within this great uncertainty over the health of the 

economy and the direction of state economic policy that business await-

ed the unveiling of the final legislation in June. A Financial Post 

editorial SUI'£"m'rri zed this apprehension: "Finding just the right rrorrent 

for a federal budget coupled with massive tax reform could be difficult 

at the best of times. The timing ottawa has stumbled into now is 

proving to be plain awful. Traditional tools for the rnanagerrent of the 

canadian economy have not been working well, and have not been worked 

well. Economic acti vi ty is hesitant. The prospect of comprehensive 

tax change can only heighten present uncertainties over where the 

canadian economy is, in fact, going. ,,51 It hoped for a careful gradua-

list policy from the governrrent and argued rrore specifically that tax 

reductions were necessary to restore business confidence. One week 

later, when signs of an economic downturn had becare clearer, the Finan

cial Post r enewed its call for tax cuts. 52 Such demands had not only 

care from the corporate sector. The preceding November, the Toronto 

Star had editorially supported a Financial Times plea for immediate and 

substantial cuts in personal and corporate incare taxes. 53 Just prior 

to the June budget, the canadian Labour Congress called for reduced 

taxes for the lower incare brackets and the termination of the 3% per-

sonal incare surtax to stimulate the econany. C.L.C. president Donald 

Macdonald argued that "a full ernployrrent budget TIUlSt be announced by 

the federal Governrrent to bring an end to the present intolerable unem-

ployrrent crisis," and strongly condemned the governrrent' s restrictive 
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anti-inflation policy. Affiliated unions and labour organizations were 

urged to press political leaders for a shift to an expansionary fiscal 

l ' 54 po lCY. 

This pressure from all quarters over the government's economic 

policy in general and its intentions on tax refonn in particular took 

on a heightened significance in the early S1..lI'["ID2r of 1971. The govern-

rrent had to prepare itself for an election in the inmediate future, very 

likely in 1972. It needed to finalize tax refonn quickly in the hope 

that this contentious issue would fade from public interest before the 

cClIlpa.ign began. t-bre importantly, the upcoming election put the 

Minister of Finance under great pressure to rroderate the rrore unpopular 

proposals. By the tilre of the vote the government had to be able to 

derronstrate that it had successfully stimulated economic growth and 

brought unemployrrent dawn. This entailed further pressure not to make 

any tax changes that would deter the business investment necessary to 

l ' h th b 'ti 55 accarnp lS ese 0 Jec ves. 

In terms of its electoral fortunes, the government could not 

afford to give the Progressive Conservatives - who had made opposition 

to the White Paper a central elerrent of their strategy since its re-

lease - a good issue to fight on. It was clear that Conservative 

leader Robert Stanfield would contest tax changes "if their effect is 

to dampen the investrnent climate, reduce the incentive to save and 

invest or to raise new tax revenues. ,,56 Mr. Stanfield had stressed 

that his party would strongly oppose the new tax legislation if it did 

not depart substantially from the White Paper in an earlier speech. 57 
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He reiterated Conservative opposition to the proposed capital gains tax 

and the elimination of the dual rate of corporate tax, and joined the 

many voices criticizing the government's failure to stimulate the econo-

my. He argued pointedly that "real tax reform" would do this and called 
58 

for the removal of the personal income surtax and other tax reductions. 

Government Deliberations 

As soon as the reports of the parliamentary committees were pub-

lished the government stressed that they would strongly influence the 

final form of tax reform. 59 It also sought to reassure business that 

changes would be made to the "White Paper; Energy Minister J. J. Greene 

told the Alberta Association of Petroleum Landmen that the revised le-

gislation will be "in a form which will better rreet the needs of indus-

60 
try and Canada as a whole." But the government steadily refused to 

indicate the specific changes planned. The December 1970 budget did 

not contain any significant alterations to the structure of taxation. 

Its failure to remove temporary income surtaxes and reduce the overall 

level of taxation disappointed spokesrren for the Canadian Chamber of 

Cormerce and the canadian Manufacturers' Association. 61 The final bill, 

originally scheduled for March, continued to be delayed through the 

spring of 1971. 62 The legislation was being prepared by three top of

ficials under the direction of a cabinet cammittee. 63 There was same 

indication that the immense pressure against the "White Paper was being 

felt wi thin the government and that the Minister of Finance was having 

difficulty getting the reform legislation through cabinet. 64 Just 

before the reforms were unveiled in June, the government again tried 
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to reassure the business cormnmi ty . The Prime Minister told a Canadian 

Manufacturers I Association banquet: "The legislation is not sorrething 

to fear. The Canadian dream of a socially-conscious, developed economy 

cannot be attained without the presence of a healthy manufacturing 

. d try ,,65 J.n us . 

II. The June 1971 Budget: Legislation for Tax Reform 

The legislation enacting the restructured tax system was tabled 

in parliarrent as part of the June 18, 1971 budget. The priorities and 

content of the reform bill are examined here in terms of the recurring 

questions that have guided this analysis throughout. First of all, the 

implications of the new structure for the objective interests of the 

rrajor class and social groupings are outlined. At the sarre tirre, in 

order to evaluate the direction and significance of policy changes, 

the final bill is corrpared to earlier junctures in the reform process 

and to the perspectives and demands of the range of organizations repre-

senting key social and econanic interests. 

The Minister of Finance saw these final reforms as being the 

result of a long and fruitful public debate and as providing "the 

framework for our incarre tax system for many years to C<::Xre. ,,66 Mr. 

Benson errphasized that "the White Paper process was an important step 

in the evolution of participatory derrocracy in canada. ,,67 Changes in 

tax policy had traditionally been introduced directly into the House 

of Cornrons, but the governrrent had chosen not to follow this practice 

because of the fundarrental nature of the required reforms and its 

belief "that all Canadians should participate in the development of 
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this reform. ,,68 The governrrent had carefully considered "the hundreds 

of submissions from organized groups in our society and the thousands 

of thoughtful letters from individual taxpayers" and the Minister stres-

sed that "the work of the two parliarrentary comnittees was extrerrely 

important to the White Paper process. ,,69 In addition, there had been 

extensive discussion with the provincial governrrents and "many of the 

provincial representations are reflected in the bill. ,,70 

The Goals of Reform 

The Minister of Finance argued that the proposals he was intro-

ducing could only be understood if "we have a clear view of what a good 

71 tax system ought to be". Mr. Benson outlined the first essential 

feature of such an optional system: 

A tax system must be sensitive to the economic and 
social needs of this country. It must not stand in 
the way of steady and continuous growth and economic 
prosperity. In SOIre cases, it must do rrore - it 
must stimulate sectors of our economy which need incen
tive.72 

This was a very clear signal - a signal which was confirrred by the con-

tent of the reform prograrrrne - that economic growth was to be the fun-

darrental priority of the new tax structure. As the parliarrentary com-

mittees had strongly recornrended and as the weight of corporate pressure 

had persistently demanded, this constituted a crucial rrodification of 

the White Paper I s prirPary emphasis upon equity. The guiding rationale 

of the new legislation went well beyond the White Paper view that the 

tax system should not interfere with economic growth to a clear carnmit-

rrent to the use of taxation to encourage and stimulate economic activity. 
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The goverrurent could not discard the principle of equity. Its 

rrost frequently stated goals of reform had been to improve the overall 

fairness of the system to the benefit of the majority of taxpayers and 

to reduce the tax burden of law-incorre groups. The goverrurent could 

not appear to abandon these objectives, especially in a period leading 

up to a general election. The second characteristic of a good tax 

system identified by Mr. Benson was that it "must distribute the tax 

burden in an equitable manner, based upon ability to pay. Furtherrrore, 

it must not only be fair; it must be seen to be fair.,,73 The Minister 

further argued that the tax system must have as few loopholes as possib-

leo The system would not be widely accepted "if it is apparent that 

special groups of taxpayers are able to avoid paying their fair share 

74 of the burden." While many businessrren remained uneasy about the 

concept of ability to pay, it had becorre widely accepted as an integral 

feature of a progressive tax system. A commitrrent to progressive taxa-

tion was in turn a key elerrent of the general ideology of the rrodern 

welfare state and an important component of overall political legiti

mation. 75 The Minister's staterrent that the tax structure must be 

generally seen to be fair recognizes the political and ideological im-

portance of equitable taxation. 

In spite of this continuing cornrni trrent, there had been a con-

siderable shift in the balance of priorities adopted by the final bill 

in comparison to earlier junctures. The Royal Commission had recartm2I1-

ded sweeping changes designed primarily to improve the equity of the 

tax structure. This emphasis had been rroderated in the White Paper, 
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but it still defined equity as the highest priority of refm:m. The 

two par liarrentary corrmi ttees to varying degrees recogni zed the irrpor

tance of equity, but strongly argued that economic growth must be the 

fundarrental goal of taxation. The cornni ttee reports had agreed with 

the prevailing corporate and provincial view that improved equity must 

not be achieved at the expense of economic growth. It was this latter 

general per spective that the reform legislation most closely resembled. 

The Minister of Finance delineated two further attributes of 

a good tax system. It must "lend itself to effici ent, economical and 

objective administration. It must be straight-forward in both purpose 

and rrethod , so that taxpayers know where they stand with a rniniroum of 

administrative discretion and litigation.,,76 No quarrel had been ex

pressed with this general goal of administrative rationalization at 

any stage of the reform process • Secondly, the federal tax structure 

had to be harmonized with those of the provinces. Wi thin these goals 

of reform, it was the primacy accorded to economic growth in the final 

bill and the lower priority of equity when compared to the earlier 

carter Cornnission and White Paper that was of greatest importance. 77 

The nature of the specific proposals reflected this shift in the 

guiding rationale of reform. 

Personal Income Taxation 

In outlining the general thrust of the proposed changes, the 

Minister of Finance stated: "First and foremost, by a combination of 

increased exemptiOns, changes in the rate schedule and other rreasures, 

we propose to reduce significantly the tax burden borne by lower-
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incorce canadians. ,,78 Personal exemptions were rai sed and a wider range 

of child care, rroving and employrrent expenses were allowed as deduc

tions. 79 These changes were very similar to those proposed by the 

White Paper and recomrended by both parliarrentary conmittees. 80 The 

limit for the deduction of charitable donations was raised to 20% of 

net income from 10%.81 While universally available, such a change would 

be of greatest benefit to the rrore affluent strata able to afford such 

donations. The various philanthropic organiz~tions dependent upon 

such financial support had been arguing for increased deductability for 

sorce tine. The new bill provided a rruch improved system of incorce 

averaging. It was far rrore generous than the White Paper, with which 

the Comrons comnittee had largely agreed, and was closest in form to 

the recommendations of the Senate conmittee. 82 

The new bill also included a simplified and rruch revised rate 

structure. Compared to the existing system, the highest warginal 

rates had been reduced and the overall rate schedule had been narrowed. 

The proposed structure was very similar to that recornmended by the 

Commons committee. 83 The Minister of Finance reiterated the govern

ment's guarantee that the gradual and offsetting implementation of key 

provisions would not result in any increase in tax revenue. TO this 

purpose, there would be successive reductions in individual tax rates 

fram 1972 to 1976 as the new system carne fully into force. 84 

The effect of these changes was that all taxpayers with the 

rmrried exemption and whose incorce was solely from wages and salaries 

would pay less tax than under the old law. For single taxpayers with 
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employment income only, all earning less than $8000 would pay less 

taxes and those earning rrore than this arrount would pay rrore. 85 Mr • 

Benson stated that the overall result was that "1,000,000 taxpayers 

who would otherwise pay tax next year will be rerroved from the tax 

rolls. We estimate the taxes will be reduced for 4,700,000 taxpayers, 

and will be changed by less than 1 per cent for another 2,000,000 

taxpayers. ,,86 The differential :i.rrpact of the new system upon those 

at various incorre levels was illustrated for married wage and salary 

earners with two dependent children under the age of sixteen. 87 For 

the lower categories of under $6000 annual income, the reduction from 

the existing system was approximately the same for the White Paper and 

the new bill. For the middle incorre categories, the new bill was rrore 

beneficial than the White Paper: from $6-10,000 the reduction was 

larger under the new legislation than the White Paper, and from $10-

30,000 there would be reductions where the White Paper would have en

tailed increased taxes. For the highest categories over $50,000, their 

total burden would be less than under the old structure, although it 

would have been even less under the I'llii te Paper. This particular 

exan;>le illustrates an important general point. The White Paper reg:irre 

was generally harsh on the middle-income earners in the $8-25,000 range 

compared to the existing system. 88 This had been the focus of a great 

deal of criticism. The proposed new rate schedule would ease the bur

den on the middle-income category, as the Senate conmittee in parti-

cular had strongly recornrended. 
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For all of the governrrent' s errphasis on improved fairness, the 

reductions for individual taxpayers were of a small scale and the re-

lief for the low income was extremely modest. The progressive impact 

of the changes in personal income taxation was highly limited. A com-

prehensive analysis of the effect of federal fiscal policy on the 

distribution of incorre concluded as follows: "The refonn legislation 

of the early 1970's did surprisingly little to improve the distribution 

of income in favour of the poor. Especially significant is the result 

that tax refonn provided virtually no benefits for the poorest fami-

lies and did not redistribute income from the highest-income families 

to the poor. ,,89 This lack of improverrent in the vertical equity of 

the tax system was essentially due to the basic methods adopted by the 

final bill of higher personal exerrptions and improved deductions: 

