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the ownership and direction of businesses
operating within our borders and using our
resources.

We may all take pride in the extent to
which these goals have been achieved.

Almost half a million new jobs have been
created since the spring 01 1963.

Unemployment had faUen by last month
to 3.9 per cent, on a seasonally adjusted
basis, which is just about half the 7.7 per
cent reached in the first Quarter of 1961.

This improvement in employment was not
confmed to one or two favoured parts of
Canada. During the past two years some of
the most rapid increases in emploYment took
place in those sections of the country where
unemployment had been particularly high.
The decline in the unemployment rate in the
Atlantic provinces and British Columbia was
or the order of one third between the last
quarter of 1962 and the last quarter of 1964;
in Quebec there was a reduction of one·
quarter. In Ontario and in the prairie prov
inces unemployment by the last Quarter of
1964 was down to about 3 per cent.

We have also had a rapid increase in the
Gross National Product. In the two years
1963 and 1964, the \'alue of the nation's out·
put increased by 6.5 per cent and 8.9 per
cent, or by a total for the two-year period
of about 16 per cent. Incomes have improved
materially. The value of construction of all
kinds increased by more than 20 per cent
from 1962 to 1964, and housing starts went
up from 130,000 to 166,~that is, by more
than one-quarter.
• (8:10 p.m.)

In our dealings with other countries we
have achieved a C<lnsiderable improvement
in our balance of tradc and payments. Our
deficit on current account in 1964 was less
than one-third what it was at its peak in
1959.

Mr. Diefenbaker: All kinds of selective
statistics.

Mr. Byrne: Sour grapes.
Mr. Gordon: This improvement was achieved

not by restricting imports and travel by Cana
dians, but by a vigorous expansion of our ex
ports. Our secondary manufacturing industry
has accounted for an Important part of this
change.

The improvement in our international bal
ance of payments, and indeed in our rate of
economic growth In general, could not have
come about if we had not been able to keep
our prices and costs competitive. Canadian
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AKNUAL FINANCIAL STATEMENT Of' THE
ML~lSTER aT TlNA1'ilCE

Hon. Walter L. GordoD {Ministu 01 Financ:el
moved:

That Mr. Speaku do now 1",,"\"1I' thll' Chair for thll'
HoUH to Ito into Committeii' of W.ys .00 Mun..

He said; Mr. Speaker: It gives me a great
deal of satislaction to be able to report to
the House, and to the country, on the state
of our economy and of our national finances.
There has belen a great and encouraging
improvement In economic conditions, and in
the state of the budget during the past two
years. This robust expansion must be con.
Hnued. With the budget under control, we
must use our fiscal policies to achieve the
nation's goals. The primary objective now
is a healthy rate of sustained economic
growth.

[Translation}

I am glad to note that aU reiions in
Canada have shared in this expansion. The
Atlantic provinces and the province of Que
bee, for example. have experienced sub
stantially increased economic activity. I be·
lieve that it is In this context of a prosperous
and expanding economy. benefiting all Cana.
dians, that we shall best succeed not only
in maintainini but in strengthening the unity
of our great country.

[TertJ

Economic Objectives
When this government first came into office

we stated a number of economic objectives.
Our first goal was a high level of employ·
rnent for Canadians and the reduction of un·
employment. The second was a high and
sustainable level of economic growth.
Third, we wanted a better regional balance
in both employment and growth. We also
wished to bring into closer balance our trade
and other current international transactions.
To realize these objectives. we recognized
that our industry, especially our manufactur_
ing industry, would have to become more
vigorous and competitive. We expected that
as unemployment was reduced and these
other objectives achieved. we would also be
able to move toward a balanced budget. More
over, we sought over the long term to improve:
the degree of participation by Canadians in



(() The highly effective $500 bonus for
winter-built houses, and other increased help
for housing and urban development.

(g) The provision of massive assistance to
the provinces in the fields of technical and
vocational training.

(h) The provision of guaranteed loans to
students to assist them with their university
education costs, and the provision of youth
aHowances to young people 16 and 17 years
of age who remain in full-time education.

(j) A vigorous expansion in the loan pro
grams of the Fann Credit Corporation.

(j) Increased amounts and improved terms
for credits and insurance to finance a rapid
increase in exports.

(k) Improved fiscal arrangements with the
provinces to enable them to do their impor
tant part in a growing modern economy.

(1) And last, but certainly not least, there
has .been a monetary policy which enabled
the demands of economic growth to be met
without a tightening of credit conditions.

Partly as a result of such policies, the
Canadian economy in the past two years has
expanded faster, and unemployment has been
reduced further than in the United States.

It might interest hon. Members to know
that in the United States last year, 1964, the
total output of the economy of that country
increased by 6.6 per cent. In Canada the in
crease was one third as much again.

In 1964 unemployment in the United States
was reduced by 7 per cent. The rate of reduc
tion in Canada was almost twice that figure.

Current Situation and Outlook

The economy is currently in a very healthY
state. Unemployment is at its lowest level
since 1957. Our output of goods and services
is at record heights and is -still rising. Prices
are reasonably stable. Our international com·
petitive position remains strong. The capacity
of our industry is being used more fuUy. Busi
ness confidence is reBected in the highest
level of capital investment we have ever had.
AU areas ot the country, almost all types
of industry and agriculture, and most groups
in the community are sharing in this advance.

Mr. Winkler: Is that why the farmers are
coming to Ottawa on Wednesday?

Mr. Pearson: To get even more.

Mr. Gordon: I thought all the farmers were
over there, Mr. Speaker, but they won't be
like that after the next election.

We may view our prospects for the coming
year with confidence. Canadians in the ag-
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prices have risen less in the last two years
than have those of any other industrial coun
try in the world except the United States.

Along with these improvements· in the per
fonnance of the economy we have been abie
to bring about a dramatic improvement in
the federal budget. The 1962·63 fiscal year
produced a budgetary deficit of $692 million.
This has been reduced to $83 million for the
fiscal year just ended.

If the accounts are translated into a form
more suitable for measuring their impact on
the economy, that is, into terms of the na·
tiona I economic accounts, the change in two
years is from a deficit of $399 million tn
1962-63 to a surplus of $332 million in the
last fiscal year-an improvement ot over $700
million.

These achievements have taken place
against the background at the longest period
of peacetime economic expansion we have
enjoyed in the present century. However, the
pace of our expansion has not proceeded with·
out faltering. There was a noticeable pause
in the advance at the end of 1962.

New Policies
In no smaU measure the strength of the

expansion, certainly since 1962, is due to the
introduction ot new policies. The results
achieved enable us to describe them as effec
tive policies. They include;

(a) Strong incentives in the form of capital
cost allowances to Canadian-cwned manufac
turing and processing companies installing
new machinery and equipment.

(b) Similar inducements, together with a
three-year tax exemption, for new manufac·
turing and processing companies to establish
in designated areas of slow growth and high
unemployment.

Cc) Special arrangements to improve the
efficiency of our automobile industry and to
secure a fairer share of the total automotive
production ot North America.

Mr. Slarr: Sixteen hundred laid of! in
Windsor.

Mr. Gordon: There seems to be a little
noise, Mr. Speaker, but this will prove to be
one of the most important policies ever in
troduced in Canada.

(d) Establishment of the Municipal De·
velopment and Loan Fund, to assist munici
palities, with provincial approval, to accel
erate their capital spending programs.

(e) Establishment of the Atlantic Develop
ment Fund of $100 million to stimulate eco
nomic activity in the Atlantic provinces.

U4r. Gordon.]
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part of the economy can make its full con
tribution. The Council has given us helpful
advice in this regard.

There are, as the Council has pointed out,
some especially difficult problems before us.
Canada must train and place in the right jobs
an enormous number of young people if we
are to achieve the potentials the Council
anticipates. Industry must grow at a pace
which will provide these jobs and must
increase its productivity. The capital must
be found which industry, and governments,
will require to finance this expansion. And
above all, Canadians must find, and be effi
cient in competing for, the domestic and
foreign markets for the goods which an
expanded economy win be capable of pro

Mr. Diefenbaker: Thanks to Mr. Starr. ducing.
To achieve all of this will be difficult

enough, but our very success in doing so will
couldn't keep itselC pose problems. A higher rate of pro

ductivity is essential to the achievement ot
the nations's economic potential, and its ability
to compete, but it means we have to find more
markets to employ our manpower. Rapidly
rising production generates more employment,
but it could also lead to the large deficits in
international payments which the Economic
Council has projected In its model. These
must be avoided.

Balances of Payments

We hear a great deal these days about the
balance of payments problems of our mends
the British and the Americans. The British
problem springs in considerable part from the
strain which has been placed on their pro
ductive capacity and which their recent
budget is designed to relieve. The essence of
the Americans' problem is that the very large
surplus they earn in trade and other current
transactions is substantially less than what is
needed for the large scale private investment
by Americans all over the world, in addition
to the requirements of defence overseas and
foreign aid.

