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Prairie Grain Payments Act
of the nation and we cannot get along without him. Why, THE BUDGET
then, does this government insist upon introducing piece- ANNUAL FINANCIAL STATEMENT OF THE MINISTER OF
meal legislation which is only a stopgap, just to make the FINANCE

picture look rosy in the eyes of those who do not under-
stand the difficulties of agriculture, particularly when this
serious situation is not going to disappear on its own?
Until ministers responsible for agriculture, transport and
the Wheat Board work together toward a sound, long-
range program not just for today, this week, next month
but for the future, this situation will not disappear.

At a time when the price of grain is right and it should
be moved, there is a bottleneck; yet farmers are urged to
plant one more field, not having any guarantee that the
price will last unless this government takes some effective
action. We, as Canadians and as parliamentarians, should
take the initiative in setting up a world food reserve to
purchase surplus grain for emergencies. Neither Canada
nor any single country should have to finance such a
project; all countries should support it. There should be
grain on hand during years of plenty to make up the lack
in times of poor harvests. Last year there was a shortfall
of 5 per cent, and here we are with grain which cannot be
moved but which should be moved now when the price is
right.

It has been estimated that 5 per cent of the United
States wheat production has already been lost due to the
" drought in Texas. Although at the moment the over-all
picture looks promising for increased supplies of grain,
that grain is a long way from the bin. Our hopes are high,
and we expect the government to get busy to see that the
grain is sold through the Wheat Board for export, to
ensure that delivery will not be delayed and to arrange to
have a sufficient supply for domestic use.

Farmers are being urged by the minister responsible for
the Wheat Board to plant additional acreage in grain, but
they cannot deliver the grain they now have and they
have no guarantee that good prices will last, unless this
government takes some effective steps. The Minister of
Agriculture has said that much of the cost of production of
feed grain is up, as I said earlier, 200 per cent to 300 per
cent. He goes around the country telling people that farm-
ers must have more and more money for their products if
they are to remain in operation. Let me assure you, Mr.
Speaker, and the minister in charge of the Wheat Board
that with these programs of the Minister of Agriculture
there is no end to what farmers will have to pay for the
production of food and to try to keep ahead of the increas-
ing costs of production.

On motion of Mr. Towers the debate was adjourned.

At six o’clock the House took recess.

AFTER RECESS

The House resumed at 8 p.m.
[Mr. Towers.]

Hon. John N. Turner (Minister of Finance) moved:

That this House approves in general the budgetary policy of the
government.

He said: Mr. Speaker, we Canadians today have reached
a threshold of great challenge and great opportunity.

We are thriving as seldom before in our history. Our
growth of output, employment and real income surpasses
that of virtually every other industrial country.

But we are confronted by the scourge of inflation,
worldwide in its origins and impact. No other issue more
deeply disturbs our country, this government or me, as
Minister of Finance. While we have suffered less from
inflation than most other nations, we can and must do
better to overcome it and alleviate its burdens.

The challenge facing the country is to break the infla-
tionary spiral. But we must do this in ways that will not
erode our prosperity nor damage our growth, Let no one
think that this can be done easily or quickly. It will take
time and effort. And until we have brought inflation
under control, it is imperative that the burdens it inflicts
be equitably shared and that those people who are most
vulnerable be decently protected.

An opportunity is at hand to strengthen the Canadian
economy and to improve the standard of living of every
Canadian. This will require the wise development of our
unique storehouse of resources—both material and human.
In doing this, we must not allow ourselves to be diverted
by ill-considered and illusory policies that would preju-
dice our long-term interests as a nation.

This budget has three main purposes. The first is to
reinforce our attack on inflation through encouraging
increased supplies of goods and services. This we will do
by maintaining the strong expansion of the economy and
by increasing the productive capacity of our farms, fisher-
ies and industries. The second is to act directly against
high prices where that is practical. The third is further to
alleviate the adverse impact of rising prices on all Canadi-
ans, particularly those with lower incomes.

[Translation]
International Developments

The problem of inflation is clearly world-wide in origin.
The Economic Review that I tabled last week deals with
this at some length, and documents the leading role which
accelerating international prices have played in our
domestic price experience. Indeed, world inflation can be
traced to the enormous buildup in international liquidity
associated with the massive deficits in the U.S. balance of
payments which ultimately resulted in the breakdown of
the Bretton Woods exchange rate system. More recently,
the concurrence of economic expansion in most industrial
countries, coupled with major crop failures, led to an
explosion of commodity and food prices. Last December,
the world was hit further by a cutback in the supply of oil
and staggering increases in its price. With so many nations
facing massive shocks to their international balances, the
world community is threatened by fragmentation and
protectionism.
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These developments constitute a menace to all coun-
tries, and not least to Canada, given our dependence on
international trade and investment. No country can long
prosper in a world of unsettled international financial and
trade arrangements. This is clearly a time for renewed
co-operation and strenuous efforts by all countries to
rebuild a viable international trade and payments system.
Let me stress that Canada has been playing a full role in
the broad international effort to achieve this objective.

This government came early to the conclusion that
under the conditions of great uncertainty emerging in the
world, floating exchange rates were appropriate. Indeed,
Canada adopted this policy four years ago. This approach
has now been widely adopted and seems in these troubled
times to be serving us all well.

In the pursuit of international monetary reform, Canada
has persistently urged that the discussions should concen-
trate on matters of immediate importance where progress
is possible. Last January, this approach of making prog-
ress where we could was endorsed by world finance minis-
ters at their meetings in Rome.

Canada has also urged, and will continue to urge, that
the International Monetary Fund, the key international
financial institution, be strengthened in order to play an
increasing role in maintaining world monetary order. We
support the proposal for a new council of the IMF, com-
posed of ministers, to meet frequently to tackle directly
the major international financial issues, especially world
inflation.

On the trade side, we have been concerned, as the
energy crisis emerged, that countries might individually
take restrictive action to relieve their balance of payments
deficits. I have stressed this danger at many international
meetings. 1 therefore welcome and support the efforts
being made in the Organization for Economic Co-opera-
tion and Development, and in the work begun at the
Washington Energy Conference, to ensure that countries
avoid beggar-thy-neighbour policies. Recent actions in
Europe make it all the more urgent that we proceed with
this initiative without delay. God and this House willing, I
will be in Paris in two weeks’ time to offer Canada’s full
co-operation in an appropriate pledge to avoid such
destructive policies.

Looking further ahead, it is important that the Tokyo
Round of trade negotiations proceed on schedule. We will
need to address ourselves to removing unjustifiable trade
barriers, improving the GATT rules governing interna-
tional trade, and dealing effectively with problems of
security of supply for key international commodities. If
timely progress is to be made, it is critical that the United
States take the required legislative action that will enable
it to play its essential role in these negotiations.

All of these international efforts are especially vital to
the poorer countries of the world. Many developing coun-
tries are in desperate straits because of the sudden escala-
tion of oil prices. They need help, and they need it quickly.
Canada supports the efforts of the IMF to establish a new
lending facility to help countries, particularly the develop-
ing ones, to meet this major crisis. We have informed the
Fund that Canada is prepared to lend to the Fund for this
purpose under the authority of the Currency and
Exchange Fund Act.
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We are also revising and improving our own aid pro-
gram to meet these new circumstances and new require-
ments. You will recall that in addition to our $549 million
already allocated to foreign aid for this year, the govern-
ment has recently announced that an additional $100 mil-
lion will be made available this year in fast-disbursing
forms of aid, mainly food and fertilizers.

In addition, the government, through the Estimates, is
seeking parliamentary authority for the advance commit-
ment of Canada’s contribution to the Fourth Replenish-
ment of the International Development Association. This
Association is a subsidiary of the World Bank, specializing
in the provision of low-interest and interest-free loans to
the most needy countries.

® (2010)

{English]
THE CANADIAN ECONOMY

The shadows of international events have fallen less
darkly on us than on others. The outlook for the Canadian
economy is bright. Output, employment and income are all
continuing to increase. I don’t underestimate for one
moment the plague of rising prices but even here we have
been less afflicted than have other countries.

Ours is a diversified economy, capable of producing a
wide range of primary products as well as manufactured
goods. In particular, unlike other industrial countries, we
are not on balance dependent on foreign supplies of
energy, especially oil. In fact, we are a microcosm of the
world as a whole in comprising both oil-producing and
oil-consuming regions. But the strength of our federation
has enabled us to avoid massive increases in oil prices.
Such increases would have had disruptive effects on the
level of output and employment as well as accelerating the
rate of inflation. The agreement negotiated by the Prime
Minister (Mr. Trudeau) with the provincial premiers on
March 29 with regard to the price of oil, the export tax and
the subsidy tc eastern consumers struck a reasonable
compromise and strengthened our national unity and pur-
pose. We kept within bounds the increase in the price of
oil to Canadian consumers. At the same time, substantial
benefits are flowing to the oil-producing companies and
the provinces in which they operate to encourage the
development of new sources of supply.

