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ABSTRACT

Regional growth literature indicates that the relations
between the core and the perioheral regions, and the process
by which growth is transmitted between regions are of prime
importance in discussing growth disoaaities.

Northeastern Ontario is a peripheral region, economic-
ally subordinate to the Onnario core region, and exhibits ad-
verse growth conddtions. Divverification of the region’'s resource
dependent economy has been called for by many grouDS but has
been hindered by the perception of higher mannffacuring wvwvedw”t-
ion costs, Howevvr, these costs have not been investigated.

In this thesis, Northeastern O0™ario centers* factor
costs Iin maauufaturing are compared with core centers* costs
by utilizing a cost accounting method. The results indicate
that some Northeastern locations may be cost attractive locations.
Howevvr, low costs uerived for Toronto would indicate continued
maanfanCuring conccntration in the principle centers of the
core region.

When costs are calculated for hyporhieical firms, the
importance of the factor requirement structure is indicated iIn
determining location. Northeastern locations would be attractive
to Firms with large land, and low labour requirements. If
future analyses verify these results, alternative explanations

of the development problem of the Northeast should be explored.
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PREFACE

This thesis deals with a single aspect of the
coiiiex regional development problem which ex.sts in the
Northeartern On<?jrio planning region. The problem as a
whole has often been studied by the Ont"irio provincial
goeernmen, the Onnario Ecriric Coonncl and the Canadian
goeernment. Baaically, the performance of the region's
economy has been below provincial average, and its growth
and development has been hamif*red by the structure of
core-periphery relations. For example, there exists a
basically colonial iid”sSt™:irl system orimted towards
resource extraction which functi“ons with a dissatisfied
wookforce in an rlirirt:rd society.

The iNnh~b™ts of the region are not satisfied
with government policy and attempts aimed at alleviating
the problems that result from the continuation of the
historic ™itural resource-dependent economy of the region.
This dissatisfaction on the part of the inhabitants is
firmly based on the pooitical nature of the problem. As
early as 1891, resentment against the provincial goeern-
mrn't support of mining communis’ exp”~otation of the
region, without just taxation to support the region's
dreelolmr~t:, led to calls for separation from the rest of

the ~oeince.l A current maa™ee ta™on of Brovincirl dis-

regard for the region centers on deeelopm?i®t policy. The



provincial government has long prom.sed to foster indus-
trialization and resource processing in the Nootheast but
it also promised the Toronto-Centered Region, which does
not require government development assistance, that it
could probably increase its role in processing resources
.2 . , .
from northern Onnario. Subsequueniy, there is a wide-
spread belief that the provincial governmeen’s programs
for development are piece-meal and often based on thin
. 3 . . .
analysis. As a result, as a recent Financial Post article
noted :
Immptience more than anger fuels Northern Onnaaians’
rekindled sense of self-reliance. In town after
town, people are growing skeppical after years of
big government and talking more of taking economic
development into their own hands -- a n”™ltural reaction
to the long, largely fruitless wait for Queee's Park
to conjure up some splendid regional development plan
launched on a river of tax doHars 4
It is self evident that the econom,c growth process
produces definite and serious anomaaies in the spatial dis-
tribution of its bennefcial and negitltive effects. Subbequuri fly,
this results in serious social development anommaies such as
alienation, lack of oppprrunnties and o™Mc-m</tNit<M’ion. Nooth-
eastern Onnaaro's economy and social developm”ent”, being
adjuncts to the development of the core region of Onn’rio,
suffers from these anoimales. IT economic growth is defined
as the expansion of the economic system in such a manner that

opppotunnty, em!lament, capital accumuuation and standards

of living increase as popunatirn increases, Nootheastern



Ontario’'s economy is not growing in proportion with the
rest of the province. This hrs serious consequences for
the social development of the region. The resulting
alienation and frustration with the provincial governmenn's
handling of the problem has led to the establ.sh™~ment of a
self-hel™p philosophy in the Noorheast. The inhabitants of
the region are attempting to take the responnsbility of
economic develMopm”?itit in their own hands in an attempt to
solve their economic and social problems. This thesis may

be regarded in this light.

THESIS SCOPE AND ORGANNZATION

The purpose of this thesis is two-fold. First, the
commlexity of the regional growth problem in both its
theoretical and actual context will be examined in the Tfirst
two chapters in order to provide an mM<"e/NNistrtdbng of the con-
straints in correcting the regional imbalance. Secondly, a
single tractable element of the problem wvill be analyzed and
a methodology promoted in order to obtain answers for a
specific and current condition. Whhle both the element
examined and methodology emmloyed utilize actual information,
they have theoretical implecrtints.

Theeefore, Chhaper 1 deals with the theoretical
aspects of the regional growth problem in gennral. Here, the
basic concents and explanations of the growth process the

general factors affecting the process, and the policy of growth
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center strategy to intervene iIn the process will be discussed.
In Chhpper 2, the Noorheastern Onnario development problem is
discussed iIin terms of the north-south dichotomy, and the key
chasasCeeistics of the economy, the developm”i®it factors and
orgNitti.zations involved in attempting to develop the region are
enlarged upon. In the third chapper, the element of factor
costs in maufiic™cuiring production is isolated as an element of
the problem which is both tractable and perceived as an impor-
tant barrier to development. As Northeaatern costs for pro-
duction factors are considered significantly above the costs
elsewhere, blame for lack of industry and attempts to attract
industry hinge on the favourable comppi®tison of these costs
with costs in the core region of the province. Therr fore, in
this chapper, annual factor costs are derived In a relatively
simple accounting method. This accounting methodology was
selected for the factor cost analysis in an attempt to pro-
vide some insight into the problem as it exists at the present.
Howwver, i1t provides a basis for future theoretical analysis
into the Norrheastern Orrtario drer]”opm”™I~t problem wWClv also
providing i™”eViat"r, but tentative, results. In Chdptet 4, it
is shown ho*w the derived factor cost fun™'tions may be utilized
in ca”lcflatirug total annual production costs for varying types
of firms. This may be used to indicate the least cost pro-
duction locations for a firm given different factor requ™-
ments and chartsCertstics. The data provided can therefore

be used to identify wWhther or not a firm could operate profit-



ably in a Northeastern location and in public relation cam-
paigns to attract new firms. In the final chapter, the ten-
tative results of Chatters 3 and 4 ate discussed in relation
to the contextual maateral to indicate both imptications
for policy and further research.

As this thesis attempts to deal with the exXxisting
Noorheastern problem, the following observation would be
apptootrate. Policy planning, especially in dealing with
regional economic problems, often tends towards irrationality
because society itself contains elements of irrationality.

The apparent confusion and internal connTadictim with
regional planning in practice is the result of the ideological
and toriticpl basis of decisions. Therrfore, this lack of
"value-free"™ decision-making may tend towards enforcing the
anomaaies of the ecrnrm.c system. In this maannr, regional
planning iIn practice aids Iin the reproduction of existing
conditions. It is this trap of unconnciously enforcing the
existing anomaaies of the economic system that regional
planners must avoid. As R. Peet observed, despite inequaai-
ties in society, there are few social stresses as long as all
the environments of society are ~“ptoving.$ But if they are
not, especially in an alirnat:ei segment of society, the repro-
duction of the condoms will create serious social stresses.
"VNaireN-frree” and ppc=ritiipl regional planning could lessen the
probaaiiity of social stress paaSif-tation. I hope this

thesis may contribute to this viewport.
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CHAPTER 1

THE THEORETICAL CONTEXT - REGIONAL DISPARITIES,
ECONOMIC GROWTH AND GROWTH CENTER STRATEGY

The O~N;jective of this chapter is to discuss regional
development problems in their theoretical context. InitialJ™y,
the concept and need for regional econom.c development wvill
be discussed in terms of the general approaches to regional
planning. This wvill provide a rationale for interest Iin
regional planning and definitions for various problem regions.
As the state of development in a region may be regarded as a
question of economic growth, the theoretical reasons for
growth will be explored Iin the second section. In this sec-
tion, the concept of cornpprrtive advantages, the endogenous
and exogenous factors affecting economic growth, a concept

of accumulating causes, and other explanatory concepts wvill

be discussed. In the third secti™on, the growth concept
which has had greatest appeal to policy makers will be dis-
cussed. Here, the elements of growth c/itter strategies wvill

be su™~m”~zed, with an emmphais on the policy appeal and

implemeetation problems of the strategy.

INTRODUCTION TO REGIONAL ECONOMIC PLANNING
The gennrally high level of economic performance in
the developed nations since the late 1940°s and the wealth

that was created has been characterized by the uneveness of

1



their distribution over space. These spatial imbalances,
while wvarying in seriousness between nations, have resulted
in pockets or regions of chronic unempPoymeet, outmiggation,
limited economic bases and decaying social capptal facilities.
In Canada, there has been increasing recognition that any
future development of the Canadian economy muut allow for a
more equitable ™~r™"ation by ill the econorn.c regi.ons.l

A int;ili's unity can be threatened by a wide variance
in the imbalances of social and economic wealth. In fact,
Canadian Prime Minniter Pierre EIlliot Trudeau once stated
that the failure to deal with these imbalances or disparities
was as great a threat to the national unity of Canada as the

French Canadian question.2

The liti~li taken in order to improve the equity and
efficiency of a national economy’'s spatial dnm”I?iti.on, particu-
larly in regards to dispaaities between regions, can be refered
to as regional economic planning. Regional economic planning
attempts to propose the format by which a region’'s economy can
be dev”iloped. This development takes the form of trying to
correct imbalances in the distribution of social and aconom.c
wealth and Ippplrunity. A case for regional economic develop-
ment can be buult on a concern for a range of social equity
philosophies. In Canada, regional economic development is
desirable because, Tirst, free market forces cannot be relied
upon to satisfactorily con”~der pubbic costs or bene efts.

Induusrial location decisions, for example, are usually based



on an analysis of a firm's private costs and bene fits.
Secondly, economic growth requires a policy to ensure that

a society's scarce resources are TfTully and effectively

utilized. Such a concern generates questions of "place
versus people prosperity'™ and the movemmnt of to
people”™ wversus the movemmnt of "people to loymmet™.

Thirdly, Canadian federal government policy can be hindered
by the existence of these disparities between regions. The
effectiveness of policies intended to increase the sense of
national unity or to combat inflation may be decreased as
long as wide differences in regional unemployment rates
exists. Thee fore, In order to deal with regional disparities
in Canada, regional economic planning has become a commoonnt
of policy formuuation at both the federal and provincial
levels of government.

This policy concern for regional economic development
has grown out of the iIinterest by intellectuals iIn regional
economic growth. This academic interest is relatively recent,
evolving from a lengthy interest in national economic growth
by economists. This traditional em”phai-s on economic growth
of nations was ihiaraieeistii of the writings of Adam Smith,
Karl Marx and Max Schumpeter 3 interest iIn regional economic
growth started to evolve in the late 1920's and 1930°s but it
was not unnil the Ilate 1950's that direct interest in the
research of regional economic growth became propn(~lte:. It

is possible that the early lack of interest in regional
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economies was the result of a belief that regions had essen-
tially the same chaaraCeeistics as smaal nations. Howwwvr,
regions within a national state haee a number of chaaaaCeris-
tics that make poor regions easier to develop than poor
nations. First, since regions lack political bounddries that
regulate or impede the flow of factors and goods of production,
the inter-regional mooblity of labour, capptal and goods is
higher than between nations. As a result, differences in

living standards of the maagntude that exist between nations

do not evolve. Secondly, regions are part of a polielcal
commuunty that will provide a common scale of social services,
form of currency and levels of taxation. In effect, the richer

regions subsidize the poor. Thhrdly, a region has access to
the national markkt. In gennral, regions are more open to
flows of commmdity and factors of production and, therefore,
some exogeneous influences affecting the region may be con-
trolled by the cMI™Mlirrl government.  Underdeveloped nations,
on the other hand, wwhle having tariff and monetary connrol,
may have difficulty in attracting capptal because of pollti-
cal instability. Also, colonial trade patterns with an em-
phasis on the luuorrrtion of consumption goods and dependence
on a few export goods decrease the abb-lity of poor nations to
accurate capptal. As a result of these differences between
regions and nations, regional economic planning has differed
from economic planning for poor nations, and action taken to

foster development in a region has a better chance for success
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than programs to develop poor nations.

Because the analysis of regional economies is a
relatively recent development in econom-c planning, It was
not unnil the 1960's that a fw”c™:innae classification of
regions suitable for planning purposes was developed.
Using Friedmann's categories, 1t is possible to establish
a framework of problem regions as follows:

i. Core regions within a nation have great poteenmial
for economic growth and stability but possibl™y may
become conggeted. Where the development scale has
resulted in diseconomies of scale, for example in
transportation systems, the indussrial efficiency

can be reduced.

Downwwrd transitional regions are areas of estab-
lished sitt:iemint in economic decline as the result

of resource iepletint, declines in the market demand

for the products of the region or loneticre decisions.

iii.!e>cciap pboblem gionons nab bi edtnfiiiea aa eaeas
where resource or location peoculari™es result in
an underdeveloped economy where their resources are
sndiei”stli zed and itiusSrirl development is hindered
by a lack of capital. Due to the lack of investment,
the infrastructures of these regions tend to be
inadequate for growth.

iv. Resource finttiei regions are zones of new settlement

which are based on resource explontrtint. EmmlIoymmnt
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in these areas may be unstable or temporary depend-
ing upon the life expectancy of the resource and

mmrket conditions for the resource.

Because regions are commonnnt parts of a national
system, dispaaities that exist between well functioning
regional economies and the problem regions classed above
cannot be solved in isolation. Regions exist In relation
to other regions. The spatial relationship between the core
regions of the nation and the peripheral regions is an impor-
tant factor for regional economic development. It is the
core region and its local enviirons which usually have wwill
functioning and growing economies while the peripheral areas
include downward transitional, special problem and resource
frontier regions.

A key queetion, then, concerns the factors which

inhibit and promote econom.c growth.

FACTORS AFFECTING THE POTENTIAL OF
ECONOMIC GROWTH IN A REGION

In this section, a collection of factors affecting
economic growth in a region will be classifi“e™d and discussed
in an attempt to explain the variance in regional growth
roles. Whhle the collection is adrniitedly not comppete, it

should allow for an adequate background for later discussions.
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dvantages and Endowments

Regional imbalances in economic growth are coemenly
explained as being the results of differences iIn 'cneaa™™n:ive
advan tages™ or of 'resource endown™"NT ~ese explanations
are general statements and are soeetiens confused with each
other. Comeanaaivn advantage refers to the advantage a
region has iIn some activity as opposed to all other activities
in that region and commared to another region. A cornmpaative
advantage can be expressed Iin a general statement as existing

for industry 1 in region A when:

(1.1
where 0 is the level of output of a region's industry. Thus,
O™l is the level of output of industry 1 in region A, 0__ is
the level of output of the same industry in region B, 0A2 is

the level of output of industry 2 in region A, and OB—Z is
the lewvel of output of industry 2 in region B.

The compprative advantages of a region depend upon
its endowmmnt of resources. The resources of a region may
be natural, such as pinneals, harbours or climate, and there-
fore their location and distribution cannot be predetermined
by man. Or the resources may be the results of acts of mmn's
activities. Such things as economic and so”i-al infrastructures

fall in this category. Whhle no one can control the initial

distribution of natural resources, men make the decisions as
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to the distribution of man-made resources. Given that the
key econom.c resources of a region are the resets of man's
activities, any ex™lanati“on of economic growth based upon
the concept of co”paas”ttive advantages tend to be simpliitic,
circULar and, therefore, of little use for regional economic
deweiopm”int. For exap>I"ie, a region may prosper because of
its rich endowment: in man-made resources. But this does not
explain what initially attracted the man-made resources to
that region. Any attempt to explain the endowmmnt of man-
made resources in a region requires a more detailed basis

than the concept of commaraaive advantages or resource endow-

ment.

It is possible to list some of the factors which
appear to encourage or inhibit regional economic growth. An
attempt will be made to give this list some cohesiveness but

a complete theory of regional economic growth is beyond our

present capaaiiHties.

Factors Affecting Regional Economic Growth

According to basic economic theory, the only factor
of production that is fixed in location is "land” which in-
cludes actual land, natural resources and other gifts of
nature. The factor of production that is moot mobble is
capRal, whhle labour's mooblity is lessened by human spaaial
in™j™Mtial. TThre fore, attention should be paid to the charac-

teristics of a region which affect the movement of capital
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and labour. characte ri stics may be either endogenous
to the region or exogeneous.

Endogenous chacacCtriseits could be considered cs
being associated with a region's econom.c personality in
that they are chaaacttristics of the region alone and are
not influenced by its relations with other regions. Endogen-
ous erstics include the following:

1. Ave~rBa™y of local inputs. The cwvaClcbility of
land, waaer, air and labour as weei as their quaaity
will affect regional economic growth. Whhle these
are primarily natural resouacel!s, their use and quan-
tity available for use is related to man’s acclivities.

2. Industrial compsstion and the structure of the
region’'s economy. A diversified regional economy is
a healthy structural feature that may reduce a region’s
vulnnraaility to high unemployment rates that may
result from c~c/ticel changes in market demand for a
product or from the loss of an iedutta™y or firm. Also,
a diversified regional economy should result in the
development of a variety of skills and experience in
the Ilabour force. If the economy includes so-called
"growth industriet’” which have high recorded growth
and the potential to expand, the service sector should
also expand to meet the requirements of the industry.

3. The presence of economies external to the firm. These

economies are related to the ie(iusSricl ttitutt™uice of a
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region. For exa™JL”", localization economies are
gained by all firms in a single industry which are
located in close proximity to each other. As the
total output of the industry at that point allows

for the sharing of repair and power fTacclities,

joint raw maateial purchases, and a common labour
pool, other firms in that industry w?"i“ld be attracted
to an established center. Agggomerrtion economies
accrue to inter-related industries that exist in
proximity to other related firms and the bennfits

are simiLar to those resulting from localization
economies. A large inter-related commiex allows for
local support firms to supply the needs of the indus-
tries, promotes research and development facilities
and allows for sharing of facclities. Urbaaization
economies result from the conccenration of popuuation,
ind”st]™i.al output, and w”e”lth at a location. This
conccenration allows for the awvaalability of labour,
technical services and specialized goods and services.
Gernriily, these economies are related to the division
of costs among a number of firms.

Economies of scale in the provision of public services.
Good quaMty infrastructures, including transportation
networks, sanitation services, public education facRi-
ties, parks and recreation ~cdities, tend to be

associated with larger centers. These high quaRty
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infrastructures prpm~t:l economic growth as the
services provided do not have to be provided by

the private elCtnr. Also associated with infra-
structures are government departmmtal nffbcle,
financial itetitstinte, com”™mnity and health ser-
vices, and social frameworks.

The level of demand for the products of local indus-
tries. Demand for local products usually increase
with population increases. Theeefore, firms will be
attracted to areas where this assured local demand

is large and growing.

The quality of local entrepreneurship. An entrepre-
neur is someone who exercises control over some pro-
duction process. An entrepreneur is not necessarily
the owner of the means of production. The entrepre-
Nneurs role is that of innovation where c™nttrol over
the m”ians of production also for new combinntions of
production. IT a region’'s entrepreneurs are innovative,
resulting in new prodj<~t:s, new methods of production,
successful mal”etiing strategies and other changes, and
efficient, growth wvi.l be stimulated. The quality of
a region's entrepreneurial talent is a function of
environmental influences including the need to achieve

and educational facilities.

Whhle growth is a function of the region®s ncptpmc
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personality, it is also affected by influences exogenous to

the region. These influences include:
1. Demand for the region's products outside the region.
This external demand wvill be strongly influenced by

transportation costs. As a result, distance between
the region and its me”or external maakets is an im-
portant influence on the compettiveness of the
region’'s firms. This distance also reduces the pos-
sibility that bulky products with low wvalue such as
ore will be shipped Wthout processing. Perishabblity
of the product and handling charges muut also be con-
sidered. It is therefore conducive to a regional
economy to be near a large external

2. Policy determined by governm”ittits external to the
region. An exam”™le is two policy alternatives open
to a government that is external but senior to a
region. The Tfirst is that of non-interference in
the economy. This would aloow present trends, such
as conccenratisn in m”™a°r peeroppSlsts, to continue
indefinitely, leaving only a veneer of efficient
agricultural and recreati™~onal areas iIn the hinter-
land. The second is that of coi™mpe”™ disp”irsal of
various forms of economic aid to all distressed
areas, in an attempt to foster even developm”?i®tit over
the entire country. The policy of a commpting region's

government may adversely affect a region This could
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include attracting ind”sttries out of the region to
another, political pressure at a senior governmen-
tal level for favours or some other form of inter-
vention against the region. Thus, the actions of
governments can affect the potential for growth in

a region through their policies relating to that
region.

Colonial policies resultnng jfrmti external govern-
mnn™l and corporate d”t/cisions. This problem is
dealt as a separate factor from policy because the
use of regions as "‘colmies'™ involves both govern-
mennal and corporate policies. Cc=>rontes, in a
regional context, are usually mani~ftisted in resource
frontier areas as single-industry town's. The com-
muunty is dependent on a single industry or a single
firm to provide emmloyment and the capital for invest-
ment in plants and facilities is controlled from out-
side the region. CCaaraceeritic of these areas are
a lack of concern for the region by the absent owwnrs,
a withdrawal of the enterprise’'s ial™i.ts from the
local economy, and local inhabitants' resentment to-
wards the maaor firm in oppration. Growth is more
likely to occur in areas that are not perceiv™ed as
being "colonies'™ or private domains by investors and
entrepreneurs.

TecCanlogical change. Innovations in production pro-
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cesses, goods and services, and consumer attiUudes
result from changes in technology. Howeevr, tech-
nological changes are associated with economies of
scale, agglomeration and urbanization, and are more
likely to occur in large centers. How these changes
affect a region outside the source of change wvill

depend on the diffusion of innovative ideas.

At this point, i1t will be noted that many of the
above factors would appear to be both causes and results of
economic growth. It is fTairly difficult to focus upon one
chhar~ters tic of an economLc system that will spontaneously
generate economic growth. For examle, a region’'s ability
to provide an adequate infrastructure will depend on the
avvrirbility to spend money on capital projects. Only grow-
ing regions wvIll have the available money. Only a few of
these factors can be partially disassociated from growth

wwi-le the others would tend to stimulate wwi-le feeding upon

existing growth.

The Cooncpt of Accumellrieg Chitises

As previously noted, the internal and external fac-
tors promoting growth are dependent upon the prior existence
of economic growth in a region. The only internal factors

which may be partially independent from the prior existence
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of growth are the presence of inputs and the quality of
entr~epreneurship in the region while external features that
exhibit the same quality of quaisi®*n*cM?p~e~rclence are govern-
mnni™l and corporate policies. Except for the presence of
inputs, which are related to a region's natural resources,
these factors' effects on regional econom.c growth can be
the result of arbitrary human decisions. For example, the
decision wWheher or not a government will intervene in a
regional economy, degree of intervention, degree of corporate
control over a regional economy or political system and the
decision to innovate are decisions made by people who may
have other criteria than the presence or lack of growth in
a regional economy.

We may accept that some of the factors that can
either stimulate or inhibit growth may be partially indepen-
dent from the condition of growth Iin a region. Howevvr, we
muut also accept their overall inter-relatoonship with each
other and with economic growth. The concept of accumulating
causes attempts to deal with the problem of separating the
factors into causes and effects of growth. ! Growth is re-
inforced by the presence of factors which may have corrtri-
buted to initial growth mommntum or is further diminished as
the factors conducive to growth are lost as the economy
decays. While this is a circular argume”™n: an accumuuation
of forces that either support or inhibit growth whhle being

cu~uulaively reinforced by growth provides a plausible des-
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cription of how growth is affected.

This may be refined slightly in view of the factors
that affect economic growth in a region. Each factor affect-
ing gro™™h can have eitiher negative or positive effects on
growth. For exampPe, the lack of wvarious external economies
would perhaps act to inhibit growth. Howeeer, the degree to
which growth is promoted wvill be a function of the levels of
beneeits resulting from various levels of external economies.
IT a method of mc”ssurem”™nt could be established to indicate
the degree to which each of these factors either promote or
inhibit growth, these factors affecting growth could be des-
cribed as growth vectors. By way of illustration, it could

be said that there are n number of factors which normally

H k3
affect growth. Then, Xeg X, -5 X will be those factors
growth inducing effects wwhle Yoy % Y are those
factors* growth inhibiting effects. Let X denote the wvector

of growth inducing effects such that:

and let Y denote the wvector of growth inhibiting effects:

It would be expected that regions with large X wvalues and
small Y wvalues would grow more rapidly than regions with
smil.l X values and large Y values. Next, by appending X

to Y, vhittor W may be created, such that:
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(1.2)

defining the effects on growth. It might be possible to find

a function f for a region i i1If the wvalue of W at time t is

designated WWt). Thus,

(1. 3)

The function f would then indicate how growth in period t is
related to the effects of the factors that affect growth in
time period t-1. IT the supppsStion is made that one of the
n factors affecting growth, x» for exam”™Pe, is a measure of
the level of growth Iin the economy of a region, then the

expectation would be that:

.4

for all the growth inducing variables x. and that:

(1.5)

for all the growth inhibiting variables y..

The velocity of growth, V, then in time period t

would be a function g whhre:

(1.6)

Such a model is shown graphhcally in Figure 1.1, with the

feedback loops indicating the relatoonship between growth
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Figure 1.1

The Ittnr-rnlatnonshbp between Factors which affect

Growth and Growth:
negative effects= Yn

positive effncts= Xn
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and the factors affecting growth.

One model based on this accumulation of causes and
effects is Myrraa's;g cumulative causation. This model pre-
dicted that regional per capita incomes would diverge through
time because murket forces would tend to increase inequities.
Market forces would cause self-sustaining growth in some cen-
ters, wWile lagging areas’ Ilimited advantages, such as low
priced labour or land, would be insufficient to offset the
agglomeeation advantages of the growing centers. In the end,
the favourable induced effects of growth in prosperous areas
would be outweighed by the unfavourable effects on the lagging
areas .

Kaldor9 attempted to give culnulatlve cauisa'ti*on a
testable basis by stating that the rate of productivity
growth was an increasing funcltifon of the rate of growth in

the region’'s output. That is:

aa.7)
and a.8)
where T" = rate of productivity growth iIin region i, =
rate of growth of output, w = a money wage index for
region i, t. = produucivity index, wh”le f. 1 and fT. 2 are

increasing functions to allow for external economies.
Kaldor acknowledged that the divergence between regions

would be reduced by diseconomies such as traffic congestion
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resulting from concentrated, rapid ind”sti™:Lal growth; the
inter-regional moOiiity of labour; and govercm”?inft policy.
It could be argued that government policy could
arrest regional divergence, if effectively implemented, by
stimulating growth in the areas that would normally be
affected by the unfavourable effects of growth in prosperous

are as.