"Such exerrptions and deductions provide relatively larger tax benefits 

for those with higher incomes who are paying higher marginal tax 

rates; they provi de no tax benefits for those with incomes too low 

90 to be taxable - the poor and the needy." 

capital Gains 

The Minister argued that one of the central thrusts of the new 

bill was "a major refonn of the definition of incorre so that our tax 

system will be rrore fair and equitable between taxpayers." 91 The rrost 

important means to do so was to be the taxation of capital gains. But 

the final legislation was a very pale imitation of earlier proposals 

to broaden the tax base. It will be recalled that the carter Report 

had recorrmended a comprehensive tax base in which all incorre from 
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whatever source would be fully taxed. This concept attracted irrmediate 

and intense opposition from business interests and was abandoned by the 

goverrment in 1968. The "I.oJhite Paper was a rrajor retreat from the Royal 

Cornnission on this issue, but would still fully tax capital gains. This 

inclusiveness and several of its specific recommendations on capi tal 

gains in turn came under strong corporate pressure. The provisions of 

the final bill constituted a further retreat. 92 One-half of capital 

gains would be included in incorre for taxation at norrral rates. One

half of capital losses would be deductible against gains, up to $1000 

of capital losses could also be deducted against other incorre, and 

these deductions could be rrade in the preceding, current or any number 

of subsequent years until losses were fully absorbed. 93 The White 

Paper proposals for the five year revaluation of unrealized gains, 

which had been rejected by even the most moderate professional and cor

porate spokesrren, was dropped. There were similar concessions on 

other controversial issues: any gains from the sale of residences would 

be totally exempt and gains from the sale of personal property would 

only be taxed if the price was over $1000. To prevent any higher 

taxation due to fluctuations in share values, gains would be rreasured 

against the greater or original cost of Valuation Day value. 

For those who derived large amounts of incorre from property 

ownership, the treatrrent of capital gains under the new legislation 

was a considerable improverrent over earlier proposals. The final pro

visions were in fact very similar to those recOIm'eIlded by the Cannons 

comnittee. 94 
In addition to when an asset was sold, capital gains 
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would be taxable (and losses deductible) when a gift was made of an as-

set or up:m death. Taxation would be deferred on gifts or bequests bet-

ween s);Ouses. With these changes, federal gift and estate taxes would 

be eliminated. The White Paper v.Duld have retained these taxes, the 

Commons committee v.Duld also have ' done so but with better exemptions, 

and the Senate committee would abandon this field to the provinces. The 

final result was closest to the view of the latter body.95 This change 

was of great benefit to the nore substantial property owning strata: 

"The elimination of federal estate taxes alrrost offset the effect of 

capital-gains taxation on high-incorre families. 11
96 

Corporate Taxation 

Mr. Benson argued that the nost important aspect of the bill in 

this area was the rate of taxation. As noted earlier, the governrrent 

had guaranteed that it would counterbalance the tendency of the new sys-

tern to yield additional revenue as it matured. To this end, the basic 

rate of corporation tax of 50% v.Duld be reduced by one percentage point 

annually so that it would be 46% in 1976 when the reforrred structure was 

fully in force. 97 The Minister stressed that this v.Duld bring the gener-

al rate to a lower level than in the United States, Canada I S nost ir'rI!?Or-

tant trading partner and business competitor. He also clearly stated 

the fundarrental rationale of corporate taxation: 

Despite the many changes in our social and economic structure 
we must continue to look to the private sector and to business 
corporations to provide the jobs for our rapidly growing la
bour force and to produce the incorre required to finance our 
growing appetite for goods and services. I am confident that 
this major nove to reduce substantially the general corporate 
tax rate will contribute in an important way to making Canada

98 a nost attractive place in which to invest, grCM and prosper. 
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Not only did this rate reduction fulfill the government's commitment 

to not increase its revenue through tax reform, but it also spoke to 

the increasing demands that had emerged for tax cuts to stimulate the 

sluggish economy. The corporate reductions were not essentially short 

term rreasures, but they did clearly reveal an acceptance of the general 

premise that reduced taxation can be used to stimulate the economy. 

The provisi ons for corporate taxation in the 1971 legislation were a 

major departure from the White Paper on a number of issues that had been 

the focus of great controversy and hostility. The changes introduced 

consistently moderated the impact of the original proposals and moved 

in the direction of corporate pressure. 

Small Business 

Mr. Benson stressed that the new system would "give due recogni-

tion to the problems and contributions of small business - a subject to 

which many Canadians attach a high importance. ,,99 This considerably un-

derstated the imnense uproar that the White Paper's plan to eliminate 

the lower rate on the first $35,000 of corporate incorre had caused. The 

Minister further elaborated the guiding assumptions of state fiscal 

policy: "This government supports the view that entrepreneurial initia-

ti ve should be encouraged through the tax system. The Canadian economy 
100 

depends upon the creative business acti vi ty of small, growing businesses." 

The government, however, believed that the existing dual rate of cor-

porate tax was an inefficient rrechanism; it was available to all corpo-

rations regardless of size, form of control and growth. Accordingly, 

a lower rate for small business would be retained, but with a number of 
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There would be a 25% rate on the first $50,000 of 

business income of canadian-controlled private corporations. This 

would apply until a corporation accumulated $400,000 of taxable income . 
under the new system and would not be available to public or foreign-

a.vned corporations. This new rate structure was portrayed as a sig-

nificant improvement over the old system. Equally importantly, it 

abandoned the White Paper's goal of a uniform corporate rate and heed-

ed the insistence of the parliarrentary corrunittees that rrore adequate 

incentives for small business be developed. 

Integration 

Mr. Benson identified the double taxation of corporate incorre as 

a serious problem of the existing system. The White Paper had proposed 

the integration of personal and corporation taxes, in which shareholders 

would receive credit against their personal taxes for corporate tax paid 

on the dividends they received. The Minister blandly noted: "This 

proposal becarre the subject of widespread controversy. Whatever its 

rreri ts, the business conmuni ty and a number of the provinces, including 

the two largest, found it unacceptable. ,,102 As was widely predicted, 

the governrrent could not withstand the immense pressure on this issue: 

"It is for this reason that the governrrent has decided to rrodify the 

existing system rather than to adopt the integrated system outlined in 

the White Paper. ,,103 

The dividend tax credit would be increased fran 20% to 33 1/3% 

and included in income before tax is calculated. This would reduce the 

tax payable for all shareholders whose rrarginal personal rate was lower 
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than 40% , and increase it for those above that level. The governrrent 

saw these changes as an irrportant incentive for low-income shareholders 

to invest in Canadian corporations. 104 Overall, the restructured divi-

dend tax credit v.;ould "offset in the hands of shareholders 25 points 

of corporate tax paid by Canadian corporations. "lOS Since this credit 

was for business income only, a further measure was introduced in 

which one-half of the tax on the investment income of private corpora-

tions v.;ould be refunded when dividends are paid to shareholders. In 

addition, private corporations v.;ould be able to distribute one-half of 

their capital gains tax free. Mr. Benson argued that these changes 

v.;ould virtually eliminate the double taxation of small private corpo

rations. 106 The final result here was closest in outline to the re-

port of the Senate corrmi ttee, which had urged that the existing system 

be m::xlifiedi the Cormons comuittee had recorrnended half integration. 107 

Resource Taxation 

The starting point for the new system that "substantial tax 

incentives are maintained to recognize the risks involved in explora-

tion and develoJ?IIEIlt, the international canpeti tion for capital and the 

levels of incentives available in other countries ,,108 had of course 

been a central theme in innurrerable industry submissions to the govern-

rrent. The final bill basically followed the August 1970 m::xlifications 

of the White Paper: "The legislation incorporates these changes, which 

together will ensure sustained exploration and developrrent, while making 
109 

really profitable projects subject to a reasonable level of taxation." 

The technical details of the new provisions in fact weakened the ilTIpact 
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of the original White Paper proposals even further. The three year 

exemption for new mines had been replaced by accelerated depreciation 

in the 1970 concessions. This fast write-off was extended to include 

all assets related to a new mine, including townsite and refinery fa-

cilities, and assets related to the expansion of an existing mine 

where capacity is increased by at least 25%.110 A new system of earn-

ed depletion had been introduced and the range of expenditures eligi-

ble to earn depletion was nON extended. In order to allON mining and 

petroleum corporations "a reasonable time period to adjust to the new 

system" the existing automatic depletion would continue until 1976. 111 

This meant that any mining property would enjoy depletion until that 

point automatically. At the same time, eligible expenditures made from 

the time of the White Paper through the end of 1976 could build up a 

bank of earned depletion that could be claimed in subsequent years. 

This meant that the necessity of earning depletion would not be sig-

112 nificantly restrictive for many years. In addition, foreign explo-

ration and development expenses could nON be claimed. 

The tax incentives for the resource industries were rrore lirnit-

ed under the new system than they had previously been. But they were 

a far cry from the first Royal Commission proposals to eliminate such 

. 1 . 113 specla conceSSlons. In the face of massive corporate pressure 

(strongly reinforced by key provincial governments), the federal govern-

rnent had been forced to retreat from such a radical position: it was 

on mining that the first official concession over the carter recornmen-

dations occured in May of 1967, the White Paper was a considerable 
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modification of the Royal Commission, and the 1970 changes and finally 

the 1971 bill significantly moderated the White Paper. The resource 

sector had been able to ensure that it would continue to receive very 

substantial tax concessions. This also was in keeping with the gener-

al recommendations of the parliamentary committees. 

other Changes in the Taxation of Business and Property Income 

The final bill modified the White Paper on an additional issue 

that had been the subject of much debate. The White Paper I s wholesale 

elimination of el igible deductions for business entertainment expenses 

had been veherrentl y opposed. In his usual understaterrent, the Minister 

noted that "the consensus was that the present rules of the incorre tax 

system should be ITE.intained and that there should be no sweeping 

changes in this area. ,,114 Accordingly , the existing deductions for en-

tertainment and related expenses were continued with a number of res-

115 trictions for expenses that were clearly personal. For example, 

membership fees in recreational or social clubs and expenses on yachts 

and golf courses would not be deductible; and the costs of attending 

two conventions per year were still allowable but they had to be within 

the geographical area in which the organization was normally active. 

This was rror e restrictive than the existing structure, but far rrore 

generous than the White Paper would have been. The new treatrrent was 

very similar to the Carmons conmi ttee I s recorrrrendation to retain the 

old system with tighter enforcerrent and sorre restrictions. The Senate 

conmittee had essentially called for the ITE.intenance of the old system 

' th t l 'f' t' 116 W1 ou qua ~ ~ca ~on. 
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A number of further more specific changes were designed to faci

litate the movement and accumulation of capital. canadian corporations 

had not been able to deduct interest on funds borrowed to acquire shares 

in other corporations. This put them at a disadvantage when competing 

with foreign corporations in takeover bids and there had been consider

able criticism over this issue. Responding to this pressure, the bill 

would allow Canadian corporations to deduct such interest: "Assuming 

the full rate of corporate tax, this deduction means that the cost of 

borrowing money for this purpose will be cut in half. ,,117 The legis

lation would continue to allow individuals to deduct interest on money 

borrowed to buy shares. There would be improved deductions for the 

category of intangible assets known as "nothings". 118 The bill includ

ed a number of changes in the taxation of international incorre intended 

to ensure that Canadians would not be discouraged from investing abroad. 

They would, for example, generally exempt dividends received by cana

dians or canadian corporations fram subsidiary or affiliated corpora

tions abroad. 1l9 One final issue that had attracted much comrentary had 

been the taxation of co-operatives, which had long been regarded by rrany 

businessmen as unfairly generous. Their three-year tax holiday was re

moved and the deductibility of patronage dividends was restricted. 120 

Economic Effects of Tax Reform 

The Minister of Finance concluded his address to parliament on 

the tax legislation by discussing its economic implications. He argued 

that the first factor to consider in assessing the impact of the reforms 

was that they would not be the basis of any increased state revenue: 



935 

"There will be no adverse effects of the kind that would occur if there 

were an increase in the over-all tax burden. ,,121 The effect of the new 

structure was rather to redistribute the existing tax burden so as to 

irrprove equity and neutrality . Mr. Benson errphasized that those irrprove-

rrents were not achieved at the expense of economic growth. Most wage 

and salary-earners would pay lower taxes under the new system. Their 

increased disposable income would raise the demand for goods and the 

level of personal saving. The cuts in the rate of corporate taxation 

would contribute to higher corporate savings and investrrent. Capital 

gains taxation and reduced incentives for the resource sector could re-

duce savings. 

