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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 Commission on Taxation (Carter Commission)
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

333



pervasive and unrelenting pressure upon the state. The scope of reform
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 demands 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 reform, 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 demands and immediate interests at each
stage of the reform process and prevented any substantial implementa-
tion of policy to which business strongly objected. The result was that
the potential of progressive reform, 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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The Politics of Reform:
Tax Reform and Class Interests 1960-1971

Introduction

The Promise of Reform

After four and one-half years of intensive study of the federal
tax system, the Royal Commission on Taxation (Carter Commission) re-
leased its enormous six volume Report in February 1967. The Commission
made its fundamental emphasis strikingly clear:

The 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.l
The Commission had diagnosed a number of critical weaknesses in the
Canadian tax structure: it did not afford fair treatment 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 much federal provincial duplica-
tion, and the federal system had serious administrative deficiencies.
The Commission's prescription for reform was radical and far-reaching:
"We therefore recommend many fundamental changes which, if adopted,
would produce a complete transformation and, we believe, result in

greater equity and efficiency."2



In formulating its proposals, the Royal Commission had defined
equity as the first priority of taxation. Discovering that the exis-
ting structure was in fact highly inequitable, the Commission called for
a series of changes designed to produce a far more progressive tax sys—
tem. The most important of these recommendations were the treatment of
the family as the basic unit of taxation, a more progressive rate struc-
ture of personal income taxation, the inclusion of all income from any
source in a comprehensive 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 name of neutrality, and the integration of personal
and corporate income 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 reform bill to parliament,
Minister of Finance E.J. Benson appeared to echo the sentiments that
had guided the Carter Commission: "A tax system must distribute the
tax burden in an equitable manner, based upon ability to pay. Further-
more, it must not only be fair; it must be seen to be fair." But in
fact, the final reform 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

merely symbolic that the Minister of Finance listed "steady and con-



tinuous growth and economic prosperity" ahead of fairnmess in his outline
of "what a good tax system ought to be."4 All of the fundamental Carter
recommendations 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-
lity had met a very similar fate; the tax concessions of the resource
industries and small business, for example, had survived largely intact.
The 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 massively diluted. The final reforms contained no hint of the swee-
ping and systematic overhaul envisioned by the Royal Commission. The
result of one of the most extensive political debates in modern 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 foremost of which was the maintenance of the most 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 implemented? How was it that reforms that would have been of



significant benefit to a great majority of the Canadian population were
never fully instituted?

What happened quite simply was that the Report set off a tremen-
dous controversy. Its key recommendations would totally restructure a
tax system that had been of great benefit to wealthy and powerful social
groups and to the major corporations that dominated the Canadian econcmy.
Proposals such as the camprehensive 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
removal of special incentives would increase the burden of key sectors
of the corporate economy. Given such implications, 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 adve;sely 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 power
of the capitalist class was by no means 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 analysis 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.



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 development 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 instruments of so-
cial policy through, for example, their effect on the distribution of
income and inequality of condition. The incidence of taxation also di-
rectly affects the concrete material interests of all groups within the
Canadian social structure. A major 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 became 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 major-
ity of taxpayers who would benefit from progressive changes. The fate
of tax reform tells us much about the relative power of the major con-
tending interests and the nature of the political competition between
them.

This 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
within the state in general and within the process of policy formation
in particular? What constellation of political, economic and social
factors shape the development of policy? How is the formulation of
state economic policy organized; what institutional mechanisms and for-

ums are important and what patterns of consultation and outside input



are influential? In what ways does the structure of a liberal democra-
tic political system affect the process of representation and policy
formation within the state? How are these processes shaped and limited
by wider structural and institutional features of a capitalist political
economy’?

Themes of the Study

In addressing this series of questions and in analyzing the pro-
cess of tax reform a number of consistent patterns emerge throughout the
study. The basic arguments and findings can be grouped around two fun-
damental themes. First of all, the power of the capitalist class was
the decisive factor in the govermment's retreat from progressive reform;
the intensive mobilization of business opposition and the overall poli-
tical domination of capital forced critical and cumulative concessions
at each stage of the policy process. More generally, the structural
imperatives and requirements of a capitalist economy imposed constraints
on the scope of reform and fostered an overall policy framework that
took the needs of capital accumulation firmly into account. Secondly,
at the same time a range of countervailing factors served to ensure that
the state had to proceed with some degree of reform. Among the key
pressures for progressive reform were the support of organized labour,
welfare groups and the New Democratic Party for such changes and their
criticism of the government for its failure to implement them quickly;
the commitment to social equality entailed in the overall ideology- of
the modern welfare state and in the more 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



liberal democratic political system. The dynamics of the conflict and
debate over restructuring the tax system and the outcome of these policy
deliberations were shaped by a balance of these complex and conflicting
forces. On the one hand, the immense political power of the capitalist
class ensured that the eventual tax changes were far more limited than
originally proposed and that they did not fundamentally threaten the
health of the corporate economy and the accumulation of capital. On the
other hand, tax reform was carried through and a number of changes were
finally instituted to which business had been opposed. These basic the-
mes will quickly be amplified and the structure of the study will then
be outlined.

Theme I: Political Domination of Capital

The tremendous influence of the capitalist class in the develop-
ment 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 factor in the
steady government retreat on the scope and impact of reform.

The Commission's sweeping recommendations and the range of sub-
sequent proposals that would improve the progressiveness of the tax
system met with considerable apprehension and opposition from business.
Increased taxation of wealth and income from property was seen to be a
severe impediment to investment and accumulation. Similarly, the pro-
posed restructuring of business taxation was seen to be a serious problem
for corporate profit and expansion. In the furor that developed within
the business community the impact of the reform proposals was often much

exaggerated. Nonetheless, the recommended changes would have reduced the



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.
The result was the large-scale political mobilization of business, one
of the most extensive in recent Canadian history.

The corporate sector mounted a massive campaign of opposition
to the original Carter recommendations and any later proposals to which
it objected. The means by which capital was organized as a dominant po-
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 formulation of strategy to press
these demands on the government. This direct pressure on the state took
a variety of forms; froma constant round of speeches, pronouncements 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. The thrust of this corporate pressure was that the reforms
designed to increase the fairness of the system would have a damaging
effect on economic growth and expansion.

The structure of the Canadian capitalist class was in no sense
monolithic and this was reflected in its political organization. The
impact of taxation deeply affected the specific interests of particular
sectors of production as well as the general interests of capital as a

whole. This resulted in the pursuit of a variety of more narrowly de-



fined policy objectives, such as the retention of generous incentives for
the resource industries, within the generalized corporate opposition to
major reform. In addition, there were important differences of political
and analytical understanding and strategy within business. Finally, the
various elements within the business community played a very different
role in the reform debates; one of the most important developments during
this period was the emergence of small business as a significant political
force. Nonetheless, while the immediate perspective and sophistication of
corrorate demands varied, and the emphasis and tempo of business opposi-
tion shifted somewhat over this period as a whole, unrelenting and intense
corporate pressure was a pervasive and cumulative factor throughout the re-
form process.

The capacity of the capitalist class to influence the development
of tax policy was never just a question of the political mobilization 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 modern 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 development
of fiscal policy; tax changes could not be adopted that would fundament-
ally endanger continued accumulation. Such structural imperatives,
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-
ment under which it will allocate resources, state policy and interven-
tion must be extremely 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 ironolithic entity, but rather is a
complex set of institutions and apparatuses which may develop specific
and divergent momentum and requirements of their own. Nowhere was this
clearer than in the continuing disputes between the federal and provin-
cial governments over fiscal policy and coordination during this overall
period. More specifically, major provincial governments came to play a
key role in opposing federal reform plans. This stance was not uncon-
nected with the political mobilization of the capitalist class. The pro-
vincial governments also faced considerable direct pressure from business.

More generally, the provincial governments have to compete for investment
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and are consequently also highly dependent upon capital for the economic
health of their region. This dependence was especially important in the
western provinces where the great regional concentration and extensive
production of the resource industries made their economies especially
vulnerable to any reduction of investment or shift of capital from these
sectors. The result was that provincial policy tended to echo that of
business, which in turn added powerful reinforcement to corporate demands.
This massive corporate pressure, in the context of the dominant
position of capital within the structure of the political economy, was
highly successful. At each stage of the policy process the federal go-
vernment made major concessions to business opposition. The result was
a steady moderation of the proposed tax changes; a moderation that was
consistently in the direction of corporate demands. This conflict over the
restructuring of the tax system constitutes an excellent case study of
the political mobilization and organization of the capitalist class and
of its great ability to protect its interests within the development of
state policy.

Theme II: The Balance of Political Forces and the Dynamics of Reform

The power of capital was by no means absolute or totally deter-
minant. Had this been the case, then such objectionable proposals as
those of the Royal Commission would never have been made in the first
place, or once made, they would have been quickly dropped or benignly
ignored by the government, as was a common fate for many such reports.
But this did not take place and reform did proceed even against strong
business antagonism. Even though the proposed tax changes were steadily

moderated, reforms were nonetheless eventually implemented to which
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business had been opposed. This study'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.

The state must consider a range of interests other than business and

the development of policy is constra_med 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 within the social structure, representatives of
business were not the only participants in the debates on tax reform.

In addition, the federal government 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, some of whose po-
licy alternatives were sharply divergent from prevailing business opinion.
The strongest pressure for tax changes along the lines suggested by the
Carter Commission came from organized labour. The New Democratic Party,
which represented politically - to some degree at least - the less afflu-
ent strata, also consistently demanded the speedy implementation of
progressive reform. There were two 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 more 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 commanded the political and economic
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resources as did business and no other group was able to mobilize such
an intensive campaign in favour of its policy and interests. No other
group had such clear influence on policy shifts throughout the reform
process. Because the interests of the rival forces in the revamping of
the tax system can be easily delineated and were so clearly conflicting,
and because the government had encouraged public participation, this
highly contentious issue provides a good case study of the nature of
political competition within state policy formation. In fact, the com-
petition between contending interests and policy perspectives over tax
reform was strikingly and inherently unequal.

Secondly, while the activity of these other organizations was
not nearly as pervasive or influential in policy development as that of
corporate representatives, they were nonetheless a significant presence
in the dynamics of tax reform. The government could not ignore the de-
mands of competing groups for progressive changes without appearing to
be unresponsive to public opinion and interests. This was particularly
the case with the strong commitment of the Liberal government of the
late 1960's to participatory democracy. This avowed openness to the in-
put of a wide range of groups certainly could enhance the legitimacy of
state policy formation, but it also imposed its own constraints on the
government's freedom of action. Having once encouraged the public to
take part in the policy process and having emphasized that its views
would be taken seriously, the government could not then appear to total-
ly disregard the advice it had received.

These latter considerations are closely related to a further

crucial function of the capitalist state, a function which, like that
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of state support of capital accumulation discussed earlier, very much
shaped the parameters within which the deliberations on tax reform took
place. Just as the political power of capital was based upon anonymous
institutional structures as well as diréct political action, so too were
competing forces such as organized labour and the New Democratic Party
important factors beyond the immediate pressure that they could exert.

A great deal of the activity and policy of the modern state is directed
towards the maintenance of political consensus. To this end the state
has often initiated and implemented reforms designed to alleviate pres-
sing social problems, such as poverty and unemployment, at least partially
in order to forestall potential conflict that could arise from intolerable
conditions in such areas. Such considerations, plus political pressure
from labour and other groups within the population for reform, have been
crucial to the development of the contemporary welfare state, with its
‘range of programmes designed to underwrite a minimum standard of living.
More generally, the overall ideology of the welfare state includes a
strong and basic commitment 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 framework 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 Commission 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's function of legitimation
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entailed a general commitment 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 Democratic Party became
particularly important. While they may not have been directly influen-
tial in policy formation, they did keep the issue of progressive reform
squarely on the political agenda. This meant that the government could
not quietly drop reform without appearing to abandon its dedication to
fairness.

These pressures must be understood in the context of a liberal
democratic politicai system. Political parties must compete for elec-
toral support. The large number of working class voters was consequently
an important constraint, albeit again indirect, upon policy development;
the govermment had to at least partially address their concerns. In this
specific juncture the large number of voters who would benefit from pro-
gressive reforms of the type proposed by the Royal Commission meant that
a pledge to improve the tax syétem 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 from the
left was important here as well; the New Democratic Party ceaselessly
attacked the govermment in exactly these terms for its failure to imple-
ment 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 reform to the New Democratic Party for

fear of losing votes to its left. In the partisan political conflict
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that developed over this issue, there was pressure on all parties,
including the government, to endorse the principle of fair taxation.

The central focus of this study is upon the way in which the
tempo, deliberations and outcome of the reformulation 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 firmly opposed was clearly demonstrated. However, capital was not
the sole or determinant force in the dynamics of policy formation. The
presence of competing social forces and the nature of the state and the
liberal democratic political system meant that the issue of progressive
taxation remained the focus of much conflict and some degree of reform
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 conflicting factors. The political domination of
capital had ensured that the new tax structure entailed very little imme-
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 implementation of a number 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 community, important elements of which objected to any limi-
tation of their tax advantages and resented the aggravation of the reform
process as a whole, nor those who had been hoping for a significantly more

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 1960'5 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
Commission and subsequent government policy pronouncements and documents.
To 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 development 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-
lopment, 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 commentary

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



Figure 1:

Major Policy Junctures in the Process of Tax Reform
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came to a close with the release of the Commission's Report in February
1967. This first stage is analyzed in Chapters 5 to 7.

The sweeping nature of these recommendations and the adverse
impact that the proposed changes could have on the capitalist class and
the corporate economy set off an enormous 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. Competing 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 government's
White Paper on tax reform in November 1969. It was a considerable retreat
from the original Carter reform schema, 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 Commons and Senate committees on economic
affairs. The analysis of the representation of competing interest
policy alternatives in these hearings provides a particularly useful
means of studying political competition and participation within state
policy formation. Concurrently, intense opposition from business, and
increasingly also from major provincial governments, continued to be
the predominant force in wider debates on reform. In the face of this
pressure, the government made further key concessions in the summer of
1970. This stage ends with the reports of the two parliamentary commit-

tees in the early fall recommending 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 government. The final reform 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 summer
and fall and parliamentary debate in the fall, the reform process cul-
minated with the passage of the final legislation in December 1971.

The fourth and last stage is analyzed in Chapter 15 and the overall con-
clusions are detailed in Chapter 16.

This division of the overall reform 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 reform: how were the implications of
the particular reform proposals for the interests of the various class
groupings recognized and articulated, how did this in turn shape the for-
mulation of policy on reform and strategy on how to present it, and how
were the various groups mobilized and organized to pursue their interests
in the political sphere? BAnalysis of these developments by stages allows
the direction and nature of shifts in policy and priorities through the
specific junctures to be determined. By then comparing these changes
to the demands and perspectives and the political activity and pressure
of the major contending political forces, their relative influence can be

evaluated.
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In the same fashion, the capacity of the various groups to
secure changes in the proposed reforms 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 recommendations 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 Commission on Taxation, Report, Ottawa, Queen's Printer,
1967, Vol 1, p4.

2. Ibid; p 1.

3. House of Commons, Debates, June 18, 1971, p 6893.

4. TIbid, p 6893.
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Analytical Framework

The analytical framework for this study is set out in four pre-
liminary chapters. The first locates this case study of the politics
of tax reform within the more general analysis of the structure and func-
tions of the modern capitalist state and the interrelation of class, power
and the state. Chapter 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 over 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 parameters and
accepted assumptions within which economic and fiscal policy is developed.
The fourth chapter sets tax reform within the context of the overall poli-
tical economy of state finances; it examines the development 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 Reform

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 framework 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 forma-
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 component of state policy and interven-
tion. Such an analysis must start from an understanding of the defining
features of the society under study; from the fundamental fact that Canada
during this period was a capitalist society with a liberal democratic
political system.

The Capitalist System

Capitalism is a system of generalized commodity production, of
the production of goods and services for exchange on the market, which is
characterized by private ownership and control of the means 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.
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The lack of ownership of any means of productive or other assets which
can yield significant income leaves the great majority of the labour
force dependent upon employment as their means of livelihood. These em-
ployees sell their capacity to work, their labour- , in a formally
free labour market as a comnodity.l

The focus here however is not upon the capitalist mode of pro-
duction in an abstract or pure sense, but upon capitalist society in
Canada at a particular stage of development and with a particular range
of structural characteristics. Mobilization during the Second World War
and the post-war reconstruction of the economy had accelerated the long-
term development of the economy and consolidated a highly advanced indus-
trial economic structure. This advanced or monopoly stage of capitalist
development is characterized by the concentration of production and
dominant role within the economy of a relatively small number of large
corporations, the elaboration of increasingly complex 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

The paradox of Canadian capitalism is that while highly advanced
in terms of the forces and relations of production, these developments
have taken place within the overall dependence of the economy upon foreign
capital and trade. Foreign ownership of the key sectors of the economy
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 smelting 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 owned, with much higher levels in the key high-techno-
logy capital-intensive industries.? At the same time, Canada was solidly
integrated into a continental economy: 80% of foreign investment was
American 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 competition;
during the 1950's and 1960's, the cumlative deficit in manufacturing trade
with the United States amounted to $30 billion.5 Canadian economic activity
was also highly concentrated in the extraction and export of primary re-
source products and therefore highly exposed to world market fluctuations
in these commodities.

The State and the Economy

A further defining feature of capitalism is the institutional
separation of the political and economic spheres of society. The state
is a complex system of institutions and apparatuses of political represen4

tation and intervention. 6

The interrelationship of the state and the cap-
italist economy is highly complicated; the functions and structure of the
state are very much moulded by the imperatives and dynamics of the economy,
but at the same time state intervention in the economy and other spheres
plays a key role in the maintenance and reproduction of the capitalist
institutional order.7 The role of the state cannot be reduced to a simple
reflection of an underlying economic order or of the functional require-
ments of capital accumulation. Just ‘as for the analysis of the capitalist
economy, the state and political power must be studied not at the level

of an abstract mode 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 economic development, the role of the state
has come to have a pervasive impact throughout all key spheres of social
and economic life.8

The focus of this study is upon the balance of political forces
that shape the process of state policy formation. However, the outcome
of the debate, compromises 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 power is exercised and political conflict centred must there-
fore be specified. The institutional form within which state intervention
and representation in Canada operate is liberal democracy. The main fea-
tures of a liberal democratic 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 government; the
formal control of parliamentary or legislative bodies over the executive
and administration of the state; and the institutionalization of a range
of political rights and freedom of expression, speech and association.
The inclusiveness of these rights and the scope of these freedoms can vary
greatly historically and between different democratic countries.9

The structure and functions of the contemporary state are dis-
cussed more fully in the third section of this chapter. But first of all,
the next section explores the ways in which the fundamental institutional
order of a capitalist society shapes the structure of class and class re-

lations. The framework 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
reform 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
fundamental 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 arrangements of modern Canadian svociety.l0 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 economic resources highly concen-
trated, but all forms of wealth are unequally distributed. The lack of
property of a character and amount sufficient to earn a livelihood forces
the great majority of the labour force to seek employment. In this way,
property is the basis of the fundamental 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 employment and control. The owners of the means of
production are also major employers of labour and their decisions over the
scope and nature of employment directly affect the income and material se-
curity 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 éctivity is profit. At a general level, it is
competition between capitalists in the pursuit of profit that under-
lies the allocation of resources and investment within the economy.

Even more fundamentally, profit is derived from surplus value created
during the process of production. The accumulation 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 accumulation of
capital involves permanent conflict between capital and labour to secure
or transform the subordination and exploitation of the latter within the
relations of production.l:L

In the capitalist economy virtually all goods and services are
produced for the market and exchanged as commodities 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 commodities on the market. A further essential feature of
capitalist society is that labour power has also become a commodity. As
noted above, it is the lack of ownership of means of production or any
other significant wealth that leaves large numbers of people dependent
upon employment. They sell their capacity to work to an employer for a
wage or salary on the labour market. While this wage-labour relation is
formally free, the lack of wealth of the great majority leave them no other
alternative means of livelihood. The segmented and fragmented 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 income.12 The
great concentration of property ownership consequently yields a consider-
able amount of income for a relatively small group within the population.
In addition, there is great disparity in pay levels and security of employ-
ment between the various job categories and occupational sectors within
the labour market. The result of these two basic distributional principles
of.a capitalist economy, those governing income from property ownership and
from employment in the labour market, is a highly unequal distribution of
income overall. In addition to this inequality of condition, there is also
widespread inequality of power and opportunity. The concentrated control
of the major means of production and the dominant position of capital within
the economic order underlie the great power of the capitalist class. Power
also tends to be highly concentrated within the division of labour and
hierarchy of authority of major corporate and other bureaucratic organiza-
tions. Those from more advantaged class backgrounds are much overrepre-
sented in positions of command and authority within the key institutional
orders and social mobility is generally relatively limited.

To briefly recapitulate; the basic institutional arrangements of
capitalism are the prime determinants of the structure of class relations.
Classes are groups of people who share a common 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 own significant property, are conse-
quently dependent upon employment for their livelihood, and perform a

range of subordinate level jobs throughout the economy. Capital and labour
are linked by inherently antagonistic relations of production and employ-
ment. The class structure is far more complex than just these two basic
classes. An additional middle class category is composed of those with
independent means of production or livelihood, such as proprietors of farms
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 means of production, a range of further interﬁediate groupings
are much more ambiguous. Corporate managers, for example, do not own 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 means of production and the labour of others. The next chapter
will identify a number of intermediate and contradictory class locations
that must be further specified in terms of relations of control within 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 production 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 income. 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 income and to sustain the institu-
tional mechanisms that create this distribution.

The objective interests of social classes and groups are highly
complex and must 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 production
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 conflict
of interests shapes the dynamics of politics is a major focus of subsequent
chapters. A distinction must also be made between immediate 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 payments.
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 within 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 elements in the debates on tax re-
form. There is no assumption here of a necessary or automatic connection
between the objective structure of class relations and interests, and the
formation 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 must remain questions for empirical analysis.
Pover

It is in this context of conflicting class interests and relations
that the analysis of power must 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 predominant in the so-
cial sciences; this approach tends to involve some variation of "A has
power over B to the extent that he can get B to do something that B would
not otherwise 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

16

own will despite resistance." 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
some actors have more of than others.

Defining power abstractly and individualistically in terms of A
versus B or undefined social actors has a number of key weaknesses. The
fact that power relations can encompass anything from interpersonal inter-
action to the clash of giant corporations and highly organized trade unions
is unnecessarily vague. Moreover, 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
framework which constrains the scope of individual behaviour must also be

considered. 17

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 B's opposi-
tion, what is the basis of the relative ability of the various actors to
realize their will and what resources are used to overcome resistance? In
short, this view abstracts the dynamics of power from the social structure
in which it takes place. Power essentially involves social relationships
between groups and classes and must be analyzed in terms 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 com-
plexity of class interests has been discussed above. This concept is ad-

apted from that of Poulantzasls, but departs from him in two key respects.
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In the first place, this definition does not accept Poulantzas' extreme
structural determinism. For Poulantzas, the exercise and dynamics of
power and the role of the state are determined by objective relations
and structures inherent to a capitalist political economy: 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. nld
If such structural determination of power is rejected, then the exercise
of power involves action or behaviour of groups which is not predeter-
mined. As Lukes emphasizes, "one assumes that, although the agents oper-
ate within structurally determined limits, they none the less have a cer-

tain relative autonomy and could have acted differently. a0

The precise
way in which groups do act in pursuit of their interests must therefore
remain 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 terms.

