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INTRODUCTION

This paper is intended to stimulate discussion regarding govern-
ment as a force in a modern economy. The approach has been to provide
general background on the different roles that government can play, and
an exploration of the possible rationales for such government involve-
ment. This exploration is relatively practical, in that it implicitly
draws upon observed experience, and attempts to draw conclusions from
that experience about how and why government gets involved.

The whole subject of government invelvement in the economy, and of
government as a force in the economy, is a relatively controversial
one. Great debates have raged in the past, and continue to rage today,
about what government should or should not be doing, and about the
effects of various forms of government involvement. Many of these
debates are of an ideological nature, being premised upon broad and
general principles which point to highly generalized conclusions, which
either favour minimal or extensive government involvement.

This paper has generally avoided the Iideological debate about
government involvement. This Is deliberate. While ideclogical reason-
ing can be helpful in defining revolutionary change, or In forcing
overall movement in a general direction, it contributes little to for-
mulating consensus, or to finding pragmatic solutions to pressing pub-
lic policy problems. A general underiying assumption of this paper is
that the Yukon today is confronting important practical guestions about
its future, and that the kevy participants in the economy are anxious to
define pragmatic, practical roles for all the key actors, including
government. This assumption Is supported by the content of Yukon 2000;
a Discussion Paper, as well as by the very fact that Yukon is engaged
in a broadly participatory economic planning exercise.

in the final analysis, the appropriate role for government will
depend upon a clear definition of goals and objectives, and a clear
understanding of what is practical and acceptable. No paper can deter-
mine these for Yukon people. Fundamentally, this must be done by the
people themselves, through their organizations, Institutions and poli-
tical process. However a paper such as this can assist in the process,
and that is what it Is intended to do.

The basic starting point in the paper is a recognition that mar-
kets -- local, national, and international -- are fundamental to the
functioning and performance of the Yukon economy. It is recognized
that markets create the basic pressures for change and adaptation. It
is assumed that governments have a role only if they can supplement
private sector or market activity In some overall positive way, or if
they can compensate for market shortcomings. The approach adopted thus
places the burden of proof on those supporting gevernment involvement.
For this the author offers no apologies; since it is believed that in
this way such government involvement as there is wili be a stronger
positive force by virtue of it having to be justified.



This by no means suggests that government will inevitably be a ne-
gative economic force. Quite the contrary. Rather, it suggests that
the contribution of government will be greater the more demanding we
are in understanding and justifying the contribution that government
can make. This can only be done by a rather careful and detailed exam-
ination of the potential contribution in specific circumstances, and in
specific terms.

The focus of the analysis in this paper is the potential role of
the Yukon Government. I[n many cases, the case for government Involve-
ment applies more appropriately to the national government than a pro-
vincial or territorial government. As a general rule, an attempt is
made to note this distinction when appropriate.

The Yukon has many Iimportant and significant opportunities as
Yukon people look to the future. Included among these are many natural
strengths: abundant natural resources, large tracts of forests, gener-
ous amounts of fur, fish and wildlife, vast water supplies, scenic and
enjoyable natural environments, and creative, industrious and educated
population.

However, as a relatively remote area with a small population,
Yukon faces some difficult problems in building upon its natural and
inherent strengths. Distance alone Is a serious constraint to realiz-
ing opportunities. So too is the relatively small market for Yukon
produced products within the Yukon. Instability in world markets for
resources has a powerful impact on the overall level of economic acti-
vity. The Federal Government, and its continuing commitment to the
Yukon, is both an important source of support and uncertainty. And
finally, the lack of capital financing for Yukon development has made
the Yukon highly dependent upon the whims and vagaries of ocutside capi-
tal, and outside decision makers.

The question of how government, and the Yukon Government in parti-
cular, can contribute to the challenge of capitalizing on opportuni-
ties, and overcoming economic problems, is perbaps one of the most im-
poriant issues that the Yukon faces. Many of the problems, by nature,
are beyond the reach of individual Yukon citizens. Concerted, co~-oper-
ative action in the interests of the Yuken as a whole will in many
cases, be the only viable option. And in many cases, this means go-
vernment action. This paper attempts to systematically look at consid-
erations and options in this regard, as part of the continuing process
of realizing the possibilities of government as a positive force in the
economy .

In all cases, the case for government involvement in the Yukon is
examined in practical terms within the context of economic goals of
stability, maximizing value added, and the development of employment
and business opportunities in all communities. When appropriate, the



goal of fairness or economic justice is also considered. it must be
recognized that, as in all cases with multiple goals, confiicts may
arise with respect to the achievement of these goals. The relevant
weighting of the conflicting goals is something that, in these cases,
can only be resolved through the political process.

MARKETS AND THE ROLE OF MARKETS

Much of the discussion and debate about the role of governments
has tended, historically, to focus on the role of markets in a modern
economy. Markets provide much of the organizational structure of a
modern economy. Market demand provides basic information on the wants
and needs of consumers, and on what consumers are willing to pay in
order to fulfill those wants and needs. As such, they provide firms
with critical information about what can be done on a sustaining, pro-
fitable basis. Business opportunities are planned and implemented on
this basis, in anticipation of such plans being consistent with the
plans of consumers.

Markets, when they work well, have many Important strengths. They
make possible a relatively decentralized economy, with individual firms
and households each planning and implementing decisions in response to
opportunities provided by the other. in many circumstances, they
encourage competition among producers, which in turn helps to ensure
that soclety gets what it wants at the lowest possible cost. And mar-
ket activity, involving the voluntary exchange of goods and services,
generally encourages a high degree of independence in the sense that
pecple are pretty much left to their own devices.

An economy that is largely driven by market forces can thus be
expected to be characterized by decentralized decision making, continu-
ing improvements in productivity, a relatively good matching of produc-
tlon and consumption, and a relatively high degree of independence of
consumers and firms. And experience generally confirms this finding.
The economies of Western Europe and North America, in which markets are
the basic driving forces within the economy, have in fact reflected
these findings over the past 100 vears or more.

However it is also true, and recognized in all of these countries,
that markets cannot do it all, nor can they do what they do perfectly
in all cases. For these reasons, we find many cases of selected goods
and services being produced, and distributed to consumers, with a
considerable amount of government involvement. Such involvement may
range from direct government provision to government financing of
production to various forms of regulation and control. And market
economies do not always tend to be self-regulatory, in the sense of
ensuring full employment and prosperity without inflatien. For this



reason, we find many cases of governments attempting to improve the
overall performance of the economy in these respects.

The exact nature of the case for government involvement varies,
depending upon the circumstances. In general, however, it is possible
to categorize the reasons for, or rationale for government involvement
inte the following:

(1) increased stability in prices, output and employment for
particular commodities

(2) resolving difficulties when a tendency to natural monopoly
arises, and in particular public when utilities are inveolved

(3) providing public goods and public facilities where prices
cannot practicably be charged

{4} dealing with pricing inefficiencies

{5) dealing with concentrations of economic power
(6} achieving economic justice

{(7) achieving fiscal equity

(8) achieving overall stability and prosperity

{(38) pursuing general growth and development
(10) facilitating structural change.

Iin what follows, each of these topics is given general attention,
and then discussed in terms of specific relevance to the Yukon economy.