We have, however, provided substantial offsets to those 
adverse effects. This had been done by removing the 
federal estate and gift taxes, by granting rrore generous 
treatrrent of contributions to pension and retirerrent savings 
plans, by reducing the taxes of m:my persons, by rerroving 
rrore than 20 percentage points from the highest personal 
tax rate, by lowering the general corporate rate progres
sively to 46 per cent and by offering irrproved provisions 
for averaging of income for tax purposes. I am confident 
that the combined effect of these rreasures will cause the 122 
net irrpact of the new tax system upon savings to be minimal. 

To close, the Minister errphasized that "in achieVing greater equity it 

has not been necessary to sacrifice economic growth. Our potential and 

prospects for economic expansion are undiminished. ,,123 

Mr. Benson's concluding remarks arrounted to a sustained argurrent 

that irrproverrents in the new tax system had not been made at the expense 

of economic growth and that the overall reforms would encourage growth. 

This, of course, had been the overriding thrust of corporate pressure 

on the governrrent. From within the state system, the rrajor provincial 
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governrrents and the two parliarrentary conmittees had also emphasized 

that economic growth must be the fillldarrental priority of reform. As 

as been seen, this general orientation was reflected in the central 

proposals of the 1971 legisl ation. They had consistently moderated 

the White Paper in the direction of the Senate and Corrrrons conmittees' 

reports and of the demands of the corporate sector. 

III. Debate on the Final Bill: Jillle-December 1971 

The Minister of Finance introduced the seven hillldred page tax 

reform bill for first reading at the end of his budget address on 

Jillle 18, 1971. The legislation would not be considered in detail by 

parliarrent illltil the fall: "It is the government's intention that debate 

on second reading of the bill begin when the House reconvenes early in 

September. This will provide time for public study and for the govern

ment to consider representations for technical changes.,,124 Mr. Benson 

would also be rreeting with his provincial cOilllterparts. The governrrent 

intended that the new system would cone into effect on January 1, 1972. 

From the time of its release in Jillle to its final passage in December 

the bill rerrained the centre of considerable public conmentary and de-

bate. 

First Response 

Initi' al t' t th 1 '1 t' ' th ' ed 125 reac lon 0 e eglS a lon 1n e press was ffilX • 

Many leading newspapers saw the tax reforms and the specific provisions 

of the Jillle budget as being heavily geared to the corning election. The 

Toronto Globe and Mail argued that "what the Minister of Finance has 

given us in an election package the likes of which the COillltry hasn't 
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. 126 
seen since the Second World War." Media conrrentary also recognized 

the significant retreat from the original reform proposals to the 

final legislation. The Globe editorial, which largely supported the 

budget, noted this shift: 

Describing it as tax reform could be put dawn as verbal 
overkill. Real reform, the kind that significantly re
distributes income, redirects the economy or substantially 
re-orients priorities - that kind of reform you will not 
find. Reform that v.Duld produce the kind of equity that 
Kenneth Carter sought with missionary zeal has not been 
proposed. Nor has the jungle been cleared away as Mr. 
Carter hoped it Would be. The v.Drld this rrorning remains 
a safe and plush place for tax lawyers. 127 

The Montreal Star was much rrore uneasy about this policy outcome: 

The key concept of the Carter report was equity and that 
concern was echoed in Mr. Benson's White Paper. In the 
new budget, prima.cy has been given to economic growth, 
with the added implication that same degree of fairness 
should be sacrificed in its interest ... It signals the go
vernment's capitulation to powerful interest groups which 
have kept a relentless pressure for special tax concessions 
ever since the publication of the White Paper. It ffi3Iks 
the abandonment of the theory of a neutral tax system and 
opens the door to new pressures from any segment £f the 
economy which feels a need for special treatment. 28 

The major protagonists in the battles over tax reform were 

initially cautious. Many provincial treasurers expressed satisfaction 

with the general philosophy of the tax bill; it met the major provin-

cial objections to the White Paper. They withheld detailed Gcmrent 

while their officials were at work studying the massive legislation and 

preparing position papers for the July finance ministers' conference.
129 

The bill was also being intensively analyzed within the business comnu-

nity. A prirrB.ry focus of this analysis was emminently practical; there 
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was a flood of advice and interpretations from invesbrent houses and 

brokerage firms on the implications of the tax changes for investrnent. 130 

Resurgence of Corp?rate Pressure 

The corporate sector quickly found its voice and began to com-

rrent on the content of the bill. There was sorre recogI"..i tion of the 

concessions business pressure had won. A tax consultant writing in the 

roagazine of the Chamber of Corrmerce emphasized this: 

The Tax Reform Bill clearly shows the results of the roassive 
opposition to the White Paper on Taxation. It is obvious 
that the briefs submitted by roany Canadians, including the 
Canadian Chamber of Corrirrerce, have had a strong influence on 
those who drafted the new law. With few exceptions, those 
parts of the White Paper which rret strong opposition have 
been severely modified. Where the White Paper proposals rret 131 
only modest resistance, they have been changed only moderately. 

He argued that the bill was much less harsh on sroa11 business, still 

provided incentive for invesbrent even with a capi tal gains tax, the 

latter was far more moderate than originally proposed, and the overall 

effect on the business community would be far less serious than the White 

Paper. The result of the roany modifications was that "the new tax pro-

posa1s will be only slightly more costly for business than the present 

InCOITe Tax Act", and that "most people in the business world think this 

law is a great improverrent over the White Paper. ,,132 However, the 

great roajority of corporate opinion was not nearly so frank. What quick-

1y developed was substantial business opposition to the final bill. 

These corporate criticisms coalesced around a number of distinct themes. 

The first was a widespread feeling that the enormous tax bill 

was too corrp1icated. The practical workability of the new system was 

naturally of great concern to the professions most involved in taxation. 
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The canadian Bar Association submitted a 76 page brief to the Minister 

of Finance strongly criticizing the reform bill: it argued that it was 

"virtual 1 y unintelligible" in its wording and complex provisions, that 

its underlying assumptions were so obscure and without precedent that 

they were extreIrely difficult to interpret, and that it was filled with 

133 loopholes and technical problems. Dissatisfaction over the complex-

ity of the bill, especially as it affected smaller businesses, profes-

sionals and inves'tors, pervaded the annual meeting of the canadian 

Institute of Chartered Accountants. The concensus was that even though 

many businesses would benefit fram the changes, the increasing difficul-

ties of record-keeping and interpretation would hardly justify the tax 

sa v; ..... ,gs for ~st.134 By 1 f 11 . urnbe f tax f . "'u"'''' ear y a , a growmg IT r 0 pro eSSlon-

als and experts felt that rrore tiIre was required to fully analyze the 

legislation and that its implementation should be slowed down. 135 The 

complaint that the bill was badly worded and unwieldy became increasing-

1 Y comron from corporate sources as well. It was emphasized in the 

September submission of the canadian Chamber of Commerce to the govern-

t 136 m:m • 

Business unease over the practicability and concrete impact of 

the reform bill was heightened by growing apprehension over the general 

137 state of the economy. Recent changes in United States government 

economic policy - the devaluation of the dollar, subsidization of Arneri-

can exports and a surcharge on :irrp:)rts - were seen to have severe con

sequences for the canadian economy. 138 The canadian Manufacturers I 

Association stressed this adverse economic climate in its brief to the 
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government: "In this radically changed business situation, a re

appraisal of canadian tax and trade policy is essential. We urge the 

G::>vernment to reconsider those tax refonn proposals, particularly in 

the international field, which add to the costs borne by canadian busi

ness. ,,139 The Association argued that the level of capital gains taxa

tion was too high, resource incentives were inadequate to attract needed 

capital and the overall impact of the changes depended upon provincial 

actions. A major concern expressed in the C.M.A. brief had becOIre in

creasingly prevalent; the new regulations were seen to inhibit Canadian 

multinational corporations. This possibility had been much discussed 

at an August seminar of 200 lawyers and accountants140 and had been em

phasized in a later Ottawa speech by C .M.A. president Gerard Filion. 141 

Small business leaders were also less than pleased with the refonn bill; 

Mr. John Bulloch, president of the Canadian Council for Fair Taxation, 

was highly critical of the legislation in general and argued specifical

ly that the incentives for small companies were still not enough. 142 

There was also concern over the future level of wealth taxation; with 

the vacation of estate taxation by the federal government, there was 

great uncertainty over what the provinces would do in this area. 143 

Finally, specific sectors complained about their tax position. Execu

ti ves of the pulp and paper industry, for example, argued that their 

tax load would be higher than their international competitors. 144 

A growing current wi thin business and rredia cornrentary called 

for delay in the implerrentation of tax refonn. Sorre argued that it 

should be brought in in stages, with the non-controversial sections 
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passed at once and more contentious issues held back for further study 

145 
and amendment. A Montreal Gazette editorial put this demand in the 

context of the wider economic and policy climate: 

Refonn by stages would have the additional advantage of 
relieving business of the burden of grappling with the 
new rreasures at a time when all its energies should be 
directed towards recovery. The sarre point can be nade 
of such other legislation as the competition act. Tax 
refonn and competition act together more than justify 
the charge of the president of the Chamber of Corrrrerce 
that business is being smothered by goverrunent. 146 

A report for the Private Planning Association of Canada by a leading 

economist argued that the whole refonn process, from the Royal Comnis-

sion on, should have been conducted in a far more limited and gradual 

147 nanner. MJre corporate spokesrren began to call for the postponertE!lt 

of the entire bill. The Vancouver Board of Trade told the Minister of 

Finance and the B.C. Liberal caucus that it should be delayed for one 

148 year. Prominent lawyer W.A. Macdonald spoke to the Ontario Economic 

Council on the wisdom of deferring the tax bill. He reiterated the 

charge that the bill was too complicated, but emphasized above all that 

the existing period of economic uncertainty was not the time for such 

nassive changes. 149 Finally, a Globe and Mail editorial condemned the 

goverrunent for proceeding with a new tax system that ~uld do nothing 

to increase the competitiveness of Canadian business at a time when it 

faced strong international pressure. It called on Mr. Benson to "with-
150 

draw that tax bill and concentrate all his efforts on our real problems." 

Provincial Goverrunents 

Quebec, Alberta and Ontario had joined the chorus demanding de-

1 . . 1 t' th f 151 ay ID 1.It1p ertE!l l.ng e re orms. In conferences and policy statertE!lts 
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the provincial governments had expressed concern on a number of issues. 

They had asked the Minister of Finance to defer for one year the re-

peal of federal gift and estate taxation because most provinces receiv-

ed 75% of the amount collected. They were worried over the loss of 

revenue and wanted time to consider establishing their awn estate taxa

tion. 152 Discussions between federal and provincial officials also 

centred on tax collecting arrangerrents. 153 In early November Mr. Benson 

made a number of specific concessions to the provinces, the most irnpor-

tant of which was a guarantee that they would receive no less revenue 

in the first five years of the new system than under the 01d. 154 

Parliamentary Deliberations 

The reform bill received little detailed attention for the first 

weeks of the fall session but carre under intense debate from October on. 

The Conservatives were critical of the capital gains and other provi-

sions that they argued would inhibit business investnEnt. Mr. Stanfield 

echoed the common view that it was irrelevant to consider tax reform 

when the overall economic environrrent was the real problem. The New 

Democratic Party argued that the proposed changes were not nearly pro-

. h 155 gresslve enoug . 