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 determinate conjuncture insofar as they are concerned to control, re-
organize and restrict state apparatuses and state intervention. wol 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 impact of state activity.
This ability can range from the extreme of control, in which a particu-
lar group can guarantee the outcome 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 power involve
much more 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: "individuals or groups may have the effective
benefits of power without needing to exercise it in positive action. e
These complex facets of power were first explored by Bachrach and Baratz
in their critique of the pluralist emphasis onobservable decision maklnc_2;3
They argued that some groups are in aposition from which they are able to
influence the limits within whichpolitical decisions are made and deter-
mine which issues become the subject of decision at all. They introduced
the concept of the "mobilization of bias"; the manner in which the predomi-
nant values, attitudes and organizational procedures in the political sys-
tem tend to consistently operate in the interests of particuj;ar groups or
individuals. Lukes goes on to argue that the critique developed by Bach-
rach and Baratz or behaviouralism is too qualified on two counts; their
continued focus on power as the result of concrete individual decisions
(or non-decisions) and their emphasis on issues in which there is observa-

24

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

of the system is not sustained simply by a series of individually chosen
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acts, but also, most importantly, by the socially structured and cultur-
ally patterned behaviour of groups, and practices of institutions?E On
the second point, it should be emphasized that the operation of power

is not confined solely to political issues on which there is overt com-
petition or conflict. It has been argued that the most 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 complex and multidimensional nature of power is stressed by

- Westergaard and Resler: "there is power inherent in anonymous social me-
chanisms 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 normal functioning of key
social mechanisms. The most important of the anonymous, 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 intervention 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 mechanisms
is that their routine operation is largely taken for granted and accepted
without question or challenge. To extend the above example, the need to

maintain favourable general conditions for profitable business activity

is a central assumption of state economic policy rather than the subject
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of explicit debate. 40

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 account in state policy
formation. The analysis of power, therefore, must also consider the na-
ture of the framework, parameters and assumptions within which the politi-
cal system in general and specific areas of state policy and decision
making operate. If the context within which these processes take place
tends to consistently favour the interests of a particular group, then
this is an important element of that group'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 terms; the central product of the
continued concentration of power is the persistence of class inequality.
In this sense, "power is visible only through its consequences: they are

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

In terms of
this study, the maintenance of a fiscal system in which the incidence and
composition of taxation is of consistent benefit to the most wealthy and
powerful groups within the social structure is a significant indication
of their power.

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

The analysis of the politics of reform must begin from a clear un-
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 intérvention. n30 A number
of qualifications to this basic definition are necessary. The 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 autonomous subject
which has a will of its own and which exercises power in its own right:
this would remove the operation of the state from any constraints imposed
by the fundamental institutional structure of capitalist society. This
conception would also isolate the state from political conflict within
society; as Jessop notes, "to treat the state as a real (as opposed to
legal) subject is to exclude from consideration political struggles within
and between state apparatuses as well as the effect of its institutional
rstructure on political struggles in general.“3l At the opposite extreme,
the state must 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
predetermined. The state must certainly be analyzed as part of capitalist
society, but this does not mean that nature of the state can be automatic-
ally derived from 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 below that the
state plays a central role in the reproduction of the institutional order

and social and economic relations of capitalist society. The form 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 most influential categorization of the institutions and ap-
paratuses that comprise the modern state has been developed by Ralph Mili-

band. 32

He delineates six key sets of institutions within the state system:
legislative assemblies or parliament; the government of the day (in the
Canadian system, it is the cabinet drawn from the party that commands the
support of parliament 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 of the state;
and sub-central levels of government and other state institutions (the
provincial states have long been particularly important in the Canadian
political economy). Within these institutions, state power in a liberal
democratic system is firmly centred in the elected government::

Party government refers to a situation where the tasks of

government, 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 government is the

most important part of the state system, or that in all

circumstances it dominates the rest of the state system,

but that the actions of the state are expressed, either in

action or inaction, through the policies proposed and im-

plemented by governments.33
The state system must be distinguished from a range of institutions, such
as political parties, corporate, professional and labour organizations; the
mass media, and pressure groups, which operate within the political sphere,
but that are not organizationally part of the state apparatus and while cer-

tainly influenced by the state, they enjoy considerable autoriomy 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 components and boundaries of the state system. By contrast,
any assumption that the state is endowed with some form of essential unity
and consequently with fixed and unambiguous boundaries cannot take account
of the complexity of state power. For example, there are a considerable
range of semi-independent bodies, such as crown corporations, regulatory
agencies, task forces and royal commissions, which are formally part of the
state, but which have significant degrees of autonomy and discretion in’
their actual operations. Trends towards corporatist representation in the
exercise of state power highlight the ambiguous institutional boundaries
of the state. Powerful organizations from the private sector, such as the
Canadian Manufacturers' Association and Canadian Chamber of Commerce, in-
creasingly take part directly in the deliberations and management of various
departments and agencies within the state. This means that while the key
institutions within the state must be specified for analytical purposes,
these distinctions are inevitably somewhat arbitrary. The complicated in-
stitutional structure of the state must 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 between state and
non-state institutions in the overall reproduction of capital accumulation
and political domination."3°
The rejection of any conception of the state as being inherently
monolithic or perfectly unified allows the importance of internal 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 most important trends in this regard has been the
centralization of power within the executive apparatus (essentially the
Prime Minister, the policy planners and advisers in the Prlma Minister's
Office and the Privy Council Office, the cabinet, and senior officials
at the federal level) at the expense of parliament.>® As a highly com-
plex set of institutions, the state can develop pressing organizational
requirements and bureaucratic momentum. 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 explicit coor-
dination does take place, there can be important differences of perspec-
tive and strategy in- the development of policy within the state system.
There can also be important internal conflicts of interest as particular
departments and agencies compete to guard or enhance their specific
objectives, perogatives and areas of operation, and to protect their posi-
tion in the allocation of available fiscal resources. An example of the
latter is the perennial conflict between the major spending departments,
such as those concerned with health and welfare, and those agencies that
control the state's budgetary processes, such as the Department of Finance
and Treasury Board.

Among the most important areas of tension and conflict within
the Canadian state system in the modern period has been that of federal-

provincial relations. While there has been an increasing amount of insti-

tutionalized intergovernmental 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 over taxation
and fiscal policy, greatly exacerbated by the regional structure of the
Canadian economy, was a crucial factor in the debates over tax reform.
The significance of these elaborations is that the structure and inter-
relationship of the complex of institutions that comprise the state are
themselves 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—néking, and organizational impera-
tives and requirements within the state system must be analyzed. Craven
summarizes 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. n40

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 mode of production, capitalist society is based
upon production and for this to continue indefinitely the general condi-
tions of production must be constantly renewed and extended. Capitalism
must 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 accumulation of
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capital. 2

One of the primary thrusts of state activity is to facilitate
and ensure a favourable overall environment for capital accumilation.
More generally, the legal and juridicial systems of the state serve to
guarantee ahd rationalize such fundamental elements of the capitalist in-
stitutional order as property, relations of wage-labour, the appropriation
of surplus value, profit, the labour market and market relations in general.
A further major element 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. The 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. Through 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 terms of these processes of reproduction. The concept of
reproduction is a useful means of analyzing the role of the state, but it
must not be used in a rigid or deterministic fashion. The general func-
tional requirements 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. The first, the accumulation func-
tion, has to do with maintaining necessary and favourable conditions for

the accumulation of capital. The second, the accommodation function, is

concerned with the limitation and control of social conflict and the main-
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tenance of political stability and order. The role of the state in this
area is often separated into two specific components: legitimation is
geared to fostering political and ideological consensus and coercion in-
volves 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 state policies
and programmes designed to sustain a favourable overall economic environ-
ment for the profitable accumulation of capital. The state has played a
crucial role in the economy from the very beginning of capitalist develop-

ment in Canada.®®

This has included providing or heavily subsidizing neces-
sary economic infrastructure, especially in transportation and communica-
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 Policy of the late
nineteenth century subsidized this objective by stimulating central Cana-
dian manufacturing industries and integrating the western hinterland into
the national economy. There has been a qualitative expansion in the nature
and scope of state economic intervention in the contemporary stage of capi-
talist development; the role of the state in relation to capital accumula-
tion has shifted from being basically facilitative to being increasingly
supportive and dj_rective.46 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 government direct grants and incentives to indus-

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

much in tax concessions.47 In addition, state fiscal and monetary policy
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and requlatory activity increasingly attempt to guide the direction and
tempo of economic development.

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 political and
ideological consensus and secure popular allegiance towards the existing
institutional order. This activity has historically taken the form of
judicious reform; such as the range of social and econcmic reforms ini-

tiated by the state during the 1930's and 1940's.%8

Unemployment insurance
and other forms of social security sought to ameliorate the harsher aspects
of the capitalist economy and labour market. Their underlying goal was to
forestall potential conflict that could arise from the deteriorating mate-
rial conditions faced by large numbers of people. Equally importantly,
these policies were a response to pressure from labour and farmer organiza-
tions and leftist and social democratic political groups. These concessions
were designed to inhibit more 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 minimum standards of
living among the population. The role of the state in areas such as educa-
tion, cultural support and public relations and information (which in the
contemporary period takes the form of massive government advertising) and
of institutions such as the mass media, centrist and conservative political
parties, and religion all serve to shape a political culture that is

broadly supportive of existing institutional ar::ar:mgen‘e.nts.49
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The two functions of accumulation and legitimation should not be
seen as exhaustive or precise; rather they are a means 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."so 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 aré interdependent mechanisms and components of state
intervention directed towards the same goal: the accommodation 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 domination, even where it intervenes to mitigate
the harshness of that system of domination." 2

An additional function of the state is often identified: defined
by Miliband as "the advancement, 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 promoticn of exports,
negotiations on trade and the movement of capital,and diplomatic relations
between national states. While there was some discussion of international

tax treaties, such factors were of relatively little direct relevance
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in the deliberations on tax reform. The repressive apparatuses of the
state also had little direct impact on the process of tax reform. 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 modern form in which the functions of accumulation and accom-
modation operate is the Keynesian welfare state. The qualitative expansion
of state economic intervention in the modern period has been noted above.
After the Second World War, state economic intervention became orientated
not simply towards the accumulation of capital and economic growth, but
also to ensuring full employment. The underlying premises o Keynesian
economic policy were fundamentally political: the creation of full employ-
ment was explicitly designed to prevent class conflict that could arise
from the return of high unemployment 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 labour and the

maintenance of stability. 23

In addition, state activity in areas such as
health, welfare and education provide a range of universal social services
and a variety of income security programmes guarantee a minimum 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 income maintenance, health and education in
the Organization for Economic Cooperation and Development countries aver-
aged 18.1% of Gross Domestic Product. Although the level and composition
of social expenditure varied from country to country, Canada was no ex-
ception to this general pattern; spending in these areas constituted 20.4%
of G.D.P.S6
Ian Gough has argued that these activities of the modern welfare
state serve to modify and ensure the reproduction of labour power and the
maintenance 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 imperatives 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 maintenance of adequate 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 from
labour and other groups. In such ways, the various programmes of the wel-
fare state support the legitimacy of the overall institutional order:
through its willingness to initiate social reforms the state appears res-
ponsive 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 harmoniously and fairly reconciled. The development of the welfare
state has involved not just a range of specific policies and programmes,
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 material conditions of the poorer strata of the
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population and reduce overall social J'_nequality.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 ideology reinforces the legitimacy of the state, it can also
become an important constraint upon policy formation, as will be clearly
seen in the case of taxation.

Beyond the formal 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 administrative 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 must deal with the

state as fragmented individuals rather than as members of groups sharing
common problems and/or interests.60 More specifically, it has been empha-
sized here that the development of the welfare state has been clearly re-
lated to class conflict. On the one hand, its development has been greatly
shaped by political conflict, by the pressure and demands of contending
class forces. On the other hand, reformist social and economic policy con-
tributes to the overall legitimacy of the state and capitalist system and
can consequently help to contain and accommodate 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 accumulation and accommodation are
clearly interdependent. Political stability is a prerequisite of the long-
term investment and planning necessary for the continued accumulation of
capital. Similarly, sustained economic 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 two functions. State po—-
licy designed to maximize capital accumulation could facilitate the increased
exploitation and subordination of labour which could in turn lead to
heightened conflict. For example, state efforts to regulate the labour
market and industrial relations to enhance accumulation could meet with

strong opposition from organized 1abour.61

The wage and price controls of
the 1970's, primarily designed to shift the distribution of the national
income 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-

ture of pwer.62

Conversely, reforms which sought to significantly redis-
tribute income and wealth and which touched upon the rights of property
ownership could threaten the incentives and principles upon which invest-
ment and accumulation are based, or at least be perceived as such a threat
by property owners. The tension between these functions is reflected in
conflict over priorities in the formulation of state policy; for example,
competing goals of economic policy are the maximization of aggregate eco-
nomic growth and the redistribution of the national income in a more equit-

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 development. This is an important 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
the overall state system.63
Such conflict between competing priorities 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 accommodation, its actual im—
pact is by no means inevitable or totally predictable. A fundamental ra-
tionale of state activity, for example, is the maintenance of satisfactory
levels of economic growth, both 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 economic development are governed by a
range of national and international factors beyond its control. This il-
lustrates again that state policy and action cannot be simply derived from
the functional requirements of a capitalist economy; 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 both the competence and organization of the state apparatus

and the political viability of the policy options; and how effective the



52

resulting programmes are in practice; are all open questions.64 In addi-

tion, there can be considerable divergence between the stated goals of
government policy, which must be geared towards 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 play a vital role in
the operation and reproduction of the capitalist system. But the actual
development 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 activity, 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 complex 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 formation. If the legitimacy 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 social 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 formula-
ted and the interests of specific capitals can be reconciled.®® fThis media-
tion and compromise 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
autonomy 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-
ment 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 much state intervention
is geared to the maintenance of political consensus and order and the accom—
modation and containment of such conflict. Part of this effort also in-
cludes the representation of competing class interests within the state in
order that contending policy demands 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. Some degree
of representation of competing class interests and of state responsiveness
to their demands is vital 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 cpposition.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 within the contemporary state system, it must 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 means of representation - political
apparatuses and institutions, etc., and the representation itself - the
practices of definite political forces."7l 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 assumed 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
of the represented. n72

The means of representation-political organizations and the in-
stitutions of the state-must be understood in the context of the liberal
democratic political system. The formal representation of interests within
the democratic state takes place through party competition and the partici-
pation of all citizens in electing the government. The mediation of con-
tending interests takes place through electoral competition and through
negotiations and compromises in the legislature between representatives of
the different interests. Thus, the New Democratic Party, closely linked
with labour organizationally and seeing itself as the representative of the
less privileged groups more generally, can press the government to adopt
socially progressive policy. By contrast, the Liberal and Progressive
Conservative 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
competitive party democracy, all parties must appear responsive to the con-

cerns and interests of the public at 1arge.73

Such democratic representa-
tion is also of great importance ideologically: the formal equality and
rights of participation of all citizens obscure more fundamental structured
social and economic inequality and the apparent role of the state as the
guardian of the public interest obscures its significance as an institu-
tion of political dorru'.mz:ltion.74 In fact, the actual representation of com-
peting class interests is far more limited than formal democratic 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 instrument 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

75 It is in these terms that

their interests through political struggle.”
the state must be see1;1 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 developments within the structure
of the state; especially the centralization of power within the executive
apparatuses at the expense of parliament and the emerging trend of corpo-
ratist modes of representation.

The actual processes and dynamics of representation within the
state and political conflict are highly complex. It has been emphasized
here that there is no automatic or deterministic connection between class
and other social and economic interests and political representation.

How the various classes and other groups are constituted and organized as

political forces, and how 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 political force within the structure of power in Canada.76 During
the period of this study, the corporate sector provided the bulk of the
financing of the major political parties and was closely linked to their
leadership. There was extensive routine contact between state officials
and representatives of individual firms or business associations. This
highly organized corporate lobby could exert massive pressure on the go-
vernment over particular issues. There was also increasing direct parti-
cipation of corporate representatives in state policy deliberations and
administration in a variety of bodies such as the Economic Council of
Canada and departmental advisory committees. As well as this direct orga-
tion of capital as an interest group there are important structural con-
straints, such as the need to maintain business confidence in order to
induce the investment essential to sustained economic growth, from both
within the state and the wider economic order of capitalism, that ensure
that capitalist interests are taken into account within 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 policy development for competing forces such as or-
ganized labour is far more limited. No other organized interest group
commands the economic resources of capital, is as well connected organi-
zationally to the major political parties and state apparatuses, and is
able to exert such massive pressure upon the state. While the impact of
political representation and conflict upon state policy and intervention
is always the result of the balance of forces at particular conjunctures,

capital is by far the most powerful political 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 overall political domination
of capital are translated into actual state policy. State policy cannot
be reduced simply to a direct reflection of the institutional structure
and functional demands of a capitalist economy. Similarly, the political
power of capital and the representation of its interests within the state
is clearly not absolute and does not determine policy output. The organized
activity of a range of other classes and social categories must 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-
lopment of policy.

The basic institutional structure of capitalist society and the
key functions of the state discussed above are critical elements of the
context for state policy formation. The analysis of tax reform will il-
lustrate the way in which these factors influence and constrain the para-
meters of state policy. For example, tax reform was never contemplated
that would significantly alter or challenge the underlying institutional
order of the capitalist economy. The taxation of property and wealth
could not be allowed to become so burdensome as to threaten traditional

incentives for investment and accunmlation.77

The possibilities of tax
reform 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 accumilation of



59

capital. This was the basis of perennial pressure for tax concessions

and incentives to stimulate investment. On the other hand, progressive
taxation had long been seen as an essential element of the modern welfare
state and its political and ideological commitment to improving social
equality. Tax changes could not appear to favour unduly the more privi-
leged strata or to simply reproduce a system that was unfair. This re-
sulted in considerable pressure for progressive reform, expecially in the
context of the expanding social welfare programmes of the 1960's and the
government's oftstated goal of redistributing the national income.78 These
functional imperatives were reflected in very different priorities for re-
form 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 reform.

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 reform. 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 mobilized in the political debates and conflict
over tax reform? More specifically, how were the implications of the exis-
ting tax structure and the various reform 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 reform and

articulate their strategy on how to pursue their interests within 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 summary then, the development of state policy is shaped by the
structural requirements and imperatives of a capitalist political economy
as mediated by the structure of the state and its overall policy framework,
and by the balance of political forces at work in particular conjunct.ures.79
The precise ways in which these various factors are combined and interrelated
can vary a great deal from period to period and issue to issue. This means
that the dynamics of political conflict and debate over éentral issues of
state policy is highly complicated and that its outcome is in no sense pre-
determined or inevitable. This speaks to the need for concrete case studies
of state policy formation to capture the complexities of these processes

and illustrate the wider forces at work within them.%0

The usefulness of
this particular case study of the politics of tax reform is discussed in

the next section.
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IV. The Politics of Tax Reform 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 prime 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 limitations; conclusions on the politics of tax
reform 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 same time, however,
case studies should not be done in isolation; their concrete focus must be
used to illustrate wider facets of the state and to amplify 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 more 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 became a central political issue. This analysis focuses upon the
reform of the overall federal tax system. Thus the concern here is for the
development of macro policy on the basic structure and framework of taxa-
tion, not short-term or micro-level adjustments of fiscal, monetary or
budgetary policy. This analysis is also confined to the federal level;
federal-provincial fiscal relations were always important and the major
provincial governments were prominent forces in the conflict and debate
over reform, but the specific structure of provincial taxation and the con-

temporaneous reform efforts underway in several provinces are not examined
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here. The great significance of tax reform 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 economic 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 stimu-
lation of economic growth. At the same time, the structure of taxation
is closely related to the state's function of legitimation. Fair taxation
is an important part of the whole ideology of the modern welfare state
with its commitment to equity and social justice and progressive taxa-
tion is seen to be a crucial mechanism in reducing social inequality.sl
The reformulation of such a crucial area of state policy can re-
veal much of the process of policy formation in general. It is important

82'I‘he

to distinguish two different levels of state policy development.
first involves incremental technical or small-scale alterations to exis-
ting legislation or policy programmes. Such adjustments are very much an

ongoing process within the state.83

The second level, which consists of
the development of totally new policy or,as is the case here, the large-
scale reformulation 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 developments can set the basic frame-
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 ameliorate 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 theoverall 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 composition 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 Commission 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. More 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 clearly documented. 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,



66

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 L
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



67

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 staté 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 this 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 interrelationship 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 income, will be documented.
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
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restructuring. The incidence of taxation, for example, can be related
to the position of social groups within the hierarchical distribution
of income.

The preceeding chapter outlined the basic framework 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 means of production, location within 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 employment 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 position of small and medium business and managerial
personnel within the economy is discussed in the third section. The next
focuses upon 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.

ITI. The Capitalist Class and Economic Power

Dominant Corporations and the Structure of the Economy

One of the most 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 most
important sectors of the economy. In the mining industry, 34 companies
(less than 1% of the total) controlled 55% of assets amd 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 most 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
in comparison to Porter's similar study for the early 1950'5.6 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-
tially owned 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 most 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 companies;9
and Argus Corporation controlled "industrial and commercial assets worth
$2 pbillion, 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
12

institutions that economic power is based.

Capital and the Structure of Control

The ownership and control of the crucial economic institutions
were highly concentrated. In 1968, the top 1% of all income 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 among them $1,156,540,000 in

shares, or about 9% of all shares held in Canada."l3

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

and mortages. (See Table 2-2)14 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,

but allows the easy organization of this capital for purposes of c:ontrol.15

The highly concentrated ownership of the small class of wealthy capita-

lists is sufficient to ensure control of the major corporations.l6
Representing the groups that own decisive holdings in the domi-

nant corporations and controlling the overall operations of these corpora-

tions are their boards of directors. The directors play a number of impor-

tant roles in corporate affairs: they may be significant shareholders i3

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-

18

ned. Collectively the directors of the major corporations yield enor-

mous power in the Canadian economy.19

Clement designated all those indi-
viduals who were directors of the corporations which he listed as dominant
as members of the corporate elite: in 1972, this elite was comprised of
946 individuals resident in Canada who held 1454 directorates in the domi-
nant corporations.20 Clement goes on to define this corporate elite as
"the most powerful fraction of the capitalist class; it is the groups who

21

own, control and manage the largest corporations in Canada." A positi-
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onal elite such as that delineated by Clement must not, however, be seen
as a specific class fraction, but rather as an empirical category.22
This category can be seen as the operating arm of the capitalist class
who hold controlling ownership of the major corporations.23 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 more 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
are the predominant power in the economy.25 Clement's analysis of the
corporate elite confirms these patterns. Following a long tradition of
Canadian social analysis, he delineated the one hundred most powerful indi-
viduals (about 10% of the total), defined in terms of key executive posi-
tions in the most 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 more 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. 1In 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 common commitments 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-
stantial business is ensured for the financial institutions.28 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

upon the control of these core institutions.29

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
become more extensive.30 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 com—
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 corpcrate 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 elite 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 play a 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 create important
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
knit 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-

; . : 4 :
tives; in short, a well-developed class consciousness. 0 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 corporaﬁions 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.
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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
power of monopoly capital to shape the tempo 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-



91

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 most directly. The mining
industry, for example, had previously enjoyed a highly advantageous tax
situation through a variety of incentive and depletion deductions, but the
Royal Commission on Taxation had in 1967 recommended the removal of many of
the industry's special provisions. Reacting promptly to this threat to its
profit levels, themining industry, in defense of its specific interests,
mounted a well-organized and extensive campaign against the tax reform pro-
posals.46 In addition, monopoly and non-monopoly 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 means
of production, capitalists are also significant employers of labour power.
The driving force of capitalist production is profit maximization. This
means 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 income 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 fundamental 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 fundamental
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 development 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 elements 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 extremely 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 income levels.

