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Abstract

This study assesses critically the conceptualisation and operationalisation of

variants ofthe de-industrialization thesis that have been proposed in Canada, the United

States, and United Kingdom. A series ofoperational measures are identified and then

applied to the case ofCanada to determine if it has been losing its manufacturing base.

Long term data on employment, output, investment, and trade are examined for the

manufacturing sector as a whole. Certain general trends are aIso contrasted with those of

other G-7 countries. Further, the study considers trends in the major manufaeturing

industries (two digit SIC) and in the sub-industry groups: automotive, steel, and pulp and

paper. The data are mainly from Statistics Canada publications and U.S. Bureau of

Labor Statistics. The evidence runs counter to the expeetations ofthe de

industrialization thesis. Canada's manufacturing base bas general1y grown.
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Résumé

Cette étude est une évaluation critique de la conceptualisation et de

l'opérationnalisation des variantes de la théorie de désindustrialisation proposées au

Canada, aux États-Unis et au Royaume-Uni. Une série d'indicateurs sont dégagés et

concrétisés afin de déterminer s'il Ya eu une érosion du secteur manufacturier canadien.

Des donneés à long terme pour le secteur manufacturier concernant l'emploi, la

production, les investissements, et le commerce international sont examinées. Une

comparaison est établie avec d'autres grands pays industrialisés (le G-7) relativement à

certainnes tendances générales. De plus, cet ouvrage examine les changements dans les

grands groupes des industries manufacturiéres (classification type des industries à deux

chiffies) et trois sous-branches d'activité: "l'automobile," "l'acier," et les "pâtes et

papier." Les données utilisées dans cet ouvrage proviennent principalement des

publications de Statistique Canada et le U.S. Bureau ofLabor Statistics. La preuve va à

l'encontre des attentes des tenants de la thèse de la désindustrialisation car, en générale,

la base manufacturier canadienne a augmenté.
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ChapterOne

INTRODUCTION

In advanced capitalist democracies "industrial restructuring" has been a main

theme in academic, joumalistic, and public policy debates for the better part oftwo

decades. Many observers believe that deep-rooted structural difficulties in sorne of

these countries, including Canada, have eroded their industrial base. The fear is that

these countries are "de-industrializing."

But what is de-indUS1rialization? The term has promptly entered the language of

industrial restructuring, as is evident from its inclusion in specialized dictionaries from

various disciplines. However, as the sample ofdictionary definitions in Table 1.1

illustrates, tbere is no common agreement on the meaning ofde-industrialization. The

MIT Dictionary ofModem Economies uses the term to refer to the tertiarization ofthe

economy and the labour force. The Penguin Dictionazy ofEconomies points specifically

1



• TABLE 1.1: Excerpts of Dictionary Definitions ofDe-indnstrialization.

Dictionary Excerpt (definition)

•

Penguin Dietianary ofEconomies "A decline in the share ofmanufacturing in national
(Bannock, Baxter and Davis 1992) income."

MIT Dietionary ofModem Economies "A development in a national economy towards an
(pearce, 1992) increasing share ofthe gross domestic produet or of

employment being accounted for by services."

Dietionary afEconomies "The decline ofa country's manufaeturing industry
(Rutherford 1992) absolutely or relatively."

Harper Collins Dietionary ofEconomies "A sustained faIl in the proportion ofnational output
(P~ Lowes, Davies, and Kronish 1991) accounted for by the industrial and manufacturing

sectors ofthe economy, a process often accompanied
by a decline in the number ofpeopie employed in
industry.n

Oxjôrd Dietionaryfor the Business World "Substantial fal1 in the importance of the manufacturing
(no author, 1993) sector in the economy ofan industrialized nation as it

becomes uncompetitive with its neighbours."

Canadian Dietionary ofBusiness and "'A contraction in manufacturing activity in a country
Economies due to its lack ofcompetitiveness and the ability of
(Crane 1993) investors te eam a better retum from manufacturing in

other parts ofthe world."

International BusiTless Dietionary and "'Is the sustained flight ofcapital from a developed
Reference country (where retums are less advantageous) ta other
(Presner 1991) industrial developed COWltries (where the retums are

better)." The Canada-US Free Trade Agreement is
given as a cause ofCanada.'s "considerable
deindustrialization..."

McGraw-Hill Dietionary ofInternational "A decline in a nation's manufacturing productivity and
Trade and Finance output. The decline can result from poor labor
(Gipson 1994) relations, inadequate capital investment, or short-term

management bias. Govemmentpolicies cao also
contribute to misalIocated resources and poor national
investment strategies."

Penguin Dietionary ofSociology "The importance ofmanufactwing industry bas
(Abercombie, Hill, and Turner 1988) declined in a number of industrial societies, when

measured bythe share ofmanufacturing in total output
or the proportion ofthe population employed in
manufacturing."

2
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to a tise in the share ofmanufacturing in total output. The Harper Collins Dictionaor of

Economies and The Penguin Dictionary ofSociology refer ta the relative drop ofthe

industria4 or manufacturing sector, in total output and labour force. Instead, The

DictionaIY ofEconomies points to either a relative or absolute decline in manufacturing

aetivity. The Oxford Dictioncuy for the Business Worid defines it as a "substantial fall"

in manufacturing activity because the sector is uncompetitive. According to The

Canadian Dictionaty ofBusiness and Economies, de-industrialization is a "'contraction in

manufacturing activity" because investors are able to achieve better returns elsewhere in

the world. The International Business Dictiomuy and Reference is more explicit; it

emphasizes the "sustained flight ofcapital" frOID one developed country to other

developed countries, and also names the Canada-US Free Trade Agreement as a cause of

Canada's de-industrialization. Hence, while the term. de-industrialization is part of

economic parlance, the dictionary definitions suggest there is more than one meaning of

the term.1 In many respects the confusion over the meaning ofde-industrialization found

in the dictionaries reflects the confusion that exists in the de-industrialization literature.2

Nonetheless, there is in the de-industrialization literature a general consensus, as

is stated or implicit in the dictionary definitions, that de-industrialization involves a

It is ofinterest to note that earlier editions ofsome ofthe dictionaries listed in Table 1 did not
include the term de-industrialization. For example~ the first edition ofThe Penguin Dictionary ofSociology
pubIished in 1984 bas no mention ofde-industrializatio~while a definition is provided in the second edition
published in 1988 (Abercombie~ HilI~ and Tmner 1984~ 1988).

2 The term is also speUed various ways both in the dictionaries and the literature~with or without the
hyph~and a second "sn instead ofa "z.'" Throughout this study it is spelled "de-industrializatio~n as does
The Oxford DietiQnary ofthe English Language. The exception is when the spelling is that ofan author ofa
quote or titIe ofa source.

3
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substantial and nonclyclical decline in manufacturing. It is seen as more than simply

derived from a recession.

The de-industrialization thesis is advanced by persons ofdifferent political

persuasions. For example, for some de-industrialization is due ta govemments failing to

put forth the necessary policies that would arrest and even reverse the process. Instead,

others believe it reflects fundamental problems with the industrial market system.

Nonetheless, the de-industrialization literature points mainly to four separate trends:

decline in manufacturing employment; decline in manufacturing output; decline in

manufacturing investments; and a decline in manufacturing trade performance. Many

researchers mention the "industrial" sector but since the manufacturing sector makes up

a large proportion they often limit their analysis to the manufacturing data. Therefore,

throughout this study de-industrialization is discussed in terms ofthe manufaeturing

sector.

But why worry about the declines in manufacturing? Agriculture in advanced

countries, for example, accounts for a smaller proportion ofthe workforce and

contributes to a smaller proportion ofthe GDP today than in the pasto Yet there is very

little concem for "deagriculturalization" (Singh 1977; Matthews 1985; Krugman 1994a).

Underlying the concem over de-industrialization is the heliefthat a healthy modem

economy is in large part derived from a healthy manufacturing base. Proponents ofthe

de-industrialization thesis believe that the 10ss ofmanufacturing signifies a structural

change in the economy that results in social and economic hardships (Laxer 1973; Singh.

1977; Bluestone and Harrison 1982; Cohen and Zysman 1987; Myles 1991; Merrett

4
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1996).

The aim ofthis study is to criticallyassess the conceptualisation and

operationalization ofde-industrialization in the United States, United Kingdom and

Canada and to apply the key concepts and operational measures to the case ofCanada in

the past three decades. The primary focus is to find out ifin the industrial restrueturing

ofthe past decades Canada has been de-industrializing. The remainder ofthis chapter

will highlight the relevance ofthis study and provide an outline ofthe subsequent

chapters.

In Canada a de-industrialization thesis was:first advanced in the early 1970s,

hefore such arguments appeared in the U.K. and U.S.. Although the context has changed,

the same main arguments are put forth today as over twenty years ago. However in the

late 1980s and early 19905 the earlier thesis has been largely ignored, while the cited

Iiterature on the de-industrialization thesis is British and mainly American sources (see,

e.g., Krahn and Lowe 1993; Masi and Del Balso 1991; Drache 1989a; Matthews 1985;

Metrett 1996). One is left with the incorrect impression that the main themes ofthe

de-industrialization thesis were first advanced in the U.K. and U.S. and bullt on each

other. Instead, the de-industrialization theses in the three countries were fonnulated

independently ofeach other.

Researchers in the three countries, were initially unaware ot: or ignored, each

other's fonnulations ofthe de-industrialization thesis, judging from references cited. The

focus was on the specifie country in question, and researchers implied that the
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phenomenon and its causes had characteristics unique to that particular countryrs

manufacturing sector. At first the emphasis was mainly in Canada on the high level of

foreign ownership, in Britain on the balance ofpayment, and in the United States on

capital mobility.

The term de-industrialization is today widely used in all three countries withoU! a

second thought. Many simply assert that the country is experiencing de-industrialization,

but provide little or no data to support their claims. Part ofthe confusion surrounding the

de-industrialization problem is that there is no agreement on the meaning. There is aIso

no agreement on the measurements ofde-industriaIization, even among writers who have

given the issue serious attention.

In Canada the issue is further complicated with researchers relying on U.K. or

especially U.S. works on de-industrialization fortheoretical guidance. By restricting

themselves to a certain perspective, they may fail to recognize the many dimensions of

the de-industrialization debate. Surprisingly, many ignore the fact that a

de-industrialization debate in Canada was initiated more than two decades ago and that

the thesis focussed on some similar issues present in the U.K.. and particularly U.S.

debates.

Overtwo decades ago Robert Laxer (1973, p. 10) described the

de-industrialization thesis as a "major thesis" in Canada which would engage the

population in a ''practical dialogue on the countryrs economic alternatives." Less than a

decade ago Drache and Clement (1985, p. xx) listed it as one of the key issues '''political

economists have a special contribution to make to public debate." Stanford (1991, p. 3)
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believes that it "has become a major economic concem." Likewise Krahn and Lowe

(1993) highlight de-industrialization as a main feature of industrial restructuring and

suggest it is a trend that emerged in the past decade or two that deserves doser attention.

Various commentators believe the consequences ofde-industrialization are

devastating for Canada. According to Mahon (1984, p. 3) it puts into question l;'the very

survival ofthe Canadian state." Drache (1989a, pp. 7, Il) claims that Canada is l;'in

grave danger of10sing the race to survive economicaIly" with de-industrialization

threatening l;'the fahric ofour country." Similarly, Hurtig (1991) puts forth the

apocalyptic view that partIy because ofde-industriaIization Canada is "disappearing" and

l;'disintegrating." For sorne, the concem over de-industrialization bas taken on a certain

urgency with at first the implementation ofthe Canada-US Free-Trade Agreement (FTA)

and then the North American Free Trade Agreement (NAFTA). They argue that the trade

agreements have acceleraterl, or will accelerate, the de-industrialization ofCanada

(Barlow 1991; Hurtig 1991; Federal Liberal Party 1991.) Their impacts have been so

devastating that according to 1vlerrett (1996) Canada is being transformed into "an

underdeveloped nation."

In the early 19705 sorne believed de-industrialization was only occurring in

Canada (J. Laxer 1973). Although this view is rejected today, there is a general belief

that because ofthe structure and organization ofits economy, Canada is more vulnerable

to de-industrialization than otheradvanced industrial countries, as for example the D.S.

(Kahn and Lowe 1993). Canada's high degree offoreign ownership in manufacturing, its

reliance on natural-resource experts to maintain a positive balance oftrade in
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merchandise items, and its dependency on the U.S. market for exports, have raised many

questions about its level ofindustrialization and place among advanced industrial

countries (see Masi 1993; Howlett and Ramesh 1992). The high degree of foreign

ownership, mostly American, has been generally blamed for the de-industrialization of

Canada (J. Uner. 1973; Krahn and Lowe 1993). As part oftheir restructuring strategies

American firms are accused ofcutting down produ·ction in Canada and moving their

operations elsewhere, mainly to the U.S. (Merrett 1996).

Despite the concem over the de-industrialization ofCanada, the thesis bas not

been weIl developed or closely scmtinized. The issue is further complicated with

proponents ofthe de-industrialization thesis generally providing insufficient data. They

commit sorne ofthe same methodological errors today as two decades ago, by focussing

on changes in a manufacturing firm, industry or region over a few years that cover an

economic downtum (see, e.g., J. Laxer 1973; Drache 1989a; Hurtig 1991).

This study contributes to our understanding of industrial restructuring by testing

the de-industrialization thesis with long term data. It focuses on three decades of

employment, output, investment, and trade statistics, to the extent that the available data

permit. The study is mainly a descriptive analysis since the approach is sufficient to test

the de-industrialization thesis. Further, proponents of the thesis have restricted

themselves to descriptive data whenever they pointed to evidence to support their thesis.

The data in this study are mainly taken from Statistics Canada publications and from

U.S. and international agencies.

The next two chapters are on the conceptualization and operationalization of
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de-industrialization. Chaptertwo examines the de-industrialization debates in the U.S.

and U.K... These debates have influenced discussions on industrial restructuring in

Canada and have guided researchers in their study ofde-industriaIization in advanced

industrial countries Ce.g., Masi 1991; Masi and Del Balso 1991; Keehle 1991; Rodwin

and Sazanarnj 1991; Wild and Jones 1991).. Chapterthree focuses on the features and

explanations ofthe de-industrialization thesis put forth in Canada and criticaI1yassesses

the evidence provided by its proponents. Chapter four comments on the importance of

manufacturing in general and specifically for Canada, and provides the propositions of

the de-industrialization thesis that guide the research in the subsequent chapters.. The

empirical analyses are carried out in chapters five to eight and are based mainly on

interpretations ofgovemment data sources. Chapter five ta seven concentrate on

changes at the aggregate level for the manufacturing sector as a whole, while chapter

eight considers developments primarily at the level ofthe major manufacturing

industries. Chapter five focuses on the employment trends, chapter six on output and

produetivity, and chapter seven on investments and trade. Chapter eight considers the

changes in the major manufacturing industries, and developments in the "automobile,"

"stee4" and "pulp and paper" industries. Chapter nine provides a snmm3ty and

conclusion, speculates on whether the standard boundaries between manufacturing and

other sectors are still appropriate, and considers the implications ofthe present study for

future research.
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ChapterTwo

The De-industrialization Thesis: United Kingdom and United States

As noted in the preeeding chapter a pessimistic outlook has emerged about the

future ofthe manufacturing sector in industrialized countries. Academies and political

commentators in Cana.da, the D.K. and the D.S., fearthattheir eountries have been

"de-industrializing" (Bluestone and Harrison 1982; Blackaby 1979; Laxer 1973). They

consider manufacturing essential for economic growth and believe a weaker

manufacturing sector results in serious social and economic diffieulties for society. Yet,

there is no clear sense ofwhat is meant by de-industrialization or how to measure it.

This ehapter focuses on the conceptualization and operationalization of

de-industrialization in the U.K. and the D.S.. In each ofthe countries a

de-industrialization thesis was formulated independently from the other with the foeus

being on the developments in the specific country. The thesis was first advanced in the

U.K. and later the D.S.. But at fust the main proponents ofthe U.S. thesis of

de-industrialization made no mention ofthe D.K. thesis (see, e.g., Bluestone and

10



•

•

Harrison 1982). And later when the U .S. thesis was advanced, little mention of it was

made in the U.K. literature (see, e.g., Singh 1987). In Canada both theses, but especiaIly

the U.S. thesis, have been acknowledged. However, in the process, the Canadian thesis,

which was formulated before the U.K. and the U.S. theses and advanced many ofthe

same dimensions, was generally ignored (see, e.g., Drache 1989a). The aim ofthis

chapter, as weIl as the next one on the Canadïan de-industrialization thesis, is to better

understand the meaning ofde-industriaIization put forth in the three COtmtries. The

purpose is to determine the indicators that can test the main propositions ofthe

de-industrialization thesis in Canada.

The De-industrialization Thesis in the United Kingdom

The de-industrialization thesis in the U.K. was an OlItgrowth ofdiscussions over

why the country had lower postwar rates ofeconomic growth than other industrialized

countries.1 In the 19705 politicians and others preoccupied about the future course ofthe

industrial or manufacturing sector began to describe the changes as de-industrializatiOD.

Over the years the term has gained popularity as a label ofthe industrial restructuring of

the U.K.. Many share the view expressed by Martin and Rowthom (1986, p. xv) that, "In

According ta Singb. (1989), Kaldor cIaimed ta have coined the term "de-industrialization~which
govemment ministers used to em.phasize the contraction ofmanufacturing. However, this may ha-ve been
only true in reference to discussions describing the situation in the U.K.. The term aIreadyexisted in
clevelopment studies. For example, as earlyas 1962 Thomer applied the term in describing the possible
reversai ofindustrialization in India by British roIe at the tmn ofthe century (see Bagchi 1976, 1987).
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the same way that Britain was the :first country to industrialise, so it has been the first to

de-industrialise." (See aIso Goddard 1983; Champion and Townsend 1990; de Sonza and

Stutz 1994.)

But no general agreement exists on the precise meaning ofthe term

de-industrialization in the U.K. As Blackaby (1979, p. 1) remarks the term

,.....gatecrashed the literature, thereby avoiding the entrance fee ofa definition, and aIso

avoiding critical scrutiny at the door." Caïmeross (1979) notes thatthe meaning ofthe

term is "ambiguous" since there exist several definitions.

A widely accepted definition ofde-industrialization is the deeline in the share of

manufacturing in the workforce (Rowth:)m and Wells 1987). But many aIso view the

straightforward 10ss in manufacturing jobs as tantamount ta de-industrialization

(ThirlwallI982). The number ofmanufacturingjobs in the U.K. fell :from an historie

peak of8.5 million in 1966 to 5.7 million in 1983. And the share ofmanufacturing in

total employment dropped from an historie peak of36.1 per cent in 1955 to 24.7 per cent

in 1983. Many consider the drops in manufacturing employment as sufficient evidence

in support ofthe de-industrialization process (see, e.g., Driver and Dunne 1992).

But although employment is an important indicator, others like Caïmcross (1979,

p. 6) believe, "The fact that industrial employment is falling need not he ofany special

significance ifoutput is increasing satisfactorily." Caïrncross points out that while frOID

1966 to 1977 manufacturing employment fell, manufaeturing output rose by 16 per cent.

From the late 19505 until1973 the share ofmanufaeturing in GDP declined when

measured in current priees. But there was a steady upward trend in eonstant dollars.
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Singh (1987, 1989) agrees on the importanee ofmanufaeturing output. He notes

that the main measures ofde-industrialization are the trends in the relative share of

manufacturing in total production in constant prices and current priees, as weIl as relative

and absolute changes in manufacturing employment. He points out that the share of

manufacturing in total production at constant prices for the period 1950 to 1973 did not

decline, but did fall between 1973 and 1984. In bis view the performance ofU.K.

manufaeturing was "abysmal" when compared to the performance ofthe manufacturing

sectors ofother leading industrial economies.

Thirlwall (1982) however believes that the main measure ofde-industrialization

should be the absolute drop in manufacturing jobs. He argues it is an "unambiguous

definition" which is cause free, is neither time nor place specifie, and points to potential

social and economic difficulties, including unemployment. Further, a '~orrying feature

ofthe U.K. economy" has been the absolute drop in manufacturing employment. He

notes that by 1981 there were three million fewer jobs in manufacturing than the peak

year 1966.

Advocates ofthe de-industrialization thesis aIso place much importance on the

performance ofmanufacturing trade. However, there is sorne disagreement over whether

trade is part ofthe definition or an explanation ofthe phenomenon (see Thirlwall 1982).

Nonetheless, !hose who agree wi'th what has been categorized as the "Cambridge view"

see trade performance as a key indicator ofde-industrialization. In the words ofKaldor

(1979, p. 18), de-industrialization is "a state ofaffairs in which there is a continued

decline in a country's share ofworId trade in manufacturers and/or a continued increase
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in the share ofimported manufacturers in domestic expenditure." The Cambridge view

originated in the series of(economic) "laws" presented by Kaldor (1978) which stressed

the importance ofthe manufacturing sector as the "engine ofgrowth" (see also Thirlwall

1983). He identifies the lack ofcompetitiveness and demand for products manufactured

in the U.K. as constraining the expansion ofthe manufacturing sector and thereby

affecting overall production and total output (Kaldor 1978).

Singh (1977) takes the issue a step forward by providing a definition ofan

"efficient" manufacturing seetor which takes into account V.K. manufacturing in the

intemational markets (see aIso Stafford 1989). The manufacturing seetor is "efficient" if

there exists enough surplus ofmanufaetured exports over imports. The manufaeturing

sector bas to satisfY domestic demand and sell enough products abroad to pay for

necessary imports "at socially acceptable leveis ofoutput, employment and exchange

rates" both currently and in the long run (Singh 1977, p. 128). The restrictions are

essential since the manufacturing sector could meet the criterion ofefficiency at low

levels ofoutput and employment and at sufficiently low exchange rates (Singh 1979).2

Singh (1977; 1979) characterizes V.K. manufacturing as "inefficient" mainly

because ofits deterioration in the performance ofthe U.K. industries in the world

economy, despite currency devaluations. The drops in manufacturing employment and

weak performance in manufacturing trade are a "'structural maladjustment" which affect

economic growth (Singh (1977, 1987; see aIso Stafford 1989).

Z Singh does not explain what constitutes "sociallyacceptable levels" ofeither output, employment,
or exchange rate (or inflation and inequality ofincome distribution). For a discussion ofSingh's definition of
C4efficient manufacturing sector" for the U.K. see Singh (1989) and Caimcross (1979).
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A related issue is that de-industrialization can occur when the eountry's balance

oftrade improves because ofthe discovery and export ofa scarce natural resource. The

improved balance ofpayments may Iead to, for exampIe, a stronger exchange rate and

undermine the manufacturing sector by depressing the priee of imports and creating

difficulties for exports (Ballance 1987). The development ofthe North. Sea oil,

beginning in 1976, raised questions about its impact on manufacturing. Rowthom and

Wells (1987, p. 268, emphasis in original) argue thatthe North. Sea oildevelopment

"caused a transfèr of labour from manufaeturing to other sectors" because it influeneed

the appreciation ofthe real exchange rate which in turn led to drops in net manufactured

experts. But, they maintain that the North Sea oil alone was not the cause ofthe

"eollapse ofmanufacturing industry." Other factors, such as the 1973 rise in oil priees,

operated in the opposite direction ofthe North Sea oil resulting in a combined effect on

manufacturing that was quite small and ofminor importance. However, they believe that

the macroeconomic effect ofthe North Sea oil may have harmed the U.K.'s economic

development, ineluding total employment.

Rowthom and Wells (1987; see aIso Rowthom 1986) believe thatthe

manufacturing sector plays a key role in achieving economic growth. But they criticize

what in their view are "three commonplace indicators" in discussions on the weaknesses

ofU.K. manufaeturing: the drop in the relative share ofmanufacturing in total

employment; the deterioration in the manufacturing trade balance; and the growing trade

deficits with most industrialized countries. They note that the deterioration in the

manufacturing balance oftrade was largely unavoidable and mainly resulted frOID an
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improvement in non-manufacturing balance oftrade. The U.K. deficits with most

industrialized countries are not signs ofweaknesses because ofthe rising importance of

other countries, snch as those ofOPEC, as markets for manufactured experts. And the

drop in the share ofmanufacturing in total employment May have been actually sharper if

U.K.. industries were more dynamic.

Another widely discussed indicator ofde-industrialization in the past, which had

been used aIso as an explanatioD., is the rise in public expenditures accompanied by an

increase in service employment and drop in manufacturing employment. The increase in

govemment public sector expenditures was assumed to have "squeezed-out" or

"crowded-ouf' the private sector of investments and workers (see Brown and Sheriff

1979). According to Bacon and Eltis (1978, p. 24) govemment activities contributed to

the "large numbers ofworkers to move out ofindustry and into various service

occupations." From 1960 to 1975 central and local government employment increased

by 1.2 million and their share oftotal employment from 14.6 per cent to 18.9 per cent

(Brown and Sheriff 1979). Public expenditure as a proportion ofGNP also increased

from 1950 to 1975 (Brown and Sheriff 1979). Nevertheless, this argument faced

numerous criticisms and has been Iargely dismissed for Jack ofappropriate empirical

support (see, e.g., Singh 1977; Thatcher 1979; Caîrncross 1979; Thirlwall1982; and

Rowthom and Wells 1987). Despite the cise in public expenditure, the gross fixed

capital formation per head ofemployed labour force in manufacturing grew (Brown and

Sheriff 1979). However, the U.K. had a lower rate of investment per head than other

advanced countries. In addition, govemment demands on labour resources in the 1970s
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were largely offset by female employment entering the labour force, while maIe

unemployment rates increased (see Caimcross 1979).

As noted earlier, one ofthe more widely used definitions ofde-industrialization is

the drop in the share ofmanufacturing in total employment. Rowthom and Wells (1987;

see aIso Rowthom 1986) who examine snch a definition provide three possible

explanations: the "maturity thesis," "specialisation thesis" and "fallure thesis." The

maturity thesis locates the decline in the development and structural change ofthe

economyand views the drop as "inevitable." The specialization thesis explains the

decline as the outcome ofimprovements in non-manufacturing trade. The fallure thesis

sees the decline as resulting from low levels ofoutput or difficu1ties in international

competitiveness.

The maturity thesis asserts that the structure ofemployment evolves in a

sequence. As the economy develops the share ofagriculture in total employment slowly

declines and eventually makes up a small fraction ofthe workforce. In contrast, the

share ofservice in total employment rises and becomes a higher proportion oftotal

employment than agriculture and industry combined. Meanwhile the share of

manufacturing employment tises in the early and intermediate stages ofeconomic

development then stabilises and finally in the advanced stage faces a prolonged decline.

The share ofmanufacturing in total employment inevitably drops. But the trend in

ahsolute employment depends on what happens to total employment. Rowthom and

Wells (1987) note that in 1955 the U.K. was the least agrarian nation among the
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advanced countries, in terms ofemployment, and the first to reach the stage ofmaturity.3

The rise in the shares ofservice employment came at the expense ofmanufacturing and

thereby resulted in relative and later absolute falls in manufacturing employment.

The specialization thesis focuses on foreign trade and the country's role in the

international division oflabour. As non-manufacturing trade improves, the country no

longer needs a large surplus ofmanufacturing trade and thereby requires fewer people to

work in manufacturing. According to Rowthom and Wells (1987), the U.K. balance of

trade in non-manufactures improved since the early 1950s mainly because of

developments in other areas ofthe economy. The vast improvement in non-

manufacturing trade made the economy less specialized and was accompanied by a

deterioration in manufacturing trade and a fall in manufacturing employment.

The fallure thesis sees the drop in manufacturing employment as a symptom ofan

economic fallure. The failure is mainly the result ofthe difficulties manufacturing faces

in international competitiveness or in achieving the output necessary for a thriving and

fully employed economy. Rowthom and Wells (1987) point to various weaknesses that

reflect~ failure. The U.K. had a slower cise in real per capita income since 1973 then

other major industrialized countries. In 1953 the GDP per head in the U.K. was amongst

the "richest" advanced capitalist countries (twelve OECD countries), but in 1983, itwas

amongst the ~'poorest." Furthermore, the growth in the GDP ofthe V.K. was in later

years mainly due to North Sea oil development. In the 1950s the U.K. aImost achieved

3 Rowthom and Wells (1987) argue and provide some data indicating that a "typical capitalist
economy" reaches maturity when the per capita income is 4,000 U.S. dollars.
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"full employment,'~but by 1984 there were more than three million unemployed and the

U.K. had one ofthe highest unemployment rates among advanced countries. In addition,

manufacturing faced a relative drop in output until 1973 and afterwards also experienced

an absolute drop. Between 1973 and 1982 manufacturing output fell 18 per cent in the

U.K., while it increased on average 15 per cent in the D.S., Canada, Jap~ France,

Germany and ltaly. In the same period labour productivity grew 22 per cent in the U.K.,

but 34 per cent for the other countries.

Rowthom and Wells (1987) believe that a betterperformance by U.K.

manufaeturing would have encouraged nearly every economic sector to achieve higher

output and a rise in manufacturing and total employment. But, as they point out, it is not

possible ta determine "how the share ofmanufacturing in total employment would have

behaved.n Higher labour productivity in manufacturing would have likely resulted in the

addition ofonly a few jobs in that sector. Most additionaljobs would have been created

in non-manufacturing and the share ofmanufacturing in total employment would have

still dropped. A modest rise in labour productivity in manufacturing would have likely

created many additional jobs in that sector and a larger share ofmanufacturing in total

employment.

Rowthom and Wells (1987) conclude there is strong support for the specialization

thesis and maturity thesis and only "ambiguous support" for the fallure thesis as

explanations ofthe drop in the share ofmanufacturing in total employment. They note

that many manufacturing jobs were lost because ofplant closing, and the like, but just as

Many would have been lost from higher manufacturing productivity. They write: " ...the
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net impact ofindustrial failure on manufaeturing employment was rather small"

(Rowthom and Wells 1987, p. 228, emphasis in original).

According to Rowthom and Wells (1987) the decline in the share of

manufacturing employment in total employment in the U.K. was unavoidable.

"Manufacturing employment was botmd to decline over the coming decades, no matter

how good or bad the performance ofBritish industry" (Rowthom and Wells 1987, p.

248). Thus, the behaviour ofmanufacturing employment is not necessarily an

appropriate indicator ofoverall industrial performance. The share ofmanufacturing in

total employment can drop because ofvarions factors. They suggest two extreme types

ofde-industrialization: ''positive de-industrialization" and ''negative

de-industrialization." The former is characteristic ofa "successful mature economy" in

which manufacturing productivity and output rise and the service sector creates enough

employment to absorb displaced workers from manufacturing. Negative

de-industrialization is found in an ''unsuccessful mature economy" in which output

declines or rises slowly, manufacturing employment is likely to fall, and the increase in

service employment is insufficient to avoid growing unemployment. Rowthom and

Wells (1987) argue the U.K. is a case ofnegative de-industrialization.

The De-industriatization Thesis in the United States

The de-industrialization debate in the V.S. was carried out after and
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independently ofthe U.K. debate. However, in the late 1980s two leading exponents of

thethesis in the U.S., Harrison and Bluestone (1988), credited the political economists at

Cambridge University, and in particular Singh, for first putting forth the idea of

de-industrialization. But their own focus was different from that ofthe "Cambridge

view" and the U.S. debate centred mainly on U.S. concems (see Bluestone and Harrison

1982). Nonetheless, judging frOID sources cited in the American works, the British

discussions on the conceptualization ofde-industrialization are generally neglected in the

D.S. (see, e.g., ClaridaandHickok 1993; Robinson 1991). And the Americandebate is

largely neglected in the U.K.. (see, e.g., Sïngh 1987).

The concem over de-industriaIization in the V.S. was an outcome ofa

larger controversy in the early 1980s over the possible decline ofthe American economy,

caIls for "reindustrialization" and the need for a national industrial policy. The debate

continues and no general consensus exists over whether the U.S. is de-industrializing

(see, e.g., Mishel 1989; Clarida and Hickok 1993; Krugman and Lawrence 1994;

Krugman 1994a, 1994b). Proponents ofthe thesis however believe the process of

de-industrialization has "accelerated" since the early 1980s (e.g., Schwartz and Zukin

1988; Wallace and Rothschild 1988; MisheI1989).

But the de-industrialization debate in the U.S. is often complex and confusing.

There is disagreement over the definitioD, indicators, units ofanalysis, and the reliability

ofofficial aggregate data. There exist two opposing perspectives that have directed the

debate (see Rodwin 1989). On one sicle are those who stress the developments in

manufacturing at the regionallevel. They believe the difficulties ofthe manufacturing
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sector are due to the inadequacies ofthe market. They maintain that policies, including

national public policies, can. correct the problem, especiaIly the allocations of

investments. On the other side are those who stress national aggregate trend data. They

believe that the existence ofdeclining and growing regions are characteristic ofthe

transformations faced by open economies. They oppose policies intended to change the

market, including those to stop firms frorn closing or relocating plants or ta impose

protective barriers against competition.

Much ofthe de-industrialization debate in the U.S. was sparked in the early 1980s

by Bluestone and Harrison (1982), whose work is widely cited in Canada. In their view

de-industrialization is "a widespread, systematic disinvestment in the nation's basic

productive capacity" (Bluestone and Harrison 1982, p. 6). Disinvestments can take

various forms, including plant closings and plant relocations in ''basic'' manufacturing

industries in the different regions (Bluestone 1984). De-industrialization erodes the

industrial base ofsociety and results in hardships for the displaced workers, their families

and communities. Among other developments, structural unemployment tises, family

incorne declines, and dislocated workers and their familles face a strain on their physical

and mental health (see, e.g.., Harrison and Bluestone 1982 and 1988; Schwartz and Zukin

1988; Wallace and Rothschild 1988). The declining community in tum faces lasses in

tax revenues, lower spending by individuals, neglected public services, and increasing

demand for social services. These developments cao lead to more decay ofthe

community and the quality of life. Thus, they argue that govemment pollcies are

necessary to stop this process.
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Accordingto Bluestone and Harrison (1982), because ofthe human consequences

ofde-industrialization, the main indicator is the "gross" loss ofjobs, regardless of

whether new jobs are created and there is a net increase in total jobs. Bluestone (1984, p.

51) argues that de-industria.li.ùition can be ~'evaluatedooly in terms ofhow rapidly and

how successfully workers dislocated :from so-ealled sunset industries are reemployed in

growing, sunrise industries." The emphasis is therefore on "trends in specifie industries

and regions."

Bluestone and Harrison (1982) insist that de-industrialization has affected

numerous workers and eommunities. Drawing :from data. ofthe credit rating service, Dun

and Bradstreet Corporation, they estimate that 32 to 38 million jobs were lost frOID 1969

ta 1976 because ofprivate disinvestment (see aIso Harrison 1994). AlI regions were

affected with disinvestments and job losses, but some were hit harder than others. In the

"Midwest" and "Sunbelt" regions new businesses created more new jobs thanjob losses

from shutdowns. In the "Northeast" plant closings destroyed more new jobs than created

from new openings. In the ''New England region" plant closings eliminated two to four

jobs for every new job ereated and disinvestments were not restricted to "oid mill-based

industries." Further, nearly halfthe jobs lost to plant closings (and relocations) occurred

in the "Sunbelt states" ofthe "South and West." And the odds ofa plant closing down

were slightly higher for "establishments" in the "North" than for "southem" manufactur

ing plants. They stress the human cost ofthe job lasses and provide numerous cases,

many from media reports, ofworkers displaced in various firms and industries.

In answering the critics ofthe de-industrialization thesis, Bluestone (1984, p. 46)
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provides percentage changes in employment between 1973 and 1980 for nine selected

industries in eight selected states to show that "regional shifts in the location ofparticular

industries" occurred. Notwithstanding that the evidence is questionable, since

percentages without the absolute data are difficult to interpret, the migration of

manufacturing industries is viewed as evidence ofde-industrialization (see aIso

Bluestone, Harriso~ and Clayton-Matthews 1986).

Proponents ofthe de-industrialization thesis recognize thatthe loss ofjobs and

intra-regional and inter-regional shifts are not new phenomena. Wallace and Rothschild

(1988, p. 2) note that " ...the dynamics underlying deindustrialization are oid as capitalism

itself." But recent advances in transportation and communication have contributed to the

''hypermobility ofcapital" which has quickened the process ofde-industrialization during

the 1980s. Similarly, Schwartz and Zukin (1988) believe that in the last two decades,

de-industrialization has become "more prevalent, more sudden."

The thesis put forward by Bluestone and Harrison, however, is open to severa!

criticisms. There is no clear explanation ofthe criteria to determine that a disinvestment

is "widespread and systematic." Furthermore, they do not explain the appropriate

geographic unit (natio~ states, regions such as the 'Trostbelt," or municipality) for

analysis ofthe disinvestments in the "basic" industry. It is aIso unclear what

operationally constitutes a ''basic'' industry, although Bluestone and Harrison identify

"autos, steel, and tires," as the "country's most basic industries" (Bluestone and Harrison

1982, p. 35). Others too, believe the situation in these industries exemplifies the process

ofde-industrialization (see, e.g., Schwartz and Zukin 1988). But the definition ofan
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industry is itselfproblematic. For example, the broad category "aircraft industry," is a

basic industry in Seattle, Washington, but is in fact mainly the Boeing company. And

Bluestone and Harrison (1982) further confuse the issue by referring to job losses in

firms snch as General Electric, Ford Motor Company, and RCA Corporation as examples

ofde-industrialization.

Another difficulty with the Bluestone and Harrison thesis is the key indicator

"gross loss ofjobs." The indicator does not take into account jobs created by new plant

openings and plant expansions. It is aIso worth noting that the 32 to 38 million jobs lost

were across aIl sectors and notjust manufacturing. Further, the information was

estimated from data compiled by Dun and Bradstreet for other purposes; the data were

never intended to monitor the trend in jobs lost. In addition, there exist various other

limitations with the Dun and Bradstreet data that were generally ignored by Bluestone

and Harrison (1982; see also Harrison 1994). Nevertheless, Bluestone and Harrison

(1982) themselves estimate that new plant openings created 110 jobs for every 100 lost

by plant closures in the 1969-76 periode Indeed, the economy showed a net increase of

nearly 20 million jobs in the 19705 (Norton 1986). Moreover, since job losses always

occur, the indicator gross loss ofjobs "makes deindustrialization a universal outcome"

(Norton 1986, p. 14).

The Bluestone and Harrison thesis aIso rests on the questionable premise that

corporate strategies ofmajor companies are able ta bring about economic structural

changes (see Norton 1986). Corporate managers cany out disinvestments by closing

plants, moving profits from one profitable plant into another located elsewhere,
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subcontracting work formaIly done in-house, and diverting capital into unproductive

activities such as mergers and acquisitions (Harrision 1994). Others have theorized that

the process usually begins with a decline in "core industries" that spread into dependent

''peripheral industries" (see Romo, Korman, Brantley, and Schwartz 1988; Schwartz and

Zukin 1988; Wallace and Rothschild 1988). However, it is disputable that corporate

strategy cao. result in economic changes such as the de-industrialization ofthe U.S..

The main criticism ofthe de-industrialization thesis in the early 1980s was put

forward by Lawrence (1983a; 1984). His ideas and that ofothers associated with the

Brookings Institution make up what has been categorized by Bluestone, Harrison and

Clayton-Matthew (1986) as the "Brookings position." According to those associated

with this position, the dynamics ofthe economy are such that sorne regions and

industries grow while others decline. Numerous factors cause this to happen, including

changes in technology and spending patterns. Moreover, in an open economy there is a

constant pressure for improving goods and services and dropping those for which

demand bas fallen. The result is painful for regions and communities that experience the

losses, but is a necessary distress ofstructural change (see Rodwin 1989). The changes

are largely viewed as due to cyclical factors and not to secular changes to the econorny.

Lawrence (1984) notes that the dislocations in the 1970s were primarily due to a

slow growth in aggregate demand which hurts goods more than services. His main

indicators are absolute trends in manufacturing employment, output, and investments.

He aIso considers the situation in major manufacturing industries, particularly the steel

and auto industries. And he compares sorne changes in manufaeturing with countries of
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the Organization for Economie Cooperation and Development (OECD).

Lawrence (1984, p. 18) concludes that although sorne industries were in diffieulty

" ... the United States did not experienee absolute deindustrialization over either the 1950

1973 period orthe 1973-1980 period." The manufacturing sector in the D.S. fared as

weIl as or better than that ofother major industrialized countries. He also questions the

popular perception that international trade weakened U.S. manufacturing in the 1970s,

since ''International trade is neither the sole nor the most important source ofstructural

change" (Lawrence 1984, p. 4).

Lawrence (1984) notes that absolute manufacturing employment rose by nearly

5.1 million workers from 1950 to 1980 and the dispersion in employment growth rates

across manufacturing industries were quite similar in the 1960s and 1970s. However, a

shift in the regionalloeation ofsome manufacturingjobs did occur. Further, in the 1973

80 period manufacturing employment grew modestly in the U.S., but declined in various

industrial countries, except in Canada and ltaly (cf: Masi and Del BaIso 1991; Masi

1989).

As for manufacturing output, Lawrence (1984) points out that the ratio ofgoods

in the gross national product (GNP) remained stable from 1960 to 1980. Therefore, the

D.S. "could not he characterized as a service economy in 1980 any more than in 1960"

(Lawrence 1984, p. 19). The average annual percentage increase in manufacturing

output in the 1973-80 period was slower than in the 1960-73 period, but higher than in

Germany, France, U.K., or the OECD. In addition, when for the 1973-80 period the rate

ofgrowth. ofthe total economy and manufacturing are compared, manufacturing output

27



•

•

was at a predictable leveI. Lawrence (1984) aIso points out that the productivity growth

in U.S. manufacturing in the 1973-80 period was slower than in 1960-73 period and

below that ofmajor industrialized countries. Nonetheless, the U.S. remained "the

world's most productive [output per worker-hour] manufacturing nation" (Lawrence

1984, p. 20).

Investments in manufacturing continued to grow as measured by the cise in

capital stock and R&D spending. Net capital stock in manufacturing grew at a higher

annual rate in the 1973-80 period than in the 1960-73 period. The ratio ofnet capital

stock to full-time equivalent employees in manufacturing grew more rapidly in the 1970s

than in the 1950s and 1960s. Gross fixed investment grew in U.S. manufaeturing frOID

1963 to 1980, while in Germany, Iapan and the U.K. the 19791evel was lowerthan in

1970. In addition, real R&D spending in manufacturing in the V.S. grew overthe 1960s

and 1970s, and the D.S. had the highest share ofR&D spending in value added for

manufacturing among industrialized countries.

Lawrence (1984) especially criticizes the widely held impression that

international trade caused difficulties for the manufaeturing sector. He argues that the

appropriate measure oftrade perfonnance is trade volume and not the falling D.S. share

in world manufactured goods. He points out that in the 1970s manufactured exports

grew by 101.5 per cent and imports rose by 72 per cent. Between 1973 and 1980 the

trade balance in manufactured goods rose by 18.3 billion dollars and contributed to net

increases in output and jobs in manufacturing. Moreover, he notes that trade

competitiveness is aIso a function ofexchange rates. From 1973 to 1980 foreign trade
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contributed to a net addition in output and employment in manufacturing because ofthe

real devaluation ofthe dollar.

Kutscher and Personik (1986) ofthe U.S. Bureau ofLabor arrive at roughly the

same conclusion as Lawrence (1984) thatthe U.S. was not de-industrializing. They note

that the controversy is mainly over trends in the manufacturing sector. They focus on

manufacturing employment and output and point out that absolute declines are more

serious than relative ones, drops in production are more alarming than employment

declines, and production needs ta be measured in quantity or real terms. In their view

there is little evidence ofde-industrialization at the macro level between 1959 and 1984.

Manufacturing employment declined in relative terms but remained fairly stable in

absolute terms while real manufacturing output rose. A few manufacturing industries

were in "deep trouble" between 1969 and 1984. But these were generally industries that

had been long facing declines. Moreover, most industries, including "heavy"

manufacturing, were "expanding production, ifnot employment" (Kutscher and Personik

1986, p. 12).

Sorne researchers believe that the long term. stability in the share of

manufacturing in total output is a clear refutation ofthe de-industrialization thesis.

According to McKenzie (1984, see aIso 1987, 1993), since the share ofmanufacturing to

GDP showed little change in the 1970s, the U.S. economy was not de-industrializing but

rather was "industrializing." And Crandall (1986, p. 129) notes that the changing

regional composition ofmanufacturing was accompanied by a stable share of

manufacturing in the gross national product (GNP) and thus, "There was little basis for

29



•

•

maintaining the United States is de-industrializing."

Developments in manufacturing since the early 1980s including the fall in

manufacturing employment, possible drop in manufacturing output, trade deficit, and

media reports on plant closings, kept alive the spectre ofde-industrialization. Those

who rebut the cIaim. that the D.S. has been de-industrializing since the late 1970s

generally focus on two national trends: the stability in the share ofmanufacturing in total

output and the rising rate ofgrowth in productivity (output per man-hour) in

manufaeturing (O'Neill 1987; Clarida and Hickok 1993; Crandall1993). They recognize

that the fall in manufacturingjobs bas coincided with an aggregate trade deficit,

especially in finished manufactured goods. But in their view the downtums aIso

coincided with a stable share ofmanufacturing in total output and a cise in the rate of

produetivity growth in manufacturing.

O'Neill (1987) concludes that in the:first halfofthe 1980s the relative drop in

manufacturing employment was "a normal by-product ofeconomic growth" that seems

to he characteristic of "all developed economies." The U.S. was not losing its industrial

base since the share ofmanufaeturing in total output showed "no sign ofshrinking." The

continuing drop in the share ofmanufacturing in total employment reflected the rise in

productivity. He moreover argues that the trade deficit had little impact since in the post

World War II period the U.S. ooly began to have a manufacturing trade deficit in 1982,

while the share ofmanufacturing employment bas been dropping since the late 1950s.

But while the data on manufaeturing em.ployment is straightforward and generally

undisputed, the data on the share ofmanufacturing in the total economy has been
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disputed (Mishel1989; see aIso Clarida and Hickok 1993). Mishel (1989) argues that the

official data show a steady share ofmanufacturing in total output in the 1973-87 period.

But a disaggregated view ofthe data suggest the trend was due to the rising output in the

computer industry (Standard Industrial Classification 35, Non-Electrical Machinery).

The computer industry accounted for more than halfofthe reported manufacturing

output growth from 197910 1987. In most industries output fell between 1979 and 1986.

Thus when the computer industry (SIC 35) is excluded., the manufaeturing share ofGDP

shows a 2.4 percentage point drop from 1973 ta 1987.