In my last budget, I predicted that in 1973 the real
growth of the economy would amount to 7 per cent. This
was derided by the opposition as wildly optimistic. In fact,
we achieved 7.1 per cent, the largest increase in 17 years
and, Japan aside, the highest in the industrial world. My
first priority has been the creation of permanent satisfy-
ing jobs for our rapidly growing labour force, to ensure
that those who want work and need work can find it. In
1973, there were 430,000 more Canadians at work than a
year earlier. The expansion in employment was 5.2 per
cent, a record achievement for Canada by a substantial
margin, and the fastest rate of increase among the indus-
trial nations.

Mr. Speaker, I take particular satisfaction from the fact
that over one-third of this increase occurred in manufac-
turing and construction. Manufacturing employment
alone rose by 111,000 or 6 per cent, after many years during
which it had been almost static. Some of this achievement
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comes from good fortune. Much of it comes from the
enterprise of Canadian business and the efforts of work-
ing men and women in this country. But a good deal is due
to the sound economic management and budgetary poli-
cies of this government.

It is also a source of satisfaction to me that employment
in the Atlantic provinces and in Quebec increased more
rapidly in 1973 than in the country as a whole. The reduc-
tion of regional disparities—or better put, the growing
equality of economic opportunity—has been a high priori-
ty of this government. The policies pursued by my col-
league, the Minister of Regional Economic Expansion (Mr.
Jamieson) are bearing fruit. But we have always recog-
nized that an essential condition for satisfactory growth in
the less prosperous parts of this federation is sustained
growth in the economy as a whole.

o (2020)

The growth of Canadian output and employment in the
early months of 1974 has contrasted sharply with the
experience of the United States. In that country, unfortu-
nately, real output dropped at an annual rate of almost 6
per cent in the first quarter. On the other hand, in Canada
the production of goods and services rose strongly in the
first quarter by at least 8 per cent in annual terms over the
fourth quarter of last year. This was accompanied by new
job creation in the same period at 7 per cent. We are now
at the limits of our physical capacity in many industries.
Many products, including such critical industrial items as
steel, construction materials, agricultural implements, ma-
chinery and chemicals, are in short supply.

Despite the record growth of our labour force, the rate of
unemployment has been brought down to 5% per cent. [
know that this is higher than at times in the past when the
economy was operating at peak levels. It is certainly at a
higher level than I would like to see. The fact remains,
however, that the labour market is generally tight across
the country, with many jobs remaining unfilled for lack of
qualified workers.

Looking to the future, Mr. Speaker, I forecast that real
output in 1974 will be 5 per cent higher than in 1973,
assuming always that we are not plagued by serious
strikes and adverse weather at home, or crises abroad.
Given the fact that there is no significant amount of slack
to take up, this is about as much as we are physically able
to do this year. The most dynamic element of demand is
now business investment. The recent survey of investment
intentions indicated that business is planning to raise
capital investment this year by 19 per cent, manufacturing
investment by 28 per cent. These increases are on top of
the substantial gains of last year. New capacity is already
coming on stream to relieve shortages and to create new
jobs, and this will gain momentum as the year goes on.

Consumers will be stepping up the volume of their
buying as fast as the economy expands. Net farm income,
which rose by 89 per cent last year, is headed for another
buoyant year. Exports will grow less rapidly this year
because of the international oil crisis and the slowdown in
world growth. Housing starts reached a record level of
269,000 last year, well in excess of the rate of family
formation. So far this year, starts are running at still
higher levels but this rate may prove unsustainable in the

{Mr. Turner (Ottawa-Carleton).]

face of the shortage of supply of labour, materials and
especially of serviced land.

I expect that on top of the massive increase of 430,000
jobs in 1973, we will have a further increase in 1974 in
excess of 300,000.

[Translation]
The Issue of Inflation

I turn now to the issue of inflation. We all know the
harsh facts. The consumer price index rose by 7.6 per cent
in 1973 and by 104 per cent in the 12 months ending
March, 1974.

I have stressed that the inflation is world-wide in origin
with the major source of upward pressure being the ex-
plosive upsurge of prices of agricultural and industrial
commodities in international markets, as a result of rising
demands and limited supplies. Since mid-1972, interna-
tional commodity prices have doubled. The increase in the
price of oil, which quadrupled, is only the most spectacu-
lar example of the general problem. Other commodities
which have more than doubled in price during the past
two years include wheat, barley, corn, soybeans, coffee,
cocoa, sugar, hogs, rubber, tin, copper, zinc and lead. Only
recently have they shown any tendency to peak or turn
down. All countries have been affected, most to a greater
extent than Canada because they have been less able to
protect themselves against the rise in oil prices. According
to the latest figures available to me, in the 12-month
period ending February, the cost of living rose by 12 per
cent in the OECD countries as a whole. It was up by 26 per
cent in Japan, 13 per cent in Australia, Italy and the
United Kingdom, 11% per cent in France and 10 per cent
in the United States. For Canada the comparable figure
was 9.6 per cent.

In our fight against inflation. I have rejected two possi-
ble approaches. One is the deflation of demand by severe
measures of fiscal and monetary restraint. The effect of
this would be stagnation and rising unemployment. In my
judgment, such a cure would be worse than the disease.
[English]

The second approach, urged upon us by the official
Opposition, is to impose a general system of price and
wage controls. This would be totally ineffective in over-
coming the kind of inflationary problem we have been and
are still facing. What we need, still, is not controls but an
increase in supply. The United States, Britain and other
countries have found to their frustration that controls
disrupt supply. In these countries the enthusiasm of even
the strongest supporters of controls has been cooled by the
hard realities of their recent experience. I am not saying
that general controls over prices and incomes would be a
cure worse than the disease. I am saying that in the
present circumstances where the prime causes of inflation
are shortages of supply, controls are no cure at all.

A variant of the general controls advocated by opposi-
tion members is selective controls reinforced by a two-
price system for those internationally-traded commodities
of which Canada is an important producer. This approach
would have us control the prices for these commodities in
Canada while leaving their export prices free to rise to
world levels. Quite clearly, such a system would lead
quickly to the drying up of supplies in Canada unless
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backed up by a battery of export controls. This would not
only jeopardize markets we have built up at great effort
over many years but it would invite retaliation through
imposition of controls on imported goods we require. For
Canada, so dependent on trade, to lead the world into this
kind of protectionism would be the height of folly.

Mr. Speaker, this government has not reached for the
bludgeon of deflation or for the illusory magic of controls.
We have not played either draconian or cosmetic politics
with the Canadian people.

In my view, what we have to do is this. First, we have to
keep this economy rolling ahead and pouring out the goods
and services our people need. Second, we have to reduce
the strains reflected in particular market prices where this
can be done in a practical way without harmful side
effects. Third, we must help those Canadians least able to
protect themselves from the hardships of inflation. My
purpose tonight is to propose policies and measures which
will round out and reinforce all three facets of this
strategy.

Fiscal and Monetary Policy

The development of this strategy must be carried out
within the framework of an over-all monetary and fiscal
policy. Let me therefore explain here my views of the kind
of framework we need.

The forecast I have given earlier tonight anticipates that
demand in the economy will expand in line with our
capacity to produce. In terms of the total demand required
to keep the supply of goods flowing at capacity rates, we
are on the right course now. We do not require additional
stimulus. Neither do we need any severe contraction of
demand. I agree with the Governor of the Bank of Canada
that the rate of monetary expansion should now be mode-
rated to the pace just sufficient to sustain continuing
growth at the levels of our physical capacity. Rates of
interest are painfully high, but the way to bring them
down is to slow the rate of inflation. This will take time.
Meanwhile, I expect the banks to continue to give prefer-
ence in their lending to small businesses, mortgage
finance for housing, and borrowers in the less favoured
regions of the country.

On the fiscal side, what is required is that we hold our
cash requirements, excluding foreign exchange, to much
the same effective level as last year. Given our programs
of government lending, this implies a reduction in the
budgetary deficit and in the deficit computed on the
national accounts basis. In the absence of new policy
initiatives, my fiscal forecast indicates broadly this result.
In choosing tonight’'s measures to extend our specific
policy thrusts against inflation, I have therefore had to
find additional revenues to pay for the costs of new
initiatives.

REVENUE-RAISING MEASURES

I propose to find those revenues in ways that hurt least,
and I propose to apply them to help people most in need.
This must be done without damaging the over-all thrust of
the government’s budgetary policy. Clearly, additional
revenues cannot be obtained without imposing a burden
somewhere. I have selected measures which will give us
the revenue required, but which will not in my judgment
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contribute to price increases on essential goods or impede
the expansion of supply.