Our problem is unlike either of these.
Although we still have some room in our
economy for increased production without
undue strain, we continue to have a deficit in
our current transactions with the rest of the
world. To be sure, last year we achieved a
trade surplus of $700 million. But we used up
this surplus and more In servicing past debts,
in paying dividends to foreigners, and in mak
ing other kinds of current payments. OUr cur
rent operating deftcit was, 1 am glad to say,
lower than it had been for ten years. But it is
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gre£ale, both individuals and businesses, and
their governments will invest and consume
substantially increased quantities of goods
and services in 19G5.
• (1:20 p.m.'

The economies of the nations with whom
we tracie, subject to one or two exeeptions,
are continuing to expand, and the markets
for our exports should continue to ITOw. We
have sufficient productive capacity in Canada
to meet our own needs and those of our
trading partners. New investments now being
made will increase our capacity to produce.
And last-but of great importance-we have
the most rapidly growing labour force in
the industrialized world and it is better
trained than ever before.

Sam. hon. Members: Oh, oh.

An hon. Member: Even he
a straight face.

Mr. Gordon: It is this growth In our labour
force which provides the foundation for rapid
economic grtlwth in Canada. It also makes it
necessary. This necessity for growth in orde~

to put our young and rapidly growing labour
force to work was the central feature of the
First Annual Review of the Economic Coun
cil, published several months ago.

Economic Council Re\'lew

Honourable members will recall the maln
projections which the Council brou&ht to the
nation's attention: that between 1963 and 1970
Canada's labour force can be expected to grow
by 2.7 per cent per year on the average; that
the potential productivity of our workers
that is, output per person employed--ean be
expected to increase by 1.9 per cent per year;
that, if the level of unemployment can be re
duced to an annual national 3verage of 3 per
cent-which the Council regards as a realis
tic objcctive--and if we can catch up the lag
in our productivity gains between 1957 and
19B3-we can reach an average rate of growth
in our production over this period of 5; per
cent. The Council points out how the achlcve
ment of this rate of growth would require and
make possible rapidly expanding levels of
consumer expenditures, government expend
itures, business investment and exports.

The reali18tion of the true potentials of the
Canadian economy is a goal whicb aU of us
can accept. The problem has been, and will
always be, to develop and put into eRect
the kind of policies needed so that each major
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still sizeable. Furthermore, last year we ex
ported large quantities of wheat to Russia, and
we cannot count on having such large markets
for OUf wheat on a continuing basis.

Our persistent international payments prob
lem is apparent not only in the total size of
our current account deficit, but also in its
structure. Last year our current account
deficit with the United States reached nearly
$1.7 billion. This was largely offset by a
surplus of $1.2 billion on merchandise and
non-merchandise trade with the rest of the
world, including the large wheat sales to
communist countries. These transactions still
left us with a current account deficit of $453
million which we had to finance.

In order to provide jobs to match the quite
exceptional growth of our labour force we
will need high levels of capital investment
in the next few years, higher than the present
physical capacity ot the economy can be ex~

pected to meet. I do not anticipate difficulties
in financing outside Canada the moderate
amounts really required for this purpose, but
this dependence on foreign savings should
not be permitted to persist indefinitely. The
world is hungry for capital for investment
both in developing and in industrialized
countries. The major source of capital, the
United States, is having to restrict its invest
ments abroad. We would be foolhardy if we
assumed that over the long term the capital
needed to cover our continuing current
account deficits, whatever their size, would
always be ours for the asking.
Financial Markets

The performance of our financial markets
during 1964 was remarkably good. Through
the first half of the year, they weathered
successfully the continuing uncertainties aris
ing out of the United States' Interest Equal.
ization TDx. Later they adjusted readily to the
disturbances arising out of the United King
dom balance of payments problems. In spite
of these difficulties the Canadian capital
markets handled a greater volume of new
issues than in the previous year.

The substantial improvement in the federal
government's financial position enabled us to
reduce our demands on the market, thereby
making room for other borrowers. The im~

provement in the government's position also
made it easier for monetary policy to continue
to give support to economic expansion. In
terest rates were slightly lower at the end of
the year than they had been at the beginning.

The House will recall that, at the time the
United States' Interest Equalization Tax and

[Mr. Gordon.]

the Canadian exemption were announced in
July, 1963, the Canadian government stated
its intention not to seek to increase Canadian
exchange reserves through borrowing in the
United States. During 1964 Canadian mone~

tary and debt~managemcnt operations were
undertaken with a view to their effect on
Canadian borrowers who might seek funds in
the United States, as well as with a view to
domestic conditions. The interest rate dif
ferentials between Canada and the United
States feU, during the course of 1964, to the
lowest level for some time.

The financial disturbances at the time at
the sterling crisis and the raising of the bank
rate in Canada were not allowed to interfere
with this development. In fact, the careful
handling of that situation by the Bank ot
Canada considerably assisted in meeting this
objective and keeping our capital market
working effectively.

The past year was marked by a further
evolution of the international financial ma
chinery. Just as Canada benefited from the
rapid assembly of massive financial assistance
at the time of her exchange crisis in 1962, so
Britain was the recipient of even more mas
sive aid in the autumn ot 1964. Canada was
an active and major participant in this
operation.
• (8;J() p.m.)

International Liquidity

During the year representatives of the gov~

ernment took part in a series of international
discussions on world liquidity. The question
at issue has been whether the total of inter
national reserves, such as our own reserves
of gold and foreign exchange, when com
bined with official international credit ar~

rangements such as those provided by the
International Monetary Fund or by arrange~

ments between central banks, is sufficient to
support the growing level of international
trade and payments both now and in the
years ahead.

As Minister of Finance I attended meetings
of the so~called "Group of Ten" in Paris last
June and of the Board of Governors of the
International Monetary Fund in Tokyo last
September. The most immediate result of
these discussions is that the Fund itself is to
be enlarged by a 25 per cent increase in the
quotas of all members, plus special additional
increases for member countries such as Can
ada whose growth has been well above the
average. I have made it quite clear that
Canada would have welcomed a greater in
crease than this in world liquidity in order



to ensure expansion of world trade and pay
ments without any drag or interruption.

Trade Policies

In the Budget Speech last year I dC!scribed
our preparations for the "Kennedy Round"
of tariff negotiations in Geneva, and outlined
the principles that would govern Canada's
participation. The formal opening of the ne
gotiations occurred last November when the
offers of reductions in duties on industrial
goods and materials were exchanged. Our
delegation is now engaged in a detailed ex
amination, with other delegations, of the
scope for tariff reductions of mutual benefit.

The negotiations on agricultural products
are only now getting under way. This means
that for Canada, with its important export
interests in agriculture, the Kennedy Round
is not yet in full swing.

Consequently it would be premature to offer
any firm or final judgment as to the probable
outcome of this tariff conference. Neverthe
less I believe there are real possibilities for
important tariff reductions covering a broad
range of our exports. We have a strong dele
gation in Geneva, headed by Mr. Norman
Robertson, one of the most respected senior
public servants of Canada. I can assure the
House that our representatives will bargain
vigorously and realistically to advance the
interests of Canada at this conference. It is
in our interests that barriers to trade through
out the world be progressively reduced.

There has been a good deal of interest
recently in our trading relations with the
United Kingdom. The United Kingdom has
always been a very important market for
Canadian raw materials and foodstuffs which
Britain requires in great volume. For a wide
range of such products Canada is Britain's
nearest, and most reliable and cheapest source.
As a result, our sales to Britain over the
years have nonnally exceeded her sales to
Canada.

In the last three years this excess has been
increased because United Kingdom export
markets in Canada were adversely affected,
first by the devaluation of the Canadian dol
lar in 1962, and then by the Canadian im
port surcharges that were in effect for some
nine months.

Understandably the British are concerned
about the large deficit in their trade with
Canada. We can appreciate this because we
face the same sort of problem, but in a more
exaggerated form, in our current account
transactions with the United States. It would
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be better in both cases if increased exports
enabled these large bilateral deficits to be
reduced.

I am glad to note that for a good many
products the United Kingdom has now signifi
cantly improved its position in this market.
For 1964 as a whole its merchandise exports
to Canada were $60 million more than in
1963. This improvement is reflected in a
variety of British exports to Canada, of which
automobiles are one of the most notable ex
amples. Our imports of cars from Britain in
1964 increased by 100 per cent over 1963.
Here is a real example of energetic British
exporters adapting their products and their
dealer and service organizations to meet the
needs of Canadian consumers. We expect
now to see further substanUallmprovement in
the sale of British products in the Canadian
market.