The Senate had referred the bill to its Standing Committee on 

Banking, Trade and Cormerce. 'IWo tax experts from the top Toronto 

legal firm of McCarthy and McCarthy, of which camri.ttee chairman Salter 

Hayden was a partner, instructed the Senators on the details of the 

legislation. 156 The committee members complained frequently of the 

bill's great complexity.157 It also heard 129 submissions from such 
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groups as the canadian Chamber of Cornrerce, canadian Bar Association, 

canadian Institute of Chartered Accountants, insurance industry organ-

izations, major associations from the resource sector and powerful 

. d tr' 1 d . . t ' 158 Th Sen t O t . ed ill us la an ITI.ull.ng corpora lons. e a e cormu. t ee lSSU 

three reports stressing its deep concern that the treat.rrent of canadian 

corporations' income earned abroad would adversely affect their inter-

national competitiveness and recommending a more generally favour-

able treat.rrent of gifts, capital gains, foreign-source income and non-

resident investors. Although the bill was passed without considering 

these recornrrendations, the conmittee was ultimately to prove highly in-

fluential: "Indeed, by April 1973, a new Minister of Finance, John 

Turner, appeared before the Banking Corrmittee with a package of arrend-

rrents which responded to all of the key reccmrendations of the corrmmit-

tee. Parliarrent enacted all of these retroactively to January 1, 

1972. ,,159 

Government Strategy 

The government responded to pressure against the bill in two 

ways. It was receptive to the many canplaints that the bill was too 

complicated and criticisms of specific details. The Depart.rrent of 

Finance had been highly impressed by the view of professional groups 

and had prepared between 100 and 150 arrendrrents to the legislation. 160 

By early November the Minister had introduced over one hundred of 

these. 161 The government, however, rejected corporate and provincial 

demands for further delay or piece-meal implerrentation. This intran-

sigence must be seen in the context of the inminent election. Tax 
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reform had been one of the main planks of the Trudeau administration 

and had been at the centre of political debate for some years. As 

the Financial Times aptly noted: "Unless tax relief is granted to 

law-income groups, the government will look foolish in the eyes of 

162 the electorate." The danger for the government was that any further 

retreat on tax reform would look like capitulation. 163 

The government did react to the growing concern over the de-

teriorating condition of the economy and the persistent pleas for 

action. On <£tober 14, the Minister of Finance announced a 3% cut 

in corporate taxes to extend from July 1, 1971 to December 31, 1972, 

and a range of job creation programmes. The goal of these fiscal 

measures was to stimulate economic expansion and reduce high unemploy-

ment levels. The opposition parties strongly criticized the government 

for delaying so long with such changes. 164 The reaction from the pri-

vate sector was rrore favourable. Top officials fran organizations such 

as the Chamber of Cornrerce and the canadian Manufacturers' Association, 

and fran major corporations such as Stelco, Imperial Oil and the Bank 

of M:mtreal, welcomed the tax reductions, but were also critical of 

the government for acting too late. The stock market also responded 

positively. 165 A Financial Times survey of fifty top executives two 

weeks later found general relief at the government action; it was be-

lieved that the tax reductions would help profits for many large cor

porations and sustain consumer spending. 166 

The government remained determined to have the new tax system 

in effect for January 1, 1972 and pressed the bill through parliament. 
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The opposition parties were put in the awkward position of potentially 

appearing to hold up popular tax reductions if they opposed the overall 

legislation: "In effect, the minister is able to use the tax reduc-

tions he announced June 18 and O:::tober 14 to bring pressure on the Oppo-
167 

sition for acceptance of his rrore fundarrental and controversial changes." 

In December the govenunent invoked a controversial rreasure restricting 

further debate on the bill; the Liberal House Leader argued that 

"public opinion, particularly the business cornnunity wants to end the 

uncertainty. " 

Conclusion 

The lengthy and protracted process of tax reform finally carre 

to an end when the bill was approved by the House of Corrrrons on 

December 17, 1971. The Prirre Minister surrrred up: "For the first tirre 

in canada, a governrrent has invited the population as a whole to parti

cipate with it in the fonnulation of a najor policy. ,,169 However, 

although the restructuring of the tax system had been the focus of in-

tense conflict right until the end, the public at large had been invol-

ved to only a limited extent. It had been the political rrobilization 

and pc:Mer of capital that had dc:.minated the debate over reform through-

out and that renained the decisive factor in this latter period as 

well. The reform legislation was a substantial rrodification of the 

White Paper and bore very little resemblance to the sweeping reforms 

originally proposed by the Royal Commission on Taxation less than five 

years earlier. The balance of political forces and cc:rrplex of institu-

tional factors that produced this result and shaped the dynamics of 

state policy formation are explored in the concluding chapter. 
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Chapter 16 Conclusions 

I. SUIIlllBrY and Overview of pOlicy Developrrent 

The final legislation was the culmination of a long and consis

tent process of government retreat. At each stage, the refonn propo

sals had been rroderated in the face of intense pressure from small busi

ness, major provincial governments and the capitalist class especially. 

The Report of the Royal Corrmission on Taxation, released in February 

1967, recorrmended a thorough restructuring of the Canadian tax system 

which would have significantly increased its overall progressiveness. 

Facing a stonn of opposition, the government had made major concessions 

to the mining industry and had rejected the Carter Report as the basic 

fram2work for tax refonn by the end of 1967. Changes in gift and estate 

taxation in 1968 signalled the government's abandonment of the Commis

sion's central principle of the comprehensive tax base. The 1969 White 

Paper was much milder than the original refonn schema of the Royal Com

mission. HCMever, it still contained recorrmendations to which business 

was solidly hostile and which would have a rrore limited, but still im

portant , progressive impact, and it in turn quickly beCam2 the focus of 

concerted opposition. Government concessions on mining, small business 

and the level of state revenue in the sunmer of 1970 continued the 

pattern of retreat. The fall reports of the two parliaIrentary corrmit

tees on the White Paper called for further rrodifications along the 

lines of the massive number of corporate submissions they had received. 
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The final legislation was much weaker than the White Paper and dropped 

many of its most controversial recornmendations. l What survived this 

period of intense conflict and debate was a very pale reflection of the 

original Royal Commission reform package. The fundamental restructu-

ring of the existing system and the gove:rnrrent' s continually stated in-

tention of improving its progressiveness were not achieved to any sig-

.. t d 2 
n~g~can egree. The tax structure remained highly beneficial to the 

capitalist class and the more affluent strata. 

The decisive factor in this steady stage-by-stage moderation 

was the dominant political power of the capitalist class. One of the 

most significant manifestations of this power, or that of any other 

class force, is the ability to prevent the enactment of state policy 

to which it is opposed. Shifts in official policy through the various 

junctures had consistently been in the direction of corporate demands. 

The tremendous capacity of the capitalist class to protest its inter-

ests in this regard can best be seen by specifying the focus of its 

political acti vi ty . Throughout the debates on tax reform corporate 

pressure had always been posed at two levels: that of the fundamental 

priorities and guiding rationale of taxation and that of specific re-

commendations. It was in defeating the basic priorities and princi-

ples of the various reform prograrmes to which it objected that the 

capitalist class was preeminently successful. 

The Priorities and Scope of Reform 

Business was able to prevent a fundamental transformation of 

the crucial assumptions and goals of the tax system. There is inherent 
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tension within fiscal policy between the basic objectives of equity 

and economic growth: tax provisions designed to enhance one may fre

quently have an adverse irrpact on the other. Finding the existing 

system to be highly inequitable, the Royal Commission proposed a radic

al shift in the central purposes of taxation. In the carter RePOrt, 

and to a Imlch lesser extent in the White Paper, fairness was the 

central objective of reform, even if at the expense of growth to sorce 

degree. Arrong the rrost pervasive and cohesive therres of corporate 

pressure were predictions that this emphasis would have dire consequen

ces on the health of the economy and corresponding demands that the 

highest priority be accorded to growth. The order of priority was in 

fact reversed in the reports of the parliarrentary corrmittees and in 

the thrust of the final bill. Lip service was paid to equity, but the 

overriding goal was economic growth. It was solidly established that 

the fundarrental priority of taxation ImlSt be to facilitate and stiIml

late economic expansion and capital accumulation. 

An additional closely related and equally contentious issue 

had been the scope of reform. The Royal Corrmission had called for a 

comprehensive revamping of the entire tax structure in order to develop 

a well-coordinated and well-integrated fiscal system which could accom

plish the goals it had set. Opposition to such sweeping and revolu

tionary changes becarre a cornerstone of corporate pressure. It was 

argued that a perfect tax system could not be instantly invented and 

that an evolutionary process of increrrental arrendrrent was far rrore 

constructive. Q)vernrrent acceptance of a rrore gradual approach to 
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reform and its enactment in the 1971 legislation was a significant 

victory for business. So too was the restriction of reform to relative

ly limited changes within the existing system, a system which was high

ly conducive to the interests of capital. 

Taxation of Personal Incorre and Wealth 

One of the most important elements of the Royal Commission 

schema was the cornprehensi ve tax base, in which all incoree from what

ever source would be taxed at full rates. This fundam=ntal principle, 

which would have had a highly progressive impact but which would also 

have constituted a major shift in the underlying assumptions of taxa

tion, was an early casualty of corporate and provincial pressure in 

the 1968 revisions of gift and estate taxation. Its rejection indi

cated governrrent acceptance of the business argurrent that the taxation 

of . wealth must not becorre so onerous as to weaken incentives for invest

rrent and ini tiati ve. This also recognized that incorre from property 

and ernployrrent are of a very different nature within capitalism, the 

forner is a central rrechanism in the allocation of economic resources, 

and that their different significance must be reflected in the fiscal 

policy. The question then became what expansion of the taxation of 

wealth and property incoree there would be. Sorce form of capital gains 

tax had coree to be widely accepted and politically unavoidable. Organ

ized business, buttressed by major provincial governrrents, small busi

ness and the parliam=ntary committees, successfully ensured that it 

would be of only a partial and limited form. Its impact was further 

moderated by the elimination of federal gift and estate taxation. 
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Personal income taxation was the most progressive component of 

the existing structure and the area where the potential for improved 

progressiveness of the overall system was greatest. However, the re

forms eventually instituted, such as wider personal deductions and 

altered rates, entailed a relatively limited shift of tax burden. There 

was only modest relief for low-income taxpayers and very little increase 

in the incidence of high-income strata. The combination of the higher 

priority given to economic growth over equity, the rejection of the 

wider tax base and the limited changes in personal income taxation 

ensured that the basic distributional principles of a capitalist economy 

were not significantly challenged. 3 The large and highly concentrated 

amounts of income derived from property o.vnership and the accumulation 

and transmission of wealth would not be unduly restricted. 4 The 

structure of incentives and rewards based upon the extremely unequal 

distribution of employment and property income would not be constrain

ed by the highly limited progressive impact of the final reforms. The 

result was that the new tax regime would not significantly limit the 

continued reproduction of the structured inequality of eondi tion that 

pervaded canadian SOCiety. 

Corporate Taxation 

In order to facilitate the accumulation of capital and to take 

account of the specific conditions of particular industries, the final 

policy acknowledged that a wide range of special prograrnrres and incen

tives were an essential component of the tax system. This, of course, 
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was a reversal of the concept of neutrality so central to the Royal 

Commission. The Commission had argued that extensive concessions to 

specific industries were extremely expensive, were an inefficient 

and often unnecessary means of stimulating production and investment, 

and interfered with the allocation of resources through market forces. 

The recommended elimination of lucrative provisions enjoyed by power

ful sectors of the economy produced an intense reaction. Wi thin gener

al corporate opposition to substantial reform, the mining industry, for 

example, rrounted a concerted and successful campaign against those 

proposals that affected its specific interests. The principle of neu

trality had been weakened early on in the reform process; the conces

sions to the mining industry in May 1967 were the first visible retreat 

from the Royal Ccmnission. The White Paper, which was much weaker than 

the carter Report, v.x:>uld still limit resource incentives compared to 

the existing system. Further concessions in the SUI'Cl'CEr of 1970 herald

ed the government's retreat in turn from the White Paper and the final 

bill was milder again. Although unable to prevent some reduction, 

mining was able to protect the great bulk of its generous incentives. 

In the name of neutrality, the Royal Catmission would also have a1::o1ish

ed the dual rate of corporate taxation, but v.x:>uld have retained signi

ficant concessions for small business. The White Paper was strongly 

criticized for its ambiguity on this point; it v.x:>uld eliminate the 

dual rate, but was not clear on haw well small business v.x:>uld be sup

ported. This became the focus of pervasive and highly organized oppo

sition, and the final legislation restored a special lower rate for 

small business. 



9S8 

Business pressure was able to force important modifications in 

other major recommendations on corporate taxation. The Commission's 

concept of integration paradoxically addressed one of the major busi

ness concerns that had led to the initiation of the reform process, 

the double taxation of corporate surplus. However, the recommendations 

were so central to the reform package as a whole and so closely linked 

to contentious proposals such as the comprehensive tax base that they 

quickly became a major focus of corporate hostility.S As a result, in

tegration was largely abandoned in favour of adjusbrents to the pre

vailing system of dividend credits. Other recommendations met a simi

lar fate. The stringent restrictions on the deductability of business 

expenses contained in the White Paper were considerably eased. The 

government had been forced to guarantee that the reforms would not 

yield higher levels of revenue by including yearly reductions in the 

basic rate of corporate taxation as the new system came into force. 

These changes and the rrore general corrmi brent that fiscal 90licy should 

facilitate economic development ensured that the structure of corpor

ate taxation remained highly conducive to capital accumulation. 

Tax Reform and capitalist Class Interests 

In s1..lItlPaIY, the massive political organization of the capita

list class, supplemented by the efforts of small business and provin

cial governments, had been able to ensure that the highest priority of 

the tax system remained econcmi.c growth, severely limit the scope of 

reform, and prevent any fundamental challenge to the basic insti tution

al structure and principles governing the distribution of income and 
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wealth. The fate of specific recOlllreIldations was far less i.rrportant 

once the battle over the fundarrental pararreters and guiding assumptions 

of fiscal policy had been won. However, even at, this level, government 

retreats in areas such as integration and small business, must be seen 

as victories for business pressure. On other issues, such as capital 

gains and resource taxation, corporate pressure was able to force sig

nificant modifications of much harsher original recommendations. None 

of the eventual changes can be interpreted as a clear-cut defeat for 

business. The restructured tax system certainly did not restrict or 

threaten the fundarrental interests of capital in extended accumulation 

and the maintenance and reproduction of the capitalist institutional 

order. 