Petroleum and Mining Corporations

The major revenue-raising measures are in the field of
corporation taxes. The most important of these relates to
the taxation of the petroleum and mining industries.

In the tax reform of 1971 a new regime was established
for the taxation of these industries. Since then there have
been dramatic changes in the world and in Canada affect-
ing the fortunes of these industries. For one, with respect
to oil, I do not have to recall the phenomenal price
increases and their potential for profit during the past
year. The response of governments around the world has
been to review their taxation policies and to strike a new
balance appropriate to these changed circumstances. In
mining, less dramatic but major price increases have
occurred due to shortages and inflationary expectations.
Here too, a re-examination of tax regimes is called for.

o (2030)

In Canada our provinces have adjusted royalties,
mining taxes and other arrangements to derive what they
perceive to be a fair share for the benefit of their people.
However, a provincial resource is also a national resource,
and the federal government has a responsibility to see that
a reasonable portion of this gain is shared by all Canadi-
ans. In these circumstances, the federal government has
had to reassess its over-all taxation policy with respect to
this key sector of the economy. In doing so, we have had
the following objectives in mind. .

First, it is essential that this sector bears a burden of tax
on profits that is reasonable relative to the share borne by
other sectors of the economy. Second, it is essential to
ensure that all the people of Canada derive a fair share of
the substantially increased revenues that flow from the
higher value placed by the world on these resources.
Third, the federal government should recognize the special
position of the provinces with respect to the taxation and
charges on resources within their boundaries. Fourth, the
federal government must ensure that provincial royalties,
provincial mining taxes and other arrangements having
similar effects do not unreasonably erode the corporate
income tax base. Finally, over-all Canadian tax policy
must have regard for the position of these industries in
terms of international competition and in terms of the
financial resources they require to bring forward the sup-
plies needed in the years ahead.

Taking all these considerations into account, I have the
following proposals to make for a revised regime of taxa-
tion for these industries.

First, I am proposing that the basic rate of corporation
tax applicable to production profits from minerals, oil, and
gas be increased to 50 per cent. Because of the gradual
reduction in the corporate rate under the tax reform
schedule this will mean an increase of 2 percentage points
of tax for the balance of 1974, 3 points in 1975 and 4 points
in 1976 and thereafter. I believe that a 50 per cent rate of
corporation tax for this type of income is appropriate to
the new circumstances, rather than the 46 per cent rate
which otherwise would have applied by 1976.
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Second, I am proposing that revenues derived by provin-
cial governments in respect of production from a
petroleum or mineral resource should no longer be deduct-
ible in computing the income of the operator of the
resource. At the same time, in recognition of the special
position of the provinces in relation to natural resources, I
am proposing that, effective immediately, there be an
extra abatement from federal income tax in respect of
taxable production income derived in Canada. The extra
abatement will be 15 points in the case of mineral profits
and 10 points in the case of petroleum profits. For mineral
profits, the combination of the new abatement, together
with the standard provincial abatement of 10 points, will
reduce the effective statutory federal rate from 50 to 25
per cent. In the case of petroleum, the result will be to
reduce the federal rate to 30 per cent.

The question of the provincial abatement with respect to
mining income requires some elaboration. In August, 1970,
at a time when the basic corporate tax rate was 50 per
cent, the then minister of finance announced that com-
mencing in 1977 the federal government would abate 15
points of corporate tax in respect of mineral production
income. At the same time he indicated that commencing in
1977, provincial mineral taxes and similar payments would
not be deductible for corporate tax purposes. Provincial
mining royalties were not mentioned because provinces
traditionally relied at that time on mining taxes to derive
revenues from the industry.

Subsequently, many important changes have occurred
in provincial tax policies. In particular, provinces have
begun to make use of royalties of many different kinds to
increase their revenues. I am not opposing this. But I am
saying these developments are making it almost imposs-
ible to arrive at a meaningful distinction between mining
taxes and the varying types of royalties or arrangements
which have similar effects in terms of what is or is not
allowed as deductions for corporate income tax purposes.

Hence, I propose that with regard to the taxation of
mineral resource profits, none of these payments to prov-
inces be recognized as deductible in determining corporate
tax. I point out, moreover, that this bears not only on the
federal corporation tax but also on the provincial corpora-
tion tax for those provinces for whom we collect this tax.

In respect of petroleum, the additional provincial abate-
ment is an entirely new feature,

It is also apparent that the petroleum and mineral
resource industries in Canada have reached sufficient
maturity that the existing tax incentives are more gener-
ous than is needed to encourage continuing development.
Accordingly, I am also proposing to cut back immediately
on some of the existing incentives. Henceforth, depletion
can be claimed only if it is earned and only up to an
annual maximum rate of 25 per cent of production income
rather than 33% per cent. Canadian exploration and de-
velopment expenditures have in the past been deductible
immediately. If incurred in the future, they will be amor-
tized at a rate of 30 per cent calculated on the diminishing
balance basis.

Earned depletion which can presently be accumulated at
the rate of $1 for every $3 of eligible exploration and
development expenditure will continue. With rising
resource profits, and the discontinuance of automatic

[Mr. Turner (Ottawa-Carleton).]

depletion, this earning of depletion will be very effective
incentive for encouraging exploration. Similarly, I propose
to retain the immediate deductibility of the cost of capital
assets invested in a new mine or a major expansion of a
mine because of the incentive it provides to new
development.

I believe these proposals accomplish the objectives we
have set for ourselves. Given the circumstances of the day,
they establish an improved and not unreasonable position
for the federal government on behalf of all the people with
respect to the taxation of this sector of the economy.

I estimate that these measures will increase the federal
tax liability in 1974 of the mining industry by $40 million,
and that of the oil and gas sector by $410 million. For the
eight provinces with whom we have collection agreements,
the comparable amounts are $5 million in respect of
mining and $115 million in respect of oil and gas. Ontario
and Quebec, of course, collect their own corporation tax,
and therefore I have not attempted to estimate any reve-
nue increase with regard to these two provinces.

[Translation]
Financial Institutions

Mr. Speaker, another major sector of the business com-
munity which has been very profitable in recent years is
the financial area. This has been particularly true of the
larger institutions. I have had the occasion to examine
their position and I have reached several conclusions.
First, the volume of business of financial institutions, and
consequently their profit-ability, has increased substan-
tially. Second, during the last decade the loss experience
of these institutions generally has been less than 1 per
cent and with regard to the larger institutions, the loss
experience has been less than 4/10ths of 1 per cent.

In October of 1968, the then Minister of Finance changed
the tax treatment of these institutions by reducing their
tax-free reserves from 3 per cent to 1% per cent of eligible
assets. Tonight, I am proposing to reduce the level of
tax-free reserves from 1% per cent to 1 per cent of eligible
assets for all financial institutions such as banks, trust
companies, insurance companies and any others who are
required to compute their reserves on this formula basis.
This measure will be applicable for taxation years ending
after tonight.

At the same time, I recognize that the loss experience of
the smaller institutions is greater than that of the larger
ones. Therefore, I am proposing that the present reserve of
1% per cent be retained in respect of the first $2 billion of
eligible assets and that the l-per-cent rate apply to the
excess. This new regime will yield the federal government
$40 million in fiscal 1974-75. It will ensure that the large
financial institutions bear their fair share of the tax
burden, and yet avoid an adverse effect on the smaller
institutions and &1y new institutions.

[English]
Other Corporate Measures

Mr. Speaker, I would now like to turn to corporate tax
measures of a more general nature.

Corporate profits have risen sharply in the last year or
two. In part, this has been a recovery from earlier
depressed levels, but companies have benefitted from the
strong economy and from inventory gains enjoyed during
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a period of sharply rising prices. I have said before, and I
reiterate tonight, that I welcome the improvement in the
position of Canadian corporations so essential to their
continued expansion and the creation of new job oppor-
tunities. At the same time, I have pointed out on several
occasions, both inside and outside the House, that there is
a proper balance to be struck.

Given the level of profits Canadian corporations are
enjoying, it is appropriate that as a temporary measure
some additional tax revenue should be obtained from such
corporations. Subject to certain important exceptions
which I will outline in a moment, I am therefore proposing
a temporary 10 per cent surtax on federal corporate
income tax for the period from May 1, 1974, to April 30,
1975. The obligation of corporations to pay monthly instal-
ments in respect of their tax liability will be adjusted to
reflect the imposition of this surtax and the other meas-
ures introduced tonight.

This surtax will not apply to small business corpora-
tions. I am attempting to do all I can to encourage the
growth of small business corporations which are largely
owned and controlled by Canadians.