ITI. The Structure of the Economy and Further Strata of the

Business Community

The Competitive Sector of the Economy

The concentrated sectors of the economy have been examined ear-

lier and the fractions 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—l970'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 employers 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%

of total employment.Sl 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
situation.52

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 fractions 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
category.54

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



97

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-
loped to oppose the reform proposals.56 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
class.57 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 own role in the process of production. However, this independence
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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 personnel. 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% respectively 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 fundamental 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 dis-
cussed above links together these categories as well. For example, there
are many interlocking directorates between dominant and middle-range cor-
porations.63 In addition, the directors of dominant, middle-range and smal-
ler corporations and the various ranks of managers are all concerned with
the conditions of the particular industry 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, lawyers, 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.
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Subgroups within the professions can be distinguished by the
type of occupational control they are able to exert.66 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
medical 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 to 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.
Finally, an increasing number of professionals are employed (7.1% of the
1971 male labour force67). 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-
tion).68 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. Reflecting 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, business 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,

69

distribution of wealth and income ~, 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-
nomous 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 income. Designated by occupa-
tional status, the upper white collar professional and managerial groups
constituted 17.3% of the 1971 male labour force.7l 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 income whereas the bottom quintile had
3.6% of the total.72 (See also Table 2-3) 1In 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 investments 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 common concern in the deliberations of tax reform.

V. The Working Class

In an earlier section the concentrated ownership of property, and
more 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 income 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
$5,000 or more."75 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 more 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%
accounted for only 9% of all net worth.76

The character of the wealth owned by the majority of people is
as important as its limited amount in defining their social position.
Property owned by most individuals and families is in the form of tangible
assets such as houses, automobiles and consumer 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 means 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 more 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 uponwage or salary and in
exchange they sell their labour power for an agreed upon period of time.
This labour power is then put to work by capitalists in the actual process
of production. After a certain period of time, 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 performed over and
above that necessary to cover labour costs is called surplus labour. The
value of all commodities produced during this surplus labour time 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

capital.78
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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 productivity and intensity of labour. In these ways,
capital's drive for profit maximization results in the highly subordinate
nature of modern work and the fundamental lack of control of most 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.80

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. 1In addition, the

lower levels 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
labour force.82 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, commercial 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%
respectively.83 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 competitive sectors and non-manual workers in the various sec-
tors of the economy.84

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

&5 The high concentration of women in

hotels and restaurants around $3.20.
the routine levels of white collar work and in important competitive sec-
tors of manufacturing such as the textile industry is associate with the
lower rates of pay of these areas.86

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
88

unified collective action.

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
women 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 wvulnerable po-
sition in the labour market.

The institutional structure of organized labour is itself highly
fragmented: 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 fragmented 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 econ.omy.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 labour 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 labour 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

issues of pay and job security.95
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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 too corporate
positions has also been seen. More generally, class and social background
97

continued to be key factors in limiting social mobility.

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 too 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
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declined from 5.6% to 3.1%. 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

from 40.3% to 44.0%.100

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.lOl It is
clear then that the distribution of income among individual earners had
become increasingly unequal. A number of government studies also concluded
that the overall trend has been one of increasing inequality.lo2 The im-
pact of this trend upon many families has been moderated by more than one
member 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

103 That such ex-

wages of the men as well as the low wages of the women."
tensive inequality has persisted, and in fact increased, in the face of
economic growth, expanded government social security programmes 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. 1In 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 more limited command over the economic
resources of Canadian society enjoyed by the working class implies much
more modest 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 l960's.104

The implications of the distribution of income can also be seen
more clearly when examined in terms 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 income takes
the form of wages and salaries. This category of labour's share must not
be equated with the working class; while virtually all income 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 income 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 income transferred to
labour income 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-
come declined from 57.2% to 53.4% in 1973.lOS This data also indicates an
increasingly unequal distribution of income 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 Eoonomy106

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-

mental basis of this claim lies in the structure of incentives and motiva-



118

tions of a capitalist economy: "The rationale for the right of owners
to consume merely by virtue of their ownership is that the return to ca-
pital constitutes the primus motor 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 means of private consumption."lO7
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 income productivity assets and
the generation of large amounts of property income within the economy have
been noted above. This means that the substantial income 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 about 80% of all dividend income. More
graphically: "the top 1698 income recipients in Canada in 1976 shares among
them $116,031,000 in dividend income - about as much as the bottom three
quintiles of income recipients taken together." It would appear that the
distribution of dividend income among individuals has become more unequal:
the share of the bottom 60% declined from 1950 to 1976 and the proportion
of people receiving any dividend income dropped. In 1970, one in ten in-
come recipients received some income from the ownership of stocks; by 1976,

this was one in fiften.108

The significance of property income becomes
especially clear if the higher income strata are examined separately. In
1975, the affluent category of those earning more than $25,000 constituted
3.3% of all individuals filing tax returns.109 This group received 14.6%

of all income, which was as much as did the bottom 42.4% of all earners. A
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central factor in their very high income was the even higher proportion

of income 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 times the average annual income. While
the three—quarters of all earners with an annual income 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 times

the average. While the former category owned on average substantially less
than $10,000 worth of investments 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 income
from property contributes greatly to the overall unequal distribution of
income.

There are a number of crucial further considerations that flow from
the institutional arrangements surrounding property ownership. At the most
basic level, it is the income 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 income
"is an inherent contradiction to the criteria which otherwise govern distri-
bution, for these require of income recipients either a contribution, through

work; or some demonstration of need, whether directly or through membership
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of a population category recognized as in need."llo 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 income 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 income from their pro-
perty is at variance with wider perceptions of income as legitimate re-
ward for economic contribution or as morally 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 'merits' 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 more than at an
ideological level, with the pervasive liberal ideology of fairness and
equality.

The second fundamental principle underlying the distribution of
income 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 own 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
levels and composition of employment within them.ll4
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,
some 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-
tion."115 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.ll6
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,
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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 monopoly industrial jobs, and the

even higher salaries of semi-autonomous 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, esvecially of long duration, has been very closely

related to lower income levels.117

The resulting occupational income 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 more than the national average, industrial workers tended
to receive slightly less than the average and unskilled competitive sector
workers earned two-thirds and less of the average.ll8
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 income. The
segmented and hierarchical structure of the labour market has further impoli-
cations: "Superimposed on the dichotomous inequality between oproperty in-
come and employment income, 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 income distribution:
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acquisition by right of ownership and allocation according to labour

market 'contribution.'"119

Such competition and immediate 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 important 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 immunity from that ethic conferred by property
120

on it 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 most affluent strata. More 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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monopoly capital, managerial personnel and others who own smaller amounts
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 more 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 most affluent
employees, except insofar as corporate taxes are passed on to consumers
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 more 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. Summary 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 how
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. More 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 may or
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

1

(but to varying degrees of effectiveness and specificity).12 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 12
Total 6th-9th
deciles _ ED.3 18.2
Bottom 50% of all
income earners 10.7 9.8

Source: Ieo Johnson, "The development 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
poorest 0.0% 0.0% 0.0% 0.0%
2 0.1 0.1 0.2 0.3
3 0.3 0.4 0.6 0.9
4 0.7 0.9 1.4 2.3
5 < 1.5 3.2 5.0
6 2l 2.6 6.3 7.4
7 4.0 4.5 9.6 9.6
8 7+3 8.0 1257 12.2
9 15.1 15.0 17.5 16.8
richest 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 Inequality 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

Income

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 7.6 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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Source:
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Table 2-4

Distribution of national income by factor shares

i i I1T
Wages & Profits & Net Net Income Farm &
Salaries Investment Unincorporated
Income Business
1950-54 63.9% 16.9% 20.2%
1955-59 67.6 16.7 16.2
1960-64 69.6 16.5 14,2
1965-69 71.6 17.3 41.9
1971 74.1 16.3 10.6
1973 71.7 20.7 10.2
1975 72.9 20.5 8.9
1977 74.4 20.4 7.4
1979 143 24.7 1+3

Wages and salaries and supplementary labour income and military

pay and allowances

Corporate profits before taxes and interest and miscellaneous

investment income - dividends paid to non-residents

Accrued net income of farm operators from farm production and

net income of non-farm unincorporated businesses including rents

Inventory valuation adjustment has been omitted, thefore the

the columns add to more than 100%

Lars Osberg, Economic Inequality in Canada, Toronto,

Butterworths, 1981, Table 5-1; Data from Department of Finance
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Influential schools of conventional sociology hold that there has
been a separation of ownership from control of the large copora-
tions, a decomposition of the traditional capital-owning upper
class and the rise to economic power of a new group of technocra-
tic managers. Clement, op.cit., Ch 1, Pts. IIT and IV; Zeitlin,
op.cit., and Anthony Giddens, The Class Structure of the Advanced
Societies, London, Hutchison and Co., 1973 provide useful critiques
of the central propositions of these models.

Niosi, 1979, op.cit.

It must be emphasized that there has been no managerial revolution
in the structure of control of the major corporations and that the
directors collectively remain the decisive power. For discussions
of this issue, see the material cited in note 16. Following R. E.
Pahl and J. T. Winkler, "The Economic Elite: Theory and Practise"
in Philip Stanworth and Anthony Giddens, (eds), Elites and Power in
British Society, Cambridge, Cambridge University Press, 1974, p 114,
the power of the board can be designated as allocative, as control
over the distribution and use of crucial economic resources and more
specifically capital. This power must be distinguished from the
operational control "over the day-to-day use of resources already
allocated" which is routinely exercised by the managerial hierarchy.
It is in this operational sense that managers play a vital role in
the actual mediation of control within the large corporate enter-
prises. However, the role of managers is derived from their posi-
tion in the organizational structure of the major corporations; the
basis of their authority is not secure and independent, but can be
terminated with loss of position; and the direction and parameters
within which managers operate are determined by the boards of direc-
tors. There is a qualitative difference between the limitations of
managerial power and that of the position of ownership and control
of the dominant strata of the capitalist class. These distinctions
do not imply any contradiction between managers and corporate di-
rectors or major shareholders. There are numerous mechanisms -
stock option and other ownership plans, salary and other forms of
remuneration, career patterns, dependence upon evaluation by direc-
tors and top executives in terms of corporate objectives, and
corporate loyalty and ideology - whereby managers are integrated
into the goals and perspectives of the corporation as defined by
its controlling group. The precise role of managerial strata in the
social division of labour and the institutional structure of the
major corporations is an important problem which requires concrete
research. Some general points of the class position of managers
will be outlined in the next section.

Cf. Clement, op.cit., Park and Park, op.cit., and John Porter,

The Vertical Mosaic: An Analysis of Social Class and Power in
Canada, Toronto, University of Toronto Press, 1965.
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.cit. For a stimulating discussion of the theoretical and
methodological problems of the study of positional elites as
organized by Porter and Clement, see Pahl and Winkler, op.cit.

Among the issues which they examine are the following: the

problem of categorization (where the line for inclusion in the

elite is drawn), the relation between formal authority and ef-
fective power (all individuals who hold certain positions, such

as corporate director, do not necessarily wield equal power either
in the affairs of that corporation or in the dynamics of the

wider economy) and the inadequacy of an undifferentiated view

of economic power (as noted, they distinguish between allocative

and operational control).

"The Corporate Elite, the Capitalist Class and the State" in Leo
Panitch, (ed), The Canadian State. Political Economy and Political
Power, Toronto, University of Toronto Press, p 225, his emphasis;
see also Clement's Continental Corporate Power. Economic Elite
Linkages between Canada and the United States, Toronto, McClelland
and Stewart, 1977, p 24.

Clement's use of the concept of fractions is confusing and contra-
dictory. This concept is not normally employed to denote groups
delineated in simply hierarchical terms, i.e. as the most powerful
or wealthy. Fractions are more usefully defined as divisions within
classes in terms of position in the system of production and the so-
cial division of labour. These fractions can have divergent and
possibly conflicting interests. Cf. Poulantzas, Political Power and
Social Classes, London, New Left Books, 1973, p 84. Clement, in
fact, later uses fractions in basically the above terms when he dis-
tinguishes the major fractions of the capitalist class in Canada,
1977, op.cit., p 24ff. This latter usage conflicts with his previous
definition of the corporate elite as a fraction - the result is frac-
tions within the corporate elite which is itself a fraction. To
avoid this confusion, I will see the corporate elite as simply an
empirical category and will use Clement's data as being broadly re-
presentative of the highest levels of the capitalist class. Frac-
tions and other lines of differentiation within the capitalist class
will be discussed later in this section.

At the same time, there are many members of the capitalist class
who are not officers of corporations. For an elaboration of these
issues see Niosi, 1979, op.cit., Ch III.

Park and Park, op.cit., Ch 4-5 and C. A. Ashley, "Concentration of
Economic Power", Canadian Journal of Economics and Political Science,
23z 1; 1957/

Op.cit., Ch 3.

1975, op.cit., pp 212~3

Ibid, p 155.

Ibid, Ch 4, Pt. IV, Appendix XIII and Park and Park, op.cit., Ch 4.
Clement, 1975, op.cit., p 163; see also Clement, 1977, op.cit.
Clement, 1975, op.cit., pp 156-8.

Porter, op.cit., Ch IX and Clement, 1975, op.cit., Ch 5-6. Newman
op.cit., provides a great deal of impressionistic,but nonetheless
highly interesting, information on the social milieux of the capita-
list class.
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35. 1975, op.cit., p 191.
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49. 1Ibid, Ch 4, Table 1. To this figure must be added an indeterminate
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50. 1Ibid, Ch 4, Table 5.
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This discussion has been following Wright, op.cit., Ch 2 on the
significance and identification of contradictory class locations.

He also emphasizes relations of control of the labour process in

the delineation of class locations. A number of points noted by
Giddens, op.cit., p 107ff can contribute further along these lines
to a more well-rounded class analysis. Giddens distinguishes two
forms of class stratification: mediate and proximate. The former
refers to the general way in which property and market capacity
shape the patterns of class division. Proximate forms of class
stratification are more localized and emphasize position in the au-
thority hierarchy and technical division of labour of the major-
productive enterprises. Such facets of organizational position and
function in the labour process are important in situating diverse
groups such as the managerial in the overall occupational structure
and system of production.

See Theo Nicols and Huw Beynon, Living with Capitalism. Class Rela-
tions and the Modern Factory, London, Routledge & Kegan Paul, 1977,
especially Ch 3-4 on the role and position of the managerial hier-
archy.

Wright, op.cit., Ch 2, explores the contradictory location of middle
managers and technocrats.

Peter C. Pineo, John Porter and Hugh A. McRoberts, "The 1971 Census
and the Socioeconomic Classification of Occupations" Canadian Review
of Sociology and Anthropology 14, 1 (Feb 1977), Table IV. The cate-
gory of middle management includes some government officials and
small businessmen.

Labour Canada, Women's Bureau, Women in the Labour Force. Facts and
Figures, Ottawa, Information Canada, 1975, p 70.

Pineo et al, op.cit., Table IV.

Clement, 1975, op.cit., pp 164-6.

Pineo et al, op.cit., Table IV.

Stephen Peitchinis, The Canadian Labour Market, Toronto, Oxford,
1975, Ch 17, Table 1.

Terrence J. Johnson, Professions and Power. ILondon, Macmillan, 1972,
ch 3.

Pineo et al, op.cit., Table IV.

See C. Wright Mills, White Collar: The American Middle Classes,

New York, Oxford, 1951, Ch 6 on the commercial pressures facing the
independent professions.

Although the system of production is the primary basis of class divi-
sions, the distribution of wealth and income and corresponding mater-
ial conditions and consumption patterns are important dimensions of
social differentiation. Giddens, op.cit., p 109, identifies distribu-
tive groupings as a further proximate form of class stratification.
This distinction is a common sociological usage. Generally, however,
these categories are simply delineated abstractly or arbitrarily on
the smooth hierarchy of one or several dimensions of social stratifi-
cation; for example, groups of a certain income level, educational
standing or prestige ranking. I attempt to specify the concrete
position of the upper and lower middle classes in the system of pro-
duction and the class structure.
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Pineo et al, op.cit., Table II.

Alfred A. Hunter, Class Tells. On Social Inequality in Canada,
Toronto, Butterworths, 1981, Table 5-2.

Osberg, op.cit., p 36.

Johnson, op.cit., p 157.

Osberg, op.cit., p 36. The data in Table 2-1 would indicate some
broadening of share ownership among the higher-income strata. The
distribution of financial assets in general shows a similar trend
when ranked by income; Osberg, op.cit., Table 3-2. However, this
broadening is very limited: this shift is not evident when the dis-
tribution of assets is ranked by wealth (See Table 2-2 here) and

the proportion owned by the poorest 50% declined.

Ibid, Table 3-2.

Peitchinis, op.cit., pp 137-8. This increase also reflects the
historical decline of the traditional independent strata; cf. Johnson,
op.cit-

For a general discussion of exploitation, surplus value and the
labour theory of value, see Paul M. Sweezy, The Theory of Capitalist
Development, New York, Monthly Review, 1968, Ch IV. For a detailed
analysis of class exploitation in Canada, see Cal Cuneo, "Class
Contradictions in Canada's International Setting," Canadian Review
of Sociology and Anthropology, 16(1), 1979; "Class Exploitation in
Canada", Canadian Review of Sociology and Anthropolcgy, 15(3), 1978.
See James Rinehart, The Tyranny of Work, Toronto, Longmans, 1975 on
alienation, subordination and relations of control in the labour
process in Canada. The schema outlined here applies best to the re-
lationship between capitalists and workers in the industrial sectors
where surplus value is actually produced. However the imperatives
shaping relations of production and employment in the circulation
and other spheres of the economy have a very similar impact upon wor-
kers; for example, employers there are equally concerned with mini-
mizing the cost of labour power they purchase.

John Westergaard and Henrietta Resler, Class in a Capitalist Society,
Iondon, Heinemann, 1975, provides the best general analysis of the
way in which the central institutions of capitalist society shape
working class position. From among a wide literature on the posi-
tion of workers in the organization of production, see Nicols and
Beynon, op.cit., Richard Hyman, Industrial Relations. A Marxist
Introduction, London, Macmillan, 1975, Huw Beynon, Working for Ford,
Harmondsworth, Penguin, 1973, Harry Braverman, Labor and Monopoly
Capital, New York, Monthly Review, 1974, and C. Wright Mills, op.cit.
Op.cit., p 59.

Pineo et al, op.cit., Table IV.

Patricia Connelly, Last Hired, First Fired. Women and the Canadian
Labour Force, Toronto, Women's Press, 1978, Table 7.2A. The appa-
rent decline of the proportion in the lower white collar jobs is
largely illusionary. There were major changes in classification in
the 1971 census and a much larger percentage of not stated occupa-
tions resulted. One of the most consistent features of the social
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division of labour has been pervasive and unequal occupational
segregation by gender. See also Pat Armstrong and Hugh Armstrong,
The Double Ghetto. Canadian Women and their segregated Work,
Toronto, McClelland and Stewart, 1978, Ch 2.

This sketch of the basic divisions within the working class deve-
loped here is quite rudimentary. This is clearly a problem upon
which a great deal of further research should be concentrated.
Labour Canada, Wage Rates, Salaries and Hours of Labour, Ottawa,
Information Canada, 1976. Peitchinis, op.cit., p 282ff, demon-
strates the historical stability of these wage differentials.
Connelly, op.cit.; Armstrong and Armstrong, op.cit., pp 38-42.

See Wright, op.cit., pp 99-102 on structural and organizational
class capacities.

Westergaard and Resler, op.cit., Part 5, and Frank Parkin, Class
inequality and Political Order, London, Paladin, 1972, analyse
the nature of working class consciousness and the forces that re-
tard and distort its development.

Robert Laxer, Canada's Unions, Toronto, Lorimer, 1976, pp 37-9.
Ibid.

See Hyman, op.cit.

Wright, op.cit., Ch 2.

Pineo, et al, op.cit., Table IV.

Armstrong and Armstrong, op.cit., Table 7.

Lazer, op.cit.

See Westergaard and Resler, op.cit., for a clear analysis of class-
based inequality.

See Hunter, op.cit.

Ieo Johnson, "The Capitalist Labour Market and Income Inequality in
Canada", in John A. Fry, (ed), Economy, Class and Social Reality,
Toronto, Butterworths, 1979, Table 5.

Ibid, p 163.

Armstrong and Armstrong, op.cit., Table 22.

Ibid, pp 154-7.

Discussed in Johnson, 1979, op.cit.

Armstrong and Armstrong, op.cit., p 157.

Special Senate Committee on poverty, Poverty in Canada, Ottawa,
Information Canada, 1971.

Peitchinis, op.cit., pp 333-4.

The following analytical framework is derived from John Westergaard,
"Social Policy and Class Inequality: Some Notes on Welfare State
Limited," in Ralph Miliband and John Saville, (eds), The Socialist
Register 1978, London, Merlin Press, 1978, pp 71-99.

Ibid; p 72.

Hunter, op.cit., pp 69-70.

Johnson, 1979, op.cit., pp 163-6. This data is for a period later
than the one under study here, but it has been seen that the over-
all patterns, with some changes in the degree of inequality, have
been relatively stable.
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111. Osberg, op.cit., 153-167.

112. Westergaard, op.cit., p 72.

113. Ibid, pp 73-4; see also Johnson, 1979, op.cit.

114. A particularly clear example of this is the role of women as a
reserve army or pool of labour. Women have historically moved in
and out of the paid labour force in response to capital's require-
ments at times of crisis, such as the world wars, or of rapid ex—
pansion of particular sectors, such as the great growth of cleri-
cal and administrative work within the last fifty years. See
Connelly, op.cit. and Armstrong and Armstrong, op.cit.

115. Westergaard, op.cit., p 73.

116. Hunter, op.cit., Table 6-8.

117. See Johnson, 1979, op.cit., Table 3.
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Chapter 3 Class Interests, Political Representation

and the State

This 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's through the early 1970's. More 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 particular issues
such as tax reform cannot be understood in isolation. This chapter con-
sequently outlines the general framework of routine and established
mechanisms and relations of political representation within the state
and crucial structural imperatives and requirements of the capitalist
system that limit and influence the parameters within which state social
and economic policy is developed.l Tt 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 trends in these areas throughout
the general period of the 1960's and early 1970's in which the debates
on tax reform took place.

I. Political Parties and Political Power

Parties are crucial institutions within a liberal democratic

political system: It is electoral competition between parties and the
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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 government 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 governmment 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 would
imply. 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 within the political sphere.?