This conclusion has been underscored by the subsequent develop

ment of the Canadian fiscal system. The government's emphasis on 

supporting economic growth and its repudiation of neutrality set the 

stage for a continuing round of improvements in corporate taxation 

throughout the 1970's. Less than six months after the new legislation 

carre into effect, the May 1972 budget of Minister of Finance John 

Turner reduced the tax rate on manufacturing and processing profits 

from 49% to 40% and introduced a two-year depreciation of new macrune

ry for these industries. 6 These changes were of great immediate bene

fit to the corporate sector i it was estimated that "the combined ef

fect of the 1972 tax reduction and the accelerated capital cost allow

ance scheme alone was equivalent to a reduction in the tax rate from 

52 percent to 28.6 per cent". 7 These tax cuts in turn played a key 
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role in improving profit levels through the mid-1970's.8 Adjustments 

in cOrpJrate taxation remained an important element of short-term state 

budgetary policy designed to direct and stimulate the econamy.9 Improv-

ed capital cost allowances and wider deductions for exploration and 

development designed to stimulate investment resulted in over $3.4 bil-

lion in increased tax relief for the manufacturing and mining industries 

10 from 1970 to 1979. In similar fashion, the treatment of inCOItE fran 

property ownership and personal wealth remained generous; in 1980, for 

example, the exclusion of one-half of capital gains from taxation and 

the dividend tax credit entailed federal tax expenditures of approxima

tely $2 bil lion. ll These continuing changes were the direct legacy of 

the governrrent' s failure to institute the type of progressive reforms 

recommended by the carter Commission and to a lesser extent by the White 

Paper. These developnents highlight the wider implications of the 

capitalist class' ability to prevent policy to which it was opposed 

during the refonn deliberations. This ensured the maintenance of an 

overall framework which was conducive to capital accumulation and the 

material interests of the wealthy and p<JW'erful. 12 

To return to the refonn process itself: the steady rroderation 

of the various proposals in the face of cOrpJrate pressure indicated 

that the capitalist class was well able to protest its interests 

throughout the conflict and debate over refonn. This had not been 

the case for CCJIrpeting class interests. The great majority of the 

population would have benefited fran the progressive recommendations 

of the carter Commission and even fran the milder White Paper proposals. 
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That they did not, and that the tax changes eventually instituted had 

no significant effect on the redistribution of income13 , is a telling 

manifestation of the power of capital. 

II. The Power of capital and the Limits of Reform 

The goal of this section is to explain the retreat from the 

promise of progressive reform held out by the Royal Commission and 

the dynamics and outcome of what becane one of the rrost contentious 

issues of rrodern canadian political history. Such a case study cannot 

be understood in isolation. MJre general relations of power and the 

nature and functions of the state provide the context within which de

bate and conflict over particular issues such as tax reform take place 

and set the overall parameters within which such specific policies are 

developed. The significance of this general framework for the reform 

process is briefly explored next. At the same tirre, hCMever, detailed 

case studes such as this can concretely illustrate the general nature 

and operation of state power. The implications of this study for wider 

questions in the theory and analysis of the state will also be discuss

edbelCM. 

The Political Domination of capital and the Limits of Reform 

The vi tal role of the rrodern state in the overall reproduction 

of capitalist society was enphasized in earlier chapters. In addition 

to the general forces and relations of production, the state serves to 

reproduce the system of class relations in which the capitalist class 

is dominant. It is in this sense that the state is a class state; to 

the extent that its activity maintains and reproduces the dominant 
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pcMer of the capitalist class the state broadly supports the fundament

al interests of capital. 14 The significance of these general relations 

here is that the nature and basis of the political domination of capit-

al shape the frarrework within which state policy and intervention oper-

ate. 

It has been emphasized throughout that the role of the state 

is shaped by crucial institutional imperatives and requirements arising 

out of the basic structure of a capitalist economy. The reproduction 

of the system as a whole is contingent upon the continued accumulation 

of capital and economic expansion, and an essential function of the 

state is to IlBintain favourable overall conditions for this extended 

accumulation to take place. This responsibility falls to the state 

because individual capitalist firms and industries, whose perspective 

and freedom of action is necessarily limited by immediate competitive 

pressures and considerations of cost and profit, cannot secure the 

general conditions necessary for reproduction. IS 

Sustained economic growth is required not only for the repro-

duction of the forces of production, but because both the IlBintenance 

of political order and consensus central to the state function of legi-

tiIration and the electoral fortunes of the governing party depend upon 

satisfactory levels of prosperity and employment. 16 But while the 

state must ensure adequate levels of economic activity, it cannot di-

rectly do so itself; private capital controls investment and manages 

17 
the econany. This leaves the state fundamentally dependent upon the 

capitalist class to supply the necessary resources to foster economic 
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growth and this in turn sets major constraints on the role of the 

state. On the one hand, state policy and intervention must seek to 

maintain a favourable overall environment for investIrent and business 

operations. On the other, state action which restricted or threatened 

the potential for investIrent could have adverse economic consequences 

if investIrent were reduced. Since only the capitalist class can define 

the conditions under which it will allocate the resources it controls, 

state policy-makers must be extremely sensitive to capitalist inter-

ests and responses. 

The capitalist class was also the predominant force in the rou-

tine patterns of political representation wi thin the state. This in-

volved extensive corporate participation in state policy formation and 

administration and close links between top state and corporate offi-

cials. The corporate sector was able to mobilize its immense organiza-

tional and economic resources to influence the development of state 

policy and intervention. In the same fashion, business could exert 

intense pressure against policy to which it was opposed; during the 

period under study here, the governrrent was forced to significantly 

modify major initiatives on foreign ownership and competition policy 

be f ch ' t ' 18 cause 0 su oppos~ ~on. Beyond the state apparatus itself, the 

major political parties were financially dependent upon corporate 

sources and their leadership was closely tied to business. Both the 

Liberal and Conservative parties tended to operate wi thin general 

perspectives which were solidly committed to the institutional struc-

ture of capitalist society and were broadly favourable to capitalist 
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interests. The significance of this financial dependence was graphi

cally illustrated just after the refonn process was completed. The 

intense personal hostility to Minister of Finance Edgar Benson within 

the business corrmuni ty has been discussed above. 19 This opposition 

was to make Mr. Benson a distinct political liability for the Liberal 

governrrent. Party officials admitted that the shift of Mr. Benson from 

the Finance portfolio prior to the 1972 election was necessitated by 

the trerrendous anirrosi ty towards him from the corporate supporters who 

provided the party's funds. 20 

Tax Refonn and the Power of the capitalist Class 

Taken together, the structural demands and requirerrents of a 

capitalist economy and the political representation and organization 

of the capitalist class shape the pararreters and ass1.m1ptions within 

which state policy develops. This established policy framework and 

the routine patterns of representation also provide the context wi thin 

which conflict over particular issues like tax refonn takes place. 

The following discussion reviews how these factors shaped the dynamics 

of refonn. 

This section has two interrelated goals. It first of all ex

plains the actual dynamics of the refonn process: the basis of the 

consistent government retreat in the face of massive opposition and 

the manner in which the capitalist class was the dcminant political 

force in these debates and deliberations. At the same time, it out

lines the key lessons of this particular case study: the way in which 

the detailed patterns and conclusions revealed here can be il~ustrated 

and amplify the wider analysis and theory of the capitalist state. 
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The Political r1obilization of the Capitalist Class 

The release of the Royal Commission Report in 1967 unleashed 

one of the most massive campaigns of corporate pressure upon the state 

in modern Canadian political history. Taxation was a key issue for 

capital accumulation and the material interests of the capitalist 

class. Business was extremely apprehensive over the Carter and White 

Paper reform proposals in precisely those terms. This extensive oppo

sition to a very central element of state policy constitutes an excel

lent case study of the political mobilization of the capitalist class, 

of business political power in action. 21 
The protracted deliberations 

and conflict over tax reform also concretely demonstrate the mechanisms 

and processes of the political representation of class interests. 

The tightly integrated institutional structure of the Canadian 

political economy22 and the enormous economic and organizational re

sources under its command facilitated the mobilization of business on 

this issue. There was extensive discussion of reform within many in

dustry and trade associations, specialized conferences and seminars, 

the business press and journals, and policy-making bodies such as those 

of the Private Planning Association of Canada. All of these settings 

and organizations provided extremely useful forums for analyzing the 

concrete implications of the various reform schema for the interests of 

the corporate economy as a whole and of particular industries and sec

tors. On the basis of this analysis relatively cohesive corporate 

policy was then articulated. This involved the developrent of compre

hensive critiques of the Royal Commission and White Paper and the for-
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rnulation of counter-proposals on the scope and direction of reform. 

All of this activity concretely illustrates the means by which the in

terests of the capitalist class are articulated and organized politi-

cally. 

These corporate policy demands were then pressed on the state 

in a variety of ways. The extensive routine consultation and contact 

between corporate and state officials was an important context for 

business lobbying on taxation. Representatives of corporate associa

tions and rrajor firms constantly urged their views on state policy

makers. A constant round of speeches and articles by leading corpor

ate spokesmen decried the impact of rrajor tax reforms on the economy. 

These widely reported business pronouncements, the specific adverti

sing campaigns against the White Paper, and the overall favourable 

treatrrent of corporate policy and the rrore general capitalist control 

of the mass rredia were central factors in shal?ing a clirrate of public 

opinion of apprehension, if not hostility, over the implications of 

reform. 23 The government had requested public input on tax reform at 

various stages and organized business becarre the predominant presence 

in these formal deliberations. The large number of corporate briefs 

far outnumbered those of any other source. These su1:missions were 

also far rrore detailed, comprehensive and impressive than those of any 

other group and they were presented by the rrost powerful interests 

in the Canadian economy. Not only was this corporate pressure against 

progressive reform unrelenting and extremely pervasive, but it was 

also currn.llati ve. Business opposition did not cease when the rrain 
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carter recommendations were abandoned or substantially modified, but 

continued against subsequent proposals which it found unacceptable. 

The result was that the government had been facing almost five years 

of intense pressure to limit the scope of reform and i ts impact upon 

corporate interests when the reform legislation was finally passed. 

This rnassi ve business campaign was by no means rronoli thic. 

There were, for example, various levels of sophistication and analysis 

from the hard-line rejection of any reform (the rrore hysterical variants 

of which certainly kept taxation a hot political issue) to rrore re

formist acceptance of the need for suitably rrodified tax changes (this 

perspective was far rrore directly influential within the state and ap

peared quite moderate by contrast to the rrore reactionary currents) . 

However, corporate policy had coalesced around a number of carmon 

themes: econanic growth must be the highest priority of taxation, the 

overall thrust and scope of the carter Conmission and the White Paper 

and core proposals such as the comprehensive tax base and neutrality 

must be solidly rejected on this score, and a wide range of key recc:m

rrendations must be dropped or altered because of their adverse effect 

on business acti vi ty and econanic develo:prent. This fundarrental unity 

on the basic priorities of taxation and central proposals that affec

ted all sectors was a crucial facet of the political rrobilization of 

the capitalist class. It was on just these key issues of the under

lying rationale of fiscal policy and the central principles of reform 

that corporate pressure had been rrost successful in influencing the 

course of state deliberations. 
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Interwoven with and superimposed upon general corporate opposi

tion were the campaigns of particular sectors against those recommenda

tions that most affected their specific operations and interests. Pre

eminent were those of srrall business, to be discussed below, and mining. 

The mining industry proved well able to protect its interests by for

cing the government to retreat fram the elimination of special conces

sions called for by the Royal Commission. This was not simply the re

sult of the enormous direct pressure of the major mining association 

and companies. The central position of the industry within the Cana

dian economy. rreant that cut-backs in its investrrent and threatened 

withdrawal of capital were a severe problem for the state. This depen

dence was especially significant in those regions where mining produc

tion was heavily concentrated. Given the regional implications of 

reduced mining activity, major provincial governments carre to support 

industry opposition to restriction of i ts incentives. M:>re generally, 

the strength of the mining opposition to the carter Refort and White 

Paper must be seen as a major element of overall corporate pressure on 

the state, beyond the specific policy shifts it was able to force. 

These particular campaigns showed how structural divisions wi thin 

capital and the Canadian economy shape the dynamics of political action, 

in this case the focus and direction of opposition to key reform pro

posals. As important as this pursuit of specific interests was in 

the conflict over tax reform, it remained wi thin bounds that did not 

contradict the overall thrust of corporate opposition or the general 

interests of the capitalist class as a whole. 24 
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This study of the political mobilization and organization of 

Canadian capital demonstrates that class interests and the impact of 
25 

state policy upon class interests certainly do shape political activity. 

The capitalist class quickly developed a clear analysis of the impli-

cations of the various reform possibilities for its concrete interests, 

at least at an inmediate level. This understanding was then transla-

ted into a relatively cohesive set of policy demands that would pro-

tect and promote corporate interests. These demands and opposition to 

proposed changes that were seen to threaten profit and accumulation 

were then actively pursued at the political level. Although, as was 

seen in the above discussion of structural divisions within business, 

the interrelationship is never simple or direct, the salience of class 

and class interests for political activity was clearly demonstrated in 

the conflict over tax reform. The capitalist class at least displayed 

a highly developed political consciousness of its interests vis-a-vis 

tax reform. 