Other Explanatory Concepts of Growth

Myyraa's concept of eulnuSativn causation, based upon
the rnlatOocthip between the factors affecting growth and
growth's effect upon these factors, is but one of a nummer

of approaches to conccetuulizing the economic growth procmss.

""neoclassical”™ Mmo™~™0 have been widely used

because they contain elements of factor mooblity, and are
easily adapted from aggregate growth theory to a regional
scale. T~ese mooses, unlike Myyraa's cu”™uSi™:ive causi ation,
predicts regional convergence of per capita ineow”!5. In

gennral, these mooldls are in the form of:

(1.9)

where Y, k, T and L are the growth rates of output,
cap™al technology and labour Iin region i, whhle a" is

cMNMINMINM's share of ite®o™mn. Cantal and labour growth rates
are a function of changes Iin factor returns. It is unfor-

tunate, but the restrictive assumptions of the moodls make
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the neo-classical approach almost useless for regional
planning. By assuming full employment of factors of pro-
duction, csnntant returns to scale, fixed labour supply
and technology, p~rfelt compeeition and knowledge, and by
ignoring the spatial element of economics, these models
are sippeistil command to reality.

Expprt base mpOels express regional growth rates

as a function of the regions' export performance. That is:

(1.10)

where Y1 is the growth rate of output and Xi is the growth
rate of export in region 1i. These are basically demand
moodes, arguing that demand for a product create its own

suppl-y”, and this orientation is the weakness of these

mode Is .

The third method that will be discussed is that
related to economperic techniques. In this case, i1t is the
avaalability of data that moulds the structure of these
mpOees. These moOdIs rely heavily upon base mpSels
and the spatial element is not included. Also, there has
been much experimmetation but little csmpprison of the re-
suits. Howeeer, these mpOeIs12 hold prorise for the future
ifT the approach could be standardized to alopw for competi-
son of results.

It would appear that the tccumuUatisn of effects

and causes would lend itself to these econpmperic approaches.
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The rate of economic growth, Y, in any time period, t, in

region i could be attributed to various variables. For

exam Pe :

(1.11)

where G indicates level of total government spending on
region i's infrastructure; P, N, K and T denote growth
rates of the region’'s popuuation, employment in ‘growth"
induusries, rate of profit and technology, while Y ({™-1)

is the growth rate of the region’'s output Iin the previous
time period. Obbiouuly, other wvariables could be included
in equtltion tl.11). Czamaaski's modell( of economic growth
in Nova Scotia had 54 endogenous variables, 50 pre-deter-
mined variables and 54 identifying equations. This method
would tend to produce elaborate equations with large numbbrs
of functions.

However, it is highly improbable that such an exer-
cise would be useful. There are a nud)E™r of difficulties,
other than ™"data problems™ associated with approaching
regional vctntmbLc growth in this mannnr. The TFirst maaor
problem is the manner in which to determine the relations
between growth inducing and inhibiting factors, and their
relations with the level of economic activity. That is,

the problem is to specify the functions f and g Iin equations
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1.3), (1.5, a.7), (1.8) and (1.9). Clearly, some plaus-
ible function f and g can be mathematically specified which
might have value as tn insight into the question of how
growth occurs. Unnortunnaely, once such functions have been
speccfied, subsequent analysis is locked into an examination
of the iaalicttirns of the fn"<"l:irms. It may prove to be
more Tfruitful to keep the relation between the factors
affecting growth and the growth rate wariable. This is be-
cause fTar too little is known about the causes of growth at
the present time. As a result, It may not be useful to
explore in any mathematical detail the imlocations of any
specific and, hence, arbitrary assummtions about such
re lations.

There is another maor shortcoming with not only
the econommeric method but with the neo-ciassiitl, expoot-
base and Myrdfs cumuuative causation. These methods do
not help to explain the iInitial stimulus or Kkick which begins
the whole cumuuative process. It cannot be forgotten that it
is this theoretical kick that inLtiall™y causes the clustering
of activities in an area. It is not unnil later that this
growth becomes self sustaining because of increasi™ng internal

and external economies.

Summmry

In this section, a discussion of various factors that

affect economic growth in a region indicated that moot of these
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factors depend on the state of previous growth in the region.
As a residt, perhaps the moot adequate method of ex”™Laiii®ig
the growth process contains some notion of accumuuating
causes and effects. This attempts to accou”™tt for some of
the Iinte-idppendeice between the factors affecting growth
and the actual growth. The current state of regional econom.c
growth theory indicates an emphaiais on abstraction, without
allowing for the effects of distance and without addressing
itself to the question of stimulating growth. It is obvious
that the stimulation of growth Iin a region requires the mar-
shalling of factors conducive to growth. unless one accepts
a theory of spontaneous generation of growth, the mannnr in
which these factors conducive to growth com”sne to provide
the iInitial stimulus must be related to the partially-
independent factors. These were avaalabslity of inputs,
quality of entrepreneurship, corporate decision making and
government policy. This would allow us to set the basis for

a development strategy, which will be discussed in the follow-

ing section.

THE STIMULATION AND SPREAD EFFECTS
OF GROWTH: GROWTH CENTERS

The concept of growth centers as a propulsive node

in geographic sj™~ce”™ evolved from the noon-spaiat concept

of growth poles which were TFfirst noted by F. Perroux.16

Much has been wrtt~en about missnterpretating — Perroux’'s



-31-

original concept17 and the locational aspects of growth were
the weakeet Iin his treatment of growth. There is little
need to review much of growth pole theory as a result. As
a brief summary, Perroux was concerned with organnzational
and induusrial ''space™ where innovating activities take
place in the large economic units that are able to dominate
their environment. These dominant econom.c unnts cause the
initial spiral of growth, fueled by external economies, sub-
sequent innovations resulting from research and developm”?iNMt
and the diffusion of new innovation.

B Mt~Muevvile adapted growth pole concepts to a spatial
Context18 which became suited to policies for lagging areas.
In this section, the key points of the growth center concept
will be discussed, foUowed by a segment explaining the
appeal of the concept for policy recoamaendatons. TTirdly,
the technical aspects of the initial stimulus and growth
center selection will be noted. In the fourth segm”™'t of
this section, problems iIn using growth center strategies

will be discussed.

Key Elements of Growth Ceener Strategy

Growth center strategy is based upon the selection
of a few locations Iin a region, stimulating economic growth
in those locations, and generating prosperity thin~ughout the
area surrounding the selected centers. This hinges on the

relationship that exists between the growth center and region
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around the center. Myrdal 19 identified two effects that
growth in a center can have on the periphery. The TFirst
were backwash effects in which the factors of production,
labour and capital, migrate to the center of growth, in-
hibiting grow:h in the periphery. The second effects were
spread effects, where demand for the products of the peri-
phery in the growth center, stimulating prosperity Iin peri-
phery as growth in the core extended outward. Hirschmann
also identified effects similar to yyddl's. Polarization
effects w;”e the negative effect on growth iIn the periphery
while trikklngg-oown effects correspond to the spread
effects. Fri'edmann21 conjectured that growth was trans-
mitted from the core to the periphery through a hierarchical
system of setteement w”hle Richardson22 indicated that growth
centers wnre likely to be higher ranking central places.

Thus we have a spatial system where growth from
selected, high ranking cennral places can either inhibit or
promote growth in their periphery regions. If the backwash
or polarization effects are somehow minimized, the spread or
trCkklnng-lown effects could stimulate growth in the periphery
by :

1. the need for resources and agricultural produce

from the periphery for the growth center wwil

stMifmulate the movemmnt of some capp-tal to pro-

fitable investment oppporunnties in the periphery.

2. the movemmnt of labour to the center from the
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periphery in response to increases in the demand
for labour that would result from growth. This
would decrease unemployment in the periphery.

3. the demand generated in the periphery area for
goods and services available in the growth center
would cause local capptal and capptal from the
growth c/i‘tter to move to the periphery to provide

these goods and services.

Because of the self-sustaining aspects of growth,
if a growth center was to lose the iInitial sfmulus, the
stronger growth centers would continue to experience growth.
The advantages derived from the earlier growth would act as

internal economic m“entu'm for new growth.

The Policy Apppal of the Growth
< =

The idea popuuation c/i“tters could act as propulsive
unnts in space, affecting their surrounding hinterlands had
an iNntuitive appeal for policy romaies. Even with the lack
of empi”~r.cal wverification, the growth center concept sug-
gested that the central place structure of a nation could
be utilized when growth was initiated and its effects trans-
mitted in space.

Ds regarding theoretical difficulties with the con-

cept, the argument for using the growth center concept for



regional development policies would seem fairly plausible.
The growth center concept suggests that growth in lagging
areas can be more effectively st mulLated ifT governm”init aid
is conccntrated in selected centers, because of economies
of scale. T/tese selected centers should be fTairly large
because of the awvailability of an existing infrastructure
and because innovations are more readily adopted in the
stimulating and compeettive economic environments of larger
cenners. These larger centers can more readily provide
services requiring high threshold qgiiaantties of support to
the hinterland areas. Also, outmigration from these lagging
areas would be reduced with the intervening opeerruntties
offered by a growth center in those regions.

This notion of conccenrating aid in centers with
high potentials for growth in the hope that gro™™h wwIil be
st *mULited in the hinterland areas of the region is a
reasonable com”eromsn between comppete dispersal of aid to
all areas of a lagging region and prom”tting cor”™ete economic
efficei™~ncy by allowing present trends to continue.

Govvrnmental involvement in attempting to provide
the iInitial kick or growth stimulus to these selected centers
are based on assembling various production factors at a loca-
tion. This involvement may take the following forms:

1. Improvements to the Infrastructure. ExXernal

economies are increased with the provLsion of a

high quality infrastructure. Trantpertation net-
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works, communications, educational and public
utilities investments increase ihe attractiveness

of i1the center 1o firms and people. This rehaaiii-
taiion can also include ihe promotion of favourable
images of ihe region, ihe release of information io
potential manUfa”Tors and indicaiions of ihe
region’'s an</i.lable amee/ies.

Induaeu™MI™t lIcstruuenCs. These include various iypes
of subiidies, iax inducemen!;, and government invest-
meint in fixed capital projectt such as “~cd™iS!Mitl
parks, in an attempt io draw firms io ihe growth
center by reducing ihe firms costs. Annther form
of indiaeu™l™mt centers on ihe govemimeCs concSiti-
titctl powers over labour ctnCldtitns, wages, ttans-
pott raies and unifies. Coondtions such as cosi
levels could possibly be aliered io make a region
more tttrtctiie io new firms. The locatt™ of
government services in a center could also make ii
more attracttve.

Rstj™MLcii“ve Pooicces. While ihe previous iwo forms
of policy aci io pull firms io a region, resttictive
policies attempt io induce growth in a lagging region
by making other regions look less attractve. These
can incl®u~de legal restri cttoct on land use trough
zoning resttictions, congestion iaxes and control of

prices and pricing pooicies. T~MNise actions are
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applied in areas which are developed in attempt to

draw off growth to lagging areas.

These three forms of policy intended to induce growth,
coupled with the iIintuitive logic behind growth centers, has
made the concept appealing for regional development programs.
Unnootunaaely, some problems with the concept of growth cen-

ters has reduced its policy value.

Practical Problems with Growth
Cenner Strategies

Growth center strategies have fTailed in the past
because of the designation of large numbers of centers as
growth c/i“tiers and because of inadequate fundings for the
strategies.23 Tlhese faults of the strategies can be
attrbbuted to two difficulties in oppeationalizing the
concept. the designation of large num”etirs and large
areas as growth centers was the result of problems in decid-
ing what the size of the growth center had to be in order to
have all the required advantages. Estimates of population
levels required for a growth c”itter have ranged between
25,000 and 200,000,29 reducing the number of potential cen-
ters available for selection. T ese ceiniters should be large
enough to act as the catalyst for regional development because

of the provisi“~on of mareett, speciali zed labour, business

services and infrastructure are of a level that should accommo-
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date growth. It is possible that political concessions were
the reasons behind designating centers that did not meet
this criteria. Thus funding was dispersed among centers
rather than conccentrated in centters with growth potential.
Secondly, the actual act of intervention by a govern-
ment in a region may make that region unnatractive to indivi-
duals involved in the firm location decision.2 The presence
of a government inducement mechanism indicates that the area
is lagging and therefore it bed™mes unnatractive to new firms
because of the perceptions of the private decision makers.
Howeevr, given the politickl and conceptual problems
related to growth center strategies, its appeal to intuition
makes it a logical choice at the present time for governmeenal

policies for regional economic growth.

SUMMARY AND CONCLUSIONS

This chapter indicates that regional economic dis-
parities resulting from a spatial imbalance of growth is a
Canadian policy concern. Unffotunaaely, the process of
regional economic growth is complex. Various endogenous
and exogenous factors affect growth to varying degrees and
in varying ways. The result is that these factors have an
kccumuUating effect on growth as growth in turn moHfies
these factors. The attempts to explain this process have
been abstracted from reality in order to achieve some degree

of understanding. The growth center concept has had an
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intuitive appeal to policy makers wishing to correct
regional imbalances. This concept has been developed
into a strategy by which designated growth centers are
supposed to spread growth into their hinterlands. A
key element of growth center strategies is the provisi*c™n
of an iInitial growth stimulus.

Untl such a time that growth center strategies
may be replaced by a greater understanding of the growth
process, regional economic development policies wvill
probably be based upon it, regardless of the conceptual
problems, H”iniing provided a context for regional develop-
ment problems, it is possible to examine a particular form
of the problem. In the following chapper, the regional

development problems of Norrheastern Onnario will be dis-

cussed.
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CHAPTER 2
THE NORTHEASTERN ONTARIO DEVELOPMENT PROBLEM

Northeastern Ontario has been identified by both the
Ontario provincial go”™ernmnt;l and the Canadian federal
government as a lagging sub-provvncial region.2 Noorheastern
Onnario is one of the two provincial planning regions designa-
ted for northern Onnario. In this chapter, the background to
this regional development problem wwill be presented. In order
to provide a wider context for the Nort™eeas’'s probl~ems,
reference wvill be made to a general diceoOomy between northern
Onnario and southern Onnario. This wvill provide a basis upon
which to discuss three particular Nootheas tern ihhraaitfistiis
which have developm”?irt trmiiiirtirts. The Nrtt"heerS's settle-
ment patterns, economic orientation and the effects of distance
are chaa-acctersti cs which create the conditions for the region’'s
lagging economy and also hinders the solution of its probl™ems.
In the third section, particular problems in the region wwll be
discussed. In the following section, the features of the North-
east which could aid in alleviating these problems wwIll be pre-
sented. In the final section, the poUticd and rd™HItISItrmtivn
forces seeking to rectify these problems will be identified

and their tncrmmennaairns briefly discussed.



-42-

THE GENERAL BASIS OF THE
NORTHEASTERN PROBLEM

The economic growth problem in Northeastern Ontario
is rooted i1t the dichooomy between the northern snd southern
sections of the province. This dichooomy iIn the socio-
economic character of (Onta”™, while having historical roots,
was strengthened by a rush to exploit natural re-
sources. The growth of On”sr-o's economy since the late
1940's, resulting from this "resource boom" which supported
a rapid rate of national growth, led to the realization of a
greater maagntude of regional disparities and unequal paatici-
pation in the overall provincial economic growth.

This resource boom was the mechanism by which Canadian
living standards were to be raised to Ameercan standards in
the easiest possible maannr. The policy of selling natural
resources to the highest bidder was enshrined in the 1955 tax
legislation.”™ TIs, in combination with the failure of
Canadians to make economic decisions during the 1955's, meant
that the m~jor concerns of Canadians were how to meet the
demand for raw maaeerals and how to facclitate its movvimet.
Thhs, in turn, im”p-ied a preoccupation with the primary sector
of the economy and an unplanned exppootation of natural resour-
ces.

The southern regions of Onnario, with access to export
maakets and with established, higher quaaity infrastructures

and entrepreneurship, were in a better position to gain in the
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long run from the resource boom than the actual resource pro-
ducing regions.

The subsequent consequences of the southern regLoms’
ability to process rn”ttural resources into sem-finished manu-
factured goods and the development of subiidiaries of A”eei.can
firms in southern Ontario reinforced the historical dichooomy
between southern Ontario and its northern hinterlands. The
resource producing areas of Onnario, largely located in the
north, were largely unaffected by the stimulus for economic
growth .

The historical dichooomy is rooted in the concept of
distinctive characters of regions, largely ""natural regions™.
Whhle this vi ew has been largely discarded,”* it firovi.des an
adequate point of reference for Onnaaio's north-south dichotomy.
Figure 2.1 shows the division of Onnario into two northern
secti“ons and the southern region. Onnario has two distinct
characters. There is the southern region which is character-
ized by intensive agriculture, advanced indusrlali zation and
large urban development. It has approximately ten percent
of the province's area and ninety percent of its population.
On the other hand, there is the vwvast, spairsely inhabited,
resource rich but economii:clly dependent northern region.

The differences between the two maaor regions of
Onnario are actually more complex than suggested above. These
differences may be characterized as phyyscal, historical, ad-

ii—-t-srative, demooraphic and economic.
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Physical Differences

The southern section of the province can gennrally
be characterized as an area of gentle relief with the ele-
vation ranging from 1700 feet to 150 feet above sea level.
The soils are generally grey-boown podzolic with sand plains
north of Lake Erie and the easteim end of Lake Onnario. The
rivers are generally short and the area is bounded by Lakes
Huron, Erie and Ontario and by the St. L™irence and Ottawa
rivers. The original forest cover was mootly hardwood, with
wWhte and red pines in the lighter soils. Hoowevr, much of
this forest cover has been removed.

The norther™n region's character has been largely
shaped by the presence of the Canadian Shheld, a low plateau
marked by many rivers and lakes, rocky terrain, and forest
and minnral resources. The boreal forest includes black and
wwhte spruce, jack pine, tamarack, poplar, w*h*te birch and
balsam. The soils are gennrally brown podzdic except for
areas of peat and two major clay belts in north east corner.
Whheeas the southern region is gennE-ally suited to some forms
of agriculture, ani™iculture is limited in the north by a
range from 100 to 40 frost free days per year.

In terms of size, northern Onnario is nine times the
size of the south, being bounded by the Prorincvi of Manntoba
and Quubec, and by Lakes Huron and Suueeror, the French and
Mata”wa river system and by H~”chison and James Bays.

The difficulties arising from the rugged terrain and



the size of the region has had a impact on the
settlement and development of the northern region. The
presence of the Canadian Shield has effectively limited
agriculture whhle providing an economy based on resources,

thereby dictating the location of urban setteBments.

and Differences

The area referred to at southern Onnario hat had a
longer history of setteement and developm”itlt than the north.
While the Tfirst major influx of settlers in southern Onnario
occurred after the Aneeican ReeviuUion, with fTairly substan-
tial setteement achieved by the War of 1812, it was not unnil
the conntruction of the trans-continental railroad in the
early 1880's that northern Onnario was effectively opened for
settleeent. To a large extent, the north's develope™r™t has
lagged the south by a century. Also, despite the early 20th
century setteement programs for the Clay Belt area, it was
the forest and minnral potennial of the north which led to
setteement, not its agricultural p/MAMMArAntial.

The poetical mIVIIt"pm~Itet of N~ l:tilin Onnario has
also differed from that of the south. Prior to 1874, the
Governmmnt of Canada advocated a northern boundary of Onnario
that would follow the Ilimit of the Great Lakes waac™ed,
including, thereby, the areas around T"i“Mer Bay, Sauut Ste.
Mare, Sudbury and North Bay. In 1874, howewr, the boundary

was provisionally set conniderably further north, just south



of James Bay, considerably increasing Otari.o"s pottitrittial
hinterland. The Ontario-Manntoba boundary dispute was
resolved it 1889 with Ontario gaining the disputed Rainy
R.ver-Kenora area and additional land north of the pro-
visional 1874 bou*<™M™ry. In 1912, the northern bou”c/”chiries
of Ontario were set at their present state when the boun-
dary was extended up to the western coast of H”t“ison Bay.
Northern Ontario was, as a result, a late adc"i-ti*c™n
to Onttaro's jurisdiction wwile the south had been unchier
some form of central government since the est™abish~menit of
Upper Canada in 1791. Internally, the south had been divided
into counties with set bounc”ries, wwhle the north’s division
into i.M1:iicts, as opposed to counties, underwent numerous
changes from 1858 until 1922 when the Cochrane Disi™iict was
created from the northern secti™ots of Temiskaming and Algoma

Dis tri cts.

Demoogjahic Dafferrences
The most striking demographic difference between the
north and the south is that of popuuation size. The total
populati on of northern Ontario it 1971 was 8015,000, only one-
ninth that of the south. About 30 percent of this popu™™n
is francophone, a much higher level than in the south, and
has serious implications for the iullicatist of social services.
Mot of Onnaaro’'s internal migration is in a southerly

direction from the north. The Federal Government DDpartment of



Regional Economic EXxpansion noted in 1976 that, although

"the province is committed to the principle of deceetralized
growth, the large urban areas of the south continue to grow
at the expense of the rural, and noi:thei*n areas (of Onc?hi™:Lo)".*
Population growth for n?jrthern Onnario for the period 1971 to
1974 was 2.4%, about onn-half of the provincial average. The
cental region of Onnaaio, based upon Toronto, is projected
to have a population of eight illi~Yc™n by the year 2000, while

northern Onnario wwill remain approximmaely steady at 900,000. !

Economic Differences

Noothern Onnario has been called a 'resource colony". °
The dominant indutries in terms of emmloymmnt and income
gene ration are based upon the extraction of the resources of
the north and are thought, by the inhabitants, to be foreign-
owned.9 Because the economic bases of moot northern com”~mnt-
ties are resource dependent, mmrket conddtions for the resour-
ces often result in "boom and bust" cycles Iin employment and
itccie. Southern Onnario is seen as the primary recipient of
wealth extracted from the north as these resources feed the
diversified, stable industries of the south.

In conclusion, northern Ontai.o's character is shaped
by the presence of the Canadian Shheld, the Ilater setteement
and aemintiSratiot of the region, slow growth of populatiot
and the resource orientation of the economy.

With this background, the specific features of the
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Northeastern region can be discussed.

NORTHEASTERN ONTARIO AND THE DICHOTOMY

Northern Onnario is divided for provincial planning
purposes into a Northweetern and a Northeastern section.

There is some justification for this division because, even
though the general statements previously listed hold true
both for the Northwest and the Norl*M*enai;, there exists a
certain degree of difference between the two.

The Noothweet is more physscally isolated from
Southern Onnario by distance than the Norrheast, and is con-
sequently less developed than the ss t. This region is
dominated by the city of Thunder Bay. Its population of
109,966 in 1976 was 55 percent of the northwees’s total popu-
lation. The towns of Kenora, with a 1976 prpulation of 10,102,
and Fort Frances, with 8,928, were the second and third largest
centers. In geneeal, the Noothweet is socially tied to Winni-
peg whhle the Mootheast .s tied to Tooron®©.!0

The Northeast is composed of the Diisricts of Algoma,
Coocrane, Maaetorllin, Nippissing, Parry Sound, Sudbusry and
Timiskaming. This is a rather diverse planning unit of
108,995 square miles; an area almost mn-third of Ontaio’'s
total size. The Di™ict of Maaetoolin, an island in Georgian
Bay, has an economy based mootly on touri-sm and agriculture.
Geerooicanly, it is similni to southern Onnario, especially to

Bruce and Grey Coleil-t. The Diisrict of Parry Sound would
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appear to be more tied to the Muskoka region than to the rest
of the Nootheast* The Noorheastern planning region also in-
cludes the James Bay Lowland section of the DsSi™ict of
Kenora, which is part of the northwiet. The size and diversity
of the Northeast would appear to render i1t unwieldy as a planning
snit.

The regional development problem in the Nootheast finds
its orsgiis Iin the form that the secernent pattern has taken,
the ncrnrm.c bases of these setteements, and the economic impact

of dis tance.

Urban Settlements

The Northeast had a po~t“lamtiri of 543,896 in 1971;
only 7.6 percent of the provincial total. Apppoximaaely
seventy percent of this pontlt].ats™on live in the seven largest
urban centers of the region and 30.7 percent live in the
largest cenner, the Regional Musicipaaity of Sudbury.

The Reggonal Muui Nipa™y of Sudbury had a population
of 167,306 in 1977. Located at the intersection of the Cana-
dian Naaional Railway and Canadian PaccHc Railway lines and
the junction of provincial higthways 17, 69 and 144, the
settement pattern in the Sudbury area has been that of a
central city surrounded by settlements on the transportation
routes. The City of Sudbury is the dominant c™riMtrai place
and this results in a cohesive Reggonal Musicipality. The

dominant feature of the Sudbury area is the Sudbury BBain,
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an oval-shaped, flat and fertile valley which is surrounded

by the nickel irruptive, a rocky rim that has been the

basis of Sudduuy's mmjor econom.c activity, mining. Sudbury’s
reliance on nickel mining has resulted Iin an economy that is
strongly influenced by the external envii“fonm”e”~t:. This reliance
on a single resource industry has meant that em™loym”e/tlt has
been determined by c?i™les of demand for nick”™:l. Low participa-
tion rates of females in the labour force and the migration of
the young, skilled and educated have resulted. Ovvr time,
Suddiiuy’'s economic growth has not been able to support natural
population increases.

The Cty of Sauut Ste. Marie, Iin the Algoma Diitrict,
with a population of 80,630 in 1977 is the second largest
center in the Norrhhaat. Between Lakes Superior and Huron,
it is a wwaer transportation node as weei as a border city.
This locati~on fTacilitated the emergence of Sauut Ste. Maaie
as an iron and steel producing center.

East of Sudbury, Iin the Diisrict of Nipppssing, is
the Cty of North Bay with a 1977 popuuat™o>n of 50,398.

North Bay had its origins as a Canadian Paccfic Raalway's
railyyard in 1882. St~ a maaor transportation node, it is
the southern terminus and headquuaters of the paovincially
owned Onnaaio Noothland Raairoad.

The City of TiroNiYy;, 130 miles noath of Sudduay, had
a popuuation of 44,812 in 1977. Founded in 1911 to service

the gold mnes of the area, Timmins has rri™:rnrd primaaily a
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mining settlement.