Because of the major changes I am proposing for the
taxation of mining and petroleum corporations they also
would be exempt from this temporary, one-year measure
in respect of their production profits.

o (2040)

In addition, the surtax will not apply to the profits from
manufacturing and processing in Canada. I believe it is
essential to maintain the reduction in the tax burden on
that vitally important sector to enable it to strengthen iis
international competitive position. Canadian manufactur-
ers and processors continue to be vulnerable to foreign
competition as a result of the extensive use being made of
the U.S. DISC tax provisions, the favourable tax treatment
provided to manufacturers in other countries, and the
intensified pressures they have faced from abroad more
recently following the increase in our exchange rate.

The manufacturing and processing industries are not
only a major source of employment directly, but they also
provide a strong underpinning to the burgeoning service
sector of our economy. The importance of bolstering
manufacturing and processing is by no means confined to
the central provinces where the greater proportion of
those industries is now located. It is of equal or even
greater importance to the Western and Atlantic Provinces,
all of which are giving top priority to broadening the base
of their economies through the large-scale development of
secondary manufacturing and processing operations.

The measures which we introduced are doing exactly
what they were intended to do. After years of slow
growth, Canada's manufacturing and processing indus-
tries are rapidly expanding. Profits of manufacturers and
processors have improved substantially, but they are being
plowed back into heavy new capital investment to
increase productive capacity, the supply of goods required
by our expanding economy, and employment for our rag-
idly growing labour force. As I recalled earlier, manufac-
turing employment last year rose by 111,000, which was
8,000 more than the total increase in the previous six years
combined. Manufacturing output rose by 8 per cent in
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1973, the largest increase since 1965. Manu- facturing
investment in new productive facilities rose by 19 per cent
last year and this year is expected to grow by an extraor-
dinary 28 per cent, the greatest increase in more than a
decade.

Under these circumstances, and in view of the vulnera-
bility of this sector to competition from abroad, I am
convinced that it is in the national interest to maintain the
reduced tax rate on manufacturing and processing profits
which parliament adopted last year. Members will recall
that in my last budget I indicated the companion measure
implemented by order-in-council providing for a rapid
two-year write-off of machinery and equipment acquired
by this sector would be put in place for an initial period
ending December 31, 1974. It is my intention to reassess
this provision toward the end of this year when I have the
benefit of the review now under way of the capital cost
allowance structure and the further report on the impact
of the tax measures on the manufacturing and processing
companies.

Let me add a word, Mr. Speaker, about why I rejected
proposals for an excess profits tax put forward by some
members of the opposition. Hard, practical experience
with such a system in the past has made it clear that it has
major defects. In the first place, it is extremely difficult to
define excess profits—as distinct from blatant profiteer-
ing—in a way that is equitable and workable. Any excess
profits scheme is full of loopholes, with the result that
some companies escape taxes otherwise payable. Secondly,
imposition of a heavy tax on profits above some level that
is defined as normal or reasonable, removes substantially
the incentive of business to hold down costs and maintain
or improve efficiency. The result is that instead of reduc-
ing inflationary pressures, as it is intended to do, an
excess profits tax tends to increase those pressures. It is
for these reasons that I rejected the idea of erecting a
complex excess profits tax system and chose instead to
propose a temporary, one-year surtax that is reasonable
and administratively simple, but which still maintains the
incentive for business to operate as efficiently as possible.
[Translation]

A further measure that I am proposing tonight will
ensure that corporations not only pay their fair share of
taxes, but also pay it promptly. I am advancing the timing
of the final payment of a corporation’s tax to the end of
the second month rather than the third month after the
end of the corporation’s fiscal period. This change in tax
payment date will not apply to a small business
corporation.

The effect of all these measures in the corporate income
tax field is to provide a significant increase in federal tax
collections in 1974-75. In the absence of the changes affect-
ing the petroleum and mining industries, the advancing of
the final payment date would have yielded $200 million.
The measures affecting the resource industries would
have yielded very little in 1974-75 unless the final payment
date had been advanced, because in their case the pay-
ments would not have been received until the next fiscal
year. But in combination with the advancing of the {inal
payment date, I estimate that these measures will yield
$400 million. The proposals regarding financial institu-
tions are estimated to yield $40 million. The temporary
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10-per-cent surtax is estimated to yield $150 million. The
combined effect of all these measures on federal corporate
income tax collections this fiscal year amounts to an
increase of $790 million.

Excise Taxes

Mr. Speaker, I now turn to other sources of revenue. I
have already made considerable reference to the energy
crisis with which we struggled this past year. All of us
have become more conscious that we need to economize in
our use of energy, particularly petroleum. I propose a
measure which will make some contribution to this end.

Effective tonight, a special excise tax is to be introduced
on high-energy consuming passenger cars and other types
of energy-consuming vehicles. This will include large,
heavy cars, high-powered motorcycles, privately-owned
aircraft and large power boats. The tax will yield the
federal government an additional $10 million of revenue in
1974-15.

I have stressed that one of my requirements in this
budget is to raise in revenues an amount at least equiva-
lent to the tax reductions I will propose shortly. It seems
to me that an increase in the tax levied on liquor and
tobacco is an appropriate source to look to for some

increase in revenues. Specifically, the proposed changes,

which come into effect tonight, will raise federal levies on
cigarettes, cigars, tobacco, spirits other than beer, and
wine other than cider, by approximately 15 per cent. This
measure will yield the federal government an additional
$100 million of revenues in fiscal 1974-75.

These increases would be implemented by a number of
measures, details of which will be found in the Ways and
Means Motion.

THE PROGRAM AGAINST INFLATION

Mr. Speaker, I have explained that the fiscal framework
needed for this period is one that maintains about the
same level of cash requirements as last year. I have
described how I propose to raise additional revenues. I
now wish to outline how these revenues might be applied
within such a framework to finance measures which best
round out and reinforce our policies to deal with inflation.

Measures to Increase Supply

The first element in our strategy against inflation has
been and continues to be the expansion of supply. The
central features of that policy have been in place for some
time. Our fiscal and monetary policies have been designed
to bring the economy up to full capacity growth. We have
taken measures to increase the capability of the economy
to produce efficiently the goods and services which are
needed. This not only increases our production capacity,
but it also creates remunerative and satisfying jobs,
relieves shortages and reduces costs. The reduction of
taxes on manufacturing and processing is clearly bringing
about just such a massive increase in capacity.

Further, as part of the agreements reached with respect
to oil, the governments of the producing provinces will
channel substantial funds into the encouragement of
exploration and development. The National Petroleum
Corporation will serve the same objectives. In facing the
growing need for electrical energy, we have announced a

{Mr. Turner (Ottawa-Carleton) |

major program of federal aid for inter-regional transmis-
sion lines. We are also well-launched on a nation-wide
policy of support for nuclear power plants, utilizing the
highly successful Candu reactor, developed by Canadian
science and technology under the aegis of the federal
government.

Wide-ranging measures have already been taken to
assist and encourage farmers and fishermen, with assur-
ances that they will be able to market their increased
production at fair prices. In this regard the government
will undertake further major financial commitments
under new farm stabilization measures to be introduced
shortly and, of course, the House has just recently
approved important measures to increase the effectiveness
of the Farm and Fisheries Improvement Acts.

My colleague, the Minister of Agriculture (Mr. Whelan),
will also be introducing extensions to the Farm Credit Act
to enlarge the flow of capital investment in food produc-
tion. One amendment will increase the total amount of
federal loans available for expansion and improvement of
agricultural output to well over $2 billion. Moreover, spe-
cial provisions will be proposed to make it easier for
young farmers to purchase farms and get into the business
on their own. Last year total lending activity by the Farm
Credit Corporation more than doubled to some $400 mil-
lion in loan approvals. For this fiscal year, the corpora-
tion’s capital budget will jump again to well over $500
million.

Later, when I deal with tax reform, I shall be proposing
an important measure of relief for small businesses to
encourage them to contribute further to the increase in
supply.

The over-all fiscal and monetary policy proposed in this
budget, by providing for adequate over-all demand, will
ensure that new output of goods and services will flow on
to the market in as abundant a volume as the economy is
capable of producing.

® (2050)

[English]
Measures to Hold Down Particular Prices

The second element in the strategy against inflation is
to dampen down the prices of particular products where
this is feasible. Here, the government has already adopted
a number of measures. The most important of these has
been the holding down of domestic oil prices to about 55
per cent of the international monopoly price. Subsidies
have also been provided on bread and milk to help all
Canadian consumers. The Food Prices Review Board has
been focusing public attention on pricing and marketing
practices in problem areas. Powers are being sought to
enable the government to deal with particular cases of
profiteering. In my last budget, I eliminated the sales tax
on children’s clothing, all remaining food items and non-
alcoholic beverages, and certain other products. Tariffs
were also reduced on a wide range of consumer goods.