Further Opposition to Reform 

The capitalist class was not the only significant political 

force to oppose the objectives and central recommendations of the 

carter Report and subsequent reform proposals. Small businessmen carre 

to see the proposed changes as a threat to their stability and growth 

and, in the view of many, to their very survival. While they could 

not mobilize such immense material resources as the monopoly corporate 

sector or exert such consistent and pervasive pressure, small business 

groups and spokesmen were a highly visible presence in the debates 
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over reform. Their heated, and at tlires veherrent, campaign against 

the White Paper especially contributed to the overall climate of 

opinion on refonn. 26 The major lines of this opposition supported and 

reinforced that of the dominant corporations and associations. The 

activity of small business in this juncture has two wider implications. 

Firstly, as discussed in earlier chapters, this period had an impJrtant 

lasting effect because the ad hoc groups formed to combat the White 

Paper were to evolve into the Canadian Federation of Independent 

Businessrren, which developed into a far rrore stable and pennanent 

rrechanism for the political representation of small business. Second

ly, it showed how alliances of different class forces can playa criti

cal role in the dynamics of political conflict. The exact nature and 

balance of such alliances can vary a great deal, but the compllirentary 

opposition of small and large business was very impJrtant in this 

issue. The activity of the forrrer added a significant further layer 

to the pervasive corporate pressure on the state. 

It has been emphasized throughout that the state is a compli

cated and far from totally unified system of institutions, and that 

rrore particularly, federal-provincial conflict, especially in the fis

cal field, has long been important in Canada. Provinci al objections to 

the overall emphasis of the Carter Report and White Paper and to recom

rrendations that were seen to restrict economic development closely 

paralleled the major therres of corporate pressure. This strong oppo

sition of the key provincial governments provided powerful reinforce

rrent to prevailing corporate opinion. This was especially the case for 
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the western provinces' hostility to any significant reduction of re

source incentives. In addition, coming as they did from major public 

institutions, provincial demands legitimated corporate opposition; it 

becarre that much harder for the latter to be dismissed as merely the 

pleas of "special interests". Although the fiscal system was routinely 

fraught with intergovernmental tension, it VvDuld have been extremely 

difficult to implement a federal tax system to which the provincial 

states were irrevocably antagonistic. This constituted crucial further 

pressure on the federal government to moderate its proposals. 

Structural Limitations on Reform 

Direct pressure on the state provides only a partial explana

tion of the steady retreat frc:m progressive reform. Also of great im

portance were constraints and pressures imposed by the fundamental 

institutional structure of a capitalist economy, especially by the re

quirements of capital accumulation. 27 A key question then becanes haw 

these wider structural imperatives are actually translated into state 

policy formation, a process which is by no means automatic or inevit

able. 28 This study addresses this question at two levels. M:Jst gener

ally, the demands and requirements of capital accumulation as the 

driving force of economic activity shape the parameters and assump

tions wi thin which state fiscal policy operates. Thus, none of the 

official reform alternatives, frc:m the Royal Conmission on, disputed 

that the tax system must facilitate econc:mic growth. There certainly 

was debate over haw best to carry out this objective and haw to balance 

it with other priorities, but there was fundamental agreement on this 



972 

basic goal. Secondly , and rrore concretely, it has been seen above 

that the state is fundamentally dependent upon private capital to al

locate the resources and manage the enterprises under i ts control in 

such a way as to create adequate levels of producti on, employment and 

aggregate income. For business to make the necessary investments and 

economic decisions it must be assured of a stable and attractive re-

turn on investment. State policy must therefore seek to guarantee 

the resources essential to economic prosperity. Since only business 

can identify the conditions necessary to maintain its confidence and 

define the nature of a beneficial climate for investment, the state 

must be highly responsive to the advice, interests and demands of 

organized business. 29 It is in this fashion that the general require

ments of capital accumulation - as defined by the capitalist class -

impose harsh constraints on state fiscal and econanic policy. Policy 

that is unacceptable to business, that is seen to create an unfavour-

able climate for i nvestment, could lead to a withdrawal of capital and 

this in turn could lead to reduced economic growth. Such an eventuali

ty is incompatible with the state I s basic function of supporting 

overall reproduction and responsibility for maintaining a healthy 

econc:rny. 

The necessity of maintaining business confidence is one of the 

rrost crucial concrete manifestations of the wider structural impera

ti ves and requirements of a capitalist econc:rny. The constraints im

posed by this obligation were a constant and crucial factor throughout 

this period. Because taxation impinges so directly on corporate pro-
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fitability and capital accumulation, a favourable system is seen to be 

a crucial element of the overall climate for investment. 30 The Royal 

Commission and later reform schema left canadian business distinctly 

uneasy on this score. Uncertainty over the course of reform and an

xiety over the detrimental effect of the various proposals on future 

economic prospects were frequently invoked by business as creating a 

poor investment environment. This was concretely backed up by con

tinuous announcements of cancelled or deferred projects and incessant 

dire predictions of reduced investment, withdrawn capital and conse

quent economic decline. The international context of these constraints 

Im.lSt be emphasized: "any single nation state cannot entirely ignore 

the requirements of capital accumulation and reproouction. 'Ib do so 

would invite the flight of capital to other, rrore promising, centres 

of accumulation. ,,31 The central position of foreign capital in the 

canadian econany32 made the consequences of such a "capital strike" 

all the rrore significant. The severe impact of a major withdrawal of 

foreign or domestic capital upon economic development, especially in 

those regions dependent upon particular sectors of prcxiuction such 

as the resource industries, could have a disastrous effect on state 

legitimation efforts and also, of course, on the electoral fortunes 

of the governing party. This rreant that threats and predictions of 

reduced investment could not be ignored by state policy-makers. In 

this sense the dependence of the state upon capital constitutes the 

lever for corporate pressure, not simply an abstract systemic con

straint or requirement. 



974 

Structuralist and Instrumentalist Interpretations of State power33 

This discussion has emphasized the linportance of both the fun

damental structural imperatives of a capitalist economy and the organi

zed pJli tical action of the capitalist class. However, neither of 

these factors in isolation can provide a full explanation of the gener

al political domination of capital or of particular issues such as tax 

reform. The interdependence and interrelation of structural and instru

mental factors in the dynamics of state power will now be examined. As 

outlined above, structural imperatives and demands are of great signi

ficance in broadly determining the key assumptions and basic framework 

wi thin which state policy develops. 34 First of all, the general re

quirements of the economy and the state function of accumulation are 

decisive in shaping fiscal policy designed to facilitate economic 

growth. Thus, governments in all the advanced capitalist countries 

develop tax policies that encourage business activity in order to 

maintain employment and economic growth. 35 Secondly, these structural 

considerations set the limits or parameters within which fiscal policy 

operates. The tax system, for example, cannot fundamentally restrict 

or disrupt the process of capital accumulation; to do so ~uld threa

ten the basis of the continued reproduction of the overall system. 

Similarly, tax policy cannot be allowed to threaten the basic princi

ples governing the distribution of employment and property incare and 

the incentives of pay and profit that regulate and order economic 

activity. 36 This also sets the limits of possible reform: tax 

changes that hindered accumulation or weakened incentives for invest-
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rnent and productivity would be ultimately incompatible with the role 

of the stat e in supporting economic reproduction. These limits were 

very clear in the carter RePOrt and subsequent refonn proposals. 

There was never a hint that the basic institutions of property , pro

fit and market rel ations or the underlying structure of incentives and 

reward that is based upon them should be transfonned. The pararreters 

within which the debates on tax refonn ranged took for granted esta

blished capitalist institutional order. In this sense, victory or 

defeat for capitalist and other competing interests is a false jux

taposi tion . The terrain over which the policy battles were fought 

assurred the maintenance of the capitalist system and thus favoured 

the fundarrental interests of capital. The key question simply was 

what mix of policies would best ensure the continued developrent of 

37 
the system as a whole. 

These structural factors can be seen as the ultimate basis of 

the nature and role of the contemporary capitalist state. However, 

the general pressures and limits they impose upon state policy and 

intervention are only given concrete expression through the political 

action of organized groups and class interests. For example, the 

limits of policy compatible with accumulation and overall reproduc

tion are not precisely defined. Whatever the objective effect of pro

posed tax changes, the point at which they cause business confidence 

to be lost and capital to be withheld is a subjective and political 

question. Similar 1 y, when progressive taxation canes to be seen as 

"punitive" and/or "confiscatory" has far less to do with its objective 
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impact on tax incidence than with such political and ideological fac

tors as prevailing business perceptions of the proper role of the 

state and the pervasive mythology of profit and wealth as just rewards 

for sacrifice and initiative. The point at which policy on issues 

such as tax reform becomes irreconcilable with continued accumulation 

is defined by those groups that control capital, not by any limlanent 

laws of the economic system. 

In the same fashion, the structural limitations on state policy 

are relatively broad and the precise combination of policy options 

chosen within them is by no means predetermined. Within structurally 

prescribed constraints and parameters, the outcome of the policy pro

cess is greatly shaped by instrumental factors, by the political organ

ization and conflict of competing class forces. 38 While tax policy 

must facilitate economic growth and must not interfere with accumula

tion in a capitalist economy, the actual evolution of tax reform from 

the carter Report through the White Paper to the final legislation was 

greatly shaped by the massive mobilization of capitalist opposition to 

those changes seen to restrict its i.rrrrediate interests. For example, 

while tax policy must not inhibit business willingness to invest, the 

fate of particular key recomrendations, such as the dropping of the 

comprehensive tax base and the consistent moderation of other propo

sals to increase the taxation of property, was largely the result of 

sustained pressure. 
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Tax Reform and the Political Power of the Capitalist Class 

In st.1l1l'l'lB.rY, it was the constraints imposed by the fundamental 

imperatives and requirements of a capitalist economy and the enormous 

direct pressure of the corporate sector, complemented by small business 

and provincial opposition, that explain the federal government's re

treat from progressive reform. One of the central advantages of this 

case study is that it allows the representation of competing groups 

and perspectives and the major lines of influence within the policy pro

cess to be delineated. 39 Tax reform proceeded by rreans of distinct 

junctures between which policy shifts can be easily charted and corrpar

ed to the well-docurrented demands of the various contending groups. As 

outlined in the first section of this chapter, several clear patterns 

errerged in the overall developrent of reform policy. Frem the Royal 

Ccmnission on, the key objectives and central proposals for reform were 

consistently rroderatedin the direction of corporate demands. Equally 

consistently, the steady retreat frem the sweeping recorrm:mdations and 

progressive potential of the Carter Report was beneficial to capita

list interests. The ability to protect its concrete interests through 

the protracted deliberations and conflict over tax reform was a clear 

demonstration of the political power of the capitalist class. 

III. The Politics of Reform: The State, Liberal Derrocracy and the 

Balance of Political Forces 

While the power of the capitalist class may have been the deci

sive force in the stage-by-stage retreat frem progressive reform, its 

ability to determine state policy was clearly not absolute. Had this 
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been the case, the Royal Cornnission would simply have been abandoned 

by the government in 1967. Corporate pressure had not been able to 

prevent reform from proceeding. While highly limited, the final re

fonns still contained changes to which business objected. Given the 

dominant representation of capital within the deliberations on tax 

reform, haw could this be? The answer lies in the complex politics of 

a liberal democratic system. This section explores the role and sig

nificance of a number of organizations and perspectives other than busi

ness, the key political and ideological features of a liberal democra

tic political system that shape the processes of policy formation and 

reform, and the way in which these factors are rrediated by the struc

ture and oarnplexities of state ?Olicy development. This discussion 

further delineates the interplay and balance of political forces and 

institutional factors that shaped the dynamics and outcome of tax 

reform. 

Political Competition over Reform 

Since the structure and incidence of taxation vitally affected 

the interests of all groups wi thin canadian SOCiety and since the 

federal government had encouraged public participation in the debate 

on reform, a variety of organizations other than business took part. 

The most important contending forces with perspectives sharply diver

gent from that of the corporate sector were organized labour, which 

was the major Ireans of political representation of large numbers of 

workers, and the New Derrocratic Party. 40 Both the Canadian La1:our 

Congress and the N.D.P. had conSistently s~pported the carter Conmis-
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sion's basic rationale and key proposals and argued for the implernenta-

tion of progressive changes. Such reforms would benefit the interests 

of the working class and the less affluent strata of the population 

41 rrore generally. 