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 from direct state interference, the goal of political par-
ties is the election of representatives to the legislative assemblies to
form the government. In the Canadian parliamentary system, it is a cabi-
net formed of elected representatives of the party able to command the
support of the House of Commons that governs and has final responsibility
for state policy. The governing party is, of course, of first importance

in the structure of state power, but pressure from 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 most impor-
tant federal parties, the Liberals and Progressive Conservatives, which,
within a certain amount of ideological and rhetorical diversity, 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 must respond to political forces other than
capital. Finally, the role of the New Democratic 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 within these parties has tended to be concentrated in a
relatively small group. Business representatives have traditionally been
actively involved in this party leadership. Porter comments on the
practice of "the directors of large corporations becoming chairmen or
presidents of the national or provincial bodies. w3 Newman also empha-
sizes the extensive participation and influence of business people in
party affairs at both national and provincial levels.4 Whitaker documents
the central role of leading businessmen historically within the Liberal

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 development of the Progres-
sive Conservatives and Liberals reveal that they have both consistently
received the vast majority of their funds from the business community.
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 economic power. Reflecting this relationship, fund-
raisers for the parties were men who had wide contacts among the top
levels of business and the upper classes. These powerful lawyers, brokers
and corporate directors came to have great influence in party policy.6
The tremendous 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 documented in the post-World War II period. Both
major national parties - Liberals and Progressive Conservatives - received
the bulk of their funds from "the centralized corporate industrial and
financial structures concentrated in Montreal and in Toronto...the two
parties were financed largely from the same source.”’ At least 50% of the
funds of the parties came 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 community, but more speci-
fically on its most concentrated sectors — on a small number of dominant

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 come from the same corporations. The
general practice of these major corporate donors was to give to both

O'I‘he

parties = 60% to the party in power and 40% to the other party.l
major oil corporations, for example, routinely made large contributions
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
much larger; it was estimated that the oil companies contributed 20% of
the total spent by both major parties in 1974.ll
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 metropolitan busi-
ness communities. Recent patterns confirm this trend. Until 1968,
former Senator John B. Aird was treasurer of the Liberal Party, and a
leading Toronto corporate lawyer and director of the Bank of Nova Scotia,
Consolidated-Bathurst, National Life Assurance, Reed Shaw Osler and

i Aird subsequently became chairman of the government

other companies.
and corporate-supported Institute for Research in Public Policy and
Lieutenant Governor of Ontario. He was replaced by Senator John M.

Godfrey, another Toronto corporate lawyer and director of Montreal Trust.
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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 most important such establishments
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. 1In 1969, his party position was inherited by

another member of the same legal firm - John Ver:non.l3

The background
and position of these fund-raisers and their key role in the parties
provide a crucial link between business and these very important poli-
tical institutions.

The Political Parties and the Power of Capital

The implications of the financial dependence of the parties on
capital and the leading role of prominent businessmen in party affairs
operate at several levels. At the most specific level, large corporate
donations have been closely related to subsequent government decisions
or programmes 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.]'4 There has also historically been a close
relationship between corporate political contributions and the distri-

bution of government patronage.l5 More generally however, it is access

to political decision-makers that is ensured by these donations.:L6

Corporate representatives themselves state that such access is a prime
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reason for their political c:ontributions.l7

Somewhat more generally
again, the financial dependence and close interconnection of the parties
and business tended to be a factor in the development of overall party
economic policy geared' to providing a favourable and stable environ-
ment for corporate capitalism. At the most general level, the integra-
tion of the parties and business shaped the development of the ideolo-
gical parameters within which the parties 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
parallel between these patterns and the corporate rationale for suppor-
ting the parties; the three most common reasons for corporate donations -
the preservation of private enterprise, the two party system and a
climate of opinion that is favourable to busj.nessl9 - are basically con-
cerned with ensuring the stability of the general political and economic
framework within which business operates. This business influence also
extended to the selection of leadership. From the late 1950's through
the 1970's leadership campaigns 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 community.zo
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 implications 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. This 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. This opposition had in fact been building for several
years. On June 13, 1963, Walter Gordon, then Minister of Finance, in-
troduced a federal budget which contained a number of employment 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,
improved depreciation for Canadian owned companies and the most contro-
versial measure of all, a 30% takeover tax on the sale of established

Canadian corporations to foreign interests.Zl

The budget was greeted with
intense opposition from all sectors of Canadian monopoly capital who
considered the proposed measures to be unwarranted and unacceptable inter-
ference in corporate affairs. This hostility was described by Peter
Newman, one of the leading political journalists of the time, in the
following terms: "The economic benefits of American investment 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
businessmen were all the more enraged because they regarded Gordon

as a traitor to his class."22 The government faced growing pressure
from 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 Minister. n23 Representatives of the major stock exchanges, the
Investment Dealers' Association and the financial community were ap—
prehensive about the treatment of foreign ownership. Opposition to
these provisions was lead by Eric Kierans, president of the Montreal
Stock Exchange, who led a delegation of prominent members of Montreal
brokerage firms including Senator Louis Gelinas, a leading investment
broker and Liberal fundraiser, appearing before the Minister of Finance.
Mr. Gordon described the June 18 meeting: "Kierans handed me a letter
criticizing the budget and particularly the proposed takeover tax cou-
ched in highly intemperate language. He then proceded to harangue me
in my own office and practically invited the stock brokers present to
sell the market short when it opened the following morning. He admitted
that this letter to me had been given to the press before he came 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-
ment 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 following morning informed the Prime Minister that I felt



149

there was no alternative but to withdraw the proposed tax because of

'administrative difficulties' ."25 In explaining this withdrawal to the

House of Commons, the Minister referred to his consultations with the

representatives of the securities industry over the administrative pro-

blems of the tax and noted that the govermment did not wish to inhibit

"new financing now under way for the expansion of existing business."26

In succeeding weeks, Mr. Gordon confirmed that the takeover tax would

not be reintroduced and conceded further important changes in the budget

by phasing the sales tax on building materials in gradually and easing

the definition of Canadian ownership required for reduced withholding

tax and higher depreciation allowances.z7 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 campaign began. And it

was in this context that the financial dependence of the Liberal party

upon capital and its need for about $4 million for the campaign became

particularly important: "When Senator John Aird, the party's chief fund

raiser, made his initial contacts to try and raise that sum he was met with

unprecedented resentment and resistance. During the week of September 6,

some senior representatives of Canada's chartered banks urged Pearson

through their intermediaries to recruit Robert Winters and drop Walter

Gordon from the Finance portfolio...At the same time, a number of western

Liberals organized by some 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
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with a chance of defeating Walter Gordon in his home riding of Daven-

port.n28

It appeared during the campaign that the Prime 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 remove Gordon from the Finance
portfolio." But in a late October election meeting, the Prime Minister
reaffirmed that Gordon would be Minister of Finance. The result was
predictable: "The nation's financial community, which had been assured
that Gordon's days were numbered, was severely shaken by the pronounce-
ment. . .Businessmen who had made pledges toward the Liberal campaign fund
now renounced them...The cutback in the Liberals' campaign contributions
was based on something more than an informal consensus. Several leading
Montreal, 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 moving spirit of
this group was William Pearson Scott, chairman of Wood, Gundy and Company,
the Toronto investment dealers."?’ On November 8, 1965, the Liberals
were returned as a minority government and shortly thereafter Mr. Gordon
offered to resign from the cabinet. The Prime Minister accepted his
resignation, "apparently as a means of freeing the Cabinet from Gordon's
reputation in the business community for dangerous radicalism. w30 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 composition of the

government at the highest level. It must be emphasized, of course,
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that business opposition to Mr. Gordon was not merely personal, but
was directed against state economic policy, especially that of limi-
ting foreign ownership.3l

In summary, 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 more general effect of the close relationship with the
business community was that these parties tended to operate within an
ideological framework 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-
vatives 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 means of the representation of capitalist
interests within the political sphere. This relationship was by no means
direct or deterministic. There could be tension between the business and
the political parties over the formulation of policy and the tremendous
pressure that business could exert in such instances has been discussed
above. There were also important divisions and debates within 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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33 The

sectors over the direction of national economic development.
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
most influential, managerial personnel, medium-sized employers and small
businessmen were also active in party affairs. Participation in the par-
ties could be an important source of political unity within the business
community as a whole.

Party Competition and Liberal Democracy

No other group had comparable influence within or such close connec-
tions to the major political parties as did the capitalist class. But
this does not mean that the parties were unresponsive to other competing
social and economic interests. In a competitive democracy all parties
must seek to maintain and extend their base of electoral support within
the public at large. The sheer size of the working class and the less
powerful and wealthy majority of the population more generally means that
the political parties must at least address their needs in order to gain
their votes. At a more general level, the parties played an important
role within the range of state and political institutions concerned with
legitimation. Thus, the competing parties face significant electoral and
ideological pressure to speak to the concerns and needs of the population
to some degree.34

These elements of competitive democracy were especially important
in the context of the federal political system; the major parties of the

political centre were under constant pressure from 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 Part:y.35

The posi-
tion of the social democratic N.D.P in the Canadian political spectrum
must be specified. From its earliest origin in the Co-operative Common-
wealth Federation it had been reformist rather than radical and solidly
committed to achieving its goals within the parliamentary system. In
seeking to broaden its popular appeal, socialist elements within the
C.C.F./N.D.P. programme had been consistently modified and eliminated.>®
In the hope of wider electoral success the modern N.D.P. has sought to
portray a pragmatic moderate image. It had downplayed any identifica-
tion of its policy in class terms and has instead cultivated a relati-
vely vague and politically safe populist orientation; claiming to speak
for the less affluent and powerful majority as opposed to the special
interests represented by the mainstream parties. Nonetheless, its

social democratic ideol_ogical perspective meant 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 movement, both financially and organizationally.
This did not reduce the party to being merely the political arm of
labour any more than the closer relation between the major parties and
capital reduced them to being the spokesmen solely for corporate interests.

But the N.D.P. did defend the legitimacy of union policy and labour
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interests within the political sphere and did tend to share similar
perspectives on key social and economic issues with organized labour.37
The rough alliance of the unions and the N.D.P. provided one of the
few direct mechanisms for the political representation of the working
class. In contrast to the established parties, the N.D.P. and its
labour support constituted the most important competing force repre-
senting interests other than capital and operating within a more progres—
sive political and ideological framework.

To briefly recapitulate: the political parties were central
institutions in the structure of state power in Canada. The financial
dependence of the major Liberal and Conservative parties upon the cor-
porate sector and the extensive involvement of businessmen in the party
organizations ensured that capitalist interests were well represented
within their policy and priorities. This representation was not, how-
ever, exclusive. While capital was the predominant force within the major
political parties, they were also subject to a number of countervailing
pressures that arose out of the basic structure of a liberal democratic
political system. Constrained by electoral competition and the impera-
tives of political legitimation, the parties had to be sensitive to the
concerns of the mass of voters. Moreover, the established parties could
not allow the N.D.P. to preempt potentially popular progressive policies

and issues.
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II. The State Elite and the Capitalist Class

The extreme concentration of power within the Canadian state
system was discussed in Chapter 1. The great power of the small elite
group who occupy key positions of authority within the major institu-

tions of the state has been well doo.mented.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 from 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 from upper class families, a very large over-
representation, but considerably less than the comparable figure for
the economic elite. The great majority of the elite came from middle-
class backgrounds and there was very limited representation from the
working class. The high educational attainment of this group and the
over-representation of the English and French charter groups and the
central region of the country reinforced the patterns of class origin.
The incumbents of powerful political positions clearly tended to come

from the more advantaged strata of the class structure. Previous
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careers of political leaders also supported this conclusion. For
cabinet members the most common prior occupations were business and
the law - professions firmly integrated into the institutional struc-

39 Porter also examined the federal bureaucratic

ture of capitalism.
elite in the mid-1950's, those who held key positions within the ad-
ministrative apparatus of the state. Those of upper class origin
constituted 18.1% of this group, with a higher proportion among 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. -

A later study by Presthus used a different for-
mulation of the most powerful state positions, but also found that
those in the key positions were from more privileged social backgrounds.41
Olsen provides a more 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 from 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 means limited; there were numerous 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 same
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 approximately 15% of the population. By contrast, the 85% below
the middle class position accounted for only 15% of the elite.44 In
summary 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 members 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 former Liberal Prime Minister, was a
leading Quebec City corporate lawyer, former director of the Canadian
National Railways and in 1972 was a director of Banque Canadienne National,
IAC Ltd., Imperial Life Assurance and powerful industrial corporations;
Paul E. Martin, a top executive in the Power Corporation conglomerate,
was the son of the Hon. Paul Martin, former top Liberal minister; the
Hon. James M. Macdonnell was a corporate executive who played a key
role in the Conservative party, his son, Peter, was an Edmonton 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 indivi-
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 assumed, 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's conclusions seem broadly
warranted. The highest levels of state and corporate power tended to
operate within a similar political and ideological framework. The general
policy parameters 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 most important institu-
tional links was the extensive career movement of key personnel between
highest levels of the state and the corporate economy. The recruitment
of corporate executives to prominent government positions has long been
a central feature of Canadian politics; Porter noted the prevalence of
the cooptation of businessmen into the federal cabinet.Sl More recent
data reveal that "one-third of 1975 Canadian-born members of the economic
elite held in the past, or continued to hold, positions directly within

the state system. n>2

Movement between the political and business worlds
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 government to attract business people to top
state positions. Several examples 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 Prime Minister speci-
fically because of his business experience and connections.>® He subse-
quently became principal secretary to the Prime Minister and was in 1975
appointed to the Senate. When the government required a chief executive
for Petro—-Canada - the state energy corporation established in 1975 -

Energy, Mines and Resources Minister Donald Macdonald emphasized 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 indust:cy.55 Chosen for this position was Maurice Strong, a per-
son ‘;Jhose 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 Dome Petroleum and Canadian Indus-
trial Gas and Oil. He subsequently became president of Power Corporation.
In the mid-1960's, the Department of External Affairs was increasing the
scope of its foreign aid and the minister brought in Strong to head the
External Aid Office.s7 Strong was instrumental in creating the Canadian
International Development Agency out of this and became its first presi;
dent. He left C.I.D.A. to become an Under-Secretary and head of the
environment program of the United Nations. Strong later announced that
the president of Petro-Canada would be Wilbert Hopper. Hopper had been
with Imperial Oil and Senior Petroleum Consultant with Arthur D. Little
Inc., an influential international corporate consultant. In 1972, he
joined the federal Department 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 movement from the federal cabinet to the board room
had been 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 rrmzemeﬁt of leading
former ministers, including Prime 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 Commerce, 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 instrumental
in persuading the federal government to abolish taxes on privately-owned
utilities.60 As discussed above, Winters was asked by Lester Pearson

to re-enter politics in 1965 in order to have a member of the cabinet
with the trust of the business community. He ran for the leadership of
the Liberal Party in 1968, was defeated and retired from politics. He
then became president of Brascan, a major Canadian multinational corpo-
ration, and assumed many of the corporate positions that he had held in
1965. Mr. Winters died in 1969. A further important example from the
1960's involved some of the same major corporations. Donald Gordon
moved from an early career with the Royal Bank to the Bank of Canada

and eventually became deputy governor. During World War II, he was chair-
man of the Wartime Prices and Trade Board. He subsequently became
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 Montreal, Hudson's Bay
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Company, Rio Algom, 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 development of the
Churchill Falls hydro-electric project in Labrador.®’ In negotiating
for such generous state concessions, Brinco would 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 movement of key individugals between the political and
corporate spheres and the importance to individual corporations of
having such people to represent their interests. These patterns con-
tinued through the 1970's. Jean-Luc Pepin developed very close relation-
ships with the business community as minister of Industry, Trade and
Commerce. 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 - Interimco Ltd. - in which his government
contacts and experience would be most useful. He also became a director
of a number of major corporations: Power Corporation, Westinghouse Canada,
Bombardier Ltd. and Celanese Canada. He was subsequently called back

into government service as head of the Anti-Inflation Programme. When
John Turner retired as Minister of Finance in 1975, he immediately be-
came a partner in the Toronto law firm of McMillan, Binch and director

of Canadian Pacific, its subsidiary Marathon Realty, Canadian Investment
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. More importantly, as the Brinco example indicated,
these appointments can have significant functional importance for the
corporation. The political prestige, experience, knowledge of govern—
ment 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 members of the political
elite are particularly clear in the movement of top government
bureaucrats to corporate positions. The widespread movement of former
officials from the Department of Finance and of C. D. Howe's proteges
in the Department of Trade and Commerce and other agencies to the cor-
porate sector during the post-war period was particularly s't:riking.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 most striking instances of the latter
practice was the joint lobbying company set up in 1975 by Simon Reisman,
former deputy minister of Finance, and James Grandy, former deputy mini-
ster of Industry, Trade and Commerce. In these powerful positions,
these two men had tremendous influence in the formulation of state eco-
nomic policy and their expertise, prestige and contacts could be of

64

great advantage to their corporate clients. Reisman was also appointed

to the board of George Weston Ltd. - the major food industry conglomerate -
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and had been delegated "as the member of the management team designated to
look after government-company relations at all levels. ubis Detailed ana-
lyses of lobbying catalogued the extensive movement of former officials
to key positions in the numerous corporate associations which weré in
constant contact with the state. These officials tend to have formerly
been with those government agencies or departments with which the indus-
try or group they represent were most closely connected. The enlistment
of the contacts, experience and ability of such men 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 admj.nistration.66
The ease and extent of the movement 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 met with the approval of corporate leaders. If the
former politicians had operated in such a way that attracted the support
of leading businessmen, it was likely that this was also a manner which
was conducive to corporate interests. More generally, such movement was
an important indication of the general political and ideological affinity
of the leaders of these major institutions. This 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-

ity of state officials of middle class background such appointments
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constituted a means of access to positions of economic power and to

the potential of amassing significant perscnal 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 become the top per-
manent official within the Department of External Affairs, was asked to
become 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 Toronto family business,
raised an annuity to overcome this problem. This was not an unusual oc-
currence in Canadian politics: "St. Laurent had told Mackenzie King that
he could 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 humiliating 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.®

Summary: 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 must 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 more generally, they
served to ensure a basic ideological affinity between political and
corporate leaders. These close relationships entailed that state poli-
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
within core assumptions and general parameters 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 political power, nor did labour and political
leaders tend to move in similar social circles. There was no significant‘
movement 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 departments, agencies

and other settings throughout the state apparatus.
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The Second World War

The evolution of corporate participation in the federal state was

a The war years

greatly shaped by developments during the war period.
featured massive state intervention throughout the econcmy; the state
played a key role in the mobilization of labour, the direction of pro-
duction in all sectors, the tight control of the movement of wages and
prices, the allocation of resources and in vast programmes of capital
grants to vital industries. When confronted with the problem of adminis-
tering and directing the huge scale of this economic intervention, the
government turned to those who normally did so in the private sector.
This period was consequently marked by a huge influx of corporage execu-
tives to key positions at all levels of the state apparatus. Businessmen
played a predominant role in crucial institutions, such as the Wartime
Prices and Trade Board, The Foreign Exchange Control Board and the
Department of Munitions and Supply, which directed the overall economy.
The 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. These officials had come
from some of the most powerful enterprises in the country and included
many people who were to become leaders of the corporate econany.7l
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
wartime industrial production as a crucial factor in the formation of
what he termed "an Establishment whose members 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 same time, there was
forming a significant community 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 permanent subgovernment well into the 1970's began
to emerge).

It was the network of connections and interconnections
between business and government, fathered by Clarence
Decatur Howe, that became the Canadian Establishment -
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 IT to run the nation they
had helped to create, the attitudes, the working methods,
and the business ethic they took with them determined the
country's economic and political course for the next three
decades.

They had come 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 economic intervention was a central
long-term structural trend in the political economy. The state played a
direct role in the post-war reconstruction of the economy and the growing
state intervention and planning was explicitly committed to the mainten-
ance of full employment and sustained economic growth. The precedent
set by corporate activity in the state during the war was of great impor-
tance in the development 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 involvement in state policy formation and administration con-
tinued to be a crucial feature of modern Canadian politics. Much of
this was carried out at a relatively informal level. The pervasive
interaction of business and political notables within 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, formal dinners and
other official functions provided useful forums for the discussion of
policy issues. The Trudeau government had hosted large numbers of such
dinners during the early 1970's, including "the extraordinary descent re-
cently of thirty-six of Canada's most important business leaders for an
earnest working lunch with the Prime Minister," in its efforts to improve

74 Fournier's com-

its uneasy relationship with the business community.
prehensive study of relations between business and the state in the
province of Quebec over the 1960 to 1974 period documented numerous
informal ties between top corporate figures and cabinet ministers; one
senior executive commented as follows: "Ministers are easy to meet...
on the golf course, for exarrple."75 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 maintained an office in

76

Ottawa to deal with the government ona permanent basis. The milti-

national corporations that dominated the petroleum industry, for example,



170

such as Shell, Gulf and Imperial Oil, were all highly active in

Ottawa and able to exert consideréble pressure on energy policy during
the latter 1960's and early l970's.77 Major corporations and their
senior executives had been devoting increasing time and resources to
their relations with the state. A number of surveys and consultants'
reports found that such activities were taking up a considerable amount

of executive time and a 1971 Financial Post survey found that "many

firms were spending $250,000 to $500,000 a year on governmental contacts."
The same survey found that many corporations had established a "special
department of governmental affairs headed by an executive level offi-
cial" or had "delegated top-management personnel to deal with governmen-—
tal affairs on a full-time basis."’® Fournier's Quebec study also
showed the extent of this intervention: "According to the businessmen
interviewed, contacts with government were maintained at all levels of
the company. In fact, there was a corresponding hierarchy between busi-
ness and government. The 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 lower echelon civil servants." The permanent nature of these
links must be stressed: "Relations with government were not only based
on anad hoc problem solving basis. Business attempted to cultivate its
access to government on a permanent long-term basis. According to one
executive, 'Government relations are nurtured through a lot of our people
getting to know people they should know in government. This allows us

to find a solution quickly if and when a problem comes up'." The confi-
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dential nature of policy negotiations is very important: "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
work directly and secretly with government, and we manage to avoid govern-
ment regulations as a result'." Finally, the reciprocal nature of these
close business—government relations was evident: "it was not just busi-
ness that sought contacts with government. The evidence indicated that
the initiative for contacts often came from the ministers themselves and
that government courted business perhaps more than business courted govern-
ment." Ministers sought business advice on general issues such as the
overall climate of investment, on conditions in their particular industry
and on the impact of government policy and regulation.79 In addition to
using their own personnel, major corporations frequently hired professional
lobbyists, former government officials, lawyers and other specialists with
good connections within the state apparatus to represent their interests.80
A great deal of corporate political representation was carried out
by industry and trade associations. The most important general business
organizations, such as the Canadian Chamber of Commerce 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 money to deal with the federal government. Offi-
cials from these organizations kept in close touch with their opposite
numbers in those departments and agencies that affected their members'

interests most directly. Thus the C.M.A. was particularly well connected
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to the Departments of Finance and Industry, Trade and Ocmnerce.Sl 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 Departments of Energy, Mines and Resources and Indian
Affairs and Nothern Development that affected the oil and gas industry.
The first two organizations had major Ottawa offices to liase with the
federal cabinet and parliament 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 state body. A major concern of the C.M.A., for example,
was the application of government competition 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 mergers, monopolies, 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 development of state policy, but also in its
implementation 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, both of dominant corporations
and major associations, was a permanent and pervasive presence in state

policy deliberations. This involved the presentation of comprehensive
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briefs and numerous letters and shorter submissions on key issues to the
government. This policy input was regularized in annual submissions from
leading corporate associations to the federal cabinet. An enormous amount
of such policy discussions take place far from the public eye; in informal
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 formulated
deep within 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 time to slip in good
ideas. w84 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 more difficult to
change without the government appearing to be directly giving in to busi-
ness pressure.