According ta Mishel (1989) there exist severa! other problems with the official

data including the fallure to capture the effect offalling import prices and increase in

imported inputs in the early 1980s. He argues that the combined effect ofthe various

measurement problems resuIted in a distortion ofthe data on manufactu:ring output and

productivity growth. His "corrected" estimates suggest a drop in the share of

manufacturing in GDP frOID 24 per cent n 1973 ta 22.5 per cent in 1979 ta 20.8 per cent

in 1985. And while labourproductivity growth increased., its performance in the 1979-85

period was lower than that shown in the published data. In consequence, the corrected

measures suggest the "shrinkage in manufacturing employment is as much due ta the

shrinkage ofmanufacturïng output as to productivity growth" (MisheI1989, p. 40,

emphasis in original). The corrected trends in manufacturing output and productivity,

the 10ss in manufacturing jobs, and the deficit in manufacturing trade, indicate that the

manufaeturing base ofthe U.S. is eroding. And, he remarks, 'The primary reason for

manufaeturing's shrinkage is the deterioration in ... manufaeturing trade deficit" (Mishel
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1989, p. 43).

Clarida and Hackok (1993) agree that errors existed with the official data. They

recognize that the faIl in manufaeturing jobs and manufacturing wages combined with a

cise in manufactured imports over exports leave the impression !hat the industrial base is

eroding. But they argue that the trend in manufacturing output and productivity in the

1980s suggests a different interpretation. They found, as did Mishel (1989), that the

computer industry, accounted for a large part ofthe growth in manufacturing value added

in the 1980s. Indeed, in 1988 the growth in the share ofmanufacturing industries in real

GNP excluding SIC 35, was lowerthan the average recorded between 1957 and 1979.

They also recognize that the official data ignored inflation adjustments of imported

inputs and neglected certain inputs. But in their view the improved official data in 1991

that took these complaints into account, portray an overall picture of the manufaeturing

share ofreal GNP generally similar to that ofthe original estimates. Not only was the

share ofmanufacturing in GNP stable, but in the 1979-90 Period manufacturing output

grew more rapidly than did real GNP. Moreover, the average annual rate oflabour

productivity growth in manufacturing grew faster in the 1979-89 period than in the 1947

79 periode And the U.S. productivity growth. ranked seventh amongst twelve major

industrialised countries in 1989 compared to eleventh in the 1970s. A further indication

that the D.S. is not de-industriaJjzjng and is competitive at home and abroad is in their

view the rise in rnanufactured exports since 1985. However, they note that in many

industries this bas been possible because ofpriee and not innovation and quality (see also

Dertouzos, Lester and Solow 1989).
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Like Clarida and Hickok (1993), Crandall (1993) maintains that the real share of

manufacturing in the GNP remained stable since the 1950s. He shows howeverthatthe

industrial migration ofthe 1970s continued unabated in the 19805 with manufacturing

shifting to the "South" and "West." But while for some the shift is proofof

de-industrialization, for Crandall (1993, p. 9) the national trend in manufacturing output

instead suggests that " ... it is far from clear that the United States is deindustrializing."

Nonetheless, certain slumps in manufacturing in the 1980s may have spurred

sorne to argue that de-industrialization bas clearly occurred. For example, the share of

D.S. output accounted for by value added in manufacturing fell from 29.6 per cent in

1950 to 18.4 per cent in 1990, and the share ofmanufacturing employment dropped from

34.2 per cent to 17.4 per cent. And these trends have been accompanied by a trade

deficit in manufacturing since 1980. Krugman and Lawrence (1994) imply that for sorne

the term. de-industrialization is simply the relative drop in employment and output. But

they argue that imports have had little impact on the contraction ofthe manufacturing

sector (see aIso Lawrence 1983b; Bosworth and Lawrence 1988/89; Krngman 1994a;

1994b). From 1970 to 1990 imports grew from 11.4 per cent to 38.2 per cent of the

manufacturing contribution to GDP, but exports aiso rose from 12.6 per cent to 31 per

cent. They note that "most ofthe de-industrialization would still have taken place" even

ifthere had been baIanced trade in manufactured goods from 1970 to 1990 (Krugman

and Lawrence 1994, p. 46). Krngman (1994a) points out that ifthe D.S. wouId have

eliminated its trade deficit or, as he sarcastically remarks, "if it couId have made the

worId disappear," its share ofmanufacturing in total employment in 1991 would have
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been 17.5 per cent instead of 17 per cent.

Thus for Lawrence and Kmgman (1994) de-industrialization did not occur in

absolute terms. KnJgman (1994a) emphatically states that "deindustrialization never

happened." For Lawrence and Knxgman (1994) and Krugman (1994a) the emphasis

should not he on the relative drops. The relative drops ofmanufacturing in total output

and employment in the U.S. have occurred because D.S. factories have become more

productive, at a higher rate !han service businesses. The share ofmanufacturing in GDP

is falling because ofa drop in the relative demand ofgoods to services. The public

increasingly spends more of its income on services instead ofmanufactures. Meanwhile,

the slow rate of increase in the demand for manufactures has been accompanied by a

quick cise in manufacturing productivity. Consequently, demand is satisfied witb. less or

a statÎc number ofmanufacturing workers as companies replace workers with machines

and make more "efficient" those they retain. And as Krugman (1994a) points out, the

same occurred in the agricultural sector decades ago.

Conclusion

Although the term de-industriaIization is widely used, there exists no common

definition in either the U.K. or the U.S.. The de-industrialization literature in both

countries points to a series of indicators, ofwhich the more relevant are those regarding

employment, output, trade, and investment in the manufacturing sector, as noted in Table
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2.1. There exists however much confusion and controversy over the usage ofthese

indicators. Sorne simply measure de-industrialization in terms ofa single indicator while

others combine a few indicators. For example, most see the trend in manufacturing

employment as a relevant indicator ofde-industrialization. But not everyone gives it the

same weight of importance or focuses on the same measure ofemployment. Thirlwall

(1982) argues that de-industrialization is the absolute decline in manufacturing

employment. Bluestone and Harrison (1982) stress the gross loss ofjobs and disregard

net differences. Instead, Singh (1987) emphasizes the absolute and relative drops in

employment together with drops in manufacturing output, a rise in imported goods, and a

faU in exported goods. Likewise, while sorne in the U.S. point to the relative and

absolute drops in employment, Clarida and Hickok (1993) downplay the trends in

employment and stress the trends in manufacturing output and productivity.

There is also confusion over whether certain indicators are a measure, effec4 or

cause ofthe phenomenon. This is especially evident with how various researchers view

the raIe oftrade in the process ofde-industriaIization. Sorne consider the trade deficit a

key indicator ofde-industriaIization (Kaldor 1979); sorne regard it a cause of

de-industrialization (Mishel 1989); some believe it has little or no impact on the slumps

in manufacturing (Krugman and Lawrence 1994, see also BurtIess 1996); and still sorne

others point to the cise in manufacturing exports as a sÎgn ofstrength ofmanufacturing

and a rejection ofde-industrialization (Clarida and Hickok 1993).

Moreover, de-industrialization bas been discussed in terms ofchanges at the

national and regional Ievels (see, e.g., Rodwin and Sazanamj 1989, 1991). In the U.K..

35



• Table 2.1: Main Indicators of De-industriaIization: Selected U.K. and U.S. Literature

Main Indicators References

•

Employment:

1) relative drop in manufacturing jobs Rowthom & Wells (1987); Krugman &
Lawrence (1994); Singh (1977; 1987)

2) absolute drop in manufaeturingjobs Thirlwall (1982); Lawrence (1984);
Kutscher & Personik (1986)

3) '4gross" loss ofjobs in manufactming Bluestone & Harrison (1982); Wallace &
and in the total economy, and regional Rothschild (1988); Schwartz & Zukin
shift in locus ofmanufaeturing (1988)

Output:

1) drop in the proportion ofmanufacturing in Cairncross (1979); Krugman & Lawrence
GDP or GNP (cmrent and/or constant dollars) (1994); Clarida & Hickok (1993)

2) drop in annual growth rates oflabour Mishel (1989); Clarida & Hickok (1993);
produetivity in manufacturing Rowthom & Wells (1987)

Trade:

1) trade deficit

a) the drop in the volume ofexports of Singh(1977; 1987);La~ce(1984);
manufactures Clarida & Hickok (1993)

b) the rise in the volume ofimports of Singh (1977; 1987); Lawrence (1984);
manufactures Mishel (1989)

c) deterioration in the trade balance in Singh(1977; 1987); Lawrence (1984);
manufactured goods Mishel (1989)

2) the drop in the share of '~orld" trade in Singh(1977; 1987);~dor(1979)
manufactures

Investment:

1) rise in plant closing; plant relocation; and Bluestone & Hanison (1982); Wallace &
regional shift ofmanufacturing industries Rothschild (1988); Schwartz & Zukin

(1988)

2) drop in gross :fixed capital in manufacturing, Lawrence (1984); Caimcross (1979);
net capital stock, and R&D spending Brown & Sheriff(1979)
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proponents ofthe de-industrialization thesis initially focussed on national aggregate data,

but they have graduaIly given more attention to the situation in the regions (see~ e.g.,

Rhodes 1986; Wells 1989; Rodwin and Saz.<mami 1991; Driver and Dunne 1992). In the

D.S. proponents ofthe de-industrialiVJtion thesis have generally viewed it as a regional

phenomenon (see, among others, Hill and Negrey 1987; Romo~ Korman, Brantley and

Schwartz 1988; Jaffee 1988). However, developments in manufaeturing in the D.S. since

the 1980s have prompted sorne to use aggregate national data as empirical evidence of

de-industrialization (MisheI1989; Krugm.an and Lawrence 1994).

In Canada a de-industrialization thesis was put forward nearly two decades ago.

The thesis was formulated as part ofthe dependency theory which viewed Canada as a

branch plant economy, mainly dominated by subsidiaries ofAmerican corporations. The

earlier de-industriaIization thesis however has been largely forgotten or ignored. More

attention is given to British, but especially American sources, and particuIarly the work of

Bluestone and Harrison (1982). But the de-industrialization controversies in these two

countries shouId caution against restricting oneselfto a particular source or perspective of

de-industrialization. The data examined and the interpretations made ofthe data may be

influenced by the de-industrialization literature considered.
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Cbapter Three

The De-industrialization Thesis in Canada

Over the past two decades there bas been a growing concem in Canada that it is

losing its manufacturing base. While the focus here is on the de-inàustrialization thesis,

as Williams (1994, p. 13) points out: 'CPormore tb.an two decades, Canadians of

contending ideological persuasion have been writing in increasinglyapocalyptic terms

about the short-comings ofCanada's manufacturing sector" (see aIso Williams 1989).

Those who believe Canada is de-industrializing fear that the loss ofthe manufacturing

sector weakens and jeopardizes Canada's economic growth and standard of living. Sorne,

as noted in Chapter one, even fear that de-industrialization threatens the very existence of

Canada, unless something dramatic is done to reverse the trend

Although a de-industriaIization thesis was fust formulated in Canada more than

two decades aga, it bas been largely ignored in recent years with more attention given ta

the de-industrialization literature in the U.K. and especially the U.S.. Thus one is often
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left with the impression that the term bas been borrowed from non-eanadian sources

(see. e.g., Merrett 1996, Masi and Del Balsa 1991; Drache 1989a; Bellon and Niosi 1987;

Matthews 1985). Nonetheless, while the political and economic context has changed, the

recent discussions on de-industrialization are not much different from those ofthe earlier

debate over two decades ago.

WhiIe the earlier de-industrialization thesis is generally ignored, the term bas

become part ofpopular discussions on the state ofthe economy. According to Vice

(1988) there is snch a widespread beliefthat Canada is de-industriaIizing that, "a good

many people from all sectors ofour society accept it as a truism." Nevertheless, as in

the U.K. and the D.S., there is no common agreement on its meaning and indicators.

Further, the issue is complicated by supporters ofthe de-industrialization thesis who have

given little thought ta the definition. Yet, they provide anecdotal evidence or limitecL

questionable, and even contradictory data to support their claims. They basically hold on

to a predetermined beliefthat de-industrialization has occurred or is occurring. They

advance various questionable propositions, which are usually not properly examined but

are assumed to he factual (e.g., Drache 1989a).

The aim ofthis chapter is to critically examine the conceptualization and

operationalization ofde-industrialization in Canada. Most ofthe focus is on the case

made, and evidence provided, by proponents ofthe de-industrialization thesis. The first

section explores the de-industrialization thesis advanced in the late 1960s and early

1970s. The second section examines the de-industrialization thesis in the 1980s and

early 1990s and highlights the key indicators: employment, investm.ent, output, and trade.
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The De-industrialization thesis, 1970s

The de-industrialization thesis fonnulated in the late 1960s and early 1970s was

an offshoot ofthe ongoing debate over the effect ofthe high level offoreign ownership

in Canada. Many feared that Canada's economie growth was hindered because a large

proportion ofmanufacturing plants were foreign-owned, and mainly American-owned-

Various government reports, as the Watkins Report in 1968 and Gray Report in 1972,

reflected these concems.1

Many perceived the high level ofAmerican direct investments as the result of

Canada's hinterIand-metropoIis relations with the U.S.. A widely discussed book in this

tradition was Silent Surrender: The American Economie Empire in Canada by Levitt

(1970).2 The author claimed Canada was, "the world's richest underdeveloped country'~

whose private corporations were mainly V.S. controlled (Levitt 1970, p. 25, 39). Such a

dependency burdened Canada with enormous economic and social costs.3 She noted

The varions governm.ent reports recommended more monitoring of foreign ownership in Canada
One result ofthe Gray Report was the creation in 1974 ofthe Foreign Investment Review Agency (FIRA)
which reviewed all proposaIs offoreign takeovers ofexisting businesses or the creation ofnew businesses on
the basis ofwhat benefits there were for Canadjans. Herb Gray became FIRA's :first chairman. FIRA's
mandate was revised in 1984 by the newly elected Progressive Conservative govemment and in 1985 its
name was cbanged to Investment Canada

2 The preface was written by Mel Watkins. Clement and Williams (1989) date a "new Canadian
politica1 economy" from the popularization ofnationalist issues noted in the Watkins Report and the book by
Levitt.

Various researchers question the dependency thesis which argues that Canada's economic elite was
mainly commercial. Instead, they point out that there were interlocking directorships between Canadian
industrial and financiaI corporations. They aise mise doubts about the claim that Canadian financial
corporations were closely tied to American multinationals. Research shows that Canadian financial
corporations have been more likely ta share directorships with. industrial corporations controlled by
Canadïans!han by Amerïcans. For a critica1 analysis ofthis research see Carroll (1986).
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that Canadian manufacturing consisted ofmainly small American-owned branch plants

which produced for the domestic market and whose parent firms could implement

policies that disfavoured Canadian workers. Although published in 1970 the "skeleton"

ofthe main arguments was firstpresented to the National Council ofthe New

Democratie Party (NDP) in 1966 and a monograph was published in 1968. The thesis

received much support from members ofthe Waffle, a group established as a caueus

within the NDP in 1969, and founded by James Laxer and Mel Watkins.4

From these discussions resulted the de-industrialization thesis characterised by

Robert Laxer (1973) as a ''majorthesis'' and by Moore and Wells (1977, p. 34) as "the

king-pin ofleft nationalist theory." R. Laxer (1973, p. 9) argued that the theory had

"more practical consequences for the future ofjobs, economie security, and the quality of

life for Canadians than any single explanatory concept on the Canadian horizon." And

he believed that '~deindustrializationis the most important result to Canada of integration

in the American Empire." According to this perspective, Canada, the hinterland, was

kept in an underdeveloped state. Canada had a weak manufacturing sector which was

threatened when economic conditions in the U.S., the metropoIis, deteriorated. Braneh

plants were closed in the hinterland to improve the job situation in the metropolis.

Clement (1975, p. 124) summarized the de-industriaIization thesis as the ''withdrawal of

4 The group presented a Manifesto for an Independent SociaIist Canada which calIed for more
Canadian public ownership. In 1971, their candidate, James Laxer, was nmner-up to David Lewis for the
leadership ofthe federal NDP. The group was also organized at the provinciallevel, but by the mid-1970s it
had disintegrated as a political force (Watkins 1995). Laxer and Watkins have also been outspoken critics of
the FrA and the NAFI'A (see J. Laxer 1987b; Watkins 1993).
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U.S. manufactming plants from Canada to the U.S..~~s

The most explicit description ofthe de-industrialization thesis was put fortb. by J.

Laxer (1973) and Laxer and Jantzi (1973). They believed, like many others, that Canada

had a "truncated manufacturing sector"- a ''warehouse assembly operations" dependent

on foreign technology and on foreign manufaeturing in completing many stages in the

production ofgoods. Canada had the lowest proportion of its workforce in

manufacturing among advanced countries, imported much ofits manufactured goods~

and was vulnerable ta decisions taken by parent firms ofthe branch plants. According ta

J. Laxer (1973) weaknesses in the U.S. economy led the Nixon administration in 1971 ta

pass policies that ended the "special relationship between Canada and the U.S. which

allowed Canada to he a relatively industrialized hinterland between 1945 and 1971" (J.

Laxer 1973, p. 141). The new "U.S. agenda for the Canadian economy" was to have the

u.s. gain more access to Canadian resources and have Canada purchase more

manufactmed goods from the U.S..6 American:firms would close their branch plants in

manufacturing and shift the capital into resource extraction or largely back into the D.S..

Consequently, Canada would face increasing "de-industrialization" and "permanent high

unemployment" (J. Laxer 1973, p. 144).

J. Laxer (1973) and in genera.l supporters ofthe de-industrialization thesis provide

Clement (1975) commented in a footnote tbat the drop in employment and standard ofliving
would lend support to the de-industrialization thesis. But he pointed out that there was not mucb. evidence
to support the thesis.

6 In later works Laxer upholds the thesis that the li.S. is declining (J. Laxer 1987a). One ofhis main
reasons for opposing the FTA is because Canadjans bave ta "choose" the D.S. economic model (J. Laxer
1987b). This reasoning is somewhat different than bis earlier view that implies the D.S. dictated Canada's
economic agenda.
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a peculiar view ofthe link between American-owned branch plants and

de-industrialization. Irrespective ofwhetherthe number ofbranchplants rises or falls

they are perceived as threatening Canada with de-industrialization. On the one band

branch plant closures, drops in the number ofworkers in branch plants, or both, are seen

as signs ofde-industrialization. On the other band, an increase in the number ofbranch

plants is viewed as making the Canadïan economy more dependent on the metropolis and

thereby more vulnerable to being de-industrialized.

In support ofthe de-industrialization thesis Laxer and Jantzi (1973) compared

American-owned and Canadian-owned manufacturing plants in Ontario in 1966 and

1972 that employed 100 or more workers. Togethertbe plants made up 45 per cent ofall

manufacturing employment in Ontario. However, the study had numerous weaknesses

which the authors ignored Laxer and Jantzi (1973) used data ofa limited sample of

manufaeturing plants in Ontario to make assertions about the state ofmanufacturing at

the nationallevel. They had a predetermined belief in the thesis and had no intention ta

question Ït. Indeed, their data showed that in the 1966-72 period, among the 511

American-owned establishments 85 had closed and 122 had opened, and employment

grew by 8.1 per cent, and among the 296 Canadian-owned establishments 35 had closed

and 75 had opened, and employment rose by 21.1 per cent. Yet, despite the limitation of

their sample of:firms and the cise in overall employment and establishments, Laxer and

Jantzi (1973, p. 150) concluded thatthe "American ownership ofCanadian

manufacturing leads to de-industrialization for Canada - the quantitative and qualitative

undermining ofthis country's manufacturing sector."
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Moreover, Laxer and Jantzi (1973) failed ta recognize that their own data

contradicted their claims. The data show that American-owned plants were in general

not leaving Canada, or rather Ontario, since there was among American-owned plants a

net gain of37 plants. Canadian-owned plants strengthened theirposition compared. to

American-owned plants, including in "vital sectors ofOntario manufacturing." For

example, employment in the machinery industry in 1972 compared ta 1966 grew by 49.2

per cent in Canadian-owned plants and ooly 7.5 per cent in American-owned plants.

Further, since they date the beginning ofthe process ofde-industrialization as 1971, then

their evidence was based only on what occurred in 1972. But data for one year are

insufficient, especially since they are likely to have been influenced by the 1969-70

recession.

Throughout, Laxer and Jantzi (1973) leftthe impression that their assertions

were quantifiable or supported with substantive evidence. They noted that "it is evident'''

that manufacturing employment "growth was centred in the large establishments and

decline was evident in the small establishmentsn and that sorne large firms "migrated

from old industrial regions ta newer ones." But no appropriate data were provided and it

is unclear how they arrived at such interpretations from the data examined. Likewise, J.

Laxer (1973, p. 35) stated that "From 1966 ta 1972 virtually no jobs were created in

manufacturing in Canada. Plant shut-downs and layoffs occurred on a massive scale,

particularly in foreign-owned industries." And Canadian manufacturing had lost jobs ta

American manufacturing. Yet in the 1966-72 period manufaeturing employment grew in

Canada by more than 100,000, but fell in the U.S. by more than 300,000, suggesting that
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Canadian manufacturing did not lose jobs to American manufacturing (Moore and Wells

1977).

A critical assessment ofthe "left nationalist case for Canadian

de-industrialization" was carried out by Moore and Wells (1977) who identified

themselves with the politicalleft. They disagreed with. the general premise ofthe thesis

which blamed U.S. imperialism for Canada's economic problems. The U.S. was in their

view a "strong link" and Canada a ''weak link" in the "world imperialist syst~" but

"the system, itseIt: could adversely affect both the strong and the weak" (Moore and

Wells 1977, p. 46). They argued that the "main problem" was capitalism and

de-industrialization was a ''myth.'' Left-nationalists had mistaken a "typical cyclical

recession" ofthe capitalist system for a long-term de-industrialization.

To test the de-industrialization thesis, Moore and Wells (1977) examined

aggregate data on the manufacturing sector over a period ofabout two decades, but

especially the 1963-72 period. They considered the changes for the manufacturing sector

in Canada and compared sorne ofthe changes with those ofother "imperialist countries"

which besides Canada included the D.S., France, Germany, Swede~ U.K., Japan,

Denmark, and Norway. They did not provide a definition ofde-industriaIization. They

focussed mainIy on employment and output in manufacturing but were confusing as ta

which trends had to exist for de-industrialization to occur. And, unlike Laxer and Jantzi

(1973), they disregarded a comparison ofchanges in gross manufaeturing employment

between Canadian-owned and American-owned plants.

Moore and Wells (1977) criticized the "left-nationaIist" perspective, but their
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interpretation ofthe data was based mainly on their own poIitical ideology and less on

the data. examined. They recognized that there had occurred relative drops of

manufacturing in the GDP and in the labour force. The share ofmanufacturing in the

GDP dropped from 29 per cent in 1950 to 22 per cent in 1969, and in the share of

manufacturing in the labour force feU from 24 per cent in 1963 to 22 per cent in 1970.

But, contrary to the claim ofleft-nationalists, Moore and Wells (1977) argued that these

trends were neither signs ofde-industrialization nor due to American imperialism. They

argued that the trends were not "unique" to Canada as the left-nationalists suggested, but

"part ofan international trend in the imperialist worId." The relative declines would

have occurred irrespective ofthe level offoreign ownership. The trends reflected the

"contradictions (structural changes) in capitalism" and resulted from the dramatic growth

ofthe service sector and increases in manufacturing labour productivity. They pointed

out that the U.K. and the U.S., for example, were facing similar trends.

According to Moore and Wells (1973) the de-industrialization theory couId not he

taken seriously since one would have to wrongly conclude that the U .K. was aIso

de-industrializing. But this was an awkward conclusion. They reject the thesis in part

because the case ofCanada was not "unique." But this suggests that ifaU "imperialist

countries" faced similar drops in manufacturing then they were not de-industrializing.

They anived at such a conclusion mainly by way oftheir political perspective which led

them to argue that it was impossible for a country like the U.K. to he de-industrializing.

But their own cited data and their arguments contradicted their claim.. They stressed the

importance ofthe absolute trend in manufacturing employment as a measure of
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de-industrialization, suggesting it was in itselfa sufficient measure to test the

de-industriaIization thesis. But they did not explain why. Nonetheless, the trend in

absolute manufacturing employment suggested that, unIike Canada, the U.K. was

de-industrializing. At the end ofthe 1963-72 period the number ofworkers in

manufacturing reached an all time high in Canada but feIl by nearly one million in the

U.K..

Moore and Wells (1977, p. 39) aIso examined the "strength. and weaknesses ofthe

capitalist world's manufacturing sector" measured by: average annual rates ofgrowth of

manufacturing; comparative indices of industrial production; and comparative indices of

manufacturing labour productivity. In all cases Canada did as weil as, or better than,

most ofthe advanced countries examined. They pointed out that percentage declines of

Canada's manufacturing sector from 1947 to 1973 occurred only in periods ofrecession

and were followed by a recovery. By 1973 the manufacturing sector was already

recovering from the 1969-70 recession. The number ofworkers had increased, the level

of investment activities in dollar terms was rlsing, and the sector was growing faster than

the total real domestic product. Thus for Moore and Wells (1977) Canada's

manufacturing sector was not in serious trouble. Instead, "international capitalism" was

in decline and therefore the "problems" Canada faced were a manifestation of"the

instability ofworld capitalism."

However, whatever the perceived cause or one's political persuasion, there was a

widespread concem about the heaith ofthe manufacturing sector. The Science Council of

Canada (1977), the former national advisory agency on science and technology, feared
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Canada's ~'technologicalcapability" was dirninishing with the resuIt being sluggish

industrial growth and "perhaps even the de-industriaIization ofCanadian society." The

Council believed that unless an effort was made to change the situatio~Canada had a

bleak: future as an industrialized nation. A generally similar view was expressed by the

Committee for an Independent Canada formed in 1970 by Walter Gordon and Abraham

Rezone, and ofwhich at one time Mel Hurtig became its national chairman (see Danson

1978, p. 1).1 Even an undated ferleraI government discussion paper ofthe 1970s noted

that the Canadian economy was unstable and that it was "particularly acute for

manufacturing" (Department ofIndustry, Trade and Commerce, undated, p. 1). It

questioned whether manufacturing could "continue to contribute to the fulfilment of

CanadJi.an aspirations for satisfyingjobs and rising real incomes." And writing on the

status of the manufacturing sector in the late 1970s, Staries (1978) argued it was in a

"crisis" and threatening "future prosperity" and the well-being ofindividuals. He agreed

with the Canadian Manufacturers Association that in consequence Canada was turning

into a "poorer nation."

Thus the de-industrialization thesis in Canada preceded the U.K. and U.S.

debates, and pointed to sorne ofthe same indicators and issues. This is particularly

evident when compared to the U.S. debate on de-industriaIization. For example,

Bluestone and Harrison (1982) in the D.S., like J. Laxer (1973), emphasized plant

The Committee for an Independent Canada disbanded in 1981, but in 1985 Hurtig set up the
COlmeil ofCanadians to continue some ofthe same aetivities. The Council ofCanadians was mainly set up
to oppose the Progressive Conservative govemment attempts to establish a free-trade agreement with the
U.S. and to alIow more foreign investments in Canada.
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closures in manufacturing as a sign ofdisinvestment in manufacturing and each provided

a nationalistic outlook. J. Laxer (1973) argued that American-owned branch plants cut

down on their investments in Canada and redirected capital back into the U.S..

Therefore, the U.S. benefited at the expense ofCanada. In contrast, Bluestone and

Harrison (1982) believed American corporations were moving much oftheir capital

outside the U.S. and moving sorne ofit into their existing foreign-owned branch plants,

which presumably included those in Canada. Therefore, Canada benefited at the expense

ofthe U.S.. Moreover, in bath countries, for different reasons, critics turned to other

indicators than. those put forth by proponents ofthe thesis and gave importance to

international comparisons. And they concluded that de-industrialization was a ''myth''.

Interestingly, the study by Moore and Wells (1977) was titled "The Mytb. ofCanadian

De-industrialization," while that ofLawrence (1983a) in the U.S. was titled "The Myth

ofU.S. Deindustrialization."

Old Wine in New BottIes: The de-industrialization thesis, 1980s-90s

For whatever reasons, over the years the earlier Canadian de-industrialization

thesis was largely negleeted. Instead, sorne assumed or implied that de-industrialization

was a new concept, and credited U.S. or U.K. sources. Williams (1994, p. Il), for

example, remarks that in the early 1980s, "Government researchers introduced new

concepts like 'deindustrialization' into the national economic discourse." Matthews
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(1985) credits Bacon and Eltis (1978) as possibly the originators ofthe term de-

industrialization. But most Canadian commentators tum to the work by Bluestone and

Harrison (1982) in the U.S. for theoretical guidance (e.g., Gertler 1985; Muszynski 1985;

Drache 1989a; Krahn and Lowe 1993; Merrett 1996).

Although as time passed the earlier debate on de-industrialization was Iargely

ignored, the concem over de-industrialization remained and in the mid-1980s sorne

called on social scientists to give the issue more attention. Mahon (1985a, p. 212), one

ofthe few ta point out that the "spectre ofdeindustrialization" was raised in earlier years

in Canada, remarked that ''political economists have not kept pace with their British and

American counterparts, who are involved in a lively debate on the question.,,2 And

Drache and Clement (1985, p. xx) stated that de-industriaIization was an issue on which

''political economists had a special contribution to make to public debate."

Canada is still viewed as particularly vulnerable to de-industrialization, especially

because ofoveralI changes in the world economy and the implementation of recent free

trade policies. Sorne argue that over the years it has become easier for investments ta he

moved out ofthe country and into the U.S., Mexico, and low wage countries in the Third

World. The result is disinvestment, plant closures, and higher unemployment. Hurtig

(1991), for example, called the Canada-U.S. Free Trade Agreement the

'~eindustrializationofCanada Agreement." Stanford (1991, p. 3) remarked that

de-industrialization had ''become a major economic concem in Canada" by the early

2 Mahon (1984, 1985a, 1985b) credite<! the WafIIe for first painting out "the spectre of
deindustrialization."
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1990s. And the concem bas grown with the împlementation ofNAFTA (see Stanford

1993; Cameron 1993). For Merrett (1996) the situation has become serious to the point

that Canada is being transfonned into "an underdeveloped nation."

Proponents ofthe more recent de-industrialization thesis commit similar errors as

in the earlier thesis proposed by Laxer and Jantzi (1973). They provide limited data that

are mainly for the pmpose oflending credibility to their preconception that

de-industrialization exists. They fail to recognize, or they purposely ignore the fact, that

their evidence is insufficient and that there exist data that contradict or raise doubts about

their cIaims.

Various indicators ofde-industrialization are noted in the Iiterature, but there is

no agreement on how to measure them and whether to focus on a single or a combination

ofmeasures. In addition, there is no agreement on how Iowa trend must drop or for how

long the drop must oceur for de-industrialization to exist. The conceptual puzzle is

further complicated witb. no agreement on the appropriate geographic unit (nationê14

provinci~ or municipal) and industrial unit (sector, specifie industry, or firm) of

analysis.

As noted in the previous chapter covering the U.S. and U.K. literature, four broad

indicators have received fairly wide acceptance as measures ofde-industrialization:

employment; investment; output; and trade. Given the intellectual history of the

Canadian debate on de-industrialization, these same broad indicators are widely used in

the Canadian literature. The next sections will elaborate on the four key indicators and

focus primarily on the claims and data put forth by proponents ofthe de-industrialization
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thesis and weaknesses and complexities ofthe thesis.

Employment

Employment change is the most widely mentioned indicator of

de-industrialization. Four measures are noted in the literature: the decline in the share of

manufacturing in total employment; the drop in the absolute number ofmanufacturing

workers; the gross 10ss ofmanufacturing jobs; and the rise in unemployment. Sorne also

combine changes in employment in the manufacturing sector with changes in other

sectors.

Various measures ofemployment are used by Drache (1989a, p.1-2), a key

proponent ofthe de-industrialization thesis.3 He defines de-industrialization as "either a

process ofrelative job loss in industrial employment or the systematic erosion of

investment in a country's industrial capacity.'7 He lists five characteristics of

de-industrializatio~three ofwhich pertain to employment: the decline in the proportion

of"industrial employment" in the work force; the increase in "st11lctural

unemployment"; and the cise in the poorer quality service jobs. The other two

characteristics, discussed later7are the "erosion ofexport-performance" and the increase

in "import penetration.77

3 Drache published two articles on de-industrialization in 1989 that are almost identical except for the
titles, and some minor editorial differeoces. One titied "New Work Proœsses, Umegulated Capitalism and
the Future ofLabour" is published outside Canada in a collection ofworks by various authors (see Drache
1989b). The other is a single publication by the Canadian Centre for Policy Alternatives and titied The
Deindustrialization ofCanada and its Implications for Labour (Drache 1989a).
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Despite bis emphasis on the relative drop in manufaeturing employment, Drache

(1989a) provides no explanation ofwhy it should be described as de-industrialization and

no supporting data. Nonetheless, Statistics Canada data show that the share of

manufacturing in total employment fell from just under 25 per cent in 1960 ta less than

16 per cent in 1990 (see Akyeampong and Winters 1993). However, the drop was mainly

the result ofa relatively faster growth in the number ofworkers in the service sector and

slower growth in the number ofmanufacturing workers. In the 1960-90 period overall

employment grew in Canada by III per cent with employment rising only 36 per cent in

the manufacturing sector but 178 per cent in the service sector (Akyeampong and

Winters 1993). Consequently, the number ofmanufacturing workers increased.

Interestingly, Drache (1989a) does not include changes in absolute manufaeturing

employment in bis list ofcharacteristic ofde-industrialization, but he gives it much

importance in bis argument. He cIaims that Canada faced a remarkable net loss of

"industrial" or manufacturing jobs in the 1980s, but he provides no appropriate

evidence.4

For Muszynski (1985) de-industrialization is the absolute loss ofmanufacturing

jobs. But he adds another complexity to the de-industrialization thesis by focussing on

"urban de-industrializatioD." He examines the lasses in the Metropolitan Toronto area

4 surprisingly~ Drache (1989a) partly tums to American data ta support bis claim. Without providing
a comparative anaIysis~he considers the D.S. situation as "not atypical." Relying on information in a 1985
New Yor!< Times article he points out that manufacturing employment fell by nearly 900~OOObelow the 1980
level. But as the previous chapter shows there is much controversy over what is happening to U.S.
manufacturing~and a longer term view ofmanufacturing employment shows that the number ofjobs in the
U.S. rose between 1959 and 1984_ Drache(1989a) also disregards the definitional and measurement
differences that may exist between the two countries in determining unemployment (see Zagorsky 1996)•
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(Metro Toronto) consisting ofsix municipalities ofwhich the City ofToronto is the

largest. He plays down the changes occurring in the four municipalities which together

with Metro Toronto make up the Toronto Census Metropolitan Area (CMA). The data

showthat from 1976 ta 1984 the number ofmanufacturingjobs in the Metro Toronto

area reached a high in 1981 but by 1984 fell below the 1976level. But as Muszynski

(1985) recognizes the Toronto CMA experienced a "relatively strong growth" between

1983 and 1984, and in the same years manufacturing in Ontario and Canada was

recovering from the job losses of the 1981-82 recession. It is therefore unclear why he

argues that de-industriaIization in Metro Toronto is a serious problem. It begs the

question whether Metro Toronto, or any metropolitan ar~ needs to maintain an

industrial base, especially when it is surrounded by a large industrial base. Moreover, a

closer look at the Census ofCanada data for 1971 and 1981 that Muszynski (1985) cites

show that the major loss ofmanufacturing jobs occurred in the City ofToronto and that

the lasses were replaced by increases in service sector jobs (see aIso Gertler 1985). Yet,

Muszynski (1985) argues that ''urban deindustrialization" results in structural changes

that have "substantial ill-effects" on Metro Toronto.

Like Muszynski, Gertler (1985) emphasizes the regional perspective ofthe

de-industrialization thesis. But he focuses on the relocation ofmanufacturing activity

and the drop in manufacturing as an important source ofemployment in the Toronto

CMA. He concentrates on the 1975-80 periocL a time of~'relativeprosperity," and the

recessionary period of 1980-82. I-Ie argues the data "are somewhat consistent with the

process ofde-industrialization ...in thatthe overall importance ofmanufacturing as a
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source ofemployment in the region bas declined, and whatever manufacturing activity

bas remained in the region has tended to favour peripherallocations over the oid central

core ofthe city" (Gertler 1985, p. 361). But it is unclearwhythe relocation of

manufacturing within the boundaries ofToronto CMA, a process he suggests bas long

existed, should he described as de-industrializatioD. The data he cites show that: the

share ofnational inanufacturing employment in the Toronto CMA grew from 18.7 per

cent in 1975 to 19.6 per cent in 1982; manufacturing employment in the 1975-80 period

grew 6.5 per cent in Toronto CMA compared to 5.2 per cent in Canada; in the 1980-82

period manufacturing employment feU 3 per cent in Toronto CMA, but 6.4 per cent in

Canada; and the number ofworkers in manufacturing grew from 286.5 thousands in 1975

to 296.1 thousand in1982.

Nonetheless, contrary ta what Drache (1989a) implied, and the impressions left

by Muszynski (1985) and Gertler (1985), Labour Force Survey (LFS) data examined in a

later chapter show that the number ofworkers in manufacturing at the nationallevel was

higher in the 1980s than the 1970s. The number ofworkers in manufaeturing peaked in

1981, feU in the years following the 1981-82 recession and then slowly recovered and

reached a new plateau in mid-1989. But since then the attention bas mainly tumed ta job

losses and free trade.

Many point out that hundreds ofthousands ofmanufacturing jobs have been lost

in the few years following the implementation ofthe FTA in January 1989 and they

believe the same is happening because ofthe NAFTA (e.g., Barlow and Campbell 1993;

Campbell 1993; Jackson 1993). The trade agreements are blamed for causing or
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accelerating de-industrialization ( see, e.g., Canadian Labour Congress 1991; Merrett

1996). Although a recession occurred after the FTA was implemented, sorne point out

thatjob losses in manufacturing preceded the recession (see, e.g., Jackson 1993). They

believe, as did a Federal Liberal Party (1991) task force on de-industrialization in

Ontario, that the FTA is mainly to blame and many ofthe job losses are permanent.

Opponents and supporters acknowledged that sorne finns and industries would

suifer and thatjob displacements would occur because ofthe FTA (see Smith 1992a).

However, supporters predicted, mainly on the basis ofeconomic models, that overall

employment would cise (see Crispo 1988; Department ofRegional and Industrial

Expansion 1988; Economie Council ofCanada 1988; Harris 1988; Watson 1994a,

1994b). But the reverse occurred in the immediate years following the implementation

ofthe FTA. Opponents ofthe FTA were quick to blame the agreement for the losses and

sorne pointed to the losses as evidence ofde-industrialization. However, it is doubtful

anyone can accurately determine the job losses or gains that were due to the FTA in early

1990s. There were other developments that had an impact on employment changes,

partieularly the cyclica1 problem ofthe recession, the restructuring among firms that was

already occurring before the FTA went into effect, the increasing intemationa]jzation of

trade in an ever expanding global economy, higher interest rates, and higher Canadian

dollar. Yet certain critics ofthe FrA, and laterthe NAFTA, blame the agreement for the

job losses, plant closures and relocations offactories to the U.S., and even Mexico, and

generally ignore the faet that the changes could have been also provoked by other factors

(see, e.g., Barlow 1991; Hurtig 1991; Healy 1993).
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Longer term. data are needed to determine the developments in manufacturing

employment. For example, in 1994 thousands ofjobs were created ofwhich a large

proportion were in manufacturing. Indeed, one popular newspaper talked about the

"boom in manufacturing" (soo, e.g., Globe and Mail. October 8, 1994). Hence, ifshort

term data are sufficient to make wide-sweeping conclusions about the state of

manufacturing, should one conclude the ''boom'' is due to the FTA and the NAFTA? Of

course, that would he a foolish and premature conclusion. In the same vain, it is foolish

to claim that the losses in the early 1990s were largely due to the FTA and resulting in

the de-industrialization ofCanada.

ProPQnents ofthe de-industrialization thesis see a strong correlation between the

loss ofmanufacturing jobs and the rise in unemployment (e.g., Muszynski 1985). But

they do not fully explore the issue. Instead, like Drache (1989a) they stress that the

unemployment situation in Canada is "alarming." Drache (1989a), for example, notes

that in the 1980-87 period unemployment increased in CanadaIl But he is aIso unclear

about why the rise in overall unemployment is a sign ofde-industrialization, since the

unemployment rate reflects the situation in all economic sectors. Moreover, he writes:

"Between 1980 and 1983, approximately one in five jobsdisa~ from the

manufacturins sector: unemployment rose by 68%: and hundreds of long-estahlished

finns closed their doors forever" (Drache 1989a, p. 12, emphasis in original). He does

Il Drache (1989a) also adds that in the same period unemployment dropped in the D.S.. But he is
unclear why the comparison would help in understanding de-industrialization in Canada It is also ofsorne
importance to note that certain differences in the measurement ofunem.ployment in the two countries tend to
bias the Canadian unemployment rate upward compare<! to the U.S. ra."t.e (see Grant 1992).
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not give the somce ofhis information, but LFS data show that these were exceptional

years and influenced bythe 1981-82 recession, an issue Drache (1989a) chooses to

ignore. The number ofunemployed manufacturing workers peaked in 1982 and again in

1983, and the overall unemploymentrate peaked in 1983. Drache (1989a) does not

provide the actual rates ofunemployment, but the LFS data show that the rate of

unemployment for Canada for 1980 was 7.5 per cent and 8.8 per cent in 1987. However,

the rate dropped in 1988 and again in 1989 when itretumed to the 1980 level of7.5 per

cent (see Parliament 1994).

Moreover, as will he further examined in a later chapter, labour force data

Ïndicate that manufacturing bas usually had a lower unemployment rate than that ofthe

labour force. For example, whereas the overall unemployment rate was Il.9 per cent in

1983 and 7.5 per cent in 1989, in the same years the manufacturing unemployment rate

was 10.2 per cent and 6.3 per cent More recently, in 1995, the unemployment rate in the

labour force was 9.5 per cent compared to 6.3 per cent in manufaeturing.

A popular assumption is that the manufacturing sector bas been eliminating high

paying jobs while the service sector has been creating low-paying dead end jobs (e.g.,

Muszynski 1985). Drache (1989'1, p. 16) claims that the jobs lost in manufaeturing are

"better paying and more skilled than average jobs." He provides neither data nor an

explanation of"average jobs." However, a cUISory examination ofwage and

employment data shows there is a considerable variation in the wages and jobs lost in

different manufacturing industries. For example, in 1987 the average annual wage in

manufacturing was $27,807, but among the manufacturing industries the lowest wage
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was in the clothing industry at $16,484 while the highest was in the petroleum refining at

$46,759 (Masi 1993). Moreover, the clothing industry had six times more workers than

the petroleum refining industry; it lost jobs in the 1980s; and bas been seen as

particularly vulnerable to job losses under the free trade agreements (see, e.g., Cohen

1987).

Many argue the job lasses in manufacturing are accompanied, in the words of

Drache (1989a) by "an increase in poorer quality jobs in service, clerical and sales." He

adds that there has been a shift from blue coilar to white caIlar jobs and a cise in part

rime jobs to the point that they are "overtaking" full-tïm.e jobs. And he remarks that ''the

real job machine is the public sector" since the govemment alleviated the unemployment

problem by creating jobs in the social and public services. But, little or no data are

provided and no explanation is given about why these PeI'ceived changes are part ofthe

process ofde-industrialization.

A cUISory overview oflabour force data suggests that the assertions made by

Drache (1989a) deserve closer scrutiny. The service sector made up 71 per cent ofthe

labour force in 1987 compared to 67 per cent in 1980. But clerical, sales and service

jobs dropped from 54 per cent ofall service jobs in 1980 to 50 per cent in 1987 (Lindsay

1990; O'Neill 1994). Over the same period managerial and professional occupations,

which are generally viewed as higher paying secure jobs, increased from 29 per cent to

35 per cent.

Clearly the number ofwhite collar jobs has over the years grown, but the number

ofblue coIlar jobs has been generally transitory. As Little (1994, p. AIl) points out blue
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coIlar jobs, "appear and disappear as the economy expands and contracts." Since 1975

bIue collar jobs advanced and retreated twice, with each decline eliminating the gains

that were achieved in the preceding few years. White caIlar occupations have been

growing at least since the beginning ofthis century, and their growth has over the years

been mainly because ofjob losses in agriculture and not at the expense ofbIue collar

occupations (Rinehart 1996; see also Krahn and Lowe 1993). Indeed, the proportion of

blue collar occupations in total occupations did not change much from 1901 to 1981

(Grabh 1993). However, the blue collar proportion ofthe labour force fell frOID 42.2 per

cent in 1981 to 36.7 per cent in 1991 (Rinehart 1996). But the relative drop does not

necessarily imply an absolute drop. Indeed, in 1993 the number ofblue caIlar jobs was

actuaIly slightly more than in 1975 (see Little 1994).

Drache (1989a) is unclear about what he means by part-time jobs "overtakingn

full-tÏme jobs. Perhaps he means that part-time work has been expanding more rapidIy

tban full-time employment in the 1980s. Between 1981 and 1989 the number ofpart-

time workers grew by nearly halfa million to reach about two million at the end ofthe

decade (Duffy and Pupo 1992). This represented a 27 per cent increase in part-time

employment compared te a Il per cent growth in full-tïm.e employment in the same

period.12 However, while the proportion ofthe labour force holding part time

employment in the 19805 was higher than the 1970s, it remained steady at above 15 per

12 The expansion in part-time employment bas been occurring since the 1950s. From 1953 to 1986
the number ofworkers employed part-time grew on average 7 per cent annually. By the end ofthe 19805 an
estimated one in seven workers held a part-time job. In additio~ the tise in part-time work bas been largely
among women. In the early 19905 women made cp about 70 per cent ofpart-time workers (Duffy and Pupo
1992).
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cent in the 1980s (see Parliament 1994). And most were "voluntary" part-time workers,

although the proportion of"involuntary" part-time workers was higher in the 1980s than

the 1970s (see Akyeampong 1987).13 More importantly for the purpose ofthis study,

part-time manufacturing employment remained steady at legs than 4 per cent throughout

the 1980s. And figures examined in a later chapter show that part-time workers have

generally made up a small proportion ofmanufacturing workers.

Drache (1989a) aIso claims that the government created jobs in the public sector

to reduce overall unemployment. But it is worth noting that the exceptional cise in public

sector employment occurred in the 1950s when unemployment rates were lower than in

the 1980s (see Picot 1986). Moreover, between 1980 and 1987 the share ofthe ferlerai

public administration in total employment fell from 2.5 per cent to 2.3 per cent (Lindsay

1990).