THE PURSUIT OF INCREASED STABILITY

Cne of the difficulties that may arise with markets is that there
carn be a high degree of Iinstability in prices, production and
consumption. This, of course, does not arise in all cases, or even a
majority of cases. Indeed, for most goods and services produced and
marketed, stability is the general rule. However for some commodities,
such as agricultural and natural resource commodities, instability is
more often the rule than the exception.



Instability can generally be characterized as a cyclical pheno~
mena, in that unstable markets usually experience price fluctuations
around both long term and short term trends. These price fluctuations
create uncertainty, and thus act as a disincentive with respect to
Investment. They can alsc cause instability in employment, with rela-
tively high costs in terms of the occupational and locational adjust-
ment and unemployment that arises during downturns, and the labour and
other shortages that arise during upswings in the cyclical pattern.

Addressing the problems assoclated with instability constitutes
one important rationale for certain kinds of government involvement in
the economy. Agricultural stabilization programs, unemployment
insurance programs, commodity storage programs, supply management
programs, and output subsidies during periods of low prices are all
measures that have been adopted in attempts to offset the effacts of
market instability.

Government measures to cushion impacts of Iinstability are not
without their difficulties however. Virtually all such measures are
premised on the belief that the troughs in commeodity cycles are tempo-
rary, and that demand and prices will, over a slightly longer period,
fluctuate around some higher mean. One of the most imporiant diffi-
culties is predicting what the longer term really holds. Reductions in
demand and declines in prices also occur in industries which are in
long term decline. Error in predicting the long term direction of
demand and prices can have serious consequences. Government interven-
tion in the name of stability, if premised on optimistic error, can
have the effect of maintaining production and capital supplies at
levels which are not sustainable over the long term.

If this is the case, there will arise two equally seriocus conse-
qguences. One is that labour and capital commitments will be higher
than can be justified if production is te be organized on an efficient
basis. This is particularly serious Iif there are other alternative
forms of employment of labour and capital which will resuit in higher
valued production through the use of such labour and capital. The
second is that government support for such industries may become a
necessary element in sustaining the industry over the longer term.
Aside from the contribution this makes to inefficlency, this can result
in government expenditures being locked in, in spite of the fact that
government could direct such expenditure efforts to higher valued, pre-
ferred activities. Withdrawal of support will force the adjustment
that would otherwise have been induced by the market, often causing
considerable human and political damage; while a failure to withdraw
support can generate increasing fiscal stress for the government{s)
involved.

it is clear market instability provides an important rationale for
government involvement, under certain circumstances. Measures which



reduce cyclical variations in capital and labour use, and in returns to
producers, can make an important contribution to economic well being.
However, where such measures involve mistaken predictions about the
long term direction of demand and prices, the consequences can be
adverse both for those within the affected industry, and for government
itself. It is thus Iimportant that government have a clear
understanding of its reasons for supporting an unstable industry, as
well as reliable information about the implications of action taken.
In particular, actions to absorb costs or supplement returns should
only be taken on an actuarially sound basis, where it is relatively
clear that future "booms" will generate surplusses sufficient to offset
any temporary price supports or cost offsets maintalned during cyclical
downturns.

The possibility of pursuing policies and measures which will
increase stabllity in particular sectors is obvicusly something that
governments can and perhaps should consider for the Yukon, particularly
with repect to the mining sector. Meaures which reduce costs and
increase returns may help to preserve investment and employment that is
clearly sustainable over the long term. However, in pursuing such
policles a number of questions need to be posed, including:

{1} How certain is it that prices will recover over the longer
term?

{2) How should the costs of such measures be shared betwesen
industry and governments?

{3} Can and should industry contribute to the costs from future
profits?

{4} Does government have the capacity to sustain the support
until prices recover? :

(5} Who gains most from the Increased stability {Yukon residents
or non-Yukon residents), what does this say about what level
of government should provide the support and to what extent
should support be provided?

NATURAL MONOPOLIES AND NATURAL UTILITIES

The phenomenon of natural monopolies has played a significant role
in both academic literature and government deliberations regarding
government involvement in the economy. Indeed, many who oppose govern-
ment intervention generally concede that, where a tendency to natural
monopolies exists, a prima facie case also exists for government to
play a role.



A tendency towards natural monopoly exists when both market forces
and efficiency suggest that a single supplier should meet customer
needs in a particular market. This may arise because of the existence
of economies of scale in production, such that the most efficlent size
of a production facility is very large relative to the size of a
market. Alternately, it may arise when the existence of more than one
supplier would lead to duplication of distribution facilitles, when a
single set of such facilitles would adequately serve customer needs.
The presence of more than one distributor will thus be both
inconvenient for customers and wasteful.

The economic imperatives in these situations are all in the
direction of monopoly. Competition will almost inevitably be displaced
by monopoly, as some firm gains the advantage in market share, and
exploits the lower per unit costs assoclated with larger scale to
further increase market share until complete dominance is achieved.
And even if competition does not quickiy yield this result, consumers
generally will quickly come to understand that a single supplier will
be able to reduce costs and extend the range and quality of service on
a cost recovery basis; leading to an inevitable demand for government
action to realize this result.

The result, while efficient as a basis of organizing production
and distribution, has ali of the standard problems assoclated with a
concentration of economic power. A monopeoly is no less powerful and
able to act contrary to the best interests of consumers simply because
efficiency and non-duplication of facilities provided the original
impetus for its creation. In particular, assurances that prices will
be as low as possible, and service will be extended to all as long as
costs can be recovered, will not necessarily be forthcoming where the
"natural" monopolist is able to make decisions on the basis of its ovm,
private interest, rather than the larger, public interest.

"Natural® monopolies, and the tendency toward concentration, can
be observed in many different economic sectors. Some obvious cases are
electricity generation, water and sewage treatment, transportation
equipment manufacture, airport facilities, rail lnes, and water,
sewage, gas, electricity, telephone and urban transit systems. Others
can be identified with similar characteristics, though it may be that a
smail number of producers, rather than a single producer, can meet the
needs of a particular market with the lowest possible production
costs.

A number of natural monopolies have come to be known as utilities,
although clearly not all are so classed. [In general, the distinguish-
ing feature of utilities is that they are not only natural monopolies,
but aiso that they provide goods and/or services which have become
recegnized by the public generally as necessary or essential to the
maintenance of a minimum standard of living. These include, at a



minimum, electricity generation and distribution, urban water and sewer
systems, telephone systems, and in at least some circumstances,
transportation systems.

In cases where natural monopolies are treated as utilities, there
is a strong rationale for, and public preference for, government in-
volvement in service and pricing decisions, decisions which in turn
extend to matters such as investment, financing, and business organi-
zation. Such government involvement can take two forms: regulation or
direct government ownership. Whichever is adopted, it is widely ac-
cepted that one or the other is essential, since decisions based on the
economic self-interest of the monopolist will tend to vyield prices
higher than needed to recover costs, and levels of service lower than
justified on the basis of economic and public policy criteria.

There has been much vigorous debate in the past, most of which
continues today, about the relative merits of public ownership versus
regulation in dealing with a natural monopoly. Those favouring
regulation tend to argue that public enterprise generally has too much
“"public" input into decision making, much of which has more to do with
political interests of governing parties then with public wants and

needs. The result, It is argued, 1is too Ilittle attention to
efficiency, profitability, and the restriction of “unjustified"
activity. This tendency Is Increased by the temptation of

government-owned enterprises to draw upon public financing with
relative ease, whenever financial difficulties develop. Thus, it is
argued, regulation is preferable because it provides a means of
" restricting government involvement in decisions to the essentials such
as rates of profit, prices, and quality and reach of service; while
maintaining the discipline of overall financial viabllity, needed for
the continued survival of a privately owned and financed firm.