Federal-Provincial Relations

The achievement of Canada's economic
goals-of our potential growth-will require
the use of the whole range of policies avail
able to us and to provincial governments and
local authorities. These Include not only gen
eral policies, fiscal and monetary, trade and
industrial, but also particular policies. These
particular policies are refiected in measures
relating to the development and use of our
natural resources, the education and training
of our young people, the planning and proper
use of our land, the develpment and the re
development of our cities and towns, and the
proper planning and building of the roads and
other utilities on which both our production
and our living are dependent. That is neces
sary if business, labour, agriculture and other
private interests are to play their full part
in carrying forward the progress of our econ
omy, and improving our productivity.

All this implies that the federal govern
ment must work with the provincial govern
ments and that the latter, in turn, must work
not only with us, but with the municipalities.
The federal government's responsibility in
the field of fiscal policy, monetary policy and
trade policy is primary and indisputable.
And that is as it should be. To work to best
advantage, however, such policies should
be co-ordinated with plans and policies in
areas which come under provincial jurisdic
tion.

Moreover, we must recognize that the
sum total of the effects of the fiscal policies
of the provinces is also of national impor
tance. The provinces and the municipalities



I come now to review briefly the outcome
of our budgeting for the past year and assess
the prospects for the year ahead, before
putting the government's proposals before
you. The flgures are all given in part 2 of the
White Paper which I tabled two weeks ago
and I wiU refer only to the highlights. Rev
enues exceeded all expectations because of
the excellent improvement in the economic
situation, a greater improvement than I could
properly forecast a year ago. At $7,136 m.il~

lion they were $436 million more than the
figure in last year's budget. Expenditures are

be available before fall. Consequentiy we
are having to defer the thorough review of
our tax laws until later.

University Finance

This government, as well as its two prede_
cessors, has taken a vital interest in doing:
what it properly could to help young Cana
dians to be trained to work effectively in the
modern world. Our program of assistance to
the provinces lor technical and vocational
training now involves annual expenditures
of over one hundred million dollars. ParIia·
mcnt last year provided for youth allowances
to young people of 16 and 17, and also insti
tuted with the co-operation of the provinces
a large and already successful program of
guaranteed. student loans. The Central Mort·
gage and Housing Corporation has been mak4
ing loans to universities lor student resi
denC6 that are helping to transform the
character as well as increase the size of our
universities. We are paying unconditional
grants equivalent to $2 per capita to the
universities in nine provinces and providing
the equivalent in Quebec by a tax abate_
ment formula. We are making large grants
to universities for scientific research. It is
evident, however, that more needs to be done
in financing higher education in Canada,
though just what should be done and in
what way are unresolved questions.

The universities have established their
own committee of enquiry into university
finance which should be reporting later this
year. Its report should be of much help in
re-appraising not only what Is needed but
how it should be supplied. We shall be
anxious to discuss the subject of university
finance with the provincial governments
when there has been an opportunity to study
the lorthcoming report of Dean Bladcn and
his colleagues.

Accounts for 1964-65
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together are now spending more than is the
leGeral government. It follows that changes
in provincial revenues and expenditures, and
in their budgetary balance, have a major
effect upon growth and stability in the Cana
dian economy. It follows too that the timing
of their expenditure measures can be such as
to contribute to a steady growth of production
and jobs, or the reverse.
• (8:40 p.m.)

An essential part of the job of good eco
nomic management in Canada is to achieve
a reasonable harmony in the policies of the
different governments. That is why we spend
much of our time. both Ministers and officials,
in consultation with the provinces. For ex·
ample, the Provincial Treasurers and Min
isters of Finance met with me in what might
be caned a pre-budget meeting in December,
in order that we might jointly review the
state of the economy and compare our views
as to its prospects.

During the next 18 months, the federal
government and the provinces must also
review and revJse the federal-provincial fis
cal arrangements between them in order that
we can propose legislation for the five·year
period commencing in 1967. It was for that
purpose that the federal·provincial confer
ence last year appointed the Tax Structure
Committee of Ministers from Ottawa and
from the provincial governments. The repre·
seotatives of the eleven governmenls will
examine the fiscal outlook of federal and
provincial governments in an effort to deter
mine the probable requirements of each of
them in the six years ahead. We shall en
deavour to find a division of the tax fields
and a formula for equalizing fiscal capacity
which will assure to Parliament and to each
provincial legislature effective means of car
rying out its own responsibilities under the
Constitution.
Royal Commission on Taxation

During the same time that we are discuss
ing and revising our fiscal arrangements
with the provinces, we shall be making a
thorough review of our own federal tax
system-both in its general plan and in de
tail-with the aid of the report of the Royal
Commission on Taxation appointed in Sep·
tember, 1962. Last year I said I expected
the report would be published in time to
find some reflection in this year's budget.
Unfortunately the Commission was not able
to conclude its work when it planned to do
so, and now I do not expect the report to

[Mr. Cordon.]

April 26, 1965



4"

148
97

870
1,300

725

1,570

1965·66
Forecast

Before
Tax

Changes
<S million)

2,175

144
90

617
1,193

676

1,510

1964-65
Preliminary

($ million)

2,108

Total taxes 6,338 8,885
Non-tax revenues 798 840

Budgetar:r revenues 7,136 7,525
Old age security fund

revenues 952 1,145

Total revenues 8,088 8,670
-- =

Personal income tax
Corporation income

tax
Non-resident with-

holding tax
Estate tax
Customs duties
Sales tax
Other duties and taxes

Mr. Gordon: I sho~ld point out that the
details of these forecasts are inevitably com
plicated and involve many special factors
affecting particular items, especially in the
case of corporation income tax. The forecast
for personal income tax takes into account
the higher abatements in favour of the prov
inces, and also some movement toward
prompter remittance of tax deducted at the
source.

I am forecasting budgetary expenditures
for this year at $7,650 million. This figure,
like that for revenues, is based on the ex
pectation that Quebec will take full advan·
tage of the opportunity to contract out of
established shared-cost programs recently
authorized by Parliament, but that other
provinces will not avail themselves of this
opportunity this year. My forecast includes
allowances for supplementary estimates and
for the anticipated shortfall of total ex.pendi
tures below appropriations requested. It in
cludes all items I know of that are already
authorized or that we plan to place before the
House. On the basis of these forecasts of
revenue and expenditure before budget
changes, we would have a deficit in our
budgetary accounts of $125 million.

I expect the Old Age Security Fund this
year to have revenues of $1,145 million from
which pensions of $905 million will be paid.
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Budgetary and Old Age Security
Fund Revenues

the House give unani-

The table above Te!en-ed to

Some hon. Members: Agreed.

(Editor" note:
is a. follows:]

Mr. Speaker: Does
mous consent?

Outlook for Revenue and Expenditure

Without any changes in our tax laws I
would expect our revenues to be about $7,525
million. With the consent of the House I
would propose to include a table in HansaTd
at this point giving the details of this fore·
cast, and comparing them with the estimated
figures for last year.
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estimated at $7,219 million, $64 million, or
less than one per cent, higher than originally
forecast. This leaves a budgetary deficit of
$83 million, less than one-fifth the amount
originally forecast.

Last year, for the first time, I included
with the budget a forecast of our revenues
and expenditures in terms of the national
economic accounts. Part 1 of the White Paper
explains the nature of these accounts and
gives some of the figures for past years, and
for the calendar year 1964. For the past fiscal
year our revenues are estimated in the:;e
terms at $8,313 million and our ex.penditures
at $7,981 million. This means that in place
of the small deficit originally anticipated, in
these terms, the national economic accounts
reflect a federal government surplus of $332
million.

These results-a deficit of SB3 mUlion by
our parliamentary public accounls, and a sur·
plus of $332 million by the national economic
accounts-are the best in seven years. In
practical terms it seems fair to say that after
a long period of troublesome deficits the
nation's finances are now under firm control.

In this new fiscal year we can anticipate
further increases in our revenues based upon
the growth to be expected in the economy
itseU. We can be confident that the recent
rates of economic growth will conti!lue well
into the summer, although the outlook for
the latter part of the year is less certain. We
can reasonably forecast an increase of about
7. per cent in the Gross National Product in
1965 compared with 1964, of which increase
nearly 5 per cent would be in volume. This
will mean that for the first time the Gross
National Product of Canada this year will
exceed $50 billion.
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of the Canada Pension Plan and the Quebec
Plan next year. Municipalities have already
benefited greatly by the establishment of the
Municipal Development and Loan Fund, and
I expect they will derive at least indirect
benefits from the accrual of funds under the
the Canada Pension Plan. Canada now needs
some new institutional channel through which
Canadians can invest their savings in a Corm
that carries with it a share in the ownership
and direction of businesses operating in this
country.