Investment

Another key indicator noted by proponents ofthe de-industrialization thesis, is

the drop in investments, measured mainly by the number ofplant closures in

manufacturing. As in the 1960s and 1970s, Canada in the 1980s and 1990s has been

13 The official defintion ofpart-time work consists ofworking less than 30 hours a week. Vobmtary
part-time workers are those who choose to he employed part-time, while involuntary part-time workers
would prefer10 hold full-tïme employment. Over the years the involuntary part-time workers have been
making up an increasingly larger proportion of part-time workers. As data cited in Chapter five show, their
proportion grew from about 13 per cent in the late 19705 to nearly 32 per cent in the mid-1990s. The issue
is further complicated in that there are also, for example, workers who hold temporary or part-year
employment that can be either part-time or full-tîme (see Krahn and Lowe 1993).
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viewed as vulnerable to changes in "American economic strategy" because ofthe high

level ofU.S. direct investments (Drache 1989a). American firms are accused ofclosing

plants or reducing their workforce and moving much oftheir capital abroad. Thus plant

closures and job losses should he prevalent in industries that had, or still have, high

Ievels ofAmerican-owned branch plants. But proponents ofthe de-industrialization

thesis complicate the argument by leaving the impression that whatever corporate

strategies American firms cany out, they will have a negative impact on Canada.

American firms that shut down branch plants are bIamed for the de-industrialization of

Canada. On the other hand increases in American direct investments are viewed as

making Canada more dependent on decisions taken by parent firms. And the perceived

result is, among other factors, "fewer" and "poorer jobs for Canadians" and higher

unemployment (see, e.g., Hurtig 1991, p. 75). The implication is that whether the

number ofAmerican branch plants rises or falls, Canadian workers lose out. But over

the years many have accused aIso Canadian firms ofmoving plants abroad and

contributing to de-industrialization, especially since the implementation ofthe FTA and

the NAFTA (see, e.g., Mahon 1984; Barlow 1991; Stanford 1993).

Like Laxer and Jantzi (1973) in the past, and Bluestone and Harrison (1982) in

the D.S., manyargue or imply that branch-pIant closmes are part ofa corporate

restructuring strategy that results in a country's economic structuraI change. However, it

is questionable that corporate strategies work in unison and can have such a dramatic

impact on the economy. The issue is aIso complicated in that supporters ofthe

de-industrialization thesis consider different geographic and industrial units ofanalysis.
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The focus has been on the situation in the whole ofCanada Ce.g., Drache 1989a); a

specific area (e.g., Muszynski 1985); and in a particuIar industry Ce.g., Van Ameringen

1985).

As in the case ofemployment, supporters ofthe de-industrialization thesis that

tum to plant closures generally deal with. insufficient and questionable da~ and cover a

short period that includes an economic downturn. They give aIso little importance to the

possible reemployment ofworkers dispIaced by plant closures. But emphasizing plant

closures and the jobs lost and disregarding the net changes provides a distorted or

incomplete picture ofwhat is occurring in the manufacturing sector. More important, if

plant closures and the accompanying loss ofjobs are sufficient evidence of

de-industrialization, as sorne seem to suggest, then de-industrialization is a universal

phenomenon since plant closures are always occmring. Indeed, as the Economic Council

ofCanada (1983) noted, in the 1970s when manufacturing employment was growing,

"death rates" ofplants were very high in the manufacturing industries and other

industries (see aIso Baldwin and Gorecki 1990).

For Drache (1989a, p. 2) part ofthe definition ofde-industrialization is "the

systematic erosion ofinvestment in a country's industrial capacity." He asserts that there

has been an "epidemic ofplant closures" particularly among branch plants since in the

corporate stI'ategy ofAmerican firms "subsidiaries are prime candidates to he phased

out." He maintains that the losses in the "machinery, eiectrical equipment and autos"

industries have mainly occurred in American branch plants. Again Drache (1989a)

makes assertions that give the impression they are supported by empirical evidence, but
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he provides no such data. He cites an unpublished 1984 study on 2,500 workers laid off

frOID 19 plants in Ontario between 1979 and 1981. The data tell us nothing about the

trend in plant closures and job losses. The sample was unrepresentative ofeither the

situation in Canada or Ontario and the results were influenced by the 1981-82 recession.

Moreover, as noted in later chapters, in 1989 the machinery, electrical, and auto

industries had higher employment levels than in 1981.

Muszynski (1985) and ms collaborators provide case stlldies on plant closures in

Metropolitan Toronto to defend their thesis ofde-industrialization. But their own

employment data suggest the closures were mainly restrieted ta the City ofToronto.

Manufacturing employment grew in the rest ofMetropolitan Toronto suggesting that

there were plant c~irths." Gertler (1985) shows that in the 1971-78 period the number of

manufaeturing establishments and manufacturing employment grew in the Toronto CMA

but the distribution changed Metro Toronto faced drops in the shares ofestablishments

and employment, but still made up by far the largest proportions ofestablishments and

employment in manufacturing. The shares ofmanufacturing establishments ofthree

municipalities contiguous with the boundary ofMetro Toronto grew and those ofthe

fourth remained steady. This suggests that data restricted to plant closures in a particular

area as Metro Toronto may leave the incorrect impression that investments have dropped.

Data examined by Gertler (1985) show that annual capital expenditures in manufacturing

in the Toronto CMA in nominal and real tenns rose from 1950 to 1981. The

establishment and investment data suggest that there was a spatial restructuring of

manufacturing in the Toronto CMA. Thus, the significance offocussing on
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de-industrialization at the regionallevel is unclear.

Van Ameringen (1985) adds to the conceptual confusion over

de-industrialization, by pointing to plant closures and 10ss ofjobs at the industry level.

He claims the "automotive sector" faced de-industrialization because ofthe restructuring

strategies ofthe American multinational vehicle and parts manufaeturers (c:f. Olsen

1988; Holmes 1991a, 1991b). He argues the automotive manufacturers were

"rationalizjng" their operations and establishing a "global system ofvertical integration."

He points out that in the "global restructuring program" ofthe Big Three (GM, Ford, and

Chrysler) sorne Canadïan operations were relocated to lower-waged countries. He refers

to a 1983 ferlerai task force report which showed that in the previous four years twenty

five plants shut down causing twenty thousand "lay-offs." But there are at least two

serious weaknesses with the data. They do not take into account new investments and

the period covered includes the 1979 oil priee shock and the 1981-82 recession.

Moreover, contrary to what Van Ameringen (1985) expect~ the 1986 report on

the Canadian automotive industry provided a more optimistic picture ofthe industry's

future (Industry, Science and Technology Canada 1988). After falling in the late 19705

motor vehicle production began to recover in the early 19805. Vehicle production rose

from less the 1.3 million in 1981 to about 1.9 million in 1986. In the same period among

the Big Three employment ofonly assembly workers grew from 55,500 to 64,000. And

the number ofvehicles produced. per employee went from 23.1 10 29.1.

In passages ofhis text Van Ameringen (1985) focuses onG~ Ford, and Chrysler

and implies that the term de-industrialization aIso descnoes changes at the level ofa

65



•

•

firme This further complicates what is meant by de-industrialization. Nevertheless, the

employment data over the period considered by Van Ameringen (1985) did not support

his pessimistic outlook. Employment at the Big Three increased frOID more than 66

thousand in 1981 to nearly 76 thousand in 1985 (Industry, Science and Technology

Canada 1988). At GM Canada, for example, employment continuously grew frOID 1975

ta 1985 except for a dramatic drop in 1982 (Shantz 1988). Thus, even ifone were to

accept that the term de-industrialization could he applied at the level ofa firm, there is a

need for a more rigorous examination ofthe data.

Krahn and Lowe (1988; 1993) aIso stress plant closures and changes in specific

firms in their briefdescription ofde-industrialization in the :first and second editions of

their book on work and industries in Canada. They point out that the concept of

de-industrialization " descnoes the absolute decline, through plant closures or relocation,

ofonce prominent manufacturing industries; automotive, stee4 textiles, clothing,

chemicals, and plastics are examples" (Krahn and Lowe 1988, p. 249; 1993, p. 48). They

do not provide supporting evidence, but point to an assertion made by Drache and Gertler

(1991) that by 1990 dozens ofmultinationals had considered or implemented plant

closures. Interestingly, the edited work by Drache and Gertler (1991) includes a study by

Masi (1991) on the steel industry and one by Holmes (1991a) on the auto industry which

show that both industries went through a generally successful restructuring in the 19805.

Moreover, in the first edition oftheir book, Krahn and Lowe (1988) c1aim that the textile

industry, dominated by Canadïan capit:a,4 "experienced de-industrialjzation." But their

main source, Mahon (1984), said the industry had faced a "tbreat ofde-industrialization."
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They point out aIso that 485 plants shut down in Ontario between 1981 and 1983 for a

loss of83,213 jobs. But the data consisted ofonly gross losses, covered recession years,

and was restricted to Ontario. They confuse the issue further by implying that the

relocation ofa plant by a multinational firm is a sign ofde-industrialization. They

remarIe, without explanation, that a ''more typical" case ofde-industrialization is the

cIosure in 1983 ofa Canadian General Electric plant whose operations were shifted to

Brazil, resulting in the Iayoffs of429 skilled workers. However, it is questionable that

the closure ofa plant by a multinationallike General Electric is sufficient evidence of

de-industrialization.14

The concern over plant closures has been especiallyevident since the signing of

the FTA, and various lists ofplants that have relocated to the U.S. and Mexico have been

published by the critics ofthe agreement Ce.g., Healey 1993; Barlow 1991; Canada

Labour Congress 1991; Merrett 1996). However, not alI ofthe establishments closed

have been in the manufacturing sector. Moreover, littIe importance is given to "births"

ofplants and the expansions and contractions occurring in existing plants. Indeed, there

is the paradoxthat while proponents ofthe de-industrialization thesis pointto anecdotal

evidence ofU.S. owned branch plant closures that suggest a fall in American direct

investment, foreign direct investment dollars entering Canada in the early 1990s were

higher than in the 1980s (see Watson 1994a).

14 Interestingly, Bluestone and Harrison (1982) also point to the restructuring ofGeneral Electric.
They .however complain that GE increased its worldwide work force in the 1970s by decreasing employment
in the U.S.. Krahn and Lowe (1993) note that "Canada bas been more vulnerable than the United States to
deindustrialization," since American-owned plants make up 40 per cent ofits manufacturing industry and
produce for a small market. They also remarIe that corporations may have moved their operations to the
U.S. because oflower labour costs•
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Output

Supporters ofthe de-industrialization thesis expect manufacturing output to fall

but they give it less attention in their discussions than they give to employment and

investments. Drache (1989a) does not even list it as a characteristic of

de-industrialization. Instead critics question the thesis mainly because ~e share of

manufacturing in GDP has in general remained steady from the 1960s ta the 1980s (e.g.,

Luciani 1996). However, for Niosi (1988) de-industrialization is the absolute drop in

industrial productio~ and distinguishes it frOID "industrial (and economic) decline"

which he defines as a country's relative drop in world industriaI production (see aIso

Bellon and Niosi 1986). Nonetheless, in the early 1990s manufacturing output dropped.

bath in relative and absalute terms. The drop bas been perceived as a sign of

de-industrialization (Hurtig 1991; see aIso Jackson 1993).

Luciani (1996) focuses specifically on manufacturing output in bis criticism of

the de-industrialization thesis. He defines de-industrialization as, "A sustained fall in the

share ofnational incame accounted for by the industrial and manufacturing sector"

(Luciani 1996, p. 250). He notes that from 1960 until the late 19805 the share of

manufacturing in total output remained at about 20 per cent ofGDP. In bis view the

relative drop in manufacturing employment does not imply that the contribution of

manufacturing to the economy has fallen, especially since the absolute number of

manufacturing jobs increased.. He points out that the manufacturing sector bas become

more capital intensive and requires fewer workers. Luciani (1996, p. 55) writes: "Many
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believe that manufacturing in Canada is dead or dying, and that our economy is being

deindustrialized The reality, however, is that manufacturing is just as important to the

economy today as it was 30 years ago."

Like Luciani (1996) others point to manufacturing output in questioning the

de-industrialization thesis (e.g., Economie Couneil ofCanada 1990). However, they note

that there was a small relative decline in output. Masi and Del Baiso (1991) contrast the

percentage ofmanufacturing in GDP ofthe 1960-70 period with the 1970-81 period and

find a slight decline oceurred over time. The average annual growth rate of

manufactming output was lower in the second decade. They aIso point out that the

average percentage changes in hourly productivity in manufacturing were lower in the

1973-86 period than in the 1960-73 period. Further, the slow down in manufaeturing

produetivity occurred in all advanced industrial countries.

The works by Luciani (1996) and Masi and Del Balso (1991) do not take into

account changes in manufacturing output since 1990. Jackson (1993) agrees that

de-industrialization did not occur in the 1980s in terms ofmanufacturing output. But he

argues that since the FTA went into effeet the manufaeturing sector has been facing a

"crisis." In the immediate years following the FrA manufacturing output fell, and so did

manufacturing employment in bath relative and absolute terms. In 1987 and 1988, reaI

manufacturing output grew by 4 per cent and 4.8 per cent, respectively; Ua near industrial

boom," according ta Jackson (1993, p. 106). In the next years until the end of 1992,

manufacturing output dropped by nearly Il per cent. But although Jackson (1993)

believes the drops are structural the years examined were influenced by a recession and
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longer term data are necessary to determine ifthe drops are permanent.

Hurtig (1991) too, points outthat between 1988 and 1991 the share of

manufacturing in GDP dropped in Canada And he notes that in 1989 Canada had the

lowest yearly percentage change in industrial production among thirteen industrial

countries. However, Hurtig (1991) selects and interprets the data in a manner to leave

the impression that the FTA is mainly to blame for many problems facing Canada. He

fails ta recognize that correlation is not the same as causation. It is also quite a stretch of

one's imagination to see such data as signs that Canada is "disintegrating" and

de-industrializing. He dismisses the fact that the data were mudd.led. by a recession, and

that it takes far longer than one or two years ta determine the impact ofthe FTA. For

example, the volume ofshipments in manufacturing frOID February 1991 ta February

1994 grew 9.6 per cent, but in the first six months of 1994 the value ofshipments grew

14 per cent, which The Globe and Mail (Oetaber 19, 1994, p. B-10) described as an

"explosion in factory output." As with employment, should one now conclude that the

"explosion" in output is due ta the FTA and the NAFTA?

Trade Performance

Over the years proponents ofthe de-industrialization thesis have placed

ïncreasing emphasis on manufacturing trade performance. As already noted, more

recently they bave focussed on the FTA and the NAFTA which they accuse ofcasting

Canada jobs, among other factors. The main measure ofde-industrialization advanced
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with. regard to trade is a deterioration in exports and increases in imports. The reasons

would seem quite obvious: rising imports and declining exports resuIt in plant closures

and workers laid off

Drache (1989a) lists the "erosion ofexport-performance" and "significant import

penetration ofthe domestic market" as two characteristics ofde-industrialization. He

does not explain why this should be so, and he is less than rigorous in bis use ofthe data.

He notes that in the 1980s Canada iInported 36 per cent ofall manufacwred goods while

the U.S. only imported 10 per cent. It is unclear why he compares Canada to the U.S.,

especially 5ince imports and experts have long represented a far smaller proportion of

GDP in the u.s. than in Canada. Nevertheless, he does not consider the historical trend

in Canada to determ.ine ifimport penetration ofmanufactured goods increased and

export performance eroded.

Trade data, however, show that bath "export orientation" and "import

penetration" in manufactured goods from 1973 to 1986 increased for the sector as a

whole and for MOst manufacturing industries (Department ofRegional Industrial

Expansion 1988). In addition, Canada's involvement in world trade expanded in the

19805. Canada's proportion ofworld merchandise trade ranked tenth largest in 1980 but

eight largest in 1990 for exports as weIl as imports (de Souza and Stutz 1994). It is aIso

worth noting that at least since Canada becam.e a founding member ofGATI in 1947, its

tariffs, and those ofindustrialized countries, have been rolled back. By the 1980s tariffs

in Canada and other industria1ized countries fell to historically low levels. Fmther, the

overall increase in imports bas been accompanied by an overall increase in exports
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(Lipsey 1995).

Drache (1989a) remarks that the drops in "tariffsn on goods entering Canada have

resulted injob losses in "key industries." In bis view the U.S. acted differently by

increasing the percentage ofmanufactured goods protected by tariffs from 1980 to 1983,

while in Canada 85 per cent ofgoods entering in 1987 were tariff free. But such data are

highly questionable. He is lmclear which are the ~'key industries," provides no data that

show that tariff reductions result in job losses, and neglects the impact ofnon-tariff

barriers. His cited data contrasting the tariffs of the U.S. and Canada are not particularly

helpful. The Canadian data was for 1987 and included all goods, while the U.S. data was

for 1980 ta 1983 which included recessionary years and only referred to manufactured

goods. It is also of interest to note that in the early 1980s tariffs on goods averaged less

than 5 per cent in the U.S. but about 10 per cent in Canada (see Lipsey 1995).

Data published by the Department ofRegional Industrial Expansion (1988) on the

average rates oftariffprotection in 1987 leave a different impression than the one

Drache (1989a) promotes. The data show that in Canada and the U.S. the average rates

oftariffs varied across manufacturing industries and that the same manufacturing

industries tend to he highly protected in bath countries. AIso in 1987 the average rate of

tariffprotection aftotaI manufacturing in Canada was 5.2 per cent and in the D.S. it was

3.2 per cent. In addition, when the average rate oftariffprotection ofmanufacturing

industries is contrasted with their employment levels, the more protected industries have

had employment losses and less protected industries have had employment gains.

For Matthews (1985) the overriding measure ofde-industrialization is the trade
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performance ofthe manufaeturing sector. He describes de-industrialization as the "net

shrinkage ofthe manufacturing sector relative to other sectors -- because of its

experience in the intemational marketplace" (Matthews 1985: p. 38). He found that in

the 1960s and 1970s the manufacturing sector on the whole faced a trade deficit.

However, the performance was uneven with sorne industries facing growing deficits and

others large surpluses. Foreign producers increased their penetration into the Canadian

market, but Canadian manufaeturers increased their presence in foreign markets. And

Canadian industries that gained shares in the domestic market aIso established a presence

in export markets. Moreover, Canada's share ofthe total manufactured goods exported

frOID the developed economies remained generally stable frOID 1960 to 1981. Therefore,

Matthews (1985) believes Canada is Dot de-industrializing. He gives little or no attention

to other indicators, but concludes th.at whatever the changes in manufacturing

employment might suggest, at least unill the start ofthe 1981-82 recessio~ the trade data

show that Canada is not de-industrializing (see aIso Harris 1985).

While most proponents of the de-industria1ization thesis stress developments in

branch plants, Mahon (1984) remarks that the "tbreat ofdeindustrialization" in Canada

was first noticeable in the textile sector in which foreign-owned branch plants did not

dominate, and that it is largely due to trade. She describes the ''threat of

deindustrialization" as "the progressive erosion ofthe domestic manufacturing base as a

result ofthe inability ofdomestic forces to respond effeetively to challenges emanating
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from the international environment" (Mahon 1984, p. 3).15 She neither elaborates on the

meaning of"progressive erosion" nor points to the necessary trade indicators that would

show that the textile industry was tbreatened, or was one ofthe fust to be threatened, by

de-industrialization. Mahon (1984) asserts that industries are moving out ofCanada and

into the 4;'low-wage economies in the Third WorId" and giving way to a 4;~ew

international division oflabour." But she offers no evidence. It is however worth noting,

as will be shawn in a later chapter, that while Canada does some ofits trade with low-

wage countries, the bulk of its trade is with the U.S. and other leading industrialized

countries. Mahon (1984) is aIso confusing about the stage ofde-industrialization

Canada is in. She describes Canada as 4;'undergoing" as weIl as ''will undergo" the

process ofde-industrialization (Mahon 1985b, p. 221 and 223).

More reeently proponents ofthe de-industrialization thesis have tumed their

attention to the perceived impact ofthe FTA and the NAFTA. But it is of interest to note

that even before the signing ofthe FTA in late 1987, critics argued !hat sueh free trade

agreements would de-industriaIize Canada (see, e.g., Drache and Cameron 1985). They

leave the impression that they hold to the general presumption that free trade is bad

economic poliey, whatever the rest ofthe worId is doing.

The FTA and the NAFTA are blamed for creating opportunities that encourage

:finns to close plants, especiaIly branch plants, in Canada and move them ta the U.S.

largely because oftaxes, labour costs, and rates ofunionization. As in the earlier

15 Mahon (1984, p. 3) adds: "At stake are the quanrlty, quality, and location offuture jobs, the size
(and distribution) ofthe national income, and even the very survival ofthe Canadian state in the face of
continental and regional pressures.n
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de-industrialization thesis ofthe 1970s~ but for different reasons, many believe Canadian

workers are either losing their jobs or have to accept Iower wages~ and Canada bas to rely

strongly on its exports ofnatural resources. They point to plant closures in Canada and

cases ofCanadian businesses opening plants in the U.S. and Mexico. The cases are

however restricted ta the years since the implementation ofthe FTA in January 1989.

But many ofthe perceived advantages for moving plants to the U.S., as weIl as Mexico,

have long existed. Moreover, Canadian investors have long had a presence in the U.S..

Nonetheless, as Barlow (1991) admits, accurate data on plant closures do not

exist, although she believes that in recent years plant closures have been accelerating the

de-industrialization ofCanada But she aIso acknowledges that in 1990 non-Canadians

accounted for the star! of213 new businesses and the takeover of683 companies.

Regardless ofthe economic sector(s) ofthe plants, the data show that new plants were

opened and foreign investors continued to he attracted to Canada. The question is not

whether investments were Iaclcing, but whether the pace ofU.S. investments in Canada

had slowed down and that ofCanadian investments to the li.S. grown.

Declines ofU.S. investments in Canada did not have to necessarily start with the

FTA. Tariffreductions on Canadian and American goods have been occurring at least

since the GATT round ofthe late 1940s. According to Niosi (1988) the freertrade has

over time resulted in overall D.S. investments to decline in Canada.16 Concomitantly,

16 The drop in D.S. investments bas contributed to what Niosi (1988; see also Bellon and Niosi 1987)
calls the "economic and industrial decline" ofCanada. As pointed out earlier, he distinguishes the decline
from the phenomenon ofde-industrialization. According ta Niosi (1988) the American economy is d.eclining
and since Canada bas strong ties with the D.S. economy, Canada toc bas faced a decline.
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overall Canadian investments in the U.S. have grown. In the late 1970s StarIes (1978, p.

52-53) remarked that overthe years the number ofCanadian firms and the amount of

money invested in the U.S. had "risen considerably." Moreover, Canadian direct

investments in the U.S. grew by more than 56 per cent between 1982 and 1986 (Howlett

and Ramesh 1992). Indeed, before the FTA was implemented, Niosi (1988, p. 16)

pointed to data which showed that Canadian investments in the U.S. had grown "at a

rapid pace, much quickerthan the O.S. ïnvestm.ent in Canada" Thus, Canadian firms

did not have to wait for the FTA or the NAFTA to maye investments to the U.S., but the

agreements may have speeded the process and encouraged more firms to do the sarne.

It is still toc early, and certainly not an easy tas~ to estimate the full impact ofthe

FTA and especially the NAFTA. However, there are a few points ofinterest ta our

discussion: foreign direct investments in Canada were higher in the early 1990s than in

the 1980s; since 1989 Canada and the U.S. have hadjob losses in virtually the same

industries; and imports frOID the U.S. into Canada and exports from Canada ta the D.S.

have been particularly strong in industries that have been liberalized (Watson 1994b; Del

Balso and Masi 1996).

Conclusion

In Canada, as in the U.S. and the U.K., there is confusion overthe definition and

operational measurements ofde-industrialization. As Table 3.1 illustrates there is no
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consensus on the appropriate indicators, the time frame, and Ievels and units ofanalysis.

The evidence provided by supporters ofthe thesis is weak. Limited and questionable

data are usually presented to simply reinforce a predetermined helief in the phenomenon,

without first demonstrating that it exists. The data are often restrieted to a time frame

that includes recessionary years, but the downturn is generally ignored.

Notwithstanding that the tenn de-industrialization is not weIl defined, the

de-industrialization literature in Canada generally expects either one or all ofthe

following to have happened: 10ss ofmanufacturing employment; decline in

manufacturing investments; decline in manufacturing output; fall in manufacturing

exports; and increase in manufacturing imports. The thesis aIso rests on the premise that

manufacturing is crucial for the growth ofthe economy and jobs. Thus before examining

the empirical evidence, it is essential to explore why manufacturing matters, and thereby

why the de-industrialization thesis deserves closer scrutiny.
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Table 3.1: Seleded definitions and measores of de-indostrialization in Canada

Author(s) Definition Main Indicator(s) Mainlevel Main Data Examjned
-Measure(s) &Time

Span

J. Laxer(1973) "quantitative and Investment & Emp[oyment: Canada employment in Canadian
Laxer& Jantzi qualitative plant closures; gross job 1966-72 and American owned
(1973) undermining of the losses in manufaeturing manufacturing plants in

manufacturing plants Ontario
sector"

Moore & Wells Nostated EmploymeT'.! & Output: Canada manufa.cturing
(1977) definition; imply drop in the share of 1963-72 employment and output

manufacturing manufacturing in total in Canada and other
sector is employment; drop in the advanced countries
contracting absolute nmnber ofjobs in

manufacturing; drop in the
share ofmanufacturing in
GDP

Matthews (1985) "...net shrinkage of Trade: Canada Import penetration &
the manufacturing import penetration of 1960-81 export orientation of
sector relative ta manufactured goods; expert manufactured goods;
other sectors - orientation ofmanufactured Canada's share ofworld
because ofits good; share ofworld markets ofmanufactured
experience in the markets ofmanufactured goods
international goods
marketpIace"

Gertler (1985) Relocation of Employment. Investment, Regional share ofmanufacturing in
production and Output: relative and ([oronto) total employment;
facilities and drop absolute drops in 1971-82 absolute number ofjobs
ofmanufacturing in manufaeturing employment; in manufacturing; growth
total employment growth rates of rates ofmanufaeturing;

manufacturing; annual levels annual levels of
ofmanufa.cturing manufaeturing
investments investments

Muszynski No stated Investment & Employment: Regional absolute loss of
(1985) definition; implies a absolute 10ss of (Toronto) manufactming jobs and

relocation of manufacturing jobs; plant 1976-84; plant closures in
production closures and Metropolitan Toronto
facilities January
aceompanied by 1981 to
plant cIosures and March
"a major 10ss of 1984
manufacturing
jobs"
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Table 3.1: Selected dermitioDs and measures of de-industrializatioD in Canada
(Continued)

Author(s) Definition Main Indicator(s) MainleveI Main Data Examined
-Measure(s) &Time

Span

Van Ameringen No stated lnvestment & Employment: IndustIy plant closures in auto
(1985) definition; implies plant closures; job losses andfirm. industry and

sbrinkage of ftom plant closures early 1980s accompanyingjob losses
manufacturing
industry (e.g., auto
industry)

Drache (1989a) "...either a process Employment, Irrvestment, Canada manufacturing
ofrelative job loss and Trade: first halfof employment,
in industrial drop in the share of 19805 unempIoyment, and
employment or the manufacturing in total import penetration in
systematic erosion employment; rise in Canada & u.s.
ofinvestment5 in a structuraI unemployment;
country's industrial rise in "poorer quality
capaclty." service jobs"; erosion of

expert performance; tise in
import penetration

Hurtig {1991} No stated Employment, Output. and Canada gross loss of
definition; implies I1fVestment: 1987-90 manufàcturing jobs;
overallioss of gross loss ofmanufacturing share ofmanufacturing in
manufaeturing jobs; relative drop in total employment; share
sector manufacturing employment; ofmanufacturing in

drop in the share of GDP; capacity utilization
manufacturing in GDP; drop in manufacturing
in capacity utilization in
manufacturing

Masiand "...implies that the Output, Employment, Canada share ofmanufacturing in
Del Balso m.anufacturing Irrvestment, and Tralle: (and ltaly) GDP; average annual
(1991) sector bas been drops in the sbare of 1960-86 rates in manufacturing

contraeting..." manufacturing in GDP and productivity; relative
in average annual rates of and absolute changes in
manufacturing productivity; manufacturing
relative and absolute employment;
declines in manufacturing government net debt as a
employment; rising percentage ofGDP;
govemment net debt as a capacÏty utilization rates
perœntage ofGDP; drops in in manufacturing; deficit
capacity utilization rates in in manufacturing trade
manufacturing;rising
manufacturing trade deficit
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Table 3.1: Selected definitioDS and measures of de-industriaIization in Canada
(Continued)

Author(s) Definition Main Indicator(s) Mainlevel Main Data F.xamined
-Measure(s) &Time

Span

Jackson (1993) No stated Employment, Output, Canada share ofmanufacturing in
definition: implies Trade. and Investment: 19805 and total employment;
contraction of relative and absolute drops 1989-92 absolute number ofjobs
manufacturing in manufacturing in manufactming; sbare
sector employment; drop in the ofmanufacturing in

share of manufacturing in GDP; real value added
GDP; real value added in in manufaeturing labour
manufacturing; labour productivity in
productivity in manufacturing; exports
manufacturing; export as a share ofnominal
orientation and import GDP; merchandise trade
penetration ofmanufaetured with U.S.; investment in
goods; exports as a share of machinery and
nominal ODP; merchandise equipment in
trade; investment in macufacturing; total
machinery and equipment in manufacturing
manufacturing total investment
manufacturing investment;
plant closmes

Luciani (1996) "A sustained fall in Output: Canada share ofmanufaeturing in
the shareof drop in the share of 1960-90 GDP and total
national income manufacturing in GDP 19805 employment; number of
accounted for by manufacturingjobs
the industriai and
manufacturing
sector.'"

Merrett(1996) No stated Employment. Output. Canada growth oftotal RGDP;
definition: implies Trade, andIrrvestment: 1984-94 manufacturing output;
overallioss of drop in rate ofgrowth in net jobs created in
manufacturing RGDP; decline in manufacturing and the
sector manufacturing output; labour force; domestic

decline in domestic investments; capacity
investments; decline in utilization; plant closures
capacity utilization; increase and grogs 10ss ofjobs;
in plant closures and merchandise trade with
resulting gross 10ss ofjobs; U.S.; compares changes
weakened trade in Canada with U.S. on
performance~especiaily with capacity utilization
the U.S. production, and growth

inRGDP
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Chapter Four

Manufacturing Matters

The concem over de-industrialization and the justification for giving the thesis

much attention rests largely on the premise that manufacturing matters. The aim ofthis

chapter is to examine why manufacturing matters. It focuses on two broad explanations:

(1) the contribution of manufacturing to the growth ofthe economy in general with

special reference to the Canadian case; and (2) the historical importance ofthe

manufaeturing sector for Canada's economy. The chapter ends with a briefjustification

ofwhy the de-industrialization thesis deserves 50 much attention, and provides a

summary ofthe main propositions derived from the thesis that will he further examined

in subsequent chapters.
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Why Mannfacturing Matters

To state that "manufacturing matters" for economic growth, begs the question of

"by how much?" Indeed, the phrase '';manufacturing matters" bas most often been used

simply as a rhetorical device to engage the debate on de-industrialization. This assertion

is often made without reference to empirical evidence. On rare occasions, sorne numbers

are presented in support ofthis claim.. While recognising that an answer to "by how

much" is the decisive question, it is nonetheless useful to explore the reasons that have

been put forward to sustain the hypothesis that "manufacturing matters."

Manufacturing has certain distinctive characteristics that make it essential to

economic growth. Its contribution to the economy extends beyond the official GDP and

labour force figures. There exist various interrelated factors ofhow manufacturing

contributes to economic growth (see, among others, de Souza and Stutz 1994; Crane

1992; Hall 1991; Canadian ManufacturersJ Association 1989; Dertouzos, Lester, and

Solow 1989; Cohen and Zysman 1987; EatweIl1984). Inparticular:

(1) the demand for manufactured goods is continuous and

the sector is partly able to create its own demand;

(2) technological innovations in manufacturing help

maintain and increase demand;

(3) manufactured products help generate higher

productivity in all sectors of the economy;
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(4) world demand in manufactured goods keep expanding and

manufàcturing can help support a positive trade balance;

(5) there exist linkages and interdependence, directly and

indirectly, between manufacturing and other sectors ofthe

economy

In what follows 1outline each ofthese areas separately, but point out important linkages

amongthem.

Continuons Demand

The demand for manufactured goods appears to he never ending. A cursory

exarnjnation ofthe products in one's household today reveals that many ofthem have

only become standard fixtures within the Iast decade. This is evident with the many

home leisure products now found in Canadian households which in tum create demand

for other products. For example, the videocassette recorder, which expands the

television medium by allowing one to record television programs or view rented movies

and requires, ofcourse, a videocassette, was in more than 82 per cent ofhouseholds in

1995 compared to about 23 per cent ofhouseholds in 1985. Another example is the

compact dise player which was in more than 47 per cent ofhouseholds in 1995

compared to only 8 per cent of households in 1988. There bas aIse been a growing

demand for time saving and convenience items. Microwave ovens were in more than 83

per cent ofhouseholds in 1995 compared to about 23 per cent a decade earlier. In

addition, certain items seem to have become so essential that households now have more
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than one. For example, in 1995 nearly 38 per cent ofhouseholds had three or more

phones, compared to about 16 per cent in 1985. Moreover, there is a constant demand

for the improved and newer model ofthe items. In part, Ït may explain why in 1995

nearly halfthe households in Canada had two or more colour televisions, compared to

about 22 percent in 1985 (Statistics Canada, Catalogue No.13-218, 1996).

Not only is there a continuous demand for consumer products, but the

manufacturing sector and other sectors are purcbasers ofmanufactured goods. The need

for manufactured goods can he iIlustrated by the case ofthe agricultural sector in

Canada. Agriculture bas remained a major sector ofthe Canadian economy, in spite of

the drop in agricultural employment. About one out ofthree workers was employed in

agriculture in 1911 compared to about one out ofthirty in 1991. Yet the drop in

agriculturaI employment bas not elicited the same level ofheightened concem as has the

1055 ofmanufacturing employment; or stated differently, there bas been little concem for

"'de-agriculturalization." This can he partIy explained by the boost in agricultural

productivity. There has been a rise in the amount of improved farmland and rise in

productivity (see Fumiss 1995). While a farmer in the mid-I850s produced enough to

feed four people, nowadays a farmer produces enough to feed 78 people. This bas

become possible in la...~e part because ofmanufacturing, since farms rely heavily on

inputs frOID manufacturing. And as Statistics Canada (Catalogue No. 11-402, 1993, p.

458) notes: "The linkages between farm. business and non-farm sector are ... assuming

increased importance."

Investments in farm machinery in the 1951-81 period rose from 3.8 billion dollars

to 6.9 billion dollars. In tenns ofmachinery to land ratio in constant dollars, investments
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in machinery grew from 96 dollars a hectare in 1951 to 151 dollars in 1981 (Fumiss

1995). Aside frommachinery other inputs have helped boost productivity. The 1991

Census ofAgriculture found that chemical inputs as fertilizers and herbicides are used on

a large proportion offarm.s; 59 per cent were using commercial fertilizers and 49 per cent

herbicides in 1990 (Statistîcs Canada, Catalogue No. 96-303-SPE, 1993).

Thus there is a continuous demand for manufactured products by the agricultural

sector, and these products have contributed to increa5ing productivity. The world

demand for manufacturing products that increase food production is likely to grow. The

concem for the environment and the degradation of land, accompanied by the rise in

population, mean.s that food supply needs 10 expand in a way that it relies on limited

agriculturalland and does little damage to the namral environment

Although the Canadian economy is highly reliant on the natural resources, there

exists a strong manufacturing component in the importance ofresources. Developments

in manufacturing have created demand for power and raw material and increased the

productivity ofnatural resources (see Baumol and Blachman 1993). The demand for

gasoline, for instance, has in part grown with the increasing use ofautomobiles. Many

manufacturing industries consist ofprocessing resottree-based commodities, as in the

case ofthe pulp and paper industry, primary metal industry, and petroleum and coal

industry. And the resource industries have relied on manufactured goods to increase

productivity. Mining in Cana~ for example, bas become less labom intensive and more

productive largely because of improvements in equipment and mechanization oftasks
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(see Patching 1995).

Moreover, natural resources are finite, as with. minerals and rocks; once removed

and used new deposits must he found. Therefore, there is a constant effort to increase

the stock ofavailable natural resources, and this is partIy done with the contribution from

manufacturing. One effort is to reduce waste in the extraction and processing of

resources. New machinery for example may reduce the waste in the mining and smelting

ofiron ore, and consequently increases the productivity ofthe available supply. Another

effort is that ofsubstituting, at least partially, the naturaI resources, thereby dropping, or

even eliminating, the demande

The stock ofavailable natural resources is aIso increased through. improvements

in manufactured products. Improvements in automotive technolagy, far instance, such as

lighter cars, better aeradynamics, more efficient engines and parts, have increased the

number ofkilometres to the litre, and reduced the demand for oil by the individual car.

Recycling, is also a popular method of limiting the demand for natural resources, but it is

mainly a manufacturing activity. The techniques ofrecycling rely heavily on

manufacturing technology as is the case ofrecycled paper in the pulp and paper

industries and scrap iron in the mini-milIs ofthe steel industry. Thus, the stocks of

natural resources are continually expanded in part because oftechnological

developments in manufacturing (see Baumol and Blackman 1993).

Because ofthe growth ofthe service sector, it is tempting to ignore the

importance ofmanufacturing. But as with other sectors, the service secter requires

manufactured products that allow it to exist and improve efficiency and productivity. An
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office, for example, creates demand for, and depends on, inputs from manufacturing,

from the chair one sits on to the phone one uses ta communicate with clients to the

computer to help manage the office. And because ofimprovements in these inputs, such

as the upgrades in the hardware and software ofcomputers, the demand remains

constant.

The demand for manufaetured goods ofcourse aIso exists among manufacturing

industries. The inputs required to make the fmal product, including particular products

and machinery, are themselves manufactured goods. For example, to assemble an

automobile altemator a manufacturer buys from suppliers many ofthe 100 or 50 parts

that go in the unit. The alternator in tom becomes one ofthousands ofparts required in

assembling the vehicle (see Womack, Jones, and Roos 1990). And there is the need for

specifie machinery to make it all happen.

Technological Innovations

The fact that the demand for manufactured goods appears to he never ending has

become especially evident since the industrial revolution - there is no boundary to

technical innovations, and these innovations are mainly in manufacturing. The dramatic

changes in society this century have in large part been technological developments in

manufacturing. And these developments have in tum stimulated more demand for

manufactured goods. Consider the impact ofthe automobile and aircraft on

transportation and the telephone on communication at the tom ofthe century, the jet

aircraft and television in the 19505, orthe manufacturing ofnew Medications throughout
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the century. More recently the computer bas gained widespread adaptation ta the point

that it is transforming industrial society and the nature ofwork (see Aronowoîtz and

DiFazio 1995; Rifkin 1995; Hediey 1992; Golob and Brus 1990; Smith 1989). The

computer has posed new demands throughout the industries whether it is the replacement

ofmachines, the reorganization ofproduction, or the retraining ofpersonnel. And the

computer has aIso 100 to the development ofa variety ofnew products and thereby

created new demande Moreover, the computer has helped generate higher productivity,

in aIl sectors ofthe economy.

It is virtually impossible to initially foresee the :full extent ofan innovation. What

at first might he seen as a minor development may over time have ramifications on

industries, the workplace and society beyond anyone's expectation. Who could have

predicted that the computer would have evolved from a 30-ton marvel occupying 15,000

square feet after wwn ta todays far more powerful ubiquitous desktop computers or

laptops that can fit in a hriefcase (see Golob and Brus 1990)? Who could have imagined

the progress in the development ofthe integrated circuits and the accompanying changes

in the electronics industty? And who could have known the computer would have

changed the way goods are designed and produced, reshaped the operations offirms, and

lead to sweeping changes in offices and even farm.s?

The changes occurring frOID innovations in manufacturing show that the sector

bas aIso the means ofcreating its own demand. Manufacturing "embodies a peculiar

internai dYIlB1IlÏc, whereby change promotes dem.and, which in tum promotes change'"

(Eatwe1l1984, p. 52). The computer again is a useful example. The success ofthe
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computer bas created demand for components, as weIl as for produets such as printers,

modems, CD-ROMs and even specific furniture. In addition, there is a constant effort to

achieve more brea.kthroughs which can result in demand for newer or improved products

and the discontinuity ofoider products. Computer "hardware" and "software," for

example, have been constantly changing in the past years.

There exists a constant pressure on manufacturing to develop innovations and in

tum maintain continuai demand for the manufactured goods. Take the case ofthe

automobile. The car today is designed for fuel economy and requites more reliable

engines and parts. The causes ofthe innovations are numerous, including the rise in oil

priees in the past, the concem for the environmen~and competitiveness. The result is

that cars today eontain far different products than cars in the recent past, and thus the

demand for the type and quality ofparts needed has changed. Indeed, nowadays they are

filled with microprocessors!

Research and development (R&D) is essential to developing new products and to

achieve higher productivity. And manufacturers far outspend on R&D than non

manufacturers. Among advanced industrialized countries a large proportion ofR&D

expenditures are in the manufacturing seetor (see, e.g., Advisory Council on Adjustment

1989). In Canada in 1988, R&D expenditures per employee in manufacturing were

1,500 dollars compared to only 150 dollars per employee spent by non-manufacturers

(Canadian Manufacturers' Association 1989).
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Higher Prodoctivity

A consequence ofmany ofthe innovations in manufacturing is their ability to

increase productivity in both manufacturing and other sectors. As noted earlier, over the

years agriculture has shown a tremendous rise in productivity in large part because ofthe

manufactured goods used on the farm, while the number ofworkers dropped. And there

seems ta he no end in the efforts to boost productivity, again tb.anks to manufacturing

technology. In summarizing sorne results ofthe 1991 Census ofAgriculture, Statistïcs

Canada (Catalogue No. 11-402, 1993, p. 452) noted "Today's farmer may have one band

on a computer and one on the wheel ofa 100-or-more horsepower's worth oftractor."l

Unlike most other sectors, the service sector bas varions industries, such as

persona! services which have limited potential in achieving large increases in

productivity. For example, in the 1982-86 period the percentage change in GDP per

employment hour in manufacturing was 32 per cent, and was ooly surpassed by forestry

and mining. In contrast, productivity grew by 15 per cent in finance, insurance, and real

estate services and Il per cent in community, business, and persona! services (Canadian

Manufacturing Association 1989). Productivity growth in services is closely ried to

manufacturing, as is obvious in transportation and communication. Innovations

developed in services are generally in terms ofstructure, as with the popularity of

1 However, the actua1 percentage offanners that use computers is less than what the statement
suggests. The 1991 Census ofAgriculture found that Il per cent offarms were using computers to manage
the business, but this was nearly four times the number in 198.6. The Census also found tbat the number of
fom-wheel drive tractars had increased by a third since 1986, and that more than halfofthese had lOO-or
more horsepower (see Statistics Canada, Catalogue No. 96-303-SPE, 1993).
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megastores or extending shopping hours. The structural changes usually require inputs

from manufacturing, such as computer, transportation, and communication technology.

Hence despite the importance gained by the service sector in the domestic economy,

manufacturing remains an essential contnoutor ta economic growtb.. This is especially

evident in the growth ofinternational trade.

Worid Trade

In the early 1990s manufacturing alone accounted for 60 pel cent ofwarld

exports by value. In 1990 warld exports and imports in commercial services totalled

1,600 billion U.S. dollars while exports and imports in merchandise trade totalled 7,093

billion D.S. dollars (de Souza and Stutz 1994). The contrast in trade between

manufacturing and services is mainly due to the fact that only a small percentage of

service output can he traded or is traded. In Canada, far example, an estimated 99 per

cent ofmanufactured products and 97 per cent ofprimary sector products are likely to be

in '1:raded sectors," that is, in industries exposed to international markets, including

competition from imports. In contrast, only 3 per cent ofservice businesses are traded,

such as tourism and consulting engineering services. And sorne service industries are

nearly totally non-traded, such as govemment and education services Csee Canadian

Manufacturersr Association 1989).

With exports accounting for about one quarter ofits GDP, Canada is closelytied

into the international market (see Porter 1991). It is especially tied to the U.S. market

which accounts for most ofits exports and imports. The composition of its exports is
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largely made up ofmerchandise trade. And while Canada has a trade surplus in

merchandise trade it has a trade deficit in services. In 1990 Canada was the eight Iargest

trading nation in merchandise exports and imports. Moreover, the composition ofits

merchandise trade consisted of 131.7 billion D.S. dollars in exports and 124.4 billion

U.S. dollars in imports. In contrast, Canada's worid trade in commercial services was far

smaIler and was in deficit with 15.1 billion D.S. dollars in exports and 22.7 billion D.S.

dollars in imports (de Souza and Stutz 1994). Consequently, manufacturing also matters

for Canada in helping sustain a positive trade balance. Moreover, the existence ofa high

level offoreign ownership in Canada is Iikely to contribute to the service trade deficit,

with subsidiaries paying their foreign parents for such services as engineer consulting,

training, and so on.

The success ofmanufacturing in the international markets, not only earns Canada

export dollars to pay for imports, but can help reduce its foreign debt. Crane (1992, p.

251) argues that "Canada needs a healthy manufacturing industry" since no other sector

is able to generate increased exports that can help pay its foreign. debt. In bis view (;(; ...

manufacturing matters because a declining manufacturing sector wouid increase

Canadian manufaeturing imports and Canada's chronic balance ofpayments deficit"

(Crane 1992, p. 185). He adds that a more efficient manufacturing sector that is able to

achieve bigger trade surpluses is Canada's best hope ofbreaking out of its growing

foreign debt.

The importance ofmanufacturing for economic growth is also evident on the

international scene as in the case ofJapan. The rapid emergence ofJapan since the
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1960s in the world economy bas been in large part possible because of its exports of

manufactured goods, particularly the automobile. The Japanese automobile

manufacturers have made spectacular gains since 1960 when they were producing about

1 per cent ofworld production to the early 1980s when they accounted for one quarter of

world production (Ballance 1987). From 1960 to 1990 Japanese auto production rose by

5000 per cent and the Japanese captured about 26 per cent ofthe automobile and truck

market in the U.S. (de Souza and Stutz 1994). Thus Japan went from having an economy

that was 20 per cent ofCanada's GNP in 1960 to becoming the third largest industrial

economy in the world. In addition, its success in manufacturing is closely linked to the

growth in the size of its banks. In 1992, for example, the eight largest banks in terms of

total assets were aIl Japanese. Among the 25 largest banks in the world that year, sixteen

were Japanese (Colombo 1994). It is therefore not surprising that according ta :MIT!,

manufaeturing is ofprime importance "in supporting the technological innovation that is

essential for driving Japan's progress." (cited in Crane 1992, p.96).