Those favouring government ownership in cases of natural monopoly
tend to focus on two related factors. First, it is argued, the nature
of decision making in cases of natural monopoly is highly complex,
invelving a large number of important variables and a substantial num-
ber of differing public objectives. Regulation, it is argued, cannot
simply and effectively achieve its goals in such an environment. Regu-
lators cannot forsee all of the clrcumstances that may arise, and ail
of the factors that should go into a good decision. The most that
regulators can do is to establish a limited number of constraints on a
privately owned firm, which in many cases fails to encompass the
variety of objectives and trade-offs between them, which are important
to achieving maximum efficiency and effectiveness. Public ownership,
with public direction and accountability will more likely result in a
full consideration of all public interest objectives, with Iless
temptation to give private profit a priority position whenever
regulatory gaps and lapses appear.



Second, those favouring public ownership in the case of natural
monopolies argue that regulation itself is Inevitably a faulty process
in terms of accurately representing the public interest. According to
this view, regulation creates an unequal contest between privately
owned regulated firms and consumers. Consumers individually can only
realize relatively small gains through regulation, and can only
effectively argue for those gains before regulators If they are
prepared to absorb considerable expense. This is true even if
consumers argue their case collectively, since they have a disadvantage
In terms of Information, must incur considerable expense simply to
organize to argue their case, and will have difficulty in getting all
potential beneficiaries to join In financing the collective effort.
The monopoly firm, on the other hand, can realize large gains from
getting its way, faces no organizational costs since it is the sole
producer, and generaliy has superior informational, technical, and
financial resources to argue its case. The inevitable result, it is
argued, is that the regulated firm has a great advantage, with the not
surprising result that the regulatory process Is inevitably captured by
the monopoly firm, with decisions being generally favourably weighted
toward the Iinterests of the monopoly firm. A reliance on public
ownership, with public service rather than private profit as the
criterion for decision making, effectively eliminates, according to
this argument, the problems inherent in regulation.

The Yukon Government currently faces some important questions
regarding the future ownership and management of its public utilities.
The transfer of ownershlp of the electrical utllity is one such
example. With the completion of the transfer of ownership of this
utility, there will be a number of important questions that will have
to be answered regarding the contribution it can make to future
development. This will require, among other things, numerous decisions
regarding levels of service, the charges for such service, and
investment in generation and distribution facilities. '

PUBLIC GOODS AND PUBLIC FACILITIES

A careful examination of any relatively typical modern market
economy leads to the conclusion that there are a relatively substantial
number of goods and services which are provided by government, and for
which there is generally no charge to consumers or users in return for
their use or consumption. Further, It can be observed that regardiess
of what country or region of a country one observes, there are certain
of these goods which are common to every society. These include such
things as defense services, roadways, port facilities, parks, streets,
recreational facilities, weather forecasting and the like.
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Economists, in examining these situations, have concluded that
there are two common characteristics of the goods and services which
recur in each case. One is that it is often impossible or very expen-
sive to charge people for the goods or services involved, even though
people clearly want them. The result is that it is impossible, or not
financially feasible, to collect a fee or charge from people in return
for their consuming or using the thing. Under these circumstances, it
is not possible for private firms to provide the goods or services on
the basis of its private sale, since a price cannot be commanded be-
cause of the technical make-up of the good or service. Private firms
must cover costs and make a profit to survive, and this they cannot do
in these cases. Thus If these goods and services are to be provided in
the soclety, they must be provided by the public sector, through public
financing. The public sector (i.e. government) may, and often does,
contract with private sector firms to actually produce the good or ser-
vice; although whether it does so or not will often depend upon whether
it is cost effective to do so, whether quality specifications can be
established and monitored, and whether production reqguirements can be
effectively established and policed through contracts.

However, there is another feature of publicly provided goods and
services which is often present, and which could be a deciding factor
in not charging a price or a fee, even if one could be charged. This
is where it is possible to add users to a public facility or service at
no additional cost, once the facility or service Is in place. In these
cases, it ls argued that even if a price or fee can be charged, It
makes no sense to do so on public policy grounds, since any charge will
discourage certain people from making use of the service. Since per-
mitting additional people to use the good or service does not In any
way reduce benefits to others, or use up any additional preduction in-
puts; there Is a positive gain for soclety in letting them do so, since
there are real benefits to some additional people at no cost to socie-
ty. Thus, there Is a strong economic argument agalnst charging any
price at all. But again, if no price is to be charged, the good or
service must be financed with public funds.

The general conclusion is that there are certain kinds of goods
and services for which a price cannot be charged, or for which a price
should not be charged. These include consumer goods and services of
the kinds already mentioned. They also include certain kinds of goods
and services used in production, including lighthouse signals, weather
forecasts, research, provision of technical production information {eg.
manpower training, agricultural extension services), and transportation
infrastructure, including airports, railroad beds, highways. In all of
these cases, it is either difficult to charge a positive price, or per-
mitting additional users creates little or no extra cost te soclety, or
both. Since charging a price is either difficult or not justified, a
sirong case can be made for government producing and financing the pro-
duction of such goods.
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If government does not do so, there can be two results. In some
cases, as with defense, it is unlikely that the service will or can be
provided at all. In other cases, there may be some private arrange-
ments possible (private roads did exist in some countries in much
earlier times, for example}, but the level of or amount of service is
likely to be woefully inadequate; and overall productivity within the
economy Is likely to decrease markedly. In these cases, government
becomes a powerful force for ensuring that consumer wants are indeed
met in proportion to the value people put on things, and that the
economy is as productive as possible.

Public goods and public facilities can provide an important basis
for new investment and employment within an economy. Their production
in and of itself can often be contracted to private sector firms, as in
the case with many kinds of public facilities. In addition, many
public facilities require on-going employment In order to be operated.

Futher many kinds of public goods can be an important element in
assuring overall opportunities are realized in a particular sector. A
good example in the Yukon is the whole tourism and recreation sector.
Transportation infrastructure, parks, improvements in wilderness areas,
improved access to and facilities for recreation areas, etc., often
have the characteristics of public goods. People both inside and out-
side the Yukon place a high value on these things, and will make use of
them and enjoy them If they are provided. In so doing, opportunities
will develop and expand for many of the private sector activities which
can and will benefit from people so doing., such as hotels, restaurants,
bussing companies, airlines, outfitters, etc.

The real problem, however, Is one of how to finance such develop~
ments. By their very nature, it is not practical to try to charge a
price for their use. Financing them from taxes paid by Yukon residents
is to some degree unfair, since many of the direct beneficlaries are
from outside the Yukon. In addition, such taxes could become extremely
burdensome if borne only by Yukon residents.

There are really only three alternatives. One is to restrict the
development of such facllities, on the basis that they cannot be fairly
and practicably financed. A second is to develop special taxes which
approximately fall upon the primary users of the facilities. These
would include special sales taxes which tend to be borne by tourists
and users of public facilities related to tourism and recreation. And
a third is to seek out federal government support for the development
and operation of such facilities, on the basis that the direct benefi~
ciaries tend, to a greater degree at least, to be Canadian taxpapers as
opposed to Yukon taxpayers. This latter approach is of course the pri-
mary rationale for federal government financing of the tourism subsi-
diary agreement under the Canada/ Y ukon Economic Development Agreement;
as well as for other similar cost-sharing arrangements. |In general, it
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can be seen to be to the advantage of the Yukon to have its government
vigorously press for similar agreements, in order to ensure the fullest
possible development of the kinds of services and facilities referred
to.