To assist in meeting this requirement
Parliament will be asked to approve a meas~
ure establishing a Canada Development Cor.
poration. It would be the function of this
Corporation to share in financing the initial
development, or expansion of large scale in
dustrial projects in Canada, and to provide
financing, inclUding refinancing, for large
Canadian enterprises which might otherwise
be led to seek funds outside Canada, with a
consequent loss of ownership and control to
non·residents. The Corporation would be ex
pected to invest in projects and enterprises
which are likely to contribute to the sound
economic development of Canada and to be
profitable in the long run.

The Canada Development Corporation
would be authorized to purchase from the
government the equity interest in Crown
corporations that have become viable com
mercial operations. In particular the govern
ment would propose to sell to it Polymer
Corporation, which has been a highly success
ful and profitable government enterprise ot
which Canadians can well be proud.

The sale of one or more Crown corpora·
Hons in this way to the Canada Development
Corporation would conform with the views
expressed by the Glassco Commission.

The Canada Development Corporation
would have an authorized share capital of
about one billion dollars. The shares would
be of the mutual fund type, the shareholder
having the right of redemption at values to
be established by the Corporation based on
the value of its investments. There would be
restrictions on the ownership and voting
rights of the share of the Corporation to en
sure that it is essentially Canadian owned.

The Corporation would bc mainly financed
by the sale of its shares to the public. In·
dividual investors would be given priority in
purchasing shares but support would also be
sought from a wide variety of Canadian in
stitutions, including insurance companies,

Teje1'1'ed

PROPOSALS

Some hon. Members: Agreed.

[EditOT'S note: For tables above
to see Appendix <fA"].
• (8:50 p.m,)

.3. COMMONS DEBATES
The Budget-Mr. Gordon

The remainder will be used to repay the out·
standing loans to the Fund of $30 million
and to be applied in future years to meet the
cost of paying pensions at ages below 70.

Taking into account our non-budgetary
loans, investments, receipts and credits-par
ticularly the accumulations in our employee
superannuation accounts-we estimate our net
total non· budgetary cash requirements at $225
million. Adding this to the anticipated budg
etary deficit we get a total cash requirement
of $350 million for the year, apart from gov
ernment security transactions or variations
in our exchange reserves, and before allow
ance for the proposals I will now be making.

As I did last year, I would like to table
and have included as an appendix to the
budget, tables showing how these forecasts
of revenue and expenditure appear when ex
pressed in terms of our national economic
accounts. They show an expected surplus in
these terms of $343 million, compared 'with the
surplus for the year just completed of $332
million.

Mr. Speaker: If I may just interrupt, is it
agreed that these tables be printed in
HansaTd?

Mr. Gordon: I turn now, Mr. Speaker, to
the proposals which I wish to lay before the
House.

Canada Development Corporation

The first is a financial measure which
does not involve tax changes. One of our
important objectives is to encourage the de·
velopment of industrial opportunities in Can
ada by Canadians. There has been over the
years increasing evidence of the need for
additional Canadian sources of financing for
businesses in Canada, particularly where sub·
stantial sums of equity funds are required.
The recent actions taken by the United States
and by the United Kingdom to protect their
balance of pa'yments have emphasized the
need for industrially developed countries to
be able to stand on their own feet more than
in the past. In the future, new business de·
velopments in Canada should be looking to
domestic sources for more of their financial
requirements.

Canadian provinces will find their financing
problems much easier with the inauguration

(Mr. Gordon.]
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ing with the magazine problem, and to the
equally important matter of preserving Cana
dian ownership and control of Canadian news
papers. At the present time there is no law
or other impediment standing in the way of
the purchase by non-residents of any of our
newspapers. Given the vital role newspapers
play in influencing public opinion, we do not
believe we should run the risk of them falling
under foreign control.
• 19;00 p.m.)

In the Resolutions which I am presenting
this evening we propose that the Income Tax
Act be amended to disallow, as a business
expense of a Canadian advertiser, the cost of
advertising primarily directed to a Canadian
market in a non-Canadian periodical or non
Canadian newspaper. This measure would
become effective next January. Advertising
in the so-called "Canadian editions" of non
Canadian periodicals now being published
and printed in Canada will not be affected by
this provision, nor will advertising in the two
small foreign-owned weekly newspapers
already being published in this country. The
question of the subsidized postal rates now
enjoyed by the Canadian editions of non
Canadian periodicals will be studied as part
of a general review being made of postal
rates.

The purpose of this measure as it affects
newspapers is purely preventive. No exist
ing commercial interests will be affected, nor
will any changes in existing advertising pat
terns be required. Foreign newspapers can
enter Canada freely and will continue to do
so, but we intend that our Canadian news
papers shall remain under the control of
Canadian owners. They will be as free as
ever to determine their own editorial con
tent; they will be free to use whatever
foreign commentaries and other features they
wish; they will be free to rely upon what
ever foreign or international news services
they favour.

I shall also be proposing tonight a Resolu
tion to amend the Customs Tariff to prohibit
the entry into Canada of non-Canadian
periodicals, such as split runs, containing
advertising primarily directed to the Cana
dian market, as well as periodicals in which
more than 5 per cent of the advertising con
tains specific references to sources of avail-
ability in Canada or conditions of sale in
Canada. This is essentially the same as the
Resolution which stood on the order paper
last session.

April 2&, 19&5

banks, trust companies, pension funds, estates
and trusts, credit unions, charitable founda
tions and, 1 may add, provincial governments
and their agencies.

Mr. Herridge: We proposed the establish
ment of a Canadian development fund 15
years ago.

Mr. Gordon: 1 hear an interruption from
my 'riend across the way. It is too bad he
was not in a position to do anything about it.

No investor other than the federal govern
ment would be permitted to own more than
3 per cent of the outstanding shares.

The government would subscribe on its own
account for 10 per cent of the issued share
capital. In addition, the government might
acquire additional shares from time to time,
either as partial compensation for the sale ot
Polymer Corporation or in connection with
underwriting the sale of shares to the public.
In order to ensure the independence of the
Corporation, any shares taken up by the gov
ernment in excess of 10 per cent of the issued
capital could be redeemed by the Corporation
whenever the Board of Directors wished to
replace them with shares sold to the public.

The government would also have authority
to purchase debentures of the Corporation or
to make loans to it up to a maximum of $100
million.

The Corporation would be directed by a
Board of Directors to be appointed initially
by the Government, with provision for elec
tion of the directors by its shareholders when
the Corporation's shares have been sold to the
public. In this way the Corporation would
stand on its own feet, free of government
control. In view of its proposed investment in
the Corporation, the government would retain
the right to appoint a small proportion of the
Directors.

We are convinced that thousands of Cana
dians will welcome an opportunity to share
in the future growth and development of our
country; that they will take pride in owning
even a small interest in expanding Canadian
industries. Participation in the Canada De
velopment Corporation will provide this
opportunity.

I am placing a Resolution on the notice
paper immediately to pave the way for the
introduction of a bill to establish this
Corporation.

Publications
I turn now to a measure of a very different

character. The government has given con
siderable thought to the best method of deal-



steps to prevent the wasle products from
their operations polluting our streams and
lakes. This will take the form of an amend.
m:,nt to. the Income Tax Regulations to per.
mit capital expenditures made until the end
of 1966 by businesses primarily for the purpose
of preventing water pollution to be deducted
at the rate of 50 per cent. This provision will
also be reviewed following the report of the
Royal Commission on Taxation and after we
have the results of studies being made of the
problems of pollution and the means of deal
ing with them.

Scientific Research and Development

The Income Tax Act includes a provision
introduced in 1962 which permits those mak_
ing expenditures on scientific research to de.
duct not only the amount of these expendl.
tures from Income In the year in which they
are incurred, but also an additional 50 per
cent of the increase in research expenditures
over those in the 1961 base year. This results
in a reduction in taxes, which is equivalent
to making a grant in support of such research.

I have received many representations and
suggestions in regard to this extra 50 per cent
deduction, as well as enquiries as to its future
beyond the 1966 taxation year when the pres·
ent provision expires. The government be
lieves it is highly important to continue to
offer a general inducement to industry to
expand its effort in scientific research and
development. We consider, however, that this
inducement could be made fairer and more
effective if it were In a form that was of
more value to new and small companies, sub
ject to the lower rate of tax, and of those
faced with losses. The assistance now pro
posed would take the form of grants of defined
amounts to be taken in cash or applied as
credits against the tax liability of the busi
nesses concerned. Such benefits would then
be accounted for to ParIiament in the same
way as other expenditures.

For this purpose we propose to bring for
ward a bilI that will provide In 1967 and later
years a grant or a credit against tax liabilities
equal to 25 per cent of the defined amount
of expenditures on scientific research or
development carried out by a business, either
direcUy by its own stafT or by contract with
others in Canada. For 1966 a business will be
permitted to elect whether to get the benefits
available under the Income Tax Act or the
benefits under this new legislation.

It is proposed that the whole amount of
capital expenditures for scientific research or
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Accelerated Capital Cost Allowance

I wish to turn now to measures designed
to encourage industTial development and in
creased producti vity.