However, the participation of these competing forces in the de-

bates on tax reform was highly unequal. No other group could match 

the immense material and organizational resources rrobilized by busi-

ness in its campaign against substantial progressive reform. Organized 

labour, the New Derrocratic Party and other supporters of progressive 

reform could not rrount a comparable defense of the Royal Commission or 

subsequent proposals or present a systematic challenge to the pervasive 

co~rate opposition. In the formal hearings and input to the state 

at the various junctures, submissions from labour formed only a tiny 

proportion of the total as compared to the great majority of briefs 

fran the corporate sector. The participation of the union rroverrent in 

these deliberations also suffered in co~ison to business qualitative-

ly: they did not COIlll'aI1d the rreans to produce such impressive and com-

prehensive submissions or represent such strategic power within the 

42 wider political economy. MJre generally, just as the dominant pre-

sence of the capitalist class within these debates was part of its 

extensive routine integration in state policy making and administration, 

so too was the role of labour and other groups here related to their 

limited overall political representation within the state. All of this 

occurred in a context where the conditions for the widest possible pub-

lic participation were rrost favourable. Tax reform affected all rrembers 
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of society. In the narre of participatory derrocracy, the goven1lTent 

had encouraged input from any interested groups and individuals and 

had established public hearings to facilitate this participation. 

Yet, contrary to the conventional pluralist assumptions of free and 

open competition as the determining factor in state politics, public 

participation in the deliberations on tax reform was extremely limit

ed. 'Ib whatever extent competing class interests were balanced and 

reconciled, it was not due to any equal political representation within 

state policy formation. 

Just as the preceding section outlined the correlation between 

the denands and action of organized business and shifts in policy, the 

striking lack of any such comparable influence on the part of competing 

political forces can also be derronstrated. The significance of other 

forces in the developrrent of reform policy can be evaluated in the sarre 

ways as that of the capitalist class. Labour, the N.D.P. and the few 

participating social welfare organizations could not defend the fun

darrental principles and priorities of the Royal Commission against con

certed business opposition. Equity continued to be officially acknow

ledged as a central feature of an optimum tax structure, but in prac

tice economic growth was to be the highest priority of the reformulat

ed system. Similarly, a comprehensive restructuring of taxation was 

abandoned in favour of relatively limited adjustrrents to the existing 

system, a system that the carter Report had condermed as inequitable. 

The impact of competing forces on core reform proposals was equally 

limited. Wi th sane minor qualifications, both the unions and the 
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N.D.P. supported the comprehensive tax base in terms of its progressive 

effect and its redressing a situation where the limited taxation of 

wealth and property incorre was of overwhelming benefit to a snaIl af

fluent minority. Nonetheless, the key principle of widening the tax 

base was quickly dropped. The N. D. P. and labour also endorsed the 

principle of neutrality , arguing that if a "fair share" of taxation 

was paid by powerful industries such as oil and mining then this would 

allow room for progressive reform elsewhere. This argument was never 

accepted by the government and the principle of neutrality was also 

defeated. Strong condemnation of goverrurent concessions to "special 

interests" by the N. D. P . especially could not prevent the steady rroder

ation of proposed restrictions on resource tax incentives. Even where 

competing forces were apparent 1 y !tOre successful, the eventual reforms 

were far rrore limited than they had demanded or had original 1 y been re

comrended. For example, labour and the N.D.P. had long favoured the 

full taxation of capital gains in principle and as part of the compre

hensive tax base, but only a partial tax was finally irnplerrented. 

The relationship between the direction of change through the 

various stages of the policy process and the role and perspective of 

contending groups was as clear as it had been for business. Policy 

shifts were consistently contrary to the demands of labour and the 

N.D.P.. Although both strongly char'rpioned the Royal Ccmnission, they 

could not prevent its fundamental dismemberment, the rejection of its 

central priorities and principles, and the steady rroderation of its 

rrost important recommendations. Their protests against the govern-
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ment's retreat from the Carter Report and consistent concessions to 

corporate pressure were to no avail. The implications of this limited 

power of competing political forces were of great importance. The oro-

mise of progressive reform held out by the Royal Commission - which 

would have been of direct material benefit to law-income strata speci-

fically and to the working class majority of the population more gener-

ally - was never significantly realized. The changes finally implemented 

had a very limited impact on the interests of these groups, provided 

only slight improvement in the tax position of the law-income and did 

not ameliorate the unequal distribution of income. 

Competing Political Forces Within Liberal Democracy 

The importance of groups such as organized labour and the N.D.P. 

went beyond their limited direct participation and influence in the re-

form deliberations. This wider significance arose out of the structure 

of a democratic political system. First of all, the political damina-

tion of capital entails not simply the capacity of the capitalist class 

to secure state power, but also the political incorporation of su}:x:)rdi-

nate class forces. This includes their attachment to, or at least 

acceptance of, the overall political and economic order and the articu-

lation of working class demands, by means of such institutions as 

labour unions and political parties, wi thin the existing parliamentary 

43 framework. The significance of this incorporation can only be under-

stood in the context of an inherently unequal and antagonistic class 

structure which can be the basis of considerable class struggle, inclu

ding at the political level. 44 WOrking class conflict consequently 
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represents a potential challenge to the maintenance and reproduction 

of caoitalist social relations. Accorrm::Xl.ating this challenge and 

potential conflict within bounds that do not threaten or disrupt over

all reproduction is by no means automatic or inevitable, but is pro

blematic and contingent. 45 
In fact, a great deal of modern state 

FOlicy and intervention is concerned precisely with ensuring this 

political incorporation. 

A wide range of state policy and programmes related to its 

basic function of legitimation are directed towards maintaining poli

tical consensus and stability and controlling FOtential conflict. It 

is this general function of legitimation that allows the possibility of 

social and economic reform geared to these ends. In fact, patterns of 

political representation and state policy development that provide 

opportunities for subordinate classes to struggle for their interests 

and for working class reformism to be contained wi thin the existing 

institutional framework are conducive to reproducing the political 

domination of capital. 46 In much the same way as the function of accu

mulation, that of legitimation shapes the parameters and framework 

wi thin which state economic policy develops. This encourages policy, 

such as the maintenance of full ercployrnent, that contributes to poli

tical consensus and legitimacy. It also limits the range of acceptable 

state policy and activity; that which exacerbates conflict or weakens 

popular allegiance to the existing order is incompatible with the 

stability and reproduction of capitalist social relations. 
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It is within the fraIrework of the rrodern welfare state that the 

general requirements and imperatives of legitimati on take concrete form. 

As discussed in earlier chapters, the general politics and ideology of 

the welfare state pledge it to alleviate pressing social problems, un

derwrite a minimum standard of living and promote greater social 

equality. Fair and equitable taxation has becorre widely accepted as an 

important component of this overall cornnitrrent, and progressive taxa

tion is seen to be a key rrechanism in the reduction of structured in

equality of condition and opportunity. State reform, such as that 

designed to improve the fairness of the tax system, can contribute to 

legitimation by portraying the state as an institution which protects 

the general interests of society as a whole and is responsive to the 

needs and derrands of the population, and by demonstrating that the 

wider social and economic system is based upon fund.aIrental principles 

of democratic equality and capable of judicious reform. At the SaIre 

tirre, a tax system that was seen to be demonstrably unfair could be a 

serious problem for legitimation. This rreant that once the unequal 

nature of the tax system had been so fully docurrented and the poten

tial of reform broached by the Royal Cornnission, there was great pres

sure on the governrrent to proceed with serre degree of reform. 

This general corrmitrrent of the welfare state to fair taxation 

was reinforced by the exigencies of electoral competition. The need 

to appeal to the concerns and interests of the majority of voters who 

would benefit from a more equitable system compelled all parties to 

support the general ~rinciple of progressive taxation. By the SaIre 
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token, the government could not appear to blatantly reject this princi

ple and endorse the existing inequitable system by repudiating refor.m. 

This would risk losing electoral support, especially to the N.D.P. who 

had long been demanding i.rrplerrentation of major changes. Given that 

the government knew that an election would have to be called less than 

a year after the refor.m legislation was passed, this was an i.rrportant 

consideration. The significance of this constraint was, in fact, de

rronstrated after the fact in the N.D.P. 's highly successful carrpaign 

in the 1972 fall election. It stressed the inequity of massive corpor

ate tax concessions and condemned the government for its failure to 

implerrent progressive refor.ms. The N.D.P. gained nine seats and held 

the balance of power over the barely re-elected Liberal minority govern

rrent. 47 

However, in this particular juncture, these electoral impera

tives never becane that pressing on the government. Public debate and 

the extensive media discussion of tax refor.m cane to focus on its eco

nomic implications rather than on questions of equity and fairness. 

Given that these debates had been dominated by business and provincial 

opposition to the various refor.m proposals, largely on the gounds that 

they would har.m economic development, this emphasis was hardly surpri

sing. 48 That progressive taxation did not become a rrore important is

sue of party competition was also due to the role of the Conservative 

party. As closely linked to business as the Liberals, the Conserva

tives did not endorse the progressive recommendations of the Carter 
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RePOrt or White Paper, but in fact joined the chorus of business criti

cism that the latter proposals would disrupt the economy. When the 

Progressive Conservatives failed to support the Royal Commission, this 

was one less source of pressure on the governrrent to adopt it; when 

they opposed the White Paper, this added to the pressure on the Liberal 

governrrent to rroderate its proposals. The main lines of debate between 

the two major parties were confined to attacks on the economic conse

quences of each other I s polity; neither party could afford to be seen 

as promoting reforms that would lead to a decline in prosperity and 

both were solidly committed to economic growth as the highest priority 

of taxation. 

This section has outlined how the maintenance of political 

legitimacy and electoral competition within a liberal democratic 

political system and their relation to the general reproduction of 

capitalist social relations shaped the parameters within which the de

bate on tax reform took ~lace. However, just as for capital accumula

tion discussed earlier, the way in which these general political and 

ideOlogical limits are translated into more concrete constraints and 

pressures on the state depends greatly on the political organization 

and conflict of particular groups. 

It is in this regard that the activity of groups such as unions, 

welfare organizations and the N.D.P. who supported progressive taxation 

was particularly significant. Their demands kept this issue at the 

centre of political debate; thus ensuring that, at the very least, the 

governrrent could not quietly abandon reform. More errphatically, the 
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N . D. P ., seconded by lal::our , continually accused the governrrent of 

catering to the interests of a wealthy minority who were not contribu

ting their "fair share" of taxation and condenmed it for granting 

wholesale concessions to the pressure of "special interests". This 

explicitly politicized the issue of tax reform and gave concrete ex

pression to the limits set out al::ove. The governrrent could not retreat 

too far or too fast without appearing to renounce its dedication to 

fairness or to give in too blatantly to the highly visible business 

lobby. The governrrent could not allow unfair taxation and its apparent 

failure to correct this inequity to become the focus of widespread 

public resentment. This could weaken the legi tirracy of the overall 

political system and harm its own electoral prospects. 

How strongly these constraints and pressures were felt by the 

state depended again on the balance of politi cal forces and the nature 

of conflict over tax reform. The supporters of progressive reform, 

such as the lal::our rrovement, welfare groups and the N.D.P., never con

stituted a really potent political force. They were a relatively 

limited presence in formal deliberations on reform and they were unable 

to rrobilize significant public pressure on the government. The govern

ment never had to be greatly concerned al::out a significant threat to 

political order or a serious loss of electoral support to its social

derrocratic left. The result was that while the governrrent certainly 

had to reaffirm its general commitment to fair taxation and could not 

entirely abandon reform, the pressures it faced for progressive reform 

were never sufficient to necessitate any major implementation of such 

changes. 
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The Complexities of State Policy Formation 

It has been emphasized throughout that the competing forces of 

business and the groups that supported progressive refonn, and the 

structural imperatives of capital accumulation and political legitima

tion were rrediated through the structure of the state and the franework 

of established state policy.49 State deliberations on refonn were fur

ther complicated and overlaid by key institutional requirements and 

demands arising from within the state apparatus itself. 

The preeminent of these institutional pressures was, of course, 

fiscal. The expenditures of the federal government had been steadily 

increasing through this period and this required growing levels of tax 

revenue. This long-tenn trend had overtaken the deliberations on tax 

refonn: the necessity of securing larger and larger amounts of revenue 

had becorre a crucial consideration which limited the range of possible 

refonns. This altered fiscal situation had been cited by the govern

rrent to justify its rejection of the Royal Commission as the basic 

franework for refonn. A number of changes in the period leading up to 

the White Paper and the latter proposals themselves cane under heavy 

criticism as being essentially rreans of obtaining rrore revenue without 

raising the basic rates of taxation. The government was, in fact, 

forced to guarantee that the restructured system would not yield 

higher revenue levels. More generally, any changes, such as a lighter 

tax burden on particular groups or concessions for particular indus

tries, that reduced revenue would have to be counter-balanced by 
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higher taxation on other sectors. For example, the oft-stated goal of 

reducing the burden on 10w-incOIre strata could only be achieved without 

a loss of revenue at the expense of increased tax incidence for more 

affluent categories. 50 This made the conflict of interests within tax 

reform particularly clear. Pressure from the weal thy and powerful 

groups who would be adversely affected greatly limited the possibility 

of any such redistribution of the overall tax burden. But it was the 

need for revenue that placed the state in this ' particular bind and 

underlay these limitations on potential reform. 