These four centers are the rnjor urban settlements
and accounted for 63.09 percent of the NottihesS's popula-
tion in 1977. The remaining ten settlements with popula-
tions over three thousand are either economically dependent
on a narrow resource base or exist as smill service areas.
The population distribution is basically distributed along
two setteement corridors indicated in Figure 2.2. The Eart-
West Corridor is based on Highway 17, and on the Canadian
Pacific Railroad in the east and the Algoma Cetral Railroad
in the weet. This East-Wee t C™n”jidor contains the Cities of
Sudbury, Sault Ste. Maaie and North Bay, and the towns of
Sturgeon FaHs, Espanola, Blind River and EIlliot Lake, m™)"i.ng
it the moot populous and economically im”~c”™oiia™t corridor.
The Northern Cn™™dor fol.hws the routes of Highway 11 and
the Onnario Noothland RaHmMd north from North Bay. The
economies of the centers in this corridor are more dependent
on one main resource activity than the centers of the Easst-
West Cooridor. The centers of the Northern Cooridor include
the Cty of Timkins and the towns of New L.Lsbeard, Kirkland
Lake, Iroquois FaUs, Coohrane, Smooth Rock Falls and Kapus-
kasing

Very little urban setteement or ehrnrm.h development
has occurred away from these two corridors The exceptions
are CCapleau and White River, both on the Canadian PartHc

Railway line, Hornepayne, on the Canadian National line, and
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Wawa, on Highway 17. The settlement pattern along the cor-
ridors is characterized by the large distances separating

the maaor centers and by the lack of continuity of settement
between towns. As a resuUt, the maaor setteements of Timmins,
North Bay, Sudbury and SauUt Ste. Maaie have large hinterlands,
but no one center has achieved dominntion over the whole
region. Secondly, because this settlement pattern has frag-
meeted both the regional market and the labour pool over a
large area, local induutries and services do not serve the
entire region but remain smmll and low volu™me.

As previously noted, Northeastern Onfario had a popu-
lation growth of only 2.4 percent between 1971 and 1974, about
half of the provincial average. Only the Sudbury DisjMiict
showed any substannial popuuation growth, with an increase of
4.0 percent, but the total po*t™Ui™mtirns of the Diisricts of
Algoma and Timiskaming declined during that period. There is
a tendency to migrate from the hinterland areas to the maaor

Nootheas tern centers as well as a tendency to migrate from

these centers to South Ccenral. Onttaio..™

Chhaaateeistics of the Regional Economy

Both the exXxisting settlement pattern and the ecrnrmOc
base of the region operate as self®j~e:™n forcing factors that
have enforced the north-south dichotomy in Norite astern
tant™MAio. Snuger!™", it would appear that the prime factor

determining setteement locations was transportation. H” o eeer,
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the precise locations of the majority of the settlements
were determined by either the discovery of resources or the
ability to "Poot those resources. Mineral resources were
often discovered as transportation routes, especially ra.l1-
ways, were coneSructld. This was the case with the discovery
of nickel-copper ore near Sudbury, silver at Cooiai, gold at
Porcupine and Kirkland Lake, and copper at Noranda, Quebec.
Federal Government embargoes on the export of logs in 1898
and later on pulpwood caused the conntructim of lumber mils
along the north shore of Georgian Bay and paper mils at
Sturgeon Faais, Espanola and Sauut Ste. Maaie.

Noothe as tern Ont™ario has long been dependent upon
resource orientated activities such as extraction and pro-
cessing. There has been little diversification from this
initial base because maanefaCurieg, other than resource pro-
cessing, was not drawn to the region. This resulted in an
economy based on the export of resources to other regions.

In 1971, 27.6 percent of the region's employment was in
forestry, fishing and trapping, mining and natural resource
allied manufati®i™:iing, while the provincial average was 10.2
percent. On the other hand, maanuaaturing employment outside
of resource processing accounted for only 2.7 percent of
Nootheaatern employment but accounted for 17.8 percent of
provinc”™l employment in 1971. 12

Tourism is an imppotant sector in the No™heas tern

lcrnr™wy, especially in the areas along the shn?i™li“nes of
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Lakes Superior, Huron and Nippissing, em”].o™ing an estimated”™

10.0 percent of the NooiheesS's labour force. Tourism in the
Nootheast is another iesopirct®-""j~rLentst®*ed activity, dependent
upon the quaSity of the physical environment and svvSlisbility
of wild life. Tourism, howevvr, is limited by the distances
sepNirating the Northeast from maaor North Aneeican cities and
commeeition from int*ei®*v*ening recreation areas around sopthern
Georgian Bay, the Mpkoocas and the Haaibprton Highlands. The
tourist indpstry in the Nootheast is seasonal, peaking in
prime outdoor recreational seasons, indicating a limited
overall appeal to Grists.

This overall dependence on resoprce related activities
for emmloyimnt and, thereby, income generation has implied a
nnm”iir of resplting chhara™erstics for the economy of the
Nootheast. First, it has resplted in a narrow, relatively
slow growing economic base. The little growth and diversifi-
cation that has occprred has been limited to the imaor centers.
As a irsULt of this lack of diversification away from a re-
soprce base, many centers, inclpding Spdbury, Timmins and
Sault Ste. Mane, have only one maaor rmmeoyer and one maaor
prod~cn™t:. This has two maaor ieeiicatirns. The TFirst ieeeics-
tion is that the faitere of the company or the depletion of
the resoprce wyLLl resplt in a ""ghost town" syndi™r™er. The
second is that cyclical flpctpations in the demand and price
for resoprces will determine the rate of employmsnt in a

"boom or bpst" syndi“rmr. The second resplt of resoprce depen-
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dence is the lower rates of female participation in the
labour force due to the lack of emmloyment alter™nati™ves and
the tradition of not emmloying females in resource extrac-
tion and processing induutries. As a resuUt, female partici-
pation in the labour force Iin 1971 was 35.6 percent in the
Nootheast wWile the provincial avera'ge was 44.3 percent. 14

Figure 2.3 indicates these results of employment
cycles and female unemployment rates. Unemployment rates
for the Nootheast vary more and are usually higher than
unemploymmnt rates for the province at large and for the
Toronto centered region.

Epployment growth rates are below provincial averages.
As noted in Table 2.1, annual employment growth roles in the
Nootheastern Ontario districts for the period 1961 to 1971
ranged from -.12 percent in Timiskaming to 3.84 percent in
Sudbury. D”?uring this period, the average annual growth rate
for the province was 4.02 percent. The three districts with
the largest average annual growth rates, Algoma, Nippissing
and Sudbury, were also the moot industrialized. Timiskaming
and Cochrane were dependent upon mi”~:Ltg and forestry activi-
ties. Parry Sound and Maantoulin both lacked either mining
or ind”sSJNial bases. The degree of indusSrialtzation in the
Noorhhast, even if it is only resource processing, would
appear to be assoULated with employment growth.

A contemporary exam”™le of the effects of resource

dependence upon employment is that of the maasive layoff of
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Table 2.1

Employment Growth Rates

for 1961-1971

District

Average Annual

Rate

of Employment Growth

Algoma
Cochrane
Maaitoulin
Nippissing
Parry Sound
Sudbury

Timiskaming

Average, Northeastern
Onnta-io
Average, Province of
Ontario

Onttn?io Ministry of Treasury.
Nootheastern Ontto'io Regional
Apppndix, 1976.

2.17 %
0.53 %
1.36 %
2.76 %
1.69 %
3.84 %
-0.12 %

2.22 %

4.02 %

Design for Development;

Strategy Statistical
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mr~fers in Sudbury during the Spring of 1978. Inco Limited,
whose Sudbury area operations made i1t the woold's largest
nickel producer, had seen its share of the non-Eastern Bloc
nickel market fall from 90 percent in the mid-1190's to 35
percent by 1977. Inco's trading position had been weakened
as a resULt of being frozen out of the Japanese market when
it had developed and as a resULt of predatory pricing by
comppettors which used Inco's published prices as the target
price for under pricing their products. At the same time,
demand for high quality nickel had declined causing nickel
inventories to build. This led Inco to announce on October
20th, 1977 that 2,200 workers in Sudbury were to be laid

off whhle another 600 jobs were to be lost through attrition.
It was anticipated that this would result in the loss of $42
million in annual wages for the regional economy if alternate
employmmnt could not be found and it was feared that the
service sector would have to contract iIin size T hese fears
of muuliplier effects would appear to have not been realized.
Hiitorically, mi~ing emmloymmnt has fluctuated in Sudbury.
From 1971 to 1978, Sudbury had lost 6,400 mining jobs, and
the service sector would appear to have developed some

resilience to deal with mi™ing bu”™:iness cycles.

The Economc Impacts of Ds”itances

The divilopp”i~t: of Nootheastern Onnario, besides

being adversely affected by the exXxisting setteeme”™ pattern
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and the economic base, is constrained by the adtual distance
and the resulting transportation rates.

While a glance at Figure 2.4 would appear to indicate
that the Northeastern Onnario region is weei serviced by the
existing transport network of highway, railway and air link-
ages, three facts muut be considered. First, the volume of
traffic on the highways does not waarant the expenditure to
upgrade them past their present usual two lanes. Secondly,
the distance to the markets in southern Onnario is large.
Sudbury and North Bay, in the south of the region, are both
roughly 250 miles from Toronto while Sault Ste. Maie and
Timmins are both over 400 miles from Toronto. On the other
hand, Kitchener-Waaterloo, H”miiton and Oshawa are respectively
60, 50 and 35 mles from Toronto. The result of these greater
distances is higher transportation costs for manffaci®i®iers in
the Nootheast.

The exist™ence of higher transportation costs is a
maor disincentive to firms that might potennially locate in
the Noorhhaat.‘l‘6 Whle it may be true, because of the impor-
tance of transportation in Canadian economic history, that
any regional economic fail™ures have tended to be attributed
to transportation,l7 there is evidence that unfavourable
conditions could be rectified in the Noorheastern region.

N. C. Bonnor, in an Onnario Economic C/r~unil research study,
analyzed the freight rate structure of rail, highway and

water transportation in regards to northern Ont?Mi?NiLo. Ui.ng
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data from the period of May to Septembbr, 1975, collected
from the Canadian Freight Assooiation, Canadian Naaional
Railway, Pacific Railway, highway tariff bureaus

and individual carriers, Bonsor attempted to explain freight
rates as a function of distance, commoddty commoddty
value and agreed Charges.1g His analysis indicated that
shipments to and from northern Ontario tended to be low
volume, with the exception of raw mate”i.al shipooens. As

a result, lower rates, such as agreed charges and comoeeitive
rates, which are available to large volume shippers are

gennrally not available to shippers in the region. These

rates are self reinforcing. In order for rates for manufac-
turing inputs to fTail, the volume of shipment of these inputs
muut rise. But volume will only rise if the economy of the

region grows; and growth is initially inhibited by the
existing rate structure on low volume shipmnni;. Reeated to
this, there appears to be a lack of iOl™peeitidn in the truck-
rng industry in northern ont?ir:Lo. 19 There are two significant
results. First, trucking freight rates tend to be high in
northern ONMI?:id, and, secondly, freight rates will be high

for raiways in the absence of compeetti.dt with trucking firms,
rlinforci™“tg high rail freight rates. Freight rates on shipments
out of northern Onnario are not excessively higher than rates
elsewhere. This is related to the Ilow value and high vol*u"me

of resource shipments. It is sem”™finished and maanuactured

inputs and outputs of low volume that cause the higher overall



rates in northern Bonsor concluded that im”~:roved
competition in the transport industry would, in the long

run, northern Onnario more attractive to mnuUa”cMMNiNrers
than it is at present. Therefore policy should be oriented
towards increasi™~ng compeettion rather than subsidizing the

industry.

Claims that the Northeastern region is being sub-
jected to a non-competitive, oligopeoistic transport system
have been made often 20 but are difficult to substantiate.

The Federal Govvrnmpnt has some control over rail freight
rates through the Canadian Transport CornmPsiiou and the
National Tran-pprtaiion Act (1967) , but the provincial gov-
ernment has little cont:rol. On the other hand, entry into
the Onnario trucking tneu5t™y is con-rolied by the Onnario
Highway Trucking Board which can issue licenses to a truck-
ing form if its appeicatio- is accepted at a hearing. While
there is no formal connrol over rates, the provincial govern-
ment can regulate the amount of compeettion in the industry
by con-rolii.-g the number of firms in it.

This entire situation is by the paatici-
paiton of the Onnario provincial government in the transpor-
tation sector. The Onnario Noothland Tran~potation C/ AT mm>sion,
operating tourist facilities, a itleocooppus-cattrn network,
aettiti, norOn-ttr, and a bus line in Nootheaatet- Onntrio,
also provides rail service from North Bay to Kirkland Lake,

Cochrane and Moos™nee and operates Star Trannfer, a trucking
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firm. The Ontario Northland Railway had 745 miles of track
in 1976, excluding the Nippissing Ceenral Railway, which
Onnario Northland also owned. The tone”irio Notthland RRilway,
originally the Temiiskam™ng and Noothern Onnario Railway, has
served as a mmthod to colonize and to remove timber and
minnral resources from the Temiskaming and C)c/M/Ml:ate Diisricts
since the early part of this century. It has a near monopoly
on rail service in the northern corridor of settlement as
only North Bay and Cochrane receive alternative rail service.
This alternative service to North Bay and Cochrane is, how-
ever, part of the east to weet trans-continental system, whhle
the Onnario Noothland railway runs northward. The Onnario
Noothland Railway then has a monopoly on north and south bound
freight in this se™™ment c/irridor. It is possible that
memories provide lower output of service at a higher price
than comppettive firms.21 This is because the moonoolist's
price exceeds maaggnal cost whhle compiettive firms' prices
equal their maaggnal coots. MotNi)(izly gennrally imi~ies
inefficient all?icatiot or resources as contup”™:r wants are

not satisfied with maximum effectiveness. 22 The Oonario
Noothland Railway is a subsidized mo”™p”~y, receiving finan-
cial support from the provincial iovertmlInt:. It does not
have to minimize its costs Iin its operation and therefore
tends to be inefficient. Examples of the lack of efficiency
in the Onnario ™2rthi™nd Railway can be extracted from operat-

ing data. Data for the two national railways, Canadian Naaional
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and Canadian Pacific, as well as the smaller com”™ni-es

Algoma Cetiral and Noothern Alberta can be compared to the
Ontario North land’'s 1976 operating data.23 In order to
standardize the data in an attempt to remove the effects

of company size, the average freight revenue and the average
total expenses per ton of freight transported for each com-
pany were calculated, then expressed as a percent of Canadian
N UnNiN™M's  value. Average freight revenue per ton transported
for Algoma Ceetral and Ontario Noothlatd, both operating in
Nootheastern Ontario, are approximately 35 percent and 31
percent respectively of Canadian NaliOl>=al's. These lower
revenues and expenses per ton transported are not a function
of differences it freight content. For the five railways,
the percentage of the total freight that is low-revenue crude
maaeeials ranges only from 28.28 for Algoma Cet>ral to 31.93
percent for CMirtMLan NaHonal. IT a ratio of indexed revenues
to expenses is calculated, with the base being Canadian
Naaional, expenses i1t terms of revenue are second highest for
Ontario Noothlatd, after the Canadian Naaional.

The Ontario Nofthland Railway, howewr, receives sub-
stantial provvtcial government subsidies. In 1976, these
subsidies amounted to $4,284,996 while in 1977, $7,980,391
was received. For 1978, approximately $8 million has been
budgeted. T7ese subsidies do not include Canadian Feddral
governm”?int: sNidies, amouuting to $3,032,168 during the

period 1976 and 1977.24 In fact, these provincial and federal
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government subsidies are roughly 25 percent of the Ontario
Northland Railway’'s total revenue.

There would appear to be problems with the managing
of the On<”rio Noothland R”™a-lwa". Duuing the Ilast general
provincial election camp”agn, two passenger trains were put
into service wthoUt bargaining with the Canadian Naaional
Railway for the use of Canadian Naatonna's tracks. As a
result, the Onnario Noothland had to pay $13 a mile for use
of the tracks. Also, the Commission failed to apply for

federal government subsidy of the service. As a
result, in order to meet the high operating coots, the trains
would have had to carry 211 passengers per trip. But the
trains' passenger capacity was only 114 passengers and average
passenger use was only about 25 percent of this capacity. The
difference had to be made up with provinccal subsidies.
Besides prowv~™cial subsidies, the Onnario Noothland Transpor-
tation Commissirt has the revenues of Star Trannfer to bolster
the railway. Star Trannfer was acquired in July 1960 and,
with the exception of a few years, it has contistvntly
realized a profit. As Table 2.2 indicates, during the period
December 31, 1970 to Decembbr 31, 1976, Star Transfer had an
average annual profit of $234,894. The railway's average

profit over the same period was $1,119,756, much greater
than Star Trannfer. Howwver, approximately one half of this
profit was the result of the crmim”I~<icat.rns sector of the

railway. 25 Duuing the period 1973 to 1976, the rail service
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Table 2.2

Ontario. Northland Transportation Commission
Expenditure and Profit for 1970 to 1976

Thousands of Dollars Thousands of Dollars
Year Gross Expenditures Net Profit or Doss

Railway Star Railway Star

Transfer Transfer

1970 22,769 3,603 24,644 133
1971 27,479 N,067 3,991 202
1972 26,099 N,639 3,877 352
1973 28,955 5,25 - 2482 2438
197/ 33,710 7,229 450 371
1975 26,572 7,203 - 3,739 -180
1976 27,996 7,365 - 344 277
Average
Annua 27,226 5,622 1,120 235
Average
Annual for - 1,029 239
1973-1976

Source: Ontario Northland Annual Report, 1970-1976.
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showed an average annual loss of $1,028,661 while Star
Transfer remained fairly conssstent with $239,303 in proOit.
Star Transfer, while not fully comppensaing for losses in-
curred by the rail service, does improve the recent financial
condition of the Onnario Noothland operations and could pos-
sibly be more profitable if its service was expanded. It is,
therefore, possible that the Onnario Noothland Transpootation
CommPssion would m™ve to protect Star Transfer from any
increase of competttion with private comppnnes. As Star
Trannfer serves the four maor Nootheaatern centers and
carries freight between the Nootheast and Toronto and Hammlton,
any move to protect this trucking firm by barring new firms
would result in high freight rates for the region.

Whle a detailed study of the effects of governm”init
participation in the transport industry of the Nootheast is
beyond the scope and intent of this paper, it is possible
that there are detrimental effects on the Norttithat:'s economy.
Two points emerge. First, there is an apparent lack of com-
petition in the trucking industry that results in subsequently
high freight rates. °°  And secondly, government involvement in
transportation, and its consequences, is perceived by the
people of the Nootheast as being a bMIMNMitr to devtlopp™MNSt.

The form of the setteement pattern in the Nort*eMeatt,
its economic base and the transport costs that resulLt from
being located in the region are of the North-

eastern tant®irio region that hinder economic dtvtlopp”™INIt of



-69(b)

that region. But, what is meant by the term "economic
development:"? We shall use it to mean ord”™:rly ind”sti™nial
growth and diversification, resulting in econom.c stability,
emmloyment oppootunity growth and stability. For the North-
east, "economic development” im"NJ™ies a decreasing emppaais
on resource industries and, hence, the resoluti~on or partial
resolution of the eco™(™o™mccrs™lated problems of the region

which are due to the lack of econom,c development.

SUMMARY OF THE NORTHEASTERN ONTARIO
ECONOMIC CONDITIONS AND RESULTING
PROBLEMS FOR DEVELOPMENT
The Sudbury and Dissrict Ciamber of Commerce has
identified the following problems as existing in the Nooth-

east. 21

IndustralEmmpooyment tee.ated Problems

In general, there is a lack of wvariety in employment
oppoosuuisies. The maaooity of the existing jobs are resource
related and therefore insecure, and employment growth is slow.
Growth of emeloyeent in the Northeast for the years 1961-1971
was 20 percent whhle the provincial average was 38 percent.
Employmmnt oppooSuneties are conccntrated in the main urban
centers. As a result of the lack of variety of renJloye™r™t
opppoSuuesies, there is a corresponding shortage of some types
of labour. For exammle, the lack of local neNJmoye”I™t acts as

a dis™cmtive to receive skills training. Also, the existing
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industries of the Northeast experience high turnover rates
in their labour forces and relatively high wage and salary
levels. These indus”ttries have to meet high transport costs
for the movement of freight and do not have access to a

full range of transportation services. There is a hesitancy
by comppnnes to invest in the region and local entrepreneurs
have difficulty in obtaining capital for investment because
of a lack of wel developed sources of capital in the Nooth-
east. Because of this difficulty Iin attracting capptal to
the region and the subsequent reliance on resource ind™us”iries,
market fluctuations in demand for the Ilimited products of
the Noorheast result in reduced production, plant slowdowns
and cyclical variations in employmeet. Resource industries
are export oriented and, thus, have little control over

market prices or demand for their products.

Sodal Reated Problems
Deespte the high wages paid in some ind”st™:ries,

average incomes per capita after income tax are below the
provincial average. In 1973, the average per cappta income
of the four largest centers in the Nootheast was $6009 whhle
the provincial average was 3$6530. This lower income level
has rami:Lcati~rns when cost of food is considered. Cooit of
food in the Noorheast ranges between 5 and 10 percent higher
than Toronto on average. The further away a communnty is

from Toronto, the higher the food costs, whhle available
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income is lower.

The slower population growth of the region, resulting
from the outmigration of the young and educated, immPies that
the regional market for local industiry and services is stunted
in compprison to southern Chai™io mak”™eet;. OuUmigration from
the region occurs because of the lack of employment opportuni-
ties Iin the region for the young, skilled or educated.

At the same time, a sense of alienation from southern
Onnario, the seat of power, and the mainstream of Ontario
wealth exXists. This alienation is based on the physical dis-
tance from the south, the eiistence of larger French and
native ignrri.ies that are m”re visible than in the south,
the concern of the inhabitants for envirotminnal quality and
the belief that provincial government programs are designed
for the south.

In g™nTal, it can be seen that many of the problems
of the Nootheast could be solved with a diversification from
its resource orientation. Direerilficati™~rt would lead to a
greafter wvariety of employment reducing the need for mig”ntiM
and the effects of world market prices for resources on employ-
ment stability. It is possible that diversification would
increase participatoon in the labour force, thereby increasing
per capita incomes and therefore offsetting the higher costs
of Livitr While diversification of the ncrtrmc base of the
Nootheast is hindered by shortages and high wages for some

types of labour, transport costs and the hesitancy of crmpaanns
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to invest in the region, there are positive factors which
would appear to make the region attractive to industry and,

therefore, aid diversification.

THE POTENTIALLY ADVANTAGEOUS FEATURES
OF NORTHEASTERN ONTARIO

While there are features of the Northeastern Ontario
region which quite clearly create regional dispaaities and
hinder tie solution of the resulting problems, there are also
a nummer of features which could potentially aid in the
alleviat::~c”™t of these problems. The argument for the attrac-
tiveness of Nootheastern Onnario to some industries is based
on the foloowing oMMNM2MNNA<MNions.

1) Growth in southern Ontario may be approaching levels that
result in diseconomies for industr™y and the general public.
The urbanized belt centered around Toronto suffers from
rising land prices, urban and transportation conggstion,
and comppeition with agricultural and envLtonms~ti™Ml con-
cerns. Cominuation of this trend would eventually force
induusrial concerns to locate outside this region, possibly
in the Nomeast. 28

2) The location of the Noothe astern region is more c/ rMA:tsl
within Canada. It is nearer to the wettern provinces,
has linkages through Sauut Ste. Maaie to the Anmercan
mid-weet, is within the Mi™~-C™nhada C)oln:idot and is closer

to southern Onnario maakets than the milsjii:ips provinces.
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Its location on Lake H”%jron would suggest the use of the
Great Lakes shipping routes.

Besides the availability of wood and minnral raw maatrials
for industry, the region has resources of plentiful land
for building, water for indussrial processes and hydro
power and lignite depossts south of Moooonee for

The region has an existing infrastructure of urban settle-
mmnt and transportation routes. Many of the infrastructure
an~eebttinis, such as governmennal offices, educational facili-
ties, available and trainable Ilabour pool, municcpal govern-
ment services, and recreation and leisure facc lities, exist
in the larger ctinMiers.

The provincial government appears to be interested in aid-

9 Whhile the sincsinjLty of this desire is

ing the north. 2
difficult to meaaure, the p~™wvanoc”™ government has been
flexible with resource companes. must be obvious
to the Onnario and Canadian governments that developw”?inNt
of the Nootheast would decrease the need for special
grants to the region'a muui Opan™iies, and decrease unem-
ployment and weefare payments to the population of the
region. SimuStaneously, the region’'s musicipailties
desire development and would conceivably aid new indus-
tries that desired to locate in the Nootheaat.

Because of the trend of meehaaizatisn in mining and the

subsequent decrease in mtiflaowfMlr requirements and because

of the iwvailibility of females for aartiiiaitisi in the
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labour force, an adequate Ilabour supply should exist in
the Noorhhast.

These factors should make the Nootheast attractive
to at least a few new indussries. H/”5*eevi:, southern Ott"irio
retains an advantage in attracting new industries because of
an apparent preference by “annuffcMhititiers to locate there. In
an attempt to promote Northeaatern Onnario, and diversify and
stabilize its economy, a numtier of poetical groups have
offered input for regional planning. These groups and their

suggestions eill be discussed in the following section.

RECENT THOUGHTS ON NORTHEASTERN
ONTARIO DEVELOPMENT

In this section, the roles and policies of the Canadian
Federal governmeen's Ds*p“c:tmM™M: of Reggonal Ecrnrm.c EXxpannion,
the Onnario provincial governmeet, the Sudbury and DssiMiict
Chamtibr of Commmece, the N~ r~“thsrn Ontario Hei-tage Party and
the Sudbury 2001 C*i“mmtttee for EconoMc Development will be
discussed. Thhis will indicate both the government and the

critical thoughts on the development problem in the Nootheaat.

Feddral Government

The Canadian Deeprtment of Recjgonal Etonom.t EXxpansion
has designated a large portion of the Nootheast as a region
eligible for federal governm”™lt aid for new or expanding indus-

tries Rgga~r™Jless of the eevnirpm”™rMlt restraints on the North-
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east, this department believes that the region can support
more extensive secondary industry because of the size of

the regional maaree, the existing Noorheastern infrastructure
and connsraints on future development in southern Onnario.
The changes in the Reegonal Development Incentives Act in
Appil, 1974 appear, however, not to have altered the empphsis
on subsidies for capptal requirrem”i“tts. Whhle the stated
prime objective of the Department of Reeional Economic expan-
sion is the creation of employmenn, the subsidy incentives
favour capptal investment rather than emp?oym”iMt creation.™
That is, capital subsidies tend to be larger than Ilabour sub-
sidies. In the long run, capptal investment will increase
plant output. The capptal thus raised would tend to be in-
vested in more production equipment, resulting in spiralling
decreases in the demand for Ilabour. It is quite likely that
the federal governm”i“t expenditure on subsidies could be used
more effectively to provide an income subsidy for depressed

) . . B, - 32
areas rather than to influence induusrial location decisions.