Tonight I propose to remove the sales tax on all clothing
and footwear. Clothing and footwear account for a signifi-
cant proportion of the budgets of most families and this
action should significantly reduce the prices of these prod-
ucts. This measure will affect about $5 billion in family
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expenditures annually. It will save consumers directly
$280 million in taxes this year, and on top of this the
substantial markups on these taxes which result from the
normal business practice of calculating percentage mark-
ups on tax-paid costs.

Let me say to the business community—and to wholes-
alers and retailers particularly—that the purpose of this
measure is to help the people of this country by reducing
prices. I am confident that in most cases these benefits
will be passed on to the consumer. However, I intend to
ask my colleague, the Minister for Consumer and Corpo-
rate Affairs (Mr. Gray) to monitor prices of clothing and
footwear and to report his findings to me. If these tax cuts
do not get reflected in prices, then I undertake to recom-
mend that the government take action, in one way or
another, to ensure that the consumer does gain and that
others are not allowed to appropriate the benefits.

Complementing the tax increases I announced earlier on
high-energy consuming vehicles, I propose to remove the
sales tax on buses and other public passenger transporta-
tion equipment purchased by local governments. This will
provide important assistance to municipalities in supply-
ing more effective transit systems to reduce reliance on
the private car, reduce total energy consumption and abate
pollution.

Further in the sales tax field, I propose to abolish the
tax on bicycles. The advantage of this will be self-evident
to Canadians in large numbers who are adopting this
popular and healthful form of recreation.

Tariff Changes

In last year’s budget there was a reduction in customs
duties for a one-year period on a broad range of consumer
goods. These reductions affected trade valued at about $1.6
billion in 1973. There is before the House Bill C-21 which,
if implemented, would continue most of these temporary
reductions until June 30, 1974. Given the delay in proceed-
ing with the GATT negotiations, I am now proposing that
except for one item only, these reductions should be
extended until December 31, 1974.

Exchange Rate

Some further relief on our price structure is resulting
from the rise of the exchange rate on the Canadian dollar,
which stems from the good over-all performance of the
Canadian economy and world confidence in our future.
The government has not sought to bring this appreciation
about; it has resulted from the underlying forces at work
in the exchange market and we have intervened in this
market only to maintain orderly conditions. We will con-
tinue to be concerned that the competitive position of our
industry is not impaired. However, there can be no ques-
tion that the appreciation that has taken place is providing
some relief in moderating the increase in the cost of living.
Housing

An important aspect of the recent inflationary experi-
ence in Canada has been its impact on the cost of housing
and the ability of the average Canadian, particularly
young people and people of modest income, to meet their
housing needs. The government has put in place a number
of important programs and measures to ease both supply
and cost aspects of the problem. These measures are ref-
lected in the expansion of the budget of Central Mortgage
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and Housing Corporation to $1.2 billion per year. Special
assistance to low-income families has reduced the net cost
of their mortgage financing. Indeed, in cases of demon-
strated need, the amount of the assisted home ownership
grant is such as to reduce the effective rate of interest paid
to almost 6 per cent. The programs to assist municipalities
with land development and servicing have also been
extended and improved to speed up the whole process of
bringing additional serviced land onto the market.

® (2100)

Tonight I wish to announce several further measures to
improve the housing situation. Before doing so I should
refer to certain popular suggestions in this regard, specifi-
cally the cancellation of the sales tax on building ma-
terials, subsidized interest rates, and the deductibility of
mortgage interest for tax purposes. Apart from problems
of cost and inequity in these suggestions, in the present
environment of a sellers’ market they all suffer from the
fatal defect of overstimulating demand, raising prices, and
providing benefits which are almost certain to be captured
by builders and sellers. In contrast, my objective is to help
home buyers by the following proposals.

First, one tax factor which may be holding back the flow
of land for housing is that a taxpayer, personal or corpo-
rate, may claim against other income the carrying charges
on land which is being held for future development. This
sheltering of other income has lowered the financial cost
of carrying undeveloped land and, therefore, reduced the
pressure for early use.

I am proposing that the carrying costs on land awaiting
development may not be charged against other income but
be taken into account only as the land is sold. This new
rule for carrying charges would not apply to land which is
being held primarily to earn rental income in the year, or
to land which is used in the course of carrying on a
business other than a real estate business. This measure,
which is estimated to yield the federal government about
$10 million this year, will assist in bringing land for
housing onto the market more quickly.

Second, I propose to remove the sales tax on a range of
construction equipment including excavation and earth-
moving equipment, tower and climbing cranes, air com-
pressors and pumps, equipment for preparing and spread-
ing concrete and asphlat, and several other categories of
goods used in the construction industry. The effect of this
measure will be to exempt from sales tax all major classes
of construction equipment purchased by contractors and
local governments.

Third, to provide assistance to municipalities which are
also struggling with the housing problem, I propose to
abolish the federal sales tax on articles and materials
purchased by local governments for use in the construc-
tion of water distribution systems.

The foregoing two measures will reduce costs by $50
million directly in a full year, and by a further consider-
able amount through indirect effects. ‘

Fourth, together with my colleague, the Minister of
State for Housing and Urban Affairs (Mr. Basford) 1
propose to take steps to assure the fullest possible alloca-
tion of morigage funds to lower-cost housing. In addition
to the use of the mortgage insurance provisions of the
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National Housing Act, we propose to enlist the support of
the principal lenders and the private mortgage insurance
corporations to adjust down payment requirements in
such a way as to confine high-ratio loans to middle and
lower-priced housing.

My last and most important measure in this field will
greatly ease the formidable difficulties facing our young
people in accumulating the savings required for a down
payment on a home and its initial furnishing.

All taxpayers over the age of 18 who do not own a home
will be able to contribute up to $1,000 a year, to a max-
imum lifetime amount of $10,000, to a registered home
ownership savings plan, and these contributions will be
deductible for income tax purposes. The income earned by
the plan will bear no tax and the proceeds of the plan will
be exempt from income tax if they are applied as a down
payment for the purchase of a house and furnishing it at
the time of first occupancy. This measure applies not only
to urban homes but to purchases of farm homes. The
mechanics of this new plan are detailed in the ways and
means motion, but in large measure it will operate in
much the same manner as the existing registered retire-
ment savings plan.

I am sure that the introduction of this innovative pro-
gram will encourage savings and make it easier for
Canadians to acquire homes. Together with the steps to be
taken in respect of down payments, this proposal should
help to reduce current speculative pressures on housing
prices. It is difficult to measure the cost of this new
measure. But no doubt as it develops and Canadians
become aware of its real value, the registered home owner-
ship savings plan will become a source of significant tax
savings to many Canadians and particularly young people.
[Translation]

Easing the Burdens of Inflation

The third element of the government’s strategy against
inflation is to ease the burdens on those Canadians who
are most vulnerable. We have fully indexed old age secur-
ity pensions, the guaranteed income supplement and the
Canada Pension Plan. We have indexed government pen-
sions and facilitated the indexing of private pensions. As
for family allowances, not only have they been very sub-
stantially increased, but we have ensured that their real
value will be maintained. The federal minimum wage has
also been progressively increased. My last budget included
a very substantial cut in personal income taxes of particu-
lar benefit to the lower income groups, and provided for
the indexing of the personal income tax system.

Tonight, I shall be proposing a wide range of measures
which will further alleviate the impact of inflation on all
Canadians, particularly those of more modest incomes.

First, under the personal income tax, members will
recall that just last year I introduced a measure to give all
taxpayers a tax reduction in the form of a 5 per cent credit
against federal tax payable, with a minimum credit of $100
and a maximum credit of $500. I intend not only to main-
tain this substantial tax reduction but to augment it for
the lower income groups. This will be accomplished by
increasing the minimum credit from $100 to $150, effective
January 1, 1974.

[Mr. Turner (Ottawa-Carleton).j

This change means lower taxes for everyone up to the
$13,000 to $14,000 income range, and its benefits are con-
centrated among income-earners receiving less than
$10,000. For example, a married taxpayer with two chil-
dren and earning $6,000 will have his total tax reduced to
$269 from $329 or 15 per cent. This tax cut removes at least
300,000 Canadians from the federal tax rolls.

The tax reduction tables will be adjusted as of July 1,
1974, so as to give the full benefit of this measure in the
second half of this year. it will reduce personal taxes in
fiscal year 1974-75 by some $440 million.

Members will be aware, of course, that as a result of the
tax reform the rate of tax under the first $500 of taxable
income will also be reduced this year from 15 per cent to
12 per cent. Even more important is the continuing benefit
which all taxpayers are now enjoying as a result of the
indexation of the personal income tax. The effect of this
new system was to increase exemptions and raise tax
brackets by 6.6 per cent for this year—and to remove a
further 175,000 citizens from federal tax rolls. Under this
automatic plan to relieve the burden of inflation on all
taxpayers there will be a further adjustment next year to
fully reflect the increase in the consumer price index
currently taking place.