There was a second crucial aspect of state finances that im

pinged upon reform. Satisfactory levels of economic acti vi ty and em

ployment were required to yield the necessary personal and business 

taxation. This reinforced the structural dependence of the state upon 

private capi tal. The capitalist class controlled the investrrent re

sources whose allocation governed not only the overall economic growth 

and prosperity which the state had to ensure, but also adequate levels 

of tax revenue to finance state activity.51 This constituted a fur

ther concrete manifestation of general structural pressures and fur

ther restricted the possibilities of reform. The state could not 

adopt policy or changes that would hinder the processes of investrrent 

and accumulation because any consequent reduction of econa:nic growth 

would adversely affect state revenue. 

The Balance of Political Forces and the OutcOIIE of Tax Reform 

The overall result of the balance of contending political 

forces and range of structural imperatives and political and ideological 
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factors during this juncture was a complicated series of uneasy com

promises. On the one hand, the trerrendous political rrobilization of 

the capitali st class in opposition to the carter Report and White 

Paper, reinforced by other important forces, and the constraints impos

ed by the institutional requirerrents of capital accumulation were 

decisive in forcing a consistent government retreat from the rrost con

tentious recommendations and a steady rroderation of the scope and 

objectives of reform. On the other hand, the support of competing 

forces for the principle of progressive reform and the demands of poli

tical legitimation and party competition ensured that the state's gener

al commitment to fair taxation could not be explicitly abandoned. Once 

the inequitable nature of the existing system had becone a ma.jor issue 

and the potential of its restructuring revealed, tax reform had to be 

carried through to sorre form of conclusion. While this conclusion was 

a far cry from the Carter proposals that had begun the process, it 

nonetheless contained sone changes to which business had objected. 

This result pleased neither the business cornmmi ty, ma.ny of whom resent

ed the uncertainty and aggravation of the overall reform process and 

any limitation of their i.rrm9diate interests, however slight; nor those 

who pressed for progressive reform, who had not been able to prevent 

the virtual disrremberrrent of the Royal Conmission proposals and the 

much milder White Paper. 

It must be emphasized that whatever canpromises there ma.y have 

been, the capitalist class clearly remained the dominant force in the 

dynamics of tax reform. The power of capital was sufficient to compel 
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shifts in the reform proposals through their various stages that were 

consistently in the direction of its demands and to the benefit of its 

concrete interests, and to prevent the significant implementation of 

policy to which it was strongly opposed. As a result, the promise of 

progressive reform, which would have been to the direct advantage of 

the rrajority of the population, was not significantly realized. The 

generous treatment which the capitalist class and the affluent strata 

had enjoyed under the existing system rerrained largely intact. All of 

this ensured that the final tax reforms never threatened the fundarren

tal interests of the capitalist class in continued accumulation and 

the reproduction of the overall system. 

IV. Final Observations 

This last section amplifies some of the key implications of the 

dynamics of tax reform for the rrore general analysis of the state in 

capitalist society. It first of all explores the apparent paradox of 

the radical recommendations of the Royal Commission on Taxation. The 

significance of the subsequent pattern of business pressure and govern

ment retreat for the wider role of the state and the complexities of 

state policy fornation and reform are then discussed. 

The Paradox of the Royal Commission 

The capitalist class was the predominant presence in the Commis

sion's deliberations, yet its reform proposals drarratically departed 

from the stated demands and preferences of business. The first lesson 

of this juncture is that inst.ruIrental relations do not determine policy 

outcome; this provides an important caution against any simplistic 
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equation of formal input and ultirrate influence. How and why the 

Royal Comnission could have arrived at such judgerrents was discussed in 

detail in the conclusions of the first stage. 52 For one thing, the 

Comnission responded to a number of factors widely recognized to be 

important within state policy - such as the long-term needs of economic 

develo:prent, the ideology of progressive taxation, majority interests 

in a democratic system and the relation of all of this to political le

gitirration - and simply carried them through to their logical conclu

sion. It has also been errphasized that the internal structure of the 

state apparatus is itself a major factor in policy formation. 53 The 

semi-independent status of the Commission left it more insulated from 

the direct pressures and considerations faced by state economic depart

Irel1ts or the governIrent and enabled it to approach the arbitration of 

conflicting priorities more freely and follow its awn internal rnomen-

54 tum more fully. 

However, the Royal Commission was in no sense anti -capitalist i 

even though greater errphasis was placed on the politics of fair taxa

tion, accumulation remained a central goal. The Report's general 

objectives were perfectly canpatible with the basic functions of the 

state and the funda!rental interests of capital. This certainly shows 

. that the limits or parameters wi thin which policy is developed can be 

very broad and that they provide considerable room for debate over the 

precise policy options and balance of priori ties. As stressed earlier, 

it is within such general limits that political mobilization and con

flict become crucial. What happened simply was that the Commission's 
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pursuit of its guiding rationale bacame too extreme and extensive; its 

concrete recommendations and sweeping scope were outside the bounds of 

established state policy and well beyond what the capitalist class would 

accept. 

Such "extrerre" positions can playa central role in the evolu-

tion of policy. Reports and enquiries such as this can be part of the 

mechanisms whereby the long-term requirements of capitalist reproduc

tion are articulated and mediated by the state. Whatever their unlike

ly hopes that the total package would be accepted, the corrmissioners' 

view of the proposals as goals to be working towards was congruent 

with this possibility. The state policy process proceeds by means of 

the development and extensive discussion of a range of policy options 

and series of compromises and adjustments through which a consensus on 

the rrost effective and viable alternatives is established. The Royal 

Commission could have hoped that some of its elements would be adopt

ed in this way. In fact, it badly miscalculated the hostile reception 

its recOIIlreI1dations would receive. Nonetheless, the Report was not 

without some lasting impact. Its goal of rationalizing a chaotic tax 

structure, although never realized in the comprehensive fonn proposed, 

did result in the final legislation's rrore limited attempt to bring 

order and predictability to the overall system. The fact that refonn 

was actually carried through, as limited in substance as the eventual 

changes were, could contribute to political legitimation and reaffinn 

the progressive ideology of the welfare state. 55 The optimistic goals 

and eventual fate of the Royal Commission on Taxation were not unique 
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during this period: broadly similar independent studies and initia

tives on foreign ownership and competition policy were also extensively 

moderated in response to intense corporat~ pressure. 56 These develop

ments graphically illustrate the uneven and contradictory nature of 

policy formation; the carter Report I S contribution to the evolution of 

modern fiscal policy must be seen as one of the most contentious but 

least directly influential. 

Constraints on State Policy Formation 

It has been argued above that the central objectives of the Royal 

Commission, such as the systematic rationalization of the tax system to 

more effecti vely facilitate long-term economic development and progres

sive reform to enhance public acceptance of the state and general poli

tical legitiIration, were c~tible with the fundamental interests of 

capital. However, at this particular juncture, there was no conclusive 

evidence that the uncoordinated nature of the fiscal system was causing 

insurmountable problems for acct.1IID.1lation or that inequitable taxation 

was threatening political consensus. Thus, while the carter reform 

schema may have been generally c~tible with the fundamental inter

ests of capital, it was not essential to them. 

Nonetheless, the fate of the Report is still highly instruc

tive. The Commission made a crucial miscalculation; it did not adequate

ly anticipate the enormous opposition its proposals would arouse from 

those wealthy and powerful groups most affected in terms of their 

i.mrediate and specific class interests. For exanple, higher taxation 

on wealth and property incorre would harm the material interests of 
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major property-owners and the elimination of lucrative tax concessions 

\<.Duld reduce the profitability of key industries. The resulting mas

sive pressure from business forced a virtually total government re

treat. Does this indicate important qualifications to the theory of 

the state? Does the inability of the state to institute tax reforms 

to which the capitalist class strongly objected reveal that the rela

tive autonomy of the state from the direct domination of particular 

class groupings is restricted? Is the role of the state in securing 

the fundamental interests of capital curcumscribed by pressure based 

upon more immediate and/or sectional interests? The answer is equivo

cal. On the one hand, this was not the case because the Carter reforms 

were not indispensable to the fundamental interests of capital. On 

the other hand, these developments do indicate important constraints 

and limitations on these key facets of the role of the state. These 

issues will be briefly clarified. 

Given that the fundamental interests of capital were not threat

ened by the existing tax system and that Carter-type reforms were not 

essential, there was no compelling structural pressure on the state to 

iroplerrent such sweeping changes. But what \<.Duld have been the response 

of the state had such reforms been essential? It could be speculated 

that had this been the case then the state \<.Duld have pushed much more 

strongly to impose the necessary changes. There have certainly been 

many instances when the state has carried through reform vi tal to the 

overall reproduction of the forces and relations of production even 

against strong business opposition. This can be the case in situations 
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where political stability is endangered; a clear exarrple was the imple-

rrentation of unemployment insurance in canada in the context of the 

economic crisis and social dislocation of the depression and pronounced 

pressure from labour and left-wing political forces . 57 Major state-

initiated reforms can also be necessary to ensure overall reproduction 

when no consensus on required policy or institutional changes has 

emerged within the capitalist class; the general development of the 

welfare state within capitalist societies has been shaped by such con-

'd t ' 58 Sl era lons. However, it must also be remembered that when the state 

is forced to act in this way the ensuing conflict and sustained opposi-

tion from capitalist interests can greatly modify the precise content 

of the eventual policy. 

The conflict over tax reform does in fact illustrate the sig-

nificant constraints and limitations within which the restructuring of 

state policy and intervention operates. This was very clear in the 

fate of neutrality, a principle which the Royal Commission held to be 

beneficial to the corporate economy as a whole. This principle was 

never adopted because it darraged the specific interests of key sectors, 

such as smal l business and the IX'Werful resource industries, whose 

particular concessions would be eliminated. Paradoxically, a further 

constraint on this principle carne from within the state. Systematic 

neutrality would have limited the flexibility and adaptability of 

fiscal and budgetary policy and the use of tax incentives to respond 

to specific cyclical trends or the demands of particular sectors of 

od t ' 59 pr uc lon. 
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This shows how the inherent tension between the interests of 

capital-in-general and of individual competing capitals limits state 

policy developrnent. 60 
In the case of neutrality, the spirited defense 

of their specific and immediate interests by the latter prevented policy 

which was held to be in the general interests of the fonner. This also 

reflects an ~rtant limitation of the political representation of 

capital; it is very difficult for representatives of particular frac

tions or elements of capital to see beyond their immediate and specific 

interests to those of the class as a whole. 6l It is interesting to 

speculate on what would happen if sectional interests imperilled the 

overall accumulation process and the reproduction of capital. For 

example, had extensive resource tax incenti ves really entailed such 

high rates for other sectors of industry that their expansion was pre

vented, then state corrective action would al.nost certainly be neces-

si tated. Even if this was the case, the resource sector would still 

oppose the loss of provisions that it had came to depend on. This 

pressure would be a limiting factor on the state's ability to pursue 

policy required by general interests of capital; to what extent would 

depend on the balance of forces. But it would be by no :rreans certain 

that the policy eventually brplemented would be the ITDst effective for 

capital-in-generali there are no guarantees that these general inter

ests are inevitably and in all cases secured by state action. 62 

Similarly, progressive taxation was held by the Carter Commis

sion especially to be important to political legitimation, a process 

which was in turn critical to the general reproduction of capitalist 
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social relations. However, such reforms were never significantly 

adopted because they clashed with the immediate interests of the 

capitalist class and other affluent strata. Although this did not 

occur during this period, in the case of a serious crisis of politi

cal legitirracy and ideological hegerrony, initiatives such as progres

sive tax reform can serve to contain social conflict and buttress 

political consensus and this could be to the fundamental interests 

of capital. Novertheless, such efforts would still face some degree 

of opposition from those whose tax burden would increase and their 

final success would remain problematic. 

The crucial point here is that there is no easy or direct tran

sition from fundamental to immediate class interests in relation to 

state politics. The state does not automatically or inevitably guaran

tee the interests of capital-in-general. Central areas of state 

policy and intervention which contribute to the continued reproduction 

of the capitalist system can be constrained and limited by corporate 

opposition based upon immediate or specific interests. In such fashion, 

the overall rationalization of state policy, such as the developrent of 

fiscal policy best sui ted to the requirements of capital accumulation, 

can be disrupted and distorted by conflicts of interest wi thin the 

capitalist class and their representation within the state. All of 

this is further complicated by the fact that issues such as accumula

tion and the most effective policy instruments to facilitate it are 

inperfectly understood. 63 This was very clear in the wide-ranging 

.debates on optirrn..:Im tax policy. 
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Final Conclusions 

This final section has explored the complex ways in which the 

balance of political forces and structural imperatives at work in this 

juncture were mediated by the state and the implications of these pat

terns for the wider theory and analysis of the state. However, the 

primary lesson of this case study is much more straight-forward: the 

political power of the capitalist class was the dominant force in the 

dynamics and outcorre of tax reform. Although constrained by competing 

political forces and by the institutional imperatives of a liberal 

democratic political system, this power was the decisive factor in the 

steady governrrent retreat on the scope and priorities of reform. The 

failure of progressive reform was a clear demonstration of the ability 

of the capitalist class to prevent the enactrrent of policy to which it 

was opposed and to protect its interests within state politics. 
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