Provincial Govvrnment

It is the pro~i-ncial government of Ont?irio which has
the greatest potential to influence regional economic expan-
sion.in the Nootheaat. Reggonal planning is the responnsbility
of the Miinstry of Treasury, Economics and Inter-Governmental

Affairs and the regional planning program in Onnario in its

present form initiated with the Toronto C”™nnered Region Coriccpt.
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First annunciated in the 1962 Metropolitan and Region
Transportation Study and refined in the Deeign for Development;
Toronto Centered Region report released in May, 1970, the
Budget Speech of 1971 and the Status Report on the Toronto
Ccetemd Region of Auguut 1971, it was the initial step to-
wards i1ompoehensiee regional planning in Onnario. Previously,
prtvincial economic development policy was concerned with
ind"sStNi.al promotion and expansion. While apparently aware
of regional imbalances within Onnario, the policy makers only
promoted de cce nralization. The creation of the Mou™pan™y
of Mentooplitan Toronto Iin 1954 solved the commoonnt muuCci:-
paaiCes’ waaer, sewage, housing and transportation probl~ems.
This i1nadvertently made the south cennral core area of Onnario
more attractive to industry and resulted in continued concen-
tration of niocom.i growth Iin this area. The Toronto Centered
Region was an attempt to ic>nCrll and set limits to this econo-
mic growth. The main principle of this concept was that
growth would be Ilimited to an arc centered on Toronto and
extending eastward to Oshawa and southward to Hamiiton. The
area north of this arc would enm”:Lc largely rural or recrea-
tional land. In order to ease growth pressures on the lake-
shore arc, the area beyond an easy iommittcg range of Toronto
would receive some unspecified aid in encouraging growth.

This apparently included Noorheastern Onnario. The proponents
felt that growth in the northern zone of the Toronto C”™nnered

region, icilMudicg the Cities of Baarie, Orilia, Midland and
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Collingwood, would tirnsmt growth into the Parry Sound Dis-
trict. Because of the pooential bene fits to the Norl My'st:,
the proponents of the concept felt that comppeitive economies
should be discouraged.

The Toronto Cfrenfred Region concept subsequently led
to regional plans for the Noorheast. In 1971, Deeign for
Dewlopppet: Nootheastern Onato, Phase 1 was released by
the Miinitry of Treasury, ~onomcs and Intfr-governppeeal
Afjrairs. The information and data on the problems, needs
and goals of the region contained in this report formed the
basis for the March 1976 Deeign for D*fe“fLopmfie: Nootheastern
Onnario Reeional Strategy. It was stated in the preface of
this report that it should be ep”paas-zed that this document
is not confirmed provincial government pdicc... (it is only)
a draft proposal for action in Nootheastern Ont?Nj?io." The
Noorheastern Onnario Reggonal Strategy contained serious
flaws. The recomimenaaions for economic development were very
general in nature and lacked speccfic details on timetables,
financing arrmangfpeees, actual projects to unddrtake, and
terms of reference. The lack of substance iIn these recom-
mendations can be aemoleSratea with a few examples. It was
recommended as part of the economic strategy that the tourist
industry in the Nootheast should be upgraded and encouraged
to become a year-round industry. As for other enterprises,
the rfc:ommefddtion was that wventure capptal be made available

by the private sector. These rfcommpfndaions were made with-
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out details as to how the tourist indun~ftry was to be encour-
aged or how the private sector was to be enticed into pro-
viding venture capital for Nootheaatern enterprises. The
only recommeeddtion for the transportation sector suggested
that rail and trucking rates for the Nootheast should be
reviewed, while the cyccical instability of employment in

the resource sector should be reduced. 33 The Strategy

failed to meritim any improvement of transportation linkages,
the role of the Onnario Northland Trans=pprtation Commission
or any provincial meaaures to provide alternative employment.
Few of the fourteen rncom”endaa:iods for the economic strategies
contained any specific proposals of any kind. Even so, the
overall emphsi-s of these rncom”enddt:~ods was not on diversi-
fication but on im”irrvidg the resource sector. Eleven of the
economic strategy rncrm”enddSiLOdi were related to mr~:Ldg,
forestry and tourism whhle two dealt with masdUasCuring and
other businesses. Only one rncrm”endat:ion was made concerning
transportation. The spatial strategy for the urban system
consisted of the selection of growth centers for the Noorheaat.
Three levels of growth centers were identified. Sub-regional
centers included Timmins, North Bay, Sudbury and Sauut Ste.
Maaie whhle lower priority area service centers included
Kaapusaaing, Kirkland Lake, Moooonee, Parry Sound and New

L .skeard. The third priority local service centers were
identified as being Blind River, Wawa, Heart, Cochrane,

Espanola, Chapeau, Little CMhirfit:, Sturgeon Falls and
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Iroquois Falls, and were to small centers serving
activities in the primary sector. Assistance was to be
geared to the sub-regional and area service centers but the
nature of the assistance was not discussed.

To date, the Ontario government has not prepared a
status report on the Nootheastern Onnario Regional Strategy
and little visible evidence is apparent of action taken on
the tgc~om”egndaiions of this strateqgy. This apparent lack of
action by the provincial government in moving to prepare a
more detailed, comprehensive strategy or to act on tgi*(“"mm~I~da-
tions made in the Northeastern Onnario Reggonal Strategy re-
sulted in vociferous crit:bism of the provincial grvernmegt's

policy on Nootheastern Onnario development.

The Sudbury and Diisrict Chambeer of Commmrce

The Sudbury and Diisrict Chamber of Commeece was
extremely critical of the Nootheastern On<”ltio Re~”gitital
Strategy and responded with the tepM~mt Profile in F~Hwre.
The provincc! strategy, the Sudbury group contended, did
not contain any strategy, analysis or programs for develop-
ment of the region but contained a secret strategy based on
the colonial exploration of the region’'s natural resources
for the benneit of southern Onnaaio's economy as w-tnessed
by the neePhais on the existing mining, forestry and tourist
sectors. The Sudbury and Ds”™~ct Chamber of Commerce also

disagreed with the proposal to include Sudbury with the other
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sub-regional growth centers because this categorization
seemed to be based on popuUation size. The use of c/rMhjral
place funcitions would have resulted in Sudbury being desig-
nated the "meeroplex”™ of the Nootheast.

Profile in Failure also contained a nummer of con-
crete rec”o™m”mendaiLons for a Noothe astern Onfario Development
Strategy which was based on conccnnrating aid in the areas
of promise Iin the Nootheast and relocating employment away
from the Toronto Ce™nered region to the Nootheaat. These
included the designation of Sudbury as the NorrhensS's
regional center, the construction of a four lane highway and
a high speed rail link between Toronto and Sudbury, idenntfi-
cation of industries whose cost structure would make the
Northeast a favoured location and establishing a mining tech-
niques institute. Northern Onnario Studies program, and a
graduate school of ml~isg and mmntSlsrgical nn”™]Lnnering at
Laaumnial US\"eeri.ty in Sudbury. In order to partially
fins"sce these projects, it was suggested that the business
tax applied to mining comppane”s;’ propprties should be in-
erease@. 34

Whhle the proposals of the Sudbury and Disiiict Cham-
ber of Commmrce ~:re more substantive than the DDeign for
DaVtlopmmnt rnc~rm”penda:erns and included a mmthod of financing,
they admittedly lacked a careful analysis of their feasibility.
For exampe, the effects of raising local taxes on the profita-

bility of mn:ing crm)pilnns was not analyzed.
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Northern Ontario Hri.tage Party

Discontent with government action in dealing with
the problems of the Northeast has also led to the form~lti®on
of a regional political party named the Northern Oonario
Heeitage Party. Official approval by the Onnario CA/l““mhisiiot
on Election Corttibutirns and Expenses was given on October
19, 1977 allowing the Noothern Ontario Hei.tage Party to
register as a recognized provincial pol.itical party. The
plafOorm is based on the threat of the n”irther™n Onnario
secessi“o™n from Onnario if the electorate believes that a
new province would improve present counitinNs. This party's
regional emphhais is unique to Onnario provincial pooitics.
Whhle hardly a mass movveneen, the Noothern Onnario Heeitage
Party's origin and emp.ataiLs is reeintscent of Queeee's
seppratist m”o”™6" " eet. Two specific proposals by the party
are that at least Tifty percent of the resources extracted
from northern Onnario should be required to be processed to
a Tinished produ”it in the north and that a Minnitry of
Noothern Onnario Development, responsible for transportation
policy, regional taxation, development of ntdusSriti parks
and resource mmnagement of northern Onnario, should be created.

Whhle support for the Noothern Onnario He?j.tt"ge Party
has yet to be tested in a provincial eincti™t and probably will
never become a maaor hoOiincti force, i1t provides an alternative
forum for the expression of feelings of neglect and discotient

with southern Onnario hoOiiiiti establishments.
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Sudbury 2001 Development Committee

In an attempt to solee the problems of the region,
the principle of "boot-strap'™ or 'self-help'™ has been
employed. An example of this principle is the Sudbury 2001
Development Cooimimtee, formed in October of 1977. Repprsent-
ing local goeernmmet, bujiness interests, labour groups and
interested citizens of the S”iMlbury area, this group attempted
to present a unnfied front to press for a new ind”ssi®iLal
strategy for the Sudbury area. A conference on economic
development held in April, 1978 drew eight hundred partici-
pants from labour and business groups, local goeiernme”t:,
professionals and consumees. The organization which resulted
from the conference had the aim of aiding the crsrti~ot of new
permanent emmloymmeit in order to make Sudbury a self-sustaining
meeropoHs by the year 2001. The comm”tee believed that the
econom.c climate of the Sudbury area could be im~:roesd by
supporting local industry and business to maantain or expand
levels of employmmnt and by attracting and aiding new indus-
tries Iin Sudbury. By identifying products that could be
rnmauufatured in and marteted from Sudbury, firms that manu-
factured those products might be induced to locate in Sudbury.
AAnoher proposal called for the dissemination of information
on available induusrial fan™cJ”:ities, labour force quuaifica-
tions and avvalability, and maa-kets for new products. Other
suggestions included the creation of a fund through local

subscription to use as seed funding for new projects, using
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public land for sed”stlnital parks, training programs for
smaai busseess and eetreoreneural skKills, opening of the
partially competed dnnp water harbour on Gr™MMi.ae Bay,
municipal tax incentives, and a pro-Sudbury media package
em>paaszing Sudduuy's positive features.

To date, few of these rncommineaSires have bnnn
acted upon with thn exception of a "Buy Sudburian'™ cammaign.
The present united Steelworkers of M”™mnrca strike aNiNiLnst
the Sudbury opprations of Inco Limited snnms to have decreased

public awareness of and interest in the rrganizstire.

OOsenvatioes

Given the relati“v®e urgency for the correction of the
Nrtt~Neast's problems which result from a lagging economy, it
is unfortunate and surprising that very few co”*c’irete proposals
have been made or actiion taken to rectify the problems. The
ChitinsMian federal government and the Onnario government have
conducted extensive studies on the Nootheast. Their best
solutions have connssted of incentive loans and grants to new
or expanding firms located in the region. Whhle much of the
blame for the lack of action lies with the Onnario government,
the unwWilingness of the Nor™™a; ferners to take the initiative
is disconcerting. While the Sudbury 2001 Development Committee
had a hopeful start, it has not accomplished a great deal.
Gven the current government spending restraint at both federal

and psowv'<"csl levels, the philosophy of self-help should become
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more prevalent. The Northeast must aid itself as much as

possible, if senirt levels rf government continue tr vacillate.

CONCLUSIONS AND A SPECIFIC
PROBLEM FOR INVESTIGATION

Northeastern Onnario is economically limited by the
general north-srsth dichoOomy which exists in Onnario. Any
action taken to deal with the various listed problems must
be regarded in this light. The region could be classified
as a special case, a frontier region, a depressed region or
a colony, as discussed in the Tfirst chapter. While the label
is nut imf=prrant, what emmrges is the im~c’irtance rf the core-
periphery relations in Ott"irio, and the effects these relatiK™ns
have on the Northeaat. Econom.c growth has been conccnnrated
in southern Onnario but the spread effects of growth have not
stimulated the hinterland’'s economy. Backwash effects have
prompted the movemmnt of factors rf production to the core but
the demand for the products of the hinterland has not resulted
in a growing economy Iin the periphery.

The wvarious groups which have indicated a concern for
the Northeastern Onnario problem w™MMNd appear to have studied
every aspect, whhther stated or unntated, of the results of
core-periphery relations in Onnario. In order tr deal with
the problems, these groups usually identify nonconnentious and
pooitically expedient obbectives in an abundance of studies,

papers, media releases, and policy statements. Howeeer, they
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generally fail to explain the method by which these objectives
may be achieved. One obvious failure is the lack of deeail on
the financing of the various projects suggested. With the
exception of the proposal to increase mining land taxation in
the Sudbury area, the question of how the required money is
to be raised and distributed is not usually d™"</lt With.

Other failures with the wvarious proposals are more
tractable than the question of financing. For examppe, all
groups Iinvolved have stated that the Noorheast should have
more industry than it presently has. The Sudbury and DitinNiict
Chambbr of Commerce and the Sudbury 2001 Deve lopment C2r“mn:t:ee
both suggested that industries wWich can operate successfully
in the Nootheast should be identified, without indicating how
this should be done. Once a mtthod has been established to
com"pMre Tactor of production costs Iin the Northeast with
other mneSact:ulrieg centers, i1t would be possible for the
Nootheas tern centers to disseminate this information to the
feasible induutries. Specific meeasues, such as maunicped
taxation rate eaaepeSaaioe, grants, and the provision of
ied”sSI™isl lands, could then be taken to attract these indus-
tries which could oM‘tirate successfully in the Nootheastern
centers. Poosibly, this procedure would provide the designated
growth centers with the propulsive unnts required for the
initial stimulation of growth. This hinges on the idcneifiis-
tion and crmeri.trn of factor of production costs. In the

folding chapter, an attempt will be made to identify and
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comparn the production factor costs for manffay:urntg

activity in Nootheastern and sruthceetrrl Onnario centers.
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CHAPTER 3

DERIVING COMPARATIVE PRODUCTION COST
FUNCTIONS FOR ONTARIO CENTERS

In the initial chapter of this thesis, it was indi-
cated that the growth process iIin a regional economy was a
complex mechanism. This process could be influenced by many
factors which could be either endogenous or exogenous to the
regional system. Attem”tts have been made to explain the
growth process, but the existence of unequal growth rates in
various regions has resulted in policy makers applying the
growth center concept to regional planning. One of the
features of growth center policy is the initial stimulation
or "kick"™ of growth in a designated growth center iIin the
hopes that this growth will become self sustaining and stimu-
late further growth. That is, centers designated as growth
centers require a propulsive unnt or propulsive uni.ts. In
the second chapter, the Norrheastern Onnario region was dis-
cussed as an example of a lagging region. Whhle the Noorth-
eastern Onnario Regional Strategy designated North Bay, Sud-
bury, Sault Ste. Maaie and Timmins as regional growth centers,
the iInitial stimulation of growth by propulsive units in these
centers was not specified. A general problem with the Noorth-
easteim Ontario regional economy is the lack of industry

other than resource related activities. This is partially
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due to the percepti~on of the Northeast as a high production
cost area. It was suggested by the Sudbury 2001 Committee
that firms, which could operate profitably in the Noorheaat,
be identified and induced to locate in the Noorheaat. This
poasibly could provide the designated growth centers with
the required propulsive units.

In this chapter, an attempt wwIll be made to com”p”ire
the costs associated with mnnffcci®iring production in these
Noothe as tern centers with selected centers in soulth cennral
tant™Nio. The basis for this type of produ™ion cost analysis
can be found in Roy E. Geeogg's criitnrtive study of m”niti:cc-
“~ring in ~ova Scotia and c”enn:iral Canada.™ In the Tfirst
section of this chapper, the miPhodology issues will be dis-
cussed and the production cost functio’n identified. In the
foloowing section, the various factor cost subfunctions will
be derived for selected years for the Nootheastern and south-

centers. In the final section, conelusions will be

drawn regarding mcnfaaCl*ring production costs.

METHODOEIGAL QUESTIONS AND
THE SELECTED APPROACH

T~hree mmaor points wvIll be covered in this section.
Initially, Geeogg”™ study will be quickly reviewed, foioowed
by a discussion of the selected trrdunltirn cost function.

L asly, elements of the structure of iacnUacturing activity

in Onnario will be discussed Iin order to provide a basis for
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the examination of the production cost function.

The Background

George's method of the costs of
ing iu Novn Scotin with those of Canada is the basis
for the approach later utilized Iin this chapter. GGorge was
interested in the circumstances that N*va Scotia found itself
in the late 1960°s and attempted to explain the general lack
of economic growth in Nova Scooia on the prem.se that Nova
Scotia was not a least-cost Ittati~ou for maanffacuring firms.
After standardizing Sccoia's production costs in labour,
materials, fuels, electricity, transportation and capital to
central Canada's maufaa™lI™liiug structure, he found that Nova
Scc™a's costs were commiaablr to m”itniral CMaa™ad's.  That
is, the cost of producing maanUactured goods and distributing
them to markets in No'va Scooia and c/Ml?MU:ial Canada was virtually
the same whhther the producing plant was located in Nova Scotia
or in central Canada.2 The crucial issue seemed to be the
supply of entrepreneurship which could not be readily attracted
to N”va Scooia. Because the rate of moonm” returns to
entrepreneurship were the same Iin either location, the intan-
gible returns such as social contacts and alneeUties muut have
been implant in deciding location.

Whhle this study was published in 1970, his attention
was confined to the period 1945 to 1962. To provide informa-

tion that was not readily a”™c”i-lable, two surveys were under-
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taken; one in 1962 and the other in 1965.

IT a classification is required for the method, it
could be referred to as a cost-accounting approach in which
the production requirements of factories in a number of
locations are assumed to be comppaable wWile produ”ti®o™n
costs may vary. In this maannr, these locations’ production

costs may be compared.

The Coot Accouuning Method

Geoorg's cost-accounting approach, in a form mooified
for the requirements of this study, was the method selected.
This approach has the following strengths in relation to what
has been stated about Nootheastern Onnario in previous chap-
ters.

i) IT the northeast is found to be a high production
cost area, then the retardation of its economic
growth with its lack of diversification may be
ex™Lained as a function of these high production
cos ts .

By identifying the types of costs which are high,

v/

government policy can be directed to these costs
in an attempt to lower them. By identifying costs
which are low, firms that are intensive in that
factor can be made aware of the cost advantage of
that factor in the Nootheast.

iii) i it is fndnd aliap od™ducoioncosts in eheoohth-
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east do not differ significantly from the area of
mnufac”~tivuiring conccenration in Onnaaio, then
reasonable alternative ex™lanaiti~ons of the lack of

MnuUa™n”t:ulring in the Nootheast can be sought.

The area of Onnario that includes the cities of
Oshawa, Toronto, St. Ccaherines and Kitchener-Waerloo wvill
be referred to as sm™MMMM-ctMrMtiral Onnario. T ese centers are
within the naanf™»"™"7? belt of southern Onnario and, with
the exception of Toronto, approximate the sizes of the
Nootheastern Onnario centers. All of these centers have a
large mnnffn~t:firitg sector, accounting for between onn-third
and onn-qtiuater of total employmeet. The Nootheastern centers
that Wil be commamd to these sm”t:h-c(“I™*n:tal centers include
Sudbury, Sault Ste. Mare, North Bay and Timmins. The
tat:Lotnln behind this selection is simple. These are the
four maaor urban centers in the Nootheast and as such have
the greatest potential for growth, the greatest attraction
for maanufaturing firms and are the largest sources of
employment in the Noorhhaat.

IT these Nootheastern centers have a disadvantage in
attracting mnnffnCu]ting firms in the form of higher produc-
tion coots, the relative lack of economic growth in the
Nootheast may be attributed to this relative disadvantage.
This premise is based on the highly likely assumption that
maanffaCuring firms which are not spatially conntrained wvll

locate in the vicinity of the least cost production areas.
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It would be realistic to accept that a firm would locate in
sonMtMHN-cfAiMiral Onnario iF production costs were significantly
lower there than in the Nootheast.

The assumptions that will have to be made Iin order
to define the production cost function are as realistic as
possible. The two assumptions about the firms' behaviours
are :

1) Ennrepreneural skills do not differ significantly
between the Nootheast and south-cennral Ontario.
This is reasonable given the common system of
provinci ally-directed education, common access to
higher education and equal access to business and
consumer inffoirm”tion;

2) All mauffic”rcturing firms will be mmnaged in an
attempt to be profitable;

wwile the three assumptions related to the market conddtions
are :

3) Entry into the industry is relatively easy for most
firms and is without spatial restrictions. There
is no difference in the freedom of entity between the
Nootheast and south-central Onnario.

4) The only market for goods produced in both areas is
found in south-cent:ral Onnario because of the greater
size of population in this area.

5) The amount of goods of Northeastern j™nua™™e that

is sold in the market is too small to have any real
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effect on the level of prices for these goods.
The effects of distance upon the cost of the producing wvill
be incorporated into the production cost function. This
will be achieved by applying freight rates for maee”r.als to
the cost of 7aat™rMi-als required for the production process.
Maanufacuring maacinery will be dealt with in the same mmnnnr.
Given these connitions, the total annual cost, desig-
nated TC, of producing a firm's output is a function of

various required costs such that:

(3.1)

where Ci-_’ CN’ CB’ Cm, C\] and CE are the costs of
labour, land, buildings, materrals, maaChnery and energy
required to produce the output. The use of these factors

are such that TC in center i with an output level of (Q)

may be defined with the following sub funccions:

(3.2)
(3.3)
(3.4)
(3.5
(3.6)

(3.7)

whe re :

measure of labour efficeency iIn i

®
1

maanffaturing wage rate iIn i, Iin dollars per maayyar
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TNi = annual municipal taxation on land, in dollars
per square foot

T = annual munncipal taxation on buildings, in dollars
per square foot

I = annual bank iIinterest rate on loans

P,,. = price of land in i, in dollars per square foot

PB‘i = price of buildings in i, in dollars per square foot

PM = price of maanuacturing maatrials, FOB Toronto, in
dollars per 100 pounds

Py = price of maanufaturing maaiinery, FOB Toronto, in
dollars per 100 pounds

R.l = freight cost to each llicti“on 1 from Toronto, in
dollars per 100 pounds

PGi = price of natural gas, in dollars per MCF

PF'I = price of fuel oil, Iin dollars per gallon

Pec = price of electricity, in dollars per Kkilowatt hours

These variables wvill be used to identify what will be referred

to as tie factor cost identities for each factor subfunction.

The foh”i“wing wvariables are used to define each subfunncion’s

factor requirements and these factor requirements are tie

amounts of the factors nrcrssary to produce 100 pounds of out-

put per
Q)
A
V

Tl

year:

annual output Iin hundreds of pounds
man years required
square feet of land rrquLi”~rd

square fTeet of building required
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hundreds of pounds of materials required
hundreds of pounds of mmchhnery required
million cubic feet of natural gas required
gallons of fuel oil required

kilowatt hours of electricity required

The fTactor cost identities for each factor subfunction

be de fined as:

IT 1t is

the factor requirements are also unknown,

identities ¢ , ¢, ¢, ¢, ¢ , and c

may

(3.8)

(3.9)

(3.10)

(3.11)

(3.12)

(3.13)

initially stipulated that the output is unknown and

the factor cost

can be derived from

available maanUfacuring data for wvarious Onnario centers.

This wvill

allow for a commpaison of these factor cost

ties for various centers.

identi-
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Manufacturing Activity in the
Selected Cr”tiers

Before the accounting method is used to derive the
factor cost identities for each center, it would be Tfruit-
ful to discuss manufacturing concceUrntiou cud subsector
diversity iIin the eight centers. This wvill provide a basis
for compprison of results when the factor cost idennities
are derived.

ManuUaaturiug em”Ploym”™nlt in Oshawa accounted for
39.22 percent of total employment in 1971. For Kitchener-
Waatrloo, it nttom”™mied for 39.03 percent; 34.42 percent in
Sauut Ste. Maaie; 31.91 in St. Caahhrines; 25 .35 percent
in Toronto; 12.94 percent in Sudbury; 9.28 percent in North
Bay; and 6.13 percent in Timmins. The actual num”E7irs
employed in manffcMCu:iiug ranged from 315,565 mnuUac”™turiug
em=>l.oyees in Toronto to 925 em”l.oyees iIn Timmins.

In terms of mnuffnCuliiug diversity, Oshawa, St.
Caahhrines, Sudbury, Sault Ste. Maaie and Timkins all had a
dominnting subsector which accounted for more than thirty-
five percent of total maaufaaturnng employmeet. For Oshawa
and St. Ccahhrines, this domintlting subsector was Transporta-
tion Equipmmnt MaaufanCurnng and was obviously associated
with the aftrm”rile assembly plants in these centers. Sud-
bury’'s and Sault Ste. Maare's maanfacCurnng sectors were
dominated by the Pinmaiy Meeals Processing Suuseecor, whhle
Tnm~inti, do”™innting subsector was the Wood Induutry. The

manufaaCuring employment of the eight centers can be compared
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with each other by means of a mnufa’ctturing locatiLon quotient,
indicating the relati™e cor‘cenimti’on of naanf™111:~ employ-
mmnt among the eight centers. This quotient may be expressed

as .

(3.14)

where X. is the maanffaturing employment in center i, and
YN is i's popufation. This expresses maanfaacuring employment
in each center as a percentage of the sfm for all centers in
terms of the population of each m”~™nlter expressed as a percent-
age of the sfm of the popufation of all the centers. A wvalfe
for this ratio which exceeds 1.00 indicates that the center
had a cor™("tenlration of mcnffn™t™MN:ring employmmnt above which
its share of population waaranted. Valfes below 1.00 imply
that the center had less than its share of manufacturing
employment. The calculated value4 for Kitchener-wWacCtrloo, m
1971, was 1.524; 1.377 for Oshawa,; 1.185 for Sault Ste.
Mare; 1.085 for St. Caaherines; 0.980 for Toronto; 0.446
for Sudbury; 0.206 for North Bay, and 0.205 for Timmins.
Both Kitchener-Waaerloo and Oshawa had maanfacturing employ-
mmnt levels that exceed what was expected whhle Sudbury, North
Bay and Timmins had only one half of the expected employment.
Whhle it was previously indicated that some centers
had dominnting induusrial subsectors, a morn useful index of
subsector dominance wvill indicate whhther or not some centers

more dominated by a subse ctor than others. By initially
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ranking the highest ten values for subsector employment per-
centages and then cumifatively adding these subsectors, the
sum of the totals indicates the degree of subsector

domintaion. This index may be expressed as lk for center i,

when :

(3.15)

where X" is the percent of all employment in the sector which
ranks in position j. The 1k term acts as a wwighted sum of
employment in the top ten sectors with higher ranking sectors
given higher weights. Values for |k poCentially range between
1000, for a center whose matfflci™”™ring employment existed in
only one subsector, to 275 for a c™ntter whose maanufoturing

employment was equally distributed between all existing twenty

subsectors. The calculation of the D. wvalues for 1971" indi-
i

cate that Toronto and Ktchener-Wten~rloo, with D~ wvalues of
469 and 581 respectively, were Tairly diversified matfa™Mi:u:r-
ing centers. On the other hand, Sudbury, with a |k wvalue of
885, and Sault Ste. Made, with 935, had maatfaaiuring sectors
which were dominated by a subsector. North Bay’s wvalue was

i

645; Oshaww's was 765; Timminn’ was 778; wlinle St. Caahheines
was 790.