Linkages

The importance ofmanufacturing for the economy exists through its linkages and

interdependence with other sectors aIso in terms of its own demand for their output.

Manufacturing, generates demand for snch services as transportation, communications,

business travel, insurance, finance and so on. The design and building ofmanufacturing

plants link it closely ta construction. And there are the obvions links ta the primary

sectors which provide manufacturing with the needed raw materials.
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The expansion ofthe service sector in Canada may have encouraged the

impression that services drive most ofthe economy. But a study by the Canadïan

Manufacturers' Association (1989) that considered the linkages and Ïnterdependence

between manufacturing and other sectors shows otherwise. In 1985 Canada's total output

consisted of47 per cent ofgoods-producing output and 53 per cent service output.

However, nine percentage points ofservice output were destined for goods producers.

Consequently, an estimated 56 per cent oftotal output was driven by manufacturing and

other goods-producing industries. Further, certain services are closely linked to

manufacturing and goods production in terms oftheir output. The study found the

following proportions ofservice industry outputs that were directed ta goods-producing

industries: 51 per cent ofutilities; 33 per cent ofcommunity, business and persona!

services; 30 per cent ofcommunications; 17 per cent offinance, insurance, and real

estate; and 16 per cent oftransportation and storage.

The linkages and interdependence between manufacturing and services result in

the existence ofvarious service jobs. For example in Canada, in 1985 while 31 distillers

employed more than 2,500 workers, another 10,000 jobs were estimated to he tied to

them in the supplying industries (Kendall 1995). Likewise the brewery industry that year

employed about 20 thousand persons, but another 169 thousandjobs counted on them

through distribution, production, and sales ofbeer (Lavery 1995). The impact on

employment from the linkages between the two sectors is apparent in a study carried out

by the Canadian Manufacturers' Association (1989). The study focussed on five member

finns in 1987 in different manufacturing industries to determine the type ofservices they
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purchased and the number ofservice jobs they generated. The different firms ranged

from 200 to 45,000 employees in size. They purchased services that ranged frOID one

million dollars to 1,390 million dollars purchased by a motor vehicIe manufacturer. The

results show an extensive array ofservices were purchased, from advertising to

warranties. The number ofjobs generated from the services purehased ranged from 15 to

17,208, depending on the firme 1t is aIso worth noting that the demands for services aIso

exist through the manufacturing workforee; manufacturing workers too, require health

care, persona1 services, contribute to pension funds, and 50 on. Therefore, if

manufaeturing goes the demand for services drops and ManY service jobs are eliminated.

Many service firms, generally smaII ones, exist ta provide specialized services ta

manufacturing firms.

The linkages and interdependence between manufacturing and services aIso exist

by manufacturers increasingly contracting out tasks previously done in house. The study

by the Canadian Manufacturers' Association cited earlier found, for instance, that a metaI

manufacturer with a long history ofcontracting out, had increased its service purchases

froID a few million a year in the past to recently more than 100 million dollars. And in

bis ana1ysis ofthe growth ofservices in the Canadian economy, Philip Cross (1988, p.

38) ofStatistics Canada notes: "The strong growth ofoutput and employment in the

business services industry in the past deeade provides sorne corroborating evidence that

goods-producing firms now purchase sorne services (professional skills snch as

computing, lawyers, or strategie advice) which were formerly done by Permanent

employees in the firm."
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This raises questions about how the official data has categorized establishments

and workers by industries. Some ofthe drops in manufacturing may be a statistical

illusion (see aIso Masi 1989; Cohen and Zysman 1987). Establishments are categorized

in an industry according to the Standard Industrial Classification (SIC) which classifies

the establishment in an industry on the bases of its end product. The workers in the

establishments are in turn categorized in the same industry, regardIess oftheir

occupations. Maintenance workers employed by a manufacturing establishment are

categorized as in manufacturing. Workers employed by a contractor and whose tasks

include doing maintenance at the manufacturing establishment are categorized as in the

service sector. Thus the restructuring ofa large manufacturing fi.rm whereby activities

formerly condueted in-house are contracted out, reduces the number ofworkers

employed in manufacturing. Similarly, the restructuring ofa manufacturing finn can

result in placing divisions, say the engineering, accounting, and marketing departments,

in an establishment whose principal activities are services. Consequently that

establishment and the workers in it, are categorized as in the service sector and not in

manufacturing. Ifinstead the divisions were in the same establishment in which the

main activity was manufaeturing, those divisions and their workers would he categorized

in the manufacturing sector. If indeed the manufacturing firms have carried out such

restructuring as suggested in the popular press, then sorne ofthe declines in

manufacturing are more on paPer than in reality. It is surely oflittle concem to

engineers, for example, ifofficial data categorizes them in the service or manufacturing

industry.
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Moreover, there exist activities in which both a service and manufacturing

activity are both a main part ofthe establishment, and thereby pose problems in the

categorization ofthe establishments. A retail store, for example, may assemble

computers in one room and sell them in another. Whatever, the officiaI categorization of

such an establishment, it bas both a manufacturing and service component.

The contracting out of former in-house activities, the existence ofservice

establishments that are part ofmanufacturing firms, and the fine line that can exist

between categorizing certain establishments as in one or another economic sector, point

to the importance of linkages and interdependence between manufacturing and other

sectors.

Thus, manufacturing matters. Its ability to increase productivity and create

deman~ its importance in international trade, and linkages and interdependence with

other sectors, makes it essential for, ifnot the engine o:f, economic growth, at least in

industrialized societies. The 105s ofmanufacturing would therefore have negative

consequences, including direct and indirect 10ss ofjobs, higher imports, and possibly a

drop in the quality oflife (see Crane 1992; Cohen and Zysman 1987; Eatwell1984).

Mannfacturing in Canada

One may be tempted to argue that in the case ofCanada manufacturing matters

little, since Canada has mainly achieved its economic growth because ofits vast supplies

97



•

•

ofnatural resources, including forest products, iron ore, metals, and natura! gas. Indeed,

the popularized image ofCanadians, at least to tb.emselves, is that of"hewers ofwood

and drawers ofwater." Whenever manufacturing is discussed, it is usually in terms of

its weaknesses, such as the loss ofjobs and the high levei offoreign ownership. Too

often forgotten is that Canada is the seventh most industrialized country in the world, and

bas long had a manufacturing sector which ranked among the largest in the world. This

in itself is a fundamental reason ofwhy manufacturing matters for Canada This section

briefly examines the aggregate growth ofmanufaeturing in the past up to the 1960s and

early 1970s when many expressed concem over the high level of foreign ownership in

manufaeturing, made dire predictions about its future, and sorne put forward the

de-industrialization thesis.

Although the early development ofCanada was Iargely based on the exploitation

ofits natura! resources, even before Confederation manufacturing accounted for a large

share ofeconomic activity. In 1851 manufacturing comprised an estimated 18 per cent

ofthe GNP, a proportion about equal to that oftoday (Howlett and Ramesh 1993). In his

study on the history ofCanadian business, Bliss (1987, p245) remarks that" ... the

speed and breadth ofthe development ofdomestic manufacturing by the Confederation

years is surprising."

By 1870 Canada was by one study's estimates the worId's eight largest

manufaeturing power (see G. Laxer 1989). l\1oreover, Canadïan manufacturers

dominated the domestic market (Bliss 1987). Manufacturing firms were generally small

and produced for a local market with a few large :firms mainly in transportation
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equipment, agricultural machinery, and textile production (Man" and Paterson 1980).

However, Canada was stilliargely agrarian with about 50 per cent ofthe labour force in

agricultural pursuits (Firestone 1969). But by then there were alreadyabout 182

thousand workers employed in the manufacturing sector on the basis ofthe 1948

standard industrial classification - ofwhich more than 104 thousand were employed in

leather, wood, or iron and steel industries (see Table 4.1).

An interest in protecting and developing manufacturing industries was aIso

aIready evident before Confederation. The Cayley-Galt Tariffof 1858-59 was in part

intended to proteet Canadian manufacturing from imports. At about the same time an

Association for the Promotion ofCanadian Industry was set up (Man" and Paterson

1980).

Following Confederation governments continued to encourage the expansion and

protection ofCanada's industrial base. And, especially with the financial panic of 1873,

there were concerns that Canadian manufacturing was in difficulty because of increases

in American and British imports and failures among Canadian manufacturers (see Bliss

1987). Sorne called for higher tariffs to protect Canadian manufacturing, including the

Ontario Manufacturersr Association created in 1874 and later renamed the Canadian

Manufacturers Association. More important was the "National Policy" proposed by Sir

John A. Macdonald for the 1879 election, which recommended higher tariffs on

manufactured products to maintain as weIl as stimulate Canadïan manufacturing growth
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• Table 4.1: Selected statistics on manufactnring, 1870-1970

Numberof
Establishments

Total Nomber of Census Value
Employees Added:

Manufaeturing
Activity* ($'000)

Based on 1948 SIC

•

1870 38,898 181,679 93,904

1880 47,079 248,042 126,982

1890 69,716 351,139 203,989

1900 - 422,824 245,388

1910 - 509,977 550,075

1920 22,376 576,417 1,492,722

1930 22,586 697,214 1,479,642

1940 25,471 761,639 1,941,282

1945 28,979 1,118,015 3,560,533

1950 35,942 1,183,297 5,942,058

1955 38,182 1,298,461 8,753,450

Based on 1960 SIC

1960 32,852 1,275,476 10,371,284

1965 33,310 1,570,299 14,927,764

1970 31,928 1,637,001 20,047,801

* Census value added is more inclusive than GDP at factor cast. It is
calculated hefore the deduction ofpurchased services.

Source: Compiled frOll.~ Statistics Cana~ Historical Statistics ofCanada. 200 ed.
Catalogue No. CS11-516, 1983, Series RI, R8, R9, RI2, R18, R21
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and createjobs.2 He aIso supported the completion ofthe transcontinental railway and

encouraged western settlements in order 10 create a Iarger internaI market for

manufacturers (see Smucker 1980). Macdonald pIaced much importance on

manufacturing as he remarked in a speech: "Ifwe had a protective system in this country,

ifwe had a deveIoped capital, we could, by giving our manufacturers a reasonable hold

on our home trade, attain a higher position among nations our national prosperity would

be enhanced.... No nation bas arisen which bad onlyagriculture as its industry..." (cited

in Bliss 1987, p. 250-51).

By 1890 most manufacturing goods were protected from foreign competition and

the average rate ofduty increased from about 25 percent to 30 percent in the 1870-90

periode 1t is widely accepted that the tariffs allowed certain manufacturing industries to

expand (see Marr and Paterson 1980). Nonetheless, the linkages and interdependence

between manufacturing and other sectors were aIready in evidence. The need for

railroad services encouraged a railroad boom which created a demand for raiIway

equipment and aIso expanded markets for existing manufacturers.3

2 Many have viewed the National Policy as encompassing various policies including tariffincreases,
the construction ofa transcontinental raiIroad, Homestead Act and immigration. However, according to
Bliss (1982) the National Policy was concemed with tariffprotection. He argues that "The imputation ofa
clear, planned and effective relationship between the National Policy ofprotective tariffs and Canada's other
national policies is aetually an intellectual construet, imposed after the fact by economists looking backward
through glasses tinted by a preference for rationality and clarity" (Bliss 1982, p. 18).

J Railroad construction depended heavily on government subsidies. In 1880 the federal govemment
provided the Canadian Pacifie R.ailway 25 million dollars in cash, 25 million acres ofland, and 38 million
dollars of existing raillines (Howlett and Ramesh 1993). Provincial govemments and municipalities also
provided cash subsidies and other benefits ta manufàcturers. For exampl~ta promote iron and steel,
particularly pig iron, the federal govemment provided over 17 million dollaIs on subsidies from the early
18805 until the end of 1912 (Bliss 1982). The raiIroad also facilitated western settlement, but large scale
immigration did not occur until the tum ofthe century.
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At the start ofthe century the number ofworkers in manufacturing had grown ta

nearly 423 thousands and manufacturing made up about one quarter ofGDP. Since

Confederation manufacturing output had grown nearly threefold in gross value and net

value, and output per man-year had increased by about 25 percent (see Firestone 1969).

In the same period, exports ofpartially and fully manufactured products rose threefold in

gross value.

By 1900 Canada was the worldrs seventh largest manufacturing power, according

to later estimates (see G. Laxer 1989). As Canada entered the new century, there was

increasing demand for various goods as steel rails, farm implements, and construction

material which contributed to further its growth and expansion. Manufacturing

innovations and products in transportation and farming, together with changes in the

terms oftrade, contributed to a prairie wheat boom. In consequence, note Bothwell,

Drummond, and English (1987, p. 55), between 1896 and 1913, "Canada experienced the

greatest economic boom in its history."

Manufacturing kept expanding and by 1910 had twice the value added of 1900

and employed nearly 510 thousand workers (see Table 4.1). Productivity was also rising;

manufaeturing output per man-year increased by more than 40 percent in the 1900-1910

period (Firestone 1969; Bothwell, Drummond, and English 1987). The manufacturing

sector was also diversifying. For example, the 1811 census has no mention ofpulp mills

and the 1881 census states there were five mills, employing sixty-eight men. But by the

tum ofthe century large investments were placed in pulp and paper making production

for foreign markets. By the end ofWWI Canada had become a leading exporter ofpulp
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and paper (Minnes 1995, see also Firestone 1969). The number ofworkers in the paper

allied industries grew from more than nine thousand at the start ofthe century to more

than 39 thousand in 1920 (Statistics Canada, Catalogue No. CS-11-516, 1983).

The expansion and diversification ofmanufaeturing were aIso encouraged by the

demands created from the construction that came from urban;z3tion. Indeed, for Ostry

and Zaidi (1979, p. 57) urbanization is "the most visible manifestation ofCanada's

industrialization." By 1911, more than three million persons or nearly 42 per cent ofthe

total population in Canada resided in areas with a population of 1,000 or more (Statistics

Canada, Catalogue No. CS-11-516, 1983, p. A67-74). Rising urbanization stimulated the

demand for residential dwellings and in tum construction materials. In the mid 1890s

less than 20,000 residential dwellings were completed each year, but by 1906 the figure

grew to aImost 50,000 and in 1912 to more than 80,000. The result was increasing

demand for construction materiaL For example, in Ontario, brick production rose from

117 million in 1896 to 490 million in 1913 and in the same period that ofPortland

cement rose from 78,000 barrels to 3.8 million barrels (Bothwell, Drummond, and

English 1987).

Further demand for manufactured goods came from the construction and

electrical equipment needed in the development ofhydro-electric power. Electric power

would in tum create new demands on manufacturing for new machineries and a wide

variety ofnew products. At about the same time the automobile industry was emerging

103



•

•

and fuelling demand for products as steel, rubber tires, and gIass.4 The expansion

continued roto the WWI period when because ofthe war effort the steel industry nearly

doubled its capacity, the shipbuilding industry expanded, and the aircraft industry was

started.

The expansion had partly benefited from the increase in foreign capital invested

in Canada. The 1907-13 period bas been estimated to have had the most rapid increase

in foreign capital, with an annual average rise of 13.6 per cent (Statistics Canada,

Catalogue No. CS-11-516, 1983). Moreover, while the U.K. was the major supplier of

capitaL mostly in portfolio investments, the proportion invested by U.S. residents kept

rising, and was increasingly in direct investments. By 1914 there were aIready an

estimated 450 American-owned branch plants. These investments, according to Laxer G

(1989), were largely attracted by the industrial development ofCanada. Laxer G (1989,

p. 12 ) writes "Canadïan industry had a promising start, and then the branch plants came

- not the other way round" However, many American branch plants had been aIso set up

to circum.vent tariffs and take advantage ofthe preferential treatments Canada had with

British colonies (Bothwell, Drummond, and English 1987). The presence ofAmerican

:firms in tmn attracted their suppliers to also set up plants in Canada. Moreover, the

growing presence ofAmerican direct investments was generally encouraged by

4 Manufacturing growth was mainly confined to British Columbia and central Canada The Prairies
largely benefited from the wheat boom. Meanwhile the Maritimes were facing a different situation. "They
exported population and attracted few immigrants; their shipping and shipbuilding received no stimulus, and
their fisheries were aided indirectly or not at aIl" (Bothwell, Drummon~and English 1987, p. 68). Sorne
railway development helped create construction work and the iron and steel industry ofNova Scotia. In
those days the federal govemment "bad no idea about ~regionalbalance,' ~tbe equalization ofregional
disparities through industrialization,' or whatever,'" according to Bothwell, Drummond, and English (1987,
p.69-70).
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governments ofthe clay (see Smucker 1980; Bliss 1982). And Canadian entrepreneurs

played a key role in its development, as is partly evident in the case ofthe automobile

industry (see Bliss 1987).

In a short period the automobile industry became one ofCanada's major industry.

Although it became predominately foreign owned much ofthe credit for starting the

industry goes to Canadian entrepreneurs such as Gordon M. McGregor. In 1904

McGregor founded the Ford Motor Co ofCanada, a corporation in which Canadians then

held a majority of interest and which was set up a year after Hemy Ford started

production in Detroit (Dykes 1995; Bliss 1987). The corporation benefited from the

expertise and technology ofthe Ford Motor Company in the U.S.. It aIso had the right 10

make and sel1 Fords in aIl ofthe British Empire except Britain. About 40 per cent of its

production was for eXPQrt, which comprised about two or three times more cars than

exported by Ford D.S. (Bliss 1987). Several ather American firms eventualIyassembled

in Canada, including General Motors in 1918 (Dykes 1995). By 1926 the automobile

industry included eleven auto plants, twelve thousand workers and a production oftwo

hundred thousand cars. Canada had become the second biggest producer ofcars after the

U.s..

Canada's manufacturing sector continued to grow after WWI and into the 19205.

Meanwhile, the pace offoreign investm.ents sIowed down after 1913 until the end ofthe

1940s. But foreign capital continued to have a strong presence in the overall economy

and especia1ly manufacturing, as illustrated in Table 4.2. Further, while U.K. residents

were in the early part ofthe century the main supplier offoreign. capital, in 1922 and ever
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since, the main suppliers have been U.S. residents and increasingly through direct

investments. In 1926 nonresident investments totalled six billion dollars ofwhich about

1.8 billion were direct investments and another 4.2 billion portfolio investments. U.S.

residents accounted for 53 per cent and U.K. residents 44 per cent oftotal foreign

ïnvestments. In addition, nearly 53 per cent ofdirect investments were in

manufacturing. That year the manufacturing seetor was 30 per.cent controlled by U.S.

residents and 5 pel cent by other foreign residents (see Table 4-2).

But the postwar prosperity ended with the depression that followed the collapse

ofthe stock market in 1929 and whose impact lasted until the outbreak ofwwn.

Canada's gross national product (GNP) in current dollars was 6,134 million dollars in

1929, but fell to 3,492 million dollars by 1933 and at the end ofthe decade was only

5,621 million dollars. Merchandise exports fell from nearly 1.3 billion dollars in 1926 ta

880 million dollars in 1930 and 732 million dollars in 1935. In 1940 the levelof

merchandise exports was still below that of 1926 (see Table 4-3).

The painful impact ofthe depression on manufacturing is seen in the output and

employment drops. Between 1930 and 1935, manufacturing GDP at factor cost dropped

from about 1.2 billion dollars ta 865 million dollars; value added in current dollars feU

from about 1.5 billion dollars to 1.2 billion dollars; and the number ofmanufacturing

workers fell from more than 614 thousand to more than 556 thousand. There were

drastic drops in the quantity and value ofshipments ofvarious manufacturing

commodities. For example, the number offreight and passenger railroad cars produced

fell frOID more than 13 thousand in 1929 ta about eight thousand in 1930 to ooly 31
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thousand in 1934 (Statistîcs Canada, Catalogue No. CSII-516, 1983).

Ifthe dramatic drops in manufacturing in the 19305 were viewed out ofcontext,

many would certainly interpret them as signs ofde-industrialization. But understood in

the context ofthe depression, and Iooked over the long term, a different picture emerges

ofwhat happened to manufacturing. Canada did not de-industrialize, but instead in later

years the manufacturing sector expanded. (This cautions against making hasty dire

cIaims from data based on a restricted number ofyears. History does not repeat itseI:t:

but we can Ieam from the lessons ofhistory.)

The war years contributed to the end ofthe depression with the surge of

investments that went into industries that were directed to the war effort. Some

manufacturing industries redirected their activities to produce such war materials as

producing more than 4,000 aeroplanes. According to Bliss (1987) such developments

contributed to a myth ofwartime industrialization which was partly promoted by C.D.

Howe, the Minister ofMunitions and Supply. Howe wrote that during the war years

Canada had become "a highly industrialized state."

Notwithstanding whetherwartime industrialization was a myth, by 1944 Canada's

GNP reached 11.9 billion dollars, more than double what it was in 1939. As for

manufacturing between 1940 and 1945, its GDP at factor cost and its real domestic

product showed remarkable gain (see Table 4.4). By 1945 the number ofworkers had

increased to more than 1.1 million (see Table 4.1). These had been exceptional years,

not only in growth, but in government involvement and causes ofthe demande Much of

the war effort had expanded the industrial base and triggered growth in the economy and
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• Table 4-2: Foreign Owuership and Control of Maoofacturing, 1926-70

Ownership and control ofMœztdQetzuing*(billions ofdollars)

Total Capital Resident Owned Non-resident U.S_owned
Employed Capital Owned Capital investment

1926 3.1 1.9 12 0.9

1930 3.9 2.3 1.6 1.3

1939 3.5 2 1.5 12

1948 5.7 3.3 2.4 2

1951 7.3 4.1 32 2.7

1955 8.9 4.7 42 33

1960 122 5.8 6.4 5_1

1965 16.7 7.8 8.9 7.3

1970 25 11.7 13.3 11.3

Foreign Control**(percentage)
F C trol C 1b u.s ·dore~ on ontro »y • re51 ents

Manufacturing Total (including Manufaeturing Total (including
manufacturing) manufacturing)

1926 35 17 30 15

1930 36 20 31 18

1939 38 21 32 19

1948 43 25 39 22

1951 48 27 42 24

1955 52 30 42 26

1960 59 33 44 26

1965 59 34 46 27

1970 61 36 47 28

Source: Compiled from, Statistics Canada, Historical Statistics ofCan~ 2Dd 00.,
Catalogue No. CSII-516, 1983, Series G249, G256, G263, G270, G291, G297•

*
**

Ownership includes bath direct and portfolio capital invested in an enterprise.
An entetprise was defined as foreign controlled ifat least 50 per cent ofits voting stock was known
to he held by one investor outside Canada Ifeffective control was held with less !ban 50 per cent
of the voting stock, then the enterprise is classified as controlled by the group holding the
controlling black ofstock.



• Table 4-3: Canadian Balance of International Payments, Current AccouDt,
1926-1970
(millions ofdoUars)

1926 1930 1935 1940 1945 1950 1955 1960 1965 1970

EXPORTS

Merchandise 1272 880 732 1202 3474 3139 4332 5392 8745 16921

Service Transactions* 361 392 397 547 928 1019 1405 1590 2437 4246

Total Goods & Services 1633 1272 1129 1749 4402 4158 5737 6982 11182 21167

Transfers* 32 25 23 50 84 126 189 233 466 765

Total Current Receipts 1665 1297 1152 1790 4486 4284- 5926 7215 11648 21932

IMPORTS

Merchandise 973 973 526 1006 1442 3132 4543 5540 8627 13869

Service Transactions*· 500 606 474 600 1447 1360 1847 2549 3714 6345

Total Goods & Services 1473 1579 1000 1606 2889 4492 6390 8089 12341 20214

Transfers*· 65 55 27 42 908 III 233 359 437 612

Total Current Payments 1538 1634 1027 1648 3797 4603 6613 8448 12778 20826

BALANCE

Merchandise 299 -93 206 196 2032 7 -211 -148 118 3052

Service Transactions -139 -214 -77 -53 -519 -341 -442 -959 -1277 -2099

Goods & Services 160 -307 129 143 1513 -334 -653 -1107 -1159 953

Current Account 127 -337 125 151 689 -319 -687 -1233 -1130 1106
Balance

Source: Compiled. from, Statistics Canada, Historical Statistics ofCanada. 2ad ed.,
Catalogue No. CSI1-516, 1983, Series G57, G63, G64:l G69, G70, G76, G77,
G8I, G82, G83•

*

**

Service Transactions is made up or. gold production available for export, except for 1970; travel;
interest and dividends; fteight and shipment; and ather service receipts.
Transfers is made up of: inheritance and immigrants' funds; persona! and institutional remittances;
and with-holding~ except for 1926 and 1930.

Service Transactions is made up of: navel; interest and dividends; freight and shipping; other
service receipts; and with-holding tax, except for 1926 and 1930.
Transfers is made up of: inheritance and emigrants' funds; personal and institutional remittances;
and official contributio~ except for 1926-1940; and withholding tax, fro 1926 and 1930.
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in manufacturing. (Indeed, Canada had the world's third largest navy and fourth Iargest

air force. See Morton 1987.)

With. the war over, Canada faced a drop in total output for a couple ofyears and

then resumed its growth partly because ofthe industrial reconversion that followed.

Canadians had now more money and the demand grew for manufaetured goods that had

been beyond the reach ofmany since the start ofthe Depression, such as cars, home

appliances, and fu.miture. The expansion in manufacturing contributed 10 the overall

growth ofthe economy. A:fter remaining at about 11.9 billion dollars immediatelyafter

the war, by 1947 total output grew to about 13.5 billion dollars and continued to climb

over the next decade. By 1960 it reached more than 38 billion dollars and by 1970 was

nearly 87 billion dollars.

The manufacturing sector meanwhile registered increases in GDP, exports, and

labour force. The GDP ofmanufacturing dropped immediately after the war, but picked

up by 1947 and continued to rise for most years in the 19505. In 1960 it totalled more

than nine billion dollars, and again grew to about 17.6 billion dollars by 1970 (see Table

4.4). The manufacturing 5ector was by 1970 spending nearly 32 billion dollars on new

durable physical assets, including construction and machinery and equipment, compared

to less than 1.2 billion dollars in 1960 (Statistics Canada, Catalogue No. CSll-516,

1983).

Merchandise trade aIse grew after a slight drop immediately following the end of

the war. In 1950 merchandise exports totalIed in current dollars nearly 3.1 billion dollars

and grew 10 nearly 5.4 billion dollars in 1960 and to about 17 billion dollars in 1970 (see
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Table 4.4: Manufacturing Output, selected years

Manufacturing Manufacturing Index of Index of Index of
GDP at factor % oftotal real outputper output

cost GDP domestic person per-man
($'000,000) product 1971=100 hour

1971=100 1971=100

1926 1,050 21.6 12.4

1930 1,231 23 12.3

1935 865 22.7 12.6

1940 1,608 26.6 19.5

1945 2,954 27.5 30 40.0* 36.4*

1950 4,913 29.2 34.5 44.6 42

1955 7,301 28.5 44.7 52.8 51.7

1960 9,020 26.4 52.3 62.1 61.1

1965 12,751 26.1 75.8 78.4 76.3

1970 17,606 23.3 94.5 94 93.4

* Refers to 1946

Source: Compiled from, Statistics Canada, Historical Statistics ofCanada, 200 ed.,
Catalogue No. CSI1-516, 1983, Series F60, F71, F290, F291, R490
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Table 4.3). Moreover, the share ofmerchandise exports grew from 75 per cent in 1950

to nearly 80 per cent in 1970. Merchandise imports also rose in current dollars from

about 3.1 billion dollars in 1950 to nearly 13.9 billion dollars in 1970. However, their

share oftotal imports remained at about 69 per cent. Unlike service trade which faced a

deficit throughout the years examined, for most ofthe 1950s Canada had a deficit in

merchandise trade, but a surplus in the 1960s. The majority ofmerchandise exports were

destined for the U.S., which in 1970 accounted for nearly 65 per cent ofail merchandise

exports in current dollars. And merchandise imports were mainly from the U.S., which

in 1970 accounted for nea.rly 71 per cent ofmerchandise imports in current dollars

(Statistïcs Canada, Catalogue No. CSll-516, 1983).

The growth in manufacturing was accompanied by increases in manufacturing

employment. The number ofmanufacturing workers, based on the 1948 SIC, totalled

about 1.2 million in 1945 (see Table 4.1). In the 1950s and 1960s the number of

manufactming workers steadily grew, although it faced some drops in certain years. By

1960, on the bases ofthe 1960 SIC, the number ofmanufacturing workers totalled less

than 1.3 million and by 1970 more than 1.6 million.

With the prosperity ofthe 19505 came also increasing foreign investments in the

economy. Following the war and especially by the start ofthe 19505, foreign investments

grew dramaticaIIy, and were mostly direct investments by U.S. residents. In 1950

nonresident investments totalled about 8.7 billion dollars but by the end ofthe decade

reached nearly 20.9 billion dollars (Statïstics Canada, Catalogue No. CSII-516, 1983).

Moreover, while in 1950 mostwere portfolio investments, by 1959 most were direct
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investments. And 76 per cent offoreign investments were by U.S. residents.

The rise in foreign investments was evident in the manufacturing sector. Despite

the drop in total nonresident investments in the 1930s, and the slight drop in nonresident

owned capital in manufacturing, the proportion ofmanufacturing under foreign control

slightly rose from 36 per cent in 1930 to 38 per cent in 1939 (see Table 42). Following

the war, nonresident owned capital, mainly by U.S. residents, in manufacturing

continuously grew to the point that by 1970, nonresidents accounted for about 53 per cent

ofthe total capital employed in manufacturing. But the proportion ofmanufacturing

under foreign control was even higher and much greater than existed in the total

economy. The proportion ofmanufacturing under foreign control totalled 48 per cent in

1951, compared to 27 per cent ofthe economy under foreign control (see Table 4.2). By

1970 manufaeturing was 61 per cent foreign. controlled and the total economy 36 per cent

foreign controlled. U.S. residents alone controlled 47 per cent ofmanufacturing and 28

per cent ofthe total economy.

Canada's manufacturing sector had not only become more dependent on foreign

investments, but was seen as falling further into the orbit ofU.S. influence. Many

worried over what impact the high level of foreign ownership would have on the future

development ofthe manufacturing sector. In an attemptto understand Canada's

economic growth, and the development ofthe manufacturing sector, some in the 1960s

put forth new perspectives ofthe "staples thesis." The staples thesis was first advanced

by Innis and Mackintosh in the 1920s. They agreed that Canada's economic development

was shaped by its dependency on the discovery, extractio~ and export of staples,

113

,/



•

•

commodities such as fish, wheat, hnnber, and coal, first to the metr<>politan economies of

Europe and Iaterthe U.S. (see Howlett and Ramesh 1993). However, Innis argued that

the dependency on staples exports hurt Canada's long term. industrial development. In

contrast, Mackintosh believed staples exports would eventually lead to investments in

manufacturing.

According to Innis the dependency on staples exports necessitated large

investments in such infrastructures as transportation which in tum deprived

manufacturing of investments. Therefore, Canada had a staples driven economy which

relied on countries that bought its natural resources and provided it with much ofthe

capital and technological capabilities ta process the resources. Mackintosh instead

believed that Canada depended on staples experts in its early stages ofdevelopment. But

over time the benefits gained from staples exports would lead to investments in

manufacturing.

In the 1960s and early 19705 a prevalent perspective ofthe staples thesis

combined the work ofInnis with that ofthe dependency theory (See Howlett and Ramesh

1993). Much discussed was the work by Levitt (1970) noted in the previous chapter, who

perceived Canada as the ''worId's richest underdeveloped country" with its reliance on

staples and high level offoreign ownership. She blamed Canadian capitalists, who in her

view had in the past profited frOID keeping Canada dependent on staples exports and

thereby encouraged a high levei offoreign, mainly D.S., ownership ofthe economy.

According to Levitt (1970, p. 25) U.S. multinationals organized or extracted ''the raw

material staple required in the metropolis and supplied the hinterland with manufactured
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goods, whether produced at home or 'on site~ in the host country." The manufacturing

branch plants were not export oriented, had little interest in developing innovations, and

relied mainly on the research and development carried out by the parent finn. And they

would send much oftheir profits to the parent firm which used a part of it to further

expand their presence in Canada.

Others inspired by the work ofMackintosh on the role ofstaples also expressed

concem ofthe high level offoreign-ownership and placed much emphasis on the

manufacturing sector (See Howlett and Ramesh 1993). Watkins (1963), in an early

work, noted that the impact ofstaples exports on economic development depended on

tbree forms oflinkages: backward linkage such as inputs as machinery and railroads;

forward linkages such as the inves1ments in processing the staples; and final demand

linkage whereby the income gained from staples experts are invested in the country's

manufaeturing sector. The diversification ofthe country's economy mainly relies on the

final demand linkage. But if staples exports are mostly controlled by foreign. investors

then diversification is less likely to occur. Foreign investors willleave little for investing

in domestic manufacturing, preferring to make profits by selling manufactured goods to

Canada The result is a "staples trap" whereby the economy is dependent on countries

that buy its staples and sell it manufactured goods.

But while the new perspectives ofthe stapIes thesis emphasized the weaknesses

ofthe economy, the manufacturing sector was implicitly recognized as essential ta its

growth and expansion. The de-industrialization thesis in Canada was first formulated

within a framework that denounced the dependency on stapIes exports, the high level of
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foreign investments in the economy and the lack ofa developed, mainly Canadian

owned, manufacturing sector (see Chapter 3). However, proponents ofthe thesis

provided another point to the argument by claiming that Canada was losing the little

manufacturing it had because ofdisinvestments by foreign owners. American

multinationals were disinvesting in manufacturing and either taking their capital

elsewhere or investing in Canadian resources. They were in efIect de-industrializing

Canada. As noted in the previous chapter, many still hold to this view, especially with

regard to what they perceive as the impact ofthe recent free trade agreements with the

U.S. and Mexico.

Why the De-industriaIization Thesis Matters

As the first section above showed, manufacturing is important for economic

growth in ways that are not necessarily evident by Iooking at its contribution solely in

tenns of such traditional measures as output and employment. Nonetheless, even on the

basis of such data, as shown in the second section, manufacturing has been essential for

Canada at least until two decades ago when the de-industrialization thesis was first

proposed. Given the importance ofmanufacturing, and the dire claims that many have

made over the past two decades about the changes in manufacturing, and even its impact

on the future ofCanada, the de-industrialization thesis deserves closer examination.

However, as discussed in the previous chapter, there exist confusion and
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disagreement over the definition and operational measurements ofde-industrialization.

There is no consensus on the appropriate indicators, the time frame, and levels and units

ofanalysis. The evidence provided is weak or consists of limited data. that are used to

mainly strengthen predetennined beliefs about the phenomenon.

It is therefore unclear from the literature in Canada what level bave ta exist in the

indicators before being able ta diagnose the condition as de-industrialization. Sorne are

content ta point to a single indieator as evidence that Canada is de-industrializing, such

as the gross loss ofmanufacturing jobs. Likewise, it is tempting to simply dismiss the

thesis on the basis ofa single trend.

The above discussion on why manufacturing matters, however, clearly indicates

that single indicator analyses can never he sufficient to detect the presence of

de-industrialization. A simple drop in absolute or relative faIl in manufacturing

employment, May be explained by various factors, such as a cise in manufacturing output

or a restructuring ofmanufacturing firms whereby sorne workers are no longer counted in

official data on manufacturing. Ifthe purpose ofthe de-industrialization thesis is to

provide an interpretation ofdevelopments in manufacturing, then a single indicator is

insufficient. Thus, the next four chapters will empirically assess the main propositions

(or generalizations) Iisted in Table 4.5, which have been put forth by proponents ofthe

de-industrialization thesis in Canada about deveIopments in manufacturing employment,

output, investments, and trade.
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Table 4.5: Main propositions in the de-industriaIization literature in Canada

rp4oyment:

1) There bas occurred a relative drop ofmanufacturing
employment in the labour force

2) There has occurred an absolute drop in manufacturing
employment.

3) The "gross" loss ofjobs in manufacturing has been
rising.

4) There has occurred an increase in the manufacturing
unemployment rate.

Em ~

lutput:

1) There has occurred a relative drop ofmanufacturing
output in total output.

2) Labour productivity in manufacturing has been falling.

o

Investment:

1) Capital expenditures in manufacturing have been
dropping.

2) Foreign direct investments in manufacturing have been
dropping.

3) Canadian foreign direct investments in manufacturing
have been increasing.

Trade:

1) Export orientation in manufacturing bas been falling.

2) Import penetration in manufacturing bas been rising.
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Chapter Five

Manufacturing Employment

The de-industrialization literature gives more attention to manufacturing

employment than to any other indicator. But, as discussed earlier, there is no consensus

on appropriate measures for this concept. This is especially true in Canada where

proponents ofthe thesis have provided insufficient and questionable definitions and

evidence.

There exist four interrelated propositions regarding employment from the

perspective ofde-industrialization:

• a drop in the share ofmanufacturing in the sectoral distribution of

the labour force;

• a faIl in the absolute number ofmanufacturing workers;

• a cise in the "gross"" number ofjobs lost in the manufacturing

sector;
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a rise in the incidence and prevalenee ofunemployment for those

working in manufacturing.

In Canada a fifth factor has been highlighted, particuIarly in the early de-industrialization

thesis - drops in the number ofmanufacturingworkers in U.S.-owned branch plants are

presumed to be high.er than in Canadian-owned plants. This argument bas been put forth

in conjunction with the expectation that U.S. parent firms are disinvesting in Cana~ and

therefore will he considered in Chapter 7. In this chapter the other four propositions are

examined empirically and their appropriateness as measures ofde-industrialization

questioned. Before focusing on the data, the main sources and operational definitions are

explaine~ and their weaknesses noted.

Sources

The data on employment are compiled from three somees: the Census of

Population (herewith. referred to as census), Labour Force Survey (LFS), and the

Manufacturing Industries ofCanada survey, commonly known as the Census of

Manufacturers. The census and LFS are household surveys and are especially helpful in

indicating the growth and make-up ofthe labour force. The Census ofManufacturers is

an establishment survey and contains more detailed information on the manufacturing

sector. Unlike the census and LFS, which categorize workers into an industry on the

basis ofa respondent's answers, the Census ofManufacturers is an annual mail survey of
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establishments previously classified as belonging to the manufacturing sector.1

The census and LFS have used similar definitions of labour force since 1951.

The latest definition includes persons 15 years ofage and over who are either employed

or unemployed, excluding ïnmates. The census includes but the LFS excludes persons in

the Yukon and Northwest Territories, Indian reserves, members ofthe armed forces, and

overseas households. The employed consist of individuals who in the week prior to the

survey worked for pay or salary, or were selfemployed. The unemployed are individuals

who are not working, but were actively looking for work in the four weeks prior to the

survey, or were out ofwork in the last 26 weeks but expected either to retum to their

former job or to start a new job in the next four weeks.

Thus, the labour force is a technical term utilized by govemments for purposes of

gathering and comparing statistical data across time. Consequently, as note<! from the

above discussion, many persons resident in Canada are considered to be not in the labour

force. This includes many workers who have become "discouraged" meaning that for

various reasons they are no longer looking for work because they believe none is

availabie.

In Canada the census is helpful in determining long term trends and sbifts in the

labour force. It is carried out every ten years (decennial census, in years ending in one),

and a less detailed one every five years (quinquennial census, in years ending in six)

l Another somee on employment is the monthly mail survey ofemployers in finns and organjzations
ofall sizes, the Survey ofEmployment, Payrolls and HOUIS (see Statistics Canada., Catalogue No. 72-001,
1997). It bas a few shortcomings for the pmpose ofthis study~ including that ofexcluding businesses in
agricu1ture~among others. The smvey is especially usefuI in providing data on the average hourlyeam.ings
ofemployees.
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following the major census. Regular decennial censuses have been taken in Canada

since the mid-nineteenth century7 but the earliest census with satisfactory information to

compile industrial categorizations was that of1911 (see Statistics Canada, Catalogue No.

CSI1-516,1983). And the first quinquennial census to contain questions on occupation

and industry was in 1986.

Unlike the census the aim ofthe LFS is to collect a range ofdata on the

characteristics ofindividuals employe~unemploye~or not in the labour force. The

sample survey is designed ta be representative ofthe Canadian population 15 years of

age and over across the provinces and census metropolitan areas. Each month,

interviews are carried out with less than 1 per cent ofhouseholds, chosen by area

sampling methods throughout the country, and weighted ta provide estimates for the

entire population. The more recent LFS surveys include about 60,000 representative

households and involve more than 106,000 respondents. A household remains in the

sample for six consecutive months, and is then replaced by another. The LFS bas a

non-response rate oforny 5 per cent classifying it as one ofthe highest response rates for

surveys ofthis type in the worid.

The LFS was started in 1945 and over the years has undergone various changes.

It was substantially revised in 1976. The sampling frame ofthe LFS is aIso redesigned

every ten years on the basis ofthe Iatest decennial census data Startïng in January 1995

the LFS began to reflect the 1991 census data and labour force data since 1976 have been
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revised accordingly.2 Most trends are generally similar to those originally published; the

unemployment rates are about the same, but employment and participation rates are

slightly higher. The revisions to population estimates, have resulted in increases in the

absolute levels ofemployment, unemployment and persans not in the labour force.

Therefore, in using LFS time series data, it is necessary to assure that they reflect a

similar census base. Mixing them results in distorted views ofthe Canadian labour force.

For example, the revision shows a rise in employment growth from April 1992 to

December 1994 of697,000 compared to the earlier published figure of637,000. In the

case ofmanufacturing earlier data placed the number ofemployed workers in December

1993 at about 1.8 million while the revised data indicate the number to be closer to about

1.9 million.

The census and LFS classify the employed or unemployed in an industry

according to information provided by respondents about the establishment in which they

work or worked. The establishment is classified in an industry according to the Standard

Industrial Classification (SIC) on the basis of"end products." It is important to note that

the classification ofworkers in an industry is by establishment and disregards the

worker's job activity or occupation. An accountant working in the offices ofan auto-

assembly plant is classified as in manufacturing, while an accountant in a hospital is

cIassified as in services. Moreover, the establishment is assigned a code on the basis of

its main activity. An establishment in which the main activity is to make kitchen

Z Sïnce January 1997 the LFS bas implemented a redesigned questionnaire with new questions on
the individual's work experience.
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cabinets, but aIso sells and places them, is likely to he classified as in manufacturing.

Another establishment whose main activity is to sell and place them, but aIso makes

sorne kitchen cabinets, is likely to be classified as in services.

Thus, the SIC is a technical classification ofindustries and workers. The

classification ofthe establishment should not he taken as an indication ofthe aetivities of

all its workers. An establishment is given a single classification based on its main end

products, even if it conducts many different business activities. Furthermore, in the

process ofrestructuring, manufacturing firms may set up new establishments or change

the main activities ofexisting ones. An establishment that switches from assembling

computers to servicing and selling computers should be reclassified from the

manufaeturing to the service sector. The classification ofan establishment is likely to

become even more confusing wi'th advancements in technology and organizational

changes ofthe finn and workplace. Distinctions between certain service and

manufacturing aetivities in establishments are increasingly blurred (see Economie

Council ofCanada 1990). In additio~ the Iatest SIC is of 1980, and MaY therefore apply

outdated classifications to establishments involved in previously undefined activities.

Statistics Canada is in the process of revising the 1980 SIC wi'th the cooperation of

agencies in the D.S. and Mexico to arrive at a common North American Industriai

Classification System. Notwithstanding sorne weaknesses, the SIC is the oolyofficial

classification method for establishments and will be used in this study.

Unlike the census and LFS, the Census ofManufacturers is an annual mail survey

ofestablishments previously classified as in a manufacturing industry on the basis ofthe

124



•

•

SIC (see Statistics Canada, Manufacturing Industries ofCanada, Catalogue No. 31-203,

1994). In general, large establishments, are sent a "long" questionnaire that asks for

more detailed information than a 'Cshort" questionnaire sent to small establishments.3

The Census ofManufacturers covers more disaggregate data on manufacturing

employment!han other surveys. The principal statistics collected, irrespective of

whether the establishment is a firm. or part ofa :firm, include number ofemployees,

salaries and wages, person-hours worked and paid, and shipments for sales. Sorne

information on the establishment May he lost depending on whom the respondent is, how

much attention the respondent gives to the questionnaire, and the precision with which

the company keeps its records.

When dealing with long term data it is important to maintain consistency in the

SIC base year. This is especially the case when utilizing the Census ofManufacturers

with its disaggregate data. Mixing data from different SIC years, especially when the

data are disaggregate, can lead to inaccurate conclusions. This is 50 because certain

industries may have been reclassified, establishments May have changed in their

classification, and over time different techniques MaY have been emphasized in

collecting information. Furthermore, over the years Statistics Canada has improved its

coverage ofsmaller establishments. For example, in 1982 the total number ofworkers in

the clothing industries based on the 1970 SIC was 91,306, while based on the 1980 SIC it

3 The distinction between large and smaII is based on shipments and varies across provinces. For
some smalIer establishments data are obtained from Revenue Canada Taxation. For most establishments the
fiscal year cavers the calender year. Small establishments account for the majority ofestablishments, about
57 per cent in 1990, but large establishments are responsible for most ofthe shipments, about 93 per cent of
manufactured shipments in 1990.
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was 106,887. The 1970 SIC showed a drop of4,544 workers between 1981 and 1982.

But ifthe 1970 SIC data were used for 1981 and the 1980 SIC data for 1982, then one

would wrongly conclude that the number ofworkers had increased by 15,581.

Given the different techniques in administering the census, LFS, and Census of

Manufacturers, the data frOID those sources must not be mixed in determining long term.

changes in manufacturing employment. Each provides a particular view ofwhat has

been happening to manufacturing employment. According to the census the average

annual number ofmanufacturing workers in 1990 was nearly 2.3 million, while the LFS

indicated that number to he about 2.1 million, and the Census ofManufacturers listed

only 1.87 million workers. It should be notOO that even though the census and the LFS

are household surveys, there exist slight differences in the data they recount. For

instance, the 1991 census shows that on the reference day on which it was taken (the first

Tuesday in June, i.e., June fourth) there were about 2.08 million manufacturing workers.

In contrast the LFS figures for June 1991 (the reference week is usually the one

containing the 15th clay) show that there were nearly 2.27 (seasonally unadjusted) or 2.23

(seasonally adjusted) million manufacturing workers.

The census is helpful in understanding the growth in the labour force and the shift

in distribution ofemployment at a high level of industry aggregation over the century.