The first is one which does not require
action by Parliament but Which, I hope, will
meet with general approval. It will be re·
called that in 1963 the government introduced
a highly accelerated rate at capital cost
allowance on new manlliacturing machinery
and equipment, acquired by companies with
a degree at Can3di3n ownership and by
individuals carrying on business. This incen
tive measure is scheduled to terminate on
June 13th ot this year. It has permitted the
cost of machinery and equipment to be de
ducted tram ineome for tax purposes over
as little as two years, and has gN!atly helped
in bringing about the expansion and modern·
ization of Canadian manufacturing and proc
essing industries. It has been responsible in
large measure for the great Increase in
private capital expenditure and thus tor
stimulating total employment and produc·
lion. We have decided that this measure
should be extended to cover machinery and
equipment acquired up until the end of
December. 1966. Before that date It will be
thoroughly reviewed in the light ot the
analysis and conclusions ot the Royal Com·
mission on Taxation.

The effect upon our revenues in this fiscal
year of this extension of the accelerated rate
of capital cost allowance is estimated to be
$15 million. The efleet next year will be
much greater.

I am a!so proposing some changes in cap·
ltal cost allowances to help tarmers who are
facing difficulty in marketing corn and other
grain crops in areas where there is a short·
age of grain storage facilities. I am thinking
of many areas, including the area comprised
by the constituency of Essex East, a great
corn belt. Under this plan, which will be
incorporated in a regulation, the cost of all
new g:-ain storage facilities constructed In
the period May I, 1965, to December 31,
1966, may be written oft for tax purposes
over a four-year period. This will apply to
farmers and taxable co-operatives as well as
to others. The new arrangement will be help
ful both in the east, where corn production
is expanding rapidly because of changes in
harvesting techniques, and in the west where
rationalization of transportation and grain
handling facilities should go hand in hand.

An important tax concession .....Ill also be
provided to encourage industry to take new

(Mr. Gordon.]
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Mr. Gordon: Well.. Mr. Speaker, I would
iust like to thank the hon. Mer:lber for
Kootenay West for bringing this to my atten
tion, and say I hope he does not retire. That,
however, does not go for all his colleagues.

In 1963 a number of provisions were placed
in the Income Tax Act to prevent tax avoid
ance by means that were prevalent at that
time. These deterrents have been effective.
Other loopholes in the law continue to be
found, however, and exploited in a way which
is unfair to others as well as costly to the
Crown. When the Act is extensively revised
in the light of the report of the Royal Com
mission on Taxation we hope that we can
make some general changes that will safe
guard against abuses. In the meantime we
will continue the 1963 measures, and I pro
pose to add several more of a specific char
acter, some of which are in the Resolution,
while others will ftrst appear in the Bill
itself.

Section 36 of the Act, which is intended
to provide tax relief for lump sum payments,
is being abused in some cases. Some persons
arrange to have inordinately large amounts

COMMONS DEBATES
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under a registered retirement savings plan
will also be increased.

It is proposed that amounb paid as annual
trade union dues or professional dues, which
now may be deducted from income under
Section 11 of the Act, wil1 no longer be in
c!uded in amounb covered by the S!OO op
tional st..andard deduction. This will permit
both the amount of dues and the $100 stand
ard deduction to be claimed in future.

I propose that corporations and individuals
in business be granted the right to deduct
certain expenditures made in connection with
their businesses that have hitherto been ruled
as non-deductible, on the grounds that they
were capital in nature or not related directly
to earning income. This amendment will
permit a taxpayer to deduct expenditures
such as the costs of making representations
to a government or municipality for the pur
pose of obtaining a licence, franchise or trade
mark in connection with his business, or
amounts spent investigating the suitability of
a site for a new factory or power develop
ment. It will also permit a taxpayer to de
duct the cost at landscaping his place at
bu:siness or an apartment building, and it
Will permit a farmer to deduct amounts spent
for clearing land or laying drainage tile.

Mr. Herridge: You can aspire now to ~eceiv
ing grateful credit for thts.

Mr. Faber: You can retire now.
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development would be eligible to qualify for
the bonus, subject to certain safeguards. In
regard to current expenditure, it is proposed
that the bonus be calculated on the increase
in research and development expenditures
in any particular year over the average of
such expenditures in the three preceding
;years.
• (11:10 p.m.)

This assistance tor research and develop
ment will be administered by the Department
of Industry. It will be available automatically
to all businesses whose expenditures on re
search and development are less than $50,
000 a year. Those who wish to receive assist
ance based on larger expenditures than this
will be able to do so by getting prior agree·
ment from the Minister of Industry that the
research and development proposed, if suc
cessful, would be likely to benefit Canada.

I have set forth the government's intention
here so those making long term plans will be
able to take these intentions into account.
The legislation proposed will not be required
until )966, and we will welcome comments
and suggestions based on the outline I have
given.
Improvements to Income Tax Act

I have reviewed the Income Tax Act
again this year, and considered carefully the
many requests and suggestions received from
taxpayers across Canada. It will not be pos
sible to aecede to all of them. If we were to
do so the government would be left with no
revenues at all.

I wish to propose a number at amendments
to increase the equity of the Act in its appli
cation to individuals. One of these will be to
allow a taxpayer to claim a deduction for
supporting his niece or nephew where the
parents of the niece or nephew are not able
to provide support. A taxpayer will also be
allowed a deduction for amounts spent to
support his aunt or uncle it she or he is de
pendent by reason of mental or physical
infirmity.

There will also be an amendment to en
sure that contributions to the Canada Pension
Plan <lnd the Quebec Plan will be fully de
ductible In calculating taxable income.

Amendments will be introduced to permit
indiViduals to transfer lump sum retiring al
lowances into a pension plan, deferred proftt
sharing plan or registered retirement savings
plan without attracting tax at the time of
transfer. The percentage of earned Income
that an individual may deduct as a premium



I am proposing several changes in the Cus
toms Act this year. One is being introduced
to deal with the case put forward by the
British government that there are some fea
tures of our Customs law which bear in
equitably or unreasonably on British goods
by comparison with goods !rom other coun
tries.

What is involved in the operation ot the
value for duty provisions ot the Customs
Act as they relate to the quantities of goods
sold and to the trade level at which they are
sold in the country of origin. We have ac
cepted the British contention that there are
certain circumstances in which these pro
visions work a particular hardship on their
exporters as compared with exporters in cer
tain other countries. Accordingly I shaIl be
moving an amendment to the Customs Act
to provide power to deal with such cases by
means of a new Section 37A of that Act. If
Parliament approves it, we shall make effec
tive use of this section to remove any dis-

fewer changes than usual, and I do not feel
it is necessary to describe them here.

I shall be seeking authority to renumber
the items in the Customs Tariff by Order_
in-Council. The present numbering ot the
Tariff has evolved over the years and is a
mixture of numbers and letters, making it
difficult to relate import statistics to indi_
vidual tariff items. A purely arithmetic
numbering of the tariff will permit the use
of modern tabulating equipment for corre_
lating import statistics and tariff items. As
the Resolution makes clear, the proposed
renumbering will not afTect the substance
of any item in any way.

DUring 1964 the Tariff Board submitted
two reports, one covering mining equipment
and the other covering oil-seeds, vegetable
oils and related products. On March 29 of
this year I tabled a report by the Board on
radio, television and related products, and on
April 9 I tabled a report on live turkeys.
These four reports are now under consider_
ation in preparation for international nego_
tiations in connection with items which have
been bound under the General Agreement on
Tariffs and Trade.

I am proposing to send two new references
to the Tarift Board. One will cover machines
used in the grading, packing and storing of
fresh fruits or fresh vegetables. The other
will relate to precision instruments used in
such activities as engineering, surveying,
drafting and machining.

The Customs Act
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placed to their credit in pension or profit
sharing plans and then, having received this
amount upon termination of their employment
or the winding up of the plan, they elect to
have it taxed :at n low rate under section 36.
I propose that the major abuses in this area
be blocked by restricting the amounts that
Qualify for taxation under Section 3G.

I also propose an amendment to prevent
persons from arranging to have business in
CQme taxed at no more than the non-resident
withholding tax rate of 15 per cent through
the use of trusts with non-resident benefi
ciaries. Because of the varied use of trusts
it is difficult to foresee the effect that the
proposed amendments in this area may have
in all cases. Consequently modifications of
this proposal will be considered if repre
sentations should show that the amendments
outlined in the Resolution will have an un
intended impact upon trust arrangements
where tax avoidance is not a factor.

Some CQmpanies and their principal share
holders have found it possible to avoid taxa
tion on the distribution at accumulated
surpluses, or to avoid the withholding tax
on payment of dividends to non-residents,
by changing the residence at these CQm
panies to another country at companies in
CQrporated in Canada. To prevent this form
of tax avoidance I propose that henceforth
companies incorporated in Canada shall be
deemed to remain residents of Canada.