[English]

In our overriding concern with the fight against infla-
tion we must not overlook the needs of those less fortu-
nate Canadians handicapped by illness and other disabili-
ties. In this regard we will, by regulation, broaden
considerably the list of expenditures that qualify as medi-
cal expenses for tax purposes. This broader list will now
include the cost of such items as heart monitoring devices,
orthopaedic shoes and boots, a hospital bed required in a
home, and walking aids required by crippled persons.

Moreover, I propose a change which will aid those
Canadians who are confined for extensive periods of the
day to beds and wheelchairs or who are so confined for
periods longer than 12 months. This will permit these
people to qualify for the additional $1,000 deduction now
available to permanently disabled and blind persons. At
present, in order to get the deduction of $1,000 per year, a
person must have been confined to a bed or wheelchair
throughout the taxation year. This provision will be
amended in two ways. The time period will be changed to
cover situations where a person has been confined for any
12-month period which ended in the year. The second
change will ensure that even if a person is up and about
for periods during the day, he will not be deprived of the
deduction. This amendment recognizes that it is often in
the best interest of the patient, whenever he can, to get out
of bed or wheelchair.

I would also like to announce that my colleague, the
Minister of Veterans’ Affairs (Mr. MacDonald) will
introduce legislation to provide further help for needy
veterans, their survivors and their dependents in meeting
increased costs. Effective from last October, the income
ceilings applied to the war veterans’ allowances and civil-
ian war allowances will be increased by 5.3 per cent and
escalated quarterly thereafter, in line with increases in the
consumer price’index. The pensions will be raised by the
same dollar amount as the increase in the ceiling. These
changes preserve the relationship between veterans’
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allowances and old age pensions. From April 1, 1974, the
rate paid for orphans’ allowances will be raised to $125 per
month for each orphan, and escalated annually in line
with the formula for family allowances. A new allowance
for dependent children of needy veterans will be provided
and the qualifying age for the allowances now paid on
behalf of a child or to an orphan, as long as that child or
orphan continues his education, will be extended to 25
years. These changes will cost an additional $10 million in
1974-75.

® (2110)

MEASURES TO ENCOURAGE AND PROTECT SAVINGS

One of the most pervasive aspects of inflation is its
eroding effect on the real value of people’s savings. This
budget includes two major measures to relieve this effect.
The first measure recognizes that the increases in interest
rates which have taken place, although substantial, do not
offset the decline in the real value of people’s savings
when they are invested in interest-earning securities, par-
ticularly after tax. I therefore propose that, effective from
January 1, 1974, the first $1,000 interest income from
securities such as bank and trust company deposits, mort-
gages, Canada Savings Bonds and other bonds be deduct-
ible in computing the taxable income of individuals. The
precise details will be found in the ways and means
motion.

I am proposing a limit of $1,000 per year because I want
to help the average person; I have no intention of allowing
the wealthy members of our society to avoid paying their
fair share of the tax burden. I believe that this proposal
will be a very considerable incentive for average Canadi-
ans to save. This measure will reduce personal taxes by
about $270 million in 1974.

The second measure concerns a particular debt obliga-
tion of the federal government which is the instrument
through which nearly two million Canadians accumulate
savings. I refer to Canada Savings Bonds. Nearly $10.5
billion of these bonds are outstanding and the interest
yield does not now reflect current interest rates. In order
to raise the average effective yield to maturity to 9 per
cent, I propose to provide cash bonuses to the holders of
these bonds. More specifically, bonds maturing before
November 1, 1979, will receive one bonus, at their maturi-
ty. Bonds maturing after November 1, 1979, will receive
two cash bonuses; an interim bonus on November 1, 1979,
and a final bonus at the date of their maturity.

For example, the holder of a $1,000 Canada Savings
Bond of the 1967-68 series will receive a first cash bonus of
$220 in 1979 and a second cash bonus of $30 at maturity in
1980.

In all cases these bonuses, which will have the effect of
raising the yield to maturity to 9 per cent, will be taxed at
the lower effective rates applicable to capital gains. All
other features of the Canada Savings Bonds, including
their encashability on demand and the compounding of
interest, will remain unchanged. The current issue of
Canada Savings Bonds, which is still on sale, will of
course carry the two bonus payments. Savers who may
wish to acquire this bond will know that the return to
maturity on it will be 9 per cent. Action is under way to
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inform holders of Canada Savings Bonds of the steps to be
taken in order to obtain these benefits.

Among fhe many Canadians who save through in-
terest-earning investments and who will benefit from
these two measures, a large proportion are older, retired
people who depend upon interest earnings from lifetime
savings for a substantial portion of their income. These
people who have saved for themselves should be given
every encouragement.

As a final proposal affecting the savings of Canadians, [
wish to broaden an important existing incentive for retire-
ment saving. As members of this House are aware, regis-
tered retirement savings plans provide for postponing of
tax, up to limits, in the savings accumulated for retire-
ment. They have become a major vehicle by which
Canadians anticipate their needs for income in the years
after they stop working. I have felt that we should be more
accommodating in allowing a taxpayer to make provision
for his or her spouse through such retirement plans. I
therefore propose to allow a taxpayer to contribute to a
registered retirement savings plan for the benefit of his or
her spouse to the extent that the taxpayer does not use the
available deductions for his own plan. This measure will
allow, for instance, a husband to forego contributing to his
own registered retirement savings plan and to contribute
instead to a plan for his wife who carries the burden of
household and family duties. It will provide the same
opportunity for a wife who is the income earner for the
family and who is entitled to contribute to a registered
retirement savings plan.

[Translation]

Tax Reform

I would like to take a few moments to speak about the
continuing process of tax reform. One of my first priorities
has been to see that the income tax legislation is improved
as experience is gained in its application. As will be shown
by the length of the Ways and Means Motions which I will
be tabling tonight, this has not proven to be a small task.
Nevertheless, it is a task we must face if the tax system is
to work well, and fairly, in today’s society. The amend-
ments being proposed reflect experience gained in the
application of the new tax provisions and many useful
suggestions from the public.

One of my main concerns has been with the application
of tax laws to corporate reorganizations. If we are to have
vital and efficient corporations, it is important that the
tax system not discourage reorganization intended to help
our corporations to become more efficient and to adapt to
the changing needs of a competitive society. During the
past year, I have conducted an indepth review of the
relevant provisions and have concluded that some changes
are required. I am proposing that where it is evident that
corporate changes are taking place for legitimate business
purposes and not to avoid tax, the existing rules should be
relaxed.

With the advent of tax reform in 1972, several new rules
were introduced to permit certain types of pre-1972 corpo-
rate surpluses to be distributed tax-free to shareholders. A
number of corporations are still having difficulty comply-
ing with the technical details of these rules. I am therefore
introducing amendments tonight further to simplify these
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rules and remove hardships which might otherwise have
been caused by a misunderstanding of the law.

It has also come to my attention that the tax system
does not apply fairly where property has been expropriat-
ed, lost or destroyed. Quite often a taxpayer may be faced
with a significant tax liability long before a settlement has
been agreed upon and funds are available. This seems
quite unfair, and I am introducing a relieving amendment
which will ensure that under such circumstances no tax is
payable wuntil the compensation has been finally
determined.

I am proposing several amendments, essentially of a
relieving nature, relating to the taxation of partnerships.
These new rules will make it easier for partners to with-
draw from partnerships, either for purposes of retirement
or to accept employment outside the partnership.

Another area of tax reform which has been the subject
matter of considerable controversy has been the taxation
of foreign-source income. I have important changes to
announce tonight with respect to the passive income rules.
These rules were introduced as part of tax reform in 1971
to protect against the diversion of income that would
otherwise be taxable in Canada.

The law in this area was new and inevitably complex.
Tts application was postponed to 1975 to enable the govern-
ment to re-examine the law in light of representations.
The proposed changes improve our protection against the
improper use of tax havens to avoid Canadian tax on
passive investment income and on income diverted from
Canada. At the same time, the changes remove from the
scope of these rules the income Canadians derive from
their active business operations abroad. In addition, the
rules will apply only to those offshore corporations and
trusts that are controlled by Canadian taxpayers, and not,
as at present, where there may simply be some equity
interest. Canada’s fiscal climate must remain hospitable to
the Canadian company that competes internationally with
the large multinational companies of other countries. The
changes proposed in this area of the law are designed to
ensure that this principle is not compromised.

Another matter which I wish to mention concerns the
protection of Canada’s cultural heritage. Earlier this year,
my colleague, the Secretary of State, announced measures
to control the export from this country of objects which
are significant to Canada as cultural, artistic, historical or
scientific treasures. As part of the bill which the Secretary
of State will, in due course, introduce to this House,
certain amendments will be made to the Income Tax Act
which will create an incentive to the owners of such
treasures to keep them in Canada.