The twin cities of Kitchener and Waatrloo are tori™C.ly
considered a single urban center because they are contiguous.
Henceft™, Kitchener-Maae rloo wwill be referred to as Kitchener,

for the sake of brevity. The previous discussion has indicated
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that Kitchener is a center in which mnufac™uiring activity
is conccnurated and that it has a diversified subsector mix
of maaufaccuriug a™t™:iVLtins. It also has a persistently
high popufation growth rate/ Because of these “~curable
maauUacCuriug coi”cniitions, Kitchener will be used as the
reference center against which the production cost functions

for the other centers wvill be comppred.

MANUFACTURING PRODUCTION COSTS
IN THE SELECTED CENTERS

In this section, each factor cost subfunction speci-
fied for the total production cost function in equation (3.1)
will be derived for each of the eight selected centers and

compared to the values for Kitchener.

Labour Cosit Subfunction

The Ilabour cost identity, CLII was defined in equation

(3.8) as being:

The data for factor cost identity C_. was based on many
sources but primarily upon the Canadian census ma©™eld con-
tained in ManuUaaturiug Ind”st:irins of Canada for the years

1965, 1970, 1971, 1972 and 1974.
Initially, the term W , average annual maufactu:riug
wages per employee in each c”iMlter 1, was calculated by divid-

ing the total mnnf™"t:uring wages paid in each center by the
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num™:r of em”l.o*ees employed in mnufa™™ujring in that center.
These Wvalues are expressed ns n percentage of wages paid
per employee in Kitchener in Table 3.1. Data for 1965 for
Oshawa, Sault Ste. Maaie and Sudbury were not available in
any potentially u~<eful form. The average values for the
percentage values of Ww each center i for the period 1970 to
1974, range in value from Toronno*s 100.38 percent of
Kitchenne’s average annual wage per maanfaaCuring em”™“-oyee
to Oshawa’s 146.29 percent. This average value for W. in
Oshawa, St. Catherines and Sault Ste. Mai.e were all more
than 40 percent higher than Kitchhene's. These centers had
earlier been found to have had dorninnting maanufaturing sub-
sectors. But, Sudbury and Timkins also had dorniiimting sub-
sectors, and their associated Waverages were 110.35 and
107.35 respectively. CCearlv, the effects of the maauffatur-
ing subsector mix upon the average annual maanufaturing wage
should be identified. The calculated Wi values do not amow
for the effects of distortion by the subsector mix. There-
fore, a correction factor, designated as DIW , for the effects
of subsector mix should be calculated. Unnooruunaely, the
avaalable data does not allow a calculation of the term bw,
.n the mmnner th”t George Geooge's m”thod for
calculating a correction factor involved subtracting a
standardized average annual wage from the actual average
annual wage. The standardized average wage level was calcu-

lated by muftillyiue the average annual wage paid in each
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Table 3.1

Average Annual Wages as Percents
of Kitchenee's Average Annual Wage
for selected years

Center WA Values as Percents of Kitchener's
X W value for selected years

1970 1971 1972 1974
Kitchener
Actual Wages $5939.22 $6729.07 $7194.40 $8305.09

% % % %

NBY 109.35 111.47 102.56 96.79
OSH 137.81 156.82 141.55 148.98
STC 125.02 151.43 137.43 146.36
SO0 136.65 141.01 140.06 155.69
SUD 106.16 110.81 97.24 126.79
TIM 95.75 90.46 121.35 121.85
TOR 100.25 102.14 96.37 102.77

Source: Statistics Canada. Maanfaaturing Industries of
Canada: Geoogapphcal Distribution, 1970, 1971,
1972, 1974. Cat. 31-209.
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industrial group Iin the Tfirst region by the number of employees
in each induusrial group Iin the second region. The sum of
these wvalues was then divided by the total wages paid in the

second region and expressed as a percentage. That is:

(3.16)

where WS1 is the standardized wage In i, Wi is the wage level
in each sector m, N is the employment in each sector in the
other region, and W is the total mannffccuring wages paid in
the other region. While George calculated these values for
indussrial sectors, of which maanffcCfring was only one sector,
and for two regions, the term DW* here muut be calculated for
ma™~u™uring subsectors and seven centers. While employment
data are available for each subsector of mannfactfring for

each center, wage data are not. Thus, an alternative to the

George method was devised such that:

DW. = WS, - W

1 A "m
whhee:

(3.17)

where , wd® is the average annual wage of emmloyees in durable
goods maanufccuring in c/rMter 1, n, is the number of employees
in durable goods maauffaturing in Kitchener, wir is the wage

in nondurable goods maanufaituring in i, nn is the number of
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employees in nondurable manufacturing, and WK is the total
wage bill in KLtthernsr. Duuable goods includes wood pro-
ducts, afrnitfre and fixtures, processed primary meeals,
maacCinery, transportation equipment, elettrital products,
and non-rneetaiit minmral products. Nondnuable goods manu-
facturing includes all other maufaatl™:ring subsectors. This
method will not capture all the effects of Mnufact:uriug
subsector mix; howwver, it will have to suffice. The cor-
rection factor values are contained in Table 3.2 and were
derived from Table AbL. It would also be possible to correct
the wage rate for maae-female co”™ppoiij;ion of each centers’
labour force, which p~MorMMrithially could lower average wage
rates for a center if there is a high female participation
rate in that center. For example, in 1972, aem”;lei comppiied
20.3 percent of Kitchenne's durable goods labour force and
35.5 percent of its nondurable goods labour force. Toronto,
with 19.2 percent and 36.5, alm”s™t mirrored Kitchennr's
values. Suu, St. Caahh eines’' durable goods labour force was
only 9.1 percent female and its uo”<*I*lIrnb”le goods labour force
was only 17.7 percent fem”™n,e. Sudbury had the lowest fem™le
participation rate in durable goods maufa™(“t:ure and oweall
participation in maufaaCl™l::iiug, with reipeCtiee values of
3.3 and 14.5 percent.g Whle high female participation rates
in the maufact:u:ring labour force wvill lower the total manu-
facturing wages paid and thereby average annual wages per

emm”©~ee, the data available for the eight centers does not
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Table 3.2

Correction Factors for Average
Annual Wages as Percentages of
Kitchener's Average Annual Wage

DWM Values
1970 1971 1972
0.00 0.00 0.00
9.56 -0.65 24.23
-4.75 -1.98 3.43
-1.65 3.78 3.31
18.75 18.14 39.34
2.84 -0.74 -4.36
8.18 10.74 -11.63
15.73 11.68 27.09

Statistics Canada. Employment Earnings and
1970, 1971, 1972, 1974. Cat. 72-002. And
Tables 3.1 and A5>

1974

0.00

18.16

-7.85
-20.45

-2.73
-24.25

-14.77
10.42

Hours,
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allow for the calculation of a correction factor as was cal-
culated for d”irab”™e-nondurable mix. While data are available
for office Ilccu™M™l:ilns for both sexes for the Centers,9 these
values are not appropriate surrogates. Moot mauUaa™tu:ring
labour is unionized and therefore equal rates would prevail
for both sexes, wWhreas office work may not be as unionized.
There fore, because the calculation of DW1 involved a durable-
nondurable classification, and the available values for
Kitchener, Toronto, St. Caaherines and Sudbury indicate a
fairly conntant ratio of approximately .55 of female rm=>llym
ment in durable goods manf™<™:ure to nmi”titNirable goods, and
because unionization of maanfaafiuring workers should be
uniform, no attempt to calculate a correction factor should

be made. 10 The term DW., will be used later to correct the

1
labour sub-function and wvill be assumed to account for sub-
sector mix and malr-aemale mix for each center. The Wl
values mmut also be corrected for the length of maa-years
in various cenners. This is attllnprished by calculating the
term t~, the average number of hours worked by each empPoyee,
by dividing the total number of paid manhours in a year by
the total nummer of manfaa™tulfing employees for each center.
These values may help to explain high W* wvalues. That is,
average annual wages per emml”~e may be high i1f the emml~es
worked for more hours during the year. With the exception of

a few c™asr,MNraatthiflarM™Niy Sudbury in 1971 and 1972, moot

centers connsstently over the years had larger average annual
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hours worked per em)l,0;*(’e. In Oshawa, emmloyees worked
between 6.29 and 14.45 percent more hours annually than in
Kitchener. In actual terms, in 1970 Oshawa maanUaaturing
emmloyees worked on the average 129 more hours annually than
Ktchener em>l-oyees and, in 1971 on the average, worked 303
more hours. Toronto mauuaa™t:i™lring emm Poyyes, on the other
hand, worked similar annual average hours as Kitchener manu-
facturing employees. For the Norrheaatern Onnario centers,
Sault Ste. *Maaii’s maanuaaturing emmloyees woirked the longest
average annual hours. The only possible explanation of Sud-
bury’'s low average annual hours worked per emmloyee for 1972
is labour-management disputes and the resulting strike against
Inco Limited by the woirkkrs. A mean value for t., designated
as t~ may be derived for the period 1970 to 1974. 2 ror this
period, Toronto and North Bay varied only very slightly from
Kitchenne's average annual hours worked per emmloyee. All
other centers’ emm”©™ees, on the average, worked more than 90
hours more than Kitchener employees; amproximmtkly two hours
more a week.

By dividing by t~, obtannngg an avergge hn”~ury wage
results in a c”irrected annual average wage by muUtiplying the
hourly wage by 2080 hours, the standard numliers of hours
worked annually with a 40 hour work week.

Any attemjpt to realistically determine a tommpaitive
value for labour efficeeiicy is hindered by the same lack of

usable data that plagued the calculation of DV}/. The term
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e1 should be based on the average annual value added per
empPoyee. The dilm”™ma in calculating is due to different
levels of value added per employee in different manuactturing
subsectors and the resulting distortion caused by subsector
tonccenration in different centers. For examPe, value added
per employee is higher in nlectrital products “aanfa”*c/iiu:ring
than in food and beverages production. Variations in actual
output per worker may be due to the amount of capital invested
in the production process per wooker, the nature of technology
being applied, scale of prod”™t©ition, maaaageial efficiency and
the education and training of the labour force. The Economic
o001 of Canada found that efficiency of the labour force
was primarily due to the amount of education that the Ilabour
force received. 13 Gven the initial assumption relating to
common system of education avaalable to all centers, the value
for for all centers should be equal if there is no signnifi-
cant variance in educaaional att™ainmmt between the eight
centers. This may be seen in the percentage values of the
labour force iIn seven census agglomeeations for which the data
are avaalable that have secondary school education. 14

It is assumed that manaffaturiag Im=ilo™els would be
required to have some form of secondary school education.
The results indicate little variation in the levels of male
and females employed wth at least three years of secondary

education. App<3>~"inaaely onn-third of the active Ilabour force

in each of the census agglomeeations have an educational level
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of Grade Nine, Ten and Eleven. Approximately oneequuater of
the active male labour force attained either Grades Twelve
or Thirteen, with a range in values of 8.61 percent. The
lowest percentage for Grades Twelve and TTirteen achievem”/inMt
was 20.54 percent in Sudbury eWhle London, with 29.15 percent
of the Ilabour force achieving Grades Twelve and TThrteen, had
the highest value for this level. More than ontethird of the
female work force attained these lewvels, with a range of 10.09
from minimum to maximum vwvalues. Because female participation
in manufacuiring was approximately onn-third of the total
manufaci®™iring labour force, these variations in educational
achievement and their effects on the efficiency of labour may
be discounted. And because these values are for the entire
labour force for each center, they do not really indicate
variations in the efficiency of manua”™c™turing labour Iin these
centers. As a result, the value for e will be assi™“cjned equal
values of 1.00 for the eight centers in the analysis.

For purposes of deriving Cl'fi-, the factor cost identity

for each center, may be redefined as:

(3.12)

Table 3.3 contains the Cisi values for each center expressed

as a percentage of Kitchenners L value for 1970, 1971, 1972

and 1974. The average values for c¢ will be taken to be

indicative of comppaable wage rates as they minimize the
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Table 3.3

Labour Cost ldentities for Centers
for Selected Years

c_. Values as percentages of
JjIKitchener's ¢[; Value

1970 1971 1972

1974

$6000.67 $6690.15 $7165.80 $8513.42

% % %
98.43 109.26 78.82
134.40 139.00 127.48
120.68 137.70 126.84
128.86 137.49 133.40
81.20 84.93 59.82
82.11 76.34 130.91
83.64 91.21 75.10

%
76.41
144.15
156.08
162.64
121.94
127.22
90.02
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effects of new labour contract occurrences, labour strikes

and fluctuati~c™ns in the economy. On the average then, North

Bay and Toronto are lower labour co™t locations than Kitchener,
while Oshawa, St. Catherines and Sault Ste. Marie have mannyear
labour costs which exceed Kitchenne's by more than i™nnethird.
Sudbury and Timmins are both near 5 percent within Kitchener's
cost of labour per maanyear. As both these centers are
basically mlnLtg towns, this difference may be the result of
ManlanClI/NIrlers having to comppte with mining wages. As two of
the Nootheast centers were only slightly higher than Kitchener
during this period, and one was almoot 10 percent below Kitchener,
this would seem to indicate that moot of the Nootheastern centers
are no't particularly high labour cost locations. It is possible
that economies of scale within the “aanua™c™”?i“ring firms may
account for v/Lliint:*c™ts in the wvalues for Cl_i' Firms in North
Bay, Timmins and Sudbury had, on the éverage, less than thirty
woreer.1l5 nNjse whre relative”™ ~w-la™ur cost locations.
With an average of 180 worTers, Sault Ste. Mane had the
largest average number of employees per matlac:t:u:ring plant.
Internal economies of scale in larger plants would mean that
wages could be higher than in smai®ier plants.

Geeneally one would assume that wage rates for centers
within a province would be approximately equal due to minimum
wage limits and union representation at wage n”~c”cMOi.atiots.

The higher labour costs which have been observed, then, muut

be related to the following factors:
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1. DiifitfFlty 1iu attracting i1anufaaCuriug labour to
certain lotations due to isolation, attractiveness
aud 1iti—fett information.

2. Higher labour productivity aud efficiency.

3. Coometition for labour with other sectors.

4. High lewvel of labour unionization, which would

result in higher wage demands.

Laud Cost Subfunction

The laud cost subaullction was designated in equation

(3.9) as:

The derivation of the factor cost identity for land costs
involved the calculation of average indusSrial land prices
in each center, the local taxation rate and the interest
rate cost. Table 3.4 contains data on the average price
per square foot of induusrial land in the eight centers for
the years 1970 to 1974, with an average price for the five
year period. In terms of land prices, Toronto was the high-
est cost location, followed in descending order by Oohawa,
Kitchener, Sault Ste. Marie, St. Catherines, Sudbury, North
Bay and Timmins. The Nootheastern centers were generally
low land cost locations, and, with exception of SauSt Ste.
Maare, cost of land in the Nootheast appears to decline with

popuSation size. Gneeraiy, supply of serviced indussrial
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Table 3.4

Average Cost of Land, in Study
Centers for Selected

Years
Center PT' Values in Dollars per
b Square Foot

1970 1971 1972 197/
KWL 0.204 0.219 0.260 0.524
NBY 0.046 0.133 0.124 0.228
OSH 0.115 0.177 0.616 1.131
STC 0.117 0.213 0.260 0.419
SO0 0.225 0.225 0.217 0.516
SU'D 0.092 0.091 0.251 0.390
TIM 0.054 0.069 0.080 0.100
TOR 1.033 1.034 1.148 1.456

Source: Ministry of Industry and Tourism. Profiles of
Ontario Municipalities, Volumes 1 and 2, 1971>

1972, 1973, 1975-
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land was greater in the Northeastern centers than in the
south-central centers.
Municipal taxation costs ate usually calculat™ed

for land and buildings together. Howwver, for the purposes
of this analyyis, the amount of taxation on land wwill be
separated from the buildings' taxes. Classed under muunci-
pal taxes wvll be both realty taxes and manua”c™t:u]:ing busi-
ness taxes. The Onnario Minnstry of Industry and Tourism
annual pumication Profiles of Ont?irio Muni ~pad”™es guide-
line for muuinipal taxes indicates that realty taxes may be

approximated with the following equation:

(3.18)

where Tr is the realty tax paid, MV is the market value of
the property, PIl. is a provincial equalization factor which
is calculated for all cenners, and m is the set muuniipal
mil rate for induusrial land. As Maannaaiurnng Buminess
taxes are set at sixty percent of realty taxes, TNl., the

muunccpal taxation rates are 160 percent of realty taxes.

That is:

(3.19)

MuninCpal taxation policies may influence plant location.
Oshawa was the center with the highest average taxation rate
over the period 1970 to 1974, folh”wed in descending order

by Tnmnii®i;, Kitchener, Sauut Ste. Maria, Toronto, North Bay
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Sudbury and St. Catherines. 16 After 1970, Kitchener, St.
Cctherines and Sault Ste. MaiLe exhhbited steady declines
in the muuniCpal taxati~on rate for ind”sSI™:Ltl land, perhaps
in an attempt to attract ind”stMM™Ltl development:.

In order to indicate the effects of land costs, an

assumption wvill be made that once a firm moves to a location,
it will retai“n the land inde finntely, in order to minimize
the annual cost of land. The firm will borrow the required

capital to purchase the land at prevailing lending interest
rates but will take an infinite period of time to repay the
loan. IT the interest rate is I, and P,,. is the purchase

price of the land, the annual payments on land costs wvll be

IP... . This annual payment is, of course, a lower bound on
the actual annual charges. The precise amount paid annually
will depend on the individually negotiated terms of the loan
such as payment duration. The upper bound of the annual

charges is (1+I)PN1., ifT the loan is to be re-Daid over one
year. With annual payments of the amount of IPN’l’ the firm
will miniimize annual land coots. Thus, if the capptal re-
quired to purchase the land was borrowed at prevailing
interest rates, the annual cost of repayment wwIll be such
that if equal payments are made over an infinite time period,

the annual payments will be:

(3.20)

where Xi is annual payrnntis, | is the interest rate and PLi
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is the cost of land. Loans may be obtained through the
Northern Oti™ario Development Coopooation to build plants
that wvill be located in Noothern Onnario may be negooiated
at an interest rate below prev?i.lli™Thg rates. Howwver, the
degree to which these rates are below prevailing rates
eari.es with individual appPications. It is possible to use
the minimum iIinterest rates set by the Bank of Canada as an
indication of the cost of borrowing money to purchase land.
As these values may fluctuate in a year, the interest rates
used were the interest rates by the Bank of Canada at the
end of the year. These values were used as the | wvalues. 17
It is possible, then, to calculate annual land costs
in the manner designated in equation (3.9). The cN1 values,
expressed as a percentage of Kitchener’s annual land costs,
are noted in Table 3.5. It is interesting to note the steady
decrease Iin the gap between Kitchenne's annual land costs per
square foot and Tjot™Mono's. Too'cnno's land costs decreased
from 525.96 percent of Kitchennr's in 1970 to 288.94 percent.
During the same period, Oshaww's increased from 58.65 percent
of Kitchenne’s to 230.26 percent. St. Catheeines* land costs
wnire either slightly above or below Kitchenne's. With only a
few exceptions, annual land costs Iin the Nootheaatern centers
were below Kitchener s. North Bay and Timmins had the Ilowest
annual land costs relative to Kitchener, w”hle Sault Ste.
Maare's land cost varied from 120.67 percent to 69.04 percent

of Kitchennr's in different years. Sudbury was generally a
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Table 3*5

Land Cost_ ldentities for Study
Centers in Selected Years

Center c™. Values as percentages of CN
for Kitchener in dollars | per
square foot

1970 1971 1972 1977

CN KWL $.0208 $.0196 $.0222 $.0669
% % % %

NBY 23.08 62.24 51.80 44.09
OSH 58.65 87.24 263.96 230.26
STC 56.73 102.55 106.75 79.52
S00 120.67 113.77 88.29 94.17
SUD 45-19 41.32 102.25 75.63
TIM 28.36 33.67 34.23 20.63
TOR 525.96 476.53 477.92 288.94

Source: Derived from Table A.11
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low land cost center.

Building Cost Subfunction
The subfunction defining the cost of constructing a

factory was defined in equation (3.10) as:

The taxati™™n rate for building area is the same as the rate
on land as T,,. = T,,.. Furthermore, the wvalue for 1, calcu-
lated in the previous section, is also applicable for

Hence, for a given fixed output (Q), the only new data re-
quired is for the term the price of buildings, in
dollars per square feet. Table 3.6 contains construction
costs per square feet for the eight centers for the period
1970 to 1974. As would be expected, conb5truction costs for
the Nootheastern centers were slightly above the cost for
south-cennral cenners, as the result of higher prices paid
for building mateeials shipped to these cenners, the shorter
cor’s truction periods, the need to winterize the building more
thoroughly and, possibly, higher co™tirucei™~c”s wages paid. It
we again assume that the plant owner wants to minimize the
annual payments for the building, the annual cost of borrow-
ing the capptal to build the plant is simply the amount of
iNnterest accrued on the loan. The wvalues for CBl" as a per-
centage of Kitchennr's annual cost of the building per square

foot are contained in Table 3.7. With the exception of 1974
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1970

14.42
17.43
14.27
16.13
16.74
17.43
17.85
14.29
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TalLle 3.6

Conntruction Coots
Study Centers

in

PO. Values in dollars per square

foot for selected years

1971

15.04
18.23
14.07
16.44
16.94
17.88
17.97
14.79

1972

15.75
18.95
15.89
17.77
18.73

19.51
18.85

15.29

1971 >

1974

26.60

24.93
22.96
24.81
23.72

22.88
22.10

22.97

Canadian Housing and M'otgage Cooper ation.

Canadian Houuling Statistics, 1972, 1974.
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Table 3-7

Building Cost ldentities for
Study Centers in Selected Years

Center cR- Values in dollars per square
1 foot as percentages of
Kitchener's c,, value

1970 1971 1972 1974

cB KWL $1.4399 $1.3469 $1.3988 $3-3958

% 0 % %
NBY 126.16 124.14 126.39 95.12
OSH 105.73 101.18 108.15 95.32
STC 107.05 115.01 115.98 92.74
S00 129.92 124.83 121.09 85.24
SUD 123.97 118.35 126.37 87.46
TIM 135.79 127.05 128.01 90.17
TOR 105.18 99.20 101.08 89-57

Source: Derived from Table A.12
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when building costs per square foot in Kitchener rose rela-
tive to the building costs in other centers, the building
costs in the Nootheastern centers were higher relat®i™re to
Kitchener. On the average, Timminn' cost was 19.54 percent
per square foot higher than Kitchener, foioowed in order by
North Bay being 17.74 percent higher, Sudbury at 16.05 per-
cent higher, and Sault Ste. Maaie at 15.19 percent. Building
taxes and interest costs in Toronto and Oshawa were wthin

2 percent of Kitchenee’s while St. Cathheines' was 9 percent
higher on the average. In relation to both building and
land costs, George found, iIn his surveys of iteUatCl™™Mers in
NNMva Scotia and central Canada, that the perceived level of
local taxatiojn was a relatively iimootant connide ration.
Local taxation rates could be used by iuunc”™pHties to
attract firms. Howevvr, induusrial orsm”~S:nsn adveetising
sponsored by Ornario min:ipoait:nes rarely ive:ion local
taxation rates. It seems probable at this point that the
Nootheastern centers have been perceived as having high
taxation rates by firms. Firms would point to the lack of
other sources of revenue in Nootheastern centers as the
reason for believing that the nnduitiiei that are located

in the Nootheast mmut therefore be taxed excessively.

Maate”als Coot Suufunction

The cost of maaterals used in the maaeifaturnng was

defined in eqgi“tns>n (3.11) as being:
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The cost of the input of mterials is equal to the price
of mattritls plus the cost of shipping mattritls to the
production site, mulliplied by the emount of materrtls re-
quired for s given output. Different centers wvIil eX”?ilMi.t
virying requirements for input matteitls ss the result of
different mnula™c™M:u:iing subsector conccenrttions md size
of operation. As the types of matte™ls required md the
sctle of shipment of the matteitls varies with centers, the
twve™e price of the mttenjitls required wwlill vtry between
centers. For exampee, t:he cost of matteit™ pur~sed by
the Mnnl~c™Miutiing firms, expressed ss s percenttge of the
selli“ng wvtlue of ftctory shipm”etits in 1974, wasls:

56.88 percent in Kitchener,

50.33 percent in North Bay,

69.45 percent in Oshswa,

48.30 percent in St. Cathhrines,

43.73 pereentin Stult Ste. Mane,

23.01 pepe'.ntin Sudbury

32.59 pepernein Timmins, nnd

58.42 pepeentin Toronto.
The rrnge of these vtlues was 46.44 percent from Oshtwa’s
vtlues to Suddu”'s. This is s direct result of the prices
of the mattritls used. The aueomobUIr ps”rts used in Oshtwa's

primery mnnlacn™I?Mliing tctivity htve higher vtlue thtn the
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materials required Iin primary processing. In the diversified
mmufc/~c:t:uring centers of Kitchener and Toronto, the cost of
maateials used in maanfftCuring, was relatively consistent
at 56.88 percent and 58.42 respectively.

Due to the wide variance in values for prices of
maateials and, therefore, an insufficient basis for deter-
mining the weight of matr~i.ali used, the term Pw wwill not
be calculated at the present time. Howeevr, it wwIll be
assigned a value in a following section When the actual costs
for a hypolteeical firm iIn various locations are calculated.

The term , the freight in dollars per 100
pound’'s, of transporting mean™la™ to each center from Toronto,
is derived from the CArMNian Transport Tarff Bureau Associa-
tion's Class Tarff 1-C, for truck load shipments. Higher
rates are set for Irss-thas-tuuckllad shipmeens. Molt
possible combbi®™n”~tiions of destinations and origins are classed
on the basis of the distance and these classifications have
set charges per 100 pounds of baaeeial transported for a
minimum of 24,000 pounds. Thus, the freight charges, R*,
have a distance comoonnt. IT these values for freight
charges per 100 pounds transported to each center from
Toronto19 are divided by the distance that each center is
from Toronto, the resulLt is a decreasing cost per mle for
longer distances, with the exception of Timnmns. Timmins is
only four miles more distant from Toronto than Sault Ste.