Institutionalization of Corporate Representation

It is important to emphasize that this corporate participation was
encouraged and solicited by the govermment. 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 Commerce, blandly noted
that "in Canada, industry is rather closely associated with government.
Politicians and officials are generally quite keen to work with business-
men." Pepin (who, as noted, later became a corporate consultant and

director) emphasized 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.85 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 meetings in 1956 and 1962, for example, the Deputy Minister
of Trade and Commerce and the Minister of Finance respectively had echoed
Mr. Pepin's comments on the close relationship between government and
business, and with the C.M.A. more paz:ticularly.86

The involvement of corporate representatives in the policy pro-
cess was increasingly institutionalized in a variety of advisory councils
ardbodies throughout the state apparatus. Mr. Pepin noted the extent and
importance of these advisory committees in his speech to the 1970 session
of the C.M.A. on industry-government relations.87 One such organization
was the Advisory Council in the Department of Industry, Trade and Com-
merce. Active in this council were key figures in the economy represen-
ting some of the most powerful corporations, such as Ian Sinclair of
Canadian Pacific, Alfred Powis of Noranda Mines, Allen T. Lambert of the

Toronto — Dominion Bank and W. O. Twaits of Imperial Oil.88

The Financial
Post later noted that Donald Jamieson, minister in 1976 seemed "delighted
with the flow of information he is getting through the council - he says
that some of it helped a lot in drafting parts of the federal budget last
month. wB9 Clement analyzed the composition of the council at that time:
twenty of the thirty-seven members were from the economic elite, represen-
ting forty dominant corporations, including all five major banks and key

resource and manufacturing firms. The other seventeen members were capi-



175

talists based upon medium-sized or smaller companies.90 Mr. Pepin empha-

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 formulation and implementation of policies. nl The

Department of Regional Economic Expansion had an advisory board on which
four industry representatives sat and which made important decisions on
the awarding of the department's incentive grants to business. Of the
four corporations of which these menwere executives, three had received
substantial grants from the department - the fourth was a financial company
and consequently ineligible.92 The Department of Energy, Mines and Resour-
ces had advisory committees on petroleum and mining on which top corpo-
rate people from the respective industries sat.93

Key departments 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 extremely close "functionally-prescribed relationships"”
existed between the major government departments and their "clientele"
groups. Organized capital was far more tightly integrated than any com—
peting groups with those vital state apparatuses that determined economic
policy and intervention in terms of constant consultation and discussion,
movement of personnel between the state and corporate spheres, the deve-
lopment of shared understandings or certain "rules of the game" 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 found that the Canadian Manufacturers' Association was
regarded as highly influential within the departments most concerned with
industry and finance by their top officials.94 Mahon argued that the
Department of Finance has been the most powerful institution within the
Canadian state due to its primary responsibility for fiscal and econcmic
policy, its central role in negotiation and compromise with other deci-
sion-making centres and its significant influence over other departments
through its control of the budgetary process. Through these mechanisms,
the Department was an essential force in imparting coherence to overall
state policy. She then emphasized the close relationship between the
Department of Finance and capital; arguing that it represented the domi-
nant fraction of Canadian capital within the state. French found a simi-
larly close relationship between the Department of Industry, Trade and
Commerce and the corporate sector in the formulation of industrial
policy in the 1970's. There was extensive routine consultation with busi-
ness within the department and in the many joint state-private sector
task forces established to explore policy alternatives. The structure
of the department 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 formula-
tion and administration of sectoral strategy and as a result "a community
of interests between program managers in government 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 become increasingly
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important within 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 most 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 more resources
at their disposal to present their arguments to regulatory commissions
and hearings then did other competing groups. Even more importantly,
state regulation tended to operate within assumptions, such as the neces-
sity of a fair rate of return on capital investment, which favoured
corporate interests.98 Trebilcock has argued that despite extensive state
regulation of business, "most of the extensively regulated industries,
at least, prefer being regulated to competing and actively seek and sus-
tain accomodating regulatory regimes." He cited the views of former
Minister of Consumer and Corporate Affairs John Turner: "I've looked
at a lot of regulatory agencies, and the longer I'm around here, the more
I believe that every one of these tends, in a period of time, to reflect
the interests of the industry it is supposed to be regulating."99
As well as their extensive involvement and influence in the
development of policy within the state administrative structure, corporate
spokesmen are also active in a number of state institutions devoted more
explicitly to policy formation. The Economic Council of Canada and the
Science Council of Canada played an increasingly important 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 development of policy. The cor-
porate sector was consistently well represented in the composition of
these commissions and in their counsel and staff, and made comprehensive
inputs to their deliberations. ILeading corporate figures were also much
involved in a variety of other government policy commissions and task
forces during the nu'.d—l970's.. An influential advisory group on the
rationalization of the public service was chaired by Allan Lambert,
chairman of the Toronto-Dominion Bank and director of many major corpo-
rations, and included two executives and two prominent academics with

corporate directorates. AR

Gordon Sharwood, former chairman of Guarantee
Trust Company, and Roy MacLaren, former chairman of Ogilby and Mather
(Canada) Limited, completed major studies on how to more efficiently
organize business-government relations for the federal cabinet.]'Ol
Ieading industry consultants were often retained by the government to
advise on policy matters. For example, Walter J. Levy was an inter-
national energy consultant who had worked for major corporations and
governments throughout the world. He played a key role in the develop-
ment of energy policy in Canada as a consultant for the Borden Royal
Commission in the late 1950's. In the 1970's, his firm was hired by the
Alberta government to advise on tar sands development and energy ’cren«ds.]‘02
It will be seen below that a number of key parliamentary committees had
become important forums for the discussion of state policy and their

hearings came to provide a means of public input to the policy process.
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The prevalent source of this input was business, with the submission of
large numbers of impressivé briefs by leading figures from some of the
most powerful corporations in the country.

Conclusions: 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 parliament and the increasing
concentration of power in the administrative structure of the state.
Following Max Weber's analysis of bureaucratic domination, Jessop argued
that "to the extent that parliamentary control is weak, the bureaucracy
tends ta represent the interests of big capital - since it is big capital
that is best organized to influence and to negotiate with the bureau-

crats. n103

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 parameters or framework within which state policy was developed.
This entailed shared definitions of the public interest; for example, a
common commitment to the central importance of sustained economic growth
and a belief that high levels of profit and a favourable climate of invest-
ment were essential to the achievement of this paramount national goal.

The guiding assumptions and priorities within 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-
sive. A good example of the tremendous pressure that business could
mobilize was the fate of govermment efforts to strengthen competition
policy, first of all in the late 1950's and again in the 1970'5.104 In
both cases the porposed changes were met 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 reéorted in the media and the numerous speeches and public
pronouncements of leading corporate spokesmen were much discussed. The
corporate sector submitted large numbers of comprehensive briefs criti-
cizing the recommended changes to the govermment and parliamentary
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

No other group was as effectively or pervasively represented with-
in the ongoing processes of state policy-making and administration as
was capital. The most important competing political force was organiz-
ed labour, both in terms of position within the overall institutional
order of capitalist society and more immediate conflicts and debate wit-
hin the political sphere. But the political representation of labour
was limited in a number of fundamental respects. Labour unions were the
most important organizations representing the working class at the po-
litical level. The first limitation of this, of course, was the fact
that only a minority of workers were members of unions. A more signifi-
cant limiting factor was the basic political thrust of the union move-
ment iﬁself . Although it was a far from cohesive federation of indivi-
dual unions and faced competition from 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 government from 1956 to 1968 was "the obsessive concern of the Con-
gress leadership to secure recognition and acceptance of their organiza-

tion as the voice of organized labour in Canada. w105

To 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
claimed by the Congress leadership.  In recognition of this mandate, go-

vernment conferes privileges upon the Congress in the form of nomina-

tions to public bodies, consultation and access to political
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leaders and civil servants. n106

The price of this official acceptance
has been a commitment by labour leaders to direct the union movement in
a moderate and responsible manner, Kwavnick argued that "acceptance of
the Congress and its leadership by government and by other interests in
the Canadian political system has resulted in the abandonment of whatever
elements of radicalism the labour movement may once have possessed."
More concretely, this has meant 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 on; at no time does the Congress leadership refer to its
constituency as the working class. w107 This political incorporation of
the union movement operated within a basic acceptance of the established
institutional order of Canadian society.l08 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 managerial control of the purposes and organization of produc-
tion or the wider structure of capitalist society. In this accommodation
to the capitalist system, organized labour did not constitute a threat
to its continuity.

The political representation of labour within the state was also
highly limited in more 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 compared to that of the corporate sector.109 It must 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 more long-term interests of capital as a whole. In other words,
the state operates to reconcile conflict or tension between the immediate
and fundamental interests of capital. On the other hand, those institu-
tions within tﬁe state, such as the Department 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 ministers of industry
who explicitly saw their role as representing the manufacturing industry
within the state with "former 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 common interest, a common destiny
110

in our system of private enterprise.'" 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 policy is to integrate the union movememt
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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 within the state and the overall nature of poli-
tical conpetitign were profoundly unequal. In addition to labour, a
number of other groups, such as farmers and independent professionals, were
represented by well-established organizations.]':Ll 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
more 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 consumers in general
would have clearly benefited from the recommended policy and in which
these interests conflicted sharply with those of business. But the con-
sumer interest proved to be too diffuse and organizations such as the
Consumers' Association of Canada too weak politically to be able to
protect these interests. The enormous corporate pressure exerted against
the proposals was decisive.l:L2 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 democratic system such forces must always be taken into
account to some 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 parameters and exercise of state power.
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V. Conclusion: Political Representation and the Parameters of

Policy Formation

To this point this chapter has outlined the main lines of instru-
mental 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 instrumental links must not ignore the fundamental 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 imperatives and requirements of capital accumulation,
as the driving force of capitalist production and the essential basis of
its reproduction, greatly shape the role and development of the state.
Also as discussed earlier, the structure of economic 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 means
to do so are privately controlled, it remains fundamentally dependent
upon capital to ensure satisfactory economic growth. The state must
therefore guarantee a favourable overall political and economic environ-—
ment 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
operates.ll3 Ralph Miliband emphasized the constraints imposed upon
state freedom of action and the possibilities of reformist policy that

result: "Given the degree of economic 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 requirements 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 commnity' finds acceptable." 1%
These structural imperatives and requirements are a crucial ele-
ment of political representation within 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 anonymously,
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 economy must also be noted. With the increasing inter-
nationalization of the world capitalist economy during the modern period,
"any single nation cannot entirely ignore the requirements of capital
accumulation and reproduction. To do so would invite the flight of
capital to other, more promising, centres of accumulation."ll5 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



187

investment if Canada was seen to no longer provide a stable and favour-
able climate for investment. 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 becomes: 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 instrumental 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 monopoly
capitalist countries the state has come to play a crucial role in facili-
tating and supporting the accumulation of capital. At the same time,
state policy which fundamentally restricted or damaged the accumulation
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 reform, the underlying structure of the capitalist
economy imposes 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 mancevre for state
policy-makers within them.116 Substantial discretion in the balance of
priorities and considerable range in the policy options that can be
chosen is normally 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 outcome of the policy process is very much shaped by
the balance of such competing political forc:es.]'l7

It was within this overall structure of political representation
and these routine mechanisms and parameters of state policy formation
that conflict and debate over tax reform took place. One further feature
of the political context of this period must 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
economic intervention had generated deepening suspicion and growing
hostility within the business commmnity.l1® As important as it was, the
conflict that developed over tax reform was one battle among many between
business and the government. The final element of the context for tax
reform to be specified is the position of taxation and fiscal policy
within the overall political econcmy of the modern state. That is the

focus of the next chapter.



189

Footnotes

1.

10.
11.

The question of political representation within the state and the
processes of state policy formation was introduced in Ch 1. For a
useful overview see Bob Jessop, "Capitalism and Democracy: The

Best Possible Shell?", in Gary Littlejohn et al, (eds), Power and
the State, London, Croom Helm, 1978, pp 10-51. In regard to the
focus of this chapter, Jessop strongly argues that state power is
shaped not only by the balance of forces at particular conjunctures
but also by the overall framework or circumstances in which politi-
cal conflict takes place; p 13.

On these general issues, see Colin Crouch, "The State, Capital and
Liberal Democracy", in Colin Crouch, (ed), State and Economy in
Contemporary Capitalism, London, Croom Helm, 1979, pp 13-54.

John Porter, The Vertical Mosaic, Toronto, University of Toronto
Press, 1965, p 531.

Peter Newman, The Canadian Establishment, Toronto, McClelland and
Stewart, 1975, Ch 7; see also his Renegade in Power: The Diefenbaker
Years, Toronto, McClelland and Steward, 1963 and The Distemper of
Our Times, Winnipeg, Greywood Publishing, 1968.
Reginald Whitaker, The Government Party, Organizing and Financing
the National Liberal Party of Canada 1930-1958, Toronto, University
of Toronto Press, 1977.

J. L. Granatstein, "Conservative Party Finances, 1939-1945" and

K. Z. Paltiel and J. B. Van Loon, "Financing the Liberal Party,
1867-1965" both in Committee on Election Expenses, Studies in
Canadian Party Finance, Ottawa, Queen's Printer, 1966.

K. Z. Paltiel, Political Party Financing in Canada, Toronto, McGraw-
Hill, 1970 p 5. Paltiel was the research director of the Committee
on Election Expenses and this book is based on the extensive findings
of that committee.

Ernest E. Harrill, The Structure of Organization and Power in Cana-
dian Political Parties: A Study in Party Financing, unpublished
Ph.D. dissertation, University of North Carolina, 1958.

David Lewis, Louder Voices, The Corporate Welfare Bums, Toronto,
James Lewis and Samuel, 1972, pp 64-5.

Paltiel, op.cit., Ch 2.

James Laxer and Anne Martin, (eds), The Big Tough Expensive Job.
Imperial Oil and the Canadian Economy, Erin, Press Porcepic, 1976,

p 35. These patterns have changed somewhat since the period under
study. Recent years have witnessed legislative efforts to reform
party financing at the federal and several provincial levels.
However there is little reason to believe that this will fundamen-
tally alter the political perspectives of the parties. The history
of the major parties and their financing has been fraught with
scandals, investigations and attempts at reform; all of which have
been uniformly ineffective (cf Paltiel, op.cit.). The removal of
the financial dependence will not destroy the close historical
relationship between business and the parties of the extensive
interconnection or the highest level between the party apparatus and




190

the corporate economy; nor will it automatically alter the ideolo-
gical and political parameters within which the parties function.

A concrete analysis of the federal and Ontario reforms indicates

that in practice they will not change the relations of power in

the parties significantly, of Jo Surich, "Keeping them Honest:
Election Reform in Ontario" in Donald C. Macdonald, (ed.), Government
and Politics of Ontario, Toronto, Macmillan, 1975, pp 349-62.

12. Biographical data of this nature has been collected from the
standard sources such as Who's Who in Canada, the Canadian Who's
Who and the Financial Post Directory of Directors. When these
sources are used, they will not be specifically noted.

13. Globe and Mail, (Toronto), June 27, 1964, p 6.

14. Paltiel, op.cit., and Kenneth M. Gibbons and Donald C. Rowat, (eds),
Political Corruption in Canada. Cases, Causes and Cures, Toronto,
McClelland and Stewart, 1976. Seeing such instances as corruption
or conflict of interest is misleading. The fact that certain prac-
tices have come to be defined as unethical does not change their
character as examples of the most concrete or specific level of much
more general relations of power between the political and corporate
sectors.

15. See Whitaker, op.cit.

l6. Paltiel, op.cit., p 13.

17. Harrill, op.cit., p 270.

18. On the general ideological orientations of the major parties, see
William Christian and Colin Campbell, Political Parties and Ideolo-
gies in Canada: liberals, conservatives, socialists, nationalists,
Toronto, McGraw-Hill Ryerson, 1974. Porter emphasizes the "conser-
vative tone" of the guiding values of both parties, op.cit., p 373ff.

19. Harrill, op.cit., p 269.

20. Patrick Brown, Robert Chodos and Rae Murphy, Winners, Losers. The
1976 Tory Leadership Convention, Toronto, Lorimer, 1976. Newman,
1963, op.cit., 1968, op.cit.

21. Denis Smith, Gentle Patriot, A Political Biography of Walter Gordon,
Edmonton, Hurtig, 1973, pp 152-4. The extension of the manufacturing
sales tax was to be a source of continuing controversy during the
period under study here. The furor over the 1963 budget is discussed
at some length here because it formed an important part of the
political context in which tax reform took place, an issue which
similarly involved great corporate opposition to the government.

The 1963 conflict was often cited as an important precedent during
the debates on tax reform.

22. 1968, op.cit., pp 203-4. The latter point refers to the solid posi-
tion of the Gordon family within the Toronto financial establishment.

23. Smith, op.cit., p 162.

24. From Mr. Gordon's private memoirs, cited in Ibid, pp 162-3.

25. Memoirs cited in Ibid, p 163.

26. Cited in Ibid, p 164. The Minister also strongly rejected Mr. Kierans'
condemnation of the takeover tax. Smith stressed the significance of
Gordon's criticism: "This rebuke did not quite say the Kierans had
been responsible for the government's chance of policy' but it came




27.
28.

295
30,
31.

32.

33.
34.
35.

36.

37

191

as close as self-respect permitted. At the Montreal Stock Exchange,
the evidence seemed clear; when the news of Gordon's statement
reached the exchange, traders carried Kierans around the floor on
their shoulders in triumph"; pp 164-5.
Ibid, pp 168-72.
Newman, 1968, op.cit., p 340. Winters had been a cabinet minister
in the St. Laurent government and upon its defeat had become a very
prominent figure in the corporate world.
Ibid, pp 341-2.
Smith, op.cit., p 275.
This concerted opposition was able to prevent any significant regula-
tion of foreign ownership from this point through the early 1970's;
see John Feyerweather, Foreign Investment in Canada. Prospects for
National Policy, Toronto, Oxford, 1974. The Foreign Investment Review
Agency and other reforms in this area developed later are outside the
scope of this study.
While both major parties tended to cperate within policy parameters
that were responsive to corporate demands and favourable to capitalist
interests, they cannot be arbitrarily lumped together. There were
important differences in their bases of support within the social
structure, traditions and official ideology; the Liberals, for
example, were more comfortable with expanded state social and economic
intervention. See Christian and Campbell, op.cit., Ch 3-4. The
Liberals' more explicit commitment to the use of the state to remove
barriers to social equality was an important element of the political
context for tax reform. For a more general argument on the need to
concretely analyze the role of political parties in the dynamics of
state power see D. McEachern, "Party Government and the Class
Interests of Capital: Conflict over the Steel Industry, 1945-1970,"
Capital and Class, Summer 1974, p 125:

State theory typically ignores inter-party conflict in

securing the class interests of capital in favour of

general propositions concerning the state and the logic

of accumulation. Such theory must be supplemented by

investigation of the specific characteristics of political

parties, and their different capacities for the recogni-

tion and advancement of the class interests of capital.
See Newman, 1963, 1968, op.cit.
See Crouch, op.cit., p 40ff.
It has been argued that an important factor in the historical success
of the Liberal Party has been its ability to coopt and adapt progres—
sive reforms and policy from the social democratic left; see Gad
Horowitz, Canadian Labour in Politics, Toronto, University of Toronto
Press, 1968, Ch 1.
See in general Norman Penner, The Canadian Left, Toronto, Prentice-
Hall, 1977, Ch 6; Gary Teeple, "'Liberals in a hurry': socialism and
the CCF-NDP", in Teeple, (ed), Capitalism and the National Question
in Canada, Toronto, University of Toronto Press, 1972, pp 229-50.
Horowitz, op.cit.




38.

39.
40.
41.

42.
43.
44.
45.

46.
47.

48.

49.
50.

Sl
52.

192

Denis Olsen, The State Elite, Toronto, McClelland and Stewart,
1980; Porter, op.cit., Ch 12-14. Studies of the political elite,
such as Porter's and Olsen's can suffer from similar problems as
positional elite analyses of corporate power (discussed in Ch 2);
the equation of formal authority and effective power can be mis-
leading and the categorization of elite positions is inevitably
somewhat arbitrary. All holders of these positions are not of equal
importance in the structure of power: some members of cabinet are
far more influential than others and some departments or agencies
of the state bureaucracy are more crucial than others. Focus on
such positions can omit people who play a key role in the dynamics
of political power: executive assitants, leading figures in the
political parties and administrative and policy advisors in such
organizations as the Prime Minister's and Privy Council offices.
Nonetheless, elite analyses provide a great deal of useful data

on the nature and dimensions of the group in which state power is
concentrated. In the following discussion, the term state elite
will be used in a purely empirical or analytical fashion to denote
the group who hold key positions in the structure of state power.
The relationship of this group to other institutions and centres

of power remains to be investigated.

Porter, op.cit., pp 393-5, Ch 13 generally.

Ibid, pp 444-6, Ch 14 generally. )

Robert Presthus, Elite Accomodation in Canadian Politics, Toronto,
Macmillan, 1973, Ch 10-11.

Op.cit., Appendix 2.

Ibid, p 29.

Ibid, p 79, Table 7.

Wallace Clement, "The Corporate Elite, the Capitalist Class and the
Canadian State" in Leo Panitch, The Canadian State, Toronto, Univer-
sity of Toronto Press, 1977, Table 1l; see also Porter, op.cit.,

p 524ff.

Cf. Newman, 1975, op.cit.

Ibid, Presthus, op.cit., pp 281-2. The Rideau Club in Ottawa was
particularly important as a meeting place for political and corporate
figures.

Porter emphasizes the importance of such links, op.cit., pp 527-8.
Biographical information indicates that such friendship connections
are very pervasive; for example, the circles in which Walter Gordon
moved, Smith, op.cit., and the much-noted extensive friendships of
Paul Desmarais in the highest circles of political power, Newman,
1975, op.cit., Ch 2.

Op.cit., Ch 13.

Ieo Panitch, "The Role and Nature of the Canadian State", in Leo
Panitch, (ed), The Canadian State, Toronto, University of Toronto
Press, 1977, p 13. Interview data tends to confirm this general
character of the ideological orientations of political leaders;
Presthus, op.cit., Ch 10-1l.

Op.cit., p 398ff.
Clement, op.cit., p 233.




53.
54.

55
56.
57.
58.
59.
60.
61.
62.
63.
64.
65.

66.

67.
68.
69.

10,

7

125
13

74.

193

Olsen, op.cit., pp 38-9.

James Laxer, The Energy Poker Game: The Politics of the Continental
Resources Deal, Toronto, New Press, 1970, pp 11-2.

Globe and Mail, (Toronto), August 20, 1975, p 1.

Globe and Mail, (Toronto), October 17, 1975, p Bl.