Several amendments will be introduced to
prevent certain at the concessionary provi
sions applicable to the oil, gas and mining
industries being used in ways that were not
intended.

We propose to require annual returns from
trustees administering pension plans, retire
ment savings plans, and deferred profit-shar
ing plans. These plans involve very large
sums of money representing accumulations of
income on which tax has been deterred. We
believe that the tax authorities should re
ceive an annual account of their operations.

Customs Tariff Changes

I turn now to matters relating to the Cus
toms Tariff. As honourable members are
aware, the Kennedy Round at trade negoti
ations which is being conducted under the
auspices of the GATT is now in progress in
Geneva. A number of the requests which
have been received in the past year tor re
ductions in rates ot duty are being taken up
in these negotiations. Accordingly the Resolu
tions relating to the Customs Tariff which I
shall table at the end of my remarks contain
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There has been much concern expressed
about the high prices of drugs in Canada and
proposals made that they should be exempt
from the ~ales tax, which has alwa~'s applied
to them. The government has considered
these representations but does not wish to
act on them until the matter has been con
sidered by the special Committee of the
House on Food and Drugs.

Tax Cut

I come finally, Mr. Speaker, to the question
of what should be the general weight of our
taxation in this coming year and, if it should
be altered, what should be the amount and
form of the change. I have already given the
House the highlights of the economic situa
tion, which are set forth in detail in the
White Paper. From this it is evident that v.:e
have enjo;yed an excellent rate of economiC
expansion in the last few years, and our sit
uation now is good, though not completely
satisfactory.

Looking ahead we foresee a further ad
vance this year over 1964. However, we must
plan to accommodate a rapid increase in our
labour force this summer and in the next
several years. We need to assure the market
demand to put it to work productively. At
the beginning of 1966, within this fiscal year,
the commencement of the payment of con
tributions into the Canada and Quebec Pen
sion Plans will exercise some restraining
influence on the growth of consumer expendi
ture, which may not be fully offset by in
creased capital spending by the provinces or
their agcncies out of moneys from the Pen
sion funds.

Our budgetary position for the last fiscal
year came close to a balance in our normal
accounting tenns, and showed a sizeable sur
plus in terms of the economic accounts. For
this new fiscal year our budgetary accounts
will not be quite so close to a balance, be
cause of changes already authorized by Par
liament or proposals already placed before
you. In terms of our national economic ac
counts, however, the federal budget will be
a restraining influence this year unless we
make some further changcs.
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Some hon. Members: Shame.

Mr. Gordon: Hon. Members across the way
are making remarks but I would remind
them that this is a Committee of the House
on which I am sure some of them are im
portant members. If the Committee comes to
the conclusion that, as part of a comprehen
siVe and effective program to reduce the
prices of drugs, they should be exempt from
the sales tax, I would expect to see this done
in a special statute covering all the meas
ures required to give effect to the program.
and I am quite sure the hon. Member for
Halton (Mr. Harley>, who is Chairman of this
Committee, will see it proceeds with this very
important matter just as expeditiously as it
can.

this nature against British
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I do not propose this year to introduce any
amendments to the Estate Tax Act. We
amended the Estate Tax Act last year, as you
will recall, in a number of particulars, and
I said that any material changes would now
affect provincial revenues more than they
would affect our own budget position. I went
on to say we felt action should be deferred
on such changes of substance until we had
seen the results of both the federal and
provincial commissions of enquiry, and had
consultations with the provinces. That is still
the situation.
Excise Tax Act

In regard to the Excise Tax Act, I have
had many representations on the present ex
emptions from the sales tax, and proposals
for new exemptions. I have considerable
sympathy with a number of these proposals;
their implications, however, raise still further
problems of equity, and consequential
changes. It is my belie! that we must make
a thorough review and revision of the
sales tax as soon as possible alter we have
received the views of the Royal Commission
on Taxation. I intend that it should be given
priority and my department has already put
in hand preparatory work to enable them to
get ahead with the review quickly once we
know what the commissioners' conclusions
are. In the meantime, I do not propose to put
forward anr proposals for amendments in
this Budget.

Dru"

crimination of
goods.

It is the government's hope that this pro·
posal will be taken by British exporters as
a decisive response to their pleas that Canada
give a clear signal that we welcome their
goods; we hope, too, they will respond by
seeking out and serving the very substantial
demand which certainly exists here in Can
ada for imported goods.

There are a number of other less Important
amendments which will be advanced in the
Resolution on the Customs Act.
Estate Tax Act
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[Text]
The direct effect or this tax reduction would

be to reduce our re\'enues by about $170
million this fiscal year and by about $26S
million in a full year. The amount retained
by individuals as personal disposable income
-that is ..take~home pay"-wiU be corre_
spondingly increased. As a result, we can
expect the rate of private expenditure to in
crease by nearly this amount, and there
should be secondary effects which ultimately
shou:d increase the rate of Gross National
Product by something more than the amount
of the tax reduction.

Apart [rom these effects upon private ex
penditures, I believe that this substantial cut
in personal taxes will encourage and stimulate
our working force-Including those in man
agement and the proressions-upon whose
efforts our prosperity and progress depend.
This is one of the main reasons for concen
trating the whole amount of the reduction on
the personal income tax.

Since this tax reductlon is being delib
erately made to achieve these economic
effects, I would not expect provincial govern
ments to move in to raise their income taxes
to take advantage of our action. It we in
Parliament are to manage the nation's eco
nomic attairs properly we must be able and
prepared to take action of this' kind from
time to time, both in putting taxes down and
in putting them up when the occasion de·
mands it. The larger the share of the prov·
inces and municipalities In the total public
revenues of the country, the larger must be
the proportionate change in our own taxes
necessary to achieve the objectives or fiscal
management.

The particular fonn of this tax cut should
be regarded as provisional until we ha\-e com·

Mr, Gordon: In most provinces this basic
tax equals the total income lax payable to
the federal and provincial governments com~

bined. After allowing ror the abatements from
the basic tax in favour of the provinces, the
reduction In the rederal tax will be about 121
per cent, except for the higher incomes.

[Translation]
The amount of this tax reduction will be

the same for all persons having the same
taxable income. This means that people resid_
ing in the province or Quebec, for example,
will benefit rrom tax cut just as much
as people in all other parts or Canada. This
is as it should be.

Just under one cent aMr, DI.fenbaker:
day.

(M.... Gordon.]
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Accordingly, after weighing up these con~

siderations and the advice I have received
irom many quarters-including business men,
trade unions, academic circles and the Review
ot the Economic Council-I believe this
budget should be an expansionary one, To
achieve this atrect we should reduce moder
ately the weight of our taxation.

In choosing the nature and fonn of the
reduction, I have been influenced by the tact
that we are expecting to make a thorough
revision of our tax structure arler receiving
the report of the Royal Commission and dis
cussing the whole situation with the prov
inces. While we can count on none of our
taxes being unaffe<:ted by such a revision, I
have concluded that we should leave both the
sales tax and the Corporation Income tax
largely as they are pending this review, Con
sequently We propose to concentrate the re~

ductioD in the personal income tax.

Some hon. Members: Hear, hear,

Mr_ Nowlan: Wait till you hear it before
you cheer.

Mr. Gordon: Those who pay this tax pro
vide a very important part, indeed the lara:
est sinlle part. of !ederal government rev
enues. I am happy to recognize here their
essential contribution in the last few years
toward bringing the budget under control.
I also recognize the very natural feeling
among people generally that taxes should
be kept as low as possible. As Minister of
Finance, I am happy that the present budget
provides an opportunity to carry out that
most desirable objective.

We have chosen a fonn of reduction that
will not reduce provincial revenues, nor be
too complicated for the typical taxpayer to
apply in making out his return. In determin
ing the amount of the reduction I have had to
consider the condition of the budget and the
economic consequences of the change, There
is no precise mathematical fonnula that can
be applied in our present situation. It must
be a matter of judgment.

Taking all these factors into account, I pro
pose, Mr. Speaker, that effective from the
first of July we make a reduction of our fed~

eral tax equal to 10 per cent of the basic
tax payable under our personal income tax
law, subject to a maximum reduction of $600
per year.



referred

Mr. Speaker: Does the house agree?

Some boD. Members: Agreed..

(Editors Note: The table.s above
to aTe as follows:)
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the annual tax payable by taxpayers at
various income levels.
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pleted the basic review of our structure that
is under way. I would expect that by 1967
we will enact a new schedule of tax rates
and make a number of modifications in the
base of the tax.