BREAKDOWN IN MARKET INCENTIVES

The power of the market as a basis for organizing economic acti-
vity is that it provides a means through which members of society may
relate to one another in a social context, such that whenever a market
exchange takes place, both parties to the exchange are better off, and
no other affected parties are worse off. Further, when markets work
well, labour, capital and other inputs all get directed to their most
valued uses, based in the final analysis on what valuations consumers
place on things.

When goods and services have the properties of public goods, this
result will not be realized. However, this result wili also not be
realized when economic activity yields by-products which are not taken
into account, in economic terms, by those undertaking the activity.
This happens when there are impacts on others which cannot be, or are
not, priced.

Such impacts may be either beneficial or harmful, to those af-
fected. I[f they are beneficial, the results are twofold. First, those
who enjoy the benefit are able to do so without compensating those who
undertake the activity which produces the by-product, even though iis
value to those benefitting may be greater than the cost of producing
it. If the by-product were priced, on the other hand, those producing
it would get a return, and there would be an incentive to produce it in
keeping with its value to others. The overall effect is that market
incentives do not work effectively, and certain things are not
necessarily produced in amounts consistent with what would be the case
if market rules could be applied, and were in fact applied.

If the impacts are harmful., there are somewhat parallel dual ef-
fects, only inverted. First, those harmed are In effect giving up
something of value, but they are not in a position to extract compensa-
tion, since they cannot charge for the damage imposed. This is incon-
sistent with market principles, since effective and efficlient markets
ensure that anyone sacrificing something of value is compensated for
the. sacrifice. Second, those imposing the harm, as a by-product of
their primary activity, will not take the harmful impacts into account
as a cost. If they did, there would be an Iincentive to reduce the
amount of damage done, so as to avoid as much as possible that element
of cost. Once again, the results are different from what they would be
if markets ensured that people affected could charge for any damage
imposed upon them through activities of others.
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The first set of cases, where the by-products are beneficial to
others, are referred to by economists as external economies. There are
numerous examples, including various communicable disease prevention
measures, where a person's taking a vaccination protects the individual
while also reducing the probabilities of others being infected;
vocational training which improves the earning power of an individual
while also increasing the profits of an employer; business property
improvements which draw more customers to the business, but which
simultaneously increase patronage for other businesses in the business
district, etc.

The second set of cases, where the by-products are harmful to
others, are known by economists as external diseconomies. The most
prominent form of diseconomies are the various forms of poliution that
may be the by-products of industrial production, resources extraction,
or other forms of economic activity. One example is aircraft noise
generated in residential areas as a result of the over-flight of planes
on approaches and take-offs. The annoyance caused to householders is
something which would, if confined to private property, if permitted at
all, be charged for by the owner of the property {as would be the case
if one wished to dump refuse on privately owned property). However,
since property owners have no ability to exclude the plane operators
from "dumping® the noise on their property, no such charge can be
exacted. [f a charge could be exacted, it would act as an Incentive
for plane operators either to reduce noise, or if the charge was high
enough, eliminate it aitogether. Since it cannot, no such Iincentive
exists.

This kind of phenomenon essentially Involves a breakdown in the
normal working of marketl incentives. A market cannot be made to work
for these kinds of by-products, and thus some costs and/or benefits are
not taken into account by firms and other private decision makers.

Some sort of government involvement can be seen as a very positive
force in these situations, f undertaken with care and with good
information about the affected parties' evaiuations of the external
economies and/or diseconomies involved. Essentially, government
invoivement will be directed at creating incentives of a sort that
would exist if the by-products could be made marketable commodities.
The most common form of government involvement in these cases is
regulation to reduce or eliminate harmful by-products; taxes or charges
placed on the generation of harmful by-products., approximating the
prices affected parties would charge if it were technically possible to
do so; and subsidies which reward the elimination of harmful
by-products and the production of beneficial by-products. All of these
kinds of measures are commonly used in one set of circumstances or
another, and all can be seen as attempts to develop workable market
analogs which are aimed at a completion of market structures where gaps
exist for technical or institutional reasons.
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Governments in the Yukon have been, and will continue to be
confronted with numerous questions of the sort discussed here.
Particularly important are various problems associated with poliution,
environmental damage, and the disposal of wastes. Examples are
pollution of waterways, air poliution, the destruction of natural
environments, and the like.

It is very often difficult for the offending parties to see
government action on these things as a positive thing, but vyet in
economic terms, it clearly is if the pollution detracts from
productivity of other industries, or from the enjoyment that people
would normally get from the affected environment. Each of these are
very real costs to the firms or people affected. If markets worked
well, the affected parties would have to be compensated for their
sacrifices. This is clearly the normal situation when the actions of
one party impose costs on another.

However, because the cosis invoived do not get treated as a real
cost by the offending parties, there is no incentive for the offending
parties to take preventive action. Government action can be seen as an
attempt to represent the very real economic Interests of the affected
parties. Thus, government action to reduce river or lake pollution
which affects the fish population is clearly action taken to represent
the real economic interests of fishermen. Such action will increase
the productivity of fishing, and be a very real force in improving the
economic vitality of that sector.

Likewise government action to reduce air pollution Is an action
that “produces” something of very real value to many people. A well
performing economy is one that ensures that these things which are of
value do actually get produced. Thus, rather than being a hindrance to
economic performance, government regulation in these areas makes a very
real contribution to improved economic performance.

MARKETS AND CONCENTRATION OF POWER

One of the not inconsiderable virtues of an economy organized
around markets is that consumers are placed in a position of driving
the production system through their willingness to pay only so much for
particular amounts of things produced. So long as production of any
particular thing is dispersed among a large number of producers,
competition will insure the lowest prices (or willingness to pay)
possible, consistent with a recovery of costs, and that consumption is
at the largest possible level within this constraint.
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However, should production become concentrated into the hands of a
single or a small number of producers, the picture changes
considerably. Two results, in particular, have been widely discussed
and analyzed. The first is that prices are higher than would be the
case if competition prevailed, with surplus profits accruing to the
owners of capital in the monopolized industries. The second is that in
an economy with a high degree of concentration in a large number of
economic sectors, the firms are placed in a powerful position to
. influence economic outcomes in a wide variety of respects. Consumers,
the driving forces in a competitive market economy, become much less
influential in such an economy. The small number of large firms
produce a limited number of products, and give consumers what largely
amounts to a take it or leave it choice. Further, through advertising
and other communication techniques, the producing firms are able to
mold and shape consumer wants in keeping with the plans of the
corporation, rather than vice versa. And, larger firms with
substantial control over investment and employment, are able to
influence and shape government decisions in keeping with their wants
and plans, to a large extent.

To some considerable degree, this power over investment and em-
ployment has become a greater concern today than concern about the
power of large firms to extract monopoly profits from consumers. The
multi-national base of operations of many firms, combined with a high
degree of international mobllity of capital, has meant that much in-
vestment has little regional or national loyalty. The idea that entre-
preneurial initiatives will share community, regional or national goals
of a population has little meaning when applied to the large
multi-national corporations. Head offices are based far from the
proeducing operations, and important decisions depend as much on what is
going on elsewhere in the world as on local conditions or
opportunities.