Census data are mainly used to caver the period 1911 to 1971, based on a SIC that

maintained an approximate consistency of industry definitions. The census years 1951 to

1986 on the experienced labour force are examined because the data are available and
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classified according to a similar SIC, that of 1970.4 The 1991 data based on the 1980

SIC are aIso occasionally used in the present study. The LFS is used to explore changes

in employment on a year-to-year basis from 1977 to 1995 and to reflect the 1991 census

population. The classification ofworkers refers to the 1970 SIC for the years previous to

1984 and to the 1980 SIC forotheryears (Statistics Canada, Catalogue No. 71-528,

1992). The differences in classification have little impact on the level ofdetail used

here. The Census ofManufacturers serves to examine year-to-year changes in

employment for the last three decades up tmtil the last year for which complete

infonnation is available (Le., 1960 to 1990). Even though the years examined are based

on different SICs, since aggregate employment data for the sector are used, the

differences have little influence.s The Census ofManufacturers is the main Statistics

Canada source on the economic performance ofthe manufacturing industries, and

therefore its employment data are used to examine the impact ofrecessions.

Employment

The proportion ofthe labour force in manufacturing has been falling. This is an

undisputed employment trend. The census data in Tables 5.1 and 5.2 show that after

4 The 1991 data based on the 1970 SIC were not yet available at the time ofwriting

5 The number ofabsolute workers in manufacturing in 1982 on the basis of 1970 SIC totalled
1,709,418 and on the basis of 1980 SIC it totalled 1,702,303 (Statistics Canada, Catalogue No. 31-203,
1994).
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• Table 5.1: Share ofworkforce by industrial category, 1911-1971

1911

%

1921

%

1931

%

1941

%

1951

%

1961

%

1971

%

•

Primary Seetor 39.2 36.8 33.0 31.5 21.0 14.0 8.3

Agriculture 34.2 32.8 28.7 25.8 15.6 9.9 5.6

ForestIy 1.6 13 1.3 2.2 2.5 1.7 0.9

Fishing & trapping 13 1.1 12 12 1.0 0.5 03

Coal & other mining 2.1 1.6 1.8 22 2.0 1.9 1.6

Secondary Sector 24.7 22.5 23.3 27.1 31.5 29.0 26.4

Manufacturing 17.4 16.8 16.9 21.9 24.9 21.8 19.8

Construction 7.3 5.7 6.4 52 6.6 72 6.6

Tertiary Sector 32.9 36.5 39.3 40.3 46.2 54.6 57.4

Electricity & gas 0.4 03 0.6 0.6 0.9 1.0 0.9

Railway / other transport 6.7 7.9 7.1 6.4 7.6 7.0 5.8

Retail & wholesale trade 9.5 103 10.8 11.8 14.1 15.3 14.7

Financermsmancelreal estate 1.4 1.9 2.4 2.1 2.7 3.5 4.2

Education 1.7 2.5 2.6 2.6 2.9 4.1 6.6

Health 1welfare services 1.3 22 2.0 22 33 4.8 5.9

Food & lodging 2.1 l.8 2.7 2.9 2.9 3.7 3.8

Persona! & recreationa! 5.1 4.5 6.0 6.3 3.5 3.6 2.9

Other services 2.0 2.0 22 2.2 2.2 3.3 43

Govemm.ent 2.9 3.1 3.0 3.3 6.0 8.2 8.2

Industry Unspecified 3.2 4.3 4.3 1.1 1.3 2.4 7.9

Notes i) Data for 1911 to 1941 are for "gainful workers." Later years adhere to the "labour force" concepts.
ü) The age coverage for 1911 to 1931 was for those aged 10 and over, for 1941 and 1951 those aged 14

and over, and for Iater years those aged 15 and over.
iii) The figures are exclusive ofthe Yukon Territory and the Northwest Territories as currently defined.

NewfoundIand is included for 1951 and Iateryears.
iv) Indians on reserves engaged in fishing and trapping were excluded from the 1921 and 1951 censuses.
v) The data are based on a standard industrial classification that was specifically developed ta maintain

an approximate consistency of industIy definitions over the years examined.

Source: Calculated from data compiled by Statistics Canada, Historical Statistics ofCanada
Catalogue No. CSII-516, 1983: Series 08 ta D85.



• Table 5.2: Share of Experienced Labour Force by Indostry Divisions (1970 SIq*

1951

%

1961

%

1971

%

1981

%

1986

%

•

Primary Sector 20.9 13.9 8.4 6.8 6.6

Agriculture 15.5 9.8 5.6 4.0 3.9

Forestry 2.5 1.7 0.9 0.8 0.9

Fishing & trapping 1.0 0.6 03 0.3 03

Mines, quarries & oil wells 1.9 1.8 1.6 1.7 1.5

Secondary Sector 30.6 28.4 26.0 24.8 22.5

Manufacturing 24.5 21.6 19.8 lS.5 16.S

Construction 6.1 6.8 6.2 6.3 5.7

Tertiary Sector 47.2 55.3 57.8 65.0 67.5

Transportation, Communication,
& Other Utilities 9.9 9.4 7.8 7.8 7.5

Trade 14.3 15.4 14.7 16.3 16.4

Finance, Insurance,
& Real Estate 2.7 3.5 4.2 52 5.2

Community, Business
& Persona! Services 15.0 19.6 23.7 283 31.0

Public Administration
& Defence 5.3 7.4 7.4 7.4 7.4

Industry Unspecified 1.3 2.5 7.9 3.4 3.2

* The labour force here consists ofthe employed and unemployed who worked in the previous
eighteen months. The latter were coded in the industry last employed.

Source: Calculated from data compiled by Statistics Canada, Industly Trends, 1951 - 1986,
Catalogue No. 93-152, 1988.
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peaking in 1951 at about 25 per cent, the share ofmanufacturing in the labour force

dropped- The 1991 census places the share ofmanufacturing at under 15 pel' cent

(Statistïcs Cana~Catalogue No. 93-326, 1993). According to the LFS year-to-year data

in Table S.3, manufacturing employment faced a relative drop throughout the 1977-95

period, falling from about 20 per cent to about 15 per cent.

But it is questionable that a relative drop in manufacturing employment is in itself

a sÎgn ofde-industrialization. The drop does not necessarily imply that the sector is

facing difficulties or that manufacturing workers are being displaced, and it tells us

nothing about the economic performance ofthe manufacturing sector. The relative drop

could he the result ofmanufaeturing employment rising at a slower pace than total

employment. This can occur in a growing economy with full employment and improved

living standards.6 However, ifthe size ofthe labour force is dropping and economic

growth is stagnant or decHning, then a relative drop in manufaeturing employment can be

a reflection ofserious economic and social difficulties. But such has not been the case in

Canada

The relative drop in manu:facturing employment in Canada appears ta he due

mainly ta the slower growth ofmanufacturing employment than that which is occurring

to the labour force as a whole. In addition, the rise in manufacturing productÏvity

(discussed in the next chapter) probably plays an important IOle. More importantly, the

6 Thirlwall (1982), for example, pointed out that in some periods Austria and the U.K. suffered large
drops in the share ofindustrial employment among industrial market countries. But while the U.K. economy
was weak, Austria had one ofthe healthiest economies in Europe, as measured by various indieators. For a
contraIy view, see Smith (l992b).
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Table &.3: 8hare of Labour Force by Industry, 1977·96
(percentage)

Agriculture Other Manufacturing Construction Transportatiion,
Prlmary Communication.

&Other Utilities

Trade Finance.
Insurance.

& Real Estate

Community, Public
Business, Administration

& Personal
Services

1977 4.6 2.6 19.7 7.1 8.4 17.3 5,4 27.9 7.1
1978 4.5 2.7 19.6 6.9 8.5 17.3 5.3 28.1 7.0
1979 4.5 2.7 19.9 6.6 8.6 17.3 5.2 28.5 6.7
1980 4.3 2.9 19.9 6.3 8.3 17.1 5.6 28.8 6.9
1981 4.3 3.0 19.5 6.3 8.1 17.0 5.3 29.6 6.8
1982 4.2 2.7 18.8 6.3 8.1 17.2 5.5 30.4 6.9
1983 4.3 2.7 17.9 6.1 7.9 17.1 5.4 31.5 7.1
1984 4.2 2.8 18.0 5.9 7.6 17.4 5.6 31.5 7.1
1985 4.0 2.5 17.7 5.8 7.7 17.6 5.5 32.3 7.0
1986 3.9 2.6 17.3 5.9 7.6 17.9 5.5 32.6 6.8
1987 3.8 2.5 17.1 6.1 7.5 17.6 5.7 32.9 6.7
1988 3.5 2.5 17.3 6.4 7.3 17.7 5.8 33.0 6.6
1989 3.3 2.4 17.1 6.6 7.6 17.5 5.7 33.2 6.7
1990 3.3 2.4 16.2 6.8 7.4 17.8 5.8 33.8 6.4
1991 3.4 2.4 15.4 6.5 7.3 17.5 5.9 34.9 6.5
1992 3.3 2.2 14.8 6.4 7.4 17.6 6.0 35.6 6.6
1993 3.4 2.1 14.7 6.1 7.3 17.3 6.0 36.5 6.8

1994 3.1 2.2 14.7 6.3 7.2 17.3 5.7 37.0 6.5
1995 3.1 2.3 15.2 5.9 7.5 17.0 5.8 37.1 5.9

Source: Compiled and caleulated from, Statistics Canada. Historieal Labour Force Statistics, 1995, Catalogue No. 71-201,1996
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relative drop in manufacturing employment was not accompanied by a simiIar trend in

absolute manufacturing employment. The census and LFS data in Tables 5.4, 5.5 and 5.6

show that when the share ofmanufacturing in the labour force started to drop, the

absolute trend in manufacturing employment was quite different. In 1989 when

according to the LFS data the number ofmanufacturing workers peaked, the sector had

faced a relative drop of2.6 percentage points since 1977.

Thus the absolute data question the daim that the relative drop in manufacturing

employment is a clear sign ofde-industrialization. The 1971 census data show that the

share ofmanufacturing in the labour force had been falling for two decades and was

nearly five percentage points lower than in 1951. However, the number of

manufacturing workers kept rising and had increased by nearly 394 thousand in the !wo

decades. The LFS data for the 1977-95 period show that the relative and absolute trends

in manufacturing followed different patterns (see Figure 5.1). Absolute manufacturing

employment did not grow smoothly: it peaked in 1989 then fell sharply in subsequent

years, demonstrating signs ofrecovering only since 1993. Likewise, the number of

manufacturing workers fell sharply after 1981 when it achieved a previous peak, but

recovered a few years later and achieved a new peak. It is aIso worth noting that there

were more manufacturing workers in 1995 then in 1977.

Obviously, an absolute drop in manufacturing employment would indicate that

the sector is employing fewer workers. But such a drop does not in itselftell us what has

happened to the workers or why it has happened. The possible displacement ofworkers

should he treated as an empirical question. This is not to downplay the importance ofthe
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• Table 5.4: Work Force by IndustriaI Category, 1911- 1971

1911 1921 1931 1941 1951 1961 1971

•

Total 2,725,148 3J.73,169 3,927,230 4,195,951 5,286,153 6,458,156 8,626,925

Primary Sector 1,067,653 1,167,478 1~97,851 1,319,808 1,111,293 901,994 720,040

Agriculture 931,602 1,041,618 1,128,154 1,082,074 827,030 639,221 481~19O

Forestry 42,917 40,026 49,952 93,792 129,832 108,497 74,380

Fishing & trapping 34,885 34,088 47,782 50,902 50,853 34,576 25,435

Coai & other mining 58,249 51,746 71,963 93,040 103,848 119,700 139,035

Secondary Sector 672,687 712,586 915,454 1,137~15 1,664,474 1,874,648 2~75,615

Manufacturing 473,705 530,453 665,455 916,994 1,313,578 1,408,685 1,707,330

Construction 199,182 182,133 249,999 220,221 350,896 465,963 568~85

Tertiary Seetor 896,837 1,158,113 1,544,678 1,692,933 2,442,831 3~23,341 4,949,320

Electricity & gas 10,587 10,443 22,485 23,089 47,802 62,426 74,105

Railway lother transport 181,290 249,174 277,600 266,590 402,707 453,132 496,780

Retail & wholesaIe trade 259,859 327,879 425,159 496,150 745,904 990,598 1,269,290

FinaneerlIlSUI'ancelreal estate 36,853 61,425 92,340 89,680 143,995 228,811 358,060

Education 47,479 77,946 100,781 110,946 152,817 266,394 569,485

Hea1th 1welfare services 34,466 70,465 79,382 91,812 173,948 308,432 513,090

Food & lodging 56,330 58,076 107,057 120,320 155,452 238,094 331,500

Personal & recreationai 138,314 142,243 236,870 263,395 187,113 234,889 253,555
services

Other services 53,416 62,888 86,187 91,315 114,809 210,597 373,750

Govemment 78,243 97,574 116,817 139,636 318,284 529,968 709,705

Industry Unspecifled 87,771 134,992 169,250 45,995 67~57 158,173 681,940

Notes: i) Data for 1911 to 1941 are for "gainful workers." Later years adhere 10 the "labour force" concepts.
ii) The age coverage for 1911 to 1931 was forthose aged 10 andover, for 1941 and 1951 those aged 14 and over, and for

later years those aged 15 and over.
iü) The figures are exclusive ofthe Yukon Territory and the Northwest Territories as currently defined. Newfoundland is

included for 1951 and tater years.
LV) Indians on reserves engaged in fishing and trapping were excluded frorn the 1921 and 1951 censuses.
v) The data are based on a standard industrial classification that was specifically developed to maintain an approximate

consistency of industry definitions over the years examined.

Source: Calcu1ated from data compiled by Statistics Canada, Historical Statistics ofCanada
Catalogue No. CSl1-516~1983: Series D8 to D85.



• Table 5.5: Total Number of Workers by Indostry Divisions (1970 SIC)*

1951 1961 1971 1981 1986

Total 5,286,407 6,471,850 8,626,925 12,005,320 12,783,510

Primary Sector 1,106,928 89-1,385 720,035 828,935 845,950

Agriculture 821,807 633,325 481,185 481,275 504,245

ForestIy 129,690 108,580 74,380 100,765 109,390

Fishing & trapping 53,103 36,263 25,435 36,870 44,070

Mines, quarries & oil wells 102,328 116,217 139,035 210,025 188,245

Secondary Sedor 1,615,194 1,837~73 2,245,550 2,971,750 2,885,905

Manufacturing 1,293,949 1,399,019 1,707,330 2,219,380 2,153,965

Construction 321,245 438,554 538,220 752,370 731,940

Tertüzry Sector 2,496,843 3,581,299 4,979,390 7,800,295 8,639,815

Transportation, Communication,
& Other Utilities 524,563 610,231 671,065 935,570 958,750

Trade 754,617 997,336 1,269,290 1,957,575 2,096,875

Finance, Insurance,
& Real Esta.te 144,006 228,905 358,060 621,115 668,495

Community, Business,
& Persona! Services 795A87 1,268,847 2,041,390 3,399,435 3,965,590

Public Administration,
& Defence 278,170 475,980 639,585 886,600 950,105

Industry UnspecifU!d 67,422 158,593 681,950 404,340 411,840

* The labour force here consists ofthe employed and unemployed who worked. in the previous eighteen
months. The latter were coded in the industry last employed.

•
Source: Calculated trom data compiled by Statistics Canada, IndustIy Trends. 1951 - 1986,

Catalogue No. 93-152, 1988.



Table 5-6: Total Number of Workers ln the Labour Force by Industry, 1977-95
(thousands)

Agriculture Other Manufacturlng Construction
Primary

Transportatiion,
Communication,

& Other Utllities

Trade Finance,
Insurance,

& Real Estate

Community,
Business,

& Personal
Services

Public

Administration

1977 490 276 2,101 754 893 1,850 575 2,979 761

1978 500 297 2,169 765 937 1,917 590 3,112 776

1979 513 310 2.280 755 979 1,979 598 3,268 767
1980 509 338 2,351 739 983 2,018 656 3,391 808
1981 519 364 2.364 766 988 2,066 644 3,598 830

1982 509 324 2,278 761 979 2,085 661 3,681 841

1983 526 332 2,183 741 965 2,089 660 3,837 861

1984 524 344 2,240 739 948 2,169 693 3,923 887

1985 514 314 2.250 736 976 2,243 694 4,113 888
1986 507 339 2,260 773 994 2,338 719 4,254 883
1987 504 337 2,287 817 994 2,351 760 4,392 897

1988 478 345 2.364 868 1.003 2A13 787 4,513 897
1989 462 338 2,385 916 1,054 2,433 796 4,6'18 928

1990 462 336 2,284 966 1,049 2,514 818 4,768 908

1991 483 337 2,173 920 1,030 2,468 829 4,921 921

1992 467 313 2,079 896 1,038 2,470 839 4,999 930

1993 478 299 2,071 859 1.025 2,441 845 5,159 957

1994 450 312 2,097 902 1,034 2,482 821 5,288 923

1995 455 332 2,200 859 1,089 2,463 837 5,368 848

Source: Complled from, Statisties Canada, Hlstorieal Labour Force Statlstics, 1995. Catalogue No. 71-201, 1996
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Figure 5.1 Manufacturing Workers
1977 -1995
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issue, but rather to better understand it_ Ifworkers are finding employment in other

growing sectors then short term hardships may not necessarily lead to long term pain.

Moreover, ifmanufacturing firms have been restructuring their activities in a manner

such that sorne establishments are reclassified into the service sector, or ifthey have

increasingly been contracting out activities formerly conducted in-house, the decline in

manufaeturing employment could he very misleading indeed-

Like the relative drop in manufacturing employment, a drop in ahsolute

manufacturing employment does not in itself imply that the sector is facing financial

difficulties or is contracting. Drops in manufacturing employment can he accompanied

hy rising manufacturing output and a growing economy.

Nonetheless, some proponents ofthe de-industrialization thesis in Canada give

only seant attention to absolute levels ofmanufacturing employment, and instead point to

gross losses ofmanufacturing employment (see Chapter 3). But this is an awkward

measure. Gross losses ofjobs are a constant occurrence and therefore, ifwe were to

follow such reasoning, it would imply that Canada is in a permanent state of

de-industrialization, even ifnet changes were actually gains.

The gross loss ofjobs has ofcourse been higher in certain. periods than others.

The gross loss ofjobs, for example, was especially high during the early 19805, as the

proponents ofthe de-industrialization thesis emphasize Ce.g., Drache 1989a). Indeed,

between 1981 and 1984 an estimated 289,000 manufacturing workers lost full-timejobs.

They made up about 29 per cent ofaIl permanently laid o:ffworkers in the labour force

(picot and Wannell1987a; 1987b). But it is important to remember thatthe years
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covered an economic downtum. The overall employment situation in. manufacturing

improved in the following years. By 1988 there were as many workers in manufacturing

as in 1981 and in 1989 the number peaked., according ta the LFS data presented in Table

5.6 and illustrated in. Figure 5.1. Thus, the gross 10ss ofjobs is an inappropriate

indicator ofthe trend in manufacturing employment.

Proponents ofthe de-industrialization thesis say little about overall changes in the

labour force. They neither specify the depth nor the duration ofthe loss in

manufacturing employment as sig;nificant criteria for ~~de-industrialization." A fall over a

period offew a years is for sorne [snch as Drache (1989a), Hurtig (1991), and Merrett

(1996)] sufficient ta establish a trend, irrespective ofeconomic conditions. Ifsa, then

Canada has long been de-industrializing in relative terms. It has on and offbeen

de-industrializing in absolute terms. Further, ifthe analysis is restrieted ta relatively

short periods covering recessionary years then the gross lasses in employment are over

interpreted ta mean de-industrialization.

But since de-industrialization implies structural change, it is essential that the

data coyer a period not solely influenced by an economic downtum or upturn. When

data on manufacturing employment are examined over the long term, and changes in the

labour force and economy are taken into account, a different picture emerges than that

advanced by the de-industrialization thesis.

The relative drop in manufacturing employment is partly explained by the

expansion ofthe labour force, particularly the tise in the service sector, accompanied by

a large influx ofwomen. Notwithstanding the various difficulties in compiling statistical
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information over many decades, census data indicate !bat the work force grew from more

than 2.7 million in 1911 to 4.6 million in 1941 to 8.6 million in 1971 ta about 14.5

million in 1991 (see Table 5.4 and 5.5, see aIso Statistics Canada, Catalogue No. 93-326,

1993).

The overall participation rate bas over the years increased. It grew, for example,

from 56 per cent in 1961 ta 68 per cent in 1991 (Statistics Canada, Catalogue No. 93-

324, 1993).7 The cise has been due to the dramatic surge in the participation rate of

femaIes in the last four decades. The female labour force participation rate slowly grew

with each decennial census from 1901 ta 1951 rising from about 16 per cent to 23 per

cent (Statîstics Canada, Catalogue No. CSII-516, 1983). But by 1961 the rate of

participation rose to about 29 per cent and jumped to about 39 per cent in 1971 to 52 per

cent in 1981, to nearly 60 per cent in 1991 (Statïstics Canada, Catalogue No. 93-324,

1993).8 In contrast, the male participation rate steadily dropped from about 90 per cent

in 1911 and 1921 to about 76 per cent in 1971, where it bas roughly remained for the past

two decades. These converging trends are slowly leading ta a convergence in the male

and female proportions ofthe labour force. According to LFS data the participation rate

for the labour force in 1977 was 62.1 per cent, for females it was 46.7 per cent and for

males 77.8 per cent (Statistics Canada, Catalogue No. 71-201, 1996). By 1995 the

7 Ofcourse, one must not assume that the weeldy hours spent at paid worlc have been necessarily the
same over the period examined. For example, in manufacturing average weekly hours dropped ftom 42.7 in
1946 to 40.6 in 1961, based on the 1948 SIC (Statistics Canada, Catalogue No. CSll-516, 1983).

8 Data ofthe different census years were adjusted to reflect 1971 census concepts. The census
labour force activity concepts have remained generally consistent for the various years. But fewer and
different questions were asked in the 1971 census than other years. The data cited here takes this into
account and maintains a consistency in the processing of the data.
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participation rate for the labour force was slightly higher at 64.8 per cent, but sharply

higher for women at 57.4 per cent, and lower for men at 72.5 per cent. The rise of

female labour force participation has coincided with the growth ofthe service, or tertiary,

sector. In fact the vast majority are employed in the service sector, where they now

outnumber men.

The share ofthe service sector in the labour force grew from about 66 per cent in

1977 to nearly 73 per cent in 1995 (see Table 5.3). Growth in the service sector and in

female employment were especial1y evident in community, business, and persona!

service industries. These industries accounted for aImost 42 per cent ofall service

workers or about 28 per cent ofthe labour force in 1977. By 1995, these industries

accounted for more than 51 per cent ofall service workers and nearly 37 per cent ofthe

labour force. Approximately 50 per cent offemale workers in the labour force are

employed in these industries (Statistics Canada, Catalogue No. 71-201, 1996).

Ofparticular interest to sorne proponents ofthe de-industrialization thesis, is the

rise in public sector workers (see Chapter 3). Drache (1989a) stated that, at least in the

early 1980s,~e realjob machine is the public sector." Bacon and Eltis (1978), argued

mainly for the case ofBritain, but suggested the same was true in Canada, that a rise in

public sector employment and a general shortage ofavailable workers deprives the

manufacturing industries ofwarkers, resulting in de-industriaIization. The cise in the

share of"govemment" warkers mainly occurred in the 1940s and 1950s (see Tables 5.1

and 5.2). Census data show that after maintaining a steady share ofthe labour force for

the years 1911 to 1941 at around 3 per cent, their share rose to 6 per cent in 1951 and to
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more than 8 per cent in 1961, and stayed at that level in 1971 (see aIso Picot 1986). The

cise in ~'government"workers in the 1941-61 period did not deprive the manufacturing

sector ofworkers, since the number ofmanufacturing workers also increased. Moreover,

the share ofpublic administration workers in the labour force according to LFS data was

about 7 per cent in 1977 and dropped to under 6 per cent in 1995 (see Table 5.3).

The low growth. rate in government workers is clearly evident when the labour

force is divided into three classes ofworkers: private sector; government (or public

sector); and selfemployed. As Table 5.7 shows, overall employment rose by 37.3 per

cent in the 1976-94 period. But while private sector employees increased by 2.3 millio~

arise of35 per cent, the number ofgovemment workers grew by 282 thousand, a 14.7

per cent gain. The most spectacular growth. occurred among the selfem.ployed, aImost

doubling in number. The data clearly show that the private sector is the dominant type of

employment, in 1994 it accounted for nearly 68 per cent ofjobs, slightly below the 1976

proportion. In contrast, the share ofgovernment employees fell frOID nearly 20 per cent

in 1976 ta under 17 per cent in 1994. Thus the suggestion or claim that the public sector

has in the pasttwo decades been the principal creator ofjobs is questionable, to not say

unfounded.

In Canada the service sector bas long been a key recruiter ofnew employment; it

is not a recent phenomenon. Canada did not experience a sequential shift in employment

from primary to secondary to tertiary, or from agriculture to manufacturing to services, as
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Table 5.7: Employment by class ofworkers

1976 1994 Change

('000) ('000) %

Private Sector 6,656 8,985 35.0

Govemment 1,914 2,196 14.7

Self-employed 1,069 2,055 92.3

Total 9,639 13,236 37.3

Source: Statistics Canada, Labour Force Annual Averages, Catalogue No. 71-529, 1995

sorne may have assumed.9 As Tables 5.1 and 5.4 show, in 1911 the tertiaty sector

accounted for more workers than the secondary sector, but less than the primary sector.

And while over the years the share ofprimary sector employment continuously fell, that

ofthe tertiary sector rose. In 1921 the two sectors had virtually the same number of

workers, but by 1931 the tertiary sector accounted for a larger proportion. Meanwhile

the share ofthe labour force in the secondary sector has always been less than that ofthe

tertiary sector, and only surpassed that ofthe primary sector in 1951. However,

following 1951, a peak year in secondary sector employment, its share ofthe labour force

began to fall. By 1961 the service sector made up nearly 55 per cent ofthe labour force,

9 The daim that a sequential shift in the labour force by sector occurs in the course ofeconomic
development bas been closely associated with Fisher (1935) and Clark (1951). Forexample, Clark (1951, p.
395) argued that labour shifted "from agriculture to manufacture and from manufacture to commerce and
services." This view oflabour force transformation is not fully confirmed by evidence in Canada and various
other countries (see Fuchs 1968; Singelmann 1978).
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compared to 29 per cent in the secondary seetor and 14 per cent in the primary sector.

By 1991 the service sector had faced further growth in its share ofthe labour force

reaching 65 per cent, with. 21 per cent in the secondary sector and 5 per cent in the

primary sector (Statistics Canada, Catalogue No. 93-326, 1993).

The trends in agriculture and manufacturing, parallel those ofthe primary and

secondary sectors, respectively. The census data show that the share ofagriculture

continuously dropped from nearly 34 per cent in 1911 to around 6 per cent in 197!.

Further drops were minimal, and by 1991 only about 3 per cent ofthe labour force was

employed in agriculture (Statistics Canada, Catalogue No. 93-326, 1993). Likewise the

LFS data show that the share ofagriculture in the labour force bas fallen frOID 4.6 per

cent in 1977 to 3.1 per cent in 1995. In contrast, the share ofmanufacturing remained

stable from 1911 to 1931 until it grew slightly in 1941 and then peaked in 1951 at about

25 per cent. In 1961 the share retumed to the 1941level ofnearly 22 per cent. By 1971,

when the early de-industrialization thesis was being formulated, the share of

manufacturing employment in Canada had dropped to about 20 per cent, nearly five

percentage points less than 1951. The drop continued over the years and by 1991 the

sbare ofmanufacturing in the labour force fel! to 15 per cent (Statistics Canada,

Catalogue No. 93-326, 1993). The LFS data show that manufacturing accounted for

nearly 20 per cent ofthe labour force in the late 19705. Over most ofthe next years the

sbare ofmanufacturing fell and bas in recentyears been around 15 percent (see Table

5.3 and Figure 5.1).

The changes in the proportion ofmanufacturing and agriculture demonstrate that
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there is no ideal share that a sector must hold in the labour force for it to contribute ta

economic gro~ or job growth. The decline in agriculture is striking, yet there has not

been much preoccupation expressed over such a drop, since there has been a rÏse in

agricultural productivity (see Chapter 4). Likewise, while manufacturing accounted for a

lower share ofthe labour force in recent decennial years, it is aIso true that in 1911 and

1921 when its share ofthe labour force was nearlyas low, it made major contributions to

economic industrial growth. Moreover, although the drop in the share ofagricultural

workers has been accompanied for most decenniaI years with a drop in the absolute

number ofagriculture workers, in manufacturing the reverse has happened. In the census

years frOID 1911 ta 1971 the number ofmanufacturing workers constantly grew. The

LFS data show that in the 1977-95 period, the absolute level ofemployment in

manufacturing actually peaked in 1989 while the share ofmanufacturing in the labour

force was until then at its lowest level at 17.1 per cent (see Figure 5.1).

Clearlyas Figure 5.2 illustrates for the 1977-95 period the rate ofgrowth of

manufacturing employment bas been lower than that for the labour force, consequently

resuiting in a lower share ofmanufacturing in the labour force. Further, in certain years

the manufacturing sector experienced sorne marked declines, particularly in the 1981-83

period and 1989-92 periode These time frames have especially captured the attention of

proponents ofthe de-industrialization thesÎs. But they were also recessionary years and

ta dwell on them would provide a distorted picture ofthe long term. situation, as evident

from the tumaround that followed the 1981-82 recession.
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Figure 5.2 Labour Force
1977 ·1995
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The de-industrialization thesis suggests that there bas been a rising distribution of

the labour force overthe years. Research by Picot (1986) and Charette, Henry, and

Kaufinan (1986) show that about 1 per cent, or less, oftotal employment bas

permanently changed industry or sector each year in the three decades following WWII.

Using different levels ofaggregation ofemployment data, they found changes in the

distribution ofworkers were greater in the 1950s than in the 1970s (see aIso Baldwin and

Gorecki 1990). These findings are contrary to the expectations of the early proponents

ofthe de-industrialization thesis in Canada.

The shifts in the labour force can he measured by the index ofdissimiIarity which

takes into account the change in the share distribution ofworkers among industries

between years. It is calculated by totalling the absolute value ofdifferences in the

distributions of industries or sectors and divided by !Wo. Per cent changes are used to

overcome the problem of large industries dominatingthe caIculation (see Picot 1986).

The larger the index the greater the change in distribution. At least one drawback ofthe

index is that the industries or sectors may face a relative change but not necessarily an

absolute one.

A dissimilarity index to the labour force is applied ta the census data from 1951

ta 1986 for the industries indicated in Table 5.5. The data in Table 5.8 illustrate that the

distribution ofworkers among the industries was greater in the 1950s and 1960s!han in

the 1970s and the 1980s. The de-industrialization thesis suggests that there was a large

movement out ofmanufacturing in the 19705 and 1980s. But even when manufacturing

is removed from the calculation, the redistribution ofworkers remained higher in the
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1950s and 1960s.

Table 5.8: Index ofDissimiIarity, 1951-1986

1951 1961 1971 1981
1961 1971 1981 1986

Alllndustries 10.5 10.2 7.5 3.0

Excluding
Manufacturin~ 9.0 9.3 6.8 2.1

The index ofdissimilarity is formed by surnrnjng the changes in the shares over t'Wo periods being
compared. It is halfthe sum ofthe absolute value ofthe difference between the shares oftwo
sectors:

I=1>.5 t fpil-Pi2/
1=1

where Pi1 - Pi2 are the percentage shares ofsector (or industries) i in time period 1 and 2, and
n = number ofsectors (or industries).

As noted earlier, the share ofthe labour force in manufacturing, as weIl as

agriculture, has been falling, while it bas grown in the service industries. The census

data based on the 1970 SIC show that after the share ofmanufacturing in the labour force

peaked in 1951 at 24.5 per cent and dropped in the next census years to reach 16.8 per

cent in 1986 (see Table 5.3). l'hus, the census data show that since the 1950s there has

been nothing unusual about the drop in the share ofmanufacturing. Indeed, in the 1951-

61 period the share ofmanufacturing in the labour force fell 3.1 percentage points, when
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the economy was growing and there was no concem expressed about the possible

de-industriaIization ofCanada

Recessions

A closer examination ofyear-to-year manufacturing employment over the past

four decades shows that employment usual1y declines during economic downtums.

Manufacturing employment was especially hurt by the last two recessions. The common

definition ofrecession is two consecutive quarters ofa decline in the real gross national

product. Statistïcs Canada uses a more refined measurement which generally considers

monthly data on the depth, duration, and diffusion ofa downtum in economic activity to

determine whether a recession bas occurred (see Canadian Labour Market and

Productivity Centre 1991). The former definition ofa recession yields three recessions

and the Statistics Canada approach six recessioDS, in the postwar period. For the purpose

ofthis study, 1 have excluded the latest recession which began in the second quarter of

1990.

Manufacturing employment for the 1960-90 period in Table 5.9 compiled from

the latest data available frOID the Census ofManufacturer show that the negative yearly

percentage changes mostly occurred during economic downturns, with the most severe

during the 1981-82 recession. The 1960s were generally prosperous with only a miId

recession at the start ofthe decade and another beginning at the end ofthe decade. Thus
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TABLE: 5.9: Manufacturing employment and post-war recessioDS, 1960-90

The datacovering 1960 to 1969 are compiled on the basis ofthe 1960s SIC; for 1970 to 1982 on the 1970 SIC; and
subsequent years on the 1980 SIC.

• MANUFACTURING

Year Employment Yearly
'000 % change

1960 1,275 -0.9

1961 1,353 6.1

1962 1,390 2.7

1963 1,425 2.5

1964 1,491 4.6

1965 1,570 5.4

1966 1,646 4.8

1967 1,653 0.4

1968 1,642 -0.7

1969 1,675 2.0

1970 1,637 -2.3

1971 1,628 -0.5

1972 1,676 2.9

1973 1.751 4.5

1974 1,786 2.0

1975 1,741 -2.5

1976 1,743 0.1

1977 1,ï05 -2.2

1978 1,791 5.0

1979 1,855 3.6

1980 1,850 -0.3

1981 1,854 0.2

1982 1,702 -8.2

1983 1,671 -1.8

1984 1,722 3.0

1985 1,767 2.6

1986 1,809 2.4

1987 1,865 3.0

1988 1,947 4.4

1989 1,969 1.1

1990 1,869 -5.1

•
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manufacturing employment, except for 1968, grew throughout the decade and kept

reaching new highs.

The 1970s, however, began with a recession and faced a drop in manufacturing

employment. It was at about the same time that the early de-industrialization thesis was

being advanced. But proponents ofthe thesis disregarded the recession (see Chapter 3)

and claimed that the change in manufacturing employment was structural and

generalized the findings as demonstrating Canada's "de-industrialization." Yet

manufacturing employment recovered and reached a new high by 1974, feU again during

the 1975 recession, and recovered by the end ofthe decade and surpassed its pre-

recession leveI. But after remaining at that level for three years, manufacturing

employment was affected by the 1981-82 recession, the most severe since the Great

Depression ofthe 1930s. In 1983 manufacturing employment fell to a level that was

about equivalent to that ofthe early 1970s. But by 1984 it had begun to recover and

peaked in 1989, only to be followed by another inevitable recession. Thus, focussing on

employment data restricted to a few years and neglecting an economic downturn is apt to

give a deceiving impression ofthe long term trend.

Information on job searches ofmanufacturing workers who have lost their jobs

during the recession is generally scarce. Sorne evidence is however available from a

Survey ofDisplaced Workers included as a supplement ta the January 1986 Labour Force

Survey.lO The survey was restricted to a particular group ofworkers and covered

10 The survey was sponsored by Employment and Immigration Canada and was analysed by Picot and
Wannell (l987a; 198Th) ofthe Social and Economie Division ofStatistîcs Canada.
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recessionary years. It focussed on workers from 25 to 65 years oId who permanently lost

full-tîme jobs between January 1981 and December 1984 and who had not been recalled

or rehired by the same employer. The researchers estimated that there were roughly one

million such workers, irrespective ofthe time spent at the lost job (picot and Wannell

1987a). An estimated 289 thousand had been in manufacturing. The likelihood of

workers in manufacturing being displaced was however lower than in some other

industries, including construction, mining, miscel1aneous services and services to

business management.1
1

However, during a recession more workers lose their jobs and there is a delay in

the process matching jobs and qualified workers. In January 1986, when the Survey of

Displaced Workers was adrninistered to workers who had lost full-tïme jobs between

1981 and 1982, 57 per cent held full-tîme jobs, 6 per cent part-time jobs, 21 per cent

were unemployed and 17 per cent had Ieft the labour force. The situation was much the

same for former manufacturing workers: 59 per cent held full-rime jobs, 5 per cent part-

time, 19 per cent were unemployed, and forvarious reasons, including retirement, 18 per

cent were no longer in the labour force. According ta the study's researchers, Picot and

Wannell (1987a; 1987b), no single generalization could descn"be the job search

experience ofthe permanently laid-o:tIworkers who found new full-tïme jobs. On

average it took 24 weeks to find a full-tïm.e job, but for former manufacturing workers it

11 Workers in agriculture, forestry, fishing, and service industries, especially those in public
administration, were less likely to he permanently laid off. The bighest likelihood ofjob Ioss among
permanently laid-offworkers was for those aged 20 to 34, with one to three years ofjob tenure in
construction, mining or certain manufacturing industries, in provinces especially bit by the recession.
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took 28 weeks. Ofthe 194 thousand workers who had lost :full-time jobs in

manufacturing and on whom information was available, only 85,000, or 44 per cent, had

found new jobs in manufacturing. The survey found that laid offmanufacturing workers

were generally paid lower in their new job.12 However, the variables best able to predict

wage gains or lasses included the wage Ievel the worker held in the lost job, Iength. ofjob

search., and level ofeducatio~and not the industry in which one had worked. Picot and

WanneIl (l987a, p. 18) concluded that in finding employment, " ... laid-off

manufacturing workers, while not faring as weIl as their counterparts in sorne areas of

the service sector, did about as weIl as permanently Iaid-offworkers in general."

Unemployment

The labour force data examined eartier did not differentiate between employed

and unemployed. Proponents ofthe de-industriaIization thesis, however, stress that

unemployment in manufacturing is especially severe. The implication is that the

unemployment rate in manufacturing is rising and that it is higher than that ofthe labour

force as a whole. But the LFS data in Figure 5.3 show otherwise. The unemployment

rate ofthe manufacturing sector generally paralIelled that ofthe labour force. More

12 For workers who remained in the manufacturing sector total weeklyearnings was 7 per cent lower
than the 10st job. The total weekly eamings for manufacturing workers who found newjobs in other goods
producing industries was about equal to the lost jobs. The 10ss in total weekly earnings was especially high
for newjobs in the service sector - over 14 per cent lower then the lost manufacturingjobs.
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Figure 5.3
Unemployment Rates
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importantly, the unemployment rate ofthe manufacturing labour force bas been lower

than that ofthe labour force, with the exception of 1982.

However, overall unemployment rates are influenced by the unemployment rates

in manufacturing. But the situation is not much different when the unemployment rates

in manufacturing are compared to those ofthe non-manufacturing labour force.

The unemployment rates among non-manufacturing workers were for most years higher

than among manufacturing workers. A partial explanation ofthe cise ofunemployment

among the non-manufacturing workers is that workers who entered the labour force for

the first time were more likely to enter the service sector and thereby add to the

unemployment ofthe non-manufacturing workforce.

Nevertheless, the unemployment rate and the number ofunemployed workers in

manufacturing demonstrates that manufacturing was severely affected by the last !Wo

recessions. In 1982, the unemployment rate in manufacturing was 11.2 per cent for a

total of268 thousand unemployed manufacturing workers. In contrast the previous year

the unemployment rate in manufacturing rate was 6.8 per cent and the number of

unemployed was 160 thousand. The situation in 1991 was less severe with an

unemployment rate of 10 per cent for a total of 217 manufacturing workers unemployed

compared ta an unemploymentrate of7.8 per cent, or 179 thousand unemployed workers

the previous year. After the 1981-82 recession the situation changed with the

unemployment rate and the number ofunemployed workers dropping. In 1995 the

unemployment rate fell to 6.3 per cent. The total of139 thousand unemployed workers

was the second lowest level in the 1977-95 period, slightly above the 1979 level of 135
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thousand unemployed workers. The decline in the number ofunemployed workers couId

be due to various factors, including workers leaving the labour force. However, it is aIso

true that the absolute number ofunemployed workers is not an indication ofthe overall

employment situation in the manufacturing sector. In 1989 when the total labour force in

manufacturing peaked, or the total employed workers (excluding the unemployed)

peaked, there were nonetheless 150 thousand unemployed workers and the

unemployment rate was 6.3 per cent.

Thus like the employment data examined earlier, an assessment ofchanges in

unemployment is distorted when focussing on short-term fluctuations, whether recessions

or recoveries. The long-term picture suggests a close relationship between the changes in

economic growth and changes in unemployment, bath in the labour force as a whole and

in manufacturing. From 1983 to 1989, years in which the economy was emerging from

the terrible slump ofthe 1981-82 recession, the overall unemploymentrate feIl from 11.9

per cent to 7.5 per cent, a decline of4.4 percentage points. In manufacturing the

unemployment rate feil from 10.2 per cent ta 6.3 per cent, a faIl of3.9 percentage points.

More recently, the unemployment rate in manufacturing dropped from 9.6 per cent in

1992 to 6.3 per cent in 1995, a 3.3 percentage point drop. In contrast, the overall

unemployment rate dropped from Il.3 per cent to 9.5 per cent, a 1.8 percentage point

drop. Thus the employment and unemployment data suggest that the manufacturing

seetor is slowly recovering from the latest recession.

Proponents ofthe de-industrialization thesis aIso emphasize the rise in the

growing level ofstructural unemployment. Drache (1989a) views it as a key
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characteristic ofde-industrialization (500 Chapter 3). StructuraI unemployment, refers to

long term unemployment usual1y resulting frOID such factors as declines in industries and

changes in production processes. There is a mismatch in the labour market between the

availability oflahour and the demand for labour.

Unfortunately, the LFS data do not allow for a more complete analysis of

structural unemployment among manufaeturing workers. The data on duration of

unemployment provide sorne insight into the difficulty workers are experiencing in

finding employment. But they are based on information collected from respondents at

the time ofthe survey, and only follow up on a respondent for six months. Beyond six

months it is impossible to determ.ine how long the respondent remained unemployed,

unless assumptions that are not necessarily correct are taken into account (see Corak

1990).13

The length oftime an individual spends on unemployment influences the

unemployment rate, not to mention the persona! hardships, and indicates whether

workers are facing more difficulties in finding employment.. Ifunemployment is ofshort

duration then the rates are high, but the situation is not as drastic as when increasing

unemployment is accompanied by long durations ofunemployment. The data show that

the average duratian ofoverall unem.ployment has grown from 14.8 weeks in 1979 to

13 Corak (1990) explored the dmation oflmemployment using longitudinal data derived ftom the
Annual Work Patterns Survey (AWPS) for the years 1978-80 and 1982-85. The AWPS contains
retrospective information on the time an individual spent in unemployment, employment and not in the
labour force. The time horizon is for one year. Unfortunately, the co-variates are restricted 10 demographic,
educational, and regional variables: industry was oot included. One result ofthe study is tbat over the post
recession years the average dmation on unemployment dropped for workers under twenty four years ofage
but deteriorated for workers over 55 years ofage. Corak (1990: 17) also notes there was "no simple
relationship between education levels and unemployment spell durations.'"

156



•

•

17.9 weeks in 1989. In additio~ from 1979 to 1984 the increasing national

unemployment rate was largely due to the rise in the Iength ofunemployment spells

(picot 1986).

But unemployment rates are not only affected by permanent Iayoffs, but aise

temporary Iayoffs and quits. The distribution ofthe labour force is generaIly

characterized in terms of proportions ofemployed and unemployed by industry, gender

and so on. In such discussions mobility in the labour market is often missed. This is 50

whether such mobility was initiated by the firm. or by the worker. Until recently little

information was available on labour turnover in Canada (see Baldwin and Gorecki 1990).

However, a Statistics Canada (Catalogue No. 71-539, 1992) study recently shed light on

this issue (see also Picot and Baldwin 1990a; 1990b).14 1t found tremendous mobility in

the labour market which is either firm or worker initiated. For example, in 1988, one in

five workers was either permanently laid offor left their firms. When temporary

separations are included, the ratio results in one in three workers separating permanently

or temporarily from their firms. The number ofhirings was also large. It accounted for

about one third ofaIl jobs at any time in the year.

The mobility in the labour market i5 bound to have an impact on unem.ployment

rates. Moreover, it raises questions about using gross loss ofjobs as a measure of

de-industriaIization. From 1978 ta 1989, in aIl industries permanent separations

14 The study used new or untapped data SOUIœS to shed light on the issue. The two somœs were: 1)
the Longitudinal Worker Files based on data from administrative records from Employment and Immigration
Canada and Revenue Canada; and 2) the Labour Market Activity Survey, a longitudinal survey conducted in
twa panels: the 1986-87 and 1988-90. (lt bas been discontinued and been replaced by the Smvey ofLabour
and Income Dynamics.)
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consisting ofIayoffs initiated by the~ quits initiated by the worker, and other factors

(strikes~ retirement, retumed to schooI, illness~ etc.) were generally stable and about

equaIly split. The exception is during the recession when, not surprisingIy~layoffs rise

and quits faii. As Table 5.10 shows~ such is the case also in manufacturing. In 1982

permanent Iayoffs rose 17 per cent while quits dropped 58 per cent. Ifpermanent Iayoffs

are used as a proxy of"gross" loss ofjobs~ then clearly 1982 was an exceptional year,

with 255 thousand permanent layoffs. But permanent layoffs always exist. Indeed, even

in years which overall manufacturing employment grew, as in 1988~ there were about

191 thousand permanent layoffs. It is worth noting that in the same year there were

about 348 thousand quits.

Labour reallocation is moreover heavily concentrated among the young, workers

holding low-paying jobs, and more frequently among workers in small firms. For

example, in 1988 the chance ofpennanently separating from a manufaeturing firm was

more than 55 per cent for someone who eamed frOID five to less than seven dollars. The

probability was about Il per ·cent for a manufacturing worker earning frOID sixteen to

less than twenty dollars,

Another form ofworker separation is the temporary layoff. As with permanent

Iayoffs, temporary layoffs are affected by the business cycle. In 1982 temporary layoifs

totalled 922 thousand. But in the next years the number dropped sharply. In 1988 with

manufaeturing employment rising, temporary separations initiated by the firm numbered

over 451 thousand.