I would like to insert in Hansard here
tables showing the effects of the tax cut on

TO ILLUSTRATE PROPOSED PERSONAL INCOME TAX REDUCTION
(SiDgle Tupayer with DO DepeDdanUl)

Tax for 19M before reduction Tn reduction ill &fuJI year

%01
Combined combined

federal federal %of
.,d :Federal Amount Md federal

prm'indlll ,.. of provincial ..,
Income ,.. only reduetioll ,.. only, , , , % %

2.000 99 78 to 10.0 12.7
3.000 23. lB' ,. .. ..
4.000 403 318 .. .. ..
'.000 '91 467 "

.. ..
1.000 1,1M 812 It' ..

10,000 I, i95 1.418 180 ..
15,000 3.'" 2,781 332

20.000 S,64li 4,4150 '"
..

30.000 10,19li 8.... 000 ,.. 7.4
30.000 20.333 J&,0&3 000 3.' 3.1

100,000 4i,m 38,~3 000 1.2 I.,

The "Combined federal aDd provinciall.&J:" shown for 1965 before 1.&:1: reduction illCludes provincial tal: computed
at the rate ol 21% ol basic: t.aJl. The "}'ederal tar only" 1$ after deduct.illl t.he .be.temeftt. ol21% ill aecordaaC'll
with current federal-provincial a,rrangerntnUi.

The old ace aeeurit)· tax is not induded ill lhe t.ues sho1l'll.
III C1lculatin~ ,h_laxes it· bas been lllIIIllmed that. tupayera ",i,h iDcomes under $10,000 deduct OIIly the optiontll

slandud deduction of $100 bu' that UU:p&)"ers 1\'ith incomes of $10,000 or lr9ler deduct chsriable don&tiOIm
Il.lld elilible medicalexpense5 which aggre,ate 2l% of their income.
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TO ILLUSTRATE PROPOSED PERSONAL INCOME TAX REDUCTION
(Married T:upayer with no Dependants)

Tax lor 1005 before ~<1uction Tax llHhu;tion in " lull year

% of
C:omloincd ,"omhined

f...deml feueral % of
'"U Feuernl AmouM ..d federal

provincial "" of pro\'incial tllX
Income ,.. only ~duetion ,.. only

• • • • % %

""00 " " 10 10.0 I~, 7
4,000 '" "6 >I
',000 ,ro '" 40

7,:>00 '" 7" 92
10,000 I, "" 1.189 151 "
IS,OOO .'l,I20 2,465 312 "
2<1,000 6,195 4.104 ,2<1 ..
30,000 1I,695 7,659 '" U.2 7.'
SG,OC{) 19,783 1Ii,628 000 3.C 3.8

100,000 48,64S 38,HO 000 1.2 1.6

The "Combined federal and provincial tax" shown lor 196$ belore tax ~duction includes provinciaL ta.• computed
at the .,.te of 21% of basic tax. The '·Federal tlU only" is after deducting tbe u.butement of 21% in accordance
with current federal-provincial arrangements.

The old age security t.ax ~ not included in thc taxes shown.
In calculating these taxes it hall been assumed that taxpayen with incomes under $10,000 deduct only the optional

standard deduction 01 $100 but that b..payers with incomes of $10,000 or greater deduct charitable dona.tions
and eligible medical expenses which auregate 2!% of their income.

TO ILLUSTRATE PROPOSED PERSONAL INCOME TAX REDUCTION
(Married Taxpayer with Two Dependent Children Eligible for Fllmily Allowllnce)

Tax for 196$ before reduction Tax reduction in a full year

%of
Combined combined

federal federal 'ra 01
.,d Fedel'Rl Amount .,d Ie eral

provinda! ". of provincill! ,..
Income '" only reduction 1" only

• • • • % %

3,000 " " 3 10.0 12.7
',000 152 12<1 15 .. ..
5,000 301 238 30

7,:>00 786 621 70
10,000 1.349 1,066 13,~

15,000 2,880 2,27S 288 ..
2<1,000 ',m 3,89f <93 ..
30J)00 9,395 1,422 000 6.' 8.1
"',000 111,453 15,361 000 :u 3.9

100,000 48,2.'iS :>8, 121 000 1.2 \.0

The "Combined fedeml and provincial ta," shown for 1965 befo~ tax Aduction includes provincia! tax computed
at the rate or 21% of basic tnx. The "Federal tax only" is after deducting the nbatement ol21% in accordance
with current ledenl-provineial arrangementll.

The old age l;eCurity tax is not included in the taxes shown.
In cllicula.ting these taxes it has been assumed that taxpayers with incomes under $10,000 deduct only the optilllllll

standllni deduetion of $100 but that taxpayers with incomes 01 $10,000 or greater deduct ehllritable donatIOn,
and eligible medicll.l expenses which aggregflte 2J% of their income.

(Mr. Gordon.)



Mr. Gordon: It will be seen that in a full
year the federal tax for a single person with
an income of $3,000 will be reduced. from
$186 to $162, that is, by $24; for a marrIed
man with two children and an income of
$5,000, the reduction will be $30 a year; for
a married man without children having an
income of $10,000, the reduction will be $151
a year.

I would also like to include two tables
showing how the prospective Canadian income
tax for 1966, including the Old Age Security
Tax the Canada Pension Plan contributions
and the provincial income tax in Ontario, as
an example, would compare with the United
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States income taxes including social security
contributions and the State income tax in
New York. It must be recognized that the
comparison in any individual case will be
affected substantially by the deductions which
can be claimed under the tax laws of the two
countries. In the United States deductions are
permitted for state taxes paid, mortgage In
terest, etc., which will vary from person to
person. The deductions used for the compari
sons in these tables are set forth in the
footnotes.

[Edito7's Note: The tables referred to above
are as follows:]

COMPAlUSON OF PEHSONAL INCOME TAXES IN CANADA AND THE UNITED STATES
(Sinele taJ:payer with no dependants)

Canada-taxes at rates propoeed for 1966 U.S.A.-taxe-. at rates for 1966 in prellent law

O.A.S. S....
}'ederal Pro"incial tal and Federal income Social
income income C.P.P. Total income "" Security Total

Income 'u ... contribution tues ... (New York) "" 'u~

• • • • • • • • •
1,000 7 7 14 .. "2,000 55 24 01 '50 101 " ... ...
',000 ". " '" '32 '79 43 '24 .OO
',000 2.. 97 117 04' 000 70 '55 73'
5,000 '90 142 ". m .71 '00 '08 ."7,000 762 on ". , ,73ll 1,168 203 ". ',300

10,000 1,185 431 ". 1.815 I,in 33f 'OS 2,27.
1.5.000 2,323 .45 '00 3,367 3.170 700 ". 4,aU

20,000 3,726 1.355 '00 5,280 ',838 1,190 '08 6,228
30,000 7,1ff! 2,447 ". 1.7M ',886 2.190 '98 11,273
50,000 14,&3 ',0lII ". 111,932 18.242 4,190 '98 22,632

100,000 36,SIH 11,831 '00 48,894 45,333 9.l1lO '98 .54,721

The tlliOS ,hOWD for each C(luntry are the federal income to'\!, the pro"incial (lr S""1.e income tlU and the federal
soc:ialaceurity chll.llI:e. The federal incume till IIho1\'n for C"n!1dn ib the t.lIl in ",II provincO':l< elct'pt QueIJl'C.
The provincial income tIlI ill the provincip,[ income tal in any Jlro\·lnl.~ tIleept Quebec. Manitoba or Sll.lI'
katehewan. The state income 1.31 ill the New York State income tax. In the United Stlltea thirty-fil'estates
impo5C income tales.

In ealculating the Canadian tales it has been Mllumoo that tal payers with incomes under $10,000 deduct only the
optional standard deduction of S100 but that talpayers with in"oml.-s of 510,000 or "reater deduct charitahle
donatiOl1¥ Dnd eligibl(! medica! expense. which IlRgregate 2~% of their income. The Canadian federal income
taJl i.lIlter the proJ)Olled reduction 01 10% of blUlic tax with a maximum 011GOO,

In eaJcullting the United SU!.tes tales it l,ll.Il bc<'n lllllIumed that llUpa.ycr, ,.,'ith incomell 01 $10.000 or less deduct
only the op~iona1 standard dedur:tion. This is 10% 01 income with a minimum of $300 for $ingle talllllYCIlI and
a mllXimurn 0111.0110. It was aJIlO lWSurned that U!.lpayers '!II'ith incomes in ele~ clllO.ooo use the optional
lltandard d(.odlle~ion lor pUrpolloellof their ltal.e ;DCOme tax &rK1lor federal tJtx purpotlf':!l deduct eharitl\ble donlltionll,
eJill:ibJe medical elp(."f1SCS. mor~ace inl.elUt, property taxes, etc., which ,,"regate 5% of their ineome &nd in
addition dOOliet their "tn.1.e ineome tax.