Newman, 1968, op.cit., p 192.

Globe and Mail, (Toronto), July 29, 1976, p B4.

Libbie Park and Frank Park, Anatomy of Big Business, Toronto, James
lewis and Samuel, 1973, pp 58-60.

Richard Gwynn, Smallwood. The Unlikely Revolutionary, Toronto,
McClelland and Stewart, 1968, p 272.

Ibid, Ch 22-23; Philip Mathias, Forced Growth, Toronto, James Lewis
and Samuel, 1971, Ch 3.

Globe and Mail, (Toronto), June 26, 1973, p Bl.

Porter, op.cit., Ch 14.

Clive Baxter, "Familiars in the Corridors of Power", Financial Post,
July 12, 1975, p 6.

David Cubberly and John Keyes, "The Weston Conglomerate", Last Post,
5:1 October, 1975, p 19.

Cf. Research Branch, Library of Parliament, "Pressure Groups in Canada",
The Parliamentarian L1, 1970; Baxter, op.cit. This movement reflects
the close relations that develop between governmental agencies and
departments and the corporate interests with which they deal most
regularly. Presthus, op.cit., emphasizes that such patterns are part
of the functional integration of the various branches of the state
apparatus and their corporate client groups.

Smith, op.cit., pp 27-8.

Brown et al, op.cit., pp 81-2

For an excellent analysis of the development of shared assumptions
and perspectives on the routine working of the capitalist system
among corporate and state leaders, see John Westergaard and Henrietta
Resler, Class in a Capitalist Society, London, Heinemann, 1975, Pt 3.
A second reason for briefly examining patterns during the war is
that relations of power become particularly clear during such periods
of crisis.

See Newman, 1975, op.cit., Appendices, p 415ff; Porter, op.cit.,

p 430ff; and especially R. MacGregor Dawson, "The Impact of War on
Canadian Political Institutions", The Canadian Journal of Economics
and Political Science VII, 1941.

Clement, op.cit., p 234.

Newman, 1975, op.cit., pp 315-6; see also Appendices, p 415ff.
Newman's conclusions are too sweeping; the establishment was not
created during the war. The basis of economic power both before and
after the war remained the concentrated ownership and control of the
major corporations by a small capitalist class. But the war clearly
furthered the careers of many individuals within this institutional
structure and the interpenetration of the state and corporate sectors
was certainly accelerated by these patterns.

Abraham Rotstein, The Precarious Homestead, Toronto, New Press, 1973,
p 89.




194

75. Pierre Fournier, The Quebec Establishment, Montreal, Black Rose,
1976, p 80.

76. Research Branch, Library of Parliament, op.cit., p 13.

77. G. R. Berry, "The Oil ILobby and the Energy Crisis" in K. J. Rea
and J. T. Mcleod, (eds), Business and Government in Canada, Toronto,
Methuen, 1976, pp 292-321.

78. Cited in Fournier, op.cit., p 76.

79. Ibid, pp 76-79. Most of Fournier's material deals with the Quebec
provincial state, but his and other available evidence indicates that
similar relations prevail at the federal level as well.

80. Research Branch, Library of Parliament, op.cit.

8l. Ibid

82. Berry, op.cit.

83. Research Branch, Library of Parliament, op.cit., p 18.

84. Cited in W. T. Stanbury, Business Interests and the Reform of Canadian
Competition Policy, 1971-1975, Toronto, Carswell/Methuen, 1977, p 20.

85. Hon. Jean-Luc Pepin, "Ottawa Approach: Condensation of Address to
Plenary Conference on Industry-Government Relations of the 99th
Annual General Meeting of the Canadian Manufacturers' Association",
Industrial Canada, July 1970, p 25ff.

86. Industrial Canada, July 1956, July 1962.

87. Industrial Canada, July 1970, p 25ff.

88. Last Post News Service, "What's happening on high", Guerilla, 2, 34,
February, 1972.

89. Cited in Clement, op.cit., p 235.

90. Ibid, p 235.

91. Industrial Canada, July 1970, p 25; his emphasis.

92. Robert Chodos, "The Great Canadian DREE Machine" in M. Starowicz and
R. Murphy, (eds), Corporate Canada, Toronto, James Lewis and Samuel,
1972, p 147,

93. Berry, op.cit., p 299

94. Presthus, op.cit., pp 211-26.

95. Rianne Mahon, "Canadian public policy: the unequal structure of
representation”, in Ieo Panitch, (ed), The Canadian State, Toronto,
University of Toronto Press, 1977, esp pp 175-8. While the Depart-
ment can arguably be seen as the predominant force in shaping overall
state economic policy and intervention, other institutions such as the
Treasury Board, the Bank of Canada and the Prime Ministers' and Privy
Council Offices are highly important; see Richard W. Phidd and
G. Bruce Doern, The Politics and Management of Canadian Economic
Policy, Toronto, Macmillan, 1978 and Richard French, How Ottawa Decides.
Planning and Industrial Policy-Making 1968-1980, Toronto, Lorimer,
1980. Mahon was not referring to actual political organizations or
interest groups representing these capitalist interests, but rather to
more structurally determined forms of representation. However, this
argument remains relatively abstract and does not indicate concrete
mechanisms or relationships that might be involved.

96. French, op.cit., p 110.

97. Berry, op.cit.




98.
99.

100.
101
102.

103.
104.

105.

106.
107.
108.

109.

110.
111.

112,
113.

114.

115,

116.

195

Clement, op.cit., pp 236-42.

Cited in Michael Trebilcock, "Winners and Losers in the Modern
Regulatory State", in K. J. Rea and J. T. Mcleod, (eds), Business
and Government in Canada, Toronto, Methuen, 1976, pp 362-3.

Financial Post, August 16, 1975, p 1l.

Financial Post, December 11, 1976, p 13.

Larry Pratt, The Tar Sands. Syncrude and the Politics of 0il,
Edmonton, Hurtig, 1976, p 53, p 69.

Op.cit., p 35; see also Crouch, op.cit.

See Stanbury, op.cit.; H. G. Thorburn, "Pressure Groups in Canadian
Politics: Recent Revisions of the Anti-Combines Legislation",
Canadian Journal of Economics and Political Science, XXX, 2, 1964,

pp 157-74; Bert Young, "Corporate Interests and the State. Anti-
Combine Activity in Canada - 1900 to 1970", Our Generation, 10, 1,
1974, pp 70-83.

David Kwavnick, Organized Labour and Pressure Politics. Canadian
Labour Congress 1956-1968, Montreal, McGill-Queens University Press,
1972, p 217.

Ibid, p 217-8.

Ibid, p 219

See Leo Panitch, "Trade Unions and the Capitalist State", New Left
Review, 125, 1981, pp 21-43.

Cf. Presthus, op.cit.; Kwavniek, op.cit. Labour incorporation in the
state is by no means inevitable; for example, most union representa-
tion was withdrawn from federal institutions in protest of the 1975
imposition of wage and price controls.

Mahon, op.cit., p 187; MacKasey's emphasis.

For general material on Canadian interest groups see Stanbury, op.cit.,
Ch 2; A. Paul Pross, (ed), Pressure Group Behaviour in Canadian Politics,
Toronto, McGraw-Hill Ryerson, 1975.

Stanbury, op.cit.

See Jessop, op.cit., Crouch, op.cit. This dependence upon capital must
also be understood in the context of a liberal democratic political
system. The state must respond to general public demands of expecta-
tions of adequate employment levels and economic conditions both to
buttress the electoral fortunes of the governing party and the wider
legitimacy of the system as a whole.

Ralph Miliband, The State in Capitalist Society, London, Weidenfeld
and Nicolson, 1969, pp 152-5. This was emphasized by French in his
study of the formation of industrial policy: "Without the commitment
of certain key private sector decision-makers, an industrial strategy
has no prospect of success, since the organizations through which its
socio—economic benefits are ultimately to be delivered are, in Canada,
largely in private (and often foreign) hands", op.cit., p 91.

TIan Gough, The Political Economy of the Welfare State, London,
Macmillan, 1979, p 43.

Ibid, Ch 3.




196

117. See Frank Longstreth, "The City, Industry and the State", and
Dominic Strinati, "Capitalism, the State and Industrial Relations",
both in Colin Crouch, (ed), State and Economy in Contemporary
Capitalism, London, Croom Helm, 1979

118. Rotstein, op.cit., Ch 7; Stanbury, op.cit., Ch 1l.




Chapter 4 Taxation and the Political Economy of the State

I. Introduction

This chapter sets out the fiscal context within 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 introduced 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
within which the modern welfare state has developed holds that this distri-
bution should be progressive; that the overall impact of state activity
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 modern politics. Virtually all public
policies alter the distribution of the naton's product in some way, and
political conflict in modern societies largely revolves around the extent
to which, and the way in which, redistribution should be carried out."1

The development and structure of state finances must be understood

in the context of conflicting class interests and political conflict.
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O'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. w2 This does not mean,
of course, that state finances can be reduced to a simple determinate of
class conflict. But within 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.
To understand the implications of state activity, fundamental and immediate
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. More
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 more immediate level is far more
complex. This will be explored in the next section through an examination
of the trends and composition of state expenditure. The next two sections
then discuss the development and structure of taxation.

ITI. State Expenditure

One of the most striking reflections of the expanded role of the
modern state has been the tremendous 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 composition are specified. Similarly, the impact
of the changing composition of state spendingupon 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 communications networks.6 This is what

O'Comnor terms social investment-state spending that increases the pro-
duétivity of a given amount of labour power - and it contributes directly
to capitalist production.7 This 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 material position is based. While state spending in support of capital
accumilation predominantly benefits the capitalist class, this is not ex-
clusively so. The employment and general prosperity generated by sustained
economic growth can be to the immediate interests of sectors of the wbrking
class. This apparent coincidence of interests between labour and capital,
however, is highly limited; it operates within the permanent conflict bet-
ween labour and capital over the appropriation of surplus within the process
of production and over the conditions and security of employment in the
labour market.

While state expenditure in the capitalist sector remained impor-
tant, the greatest expansion in the post-war period took place in areas
such as health, education and social welfare.8 Expenditure of major in-
come security programmes such as unemployment insurance, family allowances,
pensions and social assistance rose from 13.9% of total government spen-
ding in 1965 to 13.9% in 1970 and 18.4% in 1975. This expenditure, which
excluded intergovernmental transfers, amounted 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 programmes of the modern welfare state can certainly benefit
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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 labour market. State supported medical program—
mes can provide services that many would otherwise not be able to afford.
But the implications of the welfare state for class interests are far from
unequivocal. First of all, many programmes are universally available to all
within the social structure and their impact need not be progressive. More
significantly, state expenditure in these areas is also closely related to
the wider functional requirements 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 element 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 requirements of capital accumula-
tion and the imperatives and dynamics of a capitalist economy - as they are
mediated by the state apparatuses and the established framework of state
policy. But the development of state programmes and spending was also very

much shaped by class conflict and the balance of forces within the political
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sphere.ll Thus the elaboration of income security programmes was at
least partially the result of direct pressure from organized labour and
the political left and of the state's concern with containing potential
conflict from these quarters. Federal political leaders came to see
income security as an essential element of "their capacity to manage
their econamies and to maintain the allegiance of their populations." 2
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 schematic 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 composi-
tion of expenditure and the source and incidence of government revenue.
There is no attempt here to analyze the balance of state expenditure and
revenue in a detailed or technical fashion. However, some indication of the
overall impact of state activity through the 1960's and 1970's can be seen
from an examination of structured social inequality. The overall ideolo-
gical framework and the stated policy goals of the modern welfare state are
pledged to reducing social and economic inequality. However, this policy
commitment has been limited in a number of important respects. First of
all, official policy has been much more concerned with redistribution bet-

3

ween regions rather than between individuals.l 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 programmes there has
been 1o Secline n fe ool digkeibabionol dnoome Sni wealbi

To 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 imperative
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 importance. The
expenditures of the three levels of the state did not increase at the same
rate. Including transfers to other governments, 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 more dramatically: "of the increase in
total government spending, excluding transfers, between 1962 and 1971, the
federal government accounted for 32 percent while the combined provincial

and municipal governments accounted for 68 percent."17

These trends high-
lighted the increasing significance of federal-provincial fiscal relations
in the modern political economy and were the basis of extensive intergovern-
mental negotiation and conflict.18

ITI. Taxation, Government Revenue and the Political Economy of the State

The expanded role of the modern state and the consequent tremendous

increase of its expenditure was also reflected in an immense growth of taxa-
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tion and state revenue.]'9 Total government revenue, excluding intergovern-
mental transfers, rose steadily from $867 million in 1926, accelerated
during the way years and was $4634 million in 1950. From this point,
total state revenue rapidly expanded: $7458 million in 1955, $iO,7lO
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 government revenue, excluding transfers, declined somewhat from a
1946 peak of 30.4% of G.N.P. to 25.1% in 1950 and 26.1% in 1955. There-
after, government 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 govermment accounted for the highest proportion of this revenue
(19.4% of G.N.P. in 1975, which was 49.4% of total government revenue),
although the share of provincial governments had been increasing.20
The prime source of these large amounts of revenue appropriated
by the modern state has been taxation. For the fiscal year 1971-72, when
the long-debated tax reforms were finally to be implemented, taxation
constituted almost 90% of federal government reve.nue.21

Taxation in Historical Perspective

As the amount of revenue which it must yield has steadily grown,
the tax structure has been radically transformed. 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
tax system.22

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-
vermment financial structure was the tariff system. Although best known
as policies designed to stimulate 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 bor-
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
government functions. n23

The tremendous expansion of state expenditure with the onset of
World War I and the consequent need for greater revenue created a serious
crisis for state finances.24 Initially, the traditional sources of cus-
tom and excise duties and large-scale borrowing 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 came
from custom and excise duties, after the war (1921) less than one-third of
federal revenue was from these sources.25 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 income 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 emerged 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-
moil. Economic stagnation caused a dramatic fall in government revenue
at a time when expenditures, especially on relief, were rapidly increa-
sing. Govermments reacted with large increases in the rates of corporate
and personal taxation. Further complications resulted from a key long-
term trend in the Canadian state system. Expenditures had been rising
faster at the lower levels of government, 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
Dominion-Provincial Relations (Rowell-Sirois) was established in response
to the crisis in federal-provincial fiscal relations. Although the Second
World War prevented the adoption of the specific recommendations 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 economy. The resulting tremendous growth of government
expenditure necessitated equally large increases in revenue. One of the
first reactions of the government was to substantially raise the rates
of personal and corporate taxation and to institute a special excess pro-

fits tax.27

Of more lasting significance was the recognition during
World War II of the importance of taxation and state fiscal policy in
shaping economic activity. In particular, depreciation schemes were suc-

cessfully used to direct and stimulate capital investment. These develop-
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ments 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 programme involving the conscious
use of the tax structure to influence economic behaviour. w0 The continued
use of depreciation allowances to promote capital expenditure was a vital
element 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 World War IT had developed in

an extremely uncoordinated and piece-meal fashj_on?’2

and was poorly adapted
to the rapidly changing industrial structure of the immediate post-war
era. Pressure for tax reform 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 media,
business community, legal and accounting professions and such organiza-
tions as the Income Taxpayers Association.33 More generally, it had be-
come 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 government intensively studied the revamping of the tax
structure, a special committee of the Senate also conducted an investiga-
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 income taxes were greatly simplified and their rates
reduced by the late 1940's to about one-third of the wartime peak, sus-
tained business opposition led to the reduction of the double taxation of
dividend income, and the structure of corporate taxation was overhauled
and its rates reduoed.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 become a much discussed issue only a dozen
years later.

This brief historical discussion has not attempted to be comprehen-
sive, but merely to illustrate a number of key features of the development
of the tax system. The most important long-term influence has been the
qualitative expansion of state activity 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 same
token, taxation itself greatly affects the economy. As a result, the tax
structure has become a central component of state economic policy and has

increasingly been used to shape the tempo and direction of economic growth.
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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 amounts of revenue is by no means automatic or
unproblematic. The political unacceptability of heavy and growing tax bur-
dens hampers the indefinite use of increasing tax rates to raise the neces-
sary revenue; at some point heavier taxation will meet with significant

organized public resistance. 48

Alternative sources such as government bor-
rowing and deficit financing are limited by the requirements of the capital
market and their inflationary impact. Earlier chapters have stressed the
need to analyze the state as a complex institutional system with pressing
organizational dynamics and requirements in its own right. One of the most
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, common 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. o

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 programmes, which have become the lar-

gest component of public expenditure: "Financial flows of this magnitude



210

have important implications for the fiscal strength of governments, for
their capacity to control genefal economic activity, and hence for their
economic power. The sensibility of governments to their own fiscal in-
terests..." was a continual factor in debates on this policy issue.37
During the 1960's and 1970's the provincial govermments, 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 elements

of the deliberations on tax reform.

The financial dependence upon taxation for revenue also shapes
the relation between the state and capital and is a crucial component 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-
cess and appropriated through taxation of employment income and business
profits. The essential basis of the large amounts of tax revenue needed
to finance state activity is thus a healthy overall economy and sustained
accumulation: "Its power relationships, its very decision-making power
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 requirements 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 development can only be

pursued if it is in accordance with the imperative of

maintaining accumulation; this fundamental dependency

upon accumulation functions as a selective principle upon

state policies. The criterion of the stability of accu-

mulation is thus incorporated in the pursuit of interests

and policies that, considered by themselves, may have

little or nothing to do with accumulation. Accumulation,

in other words, acts as the most powerful constraint cri-

terion, but not necessarily as_the determinant of content,

of the policy-making process.
The way in which these relationships solidify the political domination of
capital was first raised in preceding chapters. Within the institutional
separation of the political and economic spheres of capitalist society, the
state may be dependent upon accumulation and must maintain favourable gen-
eral conditions for it to continue, but cannot itself organize or directly
control the accumulation process. It is the capitalist class, who ultima-
tely control the allocation of resources and manage the economy, who alone
can determine the conditions under which capital will be invested and
accumilation can proceed. In order to secure and preserve these conditions
state policy must be extremely sensitive to the interests, perceptions and
demands of capital.40

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 development. In addition, short-term adjustments in the
structure and composition of taxation had become an important instrument
of state fiscal policy. For all of these reasons, the nature of the tax

system was a vital issue of economic policy. The way in which the necessary
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large amounts of taxation were raised and the distribution of the tax
burden within the social structure were also crucial political issues.

IV. 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 within the social structure can
be illustrated by examining the incidence of taxation. The conflict of
interests within the distribution of the tax burden is clear: within any
given amount of taxation, any decrease in the share borne by a particular
group must be counterbalanced by increased taxation among other groups.
Attempts by specific groups to minimize their tax burdens thus inevitably
clash with the interests of others. The limits of this analysis must be
specified. Data on the incidence of taxation within the income hierarchy
will be reviewed to indicate concrete interests vis-a-vis taxation. This
data refers to the immediate distribution of taxes paid, not to where the
tax is ultimately borne. This can be complicated in a number of ways; 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 consumers through higher
prices.4l There is no attempt here to provide a detailed technical study

of the final incidence of taxation. The focus rather is upon political



213

conflict over tax reform. 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
Economic Council of Canada, equity had come to be accepted as a central
consideration of federal economic policy: "Determining who pays for,
and who benefits from, a particular government program is recognized to
be equally as important as considering the effect on economic stabiliza-
tion and resource allocation. wi2 Progressive taxation, which taxes hig-
her income earners with a greater ability to pay at a higher rate, was a
major component of this overall commitment to equity and of the ideology
of the modern welfare state. Such a tax structure was seen to be a cru-
cial mechanism in state efforts to enhance social and economic 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 Economic Council of Canada provided a detailed an-
alysis of the tax structure in force during the major debates on reform.
Maslove's data on tax incidence in 1969 clearly revealed the unequal al-
location of the tax burden within the social structure: "By far the most
striking conclusion to be drawn from an examination of total tax payments
is the extreme regressivity of the system at the lower end of the income
scale and the lack of any significant progressivity over the remainder of
the income range‘.l?') Given the highly unequal distribution of income seen

earlier: "It is important to note, moreover, that a substantial proporti-

on of Canadian family units are included in the low end of the income scale
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and are thus subject to the regressive tax system." If a basic pur-

pose of taxation was to contribute to the redistribution of income, 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 Commission 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, i and that the subsequent degree of progressivity was

47

limited. For the lowest income level, those under $2000, which included

21.7% of all families, total taxes constituted 60.6% of income. The ef-
fective tax rates for higher income families range& from 30 to 34% with
the highest category of those earning $10,000 or more having a rate of

48

38.4%. In terms of the limits noted above, 33.8% of families had incomes

of less than $3000 and 62.0% had less than $5000.%°

This means that one-
fifth of families payed an extremely high proportion of their income in
taxes and 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. BAn earlier 1957 study by the Canadian
Tax Foundation showed the same highly regressive tax system. -

Corporate 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-
ness income as an incentive for small business.Sl But in 1969, the
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-
tensive system of specific concessions meant that some sectors paid even
less. A wide range of depreciation allowances, exploration incentives

and other inducements put the extractive industries in the most advanta-
geous position of all. In 1969, 80% of mining firms declared no taxable
income 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 would have paid an
additional $432 million. Oil and gas corporations were taxed at an aver-
age rate of only 8.6%.53 This highly generous system of corporate taxa-
tion was an integral component of state efforts to promote profitable
business activity, investment and economic growth. Its development had
been shaped by both the financial requirements of capital accumulation and

extensive pressure from particular corporate sectors for concessions.

The Shifting Composition 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 government 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 government revenue in 1960, but 10.7% in 1975. In absolute
terms, total direct personal taxes amounted 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 same time, the
share of total revenue derived from indirect taxes was decreasing. Thus,
during this fifteen year period, the share of total government revenue
accounted for by direct personal taxes increased by 47.5% whereas the
share of direct corporate taxes declined by 38.3%. The same trend exis-
ted for federal government revenue alone, but was somewhat less pronoun-—
ced. By relating tax burden to category of income, the significance of
these patterns can be clearly illustrated: for all levels of government,
direct taxes constituted 9.4% of personal income in 1960 and 18.5% in
1975 (an increase of 96.8%). On the other hand, direct taxes paid by
corporations amounted to 41.0% of profits in 1960 and 37.1% in 1975 (a
decline of 9.5%). For the federal government alone, the proportion of
personal income 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 composition was "an essential element of the state's stra-
tegy to support and promote the conditions for the profitable accumuila-
tion of capital in Cana ."55
However, as with many other areas of state finance and economic
intervention, these developments had contradictory implications. 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. Wolfe 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 government has shifted the
growing burden of this taxation to wage and salary
earners. A more logical solution to this dilemma might
have been to reduce the level of government expenditures
and thereby reduce the necessity for increased taxation.
To do so by reducing its commitment to the package of
social services legislation which has come to be associa-
ted with the welfare state would exacerbate the legitima-
tion problems which the government faces. Thus, raising
the effective level of taxation on personal income re-
mained the most viable alternative. However, by indirectly
contributing to the inflationary spiral this policy merely
added to the state's other problems and proved to be 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 between conflicting functional imperatives and policy
goals pervades not only fiscal issues but other crucial areas of state
social and economic policy57, and was a key constraint throughout the
deliberations 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
been seen, this need not be explicit or organized; state fiscal policy, for
example, must be constantly attuned to the exigencies of maintaining a favour-
able climate of investment, 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 amount of widely agreed upon public spending in the
most 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 framework within 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 now
be seen in relation to the tax structure in force prior to refo::m.58 It
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 workiné class or less af-
fluent categories of taxpayers would benefit fromamore progressive struc-
turé. How these interests were affected by, and active within, the debates

and conflict over tax reform is the focus of following chapters.
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income that is taxable is considerably less than the profits actually
earned.
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See Gough, op.cit., Ch 6. Other sources of tension within state
finance include the problem of financing rising state expenditure,
and the growth of state spending and employment that does not con-
tribute directly to capital accumulation and which is a burden on
total surplus value created during the process of production. More
generally, difficult choices must be made between competing priori-
ties of legitimation and coercion as means of maintaining order and
between policies geared to the stimulation of economic growth and
legitimation. Conflict in this latter area becomes particularly
clear over the allocation of resources when state expenditure is
being reduced; for example, cutting back on social spending to de-
vote more resources to business support could lead to heightened
social conflict.