Finally, Mr. Speaker, I wish to announce a most impor-
tant change related to the existing tax system. All of us
realize that the strength of our economy rests to a large
measure on the efforts of our smaller independent busi-
nessmen. They provide a constant source of innovative
and dynamic enterprise in our country, and play a crucial
role in maintaining domestic ownership.

Members will recall that at the time of tax reform,
special provision was made whereby the first $50,000 per
year of business income of a Canadian controlled private
corporation would be taxed at a special low rate until the

[Mr. Turner (Ottawa-Carleton).}

corporation has earned $400,000. In order to provide fur-
ther stimulus for this vital sector of our economy, I am
proposing that effective immediately, the cumulative limit
of earnings be raised from $400,000 to $500,000 and further-
more that the annual amount of business income that can
qualify for the low rate of tax be increased from $50,000 to
$100,000.

[Translation]

Further Tariff Changes

In view of the forthcoming multilateral trade negotia-
tions—the Tokyo Round—I am proposing only a few
amendments to the Customs Tariff at this time. Many of
the requests we have received for tariff changes will have
to be considered in the course of the negotiations.

One amendment worth special mention involves remov-
al of the duty on handicraft products imported from de-
veloping countries. Selected handicrafts produced in coun-
tries entitled to the benefits of the General Preferential
Tariff will be allowed duty-free entry under this new
provision.

One other measure is of considerable importance. I refer
to the so-called tourist allowance. I propose to liberalize
the provisions in the Customs Tariff under which goods
brought back by Canadian residents on their return from
trips abroad are exempt from duties and taxes. The quar-
terly exemption available after an absence of 48 hours will
be doubled to $50 from $25. The annual exemption, now
available after an absence from Canada of 12 days or more,
will be increased to $150 from $100. Moreover, the mini-
mum period of absence required to qualify for the annual
exemption will be reduced from 12 days to 7 days. And I
should mention that the Minister of National Revenue has
recently directed that the administrative requirements at
the border for those claiming the quarterly exemption
should be materially eased.

These changes will be of considerable benefit to the
large and rapidly increasing number of Canadians who
travel outside Canada.

o (2120)

[English]
SUMMARY OF FISCAL POSITION

Mr. Speaker, may I now briefly sum up the financial
position of the government, taking tonight’s proposals into
account. I estimate that the cash requirements of the
government in 1974-75 will be of the order of $2 billion,
excluding foreign exchange requirements. Having in mind
that certain substantial payments, such as the loans to the
CNR and Air Canada under the Financing and Guarantee
Act and other expenditure items, were scheduled to be
disbursed in the last fiscal year, but were not actually
made until this year, this figure of $2 billion is for practi-
cal purposes not different from that for 1973-74. The
budgetary deficit for 1974-75 will be somewhat lower than
in the previous fiscal year. On a national accounts basis,
the deficit of $500 million which we experienced in 1973-74
will be reduced by more than half in the current year.

I must remind hon. members that these figures are
estimates. The actual outcome of the financial accounts
will reflect the decisions of this House respecting legisla-
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tion now before it and which will come before it in the
course of the fiscal year.

With the permission of the House I should like now to
include in today's Hansard supplementary tables showing
estimates of Government of Canada cash requirements,
details of the budgetary revenues, federal government
revenues and expenditures on a national accounts basis
and reconciliations of these figures with those compiled on
a public accounts basis. The information in these tables
applies to the fiscal years 1973-74 and 1974-75.

I should also like to table, with the consent of the House,
several notices of ways and means motions setting out the
changes I have proposed tonight and I would ask that they
be printed in the notice paper appended to Votes and
Proceedings.

Mr. Speaker: Is this agreed?

Some hon. Members: Agreed.

{Editor’s Note: For notices of ways and means motions, see
today’s Votes and Proceedings.]

[The tables referred to above are as follows:]

GOVERNMENT OF CANADA
FINANCIAL REQUIREMENTS

1973-74 1974~75
Preliminary
Actual®  Forecast(®
(Millions of dollars)
Budgetary Transactions—

Revenues.......... T 14,000 23,950

Expenditures —20,000 —24,400

Surplus (+) or Deficit (—)............... — 1,000 — 450
Net Non-Budgetary Transactions—

Excluding Foreign Exchange Transactions — 675 — 1,550
Total Financial Requirements—

Excluding Foreign Exchange Transactions -~ 1,675 — 2,000
Foreign Exchange Transactions® ... ... ... 297 — 368
Total Financial Requirements—

— 1,378 — 2,368

Including Foreign Exchange Transactions.

MNumbers in this column are subject to revision pending closing
the accounts for the fiscal year., However, the numbers for total
financial requirements whether including or excluding foreign ex-
change transactions are subject to only minor adjustments.

@ Numbers in this column should be interpreted as mid-points of
ranges of estimates.

@ The amount which is shown for financial requirements arising from
foreign exchange transactions in fiscal yeur 1974-75 reflects the
transactions which occurred in April,
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GOVERNMENT OF CANADA
BUDGETARY REVENUES
1973-74 1974-75
Preliminary
Actual®  Forecast®
(Millions of dollars)

Personal Income Tax....................... 7,915 9,500
Corporation Income Tax................... 3,185 4,610
Non-Resident Tax......................... 325 340
Estate Tax...............cooviiiiiinnn... 15 —
Customs Duties........................... 1,375 1,520
Sales Tax.........ovrvrver i 2,625 2,640
Oil Export Tax. ...........cooiuuiuninin.. 300 1,740
Other Duties and Taxes. .. ................ 1,080 1,250
Total Tax Revenues................... 16,820 21, 600
Non-Tax Revenues. . ...................... 2,180 2,350
Total Budgetary Revenues............. 189, 000 23,950

W' Numbers in this column are subject to revisions pending closing
the accounts for the fiscal year.

@ Numbers in this column should be interpreted as mid-points of
ranges of estiinates.

GOVERNMENT OF CANADA
REVENUES AND EXPENDITURES ON
A NATIONAL ACCOUNTS BASIS

1973-74 1974-75
Forecast(V Forecast(V

(Millions of dollars)

Revenues—

Direct Taxes, Persons...................... 10,950 13, 405

Direct Taxes, Corporations................. 3,520 4,860

Direct Taxes, Non-Residents............... 325 350

Indirect Taxes............................. 6,475 8,095

Other Current Transfers from Persons...... 5 5

Investment Income....... .............. .. 1,850 2,095

Capital Consumption Allowances......... .. 300 330

Total Revenues........................ 23,425 29, 140
Expenditures—

Current Goods and Services.............. .. 6,250 7,025
{Non-Defence)..................... . ... (3,950) (4,575)
(Defence)................................ {2,300) (2,450)

Transfer Payments to Persons.............. 7,540 9,215

Subsidies.............. .. EE 1,025 2,335

Capital Assistance. ... ........ ... ........ 235 210

('urrent Transfers 1o Non-Residents. ... ... 305 410

Interest on the Public Debt. ... .. e 2,600 2, 966

Transfers to Provinces. .. .................. 5,080 6,150

Transfers 1o Local Governments. . .......... 116 120

Gross Capital Formation.... ... ... ...... 780 -1

Totul Expenditures......... ........... 23,825 29, 300
Surplus (4-) or Defieiv (=) ... — 500 — 160

W Numbers in these columns should be interpreted us rmid-points of
ranges of estimnates.
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GOVERNMENT OF CANADA REVENUES
PUBLIC ACCOUNTS AND NATIONAL ACCOUNTS 197374 197475

RECONCILIATION

Forecast® Forecast®

1973-74 1974-75
Forecast™ Forecast™

(Millions of dollars)

Budgetary Revenues......................... 19,000 23,950
Deduct
Post Office Revenues and Deficit........... —-590 —-690
Deficit of Government Business Enter-
prises® .. . —120 —120
Excess of Accruals (+) over Collections(—)
Corporate Income Tax..................... 115 —35
Oil Export Tax...............oociivvuen, 225 —60
Add
Government Pensions and Social Security
Receipts®.............. ..o, 4,850 5,880
Capital Consumption Allowance............ 300 330
Miscellaneous Adjustments®, .. .............. —355 -115
Total Revenues, National Accounts Basis. ... 23,425 29,140

' Numbers in these columns should be interpreted as mid-points of
ranges of estimates.

®1n the Public Accounts, deficits of government business enterprises
are a charge to budgetary expenditures whereas in the National
Accounts, these deficits are deducted from remitted profits of other
government business enterprises.

n the Public Accounts, the government pensions and social security
receipts and benefits are treated as non-budgetary transactions
whereas in the National Accounts, these transactions are reflected
in the determination of government revenue and expenditure.