The old~ lio!!eurity tax in CanN:la is 4% of talable income with a muilOum 011120 and the Ca.n.'l.da Pension Plan
contribution is 1.8%0£ income in elCC1811 of 1000 with a maximum of 179.20. Tht lIOCi:,J NlCurity l3.lI ;n the United
Statell for 1968 lUI provided in the pl"fOlent law is 4.1~% of adjusted groa iftC(uneA with It. maximum 011198 aad
thill 1I1lII '*eft u-.l in the above table. However. the Bud«et MelllI&I:l! or the }'rCJSident OA JlUlllUr)' 2:i, IlIG5,
recolnU\crWed tbat thill be increased to 4.25% "'itl, a ntuimum 011238 for 100G.
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CO.\IPARISON OF PERSONAL INCOME TAXES IN CANADA AND THE UNITIi:D STATES
(~tarrjed tlupayer with no depeDdantll)

Cannda-tu\!& at I"&t.ell proJlOlled for 1966 U.S.A.-taxell at rat~ for 1966 in prC1lent law

0 ..0\.8. 8"'~
Federlll Provincial tax and Federal inoome Social
income income C.P.P. Total income ~ Security Total

In«lme '" "" contribution ,,," "" (New York) "', taIClI

• • • • • • • • •
1.000 , , ., .,
2,000 " " " 83 '30'.000 " 24 79 '68 '" 10 '24 ,,.
4,oeO '" " '31 "" '" 31 ,,,

'"
'.000 '116 97 ,,,

'" .." 67 '98 "6
7,500 000 220 '" 1,025 llU '63 '98 1.276

10,000 '" '61 '" '.... 1,342 283 '98 '.823
15,000 2,059 '49 '99 '.007 2,363 639 '" 3,200

20.000 3,429 1. 247 '99 4,875 3,452 1.115 '98 4,765
30,000 6,768 2.327 '99 9.284 (1,087 2,115 '" 8.400
50,000 14,43.~ 4,748 '99 111,382 13,189 4,115 '98 17,502

100,000 36,370 11,675 '99 48.244 36,057 9,115 '99 45,370

The taxes shown lor (!&ch country arc the federal income tax, the provincial or st.ate iacome tal and th& federal
aoci"l seeuri~y chlnge. The federal income tax showa for Canada ill the tax in a.ll provinces ucept Quebec.
The provincial inoome tax i3 the provincial income tlU in any province except Quebec. Manitoba or Saskatchewan.
The state income t.ax is th& New York State income tal. In the United States thirty-five statC:!l impose income
taxes.

In calculating thc Canadian taxcs it hll.'l been &$3umed that taxPAyers with incomes under $10.000 deduct o.nly the
optional standard deduction of $100 but tha.t talpay&rS with incomes of $10,000 Or grenter deduct charitable
dOn!nions and eligible medical elpenses which aggregat& 21% of th&ir income. The Canadian fe<lerll.l iarome
tax is after the proP'OlfCd reductio.n of 10% of bll.'lic tax with a muimum of $600.

In c!tJculating the United States taxes it bllll been &$3umed that taxpayers with incomes of $10.000 or lCM deduct
only the optional standard deduction. This is 10% of income with a minimum of $400 for joint returna.of married
taxpaycrs and a maximum of 11.000. It wa.a alllO llSlIumed that t&xpayera with incomes in elcess of $10.000 use
the optional standard deductio.n forJurpolies 01 their stat/) income tsx "nd lor feder"l tal pnrposes deduct
charitable dooations. elis\ible medic. cxpenses. mortgage interest. property taxes. etc.. which aggregnte ~%
of their income and in addition deduct their state income tal. It <\'u lurther assumed that ta.xPAyeT$ take
advantage of the income splitting provision in the federal taxlaw.

The old age ~\Irity tax in Canada is 4% of tamble income with a muimum of $120 and the Canadn Pension Plan
contriuution is 1.8% of income ia e1cesa 01 $000 with a mluimum of $79.20. The llOCial security tax in tbe
United States lor IllG6 as provided in the prCllent law is 4.1250/2. 01 adjusted grOM income with a mllXimum of
$198 and this I,a$ becn used in the above tahle. However. the Hudget Mellllage of the Pre5ideut on Jallull.ty 2~,

HIM recommended that this be inc~ to 4.25% with a maximum of Smlor 1966.

It will be noted that the combined Cana
dian levy is below that in the United States
throughout for single persons. For married
persons the Canadian combined levies are
less up to a level of about $11,000 a yearj
above that level the effect of "income split
ting" for husband and wife in the United
States puts their tax slightly lower than ours.

H must of course be borne in mind that
these are comparisons of levies on personal
incomes only, and there are many other taxes
in both countries which have to be taken
into account In comparing the total weight
of taxation. On the whole, however, alter
this tax cut, income taxes and social security
contributions based on Income will be less
in Canada than in the United States. This

fMr. Gordon.]

means there will be no inducement from an
Income tax point of view :for young Cana
dians to move to the United States or to
continue to live there rather than in Canada.

This major tax cut of $265 million a year,
together with the other changes outlined,
will alter our revenues for this new f!.scal
year directly and also indirectly by reason
of their effect on the economy. I would expect
the Gross National Product for 1965 as a
whole to increase over 1964 by slightly more
than the approximate figure of 7 per cent
I mentioned earlier. Taking this and direct
effects of tax changes Into account, we esti
mate that our revenues for this fiscal year
should be about $7,350 million. Our expendi
tures I have forecast at $7,650 million. This
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THE CUSTOMS ACT

Resolved, that it is expedient to amend the
Customs Act by:

1. Striking out subsection (1) of section 22
and SUbstituting the following:

22. (I) Unless the goods are to be ware
housed in the manner by this Act provided,
the importer shall, at the time of entry,

(a) payor cause to be so paId, all duties
upon aU goods entered inwards; or

(b) in the case of goods entered in accord
ance with the terms and conditions prescribed
by regulations made under subsection (3),
present in respect of the duties upon such
goods a bond, note or other document as
prescribed by such regulations;
and the collector or other proper officer shall,
immediately thereupon, grant his warrant for
the unlading of such goods, and grant a per
mit for the conveyance of such goods further
into Canada, if so required by the importer.

2. Adding to section 22 the following sub
section:

22. (3) The Governor in Council may make
regulations prescribing

(a) the terms and conditions upon which
Roods may be entered into Canada free of
any requirement that the importer shall, at
the time of entry, payor cause to be so paid
all duties on the goods so entered inwards:
and
("b) the terms and conditions of any bond,
note or other document presented upon the
entry of such goods in respect of the duties
thereon.

3. Striking out subsection (1) of section 35
and substituting the following:
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vested by the Government of Canada in
shares of the Corporation, shall not exceed
two hundred and fifty million dollars; to
authorize the Government of Canada to make
loans to or purchase debentures of the Cor
poration to an aggregate amount not exceed
ing one hundred million dollars and to sell
to the Corporation the holdings of Canada
of shares of certain Crown corporations; and
to provide further for other necessary and
incidental matters relating to the establish
ment of the Corporation, Its objects and
powers, and its management, operation and
control.

April 2&. 1965

will leave a deficit in terms of our public
accounts of approximately $300 mIllion.

Taking all our expected non-budgetary
receipts and disbursements into account, we
would anticipate a total cash requirement, for
other than transactions in government secu
rities, or changes in our foreign exchanee
reserves, of $525 million.

In terms of our national economic accounts
the federal government's revenue and ex
penditure transactions would show a modest
surplus of $152 million. Given the economic
and fiscal prospects for the year ahead, I
think this outcome of the budget is about
right.

In conclusion, Mr. Speaker, may I empha
size that our national finances have been
brought under control; our national economy
is moving ahead in a satisfactory way; and
we are now able to lead from strength.

The times call for an expansionary ap
proach in our financial and economic affairs.
Consequently this is a growth budget. It
expresses the determination of the govern
ment to give a lead in achieving our national
potential. It is intended as a challenge to
Canadians in all provinces to share in the
great future that can be ours.

RESOLUTIONS
CANADA DEVELOPMENT CORPORATION

Resolved: That it is expedient to introduce
a measure to establish an investment cor
poration, to be known as the Canada Devel
opment Corporation, to provide through
savings by Canadians a supplementary large
scale source of financing where substantial
sums of equity capital are required for the
initiation or expansion of larger enterprisel
in Canada and for facilitating, in the case
of offers to purchase or sell shares of such
enterprises, the acquisition of such shares by
Canadian residents rather than non-residents;
to authorize the issue by the Corporation to
Canadian residents, at an initial issue price
of five dollars per share, of shares of the
Corporation the total number of wbich out
standing at any time shall not exceed two
hundred million; to authorize the Govern
ment of Canada to underwrite the issue of
shares of the Corporation, and at its discre
tion to invest in shares of the Corporation
on its own account not exceeding in number
ten per cent of the total number of issued
and outstanding shares of the Corporation,
the amount of which underwriting commit·
ment, together with the total amount in-
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