Notwithstanding the many problems associated with large scale cor-
porations with substantial economic and political power, the concentra-
tion of production of particulear goods into the hands of a limited
number of producers has without doubt contributed significantly to the
immense productivity and standard of living gains of the last century.
Virtually no student of the industrial economy will deny this point.
Whether this will continue to be the case in the growing service and
high technology industries, which will constitute a large part of the
economy in the future is more guestionable. However, it is clear that,
in the major processing and manufacturing Industries, a return to small
scale operations would only be possible at considerable cost in terms
of productivity.

It is clear that any corrective actions contemplated as a resuit
of the concentration of economic power in today's economy must come
largely from governments. Any actions considered must be pragmatic,
and taken with a full recognition that a reversal of many elements of
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the concentration of economic power would be neither feasible nor wise.
However, there are measures which to some degree at least, can
ameliorate some of the less desirable features of such concentrations.
These may include laws against practices which restrict competition to
less than what would otherwise apply, prohibitions against acquisitions
or combinations which have no economic rationale, measures which assure
a place for community, regionally or nationally owned corporations in
expleoiting opportunities which would otherwise go by default to
multi-national corporations, financing and other arrangements which
equalize the playing field between smaller and medium sized businesses
and the large corporations, etc. Of course, each of these kinds of
measures must be carefully examined in terms of actual impacts in
actua!l situations, since unintended effects can be an Important
consideration when contemplating such measures. In addition, some will
be inappropriate for some levels of government while appropriate for
other levels of government, making the wisdom of their actual
application dependent upon whether local, provincial, or national
governments will be responsible.

Generally speaking, it is accepted that the potential contribution
that a level of government below the national government can make in
this area is small, because large corporations are national and
international in scope. in addition, there are severe constitutional
and legal restrictions on the power of a government such as the Yukon
Government to act. However, financing arrangements and government
purchasing policies which favour smaller Yukon owned businesses are
examples of policies which can make a contribution in this regard.

ECONOMIC JUSTICE

One of the most powerful and commonly voiced criticisms of market
economies is that they tend, if left untended by government, to result
in unfair economic results. Disparities in wealth, income, and overall
wall being are extremely large in most modern market economies, and
tend to continue to be so even in the face of numerous activities of
governments designed to ameliorate the situation.

There are many different ways of attempting to define the degree of
economic disparity in objective terms. The two most common are:

(i} to observe the distribution of income or wesalth among
different groupings of the population.

This is done by rank ordering all individuals from the lowest
to the highest in terms of income, along with the amount of
income earned by each. The individuals are then grouped into
groups of equal numbers {(each group containing, say, 20% of the
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population, in which case they are called quintile groups),
with the first group containing the 20% with the lowest income,
the next group with the next lowest incomes, and so on. The
result will be a statement of the distribution of income by
income groups, showing what percent of total income is received
by each of the income groups.

The foliowing shows the resuilts for Canada in 1978, where
individuals are treated as single individuals or families
living under one roof, and income is all income Iincluding
government transfers.

TABLE A
Distribution of Income by income Groups
1978

income Group % of Total Income
Lowest 20% 5.1
21% - 40% 10.4
51% - 60% 17.6
61% - 80% 25.2
Highest 20% ‘ 82.7

{o establish a minimum income level required to maintain a
minimum standard of living for families of a given size, and to
establish the number of families falling below this minimum.
This minimum is sometimes referred to as the poverty line.

Recent studies show that over 20% of all families in Canada
fali below the poverty Iline. This too is a relatively
startling result, and supports the view that economic outcomes
for families today are less than desirable.

The real difficulties arise in determining whether governments
should do something about this situation, and if so, what
should be done. Some people argue that a market economy
rewards people in keeping with individual effort, and that the
results are in fact fair. Any attempt to address Inequalities
will necessarily mean taking something away from some people to
improve the conditions of others, which according to this
school of thought is unfair to those whose effort and initia-
tives have placed them in a2 superior position.

Others will argue that poverty and inequalities are the
consequence of a complex set of historical and contemporary
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circumstances, of which individual effort is only a small part.
It is unfair to make people prisoners of these circumstances;
and no society which values fairness and justice will be
prepared to leave at least the worst of the inequalities
unattended. And, it is argued, it is clear that all societies
do, to a greater or lesser degree, value economic fairness and
economic justice. This is exhibited iIn the varicus voluntary
organizations which direct their efforts to this end. And it
is also confirmed by the fact that all political organizations,
and all governments, find themselves forced to some degree to
respond to socletal demands to address poverty, and extremes In
income distribution.

Generally speaking., it is also agreed that if poverty is to be
addressed, governments must be a major force. Governments have
almost exclusive access to the various instruments that might
be utilized.

The approaches that governments can use are varied, and can
have quite different effects and implications. These
approaches can be broadly divided inte two major categories:

1. measures to ensure greater equality of opportunity amongst
people, and

2. measures to ensure directly, greater equality of results
amongst people.

The first of these approaches include many of the education and
training functions directed at vyoung people, financial assistance
provided to those prepared to train or retrain, many labour market
policies which help people make adjustments to new employment oppor-
tunities, affirmative action programs, and to some degree housing
assistance, universally accessible medical care and other measures
undertaken to ensure as much as possible that people are not physically
or socially disadvantaged when it comes to undertaking productive
work .

The second of these approaches include social assistance, guaran-
teed annual! incomes, unemployment assistance, old age assistance and
other money transfers from governmenis to individuals and families
which directly increase disposable Income from what it would otherwise
be. They also often include the partial or total financing of particu-
lar goods and services s¢ as to increase the amount consumed above the
amount which would otherwise be affordable. Included in this latter
group are free education, free or subsidized medical care, subsidized
housing for low income people, subsidized public transportation, subsi-
dized energy, subsidized child care, etc.
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One of the on-going debates about the merits of measures designed
to achieve greater economic equality directly (what might be broadly
called union re~-distribution measures) centres on whether such measures
detract from the efficient working of the economy. Where direct income
transfers are involved, there is often a concern about whether such
measures reduce work incentives within the economy. While this remains
one of the great unsettled questions of economic policy, it is
generally agreed that some approaches are less likely to reduce work
incentives than others {eg. negative income tax approach as opposed to
the welfare approach). Where particular goods and services are
partially or wholly government financed, the most general concern
becomes one of over consumption, and of how to reduce wasteful or
unnecessary consumption that may result. This concern is reflected in
the often heard suggestion that ways must be found te ration the
consumption of medical services, or to encourage conservation of energy
where energy subsidies are used to ameliorate the hardship for low
income people when energy prices are high.

Clearly the Yukon Government can and does undertake many activi-
ties designed to correct for economic inequalities. Many such measures
are partially financed by the Federal Government. Others are totally
financed by the Federal Government, because of the general interest In
poverty and inequality as a question of national interest.

Some areas where the Yukon Government has the capacity to make a
positive contribution beyond that already made include:

{1} equality of opportunity in employment, and the use of affir-
mative action and employment equity measures to achieve grea-
ter equality of opportunity for women, native people, the
disabled, and poorer people generaily. ‘

{2) measures to generate greater equality of participation in
education and training

{3) improved access to housing for poor peép%e

(4} improved access to investment capital for those with limited
resgources.