On the other side ofthe work turnover picture are the hirings, which can he either

158



•

•

Table 5.10: Number ofPermanent & Temporary Separations (1978-88), and
Hirings (1979-89): AU Industries & Manufacturing, (in thousands)

ALL INDUSTRIES

Permanent

Total 29479 3154.8 3095.6 3499.8 2915.5 2659.7 31423 3419.8 3607.1 3913.5 4255.8

Layoffs 1035.1 937.7 900.6 1049.4 1212.7 1105.9 1168.7 1162.2 1156.8 1155.4 1159.7

Quits 1032.1 1237.8 Il97.0 1371.4 768.8 702.5 944.1 1152.8 1302.2 1546.7 1797.7

Other 880.7 9793 997.9 1079.0 933.9 851.4 1029.6 1104.8 1148.1 1211.4 1298.4

Temporary

Total 2174.5 2199.5 23783 2673.6 3338.7 2614.2 2901.1 28793 2955.0 2875.1 3003.7

Layoffs 1I69.1 1150.1 1284.9 1524.3 2038.7 1608.1 1698.5 1634.8 1662.0 1574.9 1577.4

Other 1005.4 1049.4 1093.4 1149.3 1300.1 1006.0 1202.6 1244.6 1293.0 1300.2 1426.2

Hirings

Total 3293.7 3116.5 4192.1 2003.8 2992.9 3249.2 3966.0 4056.2 4466.5 4649.5 4761.4

MANUFACTURING

Permanent

Total 610.1 697.5 6459 708.6 530.3 440.5 539.2 589.9 624.6 692.7 765.6

Layoffs 1863 179.4 183.5 217.2 254.5 193.6 202.0 201.8 193.7 182.5 190.5

Quits 242.5 303.5 2623 281.1 II8.2 113.7 167.7 205.7 2413 298.5 347.5

Other 181.2 214.6 200.2 2103 157.6 133.3 169.4 182.4 189.6 211.7 227.6

Temporary

Total 674.0 713.5 837.9 943.4 1382.6 832.5 874.1 826.6 825.4 766.0 769.0

Layoffs 378.6 421.9 534.9 648.2 921.9 560.0 547.0 509.9 524.5 466.7 451.4

Other 295.4 291.7 303.0 295.2 460.7 272.4 327.1 316.8 300.9 2993 317.5

Hirings

Total 709.2 608.6 727.8 285.9 503.1 573.7 644.3 673.5 7673 n9.9 709.5

Source: Compiled froID, Statistics Canada, Worker Turnover in the Canadian Econornv. 1978-1989,
Catalogue No. 71-539, 1992
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for a new job, one resulting from a quit, or other reasoDS. Hirings in manufacturing have

been generally stable in. the 1979-89 periocL except ofcourse during the recession. In

1982, for example, hirings dropped ta 286 thousand from about 728 thousand the

previous year. But the situation changed in the next years and in 1988 there were 780

thousand hirings.

Thus, by focussing on only permanent Iayoffs, one would have to conclude that

Canada has been in a continuous state ofde-industrialization. By taking into account all

separations and hiring activity one should conclude that there exists a large volume of

worker turnover and real1ocation in manufacturing.

An additional concem about the level ofunemployment is that of "discouraged"

workers, who do not appear in the official unemployment figures. Their numbers tend to

cise during Iow economic activity and decline in an economic recovery (see Akyeampong

1989; Cote 1990). The de-industrialization literature, however, leaves the impression

that their numbers have been rising regardless ofwhether there is a recession and that the

increase is a symptom ofde-industrialization. The LFS data on persons not in the labour

force because they believe no work is available, however, show a decline in their

numbers when the economy is in recovery. For example, the number ofdiscouraged

workers jumped threefold in the 1979-82 period but dropped during the recovery and by

the end ofthe 1980s they numbered less than in the late 1970s. During the recession of

the early 1990s the number ofdiscouraged workers again increased and then began ta

slowly decline.
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Non-standard EmpIoyment

A few years ago the now defunct Economie Council ofCanada (1990, p.13) noted

there were signs of"a long-term trend towards more nonstandard employment."

Non-standard forros ofemployment include part-time employment which are jobs that

are less than 30 hours a week, short-time (temporary) employment of less than six

months duration, own-account selfemployment work by the self-employed who have no

employees, and temporary-help agency wor1c. These four forms ofemployment made up

about 30 per cent oftotal employment and accounted for aImost halfofall new jobs

between 1981 and 1986 (see Economic Council ofCanada 1990).

The focus on non-standard employment has however largely concentrated on

part-time and temporary employment. But non-standard employment is mainly

concentrated in the service sector. Nonetheless, Drache (1989a) believes thatpart-time

jobs are overtaking full-time jobs in services, and implies that because of

de-industrialization the same is occurring in manufacturing.

Part-time employment in the labotn" force has grown in bath absolute and relative

terms. In 1977 part-rime employment totalled about 1.3 million workers and accounted

for aImost 13 per cent oftotaI employed workers (Statistics Canada, Catalogue No.

71-201, 1996). In 1995 part-time employment grew ta over 2.5 million and made up

18.6 per cent ofthe employed labour force. The increases have occtL.'Ted especially

during recessions and largely in the service sector, and mainly in the community,

businesses, and persona! services which accounted for one out four part-time workers in
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1994. Further, the percentage of part-timers who could only find part-time work, has

sharply grown rising from 12.9 per cent in 1977 to 31.9 per cent in 1995.

But despite the overall rise in part-time employment, there has not been a

tremendous growth in the share ofpart-time workers in manufacturing. The LFS data

show that over the years the cise in part-time employment in manlÛacturing bas been

mainly during recessions. In the early 19805 the declines in full-tïme manufacturing

employment Ied to an increase in the share of part-time workers in manufacturing. Bu~

with the recovery, full-rime employment slowly grew while the number ofpart-time

workers remained steady. In 1989, data from the General Social Survey showed that

among manufacturing workers 10 per cent were part-time, part-year, or temporary

workers, the lowest proportion compared to all other sectors (Krahn 1993). Thus the rise

in part-time employment, or non-standard employment, in manufacturing do not reflect

the developments for the whole labour force.

International Comparisons

International comparisons show that Canada is not alone in facing changes in

manufacturing employment. As Figure 5.4 illustrates the relative drop in manufacturing

is similar to trends in major industrialized countries, including Japan and Germany. The

drops have been occurring for many years, and in sorne countries such as France and the

U .K., the drops are much steeper than in Canada. However, these ether industrialized
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Figure 5.4 Manufacturing Employment
Selected Countries, 1970-89 (1982=100)

160 ..r-.----.----.---_~ _ ._--------_...•.._._._ __ ..

120 ··t··················································· , - - .

140 ··t···_···············································, .

20 ·1 ~ --\--- -·-1· m __ I___ - --~I~'---
Canada U.S. Japan France West Germany Italy U.K.

II1II 1970 II1II 1980 II1II 1985~ 1989

60 ..~.....

40 ..~ .....

g 100 ..~- ........

-
~
0"1..... 80 ..~ .....

Nole: Da'a relate 10 ail employcd person. In Canada and the U.S. and ail emploY... In nlhe,côunïifei~-········ '1
No data arc aVBilabte for the U.K. in 1989.

- - ----_.---------------_._---_.-

Source: Cotnpiled from U.S. Bureau of the Census, Statistical Abstract of the United States, 1991

• •



•

•

countries have larger manufacturing sectors relative to their economies than Canada

Therefore, despite their relative drops in manufacturing employment, their shares of

manufactming in their labour force have remained higher than that ofCanada

But again the de-industrialization thesis is unclear about the depth and duration of

the faIl in manufacturing necessary to give birth ta a process of de-industrialization.

However, it can be just as confusing when trying to define a nation as industrialized

using relative contributions ta the labour force as one measure. For example, Hedley

(1992) states that one ofvarious measures that qualifies a country as industrialized is to

have at least 30 per cent of its labour force in industry, that is mining, manufacturing,

construction, and electricity, water, and gas. Such a measure would have in. 1991

excluded Canada, the U.S., France, and the U.K, according to OECD data (OECD,

1994).

Nonetheless, while Canada faced a relative drop, it experienced an absolute rise

in manufacturing employment. Canada bas had aIso higher growth in absolute

manufacturing employment than all ofthe major industrialized countries in the past two

decades, as Figure 5.4 illustrates. Indeed, except for Canada and Japan, manufacturing

employment has declined in the U.S. and Italy since about 1980 and earlier in France and

Germany (see aise Greiner, Kask, and Sparks 1995). Ifde-industriaIization is defined as

the combination of Iosses in relative and absolute manufacturing employment, countries

like Germany, France and the U.K. would qualify. Yet, the share ofmanufacturing in

their labour forces are higher than in. Canada.
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Concluding Remarks

The view ofproponents ofthe de-industrialization thesis that the loss of

manufacturingjobs is a clear sign that Canada is losing its industrial base is wrong. Tt is

true that the share ofmanufacturing in the labour force bas been falling, but it has been

falling for many years, at least since 1951. Further, the reason for its faIl (in relative

terms) and fluctuations (in absolute numbers) differ sharply from the expectations put

forward by ~~de-industrialization"theorists.

The absolute level ofmanufacturing employment achieved new highs, the latest

being 1989. The drops in employment and increases in unemployment have occurred

mainly during recessionary periods. During the latest recession manufacturing

employment fell in both relative and absolute terms. But it is still premature to claim

that a secuIar declining trend bas been established. In 1995 manufacturing employment

totalled about 2.2 millio~ about 103 thousand workers more than in 1994.

The relative drop in manufacturing employment is likely to he resulting from

rising manufacturing productivity and falling rates of increase in the demand for

manufactured goods. Consumers may he spending a larger share oftheir incarne on

services than on buying manufactured goods. Ifproductivity in manufacturing is rising

then absolute manufacturing employment may remain static or graduaIly fail.

Manufacturing may be going the way ofagriculture. The number ofpeople living

and working on farms eventually dropped as farms becam.e more productive and reached

a level that they couId satisfy demand. Thus employment data in themselves are
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insufficient to understanding the changes in manufacturing or ta claim that a country has

been losing its industrial base. It is also necessary to consider manufacturing output and

productivity - issues for the next chapter.
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ChapterSïx

Output and Productivity in Manufacturing

Changes in employment are only part ofthe picture ofdevelopments in

manufacturing. The employment situation alone does not necessarily re:t1ect the

economic health. ofan industry. In addition to employment, there are other measures

often used that keep tabs on what is happening ta an industry, particularly output and

productivity. Unquestionably, the loss or lack ofgrowth in manufacturing jobs is

disturbing and painful for the displaced workers and their families, and is a cost to

society. But the loss ofthe manufacturing base in a nation's economy implies more than

a drop in manufacturing jobs. Agam, the developments in agriculture caution against

relying on employment data to conclude anything about the future ofa sector. Farms

have been tuming out more food with fewer people working the land, thanks to, among

other things, advances in farm. equipment. Despite the drop in agricuItural employment,

Canada still retains an important agricultura1 sector.
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The rising share ofservice employment in the labour force in Canada, suggests

that the roIe ofmanufacturing in the economy bas djminished. This seems to lend

credence to the claim. ofthe de-industrialization thesis that Canada is Iosing its

manufacturing base. But ifthis is true then presumably national output is increasingly

composed ofservices and manufacturing output is graduaIly fading away.

Yet, while output, as weIl as productivity, are widely perceived as rough

estimates ofthe health. ofan economy or industry, they receive little attention by

proponents ofthe de-industrialization thesis. As shown in Chapter 3, in the 1970s the

main advocates ofthe de-industrialization thesis stressed the Ioss ofjobs (e.g., J. Laxer

1973). More recently, Drache (1989a) does not include either manufacturing output or

productivity in bis definition and characteristics ofde-industrialization. Hurtig (1991)

focuses on the share ofmanufacturing in GDP, but cnvers a Iimited period which

includes a recession, and stresses the loss ofmanufacturing jobs. Meanwhile, critics

such as Luciani (1996) simply dismiss the thesis on the basis that the share of

manufaeturing in national output has remained steady over the last three decades. The

now defunct Economie Council ofCanada (1990, p. 1) argued that Canada was not

"deindustrializingn since "goods production remains an important component ofoverall

output."

The main objective ofthis chapter is to examine manufacturing output and

productivity over the Iast three decades. The changes are considered in light of claims

put forth by the de-industrialization thesis. This chapter is divided into three sections:

the first considers key indicators and conceptual issues; the second examines official
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trends in Canadïan manufacturing in the past three decades; and the third compares

Canada's performance with that ofother major industrialized countries (U.S., Germany,

Japan, France, U.K., and ltaly, which together with Canada comprise the "G-7''). The

data are from official sources, for the most part published by Statistics Canada and the

D.S. Bureau ofLabor Statistics.

Concepts and Measurements

A main measure ofproduction in Canada, and other industriaIized countries, is

the all-encompassing gross domestic product CGDP) which takes into account the total

output ofgoods and services in the economy. Furthermore, C;'real GDP" is usualIy

considered since it is adjusted for inflation and thereby provides a better sense ofa

country's economie hea1th. Real GDP is determined by Statisties Canada involving a

complicated adjustment proeess. The more recent available data are valued at 1986

prices. In ealeulating output measures Statistics Canada uses 1961 prices for the 1961-71

period, 1971 prices for the 1971-81 period, 1981 prices for the 1981-86 periocL and 1986

priees for subsequent years. The series are then rescaled to correspond to 1986 dollars.

The effect ofone priee-base year rather than another in measuring real output is

generally viewed as small enough to ignore. However, ifthere are dramatic swings in

relative prices over the period covered, changes in real output can he influenced by the

choice of the price-base year. In recent years products such as computers, for example,
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have seen dramatic changes in priees and quantities which may have made real output

more sensitive to the choiee ofpriee weight (see Greiner, Kask and Sparks 1995).

Nonetheless, there are general drawbacks with the GDP and consequently the real

GDP. Among others, the GDP hinges on the aecuracy ofnumerous pieees ofinformation

that are eollected to calculate it. There are also anomalies in terms ofthe information

that is included or excluded. For instance, household chores as mowing the la~

eooking, washing windows, and the like, are not counted as part ofthe GDP when carried

out by members ofthe household, but are counted ifsomeone is hired to do them.

Further, malfunctioning activities mayactually make a positive contribution to GDP,

sueh as shoddy products that require many repairs. It is aIso a matter ofpersona!

judgement as ta whether certain developments that lead ta increases in GDP are actually

good for the nation. For example, an increase in the numher ofsmokers and sales of

cigarettes is likely ta raise GDP: tobacco manufacturers would install new equipment to

meet demand; the need for medical services would rise because of increasing health

problems; pharmaceutical manufacturers would have to supply more medication; and

throughout more workers would he hired.

Detennining national or industry output is obviously no easy task. Few plants

produce a single homogeneous commodity whose output is easily measured by simply

counting the units. A factory that makes only dresses, for example, usually puts out a

variety ofstyles and sizes which require different levels ofeffort in producing. Thus, the

number ofdresses produced in a year ean ooly he a rough estimate ofoutput. Comparing

one year ta another would have ta assume that production efforts were concentrated on
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making the same styles and sizes ofdresses. The issue is further complicated by, among

other factors, the price of the dresses sold. The owner ofthe factory is likely to be more

concemed with profits aehieved than simply the number ofdresses sold. Adding up the

number ofdresses sold is no indication ofprofits and priees - and how a price is

assigned is in itselfa complex issue. Nonetheless~ even if it were possible ta accurately

determine the output ofa~ there would still he many other problems ta confront in

determining overall national or industry output. Statistics Canada considers final goods

and services in dollar terms to arrive at a more aggregate level ofoutput. Even this is not

an easy and precise task eonsidering the complications that are involved in determining

the appropriate priees ofthe goods and services.

Therefore, the GDP should he regarded with sorne caution. Moreover, an

improvement in GDP does not imply a corresponding improvement in an individual's

weil being. 1t is aIso important ta note !hat since the GDP is vulnerable to

miscalculations and errors in compilation, as weIl as various adjustments, the GDP is

often revised. But, notwithstanding its imperfections, the GDP, and particularly real

GDP, is generally recognized as the best overaIl measure ofa nation's or industry's

economic performance over time.

Statistics Canada breaks down the GDP into various industrial categories,

including manufacturing and its major industries. An industry's GDP is the value that is

added when inputs purehased from other industries are transfonned into outputs. If

Canada is indeed losing its manufacturing base, as the de-industriaUzation thesis claims,

then manufacturing output should he falling.
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An often cited yardstick ofthe weIl being ofan industry, and one userl by some

proponents ofthe de-industrialization thesis, is its share ofthe countlyrs GDP. But

relative change is affected by the rate ofgrowth ofthe total economy. A drop in the

share ofmanufacturing in the GDP, for instance, does not in itself imply that the sector is

in difficulty. Its rate ofgrowth may be simply less than that for the whoIe economy,

resulting in the manufaeturing sector comprising a smal1er share ofthe economic pie.

More useful estimates ofchanges in manufacturing output are change to its

absolute level in constant dollars and annual rates ofgrowth. Ifthe de-industrialization

thesis is correct, then the absolute level ofmanufacturing output should have dropped,

and 50 should have annual rates ofgrowth. It is aIso clear that trying to draw an

inference about a trend from output data for a restricted number ofyears, say two ta four

years, is meaningless. Such data must cover a period that is long enough to he able to

distinguish ifthe trend in the contribution ofmanufacturing to national output is secuIar

or cycIicai.

A key element ofoutput growth is productivity. Many argue that a countryrs

standard of living (usually measured in terms ofincome per capital is closely tied 10

its ability in raising productivity (see, e.g., GaIameau and Maynard 1995; GaIameau

and Dumas 1993; Rao and Lemprière 1992; Canadian Labour Market and ProductiVÏty

Review 1991; Baumol, Blackman and Wolff 1989). In the words ofKrugman

(1994a., p. 13-14): ''Productivity isn't everything, but in the long run it is almost
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everything.,.,l He adds, at least for the D.S., "Compared with the problem ofslow

productivity growth all our other long-term economic concems - foreign competition, the

industrial base, Iagging technology, deteriorating infrastructure and sa on - are minor

issues." Productivity data for one year is pointless, as with output it is necessary to

examine changes over a period oftime.

But what is productivity? Productivity depicts the relationship between output

(quantity ofgoods and services produced) and input (quantity of Iabor, capital, or other

resources that produce it). There are however several types ofproductivity measures,

each tapping different sorts of information. Productivity is estimated by taking into

account the output ofa firm, industry, or economic sector and a single input, such as

labour or capital, or a composite of inputs whereby the relative importance ofeach is

noted.

Labour productivity is by far the most commooly used productivity indicator. It

is merely output divided by the number ofhours worked or persons employed. The more

widely used ofthe !Wo in Canada, and for a long time the ooly measure ofproductivity

published by Statistics Canada, is that which uses hours worked as the labour input (see

Galameau and Maynard 1995). Hours worked are the total working hours at the place of

employment by ail persons engaged in the production ofoutput, including self-employed

workers and unpaid family workers. Excluded are the hours spent on vacations, holidays,

illnesses, and so on. There are ofcourse numerous obstacles in determining hours

t Similarly, according to Baum04 Blackman and Wolff (1989), in the long nm the rate of
productivity growth is key to an economy's welfare.
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worked. For example, what constitute the hours worked by a self-employed? More

important, hours worked does not relate to different skilIs ofworkers and labour is not

solely reSPOnsible for productivity. Among other factors, technological innovations, the

organization ofthe workplace, economies ofscale, and capacity utilization, aIl have a

raIe to play.

Thus, labour productivity is basically a partial productivity measure; a statistical

construct calculated by Statistics Canada and expressed by the ratio:

Real GDP x 100
hours workëd

Since it is a ratio, its value depends on what happens to either the numerator or

denominator, or both. A rise in labour productivity is not necessarily a sign that things

are improving. Labour productivity moves upward it: for example:

1) hours worked declines while the real GDP is unchanged;

2) hours worked is unchanged while the real GDP increases;

3) the drop in the rate ofgrowth in hours worked is greater than the
drop in the rate ofgrowth ofreal GDP;

4) the increase in the rate ofgrowth in hours worked is lowerthan the
increase in the rate ofgrowth ofreal GDP;

Hence productivity is affected by whatever contribution is made to the numerator or

denominator, regardless ofthe quality ofproducts or impact on society. Despite the rise

in productivity in the first tbree situations, total working hours would either drop or stay
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stable:r and only in the second situation would there he an improvement in real GDP.

Thus although productivity would cise, it is debatable whether the nation is richer. The

third situation would clearly lend support to the de-industrialization thesis, since output

and labour input are falling. The first situation would provide mixed support for the

thesis.

But labour productivity probably tells us less about the input ofworkers than the

investments in machinery:r research and development, interest rates and exchange rates,

and other factors that can affect output. The amount of labour required, in say making a

dress, may have Iittle to do with. the :final price ofthe dress which in tum affects real

GDP.

In an effort ta provide a broader measure ofproductivity, Statistics Canada in

1989 began to publish, on an experimental basis, multifactor or total factor productivity,

which inc1udes other factors ofproduction in addition to labour input. But multifactor

productivity still faces sorne similar weaknesses to those noted for output and labour

input, and it excludes a myriad of factors that are not quantifiable but that can have an

impact on production, such as economies ofscale and the efforts ofmanagement.

Clearly, productivity measures are onlyestimates and must he interpreted with

caution. But despite the limitations ofproductivity statistics, they do provide insights

into the developments ofa firm, industry, or economy. They are often used in comparing

economic performance over time, across industries, and among countries.

Trends in labour productivity receive greater attention in this study mainly

because they have long existed and give particular importance to employment and
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output. And labour productivity is widely recognized as pertinent to economic analyses.

Multifactor productivity is basically used here as a complementary measure to labour

productivity. The contributions oflabour, capital and multifactor productivity to output

growth are also examined.

To better understand the trend in labour productivity, it is essential to determine

the impact ofthe numerator and denominator on the ratio. As previously noted, a rise in

labour productivity does not signify a cise in output or hours worked. A higher declining

rate in hours worked than output increases labour produetivity. But despite the increase,

manufacturing is not growing; it is actually shrinking. Thus, frOID the perspective ofthe

de-industrialization thesis, labour productivity ratios in themselves tell us little. Changes

in output and labour input have to he taken into account. Ifthe thesis is correct, there

should be both a drop in output and hours worked, as well as a decline in the number of

persons employed.

Productivity statistics are issued in index forro, ofwhich the latest use 1986 as the

base year (see Statistics Canada, Catalogue No. 15-204, 1995). The data on Canada

examined in the next sections are mainly from Statistics Canada publications and are

dependent on the quality ofthe input and output information collected by that agency.

In exarnining productivity it is aIso important to distinguish between its level and

growth rates. While productivity levels are the ratios ofreal output to input(s), growth

rates are the changes in the levels over time. Hence, poor productivity can refer to either

lower levels or declining growth rates.
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Output and Productivity

In the last tbree decades total output and manufacturing output have increased.

As Table 6.1 shows, from 1961 ta 1995, in constant 1986 dollars, Canada's total output

grew by about 247 per cent and manufacturing output by nearly 229 per cent. Bath total

output and manufacturing output have faced declines in certain years, but the overall

trend is ofcontinuous growth. With regard ta the last decline, the total economy

recovered by 1993 and has been expanding to reach a peak level ofnearly 543 billion

constant dollars in 1995. Manufacturing output recovered in 1994 and has expanded ta

reach a peak level ofmore than 102 billion constant dollars in 1995.

However, manufacturing output has increased at a slightly lower rate than total

output, resuIting in a drop in the relative contribution of manufacturing to total output.

This- is illustrated graphicaIly- in Figure 6-.1. Whereas the shareof manufactnring to total

outpuraveraged about21 per centannuallyinthe- 1960sand 19705, itaveraged 19per

centannually-inthe- 19805 and 18· per centannually-in the-early- 19905.

It is- still too' early ta conclude thatthe relative- drop in manufactoriDg output is

definitely-secuIar. In 1982, for example-, the shareofmanufacturing in the-total economy

dropped ta 17.7per cent; butthen slowlyrecovered in the nextyears, aIthough iinever

reached:thesame-proportionasinthe 1970s. In 1991 and 1992theshareof

manufàcturing fel1 te: 17.5 per- cen1; butbegan tÛ' recoverthe nextyears and by 1995

increased to- [8-.S- per cent

Therelative decIine in manufiletllring output is somewhat consistent with overalI
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• Table 6.1: Gross Domestic Product at Factor Cost (1986 dollars)

Total Economy

~ooo,ooo

Manufactwing
Total Share of

total economy
~OOO,OOO %

•

1961 156;428 31,126 19.9

1962 167,573 34,705 20.7

1963 177.,089 37,007 20.9

1964 189.,443 40,691 21.5

1965 202.,964 44.,799 22.1

1966 216.,771 47,686 22.0

1967 223,149 48,743 21.8

1968 235,312 51,979 22.1

1969 248,309 55,679 22.4

1970 252,299 53,288 21.1

1971 267,060 56,669 21.2

1972 282,176 61,244 21.7

1973 304,410 67,827 22.3

1974 315,621 69,868 22.1

1975 320,035 65,201 20.4

1976 339.,251 69,978 20.6

1977 350,145 72.,517 20.7

1978 361,078 75,822 21.0

1979 375,112 78,662 21.0

1980 381,992 75,132 19.7

1981 397,090 77,896 19.6

1982 382,575 67,856 17.7

1983 394,995 72,236 183

1984 418,716 81.,552 19.5

1985 438,450 86,150 19.6

1986 451,839 86,789 19.2

1987 471,520 90,967 193

1988 492,587 95,600 19.4

1989 505,050 96,454 19.1

1990 503,661 92,857 18.4

1991 494,532 86,483 17.5

1992 497,791 87,092 17.5

1993 510,947 91;434 17.9

1994 531,273 97.,533 18.4

1995 542,851 102321 18.8

Somce: CalcuIated frOID data compiled by
Statistics Canada, Gross Domestic Product by Industly, Catalogue No. 15-512, 1991

Gross Pomestic Product by Industry. April 1996, Catalogue 15-001, July 1996
Bank ofCanada, Bank ofCanada Review. February 1995



Figure 6.1 Manufacturing Output, 1961 -1995
(1986 dollars)
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expectations ofthe de-industrialization thesis. The de-industrialization thesis, however,

provides no explanation ofhow low the share ofmanufacturing must fall for the situation

to he a c1ear sign that Canada is losing its manufàcturing sector. Nonetheless, contrary to

their expectations, the absolute growth in manufacturing output indicates that the

manufacturing sector bas expanded and continues to grow.

The level oflabour productivity has aise increased, since the rate ofgrowth in

manufacturing output has been higher than the rate ofgrowth in hours worked in

manufacturing, as weIl as the rate ofgrowth in persans at wor!c. As the data in Table 6.2

show:. whereas frOID 1961 to 1994 output grew on average 3.5 per centyearly, persons at

work and bours worked eacb grew on average only 0.7 per cent yearly. However, both

the growth in manufacturing output and manufàcturing employment slowed down over

the years. The average annual rate ofgrowth was in the 1961-75 period 5.4 per cent for

manufacturing output:. but only 1.7 for hours worked and 1.9 for persons at work. AlI

faced drops in the average annual rate ofgrowth in the 1975-82 period, but while

manufacturing output had a rate ofgrowth ofonly 0.6 per cent, the rate ofgrowth was

negative for hours worked (-0.9 per cent) and for persons at ~rork (-0.5 per cent). The

situation improved in the 1982-91 period for manufacturing output with an average

annual rate ofgrowth of2.7 per cent. But persons at work and hours worked registered

only slight improvements with average annual rates ofgrowth of0.2 per cent and 0.4 per

cent, respectively. In more recent years:. manufacturing output bas continued to rise at a

faster rate ofgrowth than either hours worked or persons at work.

More important, despite the slight improvements in the rate ofgrowth of hours
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Table 6.2: Measores ofLabour Productivity, Manufacturing, 1961-1995
(mdices 1986=100)• RealGDP Persans

atwork
HOUIS

worked
RealGDPper

hourworked

•

1961 35.9 74.8 77.7 46.1

1974 80.5 99.8 101.7 79.2

1975 75.1 97.5 98.3 76.5

1976 80.6 97.9 98.6 91.9

1977 83.6 95.9 96.8 86.3

1978 87.4 98.9 100.1 87.3

1979 90.6 102.5 102.9 88.1

1980 86.6 102.2 102.2 84.7

1981 89.8 102.2 101.0 88.9

1982 78.2 94.3 92.2 84.8

1983 83.2 92.4 91.5 91.0

1984 94.0 95.2 95.2 98.7

1985 99.3 97.6 97.7 101.6

1986 100.0 100.0 100.0 100.0

1987 104.8 103.0 103.9 100.9

1988 110.2 107.5 108.7 101.4

1989 111.1 108.8 109.2 101.8

1990 107.0 103.2 103.4 103.5

1991 99.4 95.9 95.6 104.0

1992 100.7 92.5 93.3 108.0

1993 105.5 93.2 95.5 110.6

1994 112.9 95.2 98.0 115.2

Annual rate ofchanle (per cent)

1961-1995 2.7

1961-1994 3.5 0.7 0.7 2.8

1961-1975 5.4 1.9 1.7 3.7

1975-1982 0.6 -0.5 -0.9 1.5

1982-1991 2.7 0.2 0.4 2.3

1988-1989 0.8 1.2 0.5 0.4

1989-1990 -3.7 -5.1 -5.3 1.7

1990-1991 -7.1 -7.1 -7.5 0.4

1991-1992 1.3 -3.5 -2.4 3.9

1992-1993 4.8 0.8 2.4 1.8

1993-1994 7.0 2.1 2.6 3.7

1994-1995 1.6

Somees: CaIculated from data compiled by Statistïcs Canada,
Agmgate Productivity Measures.. Catalogue No. 15-204, February, 1995 and Marcb, 1996 and
The Daily. Catalogue No. 11-001, April 21, 1995 and April 22, 1996
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worked and persons at work, their levels bave yet to achieve the highs of 1989. In

contrast, as noted earlier, total manufactming output reached new highs in 1994 and in

1995.

As Figure 62 illustrates, expressed in indices with 1986 as base year,

manufaeturing output and hours worked in manufacturing may faIl or may even rise

slightly in times ofrecessions, but they generally rebound at a faster rate over the

recovery period or at the start ofthe expansion. In addition, the employment and output

data leave different impressions on the state ofmanufacturing industries. Contrary to the

claims made by proponents ofthe de-industrialization thesis, it is not possible to infer

frOID employment data alone the state ofthe economic health ofmanufaeturing.

Likewise, it is not possible to properly infer from output data alone the state of

manufaeturing employment.

The developments in manufacturing output and employment have resulted in

weaker productivity growth, whether measured as labour productivity or multifactor

productivity. As the data on labour productivity in Table 6.2 show, over the years the

level oflaboUI" productivity bas steadily increased, peaking in 1994. But its rate of

growth bas slowed down. From 1961 to 1995 manufacturing labour productivity grewat

an average annual rate of2.7 Per cent, but there were definite differences in the rate of

change tbat occUlTed in this periode Whereas productivity on average increased by 3.7

per cent annually in the 1961-75 period, the increase was only 1.5 per cent annually in

the 1975-82 period. The situation improved in the 1982-91 period rising on average 2.3

per cent annually.
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Figure 6.2 Manufacturing Sector
Real GDP &Hours Worked, (1986=100)
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As the previous data on employment and output suggest, labour productivity bas

over time predominately increased because the cise in output was aceompanied by

smaller rates ofgrowth, and even decIines, in the level of hours worked. As Figure 6.3

illustrates, in earlier years the change in produetivity faced sharp highs, as weIl as sharp

drops, including negative rates ofchange in certain years. Instead, in recent years, for

example since 1988, the rate ofehange in labour productivity bas been generally lower

than earlier years. There bas been a positive rate ofchange resulting in a steady increase

in the level ofproductivity. But, again, in the long ru.n, the level of labour productivity

bas increased.

The slowdowns in the rate ofgrowth in productivity and output have occurred

aIso for the whole business sector, as the data in Table 6.3 show. After rising on average

3.3 per cent annually in the 1961-75 period, labour productivity in the business sector fell

to 1.5 per cent annually in the 1975-82 period and 1.3 per cent annually in the 1982-91

period. In addition, the business sector bas had a slower rate ofchange in labour

productivity than the manufacturing sector, including in recent years. The business

sector aIso faced a slowdown in the rate ofgrowth in output, but that rate ofgrowth

remained generally higher than that for manufacturing output, especially in the 1975-82

periode However, the more recent data show that since 1992 the rate ofchange in output

has been higher for the manufacturing sector than for the business seetor.

Much has been written on the slowdown in productivity, but no agreement exists

on its causes (see, e.g., Economie Council ofCanada 1992; Dennyand Wilson 1993;

Sharp 1993; Krugman 1994a; 1994b). There is ofcourse another underlying but diffieult
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• Figure 6.3: Labour productivity, Manufacturing, 1962-1994

Real GDP per hourworked (1986=100)
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• Table 6.3: Business Sector, Prodoctivity, 1961-1995
Annual rate ofchange, %

Measures oflabourproductivity

RealGDP Persons at
work

Hours
worked

RealGDP
per

hoorworked

1961-1995 2.2
1961-1994 3.9 2.1 1.6 2.2
1961-1975 53 2.6 2.0 33
1975-1982 2.5 1.9 1.0 1.5
1982-1991 3.0 1.7 1.6 1.3

1988-1989 2.4 2.2 lA 0.9
1989-1990 -1.5 03 0.1 -1.6
1990-1991 -3.2 -3.0 -4.2 LI
1991-1992 03 -1.3 -1.6 1.6
1992-1993 3.2 1.6 2.2 LO
1993-1994 5.5 2.4 3.0 1.9
1994-1995 0.5

Contribution ofmultifactorproductivity, labour and capital to outputgrowth

Moltifactor Labour Capital ReaIGDP

•

Productivity Contribution Contribution

1961-1995 1.0 1.2 1.5 3.7
1961-1975 1.8 1.5 1.8 5.1
1975-1982 0.0 0.6 1.9 2.5
1982-1992 0.5 0.9 1.0 2.4

1988-1989 -0.5 1.0 1.9 2.4
1989-1990 -3.4 -0.1 1.7 -1.8
1990-1991 -1.2 -3.1 1.0 -33
1991-1992 0.2 -1.0 0.8 0.0
1992-1993 0.9 1.6 0.6 3.1
1993-1994 23 2.6 0.4 5.3
1994-1995 0.4 1.5 0.6 2.5

Sources: CalcuIated ftom data compiled by Statîstics Canada,
Aggregate Produetivity Measures. Catalogue No. 15-204, February, 1995 and March, 1996 and
The Dal1y, Catalogue No. 11-001, April 21, 1995 and April 22, 1996
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question to address: What is an acceptable rate ofproductivity growth? Moreover, can

we ever again achieve the high growth rates that oCCUlTed in the 1961-75 period, as well

as those from the end ofWWII to 1961? Since nobody knows for certain what caused

the slowdown, it then stands to reason that it is difficult, ifat aIl possible, to accurately

predict the rate ofgrowth ofprOductivity in the future. Furthermore, how should higher

labour productivity he achieved? For example, declining hours ofwor~ and thereby the

likelihood ofhigher unemployment, accompanied by higher output., increases labour

productivity. But is this necessarily better for society?

For the de-industrialization thesis a rise in labour productivity is not necessarily a

sign. ofimprovement. Proponents ofthe thesis are critica1 oflabour saving methods that

may increase output at the expense ofjobs. There is no denying that labour saving

methods such as computer assisted manufacturing technology may elimjnate jobs and

maintain or increase the Ievel ofoutput, and thereby lead to higher labour productivity.

But it is equally arguable that the same technology May, directly and indirectly, create

jobs, which in tom lead to higher output (see, e.g., Francis 1986). Regardless ofone's

opinion on the impact oflabour-saving devices at the aggregate level, once again, it is

important ta contrast the relative and absolute performance ofmanufacturing. Whatever

the future holds, the past shows that labour saving methods have in the long run been

accompanied generally by relative drops and absolute increases in manufacturing

employment and especially manufacturing output.

Thus the data show that while there bas been a weaker rate ofgrowth in labour

productivity, it bas nevertheless continued to rise. However, these data do indicate that
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labour is contributing relatively less than output to the labour productivity equation. Both

in manufacturing and the business sector the produetivity gains recorded in the last twe

decades have resulted mainly from a combination ofrising output and only slight

changes in labour input. Despite the ups and clowns, in the long run, from 1975 to 1994

real output in manufacturing increased by about 38 index points, while the level of hours

worked was in 1994 about the same as in 1975. It is worth noting that in the 1961-75

period when manufacturing recorded relatively higher rates of productivity, both output

and heurs worked, as weIl as persons employed, increased.

The trends in multifactor productivity have been broadly similar to thase of

labour productivity. 1t too bas been affected by the recessionary phases ofthe business

cycles (see Denny and Wilson 1993; Canadian Labour Market and Productivity Review

1991). However, multifactor productivity is more sensitive ta economic cycles than.

labour productivity and therefore its index drops more sharply during recessions

(Galameau and Maynard 1995). This is Iargely due to its main inputs - capital and

labour. During an economic slowdown businesses hold on 10 their capital stock, while

decreasing its utilisation. Decisions regarding inves1ments in capital are made weil in

advance ofan economic slowdown, and thus capital stock continues rising. In contrast,

with labour it is generally easy to eut down on working hours. Thus, when the

slowdown occurs the number oftotal hours is reduced. At least for a short while the

result is a decline in the multifactor index since less is produced while capital stock is

increasing. Instead, since adjustments to number ofhours worked are usually done

more quickly than with capital stock, labour productivity faces fewer abrupt drops. The
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multifactor productivity index however rises rapid1y when the economy recovers, since

output grows quicker than capital stock. Output begins to recover while investment

decisions lag behind the economic cycle. Consequently, there is usually a more rapid

rise in the multifactor index than in labour productivity.

As with labour productivity, multifactor productivity faced higher growth in the

1961-75 period than the otherperiods examined. The data in Table 6.4 showthat

multifaetor productivity grew at an average annual rate of2.7 per cent in the 1961-75

period, but only 0.9 per cent annually in both the 1975-82 and 1982-92 periods.

Nonetheless, after facing negative rates ofchange from 1988 ta 1991, mu1tifactor

productivity has been positive and relatively higher. In 1995 multifactor productivity

grew 3.1 per cent. It was a lower rate ofgrowth than the 6.1 per cent in 1994. But it is

worth noting that the manufacturing sector in 1995 was expanding. In 1994,

manufacturing had a multifactor productivity Ievel that was about equai to its earIier

peak of 1984. Further, multifactor productivity growth in 1995 was about equal to that

of 1985 when it was 3.3 per cent.

The break:down ofannual growth in real value-added show that from 1961 ta

1995, labour's contrIoution to output growth Creai GDP) was relatively weaker than the

other components. Real GDP grew at an average annual rate of3.5 per cent ofwhich the

contribution ofmultifactor productivity averaged 2 per cent annually and that ofcapital

1.0 per cent annually, while the contribution of labour was merely 0.5 per cent annually.

In the 1961-75 period when output growth faced its highest rate of increase in the periods

examined, all three components contributed more than in the other Periods. Multifactor
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• Table 6.4: Manufacturing Sector: Contribution of multifactor productivity, labour,
and capital to output growtb, 1961 - 1995. (annual rate ofchange, %)

Moltifactor
Prodnctivity

Labour
Contribution

Capital

Contribution
Real
GDP

•

1974 03 1.2 1.1 2.6
1975 -6.1 -2.4 15 -7.2
1976 6.7 0.4 0.6 7.8
1977 52 -0.8 -0.1 4.3
1978 2.0 23 0.2 45
1979 0.6 1.7 0.1 2.4

1980 -3.5 -0.4 0.9 -3.1
1981 3.9 -0.8 2.8 5.9
1982 -7.7 -5.9 2.3 -11.4
1983 8.4 -0.8 0.3 7.8
1984 9.2 2.7 -0.9 11.1
1985 3.3 1.4 -0.2 4.6

1986 -1.5 1.1 0.9 0.4
1987 0.7 2.2 1.8 4.8
1988 -0.4 2.9 2.1 4.6
1989 -1.6 0.2 2.3 0.8
1990 -4.0 -3.3 2.8 -4.7

1991 -3.8 -4.5 1.2 -7.2

1992 1.0 -1.2 0.3 0.0
1993 3.9 1.5 -0.8 4.6
1994 6.1 1.7 -1.1 6.7
1995 3.1 1.9 -0.6 4.4

1961-1995 2.0 0.5 1.0 3.5
1961-1975 2.7 1.2 1.3 5.2
1975-1982 0.9 -OS 1.0 1.3
1982-1992 0.9 0.2 1.0 2.1

Sources: Calculated. from data compiled by Statistics Canada,
Aggregate Productivity Measures, Catalogue No. 15-204, March, 1996
The Daily, Catalogue No. 11-001, Apri122, 1996
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producti.vity remained the principal eontributor. But the situation changed in the next

years. In the 1975-82 and 1982-91 periods capital was the main component ofoutput

growth. The contribution oflahour actually feIl in the 1975-82 period and barely played

a part in the output growth ofthe 1982-91 period. Renee over the long run, the data

show that labour contributes less to output growth than capital and multifactor

productivity.

The output growth for recent years bas however been largely due to higher rates

ofgrowili in multifactor productivity and labour. The contribution ofcapital instead

made a negative contribution. While in 1993 and 1994 labour input increased 1.7 per

cent and 1.9 per cent, the contribution ofcapital declined 1.1 per cent and 0.6 per cent.

This is not necessarily indicative ofdisinvestments in manufacturing, but rather, as

discussed earlier, may reflect investment decisions taken before and during recessions.

For example, there may be first an adjustment ta the change in the economy and then a

lag in investing in new machinery and equipment.

As with labour productivity, manufacturing had higher rates of multifactor

productivity than the business sector. Whereas multifactor productivity in the 1961-95

period average 2 per cent annually in the manufacturing sector, the business sector

registered a rate ofchange of 1 per cent. Nevertheless, compared to the productivity

performance ofother industries in the business sector, that ofmanufacturing stands out.

Statistics Canada bas estimated that between 1961 and 1988 manufacturing contnbuted

55 per cent ta aggregate multifactor productivity gains. It concluded that "aggregate

productivity bas been consistently dependent on the behaviour ofmanufacturing
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productivity in the past'~ (Statistics Canada Catalogue No. 15-204~ July 1992, p. 19).

From 1961 to 1995, and in the periods examined in between, capital was the

principal component ofoutput growth for the business sector. The data in Table 6.3

show that compared to other Periods the increase in the growth rate ofbusiness output

was at its highest in the 1961-75 Period with multifactor productivity, labour, and capital

each making about a similar contribution to output growth. However, in the next

periods, capital was the main contnbutor to output growth. In recent years, labour has

been the main contributor, but these years immediately follow a recession an«L as noted

earlier, inves1m.ent decisions usually lag behind the economic cycle. In 1994, the

business secter showed its oost multifactor productivity performance in the years

examined with a rate ofgrowth of2.3 per cent.

The cumulative number ofperson-years lost during the last recession was greater

than during the 1982 recession. A greater proportion ofemployees were kept on the

paYroU during the shorter 1982 recession. As noted in the previous chapter, people were

generally unemployed for longer periods in the Iast recession. Consequently, at the start

ofthe latest recovery, businesses expanded hours and hired new employees more quickly

than in the earlier recovery. The rapid increase in hours worked in 1993 and 19941ed to

lower productivity gains than usually seen during a recovery. In 1993 and 1994, the first

two years ofrecovery, multifaetor productivity in the business sector rose 0.9 per cent

and 2.3 per cent. In contrast, in 1983 and 1984, comparable years ofa cyclical phase,

multifactor productivity increased 3.9 per cent and 4.0 per cent.

Thus the long term data show a slowdown in growth, but one that is not exclusive
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to manufacturing. Focusing on only data that cover recessionary years, as proponents of

the de-industrialization thesis have done, would suggest there are sÎgns ofem.erging

downward trends. But if longer nm. developments are examined carefully, then

manufaeturing has continued to make a substantial contribution to the country's

economic growth. Although the situations with manufacturing output and productivity

have changed over the years, the output and productivity data. reviewed here are far from

suggesting that Canada bas 10st or is losing its manufacturing base.

International Comparisons

Productivity measures are widely used in discussions on international

comparisons, especially manufacturing productivity, as an indicator ofefficiency or

competitiveness. The popuIar media often highlight the differences in productivity

among industrialized countries and generally point to Japan as one of the more

productive industrialized countries. But various complexities exist with international

comparisons, including, but not limited to, the use of similar productivity measures and

the conversion of certain inputs to a common currency. But this is not necessary with

international comparisons that concentrate on labour productivity, since the measure

involves output per unit of labour input, expressed in domestic currency and constant

dollars. However, it is important ta take into account the type ofoutput and input

measures in the various countries. A country which uses persons employed as labour

193



•

•

input and whose workers are employed long hours may show higher productivity than if

hours worked was the labour input. Japan, for example, ranks relatively higher for

output per worker than for output per hour.

The Bureau ofLabor Statistics (BLS, U.S. Department ofLabor) compiles trend

indexes of labour productivity (output per hour) in manufacturing for purposes of

international comparisons. The BLS takes into account the different methods and

procedures used in deriving national data in each country. In some instances the BLS

makes certain adjustments to achieve comparability.

The BLS data are however limited to trend comparisons and not level

comparisons oflabour productivity. And there exist technical difficulties and data

limitations. Among other complexities, countries determine their manufacturing output

in their own currency and therefore to compare among countries a common currency unit

is needed. But market exchange rates are not suitable, since what is needed as

information is how many units of a foreign. currency are needed to buy a good that can be

purchased with one unit ofthe currency used as a common measure. Nevertheless, the

aim here is to compare the trends in Canada with those ofother major industrialized

countries, mainly with regard to total output, output per hour, and employment.

The labour input measure used by the BLS until recently was total hours, which

was determined from statistics ofmanufacturing employment and average hours. For the

D.S. and Canada all employed persons, including self-employed persons and unpaid

family workers, are taken into account, but all employees (wages and salary earners) are

194



•

•

considered for other countries.2 In addition, the measures relate to total manu:facturing as

defined by the International Standard Industrial Classification, except for France and

ltaly which include mining and exclude energy-related products. For most countries

output is the value added in manufaeturing in constant prices from their national

accounts, but they use different priee-base years.

Comparable manufaeturing output data for the U.S. are not available before 1977

(see Greiner, Kas~ and Sparks 1995). Moreover, since 1979 was a peakyear for

manufacturing output in Canada and the U.S., and either 1979 or 1980 for most other

industrialized countries, it is an appropriate starting point. For purposes ofanalysis the

1979-93 period is aIso subdivided into different subperiods: 1979-85; 1985-90; and 1990-

93.