Maare's distance of 426 miles. Howeevr, the cost of trans-
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porting 100 pounds of mtei:i.als to Timmins from Toronto is
apjhjroxim™ttely 30 percent higher than to Sauut Ste. Matie.
This may be due to discriminatory freight rates ts discussed
in ChhtPer Two or because of the poorer quatity of the high-
way and possible lack of return shipm”™nn<5. The alternative
explanation is that Sauut Ste. Maaie may have been set rates
more favourable than its distance from Toronto dictated.
This could have been due to larger volumes of shipm”™nnis. The
result, in any case, is that maanuaacurers Iin Timmins would
have to pay higher freight costs than in Sauut Ste. Marie, on
the same amount of matei-als transported the same distance.

Table 3.8 contains the values for CMi for all eight
centers. These values have not been expressed as a percentage
of Kitchener’s cu value because P,, was not determined for the
present. If the macerals required for mtnUat™t:uring are
only available from Toronto, the Norrheaatern centers wvill
have to pay between $1.06 and $2.88 more per 100 pounds of
macerals. ®viiNiiul.y, Sudbury and North Bay, with their
smaaier distances to Toronto, are better located than the
other two Nootheastern centers. Hoowvvr, Oshawa, St. Ccther-
ines and Kitchener are only 40.63 and 69 mles respectively
from Toronto.

In the long run, the factors that will determine the
total cost of mttl:i.tls required by a maanfaaturer in any

center wvIll be the amount and type of matei.als transported,

the distance from the supppier, and the propttititi*fon of the
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Table

3.8

Cost of Mateeials and Transportation
for period 1970-1974 for Study Centers

c™ VtLues for Period in Dollars per
100 pounds of mateeials

PM
PM
PM
PM
PM
PM
Pm
PM

<o

1-16
2.22
1.00
~16
3-07 1
277

Derived form Table A1l4
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materials that may be obtained locally. The calculation of
Crnl in Table 3.8 dors not allow for maatrials that could be
locally produced and used as maauUaaturing inputs. This

proportion w].l vary from firm to firm and subsector to sub-

sector. TTheefore, al™M™waucr for locally m”anua”™c/™ttured

maateial cannot be included at this stage.

Maahhnery 't Subfunction

The maaci-riery cost subfunction was specified in

rg™Mmtiou (3.12) as:

The price per 100 pounds of maahhnery, Py, will
quite oNMNi.ously vary with different subsectors. Types of
machinery required for produ”ltion processes range too
greatly in price and weight to determine an annual Pv value
at this time.

It is possible to indicate the average amount ex-
pended annually on m”c*h~huery in Onnario. By obtaining the
total expenditure on Mtnfac™h:ulriug maaliinery in Onnario, and
dividing this by the total number of maanffaturing firms,
average annual new maachnery expenddture per firm for 1970

0 As these values are for all of

to 1974 was derived.2
Onnario and include freight costs, and are not corrected for
eseablsihment size wv/Iti]Jaeious, they only serve as indicators

of new maachnery expend”™”™s for this period. These expen-
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ditures ranged from 80.920 dollars per firm in 1971 to
132,886 doOlars in 1974. Maahinery repair expenddtures
during this period was between 50 and 60 percent of new
machinery.

In calculating tie freight rate, tie Canadian Trans-
port Tariff Bureau Asssohaaion's guidelines indicate that
maahinery, wWither or not it is crated, assembled or dis-
assembled, should be charged at 250 percent of its actual
weight. Using the freight rates which were derived for
NaaeeNials costs in Table 3.8, the Cvi values for the period
1970 to 1974 are indicated Iin Table 3.9.

The inability of a firm to cobain new mmcdnery or
mmali j.nery repairs Iin its local area will become a more
imppotant factor when considering costs for larger firms.
These larger firms, with larger requirements for maalunery,
wwil prefer not to locate Iin areas of relatively high
maall hnnery transport costs. Simiiairly, very smmal firms which
have Ilimited capital, would try to locate in order to minimize
added costs to m”a™li.nery and mmcchnery repair that result from

transport coots.

Energy Coot Subfunction
The cost of energy required in the prodw”ftion process

was defined in equation (3.7) as:
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Table 3.9

Cost of Maahinery and Traispcotation
for period 1970-1974 for Study Centers

Center Cy Values for Period in dollars per
100 pounds of maahinery

KWL Py + 2.900
NBY Pv + 5-550
OSH Py + 2.500
STC Pv + 2.900
SO0 Pv + 7-675
SUD Pv + 6.175
TIM Pv +10.100
TOR P, + 0.000

Source: Derived from Table A1l4
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The amounts of energy required wwll vary with the quantity
produced and the type of activity. It is possible to obtain
the Ppi values, the price of fuel per gallon for center 1,
and PE1, the price of electricity per kilowatt-hour for
center i, as weH as the PGi values, for the price of natural
gas per MCF.

The energy cost identity has three componnnns. These
are the price of natural gas per MCF, price of fuel oil per
gallon and electricity price in KWH. These costs are
thought of as being rather unimppotant costs in the long run,
accounting for only sm~”l.l percentages of the total value of
shipm”~rAnls. 21 In 1971, the total fuel and electricity expendi-
tures were 1.736 percent of total value of maanfaaturing
shipments in tane”ir:io. 22 H”oMwevir, certain m”2anf™I™Mt:uritg
activities require differing energy inputs. For these energy
itt*"nnsi“~vn Tfirms, the cost of supplied energy may become a
locational connideration.

Table 3.10 contains the commuted values for cE‘Ifor
the period 1971 to 1974. The sm™MNM™M-c(™nnral Onnario centers
were gennrally lower energy cost locations than the Nooth-
east. This is perhaps understandable for fossil fuel prices
as the oetroefum refineries are located in the southern
region of On™a™. Howeevr, the higher electricity costs in
the Noorheastern regions are at Tirst difficult to explain.
There are a numjentir of hy ddoo-ee ccric gennrating stations

throughout the region which could be used to supply the



Center

KWL
NBY
OSH
STC
SO0
SUD
TIM
TOR

Source:

Energy Cost

Table 3.10

P.,. wvalues in :DoOlars PFi Varues in DoOlars

p~r mcF for Natural per ga.Hon of Fuel
las oil

1971 1972 1974 1971 1972 1974
+56 57 + 69 A1 A2 +53
.61 .62 + 76 A2 +13 +58
+56 57 .69 A1 A2 +53
+56 57 .69 A1 A2 . -53
.61 .62 + 76 A2 +13 +58
.61 .62 + 76 A2 +13 +58
.62 .63 ¢ 76 A2 A3 +58
*56 57 .69 A1 A2 + 53

Derived from Tables A1l6 atd A.17.

Pp. Vlues

Identities for Study Centers for Selected Years

in DoOlars

peEr KWH of ele~ctricity

1971

.0103
.0111
.0109
.0105
.0118
.0118
.0181
.0103

1972

.0107
.0129
.0111
.0109
.0127
.0127
.0176
.0104

1974

.0149
.0145
.0145
.0148
.0158
+ 0159
.0185
.0144

_Cfi_
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electricity to the region at a lower price. It is not the
supply of electricity which causes the higher prices for it,
but the demand for it. The lower demand for electricity,
due to the sm~”Il.l size of manUaacuiring activity in general
and the smaHer population of the Norrheast, requires higher
capital costs in hydrc™electtric infrastructures such as
transmission lines and m~aittenance. It is interesting to
note that St. Caahhrines, which is located only a short dis-
tance from the hydr™o”™l ecric generating stations at Nagara
FaHs, Otcniriio, did not have the lowest cost of electricity
per kilowatt hour. On this basis, it would not appear that
the cost of electricity Iin a center is not strongly related

to distance from the electrical generation site.

Summmry of Production Coot S™3MNMni‘t:ions

Table 3.13 contains the calculated values for the
factor cost id™MMni.tils of CTL'I’ N1 Bl CIKl/", oyl and C
for two selected years. The production cost fun”™'tion pre-
sented in this form allows a quick review of the various
usbfunctions for each center.

Labour cost per man-years required to product output
(Q in 1971 were highest in Oshawa at $9299. 31, foioowed by
St. Ccaherines and Sault Ste. Maaie with Cp; values of
$9212. 33 and $9198.29 respectively. The lowest maaryear

costs were those in Timmins at $5107.26, and in Sudbury at

$5681.94. In 1974, the high labour cost locations were, in



Center

1971

KWL
NBY
OSH
STC
SO0
SUD

TIM
TOR

1974
KWL
NBY
OSH
STC
SO0
SUD

TiM
TOR

CL.i

6690-15

7309.65
9299.31
9212.33
9198.29
5681 .94

51°7 .26
6102.08

8513.42

6505.10

1227:2.09

13287.74
13846.22
10381.26

10830.77
7663.78

Factor Cost

+

cNi

.0196
.0122

.0171

.0201
.0223
.0081

.0066

.0934

.0669

.0295

.1540

.0532
.0630
.0506
.0138

.1933

Identities for Study Centers for 1971

+

+

+

+

+

+

=+

+

+

+

+

+

+

+

+

+

Table 3.11

CBi

CML

( Ln dollars )

1.3469

1.6720
1.3628
1.5490
1.6813
1.6813

1.7112
1.3361

3-3958

3.2301
3.2369
3.1492
2.8946
2.9700

3.0620
3.0416

+

+

+

Pm+L.16

PM+2.22
Pyj+1.00
Pm+1.16
Pm+3-07
Pm+2.47

Pm+4.04
PM+0.00

Pm+1.16

P..+2.22
Pm+1.00
P.+1.16
P..+-3.07
P..+2.47

P, +4.04
PM+0O.00

+

+

+

—+

+

+

cVi

Py+2090

Py+5-55
Pv+2.50
Py+2.90
Pv+7.67
Py+6.17

+ Pv+10.10

=+

+

+

+

+

+

+

Py+0.00

Py+2.90
Py+5-55
Pv+2.50
Pv+2.90
Pv+7.67
Pv+6.17

+ PV+10.1O

+

Pv+0.00

and 1974

cEi

+ ( .56+.11+.0103)
.61+.12+.0111)

.56+.11+.0109)

+

.56+.H+. 0105)
.61+.12+.0118)
.61+.12+.0118)

.62+.12+.0181)
.56+.11+.0144)

-GET-

.69+.53+.0149)

.76+.58+.0145)
.69+.53+.0145)
.69+.53+.0148)
.76+.58+.0158)
.76+.58+.0159)

.76+.58+.0185)
.69+.53+.0144)

+
~ ~ o~ —~ ~

+
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order, Sault Ste. Marie, St. Catherines and Oshawa, while
North Bay and Toronto became tie low labour cost locations.
In terms of land costs, tie south-cennral centers gennrally
had higher wvalues. This was particularly true of Toronto.
The oppooste was true for building coots, as the Noorheastern
centers had higher construction costs in 1971. Howveeer,
Kitchener's high conntruction costs in 1974 made the con-
struction costs in the Noorheastern centers look relatively
low. The costs of maeei.als and maahlnery, weighted against
distant centers by the freight rates, were highest in
Timmins and Sault Ste. Mare. In terms of electrical energy
coots, the Noorheastern centers were relatively high cost
locations in both 1971 and 1974.

IT each of these production costs were equally im-
portant to a firm that was considering to locate in one of
these eight centers, an o”eer™a.l connide ration of all the
rankings would be made. Thus, it is possible to devise an
index of humilatiee cost attiahtevrerss, designated as A™

This index wvill be defined as:

(3.21)

where a. is the value of the rank for a factor cost which
ranks in position j. He re the ranks between centers for
factor inputs are ranked for each cenner, then are cumula-

tively added. The sum of these humilarier additions will
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be large for low cost locati“ons and small for high cost
locations. The maximum wvalue is 168 for a c/NiMtter which was
ranked the Ilow cost locati™™n for all six factor inputs and
the minimum wvalue for A.1 is 21 for a center which was ranked
the highest cost location for all six factor iIinputs. In
this mannnr, the cost attractiveness of the location is
weighted such that the higher cost rankings are assigned
higher weeghts. This operates as a reinforcing mechanism
by which the cost ranking att"i“c”clib”t™ness of a location to a
firm is strengthened if the center is a low factor cost for
more than one factor. The A" wvalues for the eight centers

for the years 1971 were:

Toron to 157.0
Kitchener 129.5
Osh awa 127.0
Sudbury 110.5

St. Caaherines 108.5
Timmins 98.0
North Bay 95.0
Sault Ste. Marie 50.5

These wvalues for 1974 "~re:

Toron to 152.0
North Bay 131.0
Oshawa 118.0
Sudbury 109.5

St. ChMud™crines 105.5
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Kitchener 104.5
Timmi ns 100.0
Sault Ste. Marie 89.0

C2inparr.ng the results for the two years indicates r number
of consistencies. If the value approximates the cost
attractiveness of a location to a firm which equally con-
siders all the factor inputs, Toronto, Oshawa and Sudbury
would be relatively attractive in both 1971 and 1974.
Timmins and Sault Ste. Mane would be relatively unattrac-
tive in both years.

It is possible to carry this proposal further. If
location decisions for firms are based on these rankings,
it would be possible to weight the original a" values for
variance in the importance of various factor costs. For
examppe, if the firm wshing to select a location is labour
intensive and requires a large amount of land for storage,
the ranks for the Cl; values and N1 values could be weighted
by a factor of two. T7<;se factor cost ranks would then be
double-counted and a center offering low cost labour and land
would become more attractive. The effectiveness of this type
of maaiipuation rests on the premise that what is normally
considered in determining factor cost tttrtctiveiess is the
relative costs in the locati~on and not the absolute costs.
Thheefore, ranking factor costs by centers approxXximates what

the firm would do when connidering factor cost attractveness

in the locati“on decision.
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Observations on the Data Quality

A num~shr of observations on the quality of the data
were presented in this chapter. Thr wvalues which were
derived have been subjected to as rigorous control as possible.
The data used were either for the end of each year or as near
to Decembsr 31st as possible. Unnootunately the data, which
were provided by the Onnario and Canadian governments on manu-
facturing, are either not avaUaS”™ at sub-provincial scales
or not compete. The reasons for this incomppeteness include
re-classification of data categories from one year to the
next, connideentality protection in categories with only a
few operating firms, the total absence of some form of data,
re-classification of urban center Sounndaies, and connficting
data originating from dLffrrett government branches. For
examtle, Statistics Canadd's tubSication Man™fa™ring Indus-
tries of Canada: SAUASIp™MMNjsnel al Areas was a conntant source
of irritation. For some years, neither SauUt Ste. Maaie nor
Oshawa w”ire listed in the tables for stemmed muuccptaities.
The data for these years had to be derived from the tables for
SUNBN NN INCAC;l zombis. ALiso, paannflCuring subsector data were
traded for all subsectors in Kitchener, Toronto and St.
Caahhrines, but not for the other centers. The data prrvidea
for Sudbury trior to 1974 did not include values for Copper
Ci.ff but did so after 1974. As a result, the data used in
deriving the factor cost iaennitirs had to be wverified against

other sources, such as trrvincill government data or prrsotae
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interview, wherever possible.

CONCLUSION

In this chapter, the factor cost identities were
derived for a given output (Q) for the wvarious production
cost subfunctions in the eight centers. On the basis of
this information, it would appear that, of the Northeastern
Onnario cenners, Sudbury and North Bay had factor costs
which were cmmti®ilole to the south-cennral centers during
the early D70’s. Oshawa and St. Ccaherines had higher
labour and land coots. The only center which had connsstently
low factor costs was Toronto. Did the firms that located
during this period foloow the pattern of locating in low
factor cost locations? DDuing the period 1973 to 1976, 618
firms were recorded by the Onnario Minnstry of Industry,
Trade and Tourism as having located in Onnario.23 Of these
618 firms, 129 located in the Toronto-Miisissauga area, 30
located in Oshawa, and 25 located in Kitchener. Only 5
located Iin St. Cctheeines. Of the MNootheastern centers,
North Bay received the largest numbbr; 13 firms. Sudbury
received 7, Sault Ste. Maaie received 5 and only 2 located
in Timi™ns. Whhle the factor costs in St. Ccaherines were
basically the same as in Oshawa, Oshawa received more than
four times the nummer of new firms. It would appear that
Oshawa's nearness to Toronto is the determining factor, as

54 of the Toronto area new firms located in Missssauga, on
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the weetern side of Toronto. The Nootheastern centers,
whhle receiving very few new firms, received the firms in
proportion to the levels of factor costs in them.

As the factor cost identitils were derived in this

chapper, it is now possible to establish the factor require-

ments for hyp~the™al firms. In the folOowing chapper, two
eypprtelicll firms will be identified and their respective
factor requirements established. Using the factor cost

idmdties that have been established, the wvarious produ”ltion
cost subfunctions can be solved and a value for total annual
cost for each firm Iin different locations established. This

will illustrate how the accounting method may be applied.



10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

-142-

Footnotes

Roy E. George. A Leader and a Laggard: Manufactur-
ing Industries in Nova Scotia, Quebec and Ontario.
( Toronto: UnUiersity of Toronto Press, 1y/0O).
George, ibid., pp. 103- 105*

See Table A.L.

See Table A.2.

See Table A.3«

J. Pasternak. The Kitchener Maaket Fight. ( Toronto:
Stewaat, 1975)*

George, op. cit. p. 38.

Statistics Canada. Emelo‘yneeit, Earnings and Hours, 1971.
Catalogue 72-002.

Cjanada. Labour Canada, Economics and Research Branch.
Wage Rates, Salaries and Hours of Labour: Comeefnty.
Rages.

IT the data were awvailable, the calculation of the
correction factor would be relatively simple in the
fore suggested by George, op. cit..

See Table A.6.

See Table A.6.

Economic Colsuucl of Csanada. Living Together: A Study
in Regional DissacSties - HljgUghts. Ottawa, 1977«

See Table A.7*
See Table A.8,
See Table A.9.
See Table A.10,
See Table A.13«

See Table A.14.



20.

21.

22.

23.

-1+3

See Table A.15«
George, op. cit. p. 59

Onnturio Economic Papers.
MacnSachuring Industries,

See Table A.18.

Energy Conslunmtirn by Cnnt-ario

1971*

Toronto:

1976.



CHAPTER 4

CALCULATING PRODUCTION COSTS
FOR HYPOTHETICAL FIRMS

Impplcit in the previous chapter, as summarized In
Table 3.13, is the assuaation that all firms have the same
factor requirements and output levels. Presumably, these
im~P-ied factor requirements and output levels are the
average of all factor requirements and output levels for
firms of a given type in Onntaio. For exammte, (Q) is the
average mannyeais of labour required in O”™ario to produce

100 pounds of output.

In this chapper, the annual production costs of two
hypotteeical firms wwIll be c™Lculated for each of the eight
centers examined in the previous chapper. As the factor
cost iden Uties C S S5 G- Cy and Ce have been calcula-
ted for selected yeairs, the calculation of the total annual
production costs of each firm requires only the specCficatiot
of the factor requirements A, T*, ,d, fl, and and the
output level (Q). Whhle the factor cost idennities vary for
the centers in question, the factor requirements do not vary.
That is, the cost of the output v2iries over space but not
the quaantties of inputs required to produce that output.

The ca:LculatL™M>t of the total annual cost of production of
the two hyp~™the™al firms wwIll aloow a more speccfic com-

parison between centers than that achieved for an unknown
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firm with an unspecified output.

The two firms will be referred to as Standard Firm
A or SFA, and Standard Firm B or SFB. These firms were
selected for specCHc reasons for this analysis and their
characCeeistics wfsire maanpuUated with intenti™on. First of
all, SFA should be less commeaible with the general Nooth-
eastern Onnario factor cost structure in that it requires
skilled labour, a mrtca.rl that is produced motly in
southern Onnario which would incur higher transport costs
as 1t is shipped north, and requires a higher level of
energy inputs than SFB. Ge”eraiy, SFA reflects the charac-
teristics of smaal mrnffaiulaing firms of south-central
Onnario. On the other hand, SFB is associated with Nooth-
crttca™n Onnario's recreation and tou”:ist eoOecSirl, uses
low cost maatcaal, and uses gennrally unskilled labour.
It, therefore, should be more commpaible with the Nooth-
crttcrn factor cost structure. Also, SFB is the type of
firm that the Sudbury 2001 Dc™™Mlopm?MItii Crrnmmittee wishes to
attract to Northeastern Onnado. The Sudbury 2001 Develop-
ment Committee favoured the philosophy of "appropeiate'™ or

ee" icihnolrgy in Nduss™al!. devedLoppmntThis

approach, as developed by E. F. Sihum’\r"i"f":rz, cipehatzct
smmll scale firms, with a high Ilabour input, low capptal
requirement, and utilizes easily obtained, simple technology.
This differs from the chaa'accter.stics of the "typical™ firm

in south-central Onnario, as represented by SFA.
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In calculating the total cost levels for the two

hypothetical firms, the assum’t®ions made in Ca”pttar Three

in regard ho deriving the factor cosh identities will hold.
The mmnner in which the total cost levels will be calculated
will imply that Standard Firm A exXists identically and

simultaneously in all centers for the given years and Stan-
dard Firm B exists in all centers. That is, Standard Firm

A Iin Kitchener is identical in all respects to Standard

Firm A in all other centers. In this mannnr, the total cost
levels that are calculated wvill be for identical films in
various locations. The cost of transporting the output of
the two firms to the market will not be included as the

firms' relative size of output indicate that they are pro-
viding for the local market and the freight costs on sales
outside the local maakets are paid by the customer.

The factor cost requirements for both SFA and SFB
were determined by three meehods. Data from Statistics
Canada on the manfat™t;u:ring industries of Onnario allowed
for the calculation of average firm size, output, mther.tl
and labour requiremen ts, and energy inputs for Tfir s of
SF™N's and SFB's type. T iese values were then collaborated
by Onnario government statistics on average energy require-
ments by firms of SFA's and SFB's type. In these terms,
SFA and SFB were designated to have factor requirements that
reflected the average of films of their type in Onnario.

This information was then checked and elaborated by
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second method used. This consisted of both telephone and
personal conwesations with managers or supervisors of
firms of SFA's and SFB's type, conducted in the autumn of
1978 in the Toronto-Hamilton region, and in the Sudbury
area.

As a fTinal check on the isform~tiion, financial iIn-
formation on firms avaalable iIn various rep”irts and year-
books3 was commared with the Tfactor requirements established.
Thus, SFA and SFB represent the average or typical firm of
their type.

The two hypptteeical firms wwill be dealt with in
separate sections. After the total annual costs of produc-
tion have been derived for both firms, in all eight cenners,

for the two selected years, observations will be made.

STANDARD FIRM A

Standard Firm A, referred to as SFA, is a meeal
fabricating firm with the three digit Standard Industrial
Classification number 306. It produces tools and
hardware from steel. The type of steel used is produced
by the hot rolling m’\ethod,4 and is purchased from a Toronto
firm. Its output in 1971 had a wvalue of $500,000 and in 1974
of $650,000, roughly the average value of shipments for
similar firms in Onnario for those years. The wwight of these
outputs for both years was 200,000 pounds. This wvalue was

obtained by deriving the value of “aate”i.als used Iin order to
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produce the output value of $500,000 from the industry
total.5 Its mannyear requirements, matteial requiremenns,
and energy requirements for annual operation were derived
in sim:Lti fashion. The wvalues for land, building and
machinery requirements were obtained by personal interveews
with firms in the Hamilton region.
The factor requirements for SFA are:
= 2000 hundreds of pounds of output
A = 25 maanyears
V = 20,000 square feet of land
/3 - 10,000 square feet of building
yUu. — 2100 hundreds of pounds of maatrials&
= 10.0 hundred poundsof new mmchhnery in 1971
= 12.5 hundred poundsof new m~chin”ry iIn 1974
= 1500 MCF of naturalgas in 1971
= 1000 MCF of naturalgas in 1974
<p = 3500 gallons of fuel oil in 1971
2 - 1500 gallons of fuel oil in 1974

129500 Kwh. of electricity in 1971

<

(&

-
1l

-fl = 144000 Kwh of electricity in 1974

Unless the factor requirement is subscripted, the wvalue of
the factor requirement holds for both 1971 and 1974. The
term X is assigned the value of 25 mamyears but SFA has
only 20 employyes. Howeevr, ten of these employees are

skilled and are paid for 1.5 man-years annually.
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The ten skilled employees thus contribute 15 man-years to

the value of output. The wvalues for machinery were derived
from information garnered with opernting firms. The wvalues
for energy Iinputs were derived from the Ontiario Minnitry of

Treasury, Economics and Intergovernmental Affairs' publica-

tHons. !

In the previous chapter. the factor cost ide™n”iLties
for cost of maaerials and cost of manhinery wijjre not stipu-
lated in a general form. This was due to the problems of
variance in manUfnh:ul:ing subsector variance. These factor
cost nden-itnes may be derived for SFA now. The price of
hot rolled steel was $7.300 per hundred pounds Iin 1971. The
price Iin 1974 was $8.475 for the same amount.g The average
price of maclihnery for SFA was $500 per 100 pounds in 1971
and $750 per 100 pounds iIn 1974.9 Table 4.1 contains the
factor cost idenniti.es for C’Mi and Qi for 1971 and 1974.

As both the factor cost nden-itnes and the Tfactor
requirements for each subfunction have been stated it is
possible to solve for the total cost of producing SFA's out-
put of 200.000 pounds with a wvalue of $500.000 in 1971 and
$650.000 Iin 1974.

In Table 4.2. the various factor costs and total
cost of production for SFA in 1971 are presented in hundreds
of dol-lars. The total cost of producing 200.000 pounds of
metal tools and utennils for SFA ranged from a low of

$373640 in Toronto to $477185 Iin St. Caahhrines. IT SFA was


niti.es

Center

KWL
NBY
OSH
STC
SO0 *
SUD
TIM
TOR

* Note:

Source:
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Table 4.1

Cost sf Maatrials fsr Standard Firm A

Cost st Steel Plate in Cost st Maahhnery in
dollars per 100 psunds dos-lars per 100 sunds
( Oms factsr ciost ident- ( hwv- factsr csst
ities) ' idennities)
1971 1974 1971 1974
8.460 9.635 502.90 752.90
9.520 10.695 505.55 755.55
8.300 9.475 502.50 752.50
8.460 9.635 502.90 752.90
7.300 8.475 507.67 757.67
9.770 10.945 506.17 756.17
11.340 12.515 510.10 760.10
7.300 8.475 500.00 750.00

As Sault Ste. Marie is a steel producing center,
it will be assumed that Standard Firm A in Sault
Ste. Marie will purchase steel plate locally.

Derived from Table A.14 and Canada. Steel Profits
Inquiry, October 1974.