Most of these, and other measures, will be considered in other
papers prepared for this conference. It should be noted that in at
least some of the above cases, measures indicated could make a positive
contribution to the generation of increased employment and business
opportunities. However, as is often the case, the problem of financing
" such measures is less easily resolved. While a clear case for govern-
ment financing can be made, such financing may not be possible within
the limited financial resources of the Yukon Government. Under these
circumstances, at least partial federal government financing is clearly
an optien. But without it, the potential for such measures will be
clearly limited.



26

FISCAL EQUITY

in a country like Canada, with its highly diverse geographic and
economic character, concern is often expressed about regional dispari-
ties, and the need to ensure that people in different regions are
treated fairly and equally. This is obviously a complex matter, and
one that cannot be reduced to simple terms. For instance, if absolute
equality between all individuals in all respects is not viewed as rea-
sonable or practical, it foliows that absolute equality between indivi-
duals across regions is not reasonable or practical.

It is generally accepted that absoclute wage and salary equality is
not a reasonable goal, since differentials here may play at least some
role in encouraging labour force adjustments. And it is generally
accepted that prices of goods and services cannot everywhere be equal
because of differentials In transportation costs.

However, a general consensus has been reached in Canada that all
people should have equal access to basic and essential public services,
of an equal quality, without carrving substantially different tax bur-
dens {i.e. fiscal equity). The achievement of this goal is complicated
by the fact that different services are provided by different levels of
government, and thus there is no single government with the capacity to
ensure this result.

The mechanism that has developed to achieve the desired result is
fiscal transfers, or equalization payments, from higher levels of
government to lower levels of government. For Canada, these kinds of
arrangements have developed to a relatively high degree of sophistica-
tion, particularly at the national level. The basic structure of these
arrangements is that the federal government undertakes to help other
governments make all of the basic public services available at a
standard equivalent to a national average, while assessing taxes at no
higher levels than national averages. [t does this by making payments
to provinces and territories as equalization payments.

The federal government thus becomes an important force in attempt-
ing to assure economic equality, at least in terms of the provision of
basic public services. During times of large deficits and fiscal
restraint, however, pressures always eXist to reduce the federal
government exposure under these programs.

The federal government commitment to fiscal equity is obviously
something that is important to Yukon. The maintenance of an acceptable
standard of living for Yukon people will depend upon a continued
federal government commitment to fiscal equity, and a fair application
of the principle to Yukon.
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it should be recognized that some critics question the idea of
fiscal equity, on the basis that it can reduce the incentives for
population adjustments when regions face economic decline. The
response to this criticism is that declining wages and salaries and
rising unemployment create an already strong incentive for population
adjustments, and that sub-standard public services are an unfair and
unjust way to reinforce this pressure. Indeed, it can be argued that
people, as a national right of citizenship, should have access to all
public services on fair and equitable services; and that any movement
away from this constitutes an infringement of Canada's essential
national fabric.

One further point should be made in this regard. Public services
are economic goods and services of value, just as are other goods and
services. The fact that they are government provided makes them no
less valuable or legitimate. And as such, they constitute an important
and legitimate foundation for business opportunities and employment
creation. Thus, fiscal transfers contribute directly to business
activity and employment which is valuable and important to citizens.
Stable fiscal arrangements with the federal government, based on a full
acceptance of fiscal equity, are thus an important force In building
and maintaining a strong and vibrant Yukon.

OVERALL ECONOMIC STABILIZATION

Ever since the Great Depression of the 1930's, and following on
the work of John Maynard Keynes, it has been recognized that
governments can be an important force In ensuring that labour is fuily
employed, and business production capital fully utilized. Keynes and
others suggested that recessions and depressions can be seen as
situations where labour and plant capacity generally is employed at
less than full capacity because people are unwilling to spend enough to
ensure full employment. The problem, it is suggested, is that there is
not enough overall spending, or total demand in the economy.

Likewise, the same kind of analysis suggested that inflation
generally results from excessive total demand in the economy; or put
another way, too much spending pursuing too few goods and services.
tinder these conditions, both employees and firms are able to
continually increase wages and prices, resulting in the phenomenon of
inflation.

A logical conclusion, applied to recession and depressions, is
that governments can step in to encourage or directly Iincrease
spending. in this way taking up the slack until conditions again return
to normal. Governments can encourage spending by cutting taxes,
reducing interest vrates, or Iincreasing the amount of money In
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circulation. Alternately, governments can increase thelr own spending
directly by starting new capital projects or introducing new programs.
All of these measures will have the effect of increasing total demand,
and increasing employment and business returns. The Increased
employment and business returns will further increase spending, with
the result that there is a multiplier effect resulting from any such
measures.

The 1970's and 1980's have been a period of substantial debate
about the wisdom and effectiveness of such measures. Some have argued
that government measures to increase total demand will be ultimately
self defeating since some inflation is an inevitable result, and
inflation will deter people from spending more. Others have argued
that tooc many government measures fto increase total demand are
irreversible, with the result that what is right at one point in time
will turn out to be wrong for some future point. And yet others have
argued that an acceptance of the Keynesian ideas resulis in progres-
sively greater government invoivement, which eventually produces incen-
tives for private sector initiative.

Notwithstanding these arguments, it is generally conceded that
government can be an important force in increasing overall employment
and levels of business activity. The extent to which subsidiary
negative effects can be guarded against nevertheless remains an
important subject of debate.

One consideration here is important. The extent to which a
government can affect overall demand for goods and services produced in
its jurisdiction, and thus employment and business activity in the
jurisdiction is dependent upon the extent to which the affected
spending draws upon production from within the geographic area for
which the relevant government is responsible. The smaller that
geographic area, the more will goods and services consumed within it be
produced outside the area; and the greater will any stimulate to
spending be dissipated outside the affected area.

This has important implication for "demand management" measures
contemplated by the Yukon Government. GCenerally speaking, measures
which have a general impact {(eg. tax cuts, general increases in
government spending) will have more of an impact outside of the Yukon
than within it. As a result, general economic stimulation is not
considered to be an appropriate goal for the Yukon Government. The
impact on Yukon employment and business activity will likely be small,
and thus much less cost effective than measures targetied to specific
sectoral development opportunities with relatively large Yukon
payoffs.
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ECONOMIC GROWTH AND DEVELOPMENT

One of the important considerations that needs to be taken into
account when examining the role of government in the economy, is the
whole complex question of growth and develoepment. To some degree,
these are two separate, but related questions.

Economic growth generally refers to the capacity and ability of an
economy to increase its production capacity, and to capitalize upon
such improvements in its productivity capacity. Economic growth is
dependent upon a number of things, including new investment, the
development and utilization of new technologies and new production
techniques, improvements in the skills and knowledge of the work force
(including management), and dynamic and creative entrepreneurship. And
it is dependent upon all of these things being appilied to activities
that will secure future opportunities. An appropriate growth strategy
will vield two results: increased productivity and increased real
incomes for the affected population.

Economic development, on the other hand, can be seen as a somewhat
more complex outcome, related to a more comprehensive view of the
process of economic change and adaptation. Economic development goes
beyond the simple goals of growth and improved real incomes, and also
encempasses goals of increased independence, structural change which
assures that growth is realized in those areas which have the greatest
long term benefits, and improved quality of work and quality of life.
As such, developmental goals are much more complex and general than
those implied by growth alone; although growth can be, and usually is,
encompassed within developmental goals.