()These miscellaneous adjustments arise as a result of conceptual
differences between the two forms of presentation. These items
represent, for example, the proceeds from the sales of existing
capital assets; budgetary revenue items offset against budgetary
expenditures; imputed items; and, an adjustment for the treat ment
of revenue in the supplementary period.

GOVERNMENT OF CANADA EXPENDITURES

PUBLIC ACCOUNTS AND NATIONAL
ACCOUNTS RECONCILIATION

1973-74 1974-75
Forecast! Forecast®

(Millions of dollars)

Budgetary Expenditures. .................... 20,000 24,400
Deduct
Transfers to Funds and Agencies®.......... —1,860 —1,880
Post Office Expenditures................... — 590 — 690
Deficit of Government Business Enter-
prisest™ . s - 120 - 120
Add :
Expenditures of Funds and Agencies®...... 785 1,030
Government Pensions and Social Security
Benefits¥. ... 5,545 6,375
Capital Consumption Allowance 300 330

[Mr. Speaker.]

(Millions of dollars)
Miscellaneous Adjustments®................. — 135 — 145
Total Expenditures, National Accounts Basis.

23,925 29,300

M Numbers in these columns should be interpreted as mid-points
of ranges of estimates.

®In the National Accounts, budgetary appropriations to various
funds and agencies are replaced by the expenditure actually made
by these funds and agencies.

n the Public Accounts, deficits of government business enterprises
are a charge to budgetary expenditures whereas in the National
Accounts, these deficits are deducted from remitted profits of
other government business enterprises.

(91n the Public Accounts, the government pensions and social security
receipts and benefits are treated as non-budgetary transactions
whereas in the National Accounts, these transactions are reflected
in the determination of government revenue and expenditure.

(M As in the case of revenues, the miscellaneous adjustments arise
as a result of conceptual differences between the two forms of
presentation. These items represent, for example, reserves and
write-offs; purchase of existing capital assets; budgetary revenue
items offset against budgetary expenditure; expenditures of reserve
accounts and revolving funds; imputed items; and, an adjustment
for the treatment of expenditures in the supplementary period.

Mr. Turner (Ottawa-Carleton): In conclusion Mr.
Speaker, the budget I have brought down tonight is a
fiscally responsible budget. It is an equitable budget,
aimed at raising revenue where it hurts least, distributing
it where it helps most. It is an economically sound budget
which attacks the scourge of inflation at its source—the
shortage of supply. It recognizes that the fundamental
cure to both inflation and unemployment is to overcome
the physical limits on our capacity to produce by expand-
ing the agricultural and industrial base of the country.
And this budget further extends our policies of protecting
those least able to protect themselves from the ravages of
inflation and of moderating price increases of a number of
goods that play an important part in daily living.

I have always tried to be frank with parliament and the
people. In this budget I have rejected cosmetic policies—
the easy, popular course at the sacrifice of realism and of
the best long-term interests of the Canadian people. [ am
gambling that Canadians are too smart to be taken in by
gimmicks, slogans or slick jargon—that they want to
know the facts, whether they are pleasant or unpleasant,
and they ask only for a man's best judgment in meeting
them.

This budget reflects my determination to deal with
inflation. It presents a responsible fiscal and monetary
policy. It recognizes the need for all governments, includ-
ing this one responsible to parliament, to restrain spend-
ing. It focuses upon the pivotal issue in the economy—the
physical constraints on capacity. It proposes solutions
within the context of Canada's place in the markets of the
world, where we are not helpless, but neither are we
immune to universal price trends.
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When 1 first faced the House as Minister of Finance, 1
said that no economy is working as well as it should if
there are men and women earnestly seeking work who
cannot find it. The scene has improved but I am still not
satisfied with the results. Now that our cost of living
absorbs our attention, I say that I won’t be satisfied if this
country merely does better than our major competitors. I
do not believe that is good enough. My goals are not
relative but absolute ones: to moderate our rate of infla-
tion, to relieve the pressure of prices on incomes, on
savings and on the peace of mind of Canadians.

It can be done. It will take time to do. But it will
happen—partly because international commodity prices
will yield, partly because this government’s policies will
be proven right.

I am confident that most Canadians will accept what I
have been saying tonight and will support the thrust and
tone of this budget. The people of this country are gifted
with good common sense and an open mind. If this House
can bring itself to judge my budget with the same common
sense and open mind, then I am sure that the measures I
have proposed will commend themselves to enough mem-
bers to ensure its passage.

Hon. Marcel Lambert (Edmonton West): Mr. Speaker,
if that was to be the swan song of the Minister of Finance
(Mr. Turner), it certainly was a long one. I think we must
commend him for his physical endurance, and commiser-
ate with the physical plight of the people who have had to
listen to this rather long review.

o (2130)

The minister proposes to remove the sales tax on bicy-
cles, but this budget demonstrates in him and his advisers
the mentality of the bicycle age in dealing with modern
day inflation. The minister and the government have
finally come to admit that inflation is the number one
problem facing this country. Last year, in February, the
matter that the minister was after was unemployment. I
casually looked over the motions that have been tabled by
the opposition in all the budgets since 1968—the Secretary
of State for External Affairs (Mr. Sharp) was then minis-
ter of finance-—and they all warned of inflation.

The government, outside of that halting and bungling
step taken by the Prime Minister (Mr. Trudeau) in 1969,
did nothing to contend with inflation, and now the savings
of Canadians are being eroded to the point that they must
be bribed to buy Canada Savings Bonds which are sup-
posed to be the yardstick and as good as cash. There is a
cash bonus which, incidentally, when you read the fine
print is a lot more complicated than the Minister of
Finance indicated, that is, it is not available until maturi-
ty. Is it not a crying shame that what the public rezally
buys must be subject to premiums during the currency of
the bond and at the end, much in the way that we have
seen financial institutions operate, the government is
trying to bribe investors with a turkey—or a bicycle—for
the opening of the new account? This is what the minister
is trying to do in order to keep Canadians buying Canada
Savings Bonds.

One question the minister did not answer tonight refers
to whether the minister has reserved the right to close off
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the present series of Canada Savings Bonds. When will
that happen? We know that this year an investment in
Canada Savings Bonds, because of inflation and the gov-
ernment’s lack of concern for inflation, has meant a loss to
individuals. Smallholders, estates, educational funds and
all who depend on Canada Savings Bonds will find that
because of inflation their savings have been eroded. Is it
not a reflection that the past week’s Bank of Canada
weekly report indicated that the average rate on govern-
ment long-term obligations has gone up to 8.91 per cent, in
effect 9 per cent? That is what this government must pay
for its money, all because it has neglected inflation
shamefully.

The budget that the Minister of Finance has presented
tonight contains some cosmetic proposals that sound very
nice and will appeal to people superficially. Some of them
have some merit—I will concede this; I think there are
some good measures in this budget. But basically the
minister reminded me—I have said this before—of a man
who is trying to save a patient from bleeding to death
simply by putting on bandaids. The minister will run out
of bandaids. He is putting on a plaster here and a plaster
there without going to the root source of inflation in any
way.

It was very instructive to learn that the minister has
rejected the idea of a comprehensive incomes policy to
turn the corner of the inflationary anticipation that exists
in Canada. He is prepared to do nothing, and he has
ridiculed the policies put forward by this party.

An hon. Member: What policies?

Mr. Lambert (Edmonton West): Yet last Friday, when
I asked the Prime Minister what was the contingency plan
to deal with inflation, he said: a wages and incomes policy.
Yes, there it is, when everything comes down in ruins and
everything is a shambles, when this administration fails to
recognize the problem of inflation, it decides that we shall
have a wages and incomes policy. At the moment we are
getting selective price controls; we are getting palliatives.
The Minister of Finance has frankly told the Canadian
people, “I am hoping that we will be able to outrun
inflation. We will give you fuel and we will try to help you
outrun inflation.” Well, they cannot do it. In effect, the
attitude of the administration is that they hope inflation
will go away somehow, somewhere; that there will be an
event, that someone will discover some magical formula
which will relieve them of the difficult decisions that
must be made with regard to inflation.

This House has been in session for over an hour and a
half, and I think hor. members want to study this budget.
Incidentally, Mr. Speaker, there is one point that I would
like to draw to the attention of the Minister of Finance on
behalf of all members of the House. It came to my atten-
tion tonight that while members of the House were denied
the contents of the budget, all that was required was for
anyone to listen to radio or watch television at about 8.15
or 8.20 pm. However, that would not have helped that
brilliant member for Ottawa Centre (Mr. Poulin), because
what I am saying is that a colleague of mine brought in
the total of the minister’s proposals by 8.20 tonight. They
went out through the media—the total proposals that the
minister made.