Table 4.2
Factor and Total Coots for Standard Firm A

1971
Center Factor Coots in Hundreds Total Cost in
of Dollars for 1971 Hundreds of DoUars
°L CN CB CM °v CE
KWL 1672.54 3.92 134.69 1776.6 502.90 25.59 4116.24
NBY 1827.41 2.44 167.20 199*9.2 505.55 27.72 4529.52
OSH 2324.83 3.42 136.28 1743.0 502.50 26.36 4736.39
STC 2303.08 4.02 159.40 1776.6 502.90 25.85 4771.85
SO0 22909.57 4.46 168.13 1533.0 507.67 28.63 4481.46
SUD 142(0.48 1.62 159.40 2051.7 506.17 28.63 4168.00
TIM 1276.81 1.32 171.12 2381.4 510.10 36.94 4377.69

TOR 1525.52 18.68 133.61 1533.0 500.00 25.59 3736.40
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located in Toronto, total costs in 1971 would have been

90.77 percent of the total cost if SFA was located in
Kitchener. In St. Catherines and Oshawa, SFA's total costs
would have been more than 15 percent higher than in Kitchener.
SFA's total costs, if it had been located in the Northeastern
centers, would have ranged from 10.04 percent higher in North
Bay to 1.26 percent higher in Sudbury. Oeeaall, Sudbury was
the third lowest total cost location, followed surprisingly
by Timmins. These results are due to relatively low labour
costs Iin these two centers.

Table 4.3 contains the various factor c™ts and total
cost for 1974. Higher labour costs in Oshawa, St. Caahhrines,
Sault Ste. Mane, Sudbury and Timkins resulted in higher
total costs relative to Kitchener than existed in 1971. How-
ever, both Toronto and North Bay had total costs that were
7.20 percent and 4.60 percent lower than if SFA had been
located in Kitchener. In 1974, Sudbury was the fTourth Ilowest
production cost locati™on.

Owen™l, SFA's lowest costs would occur if it was
located, respectively, in Toronto, Kitchener, Sudbury or
North Bay. It would appear that, even though Sault Ste.
Mane and Oshawa would have very low freight costs on mat-
enals, higher labour costs offset this transportation ad-
vantage. The generally high level of factor prices for all
inputs to SFA's production in Timkins implies that any firms

that are simiLar to SFA would not find Timmins to be an



Center

KWL
NBY
OSH
STC
SO0
SUD
TIM
TOR

CL

2078.85
1626.27
3055.22

3321.93
3461.55

2595.31
2707.69

1915.94

Factor and Totial

CN

13.38

5.90
30.80
10,64
12.60
10.12

2.76
38.66

Factor Coots

Tatole 4.3

1974

in Hundreds

of DoOlars for 1974

CB

339.58
323.01
323.69
314.92
289.46

297.00
306.20

304.16

CM

2023.3
2245.9
1989.7
2023.3
1779.7
2298.4
2628.1

1779.7

°v

941.12
944 .44
940.62
941.12
947.09
945.21
950.12
937.50

Costs for Standard Firm A

CE

36.29
37.18
35.73
36.16
39.19

39.19
42.94

35.58

Total Cost
Hundreds of Dooiars

5432.57
5182.75
6375.81
6648.12
6529.64
6185.28
6637.85
5041.59
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attractive factor cost location. It is interesting that
total costs in Sudbury and North Bay would make these cen-
ters a relatively low total cost location for SFA, as firms
of SFA's type are not traditionally attracted to Sudbury or
North Bay.

In the foloowing section, the total costs for a firm
that has been suggested as being more fittnng for Nootheastern

Onnario centers than firms of SFA’s type will be discussed.

STANDARD FIRM B

Standard Firm B will be henceforth referred to as
SFB and is classed as 328 according to the Standard Induusrial
Classification three digit classes for transportation equip-
went PtduuSrini. It is a smal boat building firm whose
value of output in 1971 was $200,000 and $250,000 in 1974.

In both years, SFB produced 100,000 pounds of output. The
boats that SFB produce are 50 enicent fibreglass, which is
purchased from a Toronto supplier, and 50 percent wood. The
wood is obtained by the firm locally from a furniture manu-
facturer who considers the wood as w?Matte. Therefore, the
wood is supplied free of charge to SFB.

The factor requirements for SFB were derived from
Statistics Canndd!s Mannufcturing Ind”*ul:ries of Canada series
and from Onnaaro's Cor";m”ppi.on of Fuel and Eleccricity by
Onnario Maanufacuring Induutries for 1971 and 1974. Further

details were provided by correspondence with real boat building
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firms
SFB's factor requirements for an output of 100,000
pounds are:
A = 6 maa-years
" = 20,000 square feet of land
ZV = 5,000 square feet of building
/A. = 525 hundred pounds of fibreglass annually
d = 5 hundred pounds of machhnery annually
= 600 MCF natural gas in 1971
= 600 MCF natural gas in 1974
$Si1 = 1200 gallons fuel oil Iin 1971
= 400 gallons fuel oil In 1974

2”1 46000 kwh electricity in 1971

= 37200 kwh electricity iIn 1974

SFB has three permanent workers contributing one mma-ye ar
apiece annuaaly. There are 6 workers contributing only
one-half a maanyear apiece as they work for only 6 monnhs.
Only 5 percent of the fibreglass maateials are waated.
The factor requirements with a subscript of 1 is the value
for 1971; 1974 requirements have a subbcript of 2.

As with SFA, the factor cost identities for CIVI1
and C i can be estimated for SFB. In 1971, fibreglass
maeiti.als cost approximately $47.60 and $45.00 in 1974 per

100 pounds of “m~et™ial.”™. The m”™MMliiMry used cost roughly

$400 per hundred pounds in 1971 and $575 per hundred pounds
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The factor costs for SFB for the eight centers in
1971 are contained in Table 4.4. Tooal cost of production
of 100,000 pounds of output in 1971 were lowest Iin Timmins,
due to relatively lower factor coots. Total cost of pro-
duction in Timmins was 7.89 percent lower than if SFB was
located in Kitchener. The second lowest total cost location
was Sudbury where SFB's total costs would have been 5.58
percent lower than in Kitchener. The third lowest cost loca-
tion was Toronto, at 3.35 percent below Kitchenee's total
cost level. Sault Ste. Mriie exhhbited a total cost level
for SFB that was 23.62 percent higher than in Kitchener.

St. Caaherines and Oshawa foloowed, with total cost levels
21.61 and 20.61 percent respectively above Kitchence®s level.
SFB, with a lower emmphsis on matteials and maahhnery than
SFA, did not suffer the same level of freight costs that SFA
had. In this m~?ainne:;, Timkins and Sudbury, with lower labour
coots, would have been the lowest total cost locati“ons for
SFB.

In 1974, higher labour costs in Timkins and Sudbury
increased their total costs of production. Table 4.5 con-
tains the factor costs and total costs for the eight centers.
In 1974, the lowest total costs for SFB would have been
realized in North Bay, 12.25 percent less than S
level of total costs. Toronto had the second lowest level

of total costs. Tooal costs in Toronto were 3.93 percent



Table 4.4
Factor and Total Costs for Standard Firm B

1971
Center Factor Costs in Hundreds Total Cost in
of Dollars for 1971 Hundreds of Dollars
CL CN CB CM cv CE
KWL ipOl .41 3.92 67.34 25599 20.14 9.42 758.22
NBY 438.58 2.44  83.60 261.55 20.28 10.20 816.65
OSH 557.96 3.42 68.14 25515 20.12 9.69 914.48
STC 552.74 4.02 79.70 255.99 20.14 953 922.12
SO0 551.90 4.46 84.06 266.02 20.38 10.53 937.35
SuD 340.91 1.62 79.70 262.87 20.31 1053 715.94
TIM 306.43 1.32 8556 27i.ll 20.50 13.48 698.40

TOR 366.12 18.68 68,80 249.90 20.00 9.42 732.80



Center

KWL
NBY
OSH
STC
SO0
SUD
TIM
TOR

CL

498.80
390.30
736.32
797.26
830.77
622.87
649.84
459.82

Table 4.5
Factor and Total Costs for Standard Firm B

1974
Factor Costs in Hundreds Total Cost in
of Dollars for 1974 Hundreds of Dollars
CN CB cVv CE

13.38 169.79 242.34 2899 11.80 965.10
5.90 161.50 247.90 29.03 12.27 846.90
30.80 161.84 241.50 28.87 11.65 1210.98 R
10.64 157-46 24234 2899 11.76 1248.45 A
12.60 144.73 25237 29.13 12.79 1282.39 '
10.12 148.50 249.22 29.06 12.79 1072,56
2.76 153.10 257.46 29.25 13.76 1106.17

38.66 152.08 236.25 2875 11.61 927.17
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below Kitchener's level. Kitchener had the third lowest
level, folOowed by Sudbury where total costs were 11.13
percent higher than in Kitchener. The highest level of

total costs occurred again Iin Sault Ste. Marie. In Sault
Ste. Marie, SFB would have had total costs that were 32.87
percent higher than in Kitchener. St. Caahheine's total

cost level for SFB in 1974 was 29.36 percent above Kitchennr's
total cost level. In Oshawa, it was 25.48 percent higher.

It would appear that SFB would not have been comppaible
with Sault Ste. Maie”™, St. Ccthheines' or Oshawa’s factor
cost structure. Tooal costs for SFB in 1971 would have been
more than 20 percent higher than in Kitchener and 25 percent
higher in 1974. Toronto and North Bay locati“~ons would have
been total cost attractive, foio™wed by Kitchener. Sudbury
and TiPTOpi's total costs would have made these centers only
slightly less cost attractive than Kitchener. SFB is the
type of firm which the Sudbury 2001 Committee has suggested
as finding Nootheastern Onnario locations feasible. Whhle
SFB could have had relatively low total costs in 1971 and
1974 in Sudbury, North Bay and Timmins, it could have had

simiar total cost levels in Toronto or Kitchener.

IMPLICATIONS
In this section, the implications of the preceding
analysis of the two hyppohheical firms wi.l be discussed

initially in a general miannr and secondly in terms of Nooth-
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eastern Ontario®s development problem.

Factor Requirement Structure

It the analysis of SFA and SFB, the determinant of
total cost, given sets of factor cost identities, was the
level of factor requirements. For example, given the rela-
tive size of the two firms' outputs, SFB was more land in-
tensive than SFA, SFB also required less manhinery than
SFA. These differences in factor requirement levels wvil
be referred to as the structure of a firm's factor require-
meens. The factor requirement structure of a firm, which
depends on the relative im~os?lirnhe of a factor to all other
factors, should pull factor cost minimizing firms to the
location with lowest cost levels for the factor that is
moot imppotant to the firm.

For example, SFB in 1974 required 6 ma”yy ars,

20,000 square feet of land and 525 hundred pounds of fibre-

glass maceral. When the factor costs CLI{T and Cpy were
calculated, it was found that CL was the largest single
factor cost, followed by Cpy OF mateial costs. The ranking

of CLi paralleled the ranking of T(I‘,. With the exception
of Oshawa and Sault Ste. Mane, this also held for 1971.
Clearly, the identification of firms that would have a
factor cost advantage in locating in a Nootheastern Onnario
center would aUcw local governments in the Noorheast to

pursue such firms. This is particularly imppotant given
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Toronto's favourable conditions for both SFA and SFB in both
years, implying that Toronto offers both cost and location
advantages. Howwwwvr, these advantages may be bounded by
advantages elsewhere.

For example, from Table 3.13, production cost in

Toronto for 1974 may be summmrrzed as:

4.1)

for respectively, labour, land, building maaeeials, maahinery,
natural gas, fuel oil and electricity coots.12 For Sudbury,

it waa:

The difference between the costs of production in Toronto

and Sudbury would then be:

In equation ((4.3), a positive sign indicates a factor cost
advantage in Sudbury over Torrter eWhle a negative sign
indicates that Toronto had the advantage of lower factor
costs in 1974. Thus, Sudbury had factor costs for land and
buildings per square foot that were below the cost in Toronto.
Howeeer, costs for labour per maanyyer, maateials and machin-
ery per 100 pounds, MCF of natural gas, gallon of fuel oil
and Kiloeaat-irur of electricity were lower in Toronto.

For Sudduuy’s advantages to outweigh T""<"nno's ad-
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vantages in 1974, after dividing both sides by 0.1427:

(4.4)

IT there is a relationship between amount of square feet of
land and amount of square feet of building required such
that every square foot of building implies the use of three
square feet of Iandlg, then the following conditions are
necessary but not su”:ficient for Sudbury to have been the

preferred location in 1974:

“4.4)
4.5)
(4.6)
it was necessary, but not sufficient, that the amount
of land used for a firm to have preferred a Sudbury location
over a Toronto location would have been more than:
16138.172 square feet per worker per year
14.832 ssuaae fTeetper 100 pounds of material per year
37.050 ssi~re feetper 100 pounds of machineryy per year
1.371 square feet per MCF natural gas used per year
0.299 esqu”n™ feee per gaionn of fuel oil used per year
0.009 ssquae feee per kwh of electrictty used.
For exammle, the size of the induusrial lot the firm would
need in order to have land costs outweigh labour costs in
1974 would have to be more than 127.74 feet by 127.74 feet
per wooker. That is, it would be necessary but not sufficient

that the firm would be so land intensive that it would use
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2.67 workers per acre of land, given that the data initially
used was correct for 1974 factor coots.

In equation ((4.3), the average cost in Sudbury per
mannyear was calculated as $2717.48 more than Toronto. This
large difference indicates that possibly the term CL did not
totally eliminate the effects of subsector, sex, skilled or
union mix. As indicated in Cheaper 3, it was not possible
to totally standardize the cost of labour per mamyear be-
cause of the aggregation of the available data. It is pos-
sible and probably likely that the land requirement per
worker would be much less for Sudbury to be more attractive
to firms.

As indicated, the factor requirement structure of
firms would be an im>pot:ant connideration in determining the
factor cost attractiveness of a location. This may be
approached in another manner than specified above. The fol-
lowing relatiionships are necessary, but not sufficient, con-
ditions for Sudbury to have been a favoured location in 1974,

in commpaison to Toronto:

Conation | V + . 502y# > 19043.307 A .7
Crodition 11 T+ .502/3>17.309/4 + 43.237 d 4.8)
Con><ion 111 V + 502 > 1.60~7 + . 350+ .011?>n 4.9

In the case of equation (4.7), the immlication is that either
the cost of the amount of land consumed or the cost of the
building consumed muut exceed the cost per maanyyar. On one

extreme then, the amount of land consumed per man so that the
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cost of land in Toronto exceeds the cost of labour would be
19043.307 square fTeet of land per worker. IT buildings are
substitutable for land, the other extreme would be no land
consumed and 37934.874 square feet of building per emmpoyee.
In Figure 4.1, this is presented in graphical form,
providing a production possibSlity curve of land and build-
ing requirements per worker where factor costs would favour
a Sudbury location. The difference in cost for any combina-
tion of land and buildings in the shaded area exceeds the
difference between Sudbury's and Toronto's labour costs.

Due to Toroono's inherent advantages in combsnatirn
with its factor cost advantages, it is an attractive location
for industry. Nootheastern centers should identify the types
of firms, then, that could be as profitable in Nootheastert

Ircati“rt as in sruth-central locations like Toronto.

Impi-cati.o™ns for Nootheastern Onnario

Tables 3.13 and 4.2 to 4.5 indicate that the North-
eastern Onnario ci“Mtters which would appear to be Tairly
reasonable locations for industrial firms are Sudbury and
North Bay. TTeer relative nearness to T2 roNto and subsequent
lower transport costs, avvalabblity and cost of land, labour
and energy, and their taxation rates on induusrial property
are fTeatures in their favour, Iin comppritrt to Sauut Ste.
Mriie and Timmins.

Howeevr, only particular types of firms would find
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4 | Firm Factor Trade-offs - Sudbury
and Toronto
( Cormminntions and Ammonts of Land and Building
required to offset difference in Labour Cost)

Figur®
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Sudbury and North Bay to be attractive locations in terms

of factor costs. These firms would have to have the fol-

lowing chaanaCeers tics:

1.

Low Labour Requiremennt. Wile the num”b”r of workers
would have to be low, the firm could utilize the under-
utilized unskilled and female workers available.

Land Istensivity. As land costs are low in Sudbury and
North Bay, firms requiring large amounts of land for
security, storage or production reasons could find these
locations attractive.

Buulding Intensive. Whle costaction costs are high,
MmuiScCpal taxation is gennrally Ilow.

Local Mateqiaas. Firms which have to utilize as much
local maateials as poosible, due to transport costs on
maateials imported into the region. Howwevr, this is
not a stringent conddtion as freight costs to Sudbury
and North Bay from south-cennral Onnario are low com-
pared to other Northeastern centers.

Maachnery ReqqirgmeqSsl Due to the higher freight
costs on maachnnry, the firm would have to either have
low maachnery rqqiiigmeqgns, government subsidization,
or be able to purchase maachnery within the region.

Low Energy ReqqiremeeSs. The final chhamateerstic is
that the firms would need to have relatively low energy
requirements, particularly pet™e™m energy. Because

of the abundance of potennial hyddroeledric p~™wr, firms
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that are willing to generate their own hydro energy

would find Sudbury and North Bay attractive.
H”inevee:, these chaarcCterstics may not be sufficient for
firms to locate in these locations. The matter of intan-
gible costs and beneeits of locations, indicated by George 14
as being immoorant, have not been considered. 1t would
appear that entrepreneurial perception of cost is imppotant.
A survey of sixteen firms that operated in Sudbury in 1978,
accounting for employmmnt of 500 eerkers, indicates what
these firms believed to be problems resulting from operation
in Sudbury. Oof all firms, 50 percent believed that high
transport costs added substannially to their production
costs but that this situation could be corrected with the
de-regulation of the trucking industry. Seven firms believed
that comppettion with firms from outside the region for the
local market was a problem and indicated that local inhabi-
tants should increase their support of local firms. Nine
firms believed that high produ™™ion costs were the result of
local market size and could decrease with population increases
or increased ml~Leg activity. Fou:r firms indicated that en-
eLl:oeme™n.rl conditions such as wwather increased costs because
of increased maantenance, insulation and energy requirements.
Three firms found that a problem was a lack of some local
maeri.als for the production process such as maahhnery, metals
and ingredients. Moot firms indicated that production costs

were 5 to 10 percent higher in Sudbury than in Toronto. While
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this observation is confirmed by the data presented in the
previous chapter, It was an unsuussantiated estimate that
could be less.

Thus, perception by the business committee of the
economic health is a conniideration that should be examined,
as wwel as the rmilnty factor in isd”sSi™:irl location

decisions.

CONCLUSIONS

In this chapter, the total production costs for two
eyplnteeicrl firms w?re calculated for 1971 and 1974. The
ranking of lowwst total costs to highest total coots, as
surnaarzed iIin Figure 4.2, indicates that on the basis of
total coots, Toronto is a low cost Incrtitos for both hypo-
thetical firms. NNXt lowest is Kitchener, followed by Sud-
bury, North Bay, Tim7ii“<;, O~”lhawa, Sault Ste. Maa-ie and
lastly, St. Ccaherines.

In genneal, Toronto locrtiots appear to be low cost,
due to labour cost differences. Hotwevr, as aeiltinsid pre-
viously, this large difference in labour costs are probably
due to the implniibSiity of cnmaleti standardization of the
wage data to remove various mix iffid:i. G.ven the system
of education which exXxists in Onnario, labour union riprisen-
tation of labour, and different sex comalnStint in various
centers, it would be expected that cost per similar mrnd™",rr

in all centers would be ™ Toxiufe™ the sa'm™ This is
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Figure 4.2 Rankings of Total Cost for Standard Firm
A and Standard Firm B ( Annual Production)
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aided by the process of labour migration, particularly in
the cnitrtters with low supplies of skilled labour. For exampPe,
the Ilow supply of labour in Norrheastern centers is probably
due to a low, conssstent demand for skilled labour in those
centers.

While the sennitivity of the calculated values for

labour costs may be low, the remaining values should be as

the mannuaaturing potennial of Nootheastern centers with real
data, that indicates that particular types of firm would
incur total costs in the Nootheast that were not much differ-
ent from sruth-tenSrcl locations.

Thheefore, it could be stated that it would be worth-
while for the Noothe aatern centers to sponsor a more soplns-
ticated attempt to obtain more refined final wvalues, in par-
ticular labour cost figures. The results of the factor cost
accounting method utilized in the previous chapter indicate
the reneral areas that Noorheaatern centers should concennrate
in attempting to attract firms. A further attempt, unhammpred
by the restricions and difficulties encountered hem, would
provide data that would increase the accuracy of the effort,
and would be of greater assistance to firms consideting Nooth-

eastern locations.
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Fowever, it has become increasingly apparent that
the drerllpm”?*"lt problem existing in Noothe as tern chiters is
not due so much to higher total production costs in those
centers. Particular types of Ffirms should find Nootheastern
Ilcati’les cost attractive. The possible reasons why they do
not and the IMmi&ations of this observation for policy and

research will be discussed in the final chapter.
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Sudbury 2001 Co/ifere-ce. Appll, 1978.

E.FF. Schumacher. Small is Beautifull; Economics as
ifT People Mattered. ( New York: Harper and Row, 1973)*

Fi—asccal Post Corpcoation Service. ( Toronto, 1977)*

The hot rolLli.g method of producing steel at the steel
mill precedes the cold rolling stage usually.

Statistics Cu’jidja. MaanUfrCMNisring Industry of Cusada:
Geeo;gaDahcal Distribution, 19717"'and 1974.

This allow for five percent wastage of materials
i— the production process.

On-trio. Consummainn of Fuel and Eleetricity by On-ar-
io Maa—Uaatls?i—g 1-duusries, 1971 and 197?* Toronto:

May, 1975.

Csanada. Steel Profits I—quiry, October 1974.

This was calculated on the basis of personal inter-
views i— October, 1978.

Standards and Po”rs, I-duusrial Surveys. ( New York:
McGraw Hill, 1978).

Derived from interviews i— Ortoloeer, 1978.
See equations 3.1 to 3.13 for definitions of terms.
Implied from interviews undertaken October, 1978.

George, op. cit. .



CHAPTER 5

REFLECTIONS ON THE IMPLICATIONS
OF THE RESULTS

As is com™n to regional economic studies, implica-
tions of the results of this research has both implications
for policy in the Nootheastern region and for future research.
In this chapter, some of the implications for policy will be
discussed in terms of conditions for the initial stimulus for
growth and of core-periphery relations. This wvill be followed

by a short discussion of immeeiate research implications.

IMPLICATIONS FOR POLICY

Nootheaatern Onnario is a region whose economy is
lagging in devielopmnt. Its economic growth is below the
Onnario average and continues in unstable primary production.
Economc growth, as indicated earlier, is a commlex process
where various factors pr~mte, hinder and, Iin turn, are
affected by growth. Because this process of growth is not
understood beyond its basic theoretical principles, the
effectiveness of government policy In correcting regional
growth disequilibriums is greatly hammpred. It would appear
that the stimulation of economic growth in a lagging regional
economy requires a positive exogenous shock that is large
enough to initiate changes in the economy. The situation may

be considered analogous to the snowbbal effect. A snowwbal,
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representing a st™agnant economy, will not gather mass or
mhite nt*um until It is pushed down a hill. Once its inertia
is overcome by the sti“mulus, it will roll down the slope

of the hill, gathering m”sss which gives it new momentum.
Of course, this is an oversimplification of the growth pro-
cess. Other factors can affect growth within an economy,
just as the snowwbal's movemmnt down the slope is affected
by the snow conndtions, the angle of the slope, direction
of movemmnt and frictional forces.

Two of these conns derations which will conntrain
governm”rMt policy directed towards effecting changes in
Northe as tern Onntaio’s economy should be discussed further
at this point. The TFirst connideration has to do with the
conditions necessary for the estabishhment of firms to act
as propulsive units in the regional economy wwhle the second
connsde ration deals with the connsraints impoised by core-

periphery relations.

The Initial Kick C)onii:iles

IT it is initially assumed that economic changes
are not only necessary but also possible and desirable in
the Noorheast, growth center strategies would appear to be
the only present available policy tool. This requires the
provision of a positive shock to the economy, Iin some form
or another, Iin order to stimulate growth in the designated

center and eventually stimulating growth in the surrounding
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area. In equation (1.6) it was postulated the vwvelocity,
which includes rate of change and direction, of growth Iin
time period t, designhated as WV (t), was a function of g,

the effect of growth in the previous time periods on growth

conditions, such that:

The welocity of growth of a new firmm locating in the Nooth-
east will be affected by the general velocity of growth
within the regional economy, as wwei as the firm’s inherent
chhaacctristics. It would seem im~oos:ible then for single
firms in the designated growth centers to offset the increas-
ingly precarious conddtions of the Noraheactean economy. For
example, the survival of the firm in a center would be un-
likely if the firms depended on the local or regional maaket,
given present poor economic conddtions.

From the analysis in earlier chapters, it is possible
that actual production costs are not un”tractive in some of
the maaor Norrheastern centers, and may become more attrac-
tive in the future for c/irtain firms. It would appear that
economic reasons do not really hinder the establshhment of
new Tfirms in these centers, and other factors may be more
impootant. PoMcies to attract firms, to act as propulsive
unnts in the growth process, must co™<”"i.der this contention.
Of course, certain costs related to production could be

lowered such as transport costs on impprted maatrials and
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machinery by increasing the entry into the transport field
or gradually through increasing volume transported. How-
ever, it the vwvelocity of the declining economy of the Nooth-
east is to be changed by new firms locating in the Nootheast,
more than just economic factors muut be considered, as the
impetus to alter the present economy’'s mornmntum muut be
strong. This requires the creation of a "development environ-
ment” Iin the centers designated as growth centers. A develop-
ment environment will be defined as a socio-economic climate
in a region that is, or appears to be, conducive to economic
growth. Simply, the posssbblity of an expanding, diversified
economy will make investment for the future an attractive
proposstion. This implies that meeaures muut be taken in
the Nootheast to change the present socio-economic climate
of the region to one Iin wWich the perceived risk of estab-
lishing firms, which could act as propulsive units, is
minimized. This could be achieved through enCaproneurial
education, short term tax incentives and infrastructure
investment in land, transportation, commm”ibatons, and
research. The creation of a development environment in
Noorheastern Onnaaio, is a neh3ssaty condition before entre-
preneurs will consider a location in the region. Much of
the expense in mooetary and phyyical terms, would have to be
met by the region’'s inhabitants. This will not only ensure
rapid and efficient cw”plet:iise, but will also ensure that

local sennstivities and knowledge wvill not be overlooked.
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While preliminary results of the research co”ttained
here indicates that production costs for certain induutries
are compprable to those iIin the south-central region, there
are limitations in which firms may act as propulsive u™ntts.
Even with the creation of a development climate in the
Noorhhast, the shock required to change the present economic
trends in the Nootheast will have to be of a m”s~r°ttude great
enough to oveirc’c"me the inertia of the system. This Wil re-
quire some combinntion of smaal nummbrs of large firms,
large nummbrs of small firms, and fundameenal changes in the
ideological and consumption natures of Canadian society.