Regional economic development encompasses one perspective on
economic development that is extremely important in Canada. The
structure of Canada itself has meant that generally speaking, many
regions of Canada are economically disadvantaged, relative to others.
in particular, Central Canada has historically, and continues today, to
enjoy substantial advantages over other regions due to a larger
population, lower transportation costs into major markets, and the
concentration of financial and investment institutions within the
region. The general result has been that much of the industrial and
processing activity in Canada is concentrated in Central Canada, and
that many of the major Investment and other economically important
decisions are made in Central Canada. Conversely, the other regions
have tended to depend upon resources unique fo the region for the
ecenomic well being, with few linkages to processing and manufacturing,
and few regionally based financlal and investment institutions.

in this respect, the Yukon is very much like other regions outside
of Central Canada, when compared with Central Canada. The resource
extraction industries make up a much higher proportion of the total
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value of production, while the manufacturing and processing industries

make up a much smaller proportion. Similarly with transportation.
Aside from the small business sector, there is a high degree of
concentration of outside or external ownership. Financial and

investment institutions are owned and controlied by corporations with
head offices in Central Canada, with the result that investment
opportunities do not receive the same attention and the same support as
in Central Canada.

In virtually all of the other jurisdictions in Canada, governments
have viewed this situation as less than desirable, and have attempted
tc become a force for change through various provincial, and
federal-provincial initiatives. These initiatives have tended to take
the following forms:

{1} the development of regionaily based financial institutions,
which have the sensitivity and flexibility to recognize and
support regional opportunities. These have included private
sector, public sector and co-operative institutions.

{2} the development of incentives and special support for in-
creased diversification of regional economies, to get away
from resource based dependency. These have included support
for diversification based on forward and backward linkages
with the resource industries, which constitute the strength
of the regional economies.

(3} support for the development of regionally owned and
controlled business corporations, particulariy in  those
sectors which tend to be dominated by externally owned and
controlled firms. Most of these supports are tied in some
way to the need for regionally based entrepreneurship,
particularly as it relates to new and expanding industries.

{4)  support for the improvement of goods based transportation
systems.

{5) support for the development of, and application of new
technologies appropriate to the needs of, and opportunities
within, the region.

{(6) support for worker and management training. appropriate for
the employment and business opportunities of the region.

(7} support for the development of new markets, particularly
outside of the jurisdiction and outside of the country.
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Clearly, given the similarities between the Yukon and many of the
provinces of Canada, a strong case can be made for similar initiatives
te be undertaken by the Yukon Government. The Yukon Government is also
best equipped to identify the exact kinds of measures that will be
acceptable to Yukon peopie. And the Yukon Government is best equipped
to speak for Yukon people, and for the interests of the Yukon.

Obviously, a number of important measures of the sort referred to
have already been initiated. But much more could be done. This is
particularly true in the areas of financial institutions, investment
financing, the development and application of new technologies,
education and training, and the encouragement of Yukon based
entrepreneurship.

In developing a strategy in this regard, two important general
guestions need to be addressed. The first is to determine what role
public, and quasi-public enterprise should play in such a strategy.
This is obviously a potentially controversial subject, but nonetheless
important because of it. The second is how to finance those measures
which will not be self financing.

Turning to the first of these questions, some general observations
can be advanced. Most of the Western Canadian provinces, regardiess of
the political persuasion of the government, have concluded that provin-
cially or regionally based enterprises, capable of entrepreneurial ini-
tiatives and the mobilization of capital, are essential if developmen-
tal goals are to be met in key sectors. And generally they have con-
ciuded that government must play a pivotal and critical role.

All have, as a result, established government owned investment
financing iInstitutions. Generally, these institutions fill some of the
needs that are left unfilled by the established financial institutions.
These government institutions commonly provide debt financing and
asscciated financial services to business enterprises. in addition,
some engage in equity financing, generally on a joint venture basis.
The Yukon Government has recently enacted legislation establishing the
Yukon Development Corporation. Clearly this Ceorporation could
undertake many activities similar to those provided by many provincial
government institutions.

At the same time, a number of provincial governments have taken
steps to create enterprises expiicitly intended to apply provincisily
based entrepreneurship and investment to particular sectoral opportuni-
ties, thereby reducing dependency on external enterprises for such ini-
tiatives. These have tended to be concentrated in the energy., resour-
ces, and transportation sectors. Typlcally these have been government
owned enterprises, at least in the Initial stages of development, al-
though many have been partially or wholly "privatized" as they mature.
Others have operated as joint ventures between government and existing
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corporations right from the start. Examples are the Alberta Energy
Corporation and Pacific Western Airlines in Alberta, uranium mining,
potash mining and oil and gas in Saskatchewan, and forestry and energy
in British Columblia.

In all of these cases, provincial officials maintain that these
initiatives are instrumental in accelerating development, and In
ensuring that development takes place in keeping with provincial
interests. Increased investment and employment, increased retention of
profits within the province, the creation of provincially based head
offices, purchasing policies more responsive to the needs of local
suppliers, and a greater capacity to pursue provincially determined
development strategies are all cited as advantages of these
initiatives. In general, there is also a belief that entrepreneurial
initiative has been enhanced, compared to the situation where such
initiative largely came from outside the province.

An important question for the Yukon Government and Yukon people is
whether or not a similar strategy is applicable to the Yukon. In cer-
tain respects, this depends upon a judgement as to whether similar ap-
proaches would in fact work in the Yukon. It also depends upon whether
the government can and/or should assume the risk that necessarily goes
with the adoption of these kinds of general approaches.

It was suggested in the foregoing that other developmental mea-
sures are also worthy of consideration, some of which were indicated.
However, as was also indicated, many of these are not self-financing in
the way that public enterprises and quasi-public enterprises are. As a
resuit, initiatives in these areas can be problematic in terms of
whether they are worthwhile relative to the cost, and whether the
goevernment is in a position to finance them. Thus expenditures in sup-
port of such developmental initiatives must be assessed relative to the
return that they will generate, and the fiscal capacity of government.
For those that are worthwhile, fiscal capacity for the Yukeon Government
is clearly an important consideration. In the absence of sufficient
Yukon Government finances to support them, an alternative is for the
Yukon Government to seek federal support for such initiatives. Federal
support can be justified on the basis of fiscal equity, and the federai
responsibility to ensure balanced regional development across the
country.

SUPPORTING STRUCTURAL CHANGE

Many governments -- provincial, national and territorial -- have
undertaken to support a restructuring of their economies in Kkeeping
with the changing nature of economic opportunities. Modern economies
are virtuaily all feeling the pressure for structural change and adap-
tation, in response to rapidly changing economic conditions throughout
the world.
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Many factors have contributed to the changing economic environ-
ment. At the risk of oversimplification, a few of the more important
can be mentioned. One is the effect of reduced consumption of many
resource commodities as a result of the relatively high prices of the
1970's. In many cases, users of these products have either found ways
of reducing consumption directly, or have found cheaper substitutes to
which they now remain committed. Another is the impact of industriali-
zation in previously non-industrial countries which have a lower wage
and cost structure than do the older industrialized countries. In many
cases, old established industries are simply no longer competitive (eg.
textiles, economy cars, small appliances, etc.)] A third is the impact
of new technologies which have given the competitive advantage to those
with the greatest ablility to adapt and implement such technologies A
fourth is the growing importance of the service industries in many
modern economies, with incredible implications in terms of job skills,
earnings and investment.