Thus, this chapter has reviewed the incidence and overall impact of
taxation within the social structure. The particular provisions
and components of the tax structure will be examined in detail in
later chapters in comparison to the various reform alternatives
under debate.




Stage One: The Royal Commission and the Pursuit of Equity

The consolidation of an advanced capitalist economy during the
period after the Second World War had fundamentally transformed the struc-
ture of Canadian society. Among the most important developments 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.1
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 Employment and Income, which set out the official
view of the state's critical role in the economy, a variety of tax forces,
Royal Commissions and internmal government studies examined the decisive
issues of the Canadian political economy. One of the most important
policy issues was taxation. The previous chapter emphasized the extremely
haphazard, piecemeal and uncoordinated fashion in which the Canadian tax
structure had historically evolved. By the early 1960's, it had become
increasingly evident that a tax system formed in such a way posed severe
problems for the highly advanced economy of the post-war period. Moreover,
the business community had become convinced that not only was the tax
structure ill-suited for the contemporary economy, but that tax burdens
had reached disastrously high levels. Consequently, a great deal of cor-
porate pressure was brought to bear on the government 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 government established the Royal
Commission on Taxation (Carter Commission) 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. Chapter 5 sets the Royal Com-—
mission within the context of the overall development of state economic
policy and outlines its initial operations. The Commission quickly ela-
borated its framework of analysis and launched an extensive research
programme. Chapter 6 analyzes the public hearings of 1963 and 1964,
which became the focus of extensive discussion of the tax system and its
reform. They provide an excelleht setting for the analysis of two
closely related issues. First of all, an examination of the briefs and
testimony to the Commission can illustrate the patterns of participation
of the various groups and organizations in the formal policy process.
Secondly, an analysis of the content of submissions and evidence presented
to the Royal Commission can clearly delineate the basic demands and policy
on tax reform put forth by organizations representing the major class and
social groupings. Chapter 7 discusses the continuing controversy and
pressure on the nature and direction of tax reform outside of the hearings
and the report of the Royal Commission on Taxation, published after much
delay in February, 1967. Its sweeping recommendations would have totally
transformed the Canadian tax structure and had an adverse impact on very

powerful social and economic interests.
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Footnotes

1. These trends were discussed in Ch 1 above.

2. Cf. Richard W. Phidd and G. Bruce Doern, The Politics and Management
of Canadian Economic Policy, Toronto, Macmillan, 1978. Their massive
study of state economic policy concluded that "major changes in the
institutional structure of the economy will alter the basic system

in which the more specific instruments of economic policy...are used.",
p 22




Chapter 5 Tax Reform on the Agenda

I. General Context for the Realignment 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
within the state had attracted a great deal of attention within the busi-
ness community by the end of the 1950's. A sophisticated and highly in-
fluential thrust of business commentary emphasized the need to rationalize
the policy and institutional framework within which the growing state
direction of the economy operated. It was recognized that the state
fulfilled a vital function in maintaining favourable overall economic
conditions and that this in turn required coordinated policy. ILeading
corporate spokesmen increasingly called for some form of systematic and
comprehensive national economic plamﬁ.ﬁg.l These demands became more
urgent during the 1957 to 1961 recession when it became clear that the go-
vernment was unable to prevent or control unemployment and stagnation.2

During 1960 and 1961, speeches by E. P. Taylor (to the Canadian
Chamber of Conmerce)3, Mitchell Sharp, vice-president of Brazilian Trac-
tion. light and Power Co.4, John Deutsch, vice-principal of Queen's Uni-
versity and a leading economist much involved in government policy making
(to the National Industrial Conference Board)>, John A. Wilson, president
of the Canadian Institute of Chartered Accountants (to the National

Business Conference on Employment)s, and A. J. Little, chairman of the
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Canadian Tax Foundation (to the 1961 annual meetings of the Canadian
Chamber of Commerce)7 all called for the rationalization and realignment
of state economic policy. Mr. Taylor was one of the most prominent
Canadian business leaders, head of the powerful Argus conglomerate and
director of numerous dominant financial and industrial corporations.8

His speech emphasized 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 creation of a new

economics ministry to oversee these developnents.9

In an earlier article,
Taylor had stressed that the minister of the proposed new department
should be a capable and experienced top businessman who would be prepared
to implement needed policy whatever its political popularity.lo The call
for a new body within the state to develop coordinated long-term economic
planning had been echoed by Mr. Wilson and Mr. Little. The latter recom-
mended the establishment of a separate planning body under a new ministry
of economic development. He argued that, as the massive state planning
and intervention of World War Two had demonstrated so successfully, this
ministry could draw upon the wide experience of businessmen and economists

from the private sector.ll

Several of these speakers also hastened to
reassure their more hesitant colleagues that this government planning was
not socialistic: "It does not mean a planned economy in that sense. It
just means applying demonstrated busi_ness management principles to

wl2
government.
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An important theme of this extensive corporate discussion of
state economic policy was taxation. Eric Kierans, president of the
Montreal Stock Exchange and later to be a federal Liberal cabinet minis-
ter, decried the lack of coﬁerent government 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

13 The

in personal income taxation to stimulate individual savings.
chairman of the Foundation, A. J. Little, argued that taxation was a prime
example of the need for planning; tax levels had become dangerously high
and controlled changes could have a great effect on the economy. Conse-
quently, "it is time for a complete study of taxation in Canada to deter-
mine how our taxation policy of the past has affected our economic growth,
and to determine 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.l5
Thus, from the late 1950's, business spokesmen increasingly com—
mented upon the expanded role of the state and argued for the necessity
of a fundamental reorientation of state economic policy, the development
of systematic planning and the elaboration of new departments or institu-
tions within the state to organize the requisite changes.16 Within this

general commentary, there was considerable concern expressed over the

structure of taxation and its relationship to economic growth.
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Development of State Economic Policy

The government was well aware of the prevailing climate of opinion
within the business community. In fact, extensive discussion of econcmic
policy was also taking place within the state. In the latter 1950's, one
of the most important sources of state and public deliberation on economic
affairs was the Royal Commission on Canada's Economic Prospects (Gordon
Commission) .17 Although the central focus of the Gordon Commission was the
way in which foreign ownership affected the growth and structure of the
Canadian economy, its deliberations touched on a range of other economic
issues as well. It quickly became evident that one of the major areas of
concern - and this certainly reflected wider feelings within corporate
circles - was the tax system.

The Royal Commission retained J. Grant Glassco, a prominent
accountant with Clarkson, Gordon & Co., to study the way in which taxation
influenced investment and the high level of foreign ovwnership.18 The
study recognized (as did the Commission itself) the critical importance
of taxation in shaping investment 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 economy was also emphasized in the brief
of the Canadian Tax Foundation to the Ccmmission.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 po-
licy 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 common business view that re-
ducing corporate taxes and the double taxation of dividends could be an
important stimulus for investment. It also emphasized that taxation
must not retard initiative and incentive and consequently recommended

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 Commission also commented upon
taxation. The Report supported faster write-off of capital investment
to stimulate manufacturing,20 more favourable depletion allowances for
the oil inqdusta:y21 and reducing the impact of tax features that discour-
aged Canadian ownership. Of more significance than its specific recom—
mendations, the Gordon Commission and the widespread discussion of its
deliberations reflected the growing attention being paid to taxation

as a vital, but increasingly problematic, component of economic policy.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 economic (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 investment and Canadian owner-
ship.23 The establishment of the National Productivity Council in 1961
reflected government 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 Committee of the Senate on Manpower and
Employment intensively studied the weaknesses of the Canadian economy,
especially the persistence of high unerrlployment.25 The proceedings of
hearings and research studies of this committee were over 1500 pages in
length and constituted a major source of economic discussion and analysis
during this pe;riod.26 The Special Committee emphasized state intervention
and planning, but found a serious lack of coordination of governmental
economic policy. It stressed the need to stimulate the expansion of the
secondary manufacturing and capital investment industries. Noting that

"taxation, at the level which prevails today, is a powerful instrument
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for good or ill", the Report called for tax incentives to promote indus-
trial research and development, innovation and manufacturing exports.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 fundamental issues of economic policy. Given its central impact on
the economy, it was not surprising that the development of a tax system
conducive to industrial expansion and economic growth was a prevalent
theme in these deliberations.28

II. Emerging Pressure for Reform of the Tax System

The tax system was not simply being discussed as one important
policy issue among many others. By the mid-1950's, taxation was increas—
ingly being portrayed as a severe economic problem by a mounting business
campaign for the thorough restructuring of the entire tax system. The
business community argued that the tax structure had become needlessly
complicated, was fraught with anomalies and inequities and that, most
importantly, high levels of personal and corporate taxation dangerously
reduced investment and retarded economic growth. The strength of this
corporate opposition to the existing system had been shaped by a number
of factors. In previous economic crises, such as the First World War and
the depression, increased government 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 World War had led to steadily rising state expen-
diture which did not allow for tax reductions and which in fact resulted

in a parallel growth of state revenue. In addition, many businessmen were
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apprehensive about the growing encroachment of the state into areas of
economic activity traditionally seen as the realm of the private sector.
The steadily rising levels of taxation, which were outside of the histo-
rical experience of business, became a symbol of this widespread busi-
ness unease. Although at times somewhat hysterical and varying greatly
in sophistication, the belief that high taxation and the overall tax struc-
ture were serious impediments to economic growth and accumulation had
become firmly established within the business community.

These issues were the subject of much discussion between major
corporate associations and state officials. As early as 1955, the Cana-
dian Chamber of Commerce was pressing the government for the rationaliza-
tion of the tax system. In its pre-budget submission 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 income
tax created significant uncertain’c:y.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 income 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 met 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
major 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-

32

siderations." While recognizing the state's need for revenue, the C.M.A.
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submission 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 Commission 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 Commerce'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 manufactu-
ring industry.33

Extensive discussion of taxation was also common 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 World. nod He
first argued that given the growth of state activity and expenditure, and
the limits this imposed on the possibility of lower taxes, it was all the
more 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 most equitable manner possible, consistent with the above

objectives." 53

He noted that the goal of equity was highly intangible
(and clearly rated it a distant third). Petrie argued that the complicated
structure and high levels of taxation were creating severe problems for

investment and initiative. 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 now indicaf;ed. We have tended

in the past to tackle the problem in a piecemeal fashion."36

In 1957,
high levels of personal and corporate income taxation were seen as a
major problem by economists, businessmen and government officials par-
ticipating in a seminar at Queen's University37and the annual meetings
of the Canadian Manufacturers' Association. Kenneth Carter, a leading
tax expert and chartered accountant, spoke to the latter's management
session on "Taxation - Does the Government Know Best." While recommen-
ding a number of specific changes, such as improved capital cost allow-
ances, Carter's major conclusion was that "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 mount during the early 1960'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 extremely influential corporate spokesman, to a taxa-
tion conference on "Needed - A Philosophy of Realism. n40 Twaits saw the
tax system as a serious economic problem and emphasized that "instead of
patchwork expediency and destructive competition 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. itk 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 how 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 income tax. Twaits
echoed a common business complaint that the exemptions from corporate
taxation enjoyed by cooperatives and government enterprises were unfair
and discriminatory. The basic thrust of Twait'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 government was essen-
tial to the efficient operation of the economy.

Corporate opinion became increasingly solidified and pressure mo-
bilized around a number of specific themes. 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 Commit-
tee of the C.M.A., spoke to the plenary session on management 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 promote exports and research and development. 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 promoted industrial growth.43 Similar arguments 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.‘]'4 These
concerns were also influenced by the specific conditions of that period.
Trevor F. Moore, vice-president of Imperial Oil, noted the prevailing
anxiety within 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.q'5
The business community's solution to the problem of high taxation

was a virtually unanimous demand for tax cuts.46

This demand was being
pressed by the major business organizations on the government. The Cana-
dian Manufacturers' Association's 1962 brief to the Royal Commission on
Banking and Finance advocated improved depreciation allowances and invest-
ment tax credits to enhance the competitive position of Canadian industry.47
The C.M.A. president stated in a major speech that in order to create new
capital for industrial development, Canadian taxes must be as low as other
advanced countries. C. A. Pollock further argued that "corporate and
individual income tax reductions are the most urgently needed items to

8

stimulate the economy."4 The executive council of the Canadian Chamber

of Commerce had presented a similar view in their 1960 annual pre-budget
submission to the federal c_;overmnent.49
An increasingly frequent variant of this business opposition to
high taxation was criticism of the progressive structure of personal in-
come taxation. The graduated structure and high marginal rates of personal

income 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 most influential Canadian tax experts, told the 1960 meeting that
the tax system must encourage investment.50 He argued that high and pro-
gressive rates of personal income 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 investment and unfortunately

these rates are almost entirely a political dodge. wol

On purely economic
criteria, Perry would like these high rates abolished, but recognized that
the ideology of progressive taxation made such a drastic change politically
impossible for any government. He did recommend further inducements for
corporate investment, such as the capital cost allowances. 2 The 1961
conference of the C.T.F. featured a plenary session on the "Ability to

Pay Reconsidered. w0

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 income 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% would be more effective
and would raise as much reserve as the existing personal income taxes.54
The speaker following Eaton in the plenary session, Trevor F. Moore, was
also troubled by progressive taxation: "I do not consider it unjust that
low income groups should pay a low rate of tax, but I cio 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 money is presumably 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 vital role of fostering economic
growth: "any system of taxation which inhibits the aggressiveness,
inéenuity 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
businessmen asserted that high taxation severely damaged the economy and
that the growth of big government retarded initiative and development.
However, more sophisticated and expert commentary was also widespread within
the business community. As early as 1955, J. Harvey Perry had outlinéd the
wider context within which the state fiscal policy had to be considered.56
A severe problem for the development 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 fundamental con-
straints on tax policy and reform; 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 development of the tax
structure. Perry argued, for example, that inheritance tax can hinder the
generation of wealth, but given the general ideological commitment 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
more informed and comprehensive debate during the early 1960's was played
by the Canadian Bar Association, the Canadian Institute of 'Chartered

58 ap-

Accountants and their jointly-sponsored Canadian Tax Foundation.
though these organizations also stressed the problems of high taxation and
the necessity of major reform, such professional and expert spokesmen were
often critical of the more strident business demands. For example, Ronald
Robertson, director of the Canadian Tax Foundation, was skeptical about
much of the "renewed onslaught of criticism of the Canadian tax structure
from many quarters."; such complaints frequently ignored state revenue needs
and many demands focused on specific areas of taxation in isolation.”’ He
urged business to take a more analytical approach to the problems of the
fiscal system; to go beyond merely emotional or ideological res.ponses.60
Nonetheless, Robertson and other tax experts did accept the basic thrust
of corporate opinion; that the tax system was too complex and its rates
were too high. He recommended that the high rates of personal income tax
be reduced and replaced by a flat proportional rate.®l

Summary: Business Pressure for Tax Reform

From the mid-1950's, the tax system had become an issue of serious
concern for growing numbers of Canadian businessmen. Denunciations of the
high levels and excessive complexity of taxation had steadily increased in
intensity from this period on. So also had demands for immediate reductions
and a thorough restructuring of the entire tax system became increasingly

prevalent. Throughout the late 1950's and early 1960's the belief that the
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tax structure had become a serious economic problem and was in need of
drastic reform had been increasingly solidified and mobilized within the
business community. The result was that by 1962, corporate pressure on
the government for tax changes had becaome virtually constant: "In the
early months of the year, briefs from most major trade associations and
business organizations and speeches of individual businessmen centred on
tax problems. Opinion crystallized that much was wrong with the present
tax system - such words as 'frightful' and 'appalling' became the most
overworked in the corporate vocabulary.. ."62
The mounting pressure for tax reform came 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-
vasive theme of discussion at numerous business conferences and in the
toutine interaction between corporate and state officials. The business
press had played a central role in catalyzing and marshalling the growing
campaign to restructure the tax system; more specifically, it was the

"...Globe and Mail, which, with the Financial Post, spearheaded the attack.."63

The extensive coverage of discussions and deliberations on taxation by the

Financial Post emphasized the damaging effect of high taxation. This

journal, of tremendous influence within the business conmunity64, 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. More 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 reform.

Similar themes were stressed by the preeminent daily newspaper

in Canada, the Toronto Globe and Mail. For example, a December, 1961

editorial strongly argued for a comprehensive 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

trouliles, "0

The editorial then emphasized that "the great defect of
the existing system is that it was never thought out or planned in any
comprehensive way." With the greatly expanded role of the state, the
consolidated structure of the economy of the modern period, and most
importantly, the high level of taxation, the haphazard and uncoordinated
development of the tax system had become a serious problem. Finally,
the paper repeated a common corporate charge that "heavy income and
corporation taxes, in particular, are slowing up capital formation, dis-
couraging saving, investment and enterprise, and forcing both industry
and government to rely more and more on borrowing 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 implications.
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Business demands for tax changgs focused on a number of consis-
tent concerns: the increasingly discussed possibility of capital gains
taxation, to which business was uniformly and violently opposed66 ; the
double taxation of corporate surplus, first as profits and then when
distributed as dividends as personal inocme67; and estate taxation, which
was seen as a severe obstacle to the retention of control of small and
family owned businesses.®® Business also called for changes in tax
administration to reduce complexity and uncertainty. However, the most
pervasive and significant thrust of business pressure was the widespread
demand for reductions in personal and corporate income taxes. These cuts
were not seen solely as short-term adjustments - as mechanisms 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 transformed structure of an advanced capitalist economy
was repeatedly stressed. A fundamental premise of corporate policy was
that state intervention in general and tax policy in particular must en—
courage economic growth. The tax structure must do so by facilitating
and stimulating the accumulation of profit and capital. The idea that
taxation should contribute to social equality was recognized in principle,

but in practice was very much 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-
tive reaction to large government expenditures"sg, 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-
nomy. There were, for example, rumblings of discontent from the manufactu-
ring sector on the far more favoured tax treatment 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. °
The oil industry was itself strenuously arguing for more favourable deple-
tion allowances.n; 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.

Mounting Demands for a Study of the Tax System

Increasingly, informed business opinion had been appealing for the

caomprehensive 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 become 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 much has been said in
recent months by thoughtful people about the need for a study of our com—

73 John

plete tax structure, that my remarks can be comparatively brief."
Robarts, premier of Ontario, was naturally much involved in the ongoing
formulation 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."74
Finally, one of the most influential businessmen in Canada, W. Earle
McLaughlin, president of the Royal Bank and director of numerous other major
corporations, tonk -1 this call. In his wide-ranging address to the bank's
widers' meeting in January 1962, McLaughlin argued that "our
wsincentive 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 establishment

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 more 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 determine 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 Commission 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 movement did discuss the tax structure, it was from a policy per-
spective sharply divergent from that of business. In February 1961, the
Canadian Labour Congress' annual legislative brief to the federal cabinet
~ntained a number of consistently progressive proposals for tax reform:

" of regressive sales taxes, base taxation more on ability
to pay by means of more progressive income taxes, close the numerous loop-
holes in corporate taxation, institute a capital gains tax, expand 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 more
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equitably."77 Labour's policy was more ambiguous than this brief would

indicate. In May 1962, a Canadian Labour Congress policy statement on
economic growth and unemployment offered qualified support to the pre-
vailing business position when it called for cuts in corporate tax rates

to stimulate the econormy.78

The C.L.C. however emphasized that such re-
ductions must be accompanied by increased public investment.

The fundamental point here is that the impetus for tax reform 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 affluent more 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 came from the
business community. Furthermore, these corporate demands for the rationa-
lization of the tax system and for tax reductions to stimulate growth and

investment were framed in terms of the concrete interests of capital.

IITI. Establishments of the Royal Commission on Taxation

(Carter Commission: Summer 1967

The government was very much aware of prevailing opinion within the
business community. As early as 1958, Donald Fleming, then Progressive
Conservative Minister of Finance, conceded that high taxation could have
damaging effects: "taxation when it becomes oppressive can blunt incentive
and blight initiative."’® 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 environment. He stressed the importance of fiscal policy and
taxation in promoting 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 measures to stimulate the economy have been directed to an important
extent towards fiscal relief for our business enterprises."el

Finally, in response to increasingly intense corporate pressure,
Prime Minister Diefenbaker promised 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,
promising that "there will be a complete 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 from 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 immediate and longer-
term, contributed to this policy initiative.

Political Context

The Royal Commission 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 une.mployment,84 and had conéequently been facing declining popular
support. Naturally, these problems were ongoing concerns of state policy,
but it became particularly important for the electoral fortunes of the go-
vernment to be able to offer an optimistic programme for economic growth
during the campaign. The result was the Conservatives' sixteen point
"prosperity blueprint", of which the promised tax reform 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 development, increased vocational training and encoura-
gement of small J'.nvestors.86
If tax reform was an important part of the overall Conservative
programme 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 immediate electoral context, the promise of a
more equitable tax system can be related to the wider political philosophy
of the Progressive Conservative party. The Diefenbaker government 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 government
policy to an important degree. One result, at least at a general level, was
a consistent committment to redistribution, to the amelioration of regional

and social inequality. 88
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Business Dissatisfaction with the Diefenbaker Government

The government had to contend not only with tremendous direct
pressure for tax changes, but also with a more general, but extremely
pervasive, discontent within business. To solidify his populist image,
Diefenbaker had sought to avoid the traditional identification of a
Conservative government with the financial community. He portrayed him-
self as champion of the common people and as critical of the power and
prerogatives of big business.89

The corporate sector was extremely apprehensive about Diefenbaker 's
anti-business public stance, but was even more opposed to specific aspects
of the government's economic policy. Business had recognized the opportu-
nistic political motives behind the grand vision of economic prosperity
and regional growth contained in Diefenbaker's National Development Policy

and had refused to cooperate.90

Previous sectiomsoutlined the widespread
unease with state fiscal policy, especially steadily growing expenditures
and large deficits. In addition, many corporate spokesmen objected to the
government's ideological narrowness; specifically to its hesitation in
fully implementing comprehensive economic planning and intervention. There
was also general dissatisfaction with the government's lack of success in
managing and stimulating the economy.