In international comparisons labour productivity is only part ofthe pieture of

efficiency (or competitiveness). The focus ofattention is usuaIly on the cost of labour, or

labour compensation, and unit labour costs. But since the focus in this chapter is with

the performances in output and productivity, they are not examined here.

As noted in the previous chapter, manufacturing employment bas falIen in most

ofthe major industrialized countries. However, with the exception ofJapan, Canada

had the lowest rate ofdecline compared ta the ather countries. The data in Table 6.5

show that total hours in manufacturing in the 1979-93 period fell on average -0.6 per cent

2 The BLS bas begun to introduce more comprehensive labour input measures forJ~ France, and
Germany whereby their labour productivity will take into accotmt all-employed persans (Greiner, Kask and
Sparks 1995). The labour input for the U.K. and ltaly is for DOW still on the basis ofal! employees. The
long tenn data considered here however are not affected by these changes.
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• Table 65: Annual percentage changes in manofacturing prodDctivity and related
measnres, 1979-93

Canada
West

U.S. Germany Japan France U.K ltaly
Output

1979-93 1.1 1.5 0.4 4.5 0.3 0.4 2.0

1979-85 1.5 0.7 0.2 5.8 -0.4 -1.2 1.8

1985-90 1.5 2.8 2.3 5.8 2.6 3.4 4.0

1990-93 -0.5 1.2 -2.2 0.0 -1.8 -1.6 -0.7

Total Hours

1979-93 -0.6 -0.8 -1.4 03 -2.4 -3.5 -2.0

1979-85 -0.9 -1.2 -1.8 1.1 -33 -5.0 -3.1

1985-90 1.1 0.0 0.3 0.4 -0.8 -03 1.3

1990-93 -2.8 -1.3 -3.3 -1.7 -3.0 -5.8 -5.0

mpJoymen

1979-93 -0.8 -1.1 -0.5 0.9 -1.9 -3.2 -2.0

1979-85 -0.8 -1.4 -1.1 1.2 -2.3 -4.6 -2.9

1985-90 1.1 -0.1 1.1 0.8 -0.9. -0.4 0.3

1990-93 -3.7 -1.9 -2.1 0.8 -2.9 -5.0 -4.0

E 1 t

utput per Hour

1979-93 1.7 2.4 1.9 4.3 2.8 4.1 4.1

1979-85 2.4 2.0 2.1 4.6 3.0 4.1 5.0

1985-90 0.4 2.7 2.1 5.4 3.4 3.8 2.6

1990-93 2.4 2.5 1.2 1.8 1.2 4.5 4.6

o

•
Source: Greiner, Mary, Christopher Kask, and Christopher Sparks, "Comparative

manufacturing productivity and unit Iabor costs," Monthly Labor Review
February, 1995, p.30
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annually in Canada. The same occurred in the 1979-85 perio<L when the average annual

rate ofgrowth in the total hours in manufacturing fell 0.9 per cent in Canada, and except

for Japan, was lower than the drops in the other countries. The data show that sorne

countries, such as the U.K., faced particularly sharp drops in total hours in

manufaeturing. Over the 1979-93 period, hours worked in manufacturing decreased by

39.7 per cent in the U.K., 28.5 per cent in France, 24.8 per cent in ltaly, 17.7 per cent in

Germany, 10.9 per cent in the D.S., and 7.4 per cent in Canada. In Japan instead hours

worked in manufacturing rose over the same period by 10.3 per cent. Thus again the

decline in manufacturing employment is largely a worIdwide phenomenon characteristic

ofthe advanced industrialized countries and is not exclusive to Canada. Indeed,

Canada's performance in manufacturing employment bas been better than that ofother

countries.

Meanwhile, as is true for Canada, manufacturing output has increased in al1 ofthe

major industrialized countries, as shown in Table 6.6. The most spectacular increases

over the 1979-93 period have been in Japan where manufacturing output grew by 85.8

per cent. In contrast, France, the U.K., and Germany only had modest increases. Canada

had a sharper increase with 17.4 per cent, but not as high as the U.S. with arise of26.3

per cent and ltaly with a cise of32.4 per cent.

The combination ofhigher manufacturing output and declines in hours worked in

manufacturing, has resulted in higher productivity in aIl the major industrialized

countries. But as Figure 6.4 illustrates Canada's growth. was weaker than in the other

countries. And as Table 6.5 shows the average annual productivity growth in the
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Table 6.6: Indexes ofManufactoring Output, 1979-93

(1982=100)

Canada
West

U.S. Germany Japan France U.K Italy

•

1979 115.9 109.3 106.9 86.5 101.3 116.8 97.9

1980 110.7 102.0 104.7 91.5 100.6 106.7 103.1

1981 114.8 105.0 103.6 95.7 99.0 100.1 101.1

1982 100.0 100.0 100.0 100.0 100.0 100.0 100.0

1983 106.5 103.2 101.5 104.3 99.9 102.1 100.8

1984 120.2 111.3 104.6 113.2 98.7 105.9 105.4

1985 127.0 114.0 108.4 121.2 99.1 108.9 108.9

1986 127.9 115.2 110.1 117.9 99.1 110.3 111.5

1987 134.1 123.5 108.1 126.5 98.9 115.5 116.3

1988 104.9 130.0 111.5 138.2 104.6 123.6 125.0

1989 142.1 131.2 115.4 149.3 110.3 129.1 129.7

1990 137.5 130.6 121.7 160.6 112.4 128.9 132.3

1991 129.5 127.8 126.0 170.8 110.6 122.0 132.1

1992 129.8 131.7 124.1 167.7 109.8 121.0 132.4

1993 136.1 138.0 114.9 160.7 106.3 123.1 129.6

Sources: Compiled from
D.S. Department ofLabor, Bureau ofLabor Statistics, August 1994,

press release, Online Internet.
D.S. Department ofLabor, Monthly Labor Review, February, 1995



Figure 6.4 Manufacturing Industries
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1979-93 period in Canada was lower than all the other countries and almast equal ta that

ofGermany. In all the countries considered here the productivity gains recorded in this

period resulted ·mainly from a combination ofrising output and declining labour input.

AIl faced higher rates ofgrowth in output but drops, or in the case ofJapan a slight cise,

in manufacturing total hours and employment.

However, Canada faced a substantial drop in manufacturing labour productivity

in the 1985-90 period compared to other countries. After growing on average 2.4 per

cent annuaIly in 1979-85 period, productivity grew on average a mere 0.4 per cent

annually between 1985-90. The situation in Canada was mainly due to a higher output

combined with higher total hours. In the 1985-90 period Canada's output grew at an

annual rate of 1.5 per cent which was a higher rate than in the other countries. But

except for Canada and Italy, the other countries faced lower average annual rates of

working hours in manufacturing.

In the long run, the composition ofproductivity growth in some other countries

compared to that ofCanada has become more heavily weighted toward reducing labour

input. Table 6.7 shows that the peak year in total hours in Canada was in 1989 while in

the U.S., Germany, France, and the U.K. ÏtPeaked in 1979, in Italy in 1980 and in Japan

in 1991. Moreover, the total hours worked in manufacturing in Germany, France, U.K.,

and ltaly were at their lowest leveIs in 1993. Canada's average annual rate of

productivity growtb. was the lowest among the countries examined in the 1979-93 periode

But the poor performance is especially influenced by almost no growth in productivity in

the 1985-90 period; the same period in which Canada's average annual rate ofgrowth
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• Table 6.7: Indexes ofManufacturing Total Bours, 1979-93
(1982=100)

Canada
West

U.S. German:y Japan France U-K Italy

•

1979 111.6 115.1 106.5 97.4 112.4 127.5 107.4

1980 110.8 109.8 106.3 99.3 111.2 117.3 108.0

1981 109.6 109.2 103.1 100.2 106.2 105.3 103.4

1982 100.0 100.0 100.0 100.0 100.0 100.0 100.0

1983 99.2 101.0 96.2 102.4 97.4 95.1 95.8

1984 103.3 107.6 95.8 106.6 94.6 94.2 91.1

1985 106.0 106.8 95.6 108.2 91.5 93.5 89.0

1986 108.5 105.2 96.5 106.9 90.0 91.5 90.1

1987 112.7 106.0 96.2 105.8 88.3 91.0 91.4

1988 117.9 109.0 95.8 109.3 87.4 92.6 96.1

1989 118.4 109.4 95.9 110.4 81.8 93.3 96.8

1990 112.2 107.0 97.0 111.2 88.1 92.0 95.0

1991 104.1 102.6 97.6 112.8 86.5 83.9 91.8

1992 100.5 102.0 96.9 111.4 84.0 79.5 87.8

1993 103.3 102.6 87.7 107.4 80.4 76.9 80.8

Note: The data relate to all employed persons (wage and salary eamers and self-employed workers) in the
U.S. and Canada, and all em.ployees (wage and saJary eamers) in other countries.

Sources: Compiled from
U.S. Department ofLabor, Bureau ofLabor Statistics, August 1994,

press release, Online Internet.
U.S. Department ofLabor, Montilly Labor Review, February, 1995
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was the highest in total hours and the lowest in output, compared to the other countries.

In-1993 in most countries, including Canada, the level ofoutput was below earlier peaks.

But in all countries the level ofmanufactming productivity peaked in 1993, except in

Japan.

Thus whether Canada's lower rate in productivity growth in the 1979-93 period is

troubling, depends on one's point ofview. Upon cIoser exarnjnation labour inputs in

Canada play a more important role in the composition ofproductivity than is the case in

other advanced industrial coun1ries. Proponents ofthe de-industrialization thesis who

stress the employment situation would presumably consider Canada as better off than

other countries. Even in the 1985-90 period when there was aImost no growth in labour

producti.vity, Canada faced both a rise in the level ofoutput and working hours in

manufacturing.

Concluding Remarks

The manufacturing output and productivity data raise serious questions about

claims put forth by the de-industrialization thesis. Manufacturing no longer makes the

same relative contribution to the total economy as it once did. But although there bas

been a relative drop in manufacturing output, it has not been as spectacular as the thesis

might lead one to expect. Moreover the drop should not he taken as suggesting Canada

is losing its manufacturing base. More important, manufacturing output has continued to
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grow in absolute terms. Thus, irrespective ofthe trends in manufacturing employment

and in relative manufacturing output, manufacturing industries as a whole continue to

make an important contribution to overall output.

Canada has held its own when compared to the performance ofother G-7

industriaIized countries. Despite a lower rate ofproductivity growth in the 1979-93

period than other countries, Canada achieved its level ofproductivity mainly from a

combination ofrising output and more modest drops in working hours than other

countries, except Japan. It is difficult to argue on the basis of international comparisons

that Can ada1s manufacturing industries are in more serious trouble, ifat all. Even ifone

dismisses labour productivity measures as irrelevant (e.g., Brockw'ay 1993), the data on

output and working hours, as weIl as persons employed, in manufacturing, show that

Canada bas done reasonably weIl.

Nonetheless, for many commentators, there is concem over the slowdown in

productivity because of its potential effect it bas on Canada's c'efficiency" or

"competitiveness" in the world market. Discussants often use the terms loosely and

provide no operational definitions, but it is debatable whether productivity only is the

appropriate measure (see, e.g., KnIgman 1994a, 1994b). Among proponents ofthe

de-industrialization thesis, concems with the world market are mainly centered on

Canada's international trade performance and capital flight. These issues are covered in

the next chapter.
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Chapter Seven

Manufacturing Investments and Trade1

Long term data on manufacturing employment and output over the last three

decades or so, examined in the last two chapters, raise doubts about the

de-industrialization thesis. Proponents ofthe de-industrialization thesis, however, largely

ignore such long run data. They instead usually concentrate on limited, short term data,

and especially emphasize cases ofplant closures and gross job losses. These are

generally given as evidence offalling investments in manufacturing and thereby

de-industrialization.

The basic reasoning ofthe de-industrialization thesis conceming investments and

trade has remained roughly the same over the pas! two decades. In essence, the thesis

mainly rests on the expectation that there has been increasing disinvestment. The

argument runs like this: Canada bas had a small manufacturing base mainly dependent on

1 Some ofthe data in this chapter have been pub1ished in Del Balso and Masi (1996).
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u.s. foreign direct investments. For various reasons, over the past two decades or so

U.S. investors in Canada have been shifting their investments out ofmanufacturing. In

more recent years Canadian investors have been doing the same by moving

manufacturing plants or placing new investments abroad. The disinvestment results in

plant closures and the gross 1055 ofmanufacturing jobs. Together with a lack ofnew

investments, this undermines the country's industrial base and lowers its standard of

living. And it follows that these developments result in declines in exports and increases

in imports. Proponents ofthe thesis generally disregard economic fluctuations thereby

implicitly suggesting that the declines are definitely secular. The latest element added to

this argument is the impact ofthe FTA and the NAFTA, which have been blamed for

encouraging the further de-industrialization ofCanada.

This chapter focuses on investments and trade in manufacturing over the past

three decades. The next section considers the arguments about changes in investments in

manufacturing largely resulting from the FTA and the NAFTA. It is followed by an

examination ofthe indicators ofinvestments and trade in manufacturing that are

considered relevant to the de-industrialization thesis. There are various indicators: total

capital expenditures; capital expenditures on machinery and equipment; capital

expenditures on construction; U.S. direct investment in manufacturing; Canadian direct

investment abroad in manufacturing; merchandise trade; export orientation in

manufacturing; and import penetration in manufacturing. The third section focuses on

investment and trade patterns in manufacturing in the last three decades. Lastly,

developments since the FTA and the NAFTA are considered in relation to changes that
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occurred prior to their implementations.

Investments and the Trade Agreements

Closely related to the de-industrialization perspective on investment is the view

that V.S. multinationals and Canadian corporations have been rationalizing production at

the level ofNorth America to the detriment ofCanadîan manufacturing. The FTA and

the NAFTA are partIy perceived as simplifying the process which has preceded the

agreements (see Williams 1994). Ratherthan making Canadian manufacturing more

intemationally competitive, these trade agreements are supposedly causing or

accelerating the de-industrialization ofCanada (see, e.g., Hurtig 1991; Campbell 1993;

Grinspun and Cameron 1993; Merrett 1996).

The FTA has been blamed for facilitating the shift ofmanufacturing investments

from Canada to the D.S., especially to the Sunbelt region, as weIl as encouraging new

investment to locate in the V.S .. With the eventual elimination oftariffs, finns would

presumably prefer to invest in the U.S., because ofthe larger consumer market, lower

rates ofunionization and lower corporate taxes, among other factors. The NAFTA added

a new component; it facilitated investments to shift from Canada and the V.S. to Mexico,

as weIl as encourage new investment to go to Mexico, where the cost ofproduction is far

less costly. Hence, ratherthan creating a world-competitive manufacturing sector, the

trade policies are accused ofcausing plant shutdowns and the loss ofmanufacturing jobs.

206



•

•

Rather than improving living standards, the policies are blamed for placing pressure on

Canadian workers to accept lower wages and fewer benefits.

The arguments on the surface sound plausible, but the evidence provided is often

sketchy, or restricted to a short Period that is insufficient to determine ifthe expected

trends in investment and trade exist. Furthermore, as discussed in Chapter 3, there are

sorne inconsistencies in the reasoning. For example, disinvestments by U.S. firms have

long been a concern ofproponents of the de-industrialization thesis. But Canada, it

would seem, is damned one way or the other. Increases in U.S. direct investments in

manufacturing are viewed as making Canada more vulnerable to de-industrialization and

dependent on decisions made by U.S. head offices. And declining levels ofU.S. direct

investments are viewed as evidence of de-industrialîzation or part ofa rationalization

process that weakens Canadian manufacturing.

It is difficult and too early, and not an easy task, to fully assess the impact of the

FrA and the NAFTA on ïnvestments. However, it is worth noting that in the decisions of

a large corporation to locate or relocate production activities, many factors are taken into

account. It is not a simple matter of, for example, lower wages and lack of unionization,

since these advantages can be easily canceled out by the lower productivity that may exist

in the region considered. Adequate transportation and communication infrastructures,

necessary suppliers, political and business climate, are aIso important (see Hart 1994).

Further, critics ofthe FTA and the NAFTA have pointed to the lowering oftariffs,

among other aspects, as contributing to, if not causing, the loss ofCanada's industrial
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base. But D.S. branch plants have long existed in Canada and over the years trade

between the U.S. and Canada was increasingly duty free, long before the FrA. At the

time ofthe implementation ofthe FTA, about 80 per cent ofexports were entering the

D .S. duty free, or looked at differently 95 per cent were subject to at most 5 per cent

tariff: As for D.S. imports, 65 per cent entered Canada duty free, or 91 per cent faced

tariffrates ofat most 5 per cent. Whatever restrictions existed were largely through non-

tariffbarriers between the two countrÎes. Further, ifone accepts the reasoning ofthe

proponents ofthe de-industrialization in the early 1970s, then presumably large

corporations have long embarked on a rationalization ofproduction at the level ofNorth

America that bas been disadvantaging Canada Perhaps large corporations desired the

FTA and the NAFfA because it simplified the process. But this aIso implies that large

corporations neither waited nor necessarily needed the agreements to shift investments

elsewhere. The trend in manufacturing disinvestments should therefore be evident before

the implementation ofthe FTA in January 1989.2

As for the NAFTA, Mexican workers have long been earning wages far below

Canadian workers. The "maquiladora" area, for example, with its relatively lower wages

z Supporters ofthe rationalization ofproduction at the level ofthe North American market believe it
would benefit Canadian manufaeturing. Canadïan plants, including branch plants, would have access ta a
larger market and thereby restructure to become more productive and competitive. In consequence,
manufacturing investments and trade would improve and the number ofjobs increase. Thus despite the
disagreements between opponents and supporters ofthe FTA, and 1ater the NAFfA, both believed the
policies would have a dramatic, although different, impact on the manufacturing industries and Canada's
economic future. The focus ofthis study is mainly ID test claims expresse<! by proponents ofthe
de-industrialization thesis, but the expected effects ofthese trade agreements put forth by its supporters are
also questionable. Perhaps the impact ofthe FrA on the restrueturing ofmanufactming plants may be
negligible, especîally if, as some believe,. the process ofrationalizing production at the continentallevel
started long befme the FrA (see Williams 1994). Nonetheless, whatever the claims made about the impact
ofthe FrA, other events have in the meantime also had an impact on developments in manufacturing,
including the last recessioIl,. interest rates, and excbanges rates.
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and lower environmental standards has existed since the mid-1960s. The Mexican

govemment has passed through the years various measures to attract more foreign

investment into the area (see Hart 1994) Thus, ifwage differentia1s are the main

criterion for locating in Mexico, then the relative benefits for Canadians to have invested

in Mexico existed long before the NAFTA which was implemented in January 1994. Yet

there was in the past little trade between Canada and Mexico, and few Canadïan

corporations invested in the maquiIadora area. Before the NAFTA less than twenty

plants in the maquiladora area were owned by Canadian investors while D.S.

multinationals owned most ofthe 1,600 plants (Calof 1991).

Consequently, ifthe de-industrialization thesis is correct, the process of

disinvestment in manufacturing in Canada should be evident before the implementation

ofthe FTA and the NAFTA. And the disinvestment should have continued, and possibly

accelerated, since their implementation.3

Indeed, disinvestment in manufacturing is the crux ofthe de-industrialization

thesis. But it has already been demonstrated that plant closures and the accompanying

loss ofjobs are questionable evidence ofde-industrialization. As the data in Chapter 5

show, gross loss ofjobs is a poor indicator ofthe employment situation, let alone of

overall investments in manufacturing. Further, ifgross job loss is an acceptable indicator

ofoveralI disinvestment, then it stands to reason that the rise in absolute output data,

3 Critics of the NAFTA in Canada and the U.S. have largely stressed the negati.ve impact on workers
and the economy oftheir respective countries. A popular notion bas been that the agreement mainly benefits
Mexico. However, Kopniak (1993) argues that Mexico bas been facing "de-industrialization," whereby the
growth in the "maguiladora" region, is not resulting in a broader modemization ofthe economy. He
suggests the agreement will further the process ofde-industrialization. Furthennore, sorne critics ofthe
agreement believe it will hm the agricultural sector in Mexico and uproot millions ofagricultural workers.
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examined in Chapter 6, is a sign that overall investments are rising. But this would be

speculation, since higher output is possible without investments necessarily rising. AIso,

the number ofjobs in manufacturing can rise or faIl irrespective ofthe trend in

investments. More importantly, since cases ofplant closures and gross job lasses have

always existe~ the implication is that Canada bas been in a constant state of

de-industrialization - a very peculiar conclusion. Thus, ta determine the changes in

investments, it is necessary to examine more appropriate indicators ofdisinvestments in

manufacturing.

Closely connected ta the expected disinvestment in manufacturing are the

expected increases in imports and drops in exports. But the de-industrialization thesis

provides no clear sense of cause and effect. For example, have higher imports emerged

because ofdisinvestment or have they sparked it? Or is it a recurring series ofcause and

effect, with no clear beginning? Is worsening trade performance a cause (see Mahon

1984) or characteristic ofde-industrialization (see Drache 1989a)? Nonetheless,

whatever has occurred ta investments, sorne believe Canada's performance in

merchandise and manufacturing trade has deteriorated, especially since the FTA and the

NAFTA.

It is also important to note that foreign investments and trade are partly tied ta

currencyexchange. A depreciation ofthe Canadian dollar in relation to the D.S. dollar

makes exports less expensive in the U.S. and export sales to the D.S. would probably

increase. On the other hand, D.S. imports will he more expensive, and probahlyresult in

a drop ofU.S. imports into Canada. U.S. foreign investment in Canada would likely he
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affected since Canadian property wouid he less expensive in terms ofthe U.S. dollar. In

contra~Canadian companies would find it less attractive to expand into the U.S.. An

appreciation ofthe Canadian dollar is likely to have the opposite effect with exports

dropping, imports rising, U.S. foreign investments fallin~ and Canadian investments in

the U.S. rising.

The Canadian dollar has fluctuated since it was freed frOID a fixed rate in the

early 1970s. The currency fluctuations have inevitably affected the overaIl economy in

various ways. However, an. examination oftheir effect on trade and investments is

beyond the scope ofthis study. For example, sorne have argued that the

"de-industrialization" occurring in the late 1980s and early 1990s was primarily due to

the high dollar and high interest rate policies (see, e.g., Williams 1994). But whatever

perspective one holds on the cause ofde-industrialization, it is first essential to

demonstrate whether the phenomenon occurred.

Sources and Concepts

Capital expenditures

Ifinvestments have declined in manufacturing as the de-industrialization thesis

expects, then total capital expenditures in manufacturing should have been falling. The

composition ofcapital expenditures should show drops in bath construction and

machinery and equipment. Capital expenditure on construction includes, among other

211



•

•

costs, erect:ing new permanent structures. A declining trend in construction expenditures

would suggest that firms are not investing in new plants. A declining trend in machinery

and equipment expenditures would suggest that :firms have not been replacing these

essential components ofcapital stock. Both trends would lend support to the view that

investors have been losing interest in Canada's manufacturing base.

According to the logic ofthe de-industrialization thesis there should have been a

consistent drop in manufacturing investments as fi.rms disinvest in Canada to reinvest

elsewhere where profits are higher. The manufacturing data on investments, examined

later in the section on results, focuses on the trends in total capital expenditures, and

investment expenditures in construction and machinery and equipment in manufacturing

for the 1961 - 1994 period. The expenditures are expressed in 1986 constant dollars ta

show real changes rather than changes due to inflation. Also notOO are the 1995

preliminary actual expenditures and the 1996 expected expenditures expressed in current

dollars. The data are estimated by Statistics Canada through various complicated

procedures, including a capital expenditure survey.

Foreign direct investments

There has long been a debate over the place offoreign. direct investment in

Canadars economic development. As notOO in Chapter 4, the high level of foreign direct

investment bas over the years been bath welcomed and despised. The extent and impact

offoreign ownership on Canada's economy and society were being widely debated in the
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early 1970s when the de-industrialization thesis was first advanced in this country. Many

were concemed that economic decisions affecting Canada were being made by

corporations in other countries. Since most foreign direct investment was by O.S.

corporations, most ofthe criticisms were directed at them.

The high level of foreign direct investments was seen as creating a net outflow of

capital that could affect the balance ofpayments and exchange rates, and have a negative

impact on the overall condition ofthe economy. Foreign direct investments were

accused ofthreatening Canada's sovereignty and limiting its decision making control

over the economy. For example, govemment reports, including the Gray Report in 1969,

pointed out that many U.S. owned branchplants faced exportrestrictions imposed by

tbeir parent firms. In addition, much ofthe trade carried out by branch plants was with

their V.S. parent firms (see Williams 1994).

Proponents ofthe de-industrialization thesis have been among those who have

stressed the disadvantages of foreign, and especially U .S., direct investments in Canada.

When the thesis was first put forward, however, they added another preoccupation. O.S.

corporations were blamed for withdrawing investments from manufacturing as part ofa

new "agenda for the Canadïan economy' by the U .S. govemment to end the "special

relationship" with Canada as an "industrialized hinterland" ofthe U.S. (J. Laxer 1973,

see aIso Chapter 3). O.S. corporations would disinvest in manufacturing and Canada

would buy more manufactured goods from the D.S.. While over the years the context has

change<!, sorne ofthe basic expectations have remained. U.S. multinationals are accused

of shifting production out of Canada - a process made more attractive with the

213



•

•

implementation offust the ITA and later the NAFrA

Thus, from the perspective ofthe de-industrialization thesis, there should have

long been drops in direct U.S. investments in Canada's manufacturing industries.

Initially, oo1y U.S. firms were expected to disinvest in Canadïan manufacturing. Over

time, however, Canadian firms also came to be aecused of shifting investments or

plaeing new investments out of Canada and into low wage areas. In the past few years

the shift bas been expected to be mainly toward areas ofthe U.S. and Mexico because of

the FTA and the NAFTA Henee, the de-industrialization thesis also implies that

Canadian direct investrnents abroad should bave increased, and in reeent years especially

in the D.S. and Mexieo.

The foeus in this chapter is on direct investments because unlike portfolio

investments they are made with the intention of aequiring a lasting interest in an

enterprise. The investment permits the investor to have an effective voice in the

management ofthe enterprise.

Foreign direct investments in Canada and Canadian direct investments abroad

are measured by Statisties Canada as part ofCanada's international investment position

in the system ofnational aceounts. The data are derived from various surveys and

administrative records and while a precise measure of their quality is difficult, Statisties

Canada believes they are ofgood quality. The investment data examined in the results

section cover the last three decades unti11995. The results partIy foeus on the trend in

U.S. direct investments in Canada, espeeially in manufacturing, and the trend in

Canadian direct investment abroad, especially in U. S. manufacturing. However, a
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serious weakness with the official data on Canadian investments abroad. is that they do

not capture investments that have left the country along with the individual investor. An

example would he Canadian manufacturers who emigrate to the U.S., disinvest in

Canada, and reinvest in the D.S..

Tralle

Leaving aside the question ofwhether weakening trade performance is a cause or

characteristic ofde-industrialization, the thesis expects trade performance in

manufacturing to have deteriorated. Trade data on tangIole goods are unfortunately

compiled by commodity and not by industry. Thus while we have good published trade

data by country oforigin, industry estimates must he determined from commodity

groups. Much ofthe discussions over what bas happened to trade revolve around what

bas occurred to merchandise trade or sorne of its commodity groupings, and especially

manufaetured goods.

Trade data are compiled and categorized by Statistic Canada frOID information

gathered from different sources. The import data consist ofa census ofall commercial

merchandise which cross the Canadian border, except ofcourse illegal imports. The

information on import values is provided by Customs and Excises, with some other data

obtained from the National Energy Board, and from General Motors, Ford, and Chrysler

on complete automobiles (see Alhassan et al. 1991). Statistics Canada converts the data

from a ~'Customs Basis" to a "Balance ofPayments Basis" which are then aggregated and

215



•

•

seasonally adjusted for the System. ofNational Accounts. Various steps are taken to

determine the accuracy ofthe data, including the value of imports, classification of

commodities, and country oforigine

Collecting and compiling export data are more difficult than with imports, since

they are less rigorously controlled and therefore open to many more erroIS. In recent

years there bas been some improvement in the expert data collected with the V.S ..

Canadian exports to the U.S. since 1990 have been based on V.S. Customs documents of

imports from Canada. Likewise the V.S. estimates their exports to Canada on the basis

of import data compiled by Statistics Canada.

Given the abt.mdance of information collected to determine the merchandise trade

data, Statistics Canada revises aIl aspects ofthe more recent data to accommodate

information received late, as weIl as other changes. Therefore more recent merchandise

trade data are open to revisions and conclusions are subject to possible modification.

The de-industrialization thesis holds that there generally shouId he a weakened

performance in manufacturing trade and possibly merchandise trade. At the least,

proponents anticipate serious problems with sorne commodity groupings, with declines

in exports and increases in imports. The drops should have been evident before the

implementation ofthe FTA and later the NAFTA, and should be most evident in the

trading pattern with the U.S..

A weakness with focusing on the broad category ofmercbandise trade is that it

consists ofmore than just manufactured products. For example, it includes wheat and

live animais together with alcoholic beverages and other commodities. Thus while sorne
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ofthe attention is given to merchandise trade, the emphasis is placed on manufacturing

trade. The data are compiled and calculated from Statistics Canada and Bank ofCanada

publications.

For a further understanding ofdevelopments specifically in manufacturing, data

compiled by origin of industry for the 1966-87 period by the former Department of

Regional Industrial Expansion are presented and analyzed.4 Information exists on the

export orientation and import penetration in manufacturing. Export orientation is defined

as the value ofexports over shipments. Import penetration as the share of imports of the

Canadian market, which is in tum the value ofshipments plus the value of imports minus

the value ofexports. These data are helpful in determining whether manufacturing faced

noticeable declines in its export orientation and simultaneously increases in import

penetration before the passage ofthe FTA and the NAFTA, as expeeted by the

de-industrialization thesis (see, e_g., Drache 1989a).

Lastly, particular attention is given to the trading pattern between the U.S. and

Canada because of their close link: in international trade and in the arguments of

proponents ofthe de-industrialization thesis. Canada and the D.S. are the world's larges!

bilateral trading partners with trade flows ofnearly 204 billion D.S. dollars, or 5.3 per

cent ofworld trade (Statistics Cana~ Catalogue No. 11-001, January 19, 1995). The

focus will be on the trends in merchandise and manufacturing trade between the two

, Published data on import penetration and export orientation provided in such detail as in the
documents ofthe Department and Regional Industrial Expansion do not exist after 1981. In addition.,

starting in 1988 a new classification procedure was used for import and expon data wmch made the Iater
trade data no longer fuIly compatlole with earIier years.
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countries. The published data is however restrieted to the 1981-1991 periode While the

period is insufficient ta properly determine the impact ofthe FTA., the data do allow us to

test the de-industrialization thesis to see ifa discemible shift in the trading pattern

occurre~and whether it was to the benefit ofthe D.S., Canada, or both. A main

advantage ofthe data set is that it incorporates U.S. and Canadian information. The

commodities are aggregated into their industries oforigin according to a consistent

classification between the two countries.

Results: Investment and Trade Patterns

Capital expenditures

Contrary to the expectations ofthe de-industrialization thesis, investment

expenditures in manufacturing in Canada have grown. The absolute levels ofcapital

expenditures in constant dollars, and their percentage ofgross domestic product in

manufacturing, were in the 1980s and 1990s generally above the 1970 levels. Declines

in investments have occurred mainly in times ofrecessions (see Koumanakos and Wood

1995).

As Figure 7.1 shows, total capital expenditures in constant 1986 dollars grew

from about 8.6 billion dollars in 1970 to a peak level ofnearly 20.6 billion dollars in

1989. While in the 1970s the average rate ofgrowth in investment expenditure was 1.5

per cent annually, in the 1980s the rate grew on average 7.8 per cent annually. The rise
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Figure 7.1 Capital Expenditures, 1961- 1996
Manufacturing Industries
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in investment expenditures was especially dramatic in the second halfofthe 1980s.

After falling during the recession ofthe early 1980s capital expenditures tumed upward

in 1985. From 1985 to 1989 investments grew on average 18.2 per cent a year.

Investments again declined in the last recession falling ta about 13.8 billion dollars in

1993. However, in constant dollars the amount was still higher than in the 1970s. In

addition, while the average annual drop in investments from 1981 to 1984 was 14.4 per

cent, the average drop was 10 per cent annuaIly from 1990 to 1993. In 1994 investments

began ta show signs ofrecovering with expenditures at about 14.8 billion constant 1986

dollars. The rising trend continued in 1995 with preliminary actuaI expenditures at over

16.6 billion current dollars and for 1996 expenditures are expected ta be more than 19.1

billion current dollars (Statistics Canada, The Daily, Intemet-Online, July 31, 1996).

Investment expenditures in relation ta the gross domestic product in

manufacturing have been aIso generally growing and followed an aImost similar trend as

the absolute levels. As Figure 7.2 shows, total investments in 1989 peaked at 21.3 per

cent ofGDP in manufacturing. Whereas the yearly average of investment expenditures

as a share ofGDP in manufacturing was 13.5 per cent in the 1960s and 12.7 per cent in

the 1970s, the yearly average grew to 16.3 per cent in 1980s and ta 17.6 per cent in the

first haIfofthe 1990s.

A closer examjnation ofthe data aIso shows that ïnves1ments have increasingly

been in new machinery and equipment. As Figure 7.1 illustrates, the rises in

investments, and particularly since the mid-1980s, have been due to the rise in spending

on machinery and equipment Whereas absolute spending in constant dollars on
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Figure 7.2 Capital Expenditures in Manufacturing
Share of RGDP Manufacturlng, 1961-1995
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construction bas shown little change, except mainly during the recession years,

investments in machinery and equipment have sharply grown. And the trend is likely to

continue into 1996, since investment in manufacturing machinery and equipment are

expected to have increased 13.5 per cent. The ratio ofexpenditures on machinery and

equipmentto those ofconstructionhas grown from 1.7:1 in 1970 to 3.1:1 in 1980 to 4.6:1

in 1990 to 8.4:1 in 1995. This suggests that manufacturing firms bave placed an

increasing proportion oftheir investments on modernizing their machinery and

equipment which in tum is likely to contribute to increasing production and plant

capacity.

Thus, in the long nm there has been a rise in capital expenditures in

manufacturing expressed in absolute terms and as a percentage of manufacturing output.

Such data might he taken to indicate a continuing confidence in Canada's manufacturing

sector. The claim that Canada bas been losing ifs manufacturing base certainly does not

find any argument in these data.

Direct investments

There is mixed support for the de-industrialization thesis with regard to U.S.

direct investments in Canadian manufacturing and Canadian direct investments abroad in

manufacturing. Over the years the level ofdirect investments ftom the U.S., including in

manufacturing, bas increased, but the U.S. share bas dropped. Meanwhile, Canadian

direct investments abroad, including manufacturing, have increased, with the V.S. as the
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favoured place, but the U .S. share has droppe<!, as the share ofother industrialized

countries bas grown.

The data in Tables 7.1, based on earlier estimates, and Table 7.2, that covers

more recent and revised data, show that foreign direct investments in Canada in aIl

industries have steadily increased over the years. In 1995 direct investments from abroad

totaled more than 168 billion dollars, compared to about 17.9 billion current dollars three

decades earlier. The bulk ofdirect investments has originated in the U.S.. But while

V.S. direct investments in Canada have steadily increased in absolute terms, their share

oftotal direct investments has dropped in more recent years.

For the years 1961 to 1991, in which published data on direct investments from

abroad are available by sector (see Table 7.1), the share ofmanufacturing has ranged

generally from slightly above 40 per cent to slightly below 45 per cent, except for 1990

and 1991 when its share was 45 and 46 per cent, respectively.s Thus direct investments

in manufacturing in absolute terms have steadily grown, with the large proportion ofthe

investments coming forrn the U.S.. Until the mid-1980s V.S. direct investments had

accounted for at least 82 per cent ofdirect investments in manufacturing, with the

exception of1974. More recently, the proportion has dropped, but notthe amount, as

Table 7.1 shows. U.S. direct investments in manufacturing have continued ta cise and in

1991 were nearly four times more than the early 1970s. In addition, since the mid-1980s,

5 It is important to note that the emphasis is placed on the relative changes in investm.ents. Henee, it
matters little whether cmrent or constant dollars are used. Further, ta properly determine the constant
dollars ofthe investments one should take into account various factors on which information is difficult to
obtain. For example, one would need ta know the specific industry in which the investment is placed and
then use the implicit priee index in that industry to arrive at an appropriate estïmate.
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Table 7.1 : Direct Investments from Ahroad , AIl sectors and in Mannfacturing

• Total Direct
Investments from Abroad Total Direct Investments from the U.S.

Manufacturing
Total Per cent of

all sectors

6,099 42.4
6,361 41.4
6,802 41.8
7,029 42.7
7,648 42.8
8,357 42.7
9,098 42.7
9,736 41.9

10,641 422
11,392 41.6
Il,703 40.4
12,582 41.2
13,898 40.9
16,540 44.0
16,891 43.6
18,131 43.6
19,354 42.9
21,443 42.8
23,687 41.7
26,793 41.4
28,265 402
29,203 40.1
31,066 40.1
33,439 40.1
37,169 42.6
41,275 44.7
43,857 43.1
47,887 43.3
53,226 44.7
57,010 45.0
60,586 46.0

Manufacturing
Total Per cent of

ail sectors

us. sbare of
Canada's direct

investments from
abroad in

IJ13II1Jfucturi
sector

%

83.0
82.8
83.9
81.7
84.1
84.4
85.0
85.5
85.6
84.8
84.0
83.8
83.4
78.5
83.5
83.9
84.3
85.4
83.7

833
82.4
82.5
83.0
83.5
86.7
80.8
78.5
74.0
74.7

73.1
72.0

%'000000.
5,065 42.6
5,266 41.6
5,708 422
5,743 432
6,435 44.7
7,053 442
7,737 44.5
8,323 43.9
9,106 44.4
9,660 43.8
9,826 42.5

10,550 43.4
11,597 43.1
12,987 43.5
14,107 462
15,218 46.5
16,320 45.8

18,305 462
19,828 45.1

22,320 44.3
23,289 43.3
24,104 44.3
25,773 44.1

27,930 44.1
32,233 48.8
33,330 49.7
34,440 48.0
35,419 48.1
39,781 50.9
41,674 515
43,625 52.1

'000.000

Allsectors

11,892
12,661
13,514
13,308
14,408
15,942
17,395
18,975
20,493
22,054
23,117
24,305
26,919
29,870
30,506
32,726
35,595
39,592
44,006
50,368
53,777
54,457
58,446
63,355
66,013
67,025
71,806
73,710
78,217
80,931
83,775

%'000.000'000.000

Allsectors

14,391
15,381
16,276
16,473
17,865
19,550
21,287
23,234
25,241
27,374
28,989
30,563
33,977
37,557
38,728
41,623
45,133
50,089
56,785
64,708
70,327
72,814
77,413
83,385
87,226

~401

101,843
110,545
118,958
126,588
131,630

1961
1962
1%3
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991

•
Note: Short term companyaccounts are included from 1983 on.

Source: Calculated from data compiled by Statistics Canada, Canada's International. Investment Positio~
Historical Statistics, Catalogue No. 67-202, 1994



Table 7..2: Direct Investment from Abroa~Selected Industry Groops,
!rom an COUDtries and United Sta~1983-1995• Food
beverage

&tobacco

Wood ChemicaIs, Metallic
ad & temles minerais &

paper metal products

Madlinery Transportation EIectricaI &
ad eqaipmeDt electronic

equipmeDt prodacts

Total
sewen

induslries

Toml
Direct

lnvestmeu1s
fromabroad

•

AIl CountrU!s (1IIÜÜons oftkJl/Qrs)

1983 4.509 3.262 8.924 5.048 2,995 6.839 3.181
1984 4.837 3.390 8.157 3.879 3.313 7.937 4.984
1985 5.991 3.558 8.103 4.333 3.777 9.875 5.802
1986 7.190 3.526 8.880 4.608 4.189 11.458 5.803
1987 7.464 5.294 9.077 5.847 4,303 12.736 6.667
1988 8.414 5,472 10.168 7.857 4,456 12,104 7.024
1989 8.183 7.308 12.056 8.393 5.113 12.826 7.202
1990 9.223 7.615 13.579 9.750 5,224 13.142 7,287
1991 10.387 7.896 14.293 9.856 5.340 12,831 7,734
1992 11.636 8.891 15,173 9.595 5.650 12.804 7,630
1993 11.958 8.919 16.136 9,896 6.243 14.311 7,744
1994 12.746 9.145 17.693 9,643 6.633 17.813 8,486
1995 15.953 7.907 18,312 10.209 7.054 18.019 11.927

U.s. Direct Investments in canada (mi/lions ofeIollars)

1983 3.481 2.238 7.295 4.289 2.803 5,901 2.707
1984 3.635 2.323 7.000 3,348 2.854 6.993 4,475
1985 4.565 2.439 7.007 3.630 3.179 8,416 5,175
1986 4.979 2,271 7,235 3.873 3,545 9.612 4.884
1987 5,426 2.454 7.133 4.282 3,492 10.731 5.651
1988 4.600 2.870 7,774 4.994 3.594 9.816 5.991
1989 4.947 5.173 8.557 4.467 3.913 10.363 6.080
1990 5.603 5,491 8.856 5,258 4,001 10.557 6.069
1991 6.712 5.496 9.628 5.327 4.015 10.443 6.061
1992 7.533 6.085 10.517 5,377 4.247 10.489 6.027
1993 7.934 5.943 11.378 5.614 4.729 12.033 6,059
1994 8.468 6.931 12.596 5.912 5.101 15,410 6,668
1995 9.393 5.826 13,142 6.629 5,470 15.258 9.882

U.s. Direct Investments in canada (percentage oftotal direct investments)

1983 77.2 68.6 81.7 85.0 93.6 86.3 85.1
1984 75.1 68.5 85.8 86.3 86.1 88.1 89.8
1985 76.2 68.5 86.5 83.8 84.2 85.2 89.2
1986 69.2 64.4 81.5 84.0 84.6 83.9 84.2
1987 72.7 46.4 78.6 73.2 81.2 84.3 84.8
1988 54.7 52.4 76.5 63.6 80.7 81.1 85.3
1989 60.5 70.8 71.0 53.2 76.5 BO.8 84.4
1990 60.8 72.1 65.2 53.9 76.6 80.3 83.3
1991 64.6 69.6 67.4 54.0 75.2 81.4 78.4
1992 64.7 68.4 69.3 56.0 75.2 81.9 79.0
1993 66.3 66.6 70.5 56.7 75.7 84.1 78.2
1994 66.4 75.8 71.2 61.3 76.9 86.5 78.6
1995 58.9 73.7 71.8 64.9 n.5 84.7 82.9

Source: Calculated from data compiled by Statistîc:s Canada, Canada's International Investment Position,

Catalogue No. 67-202. 1994, 1995, 1996

34.758
36,497
41.439
45.654
51.388
55.495
61.081
65.820
68.337
71.379
75.207
82.159
89.381

28.714
30.628
34,411
36.399
39.169
39.639
43.500
45.835
47.682
50.275
53.690
61.086
65.600

82.6
83.9
83.0
79.7
76.2
71.4
71.2
69.6
69.8
70.4
71.4
74.4
73.4

79.668
85.984
90.358
96.054

106.144
114.480
123.083
131.131
135.840
138.696
142.321
152.784
168.077

59.706
64.762
67.874
69,241
74.194
76.345
80.877
84.353
86.996
89.115
91.620

101.514
113.092

74.9
75.3
75.1
72.1
69.9
66.7
65.7
64.3
64.0
64.3
64.4
66.4
67.3
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an increasing proportion ofU.S. investments went into manufacturing. While D.S. direct

investments in manufacturing as a share ofall direct investments from abroad dropped ta

72 per cent in 1991, the level ofU.S. direct investments in manufacturing had grown and

made up more than 52 per cent ofall U.S. direct investments in Canada

Data categorized according to industry groups ofwhich data for selected

industries have been compiled in Table 7.2, show that in the past decade all have faced a

rise in the level ofdirect investments frOID abroad. The buIk ofthe investments was

from the U.S., but the V.S. share has dropped in some ofthe industry groups. Direct

investments in machinery and equipment, and in metallic mineraIs and metal products,

were in 1995 much more than the 1983 level. But in metallic mineraIs and metal

products the V.S. share ofdirect investments dropped from 85 per cent in 1983 to 64.9

per cent in 1995, and in machinery and equipment the D.S. share dropped from 93.6 per

cent to 77.5 per cent.

The U.S. share ofdirect investments in the selected manufacturing industries

together, dropped from about 84 per cent in 1984 to nearly 70 per cent in 1991, but the

proportion has since sIightly grown reaching more than 73 per cent in 1995. However,

while the share ofU.S. investments in total direct investments in manufacturing or

selected manufacturing industries fell, the absolute amount ofU.S. investments has

steadily increased. In 1995 V.S. direct investments reached more than 113 billion

dollars, or 67.3 per cent ofthe total direct investments in Canada, compared to about

59.7 billion dollars in 1983 or 74.9 per cent ofthe total direct investments in Canada (see

Table 7.2). Similarly, the D.S. amount in selected manufacturing industries grew frOID
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28.7 billion dollars to 65.6 billion dollars. Further, the majority ofU.S. direct

investments are in manufacturing, and the proportion in manufacturing bas increased in

the past decade, as evident from data in Table 7.1 and 72. Based on data for the selected

manufacturing industries in Table 7.2, the proportion of U.S. direct investments in these

industries was about 48 per cent in 1983 but grew to 58 per cent by 1995.

The trend in direct investments from abroad in Canada is counter ta that

predicted by proponents ofthe de-industrialization thesis. Rather than moving

investments out ofCanada, or at least out ofmanufacturing, as the de-industrialization

thesis expect~U.S. and other foreign. investors, have increased their level of

investments, including in manufacturing.

The rise in foreign direct investments in Canada bas however been accompanied

by an inCIease in Canadian direct investments abroad, including in manufacturing. As

Table 7.3 shows for the 1960-1991 period, the lastperiod forwhichpublished data

included investments categorized as in manufacturing, the level oftotaI direct

investments abroad increased steadily. Total direct ïnves1ments abroad in 1991 were

nearly 2.8 times the 1981 IeveL and the part invested in manufacturing was in 1991

nearly 2.5 times the 1981level. l'hus whereas the proportion ofdirect investments

abroad in manufacturing ranged from about 56 to 62 per cent in the 1960s, it ranged from

about 46 to 54 per cent in 1970s, and dropped ta a range ofabout 44 per cent to 48 per

cent in the 1980s and early 19905. The bulk ofall Canadian investments abroad is placed

in the U.S.. Both. the direct investments placed in the U.S. and the share oftotaI direct

investments abroad placed in the U.S. were higher in the 1980s and early 1990s than in
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Table 7.3 : Canadian Direct Investments Abroad, AU sectors and in MaDufacturing• Canadian Direct Investments Ahmad Canadian Direct Investments in the U.S.