The impact of all of these factors differs depending upon history,
geographic location, resource dependency and degree of industrializa-
tion. However most economies in the mature industrialized countries
have been affected to a significant degree.

Many governments in Canada ~- federal, provincial and territorial
-- have attempted to respond to these changes in order to assist the
process of adaptation and change. The basic assumption, which is guite
valid, is that the whole structural orientation, meaning the relative
importance of the different sectors, is going to have to change. The
basic goal is to assist in this process of change, in order to decrease
dependency on declining Industries and to increase the importance of
expanding industries with new opportunities. A secondary goal is to
cushion the impact of change, so as to minimize the amount of hardship
and disruption associated with change.

The overall policy thrust in this regard is often referred to as
"industrial strategy". In order to make it work, it needs to include
three primary components. One is effective planning, in order to
anticipate the future and to identify where new opportunities lle. A
second is the ability to identify constraints to change, and the
implications of change. And z third is to develop policy instruments
which will positively contribute to change, and cushion the impacts of
change without interfering with change itself.

There is much debate about whether such an industrial strategy is
within the reach of governments. Many suggest that governments cannot
acquire the needed information about the future, and that they cannot
respond quickly enocugh to changing circumstances, to make the whole
thing workable. Others respond with the claim that no economy can
respond quickiy enough and with the required cushioning of impacts,
unless government is itself a force in the process of change.
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in general, it appears that changes in industrial structure are
best accommodated and facilitated if government acts as a supportive
force in the whole process, without becoming the controlling force.
And in general a strong argument can be made for the active involvement
of provincial and regional governments, with their relatively close
identification with needs and opportunities.

As such. it is suggested that the Yukoen Government can play a role
in the re-structuring of the Yukon economy currently underway. (This
re-structuring is discussed in another paper for this conference on
diversification and industrial re-structuring.} And one very Important
contribution that the Yukon Government can make is in facilitating
co-operative planning. For this reason, Yukon 2000 can itself perhaps
be seen as one of the most important contributions that the Yukon
Government can make to the process of structural change. Understanding
the nature and direction of change is the first pre-requisite to under-
standing what can be done to facilitate change. Creating such under-
standing is one of the greatest potential benefits of Yukon 2000.

SUMMARY AND CONCLUSIONS

This paper has identified a variety of ways that governments may
be an important force in a modern economy, and particularly the Yukon
economy. These are summarized in the following.

Sectoral instability, such as that experienced by important parts
of Yukon mining, can have serious impacts on employment and investment.
To the extent that periods of low prices and reduced production are a
temporary condition, government can make an important contribution to
longer term stability. through assistance to maintain employment and
output. Difficulties can arise however, if expectations for recovery
prove to be unfounded, or overly optimistic. In these cases. it will
prove both difficult and unwise to maintain such support.

Public utilities provide a number of essential services to people
and industry. Such utilities generally make an important contribution
to the development of a region. Because of this fact and the monopoly
structure of utilities, government generally assumes an important role
in guiding and directing such utilities. The two mechanisms for doing
s¢ are regulation and public ownership. Public utilities in the Yukon
include electricity generation and distribution, telephones and tele-
communications, pipeline transport of petroleum, and rail transport.
The role that the Yukon Government can and should play in each of these
cases deserves careful examination.
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There are a variety of public services and public facilities which
simply must be provided by the public sector, if they are to be pro-
vided at all with a reasonable degree of success. This is because it
is extremely difficult for private firms to charge a price for their
use, and thus almost impossible to depend upon private firms for their
provision. Often these are extremely important to the economic devel-
opment of a region. Included in this category are: the infrastructure
underlying development (e.g. roads, airports, etc.}. research and
development, training, extension services, and public facilities such
as parks and recreational facilities. Failure by government to provide
these things can seriously undermine the development of a region, since
many employment and business opportunities depend upon them. It is
important that the Yukon Government take an active role in this
respect, although the cost of financing them can be expected to be a
problem. In order to address this problem, cost-sharing arrangements
with the Federal Government must be actively expiored.

Occasions arise when markets are unable to capture within them the
benefits and/or costs arising from certain by-products of economic
activity. When this happens, there are no incentives to take the
effects of such by-products inte account. One important example is
poliution. Without incentives to reduce pollution, the implications
for affected people or indusiries can be substantial. An efficient and
productive economy can often only be realized if government is prepared
to intervene in such cases.

Concentrations of economic power occur when a small number of
large firms tend to dominate an industry. This can increase costs, and
cause development to be less sensitive to local and regional needs and
aspirations. The ability of governments to alter this situation Iis
limited, aithough in the case of the Yukon., the government can achieve
some redress through special measures to support small business devel-
opment in the Yukon. This may include capital financing, technical
assistance, and selective purchasing policies.

The distribution of income is a matter of considerable importance
within any economy. The capacity to reduce inequalities must largely
be the responsibility of government. The Yukeon Government has numerous
options avallable to assist in this regard. included are measures to
improve equality of opportunity in employment and business, through
special measures aimed at the poor, women, and Indian people. These
measures could include special training., selected business development
assistance and affirmative action. The government may also address
income inequalities directly either through Iincome supplements, or
through the subsidization of essentials such as education, heaith care,
food, and housing.
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The degree of equality in public services across regions in Canada
is a matter of major concern. The achievement of such equality, with-
out undue burden on the taxpayers of a region, has been explicitly
accepted by the Federal Government as a national goal in order to
ensure fairness and to support regional development. This Is accom-~
plished through various forms of equalization payments. The full
development of the Yukon will depend upon the Yukon Government being
able to ensure that the Federal Government fully respects the principle
of fiscal equity in its financial arrangements with the Yukon Govern-
ment.

Full employment, general business prosperity, and on-geoing growth
and economic development are important goals of any society. In the
Yukon, these are especially important because of the relatively remote-
ness of the region and Yukon dependence on uncertain and volatile
external economic conditions. A simple reality of Yukon existence is
that these goals cannot be realized without active involvement of
governments. Some such actions, concerned with ensuring that economic
demand for goods and services generally is adequate to maintain a buoy~-
ant economy, can only be effectively undertaken by the Federal Govern-
ment. Others, such as measures to support the development of specific
sectors or sub-regions, or to deal with specific developmental con-
straints, may very well be appropriate for the Yukon Government.
included in this category are investment financing, support for greater
Yukon-based business initiatives, development of new technologies,
skills development, and the development of external markets. [nitia-
tives in this regard raise critical questions about a possible role for
public sector enterprises, and about the relationship between public
sector enterprises and the private sector. They also raise important
questions regarding the financing of such initiatives. Structural
change within the Yuken economy., much of it forced upon the Yukon by
external circumstances, tends also ¢ generate special and unigue
demands upon governments. Co-operative planning, involving all members
of Yukon society, is essential If a positive response to such change is
to be developed.

All of the above suggest important ways that governments, and the
Yukon Government in particular, can be a positive force in the economy.
The extent to which it can and should be such a force depends upon a
number of things. Among these are the relative importance of the
various goals of Yukon people, the capacity of government to mobilize
the human and financial rescurces to do the job, and the willingness of
people to accept government as a positive contributor to development.
Maximum effectiveness of government will depend on reaching a consensus
within the Yukon on the role government should play. A careful
consideration of this question must be a priority as Yukon 2000
proceeds.