In regards to the firms, they muut be commaatble with the
region’'s supply and price of factors of production such as
land, labour and resources by utilizing the factors which

the Northeast can provide advantageously. Larger firms would
probably have to be ex™M™f't oriented due to the size of local
martkts, and produce in sufficient volume to gain cost reduc-
tions through economies of scale. Smmaier firms could be
oriented towards replacing imported goods or producing high
quaaity, specialized products for export to other regions.

It is the linkage effects of these firms to the service,

supply and final demand sectors which will determine if these
firms will act as propulsive unnts. Also, the success of
these firms will reduce the perception of risk, contributing

to the development environment and thereby attracting other

firms to the region.
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The strategy of initially attracting the Ffirms which
will act as propulsive unnts should not be based on a policy
of governm”itlt subsidies. First, the firm attracted by sub-
sidies may become dependent upon this aid and, secondly, the
knowledge that subsidies are available for firms locating in
a particular region could result in a stigma of depression
that will make entrepreneurs hesitant to invest in that
region. Instead, information and education programs, com-
bined with the creation of a development environment and the
willingness of local entrepreneurs to invest in their own
region, should be sufficient conditions to foster approppiate
firms.

Indeed, the inhabbtants of Nootheastern Ontario
should take much of the initiative into their own hands by
investing their own resources into d’velopm”™r™n:, buying local
products and promoting local entrepreneurs. The argument is
that Norrhoaaterners cannot expect outsiders to risk what
they are not willing to risk theme”nJ,v=s.

Also, i1t would appear that the problem of intangibles
contributes to the oveeall Noothe aatern developm”inft problem.
The p~™MceptiM of Nootheastern centers as high cost locations,
with little of the a”enntiies of so”t:h-c(“r*n:taL section of
Onnario, is difficult to meaaure as an additional growth in-
hibitor, and is difficult to dispel its resulting effects.

In summary, care mmut be taken iIn attracting firms

which have the potennial to act as propulsive uni.ts to stimu-
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late growth, and whose factor requirements and factor costs
will allow for a healthy firm within the Norrheas tern con-
structs. These firms are required iIin order to create a
developm”rMt environment in the Nootheaat, but so are changes
in entrepreneurial perceptions of conditions in the Nooth-
east which may be obtained by increased inform”tiion, com”™uni-

cation and education.

Core-Periphery Reeations

The success of a growth c*ittter strategy for the
Northeast will depend on the connsraints im"<~l5ed by core-
periphery relati“ons. The so™MMN™M-c(™rt;iral region of Onnario
will be considered the core, and the Nootheast as the peri-
phery. This division results in a number of problems for
divlilopm~Int:, arising from the reproduction of the relation-
ship through time.

The so~t:h-c(“M"t:lral core is an area of established
growth, wWhle the periphery's growth potential has been
continuously diminished by the core's success. This situa-
tion creates economic barriers to the stimulation and success
of growth Iin the Nootheas t. Noothe as tern centers, quite
obvious ly, have not developed ind”~stJ™:ial economies of agglo-
meeation to the extent that the core centers have. This is
due in part, to the single industr™y orientation of moot
Northeastern centers, and the subsequent lack of development

of easily exchangeable factors of production. The economic
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system of the Northeast evolved through time as a special-
ized, resource-oriented economy, and has developed inertia

in its socio-economic relationships. No substantial changes
have occurred, other than shifts in settlement due to re-
source depletion. These shifts have merely resulted in
changes in the location of lirnrm.i activity, but not changes
in the economy's character. In shoot, reproduction of the
production conditions of the Northeastern economy has resulted
through time, whhle the production conddtions of the core have
also been reproduced and reinforced. As the core has been the
source of poetical, ind”sstrial and financial power, the
Nootheas tern periphery has been relegated through the '"natural
order”™ of economic relationships to a subordinate position.
This subordinate position also has inertia to change. As the
continuation of the core-periphery relations requires the
reproduction of the productive forces of society, and the
relations of prrdisitor,/ which are secured for the moot pa™
by the poetical, legal and ideological superstructure of
society,2 the Nootheast has remained subordinate to the core.
The demands of the core's economic structure has required a
supply of raw maateials to sustain its ind”stl”iiai growth, a
conccenration of ind”"sStNJLai activity in order to promote
agglomeeation economies, and ensured maakets for goods pro-
duced in the core region. These, and other requirements,

have led to an unconscious process of soccal, economic and

poetical favouritssm in dealing with the core region and
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detrimental attitudes in dealing with the peripheral areas.
This is mannfested in explicit or imH<”"i-t policies, and
actions directed towards the conccntration of Onntaio's
resources in the core region. A good example of policies
by provincial governments in Onnario which resulted in
further conccenration of factors of production in the core
region, was the estabisshment of Meeroopoitan Toronto in
the 1950's. This act resulted in making Toronto more
attractive for growth. Infrastructure investments in sur-
rounding setteements* opened land for development, created
a uniformity in euttcipal services such as water and sewage,
and ensured good transportation linkages. Furthermore, as
noted in an earlier chapter, much of the Ornario regional
planning effort has been directed towards the Toronto cen-
tered region. '

Myydal has indiiaaeed that mmrket forces, unaided
by goveitment policy, ~ramlly tend to increase rather than
decrease ITneg™lties between regions, as increasing returns
activities are clustered Iin m™rtain areas of the economy.
Also, unfavourable backwash effects of growth from the core
areas, outweigh favourable spread effects in the periphery.
Labour, cap™al, goods and services flow unequally between
core and peripheral areas. Thheefore, free trade between
such regions operates in such a manner that the periphery
becomes nxppri-orintred, its itdutSriaiizntiot is inhibited

L 4
and iI1ts pattern of production is distorted. When government
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policy acts in favour of the core regions, the negative
effects of growth on the peripheral areas are increased.

This partially explains the conccenration of new firms in
Oshawa, which was indicated to be a high factor cost loca-
tion, and the lack of new firms in the Nootheastern locations,
as governm”rtit expenditures on the Lake Ontario urban comm lex
produces greater economies for ag™lomra”tiion than in the
Nootheas t.

Unooti~nnaely, policies in the United States of
Aneeica for resource, particularly mining, regions cannot be
examined in order to provide ideas for Canadian policies for
a simple reason. None of the A”ericad mining towns approach
those in the Norrheast in size or dependence on ml~idg for
employmmnt. For examlfe, in meenlUc mr~iing towns in the
United States, the largest number of employees was 2400 in
O~nd:odlgod, McHtiigan for 1972, while in Sudbury, m.n:Ldg
replryeent was 14750. Thus, the development problem of the
Nootheast is a particularly C™n”<"Lad problem in its mlgnditudr.

It muut be noted, however, that even i1If a provincial
government decided to alter the existing character of the
problem, its policies would be constrained by the strength
of forces between the core and the periphery and the natural
irprrdun~tird of these forces. In Figure 5.1, the maior
relations between the core and periphery in Onnario are pre-
sented in a simple diagram. From the periphery, popi™~HiIim,

resource products, profits from the resource commands and
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- Simmllfication of Core- Peripiery Relations
Figure 5. in Onntario
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taxes levied on the companies’ income, flow to the core.
Capital investment in resource commpanes, government trans-
fer paymenns, and high wvalue finished products flow from
the core to the periphery. The core region is the cei™Mrnr
of both ~o™ical and economic pow”:r and the periphery is
sUMject to physscal barriers to development and reproduction
forces. Thus, growth impetus in the core is greater than in
the periphery.

This may be enlarged upon. Figure 5.2 is a simple
representation of the Nootheaatern economy. It shows the
flows between mmaor segments of the regional economy,
leakages from the system and inputs from the core region.

The moot impootant segments are resource and labour
involved in resource nxt:tnctioi, and much of the region's
wealth is generated here. - Howeeer, there are serious leakages
to the system such as taxation, purchases from other regions,
and loss of profits to the region. Thus, even given a hre-
dition of a lack of factor cost disadvantage, the region’'s

economy wwill not grow if present rtlstroeshios and leakages

continue to exist. TTheefore, the present feeble attempts by
senior levels of government will do little to affect change
in the region. And if the preliminary indications of favour-

able factor costs hold with further research, grvteem/NI™
policy would have to pry cor™i.dersble attention to the effects
of "'psychic costs™ which are perceived by new firms to be

additional production costs attached to Nootheas tern locations
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KEY (Figure 5.2)
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The existing coire-periphery relations in Ontario
hinder Nootheaatern development and promote continued growth
of the south-cannral urbann-ndusSfral complex. While it may
be unddeSrnble for this to continue, there would appear to

be little effort to alter the existing concMUi:iots.

Conclusion

The policy implications of the Northeastern
development problem, given preliminary indications of factor
costs which are not restrictive, rests then on two maaor
observations.

First, the initial kick required to stimulate growth
is hamppred by the perception of the Nootheast as a high
production cost location, the historical slow growth, resource
orientation of the regional economy, and the lack of prom~”O:iot
of Nootheastern locations for ind”sti™:ial growth.

Second, any attempt to stimulate growth in the North-
east will be conntrained by the existing core-periphery
relations, as evidenced by the historical Nooth-South dichooomy
of Onnario.

Thus, provincial governments in the future wvill con-
tinue to be timorous in prom”0:itg development in the Nootheast
because of the conntraints im™sed on the development problem.
As policy will continue to be favourably directed towards the
core region of Onnario, development in the Nootheast will

depend on native Noothhastern initiative. Basscally, self-help
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should become the prime force if changes in the negative
conditions of the Nootheast are to occur. The effective-
ness and motivations of senior levels of government are
s uspe ct

The commlixity of the situation, and the forces
against change may require fundameenal and radical changes
in the existing relationship between the peripheral Nooth-
easteirn Onnario, and the soMMN™M-c(MinM:iiral core region. The
degree and type of change will depend on the level of
co-operation between the provincial government and the

inhabitants of the Northeast.

IMPLICATIONS FOR RESEARCH

The research contained in this thesis is directed
towards a single aspect of the complex and inter-related
developm?itit problem existing in Norrheastern tantMi®:Lo. It
is the complexxty of the situation which results in interest-
ing implications for future research. In gennral, these can
be characterized into two broad topics — the Northeast prob-
lem itself and the general issues related to core-periphery
relati ons.

Two maor sp~thific issues related to the Nootheastern
devreoppMINlt problem itself are the following:
1) Refinement of the factor costs identified in this thesis,

in particular wage and elements of labour costs.

Gven more accurate data obtained through extensive surveys
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and wder access to government data, the calculation
errors could be decreased. Would such a calculation
provide the same results encountered in this study?
Mso, can psychic costs be calculated for Nootheastern
locations and how could these be offset?
Effectiveness of self-help efforts. IT the mmjor
impetus for development rests with local initiative,
what will its success in the Nootheast involve and at
what cost? How can this self-help effort be aided?

Whht type of propulsive unnts should be promoted?

In terms of core-periphery relations, the following

issues arise :

1)

2)

Growth transmission. As the growth process is not fully
understood, fTurther work muut be done in explaining how
growth occurs and how i1t affects various regions. Econo-
metric models for regional growth would appear to have
potential for investigating the growth proa”sss, but are
limited by data availability and the general inadequate
state of regional growth theooy .Ma™M”ansl™j.'s moddl of
the Nova Scotian regional study6 and Richardson’'s model7
are examples of work Iin this field.

The social, poditicil and economic processes between
core and periphery. The implications of core-periphery
relations have not been developed fTully iIin its social,
loditicil and tidndm-i aspects, nor have they been fully

examined. Given the role of the Nootheast as an area
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periphertl to tie south-central core area of Onnario,
tie effects on social conditions siould be examined in
boti thiInNIMAT:ictl and practical terms. Also, questions
to tie role of pooi™cs and policy Iin tie relations

between core and peripieral areas siould be examined,

prMiticritrly in terms of intervention and of mooivation.

Summary

It is possible to list many more implications of
the reseai™~ch contained within this thesis, and to improve
on the various aspects of this research. Coontraints

include only time, effort and finances.

REFLECTIONS

Out of the comalixity of the development problem
of the Northeast, one tractable aspect, factor costs, was
isolated and examined in a relatively simple mmthod of
accoNi™MNing. This m~t:erd of research al*”owt factor costs
in the Nootheastern region to be derived and commared to
factor costs in Onnario core centers. This derivation and
cadicuiat™i“r*n indicates that some Nootheastern centers are
lower factor cost locations than some of the core centers.
This leads to the following questions. If costs of produc-
tion are not unfavourable to Nootheas tern Onnario develop-
meet, what factor or factors are inhibiting region growth

in a region so near to the core region? IT Nootheastern
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Ontario development is desirable, can these impediments be
removed? If so, who wil pay for the necessary meaaures?
Why have these impediments persisted through time? Unnor-
tunately, these are among many presently unresolved ques-
tions. But answers muut be found.

Cooninued alienation of the Nootheasit within exist-
ing core-periphery relations will be socially and politically

dangerous as the following quotation from Pablo Neruda indi-

cates :
I melt BoHvar on a long mlrtr™~nees "Father,” 1 said,
"Are you or are you not, or who are you?" And he
said: "l rise up every hundred years when the people

wake up."
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7. Richardson ( 1973)* op cit. pp. 209- 225.
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APPENDIX TABLES

In the tables that follow, the abbreviations listed

below wvill be used to promote clarity of presentation:
ONR - Onnario Northland Railway
CPR - Canadian PacCfic Railway
CNR - Canadian National Railway
ACR - Algoma CCntral Railway
NAR - Nochern Alberta Railway
KWL - Kitchener- Waterloo
NBY - North Bay
OSH - Oshawa
STC - St. Catherines
SO0 - Sault Ste. Marie
TIM - Timmins

TOR - Toronto



Table Aa

Selected Railway Transport Opeeating Data ( 1976 )

A. B.
Railroad Average Freight Average Freight B. as % of CNR
C ompany Revenue per ton Expense per ton expense per ton
divided by
A. as % of CNR
revenue per ton
CNR $12.80 $15.84 100.00
CPR $12.24 $12.82 83.53
ACR $4.60 $ 4.70 82.55
NAR $ 7.20 $ 7.80 87.53
ONR $ 4.50 $ 5.20 93.39
Source: Statistics Canada. Railway Transport, Part 11, 1V, 1976.

Cat. 52-209

-V61-
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Table Al

Manufacturing Employment in Study Centers - Selected
Subsectors ( 1971 )
Mannfantur- Food nnd Primary Transport
ing Employ- Beverage Meeals Equipment

Center ment Subsector Subsector Subsector
KWL (#) 41,325 5,645 790 3,215

(%) 39.03 1 13.66 " 1.91 7.78
NBY (#) 1,775 265 90 50

(%) 9.28 14.93 5.07 2.81
OSH (#) 19,385 510 1,515 10,725

(%) 39.22 2.63 7.81 55.32
STC (#) 14,350 980 420 7,065

(%) 31.91 6.83 2.92 49.44
SO0 ) 11,235 345 9,070 10

(%) 34.42 3.07 80.73 .09
SUD &) 8,045 680 5,675 45

(%) 12.94 8.45 70.54 «55
TIM  #) 925 155 130 5

(%) 6.13 16.75 14.05 54
TOR  (#) 315,560 32,800 8,540 26,505

(%) 25.35 10.39 2.70 8.40
Note: 1 aaauSaaturing employment as percent of total emmloyment

2 subsector emm”™Mmeint as percent of total aaatSaaturing

employment
Statisiihs Canada.
Cat.

source: MaauSfthuring Itdusirili, 1971*
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Table A.2

Maanfaaturing Employment C onncnntatim
Ratios (1971)

Center MaanY facuring
Emmloyment Ratio
(MC)

KWL 1.521

NBY 0.206

OSH 1.377

STC 1.085

SO0 1.185

SUD 0.-216

TIM 0.205

TOR 0.980
Where:
and; xN = total popufation over 16

in center 1i.

= total maanfaaCuring em”J-oym~/inM't
in center 1i.

Source: Statistics Canada. liaanfacCuring Industries,
1971. Cat. 94-742, 743,744.
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Source:
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Table A.3

Index of Maauuaaturing Subsector Divvesity
(1971)

Center Index of Subeector
Diversity*

KWL 581
NBY 645
OSH 765
STC 790
SO0 935
SuUD 885
TIM 778
TOR 469

See text for explanation.

Small numoers indicate a diversified maanfaaturing

sector whille larger numbers indicate concentration
of nm".oym?tt within a subsector.

Statistics Cjanada. Malnfalturing Inddftries, 1971«
Cat. 94-742,743,744.
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Table A.4

Total Annual Wage Bill, Standardized to Kitchener's
Durable- Nondurable Manufacturing Employment Mix

Center Standardized Total Wage Bill in Thousands of
Dollars
1970 1971 1972 1974
KWL 4790.3 4983.2 4154.0 7573.8
NBY 5696.9 5522.5 5267.1 8705.9
OSH 6374.3 7715.9 6022.3 10689.4
STC 5910.1 7734.4 5846.3 9536.0
SO0 6682.1 6990.2 5636.4 9955.5
SUD 6462.9 6426.0 5673.5 9396.3
TIM 4978.4 5043.1 4557-8 8110.2
TOR 5555-7 5672.1 5128.8 8573-3

Source: Statistics Canada. Employment and Earnings, 1970,
1971,1972,197~. Cat. 72-002.
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Table A.5

WS- V~Lues as a percent of Kitchenne's

WS Values
Centers Study Centers Wage Biill as Percentages of Kitchener's
Wage Bill ( Standardized to Kitchenee's Durahle-Non-

durable Mannfaaturing Employment Mix)

1970 1971 1972 1974
KWL 100.00 100.00 100.00 100.00
NBY 118.91 110.82 126.79 114.95
OSH 133.06 154.84 144.98 141.13
STC 123.37 155.21 140.74 125.91
SO0 139.49 14(0.27 135.68 131.44
SUD 134.91 128.95 136.58 124.06
TIM 103.93 101.20 109.72 107-08
TOR 115.98 113.82 123.46 113.19

Source: Derived from Table A.4
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Table A6

Hours of Annual Labour ( t™ wvalues
as percents of Kitchenne's t value)

Centers Average Annual hours of Labour as a Percent
of Average Arrnual Hours of Labour in
Kitchener ( t™ values as % of Kitchenne’'s)
1970 1971 1972 1974
KWL* 10(3.00 100.00 100.00 10(0.00
NBY 101.26 102.63 99.42 102.34
OSH 106.29 11)4.45 108.13 109.30
STC 105.03 107.03 105.59 107.91
SO0 103.76 1i03.11 108.54 112.50
SUD 106.21 107.51 98.06 106.36
TIM 106.04 103.88 101.73 108.36
TOR 10(0.88 99.27 09.43 102.32

* Note: The average annual hours of labour per
in Kitchener were:
205"3.7 hours in 1970

2092.1 hours in 1971
2088.3 ho”™rs in 1972

2029.1 hours iIin 1974.

Source: Statistics Cjunada. Cjunadian Mannufctiurinr Induutries:
Geoorappical Distribution, 1970, 1971» 1972, 1974.
Cat. 31-209.



Center

Hamilton
Kitchener
London

St. Cather-
ines

Sudbury

Windsor
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Table A.7

Secondary School Educational Attainment
for Employed Labour Force ( Selected
CCnters, 1971)

Percentages ofi Total Emmloyeed Labour Force
with Secondary School Education

Maaes Feiiles

Grades Grades Grades Grades
9-11 12-13 9-11 12-13
33.41 25.63 33.12 36.49
33-59 23.58 34.34 31.13
33-07 29.15 31.80 41.22
34.78 23.95 33-3n 36.09
33.50 20.54 33.54 34.50
32.93 25.03 30.72 35.65

Source: Statistics Canada. Labour Force 1971.
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Table A8

Average Number of Employens per
MaanUfcturing Firm

Center Average Number of Employees

1970 1971 1972 1971
KWL 71.79 70.53 77.72 76.11
NBY 24.08 24.53 24.94 30.34
OSH 90.83 118.25 120.83 136.79
STC 71.14 80.70 80.23 84.19
SO0 179.44 177.48 176.83 186.26
SUD 13.34 13.12 12.74 20.66
TIM 14.55 15.04 16.03 32.35
TOR 30.19 29.66 31.05 31.45

Source: Staaistics Canada: Maanfaaturing Industrint of
Canada: Georraalec;al Distribution, 1970, 1971,
1972, 1971. Cat. 31-209.



CenNers

KWL
NBY
OSH
STC
SO0
SuUbD
TIM
TOR

-203-

TaBle A9
Maunic-pa. Realty and MaauSa.attsting Buuiness

Taxes ( Mill Rates for Selected Y7”ears)

Annnnal Rates oll Taxation onl
Lanid and Bualdi.ngs * ( Ti Va.nes)

1970 1971 1974 Average

1970-1974
.041979 .042056 .040161 .045651
.044224 .044224 .042062 .043721
.046689 .049358 .053478 .048990
.035560 .046731 .039441 041521
.051757 .051757 .034542 .044769
042417 .041656 .042317 .042121
.049537 .047729 .051051 .047872
.045987 .042838 .045264 .044621

* Standardized due to different methods of assessment by:

Source:

1.6 provincial ,» muniiipal
equaaization A mil rate
factor

Onnario Minnstry of Industry and Tourism. Profiles
of Onnario Muuicipplities, Volumes 1 and 2, 1971,
1972, 1973, 1974, 1975.
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Table A.10

Bank of Canada Interest Rates
1970 - 1976

Year INnterest Rate
At End of Year

1970 6.00 %
1971 4.75 %
1972 4.75 %
1973 7.25 %
1974 8.75 %
1975 9.00 %
1976 9.50 %

Source: Statistics Canada. Canada Yearbook 1976-1977-
( derived from Banking and Financial Annlysis
Department, Bank of Canadd).



Center

KWL
NBY
OSH
STC
SO0
SUD
TIM
TOR

* Note: Includes

costs.

Source: Derived from Tables A9, A.10,

Annual

Cost of Land per Square Foot {
Irl DoOlars pei' Square Foot

1970

.0208
.004-8
.0122
.0118
.0251
.0094
.0059
.1094

interest,
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Table A.11

Cost of Land per Square Foot

1971

.0196
.0122
.0171
.0201
.0223
.0081
.0066
.093"

197/~

.0669

.0295
1597

.0532
.0630

.0506
.0138
.1933

and 3.4-.

( CN. ValLues)

Average
1970-1974

.0374
.0156
,0643
.0314-
.0339
.0223
.0090
.1352

property and aaaluSfaturing tax
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Table Ao12

Annual Cost of Buildings per Square Foot

Centers Cost of Byildin%s per Square Foot
(“Bi values In dollars per square foot)*
1970 1971 1974
KWL 1.4399 1.3469 3-3958
NBY 1.8166 1.6721 3.2300
OSH 1.5224 1.3628 3.2368
STC 1.5414 1.5491 3.1494
SO0 1.8708 1.6814 2.8948
SUD 1.7851 1.5941 2.9702
TIM 1.9552 1.7112 3.0620
TOR 1.5145 1.3361 3.0416

Source: Derived from Tables A.9» A.10, and 3*6.
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Table A.13

Cost of MalnUalauring Maierials as
Percentages of Value of Goods Shipped
( 1971, 1974)

Centers Mateeials Cost as percents of
Value of Goods Shipped
1971 197/~
KWL 50.66 56.88
NBY N5.53 50.33
OSH 66.32 69 4-5
STC 44.85 48.30
SO0 46.08 43.73
SUD 25.93 23.01
TIM 54.71 32.59
TOR 54-. 35 58.42

Source: Staliseia Canada. MalnUalturing Industries of Canada:
Georgapeic;IL Distribution, 1971 and 1974.
Cat. 31-209.
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Table A.11

Selected Highway Freight ChEarges
( From Toronto to Dentinatirnt)

From Toronto Shipment Charges in Cents per
to: 100 Pounds ( minimum of 27,000

pounds per shipment)

Class Class
100 85
KWL 116 99
NBY 222 189
OSH 100 85
STC 116 99
SO0 307 261
SUD 247 210
TIM 404 343
TOR 0 0

Source: Canadian Transport TTaiff Bureau Astooiatirn.
Class TTaiff 1-C
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Table A.15.

Average Expenniture by Onnario
Mannufcturers on Machinery *

Yeears Average E™Ng?endittre Average E2x)pedittre
for new maahinery for maahinery re-
per firm in dollars pairs per firm in

dooiars

1970 93.051 48,720

1971 80,920 50,765

1972 81,571 57,876

1973 96,265 63,023

197~ 132,886 75,722

* Note: These values were obtained by dividing the total
expenditure reported by all On't*urio firms by the
number of firms operating for each year.

Source: Statistics Canada. Private and Public Investment

in Canada: Outlook and Regional Estimates, 1971,
1974, 1976. Cat. 61-205.
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Table AI16

Cost of Electricity for Industry
( 1971-197~ )

Center Average Cost per Kilowatt-Hour (in cents)
1971 1972 1973 1974

KWL 1.03 1.07 1.04 1.49

NBY 1.11 1.29 1.40 1.45

OSH 1.09 1.11 1.05 1.45

STC 1.05 1.09 1.05 1.48

SO0 1.18 1.27 1.48 1.59

SUD 1.18 1.27 1.48 1.59

TIM 1.81 1.76 1.72 1.85

TOR 1.03 1.04 1.07 1.44

Solsttt: Onnario Hycdro. Onnario Hydro Statistical Yetatbddk,
1971. 1972, 1973, 1974.
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Table A.17

Energy Coots for Onnario Indussries

Yezar Price per Unit of Energy
Fuel Oil Naaural Gas
(dollars per ( dollars per
gallon) MCF)

1971 0.11 0O.56

1972 0.12 0.57

1973 0.13 0.60

1974 0.20 0.69

Source: Onntario Minnstry of Treasury. Consumption of Fuel
and Electricity by Onntario Maauffacuring Indussries,
1972, 1973, 1974.
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Table A18

Location of New ManuSathuring Firms in
(Ontario ( 1973-1976 |

*

Center Niunber of New Films in Selected Centers
1973 1974 1975 1976 Total
Kitchener 8 4 7 6 25
North Bay - 4 6 3 13
Oshawa 9 8 5 8 30
St. Cather-
ines - 1 2 2 5
Sault Ste.
Marie 2 1 1 1 5
Sudbury 1 3 2 2
Timmins - 1 - 1 2
Toronto 24 21 11 19 75
Hanilton Ip 5 - 1 10
Mississauga 9 13 13 19 54
London 4 2 6 5 17
Cornwal.1l 4 - 5 7 16
Ottawa 5 6 5 5 21
Thiuider Bay 5 1 1 11
ONT/AIO,
total 161 175 H-7 165 618

*Note: With employment of over 10 0Or salles of $100,000.

Soiusce: Ontcario Ministry of Industry and Tourism. Ministry
of Industry, Trade and Tourism Review, 1973, 197/-
1975, 1975-1976, 1976-1977.
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