This prevalent corporate unhappiness with the Conservative govern-
ment became closely interrelated with mounting business pressure for tax
changes. For many years a central focus of criticism had been the graduated
structure and high marginal rates of personal income taxation. The govern-

ment 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 programmes which he saw to be out of all proportion to real
needs and contributions and went on to state:

Some would say that this system is described by the simple
word socialism. And, incidently, when the Prime Minister
whose government in the past few years has twice increased
the degree of progression in the income 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

Government Reactions to Business Unrest

In the face of such hostility, the government instituted a number
of changes designed to placate business. In 1962, M. Wallace McCutcheon,
a key figure in the Argus conglomerate, was appointed to the Senate and
brought into the cabinet precisely because of his respected position within
the higher circles of corporate power.92 The government had also created
the National Productivity Council to bring together business and political
leaders in the formulation of economic policy. Immediately before the
Royal Commission was announced, the 1962 budget contained a number of im—
portant tax incentives for Canadian industry: lower taxes for manufactu-
ring on revenue from increased sales, more generous depreciation for new
production, wider deductions for industrial reserach and development, and
concessions to stimulate exploration for oil and gas;.93 And finally, of

course, the establishment of the Royal Commission on Taxation was itself

a major concession to corporate pressure.
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The Structural Basis of Tax Reform

In addition to political and electoral considerations, and the
need to appease business opposition, there was an even more fundamental
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 important
for state finances, with the steadily growing levels of expenditure and
revenue. The necessity of adapting the tax system to the structure of
the modern political economy was the ultimate imperative for the detailed
analysis and reform of taxation.

The Royal Commission in Context

Thus, the establishment of the Royal Commission on Taxation was
determined by a complex of factors. The tax system had to be rationalized
to correspond to the requirements of an advanced capitalist economy. Re-
flecting this structural basis, but also arising from more immediate eco-
nomic conditions and the concrete interests of capital, was the pervasive
business drive for tax changes. These factors taken together amounted to
irresistable pressure on the government for the fundamental reformulation
of tax policy. The 1962 election campaign constituted a particularly oppor-—
tune time for the government to announce its intention of setting up a
Royal Commission. By acting then the government could hope to both restore
its strained relations with business and gain electoral support. -

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 government made good its pledge in the fall of that year with the
establishment of the Royal Commission on Taxation and the announcement
of its composition and terms of reference.

The Royal Commission on Taxation (Carter Commission)

The preceding section has outlined the electoral factors, political
pressure and structural requirements of the economy that all played a part
in the genesis of the Royal Commission. It must also be emphasized that
the Commission was explicitly created to play a central policy role in the
restructuring of the tax system.

On August 27, 1962, Prime Minister Diefenbaker formally announced
the creation of the Royal Commission on Taxation. The significance which
the government attached to the policy role of the Royal Commission 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 economy. It was to recommend improvements to the tax
laws "consistent with the maintenance of a sufficient flow of renenue."
Among the specific issues to be addressed were the distribution of the tax
burden; the means whereby Canadian ownership could be encouraged without
restricting the inflow of foreign capital, the balance of payments and
international economic relations; anomalies, inequities and loopholes for
the avoidance of fair taxation within the existing laws; changes for "greater
clarity, simplicity and effectiveness"; and the effect of taxation on emloy-
ment, living standards, savings and investment, industrial productivity and

economic growth and stability. The chairman was to be Kenneth LeMesurier
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Carter, a prominent Toronto chartered accountant and noted tax authority.
Carter had been chairman of the Canadian Tax Foundation, head of the

federal sales tax committee in 1955-56 and president of the Institute of
Chartered Accountants of Ontario.97

The Policy Role of Royal Commissions

The use of a Royal Commission as a major instrument of state policy
formation was not unique: "the Diefenbaker period was notable for the
number of major policy issues it launched via the mechanism of the royal

o= Royal commissions have tended to be of two general types.99

commission. "
The first have been concerned with non-recurring issues such as industrial
disputes, catastrophes or political scandals. In dealing with the immediate
problem and initiating some degree of government action such commissions
have been fairly successful.

The second category of royal commissions is of most interest here:
comprehensive studies of crucial recurring issues of social, political and
economic policy. Royal commissions made an important contribution to the
thorough rationalization of state policy that took place during the post-
war years. From the late 1950's on there had been commissions on the
general prospects and structure of the Canadian economy (established 1955),
broadcasting (1955), energy (1957), railway transportation (1959), publi-
cations (1960), government organization (1960), banking and finance (1961),
health services (1961), and bilingualism and biculturalism (1963). While
many specific recommendations 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 modern royal commission had developed from an ad hoc tribunal
into what was in essence a temporary, but sizable government department.
They assemble large staffs of social scientists and expert advisers and

100

accumulate a great deal of data. The public, ad hoc and primarily in-

vestigative character of royal commissions however imposes certain limita-

101 meir ad hoc

tions on their use as a technique of policy development.
nature and the fact that commissions can only recommend, 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 important sources of policy on federal-provincial
relations in the past, a major recent trend has been the establishments
of a range of institutions to explicitly coordinate the various levels of

102

government on an ongoing basis. The government can not control the

public and relatively independent nature of royal commissions and their

conclusions can prove en1barassing.103

There are further-ways in which com-
missions have a distinct political content. Not being obliged to implement
the findings of royal commissions, governments have often used them as a
delaying tactic - as a means of deferring and diffusing contentious poli-
tical issues. The government can claim that a problem must be thoroughly
studied before direct action can be initiated. By the time the enquiry is
completed the immediate 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 method of policy formation. Not being bound by Commission recommen-—

dations has an additional advantage for the government. Commissions can
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be used to broach controversial policy issues. The government can then
survey the reaction to the proposed policy and decide how best to proceed.
Nonetheless, these limitations do not prevent royal commissions
from being an influential tool of policy analysis. They have been parti-
cularly suited for vital issues of more general concern upon which signi-
ficant public pressure or discussion has been centred and in which major
new departures are needed. They can draw on wide sources of expertise and
information to develop a comprehensive analysis which is independent of the
immediate pressure of state administration. As a public forum, royal
commissions can sample general societal opinion and prepare the populace
for government initiatives. Further, by reflecting apparent government
concern and action on key issues, they can contribute to the overall legi-
timation of the state. In short, royal commissions can be useful mechanisms
of policy formation and were extensively used as such in the post-war years.
These 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. The
Royal Commission was important precisely because taxation was such a com-
plex issue; it was widely agreed that comprehensive 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 element of liberal
democratic ideology. The public hearings of the Royal Commission, 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 Commissions of the post-war period dealing with central
policy issues had an important common feature: extensive corporate
participation and influence in their deliberations. In the brokerage
tradition of Canadian politics, the composition of the Commissions sought
to balance major economic and regional interests. Appointments 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 Commission on Banking and Finance was at work during the
same period as the Carter Commission. It was examining one of the most
vital sectors of the economy and issues at the centre of state fiscal,
monetary and economic policy. The chairman was Dana H. Porter, chief
Justice of Ontario. Other members of the commission were W. Thomas Brown,
president of a Vancouver investment firm, James Douglas Gibson, a leading
economist and general manager of the Bank of Nova Scotia, Gordon 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's
University and an adviser to many previous government policy bodies.104

It is the chairmen who are most important in shaping the direction

and operations of royal commissions. Consequently, the type of person
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appointed to such key positions is a good reflection of government pri-
orities. The corporate sector predominated here as well. The Royal Com-
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 Commerce, Massey-Ferguson and other major
corporations, vice-chairman of the board of governors of the University
of Toronto, and previously chairman of the federal Wartime Industrial
Control Board. The chairman of the Royal Commission on Government Orga-
nization was J. Grant Glassco, a leading Toronto accountant with Clarkson,
Gordon and Co. who was later also to be president of Brazilian Traction.
The Royal Commission on Canada's Economic Prospects was chaired by Walter
Gordon, a member of a wealthy and long established Toronto business family.
Gordon 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.

More generally, studies of economic power have shown the widespread
involvement of corporate executives in numerous government commissions

105 In addition, research and administrative staff were

and enquiries.
drawn extensively from business, as well as academic and government
circles. The hearings of the royal commissions were open to all interested
groups and were in fact attended by a wide variety of organizations.
However, there were consistently far more submissions, and of a more

impressive quality, from corporate sources than from any other interests.

The Composition of the Royal Commission on Taxation

Following this common pattern, the members of the Royal Commission

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 activity in the Canadian Tax Foundation involved him with
the highest levels of corporate power. Carter had in fact played a leading
role in the formulation of business tax policy. e had been, for example,
much involved in the deliberations of the Canadian Manufacturers' Associa-

tion on this issue.l07

Carter had led the C.M.A. delegation to the federal
cabinet in its annual pre-budget submission in December, 1956. Earlier
that year he had been co-chairman 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 member
of the panel of the taxation conference at the yearly meetings.

J. H. Perry played a vital role in the work of the commission,

second only to that of the chairman. As previously noﬁed, Perry had been
a top official in the Department 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 became executive director of the Canadian Bankers' Association,
one of the most 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. 0%

One indication of the decisive role of both Carter and Perry was

the amount of time spent by the various members on commission work. In
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response to a question in the House of Commons on the payment 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 payment of $68,100.
Perry worked 607 days. By contrast, Beauvais, Grant, Milne and Wall res-
pectively worked 334, 335, 432 and 439 days.lo9

Among the other appointees to the Commission were A. Emile Beau-
vais, a Quebec City chartered accountant and director of several companies.
Ee 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 government for fiscal advic:e.l10

Donald Gordon
Grant was a lawyer, general manager of the Nova Scotia Trust Co. and direc-
tor of numerous other corporations in Halifax. Charles Walls was manager
of the British Columbia Federation of Agriculture. Mrs. S. M. (Eleanor)
Milne of Winnipeg was treasurer of the National Council of Women and "in
addition assists her husband in his accounting practice."lll

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

112 How "broad and varied"

expertise of the other half of the commission."
the composition of the Royal Commission was is another question. Its
membership was certainly balanced in terms of having a woman, a French-

Canadian and residents of all the major regions, but it was highly unre-
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presentative in class terms.ll3 In terms of holding major corporate

positions and being involved in significant business enterprises, four
of the commissioners (Carter, Perry, Beauvais, Grant) can be seen as
belonging to the broadly defined capitalist class.]'14 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 meet fellow members from the highest levels of the corporate
and political worlds in the Rideau (Ottawa) and the University (Montreal)
clubs.]'15 Grant was involved with a children's hospital, the Red Cross
and other charities in Halifax. Carter had been president of the Cana-

116 trustee of the United Fund in Toronto and direc-

dian Welfare Council,
tor of the Toronto Symphony Orchestra Association. It is not clear at
what level of the business community 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 commissioners were drawn largely from the busi-
ness community and the business-orientated tax professions. While there
was an official of an agricultural organization on the Royal Commission,
there was no direct representation at all from the working class.

IV. Conclusion: Initiation of Reform Process

At one level, the massive business pressure was successful: the
Royal Commission on Taxation was established in 1962 and the government
was firmly committed to a thorough reorganization of the Canadian tax
system. = On the other hand however, the government did not accede to

corporate demands for immediate 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 policy-makers had

to ensure that whatever reforms were made, sufficient revenue would still
be produced. More generally, because taxation was such a complex yet
central issue of state economic and social policy its reformulation could
not be carried out in haste. In addition, party competition ensured that
the government must attempt to develop tax changes that would appear
attractive to the largest number of voters as well as respond to business
pressure. The government's solution, both to moderate the immediate poli-
tical controversy and allow for extensive policy discussion and consulta-
tion, was the time-honoured tradition of creating a Royal Commission.
That leading corporate figures had been calling for such an enquiry made
this decision particularly suitable.

The crucial significance of the Carter Commission was that the
process of tax reform was now firmly underway. The great impact of taxa-
tion upon the interests of all groups within the social structure and the
fervent opinions and strong pressure already developed within the busi-
ness community guaranteed that debate on the direction of reform would

be lively.
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Glassco's brief was summarized in the Financial Post, February 4,
1956, p 20; April 6, 1957, p 32. Such Commission briefs and
studies were widely reported in the business press.

Canadian Tax Journal, January-February 1957, pp 2-9; also digested
in Financial Post, March 17, 1956, p 21.

Op.cit., Ch 24.

Ibid, appendix H. The oil industry had been demanding improved
depletion policies before various government policy making bodies
for many years. It finally convinced the Gordon Commission;

M. W. Bucovetsky, "The Mining Industry and the Great Tax Reform
Debate" in A. Paul Pross (ed), Pressure Group Behaviour in Canadian
Politics, Toronto, McGraw-Hill Ryerson, 1975, p 112, FN 58.

See discussions in Canadian Tax Journal, January-February 1957,

PP 2-9;

Financial Post, September 17, 1960, pp 1, 3.

See Phidd and Doern, op.cit., pp 472-5. This body, the forerunner
of the Economic Council of Canada, accomplished little directly,
but did provide a forum for corporate-state policy discussion.

John Porter, The Vertical Mosaic, Toronto, University of Toronto
Press, 1965, p 529, also discussed the National Productivity Council
as an early example of a government policy body which featured the
extensive participation of powerful corporate representatives.

It is interesting to note that the Council was "an effort to help
plan industrial-sector productivity without calling it 'planning'";
Phidd and Doern, op.cit., p 52. The extreme free-enterprise
ideology of the Progressive Conservative party made it difficult
for the government to publicly acknowledge such state economic
intervention for what it was. Similarly, because Prime Minister
Diefenbaker did not wish to appear closely allied with business,
the government had in 1960 rejected a suggestion to establish a
committee of top businessmen to advise the Department of Trade and
Commerce; Peter C. Newman, Renegade in Power: The Diefenbaker Years,
Toronto, McClelland and Stewart, 1963, p 194. In this way, objec-
tive structural trends and functions of the state which encourage
business-government coordination can be constrained by more mundane
partisan or ideological considerations.

Report, 4th Session, 24th Parliament, 1960-1, Ottawa, Queen's
Printer, January 14, 1961.

Saywell, op.cit., p 183.

Op.cit., pp 4-5.

Ian Gough, "State Expenditure in Advanced Capitalism," New Left
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.

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 government to aid its
preparation of the annual budget. Delegations from the Canadian
Manufacturers' Association, the Canadian Chamber of Commerce and




266

a joint committee of the Canadian Bar Association and the Canadian
Institute of Chartered Accountants each presented a comprehensive
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 chairman of the Canadian Tax Foundation:
"Under the heading of tax legislation, the Foundation each year
sponsors a delegation of lawyers and accountants who meet in Ottawa
to review with departmental officials the annual ammendments to
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Financial Post, November 28, 1959. p 7. The assumption here that
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by Perry above, the actual distribution of the tax burden was

simply not well researched at that time. The later studies of
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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.

December 18, 1961, p 6.

It will be seen that the business demands of this period were
later repeated in the formal submissions to the Royal Commission.
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op.cit., p 171.
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Canadian Labour, 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-
vernment policy making, was the major pre-occupation of C.L.C.
politics during this period; see David Kwavnick, Organized
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1968, Montreal McGill-Queen's University Press, 1972.

Canadian Labour, May 1962, p 22. In terms of the political
incorporation of labour introduced in Ch 3, organized labour
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Canadian Tax Journal, January-February 1958, p 35. In this speech
to a conference of tax economists, Fleming also outlined what an
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contact the C.M.A. had with every level of government. -
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supported by the Liberal Party; party leader Lester Pearson was
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for five years, Globe and Mail, (Toronto), August 28, 1962,
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esp. Ch 25.

Newman, 1963, op.cit., pp 182-93. This popular image was based
upon the calculation that there were far more votes available
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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 governmment 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.

Ibid., p 192. Business' refusal to cooperate condemned the
plan to failure.
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Financial Post, April 14, 1962, o 5.
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of Commerce welcomed the Commission and used the occasion to
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and Jack Mcleod (eds), Agenda 1970: Proposals for a creative
politics, Toronto, University of Toronto Press, 1968, pp 256-
80.

Hodgetts, 1968, op.cit.

Hodgetts, 1964, op.cit.
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This certainly proved to be the case with the Royal Commission
on Taxation.

See Canadian Business, January 1962, pp 30-1.
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Most of the following biographical data has been taken from the
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Financial Post and other journals discussed the membership of
the Royal Commission. These will be referred to when specifically
cited.

As reported in Industrial Canada, various issues.

C.T.F., 1962 and 1963 Conferences.

House of Commons, Debates, March 15, 1967, pp 14022-3.

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
information on its members. C.T.F., 1962 Conference, p 7ff.

It is difficult to know how to interpret this statement; it is
certainly highly condescending. Perhaps Perry was simply trying
to establish Mrs. Milne's qualifications for her appointment.
Ibid., p 8.

Ibid., p 8.

This reflects the common pattern of government appointments, from
the cabinet and top bureaucratic positions through the many semi-
independent boards, enquiries and agencies. The balancing of
ethnic, religious and regional characteristics (never totally
representative) takes place within a consistent upper and middle
class predominance.

These examples speak to an important methodological problem with
the elite categorization of Porter, and Wallace Clement. The
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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I previously discussed the importance of such clubs, and of

the social world of the upper class more generally, as forums
for the interaction of the capitalist class and other institu-
tional leaders; Ch 2-3.

In which capacity he appeared before the Special Committee of
the Senate on Manpower and Employment 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 hegemony of the capitalist class.

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 transformed requirements of
capital accumulation of the modern economy.



Chapter 6 Deliberations of the Royal Commission on Taxation

I. Introduction

Reaction to the Royal Commission

Not unexpectedly, the reaction of the business community 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 reform. The Canadian Chamber of Commerce heartily endorsed the "long
awaited, much needed probe into Canada'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 Chamber of Commerce, have for years been

pressing for tax reform. With legislation piled on legislation,

a bit added here, a section removed there, the country's tax

statutes can no longer be rationalizedlwith national economic

goals of growth, incentive-and equity.
The Chamber argued that prior to any reform 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 impor-
tant beginning in this task. The Chamber also endorsed the director of the
Canadian Tax Foundation. Ronald Robertson's summary of the basic criticisms
of the tax system; legislation was too complex, tax rates, especially on
personal income, were too high, reform must consider all forms 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
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Commission. It was also extremely 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 Commission
was to be the genuine starting point of the long needed reform of the
tax structure.

The Canadian Manufacturers' Association expressed a similar
enthusiastic response to the creation of the Royal Commission. W. H.
Flynn, chairman of the C.M.A. taxation committee, saw its establish-
ment as the most important recent event in the field of taxation. He
also agreed that Carter was a wise choice to head the enquiry, adding
that "you will recall that he was a member of the panel at our Taxa-
tion Conference last year in Montreall'3

The Royal Commission was also warmly received by the business
professions most involved in taxation. The Canadian Tax Foundation noted
the Commission's broad terms 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 immediately. The most difficult task will be to determine the
real effects of taxation on individuals and, most importantly, on business
behaviour. "Business and industry tax committees across Canada can per-
form an extremely valuable service if they will produce for the Royal
Commission a hard-hitting, penetrating, logical treatise" demonstrating
the harmful effects of high corporate taxation, documenting investments
that were not made or projects that were not initiated, and concretely

showing the usefulness of tax incent:i.ves.5 The C.T.F. offered the full
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use of its resources to assist the conmission.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 comru'.ssion.-7 The journal of the Canadian Institute of
Chartered Accountants also welcomed the Royal Commission. It noted that
the importance of income 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

Not all organized interests were so pleased with the Royal Com-—
mission. The Canadian Labour Congress complained bitterly to the govern-
ment that labour was not represented; given that officials from business,
agriculture and women's organizations sat on the commission, "we find it
difficult to understand why the government should not 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 simply one more demonstra-
tion of what we believe is your determination to keep organized labour
from being directly represented in most of the public bodies which you
have appointed since coming into office. nd

IT. Initial Operations of the Royal Commission

From their appointment in the fall of 1962 the commissioners
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 most important positions were chief legal

counsel, commission 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 be an influential
adviser to Prime Minister Trudeau and chief clerk of the Privy Council
Office; and Professor Douglas Hartle of the University of Tbronto.lo

The bulk of the remaining Commission staff were drawn from aca-
demic, government, legal and corporate circles. Carter had scoured
universities, governments and businesses across the country for the
necessary personnel: "I pleaded with some of the largest firms in the
country for some of their key staff.“ll Among the major companies who
lent the services of executives to the commission were Chevron 0Oil,
Power Corporation, Trans—-Canada Pipe Lines and Sun Life Assurance Co..
Also contributing expert employees were some of the most important cor-
porate law and accounting firms. In addition, a number of individuals
. with the Carter Commission later went on to become prominent political
figures: Claude Frenette became a top executive with Power Corporation
and an influential Liberal Party organizer in Quebec, Marc Lalonde, a
Montreal lawyer, was later a powerful adviser to Prime Minister Trudeau
and still later a federal cabinet minister, and Andre Raynauld of the
University of Montreal later headed the Economic Council of Canada. In
general, the administrative and research staff of the Royal Commission
were very much from the advantaged business and professional strata of
Canadian society.]‘2

The Commission had also been delineating the major aspects of the

tax structure to be investigated and formulating 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 commissioned, 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 Commission. 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 summer of 1963. Finally, fifty of the most
important national organizations were to present their "complete and com-—
prehensive submissions" on tax and tax reform to the fall hearings in
Ottawa.l3 The Commission emphasized what it was looking for from these
briefs: "Commission staff is spreading the word that it wants plenty of
concrete evidence of the effect of our present tax system, not unsupported
ge:neralities."14 At the same time as the Carter Commission was slowly
but surely getting under way, similar studies in four provinces and the
research programme of the Canadian Tax Foundation were also at work.15

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-fonnulating 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 committees became extremely busy, extensive discussions were held,
and questionnaires, proposals and draft material were circulated. Under
the impetus of preparing for the Royal Commission, business policy during
this period became increasingly systematized. For example, general calls
for tax cuts were being replaced by specific demands that the corporate
tax rate be reduced 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 appointment relieved little of the pressure
on the government for immediate tax relief - a point made emphatically
in speeches at the annual meetings of the Chamber of Commerce and the
Canadian Tax Foundation and the National Industrial Expansion Conference
in the fall."’

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. w18 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 companies 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 income taxes" was con-

demned. The Financial Post predicted that without new tax incentives the

Canadian economy would face extremely serious difficulties. Government
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 more of the
soak-the-rich theology thatvcreated the great Canadian tax mess."

The direction of tax reform 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
Reven.ue.19 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. Frank S. Capon,
vice-president of Dupont of Canada, called for the total elimination of
corporate taxes.20 This notion was opposed by Dr. A. K. Eaton, formerly
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 income rates should be lowered and the lost revenue made up with
higher sales taxes.21 This debate took place within "complete agreement on
the need to reduce the burden of the corporate tax" among the delegates to
the conference.22 Jacques Barbeau, former 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



282

would be best to achieve the same effect indirectly by means of more
generous tax incentives.23

Within the business community widespread criticism of the high
rates and inconsistencies of the tax structure persisted and the mood
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-term 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 Commerce edito-
rial proclaimed "needed: courage to cut taxes" and argued that the need
for lower personél and corporate taxes was too critical to wait for the
Carter Commission to report. It further stressed that government deficits
should be controlled by reducing expenditures.25

At the same time as the Royal Commission was beginning its opera-
‘tions, the Canadian Manufacturers' Association was also presenting its
views on taxation to the government.26 The general election of April 18,
1963 had resulted in a ch<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>