AIl sectors Manufacturing Ali sectors Manufacturing

Total Per cent of
all sectors

Percent of
Cdndirect

investments
Total in U.S.

Total

'000,000 '000,000 %

Total

'000,000

Perœntof
Cdn direct

investments
abroad

% '000,000 %

Percent of
total Cdn direct:

investments
abroad in

manufacturing
placed in U.S.

%

Source: Calcu1ated from data compiled by Statistïcs Canada, Canada's International Investment Position,
Historical Statistics, Catalogue No. 67-202, 1994

Note: Short term company accounts are included from 1983 on.

•

1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991

2.596
2.784
3,082
3.272
3.469
3.711
4.030
4.617
5,211
6.188
6,538
6,715
7,835
9,210

10,526
11,491
13.509
16,422
20.496
26,967
33,847
35.558
39,859
47,422
54,123
58,492
66.794
72.146
80,n9
87,886
94,435

1,458 56.2
1.644 59.1
1.850 60.0
2.005 61.3
2,111 60.9
2,289 61.7
2,446 60.7
2,744- 59.4
3,050 58.5
3,207 51.8
3,448 52.7
3,639 54.2
3,941 50.3
4.688 50.9
5.315 50.5
5,589 48.6
6,570 48.6
7,619 46.4

10,247 50.0
11,750 43.6
16,351 48.3
16,763 47.1
18,169 45.6
20,614 43.5
24,808 45.8
26,233 44.8
29,083 43.5
31,692 43.9
37,064 45.9
39.985 45.5
41,393 43.8

1,724 66.4
1,786 64.2
1,922 62.4
1,967 60.1
2,041 58.8
2.100 56.6
2.190 54.3
2,546 55.1
2.979 57.2
3,273 52.9
3,399 52.0
3,433 51.1
3,926 50.1
4,769 51.8
5,559 52.8
6,092 53.0
7,116 52.7
8,965 54.6

12,165 59.4
16,781 62.2
22.356 66.1
23,781 66.9
26,576 66.7
32,151 67.8
37,074 68.5
39,424 67.4
43.365 64.9
46,497 64.4
50,341 62.3
52,800 60.1
54,639 57.9

932 54.1 63.9
1,000 56.0 60.8
1,109 57.7 59.9
1,147 58.3 57.2
1,186 58.1 56.2
1,273 60.6 55.6
1,358 62.0 55.5
1,536 60.3 56.0
1,733 58.2 56.8
1,881 57.5 58.7
1,979 58.2 57.4
2,101 61.2 57.7
2,145 54.6 54.4
2,643 55.4 56.4
3,068 55.2 57.7
3,228 53.0 57.8
3,742 52.6 57.0
4,547 50.7 59.7
6,078 50.0 59.3
6,889 41.1 58.6

10.879 48.7 66.5
11.687 49.1 69.7
12.956 48.8 71.3
14,909 46.4 72.3
17.921 48.3 72.2
19,024 48.3 72.5
20,092 46.3 69.1
21,333 45.9 67.3
24,836 49.3 67.0
26,003 49.2 65.0
26,596 48.7 64.3
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the 1970s. However, the proportion ofthose investments in manufacturing industries

were higher in the 1970s than in the 1980s and early 1990s. Whereas in 1971 more than

58 per cent ofCanadian investments in the U.S. were inmanufacturing, in 1981 and

1991 the share was about 49 per cent. But despite the drop, the U.S. attracted a larger

share ofCanadian investm.ents abroad in rnanufacturing in the 1980s and early 1990s

than in the 1970s. The peak yearwas 1985 when the U.S. was the destination of72.5 per

cent ofthe total Canadian direct investments abroad in manufacturing. Since then the

share has dropped and was at 64.3 per cent in 1991, still at a higher level than in the

1970s.

As Table 7.4 shows, based on more recent revised published data, the amount of

Canadian direct investments abroad bas increased, and the U.S. is still the favoured

destination. Direct investments abroad bave increased from more than 42.3 billion

dollars in 1983 ta nearly 142.4 billion dollars in 1995. Canadian direct investments in the

U.S. totaled over 76.5 billion dollars, compared to about 28.6 billion dollars in 1983.

The amount ofdirect investments abroad placed in certain manufacturing industries, as

shawn in Table 7.4, grew from about 19.5 billion dollars in 1983 ta 57.6 billion dollars in

1995. In the same period the amount placed in the U.S. increased from about 12.5 billion

dollars to about 28.6 billion dollars. However, the proportion of all Canadian direct

investments that are placed in the U.S. bas fallen from about 67.6 per cent in 1983 to

about 54 per cent in 1995. Similarly, the proportion ofall Canadian direct investments in

the selected manufacturing industries bas fallen from nearly 64 per cent in 1983 to nearly

50 per cent in 1995. Likewise, in four ofthe seven industry groups, the share ofdirect
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Table 7.4: Direct Investment Ahroad, selected Industry Groups,
ail countries and United States, 1983-1995• Food
beverage

&tobacco

Wood
and

paper

ChemicaJs.
chemical
products
& textiles

IletaDic Machinery Transportation EIectricaI &
minerais & and equipment electronic

metaJ equipment products
products

Total
Dirvct

Investments
Abroad

•

Direct Investments Abroad(millions ofdollars)

1983 3,813 1,560 3,745 8,026 185 634 1,507
1984 3,846 1,875 4.041 8.782 171 961 2.267
1985 5,186 2.,105 4.676 10,239 91 645 2,697
1986 5.376 2,339 4.981 10.776 214 975 3.190
1987 5.331 2.,791 5.437 11,255 503 1,478 3.318
1988 5.552 3.013 5.716 12,415 654 1,592 4.027
1989 6.993 3,289 6,205 11.857 964 1,974 4,417
1990 7,603 3,510 6.949 13,148 1,100 2.125 5.014
1991 8,118 3,472 7.928 14,197 502 2,212 6.931
1992 8,390 3.576 7.522 15.570 593 2,563 8,498
1993 8,018 3,674 9,317 17,924 927 3,070 7,273
1994 9,233 4.344 11.376 20.512 1,OSS 3,710 7,487
1995 9,608 4,767 6.649 23.093 1,159 3,870 8,436

Direct /mestnHMts ftom Canada in the United States (miBions ofdollars)

1983 2,455 1,361 3,363 3.730 52 107 1.387
1984 2.390 1,602 3,653 4,510 (12) 386 1.995
1985 3,272 1.307 4.072 5.750 2 207 2.393
1986 3.584 1.660 4.326 6,302 123 470 2,664
1987 3.125 1.827 4.805 6.609 226 773 2.472
1988 3.005 1,824 5.063 7.068 218 526 3,263
1989 4,019 2,113 5.503 6,411 467 615 3,541
1990 4.489 2.214 6.039 7.145 484 846 3,845
1991 4..262 1.962 6.507 7,710 239 975 4,334
1992 4,653 1.933 5.723 8.559 356 1.345 6.010
1993 3,822 2,090 6.535 9.287 383 1.651 4,600
1994 4.168 3,046 8.121 10.340 464 1.819 3,993
1995 4.403 3.382 2,937 11.661 489 1,671 4,027

Percentage oftotal direct inVestments abroad placed in the UnitedStates

1983 64.4 87.2 89.8 46.5 28.1 16.9 92.0
1984 621 85.4 90.4 51.4 -7.0 402 88.0
1985 63.1 62.1 87.1 562 2.2 32.1 88.7
1986 66.7 71.0 86.9 58.5 57.5 482 83.5
1987 58.6 65.5 88.4 58.7 44.9 52.3 74.5
1988 54.1 60.5 88.6 56.9 33.3 33.0 81.0
1989 57.5 64.2 88.7 54.1 48.4 31.2 80.2
1990 59.0 63.1 86.9 54.3 44.0 39.8 76.7
1991 52.5 56.5 82.1 54.3 47.6 44.1 62.5
1992 55.5 54.1 76.1 55.0 60.0 52.5 70.7
1993 47.7 56.9 70.1 51.8 41.3 53.8 63.2
1994 45.1 70.1 71.4 50.4 44.7 49.0 53.3
1995 45.8 70.9 442 50.5 42.2 432 47.7

Source: CaJcuIa:ted from data compiled by 5tatistïcs~ Canadas Intema:tionaJ Investment Position..

CaIaIogue No. 67-202, 1994, 1995. 1996

19.470
21.943
25,639
27,851
30.113
32,969
35,699
39.449
43.360
46.712
50.203
57.700
57,582

12.455
14.524
17,003
19,129
19.837
20.967
22.669
25.062
25.989
28,579
28.368
31.951
28,570

64.0
66.2
66.3
68.7
65.9
63.6
63.5
63.5
59.9
61.2
56.5
55.4
49.6

42,318
50.092
57,224
61.497
70,641
76.169
84,273
91.462

101.761
107,451
114.860
131.394
142.347

28,587
34,700
39.586
42,027
46.091
48,809
52,615
55.475
58,398
61.471
61.828
68.835
76,505

67.6
69.3
69.2
68.3
65.2
64.1
62.4
60.7
57.4
57.2
53.8
52.4
53.7
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investments abroad placed in the U.S. fell. For example, whereas in 1983 the U.S.

attracted 92 per cent ofCanadian direct investments abroad in electrical and electronic

products, by 1995 the proportion had fallen to 47.7 per cent. The proportion for the

seven manufacturing industry groups examined faced similar trends. Meanwhile, little

change occurred in the metallic minerals and metal products, much volatility in the

machinery and equipment, and a sharp rise in transportation equipment industries. Thus

as the overall amount of direct investments abroad has increased, so bas the amount

placed in the U.S.. But the proportion placed in the U.S. has dropped.

Further, as Figure 7.3 illustrates, the proportion ofdirect investments in Canada

made up by selected manufacturing industries, has increased from under 44 per cent in

1983 to over 53 per cent in 1995. In contrast, the proportion ofdirect investments abroad

made up by selected manufacturing industries fell from about 46 per cent to 40.5 per

cent. Thus, the trends in direct investments in Canada and abroad put into question the

claims ofthe de-industrialization thesis. However, missing from the analysis is money

that bas pennanently left the country together with the investor who is no longer a

Canadian resident.

Trade

As was the case with investment data, trends in trade appear to be quite different

from the expectations ofthe de-industrialization thesis. Merchandise and manufacturing

imports have certainly increased over the last three decades, but so have merchandise
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and manufacturing exports. And while manufacturing import penetration grew, so did

manufacturing export orientation. As for trade with the U.S., in the 1981-91 period the

value ofU.S. manufacturing imports in the Canadïan market grew, but the U.S. share of

Canada's total imports fell. Meanwhile, the value ofCanadian manufaeturing exports to

the D.S. also grew, with the result that Canada moved from having a deficit ta a surplus

situation in trade with the D.S..

Over the years merchandise imports and exports have both increased with Canada

retaining a trade smplus. The tise in experts and imports grew quite sharply since the

mid-1980s, with each achieving an average annual rise of 12 per cent. As shawn in

Table 7.5, in current dollars merchandise imports grew from more than 15.3 billion in

1971 to nearly 77.1 billion in 1981 to about 225.3 in 1995. In the same years, exports

grew from about 17.8 billion dollars to 84.4 billion dollars to over 253.5 billion dollars.

Thus, in 1995 Canada had a merchandise trade surplus ofnearly 28.3 billion doll&""S,

higher than in 1994 when it was about 15 billion dollars, and far higher than the earlier

peak of 19.8 billion dollars achieved in 1984.

The picture changes somewhat when the merchandise trade figures are in

constant 1986 dollars, as shown in Tables 7.6 and 7.7. Merchandise imports in constant

1986 dollars grew from more than 75.8 billion in 1980 to nearly 141.1 billion in 1989 ta

217.2 billion in 1995. In the same years exports also grew, rising from about 81.4

billion constant 1986 dollars to nearly 137.8 billion to aImost 202 billion dollars. Thus,

the surplus in merchandise trade expresséd in constant dollars was not as wide as in

current dollars. For example, in 1984 the surplus was nearly 15.6 billion constant 1986
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Table 7.5: Merchandise Trade and Manufacturing Trade, 1971-1995
(current dollars)

Imports Exports Balance

Merchandise Manufacturing Merchandise Manufacturing Merchandise Manufacturing

941
(14

(159
2.141

(3.720

0.299)
(292)
(89)

(2,412)
1,137

0.502)
4.812
2,562
2,757

367

(901
1.412

(1,151)
(1.607)
1,215

(6.244)
(5.387
(3.753)
(2,252
9,181

'000.000 '000.000

2.468
1,950
2,923
1.835
(346)

1,558
2.912
4.313
4,425
8,118

1292
17.654
17,458
19.837
16.392

9.944
11,221
8,917
6,059
8696

3,616
6.201
9.323

15,047
28.285

'000.000--- ---
14.168
15,805
19.378
23.052
23,496

28,359
33.683
40.926
48,871
55,781

60672
59820
65.512
82.661
89.553

96,176
102.033
112,749
116.652
115,318

110.220
121.773
143.638
115,418
207,720

'000.000
--~.---

17782
20.222
25.649
32.738
33.616

38 166
44495
53.361
65.582
16,681

84432
84.393
90.556

111.330
119.061

120.318
126.340
137.779
141.514
145.555

140.233
155.402
181.251
217.854
253.536

'000.000
~-----

13.227
15.819
19.537
25.193
27.216

29.658
33.975
41,015
51,289
54,644

62.174
54.948
62,950
79,904
89.186

97,077
100.621
113,900
118.259
116,533

116.464
127,160
141.391
111,670
198,539

'000.000--- ---

15,314
18.272
22,726
30,903
33.962

36.608
41,523
49.048
61,151
61,903

11,140
66.139
73.098
91,493

102.669

110,374
115,119
128,862
135.455
136,859

136.617
149,201
111,928
202,807
225.251

1916
1977
1978
1919
1980

1981
1982
1983
1984
1985

1986
1987
1988
1989
1990

1991
1992
1993
1994
1995

1971
1972
1973
1974
1975

Sources: Compiled and calculated from.
Statisties Canada, CWlRdian Economie Observer, Historieat Statistical Supplement, 1995/1996. Catalogue No. 11-201-XPB, Vol. 10, July 1996
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Table 7.6: Imports, Manufacturing Trade and Merchandise Trade, 1980-1995
(constant 1986 dollars)

Natural Motor Vehicle Other Mamifactured
Resource Mater/ols and Parts Goods

Toial Shore or Total Share of Total Shore of
total manu- total manu- total manu-

fa~turlng facturlng facturlng

'OOO~OOO % '000,000 % '000,000 %

Total
Manufacturlng

'000,000

Merchandise
Trode

Total Sbare
madeupof

manufacturlng
'000,000 %

1980
1981
1982

1983
1984
1985

1986
1987
1988

1989
1990
1991

1992
1993
1994

1995

16.053 23.8
16.798 24.3
13,694 23.4

15,631 23.0
17.309 20.8
19.687 21.7

20,420 21.1
21.627 21.1
25,314 21.5

26.575 21.6
26.553 21.8
25,582 20.5

27.904 20.9
30292 20.4
35.380 20.5

39,001 20.2

20,475 30.3
20.042 28.9
17,280 29.6

21.713 31.9
28.268 34.1
32.425 35.7

33.124 34.3
33,111 32.3
34,806 29.6

33.125 27.0
31,113 25.6
31.777 25.5

32.612 24.5
36.788 24.8
41,474 24.0

42.620 22.1

30,983 45.9
32.398 46.8
27,503 47.0

30.756 45.2
37.440 45.1
38.790 42.7

43,154 44.6
47,630 46.5
57.489 48.9

63.109 51.4
64.007 52.6
67,426 54.0

72,789 54.6
81.482 54.8
95.652 55.4

11 1.359 57.7

67,511
69.238
58,477

68,100
83.017
90.902

96.698
102.368
117,609

122.809
121,673
124,785

133,305
148.562
172,506

192.980

75,827 89.0
83,386 83.0
69,635 84.0

77,318 88.1
92,520 89.7

102.103 89.0

110.374 87.6
117,229 87.3
133,813 87.9

141,099 87.0
141,529 86.0
146,115 85.4

156,395 85.2
173,665 85.S
197,856 87.2

217.178 88.9

Note: Naturel resource materials include construction malerials and industrial malerials.

Cther manufactured goods Include Bircrafi & parts. ether transportation equipment, agricullural machlneTY. communication & eleclronic equipment,
Industrial machlnery, ether equlpment & tools, and other consumer goods.

Total manufacturlng Includes natural resource Materiels. motor vehicle and parts, and other menufBctured goods.

Sources: Compiled and calculnted from,
Bank ofCanada, Bank ofCanadn Review, Winter 1996-1997 and July 1990
Statistics Canada, Catalogue No. 11-01OH XPB, Canadian Economie Observer, Statistical Summary, March 1997
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Table 7.7: Exports, Manufacturing Trade and Merchandise Trade, 1980-1995
(constant 1986 dollars)

Natllral
Resource Materiais

Totnl 5hnre or
total manu

racturlng
'OOOtOOO %

Motor Vehicle Dt/1er Malllifactllred Merc/,a"dise
alld Parts Goods Total Trade

Manufacturlnll.
Total Sbare or Tofal Sbare or Tolal Sbare

total manu- total manu· made upor
racturlng racturlng manuracturlng

'OOOtOOO % 'OOOtOOO % 'OOOtOOO '000,000 %

1980
1981
1982

1983
1984
1985

1986
1987
1988

1989
1990
1991

1992
1993
1994

1995

33.081 51.5
32.378 49.0
29,657 45.4

31All 44.1
34,566 39.9
35,811 39.0

38.947 40.7
41.858 42.3
44405 41.1

44.551 40.0
43.199 36.3
43.517 38.8

44.652 36.6
46,939 34.0
50.207 31.3

61.858 33.7

16t066 25.0
18t026 27.3
20,700 31.7

25.204 35.4
32.908 37.9
34,435 37.5

31,910 33.3
32.017 32.3
36136 33.5

36,886 33.1
36.124 30.4
33.364 29.8

36.472 29.9
43,079 31.2
48,255 30.1

50.933 27.8

15,098 23.5
15.719 23.8
14.971 22.9

14.643 20.5
19.263 22.2
21.670 23.6

24.953 26.0
25t 160 25.4
27484 25.4

29.995 26.9
39.559 33.3
35.251 31.4

40.942 33.5
48,097 34.8
62.076 38.7

70.544 38.5

64,245
66t 123
65.328

71.258
86.737
91,916

95,810
99,035

108,025

111.432
118.882
112.132

122.066
138,115
160.538

183,335

81.350 79.0
85.363 77.S
84.894 77.0

91.187 78.1
108.122 80.2
115.078 79.9

120.318 79.6
124.719 79.4
136.280 79.3

137.794 80.9
144.114 82.5
146.534 76.5

158.412 77.1
175.972 78.5
201.980 79.5

227.031 80.8

Note: Natural resource materlals lnclude lumber and sawmlll products, pulp and paper, metals and minerais, chemlcals and fertllizcrs.
Otller manufactured goods Include alrcraft & parts, other transportation equlpment, agrlcultural ntachlnery, communication & electronlc equlpment.

Industrlal machlnery, other equlpment & tools, other consunler goods. and other lndustrlal goods
Total manufaclurlng Includes nalura) resource materlals, mator vehlcle and parts, and other manufactured goods.

Sources: Compiled and calculated from,
Bank ofCanada, Bank of Canada Review, Winter 1996·1997 and July 1990
Statistics Càilada, Catalogue No. 11-010-XPB, Canadian Economie Observer, Statistlcnl Swnmary. March 1997
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dollars and in 1995 the surplus was about 9.9 billion. Nevertheless, a surplus existed

whether expressed in constant or current dollars, and the trends are contrary to what the

de-industrialization thesis would lead us to expect.

However, merchandise trade comprises more than just manufacturing. And the

concem is often expressed over the situation in manufacturing which in the 1980-95

period averaged more than 78 per cent ofmerchandise exports and about 87 per cent of

merchandise imports expressed in constant 1986 dollars (see Tables 7.6 and 7.7).

Manufacturing trade data for the 1966-87 period compiled by the former

Department ofRegional Industrial Expansion (1984, 1988) show that the increase in

manufacturing imports was accompanied by an even higher increase in manufacturing

exports. In 1987 imports were nearly 12.6 times the amount oftwo decades earlier. And

import penetration grew from 21 per cent in 1966 to 29.2 per cent in 1976 to 37 per cent

in 1987. But by 1987 exports were aetually 13.8 times more than in 1966. And export

orientation rose from 18.8 per cent in 1966 ta 26.2 per cent in 1976 ta 35.9 per cent in

1987. Renee, whereas import penetration grew 16 percentage points, expert orientation

grew 17.1 percentage points in the 1966-1987 periode

In more recent years trade in manufacturing has aIse shown increases in imports

and exports (see Tables 7.6 and 7.7). In eurrent dollars imports grew :from about 13.2

billion in 1971 ta nearly 62.2 billion in 1981 to a peak level ofover 198.5 billion in 1995.

Such a trend is what the de-industrialization thesis would expect. But the trend in

impocts was accompanied by a similar one in exports. Manufacturing exports grew from

nearly 14.2 billion in 1971 ta about 60.7 billion in 1981 to almost 207.7 billion in 1995.
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Thus, as Table 7.5 shows and Figure 7.4 illustrates, not only have both imports and

exports continued ta rise, but, for example, between 1987 and 1995 exports of

manufactured goods more than doubled. Further, the strong performance in

manufacturing exports resuIted in a trade surplus in 1995 ofnearly 9.2 billion dollars, the

first since 1987. (lt is worth noting that in the 1990s the Canadïan dollar decreased in

value relative ta the U.S. dollar. See Bank ofCanada, 1997.)

The trend in manufacturing trade is less spectacular when expressed in constant

dollars (see Tables 7.6 and 7.7). Nevertheless, both imports and exports grew. In

constant 1986 dollars manufacturing imports rose frOID about 67.5 billion in 1980 to

nearly 193 billion in 1995. This was accompanied by an increase in manufacturing

exports from about 64.2 billion in 1980 to nearly 183.3 billion in 1995. But as Figure 7.5

illustrates, in the 1980-95 period a manufacturing trade surplus in constant 1986 dollars

only occurred from 1982 ta 1985. And whereas in 1995 the manufacturing sector had a

trade smplus in current dollars, it had a trade deficit in constant 1986 dollars. However,

the recent strong performance in manufacturing exports has shrunk the size ofthe deficit

from 12.7 billion constant dollars in 1991 to 9.6 billion constant dollars in 1995.

In addition, the value of imported motor vehicle and parts products rose frOID

nearly 20.5 billion constant 1986 dollars in 1980 to about 42.6 billion in 1995, a rise of

aImost 22.1 billion dollars (see Table 7.6). But exports aIso grew from about 16 billion

constant 1986 dollars in 1980 to nearly 54 billion in 1995, an increase ofnearly 34.9

billion dollars (see Table 7.7). These changes raise doubts about claims that the
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Figure 7.4 Manufacturing Trade, 1971·1995
(millions of dollars)
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Figure 7.5 Manufacturing Trade, 1980-95
(constant 1986 dollars)
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"automotive industry" is disappearing. Moreover, in constant dollars the share ofmotor

vehicle and parts products in total manufacturing imports feU, but grew in total

manufacturing exports. As for natura! resource material products and other

manufactured goods, their value of imports and exports in constant 1986 dollars bath

increased in the 1980-95 periode Further, while the share of natural resource products in

manufacturing imports showed little change, their share in manufacturing exports was

lower in the early 1990s than in the early 19805.

Much ofthe merchandise and manufacturingtrade continues to he with the D.S..

Since 1971 the values ofU.S. merchandise imports in Canada and Canadian merchandise

exports to the D.S. have grown, with Canada having a merchandise trade surplus

(Statistics Canada, Catalogue No. 11-201-XPB, 1996). The D.S. share ofthe total value

ofmerchandise imports in Canada grew from almost 68 per cent in 1971 to ooly about 69

per cent in 1991 to nearly 75 per cent in 1995. Meanwhile, the D.S. share ofthe total

value ofaIl Canadian merchandise exports grew from about 66 per cent in 1981 to

around 75 per cent in 1991 to nearly 80 percent in 1995. In addition, the merchandise

trade surplus with the U.S. grew from about 1.3 billion current dollars in 1971 to nearly

11.4 billion in 1991 to aImost 33 billion in 1995. But one can rightly argue that the rise

in merchandise exports and trade balance may not necessarily he due to increasing

exports in manufacturing.

Manufacturing trade data for the 1981-1991 period show that at least over that

period the value ofCanadian manufacturing exports to the U.S. was growing, and so did

the value ofU.S. manufacturing imports in Canada. As Table 7.8 shows, the value of
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• Table 7.8: Trade Patterns: Canada - United States, Mannfacturing Industries,
1981-1991

Value ofSupply

mi/lion 0.8.$

CANADIAN INDUSTRIES

in Canadian market

Total
Market Share

%

Import
Market Share

%

•

1981-83 1 106,.758 1 66.8

1985-87 1 118,134 1 60.7

1989-91 1 156,073 1 59.3

in United States market

1981-83 1 37,502 1 1.9 1 19.9

1985-87 1 57,613 1 2.3 1 17.6

1989-91 1 76,282 1 2.6 1 18.0

UNITED STATES INDUSTRIES

in Canadian market

1981-83 1 39,141 1 24.5 1 73.7

1985-87 1 53,191 1 27.4 1 69.7

1989-91 1 72,212 1 27.4 1 673

Source: Compiled from Statïstics Canada. Trade Patterns: Canada - United States,

The Manufacturing Industries, 1981-1991,

Catalogue No. 65-504, 1993
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supplies in the Canadian market in manufacturers rose from. nearly 107 billion dollars in

1981-83 to more than 156 billion dollars in 1989-91 with the share ofthe total market

accounted by Canadian industries dropping from 66.8 per cent to 59.3 per cent. The

value ofU.S. manufacturing imports in the Canadian market grew from more than 39.1

billion dollars in 1981-83 to about 72.2 billion dollars in 1989-91. But when considered

in relative tenns, a different picture emerges; the U.S. share in the Canadian import

market dropped from 73.7 per cent ta 67.3 per cent. The D.S. share ofthe total Canadian

manufacturers grew from24.5 per cent in 1981-83 to 27.4 in 1985-87, but it stayed at

that level also for 1989-91.

More important, overthe 1981-91 period, Canadian manufacturing exports to the

U.S. more than doubled, rising frOID about 37.5 billion dollars ta nearly 76.3 billion

dollars. While in 1981-83 Canada had a deficit with the D.S. in manufacturing trade of

about 1.6 billion dollars, Canada had a surplus ofmore than 4.4 billion dollars in 1985

87 and more than four billion dollars in 1989-91. In addition, Canada accounted for 19.9

per cent ofthe total D.S. import market in 1981-83, it fell to 17.6 per cent in 1985-87,

but slightly rose in 1989-91 to 18 per cent. But the drop in the Canadïan share oftotal

U.S. imports was the result ofan increasing level ofimports in the U.S. market from also

other countries. Interestingly, over the same years, the Canadian share ofthe U.S. market

in manufacturers grew frOID 1.9 per cent in 1981-83 to 2.6 per cent in 1989-91. Thus, in

the 1981-91 period the trade pattern between Canada and the U.S. was clearly not what

the de-industrialization thesis predicted.
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ConcIuding Remarks

In assessing the impact ofthe FTA and the NAFTA on investm.ents and trade, it is

worth recalling that the de-industrialization thesis was fonnulated long before these trade

agreements came into force. From the de-industrialization perspective the FTA and the

NAFTA accelerated, or assured that, de-industrialization would occur. A proper

evaluation ofthe impacts ofthe agreements should examine developments over a longer

period than froID the time they were implemented and compare recent and past

developments. Further, although one can dispute the cause, one cannat neglect the fact

that Canada faced a recession in the early 1990s which affected developments in

manufacturing.

Ag~ data looked at over a short period are likely to leave a distorted picture.

Focusing on only 1989 to 1993, suggests an apocalyptic future for Canada's industrial

base with sharp drops in investments and thereby support for the de-industrialization

thesis. A more realistic picture is achieved from long tenu data; there bas been an

overall rise in investments with drops occurring during recessions. Likewise, those who

in the mid-1980s concentrated on only drops in investments that occurred in the early

1980s would have arrived at the incorrect conclusion that Canada was on the verge of

losing its manufaeturing industries. Yet the reverse happened in the second halfofthe

1980s. Thus, while it is true that since the implementation ofthe FTA investments

dropped, we cannot neglect that there was an economic downtum. Ofcourse, one can

argue that the FTA marks a new beginning whereby investments will continue to faH
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despite the recession. But at the present time this would only he at oost speculation and

at worst aIanning. One could then easily argue that ifinvestments were ta continue

falling then they should have aIso fallen in 1994 and 1995 and continue to faIl in 1996.

But instead they grew and the intended capital expenditures for 1996 are expected ta

surpass the 1995 leveL

The data on direct investments also show that over the long nm foreign investors

and especially U.S. investors have continued to have confidence in Canada's

manufacturing sector. Although the share ofdirect investments in Canada made up by

U.S. investors fell overthe years, the relative drop occurred before the FTA, and since

the FTA bas actually shown a slight Încrease. More importantly the absolute Ievel

continued to rise, even after the FrA. In 1995 U.S. direct investments in manufacturing

were nearly 20.2 billion dollars more than they were in 1990, hardly a finding consonant

with de-industrialization.

There has long been a steady rise in the amount ofCanadïan direct investm.ents

abroad, with the U.S. as the favoured place to invest, even before the FTA. In addition,

Canadian direct investments in U.S. manufactming have risen :from about 22.7 billion

dollars in 1989 to about 28.6 billion dollars in 1995. However, as Canadian investments

enter new areas, the U.S. accounts for an increasingly lower share ofthe total Canadian

direct investments abroad in manufacturing, falling frOID 63.5 per cent in 1990 to 49.6

per cent in 1995.

Canadjan direct investments in Mexico have especially grown during years the

NAFTA agreement was being considered and since its implementation. Investments
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grew from 20 l million dollars in 1991 to 532 million in 1993 10 more than double that in

1995 at over 1.1 billion dollars (Statistics Canada, Catalogue No. 67-202, 1992 to 1996).

Thus, even before the NAFTA., and possibly in anticipation ofits implementation,

Canadian direct investm.ents in Mexico grew. Unfortunately, the published data give

neither information on the proportion placed in manufacturing nor the level ofMexican

direct investments in Canada It is also ofinterest to note that direct investments in

Canada by Mexican investors have aIso gro~ rising from 60 million dollars in 1992 to

nearly two billion dollars in 1995. But, as these figures indicate, Canadian investments

in Mexico and Mexican investments in Canada, represent small proportions of total

direct investments abroad and in Canada, respectively.

Although a larger proportion ofCanadian direct investments have been moving to

low wage and less developed countries, the bulk is by far still mainly placed in

industrialized countries. Over the past decade the D.S., U.~, other countries of the

European Community (EC), and Japan and other OECD countries, attracted more than

80 percent ofall the combined direct investments placed in various manufacturing

industries (Statistics Canada, Catalogue No. 67-202, 1995 and 1996). Indeed, in the Iast

decade the drop in the U.S. share bas been more than made up by the rise in investments

in EC countries other!han the D.K..

It is also of interest to note that most ofCanada's merchandise trade continues to

he mainly with the major industrialized countries (i.e., the G-7) and there has been little

change in the proportions ofmerchandise experts and imports accounted by these

countries together. They make up nearly 83 per cent ofthe value ofCanada's
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merchandise imports and nearly 90 per cent ofthe value ofits merchandise exports

(United Nations 1995). This is not surprising when one considers the merchandise

products that are traded. Certainly, there seem to he an increasing number ofproducts

imported from less developed countries. But the dollar values ofthese products is

generally far less than the kind ofproducts imported from industrialized countries~ say a

Boeing 741 from the D.S. or an Airbus from Europe compared ta shoes from Thailand.

Hence, despite the impression left by the de-industrialization literature, imports from less

developed countries with their lower wages and inexpensive products, contribute a small

proportion to the total value oftotaI merchandise imports. For example, over the years

the value ofMexican imports and Canadian exports to Mexico have increased, but they

have represented a small proportion oftotal imports and exports (Statistics Canada,

Catalogues No. 65-202 and 65-203~ 1980 ta 1994).

Advocates ofthe de-industrialization thesis can point ta the increase in overall

manufacturing imports in current and constant dollars ta support their claims. But

contrary ta their expectations, manufacturing exports haveover the years also continued

to grow in current and constant dollars. Further, the manufacturing sector bas shawn a

strong performance in recent years, and achieved a peak level in trade surplus in 1995 in

current dollars, and a shrinking trade deficit in constant dollars in the early 1990s. In

addition, in the 1966-87 period manufacturing expert orientation showed a slightly

higher increase than manufacturing import penetration. And in the 1981-91 period

manufacturing exports to the U.8. continued 10 cise with Canada achieving a

manufacturing trade surplus.
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Thus, aggregate investment and trade data show Canada bas a manufacturing base

that bas been expanding. However, proponents ofthe de-industrialization thesis ignore

or give such data little importance. Many tend to stress the development at more

disaggregate levels~ such as changes in major manufacturing industries. The issue is

explored in the next chapter.
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Chapter Eight

Manufactnring Industries

The data in previous chapters have shown that over the long-run absolute changes

in manufacturing employment, output, investments, and trade, raise doubts about the

empirical validity ofthe de-industrialization thesis. But, sorne variations ofthe

de-industrialization thesis fecus exclusively on '''asic'' or "key" industries in the

manufacturing sector. It is presumed that losses in these industries have a devastating

impact on the health ofnot only the manufacturing sector, but the economy as a whole.

However proponents ofsuch an argument do not provide a clear rationale ofwhy one

industry or sector compared to another should he considered basic.

In this chapter 1 consider the issue ofdefining an industry as basic. This

discussion is followed by an examination ofchanges in employment, output, investment,

and trade in manufacturing industries at the two-digit SIC leveL These can be identified

as "major" manufacturing industries, the tenn used by Statistics Canada. The chapter

248



•

•

aIso contains illustrative material on employment, output and trade in the "automotive

industry," "steel industry," and ''paper industry."

The analysis stresses absolute declines in 50 far as they represent a more serions

test ofde-industrialization than do relative drops. In additio~output and investments are

measured in real terms to avoid price effects. The trends examined mainly cover

changes over a period ofat least a decade.

Basic Industries

What defines an industry as "basic?" The discussion ofbasic industry is complex

and often confusing. Sorne ofthe largest industries receive particular mention in the

de-industrialization thesis, especially auto and steel. But these are also industries that in

the 1970s and 1980s seemed to have the biggest problems and received much attention in

the media. It is interesting to note that these industries and their problems are among the

oidest in advanced industrial economies. The de-industrialization thesis (or at least

certain proponents of it) leaves the impression that these industries have been heading

down in a secular and not in a cyclical way, and that, aside from the jobs lost to them

directly, the economy as a whole has much to lose. But the shutdown ofcertain plants

and the restrueturing ofan industry, while painful and tragic for those who lase jobs is

inevitable in any competitive economic system. Industries are in a constant state of

restructurin& sorne die while others emerge. There is a general neglect in the
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de-industrialization literature of industries that are on the cise. De-industrializatio~

therefore, seems to imply a basic industIy may he oid and big. Moreover, the industrial

policy strategies put forth by proponents ofthe de-industrialization thesis seem to he

based Iargely on what they perceive as happening to these basic industries (see, e.g.,

Bluestone and Harrison 1982). They give no clear definition ofa '1Jasic" industry.

However, think ofthis issue from the perspective ofworkers. For them a basic

industry is one that provides jobs, and preferably at reasonable wages. Workers are not

necessarily concemed with how old or big the industry is at the nationallevel. Of

paramount interest to them is whether or not it will survive in their local area. It matters

little why sorne ofthem are concentrated in a given area in the first place. As Krugman

(1991, p. 35) noted for the D.S., an industIy may locate in a particular area because ofa

''trivial historical accident." Nonetheless, over time an industry can become "basic" for

an area, while a minor contributor to the national economy. For example, whatever

categorization one wants to make ofthe clothing industry, it remains that thousands of

workers depend on it for their Iivelihood and is linked to other industries - but not

everywhere in Canada. It is largely located in Quebec and mainly in Montreal where in

many respects it is ''basic'' to the local economy. 115 10ss would have a devastating

impact on the local job market and economy.l

In attempting to define an industry as basic one must aIso consider its overall

l Most cIothing establishments in Canada are located in Quebec, primarily in an area ofMontreal. A
large proportion ofclothing establishments are in a district ofthe city, which bas been officially designated
"la cité de la mode." Because ofthe importance the clothing industry represents for the Montrea1job market
and economy, mtmicipal govemments have over the years implemented strategies to maintain it and to
promote its further growtb.
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contribution to the economy. Two obvions factors are its total output and its

interdependency with other industries. For example, the textile industIy is intertwined,

indeed inextricably linked, ta other manufacturing industries. In the late 1980s the

textile industry supplied three downstream markets: 35 per cent of its production was

used in apparel manufacturing; 45 per cent was used in household products, such as

carpets; and 20 per cent was used in industrial applications, such as protective wear

(Industry, Science and Tecbnology 1991a). Hence, industries can be basic ta each other,

as in the case ofthe clothing and textile industries. Moreover, the link between them is

part ofa long chain with various links. Consider, for example, the contribution ofthe

petrochemical industry ta textiles in its provision of raw materials for synthetic fibers.

Such links are aise important for employment. Davidson (1995) estimates that each job

in the textile and clothing industries supports 1.65 jobs in the rest ofthe economy.

But, interdependency among industries can be broken or weaken~and thereby

industries may become less '~asic'~ ta each other. For example, if the clothing industry

increasingly turns to imports for supplies, il will have less ofa need for inputs from the

domestic textile industIy. This can result in a contraction ofthe textile industIy. Does

this then mean that the ''textile'' industry is no longer "basic" for the domestic clothing

industry? But the clothing industry too can be afIected by rising import penetration and

face difficulties, which in tum. will have an impact on the textile industry. However, this

reasoning assumes that imports are in direct competition with domestically-made goods,

and this may not necessarily be the case.

Rising import penetration does not in itselfsuggest an industry is contracting, is
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not basic, or is no longer basic. An industry can at the same time face import penetration

and have (or develop) an export orientation. The plastic products industry, for example,

in the 1980s nearly doubled its employment leveIs, had an increase in real output,

experienced rising investments and clearly assumed export orientation (see Industry,

Science and Technology Canada 1991b). Yet, import penetration in the Canadian

domestic market also increased.

Imports may supply some domestic needs while Canadian firms may specia1ize in

products that respond to other domestic demand or be valued in the international market.

Such changes may reflect a growing interdependency of international markets, that is, a

growing reliance on exports and imports in the composition ofGDP for most industrial

economies. Thus, for example, an industry may become less basic for other domestic

manufacturing industries, but it brings in needed export dollars by being tied into the

international market.

A further complication in defining an industry as basic arises when its activities

might be considered "high-tech" or "strategie." Certain industries are likely to grow

and become the leaders oftomorrow. But the process involved is not always clear. For

example, there exists no common agreement on what defines an industry as high-tech

(see Wong 1990, Economie Council ofCanada 1987). 15 it the manufactured product,

amounts spent on research and development, the skills ofthe workers, or the inputs used

in the making ofthe product?2

2 There exist at least four definitions ofidentifying the level oftechnology ofan industry: the ratio of
total sales spent on research and development (R&D); the ratio ofthe workforce made up ofscientists and
engineers; designating the level oftechnology by the user ofthe final produet; and, "high-tech" inputs to the
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Another complexity concems the economic factors that determine an industIy' s

importance to the economy. In 1981 the work:force in the cIothing industIy totaled more

than 113 thousand while there were about 90 thousand in the chemical industIy. Even

though the clothing industry provided more jobs, its total output was approximately 2.5

billion constant 1986 dollars compared to the chemical industry that had more than 5.4

billion constant dollars in output. Daes this imply that one is more basic than the other

in terms ofemployment, and the other more basic in terms ofoutput? To add further

confusion, in 1993 the clothing industry had nearly 31 thousand less workers than in

1981 while the chemical industIy had about the same number ofworkers in 1993 as in

1981. Does this imply that in terms ofemployment the chemical industIy was DOW more

basic than the clothing industry? MeanwhiIe output in the c10thing industIy dropped by

about 367 million constant dollars, but it increased by more than two billion constant

dollars in the chemicai industry. This evidence may suggest that the clothing industry is

sIow1y fading away. But taking capital expenditures into account further complicates

things. In 1981, the clothing industry had only 24.3 million constant dollars in capital

expenditures, while the chem.ical industIy had more than 1.4 billion constant dollars.

But in 1993 capital expenditures in the clothing industry peaked to reach 69 million

constant dollars, despite the 1055 in number ofworkers and drop in output. Thus, this

evidence may he taken ta suggest a continuing confidence in the clothing industry.

There is, ofcourse, much more to the issue than 1have notOO here. For example, the

nature ofthe product produced is the major deterrninant of the level ofinvestments. The

production ofgoods and services (see Economie Council ofCanada 1987 and Wong 1990).
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point here is that various factors, such as employment, output, and capital expenditures,

if fused independently ofeach other, cao lead to different ways ofclassi:fying the

importance ofany given industIy.

The time frame used to examine the performance ofan industry can further add

to the confusion. For example, is the plastic industry basic, or becoming basic, or

becoming more basic, because its level ofemployment, real output, and exports have

increased over the years? Moreover, assessments of the future prospects ofan industrial

sector are notoriously fickle. Sorne may he pessimistic about the future prospects of

certain industries, especially those that produce products that are labour-intensive,

hecause ofthe competition from low-wage countries. They may even advocate that snch

industries simply fade away and their capital and resources be redirected into other

sectors. Incon~ others may feel that jobs need to he proteeted, and therefore call for

trade restrictions on imports from low-wage countries. Despite differences in strategy,

both views assume certain industries are doomed and unable ta compete intemationally.

But how can we be sure that the death ofan industry is inevitable? While historically

sorne industries have fallen and others risen, we have no good theoretical basis for

pred.icting the future ofgiven sectors, nor are empirical generalizations ofmuch use

either.

A productive industry which seems assured ofa healthy future may face declines

and unforseen competition. Or an industry whose future seems bleak may tum around

and even expand. Consider the following example. Until a few decades ago the

American motor vehicle industry was the undisputed world leader in car production.
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American firms were very self-assured in their leadership position. But, events in the

world economy began to threaten U.S. domination in car production in the 1970s,

including its ability to hold on to the domestic market share. It is doubtfi.ù that anyone

could have foreseen such an evolution, especially the rise ofautomotive imports from

Japan and Europe. The self-confidence ofAmerican executives was gradua1ly replaced

by reports making gloomy predictions about the American, and Canadian, auto industry.

Indee~ by the end ofthe 1970s Chrysler was close to bankruptcy. Some concluded that

the motor vchicle industry in the U.S., and in Canada, was sure to die. But that certainly

did not happen. The motor vehicle industry bas survived, as has Chrysler. The decline

for the U.S. bas been a relative one with more cars in the world assembled in other

countries, while the number ofcars assembled in the U.S. has slowly risen. Rather than.

collapsing, the motor vehicle industry has over the years faced significant restrueturing,

not a de-industrialization.

The restructuring ofmanufacturing industries appears to be a constant feature of

competitive economies. Manufacturing industries have aIways faced challenges whether

because of changes in the world economy, technological advancements, or other factors.

Sorne industries have come and gone and other industries produce products that bear

only a slight resemblance to those it produced in the pasto An attentive reading ofthe

history ofmanufacturing seems to indicate that one should avoid defining an industry as

basic. Such a reading aIse mises other questions for those theorists and commentators

that have defined sorne industrial sectors as basic. 15 an industry permanently

categorized as "basic?" When does snch an industry lose its status of"basic" and what
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should a country do about that industry? Stated differently, should a country promote

certain industries, and ifso, how? But what te do, assumes that we are able ta explain

why trends occur or why an industry fails or should not fail.

Consider the case ofwhat ta do about the textiles industry. In Canada the

industry bas generally been identified as a manufacturing sector that has accounted for a

large number ofrelatively poorly paid workers. Historically the industry has henefitted

from varions stringent protective measures adopted by the Canadian state against imports

from low-cost countries (see, e.g., Mahon 1984; Cohen 1987). Snch lagic assumes that if

the protectionist measures are removed then the industry would face a difficult future,

possibly hecoming extinct. An alternative policy approach might welcome the removal

ofprotective barriers insofar as they are keeping an industry alive that cannot survive in

the face ofimport penetration. Further, its capital and resources could he put to better

use. An underlying assumption ofthese arguments is that the textile industry can only

survive through Iow wages combined with protectionism. But this is too simpIistic, since

many factors can account for an industry's success or fallure. Industries restructme, they

adopt new strategies and technology, and possibly capture a niche in the domestic or

international market, or both. This may occur in ways that may not correspond to a naïve

conceptualization ofthe worlcings ofthe economic system. Take the example ofthe

textile industry in the former West Gennany, a country that was strongly opposed to

protectionism. West Germany was the second largest importer oftextiles and apparel,

and ifs factories paid substantially high wages. Following the logic of"protectionism" it

would seem that the textile industry in West Germany was doomed to failure. Yet, West
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Germany became the third largest exporter in textiles and apparel. West German firms

invested in new plant and equipment and in new technologies, including labour-saving

machinety. Exports grew from Il per cent oftotal output in 1960 to 48 per cent in 1984

(Dertouzos, Lester, and Solow 1989). Ofcourse, the story is much more complex than

thi5 briefoutline, but West Germany's textile industry survived and successfully captured

a market niche in which there genera1lyexisted little competition from Iow-cost

producers. But the moral ofthe story is that an industry is probably never inevitably

doomed. Likewise an industry that has aIl the markings ofone that should succeed can

suddenly face unforseen challenges. The semiconductor industry, for example, was

almost totally American in the early 1980s but rapidly faced a sharp challenge by the

Japanese atthe end ofthe 19805 (see Fallows 1995).

In categorizing an industry as basic, there is an added complication ofproviding

an operationaI definition of an industry, separate from the issue ofwhat is a

manufacturing establishment. At what SIC level is an industry basic? Two, three, or

four digits? Moreover~ the concems expressed over the fallures of industries such as

"steel" and "auto" suggest a group of industries can together he recognized as basic. For

example, the "automobile industty" is in faet made up ofa number ofindustries. This

adds to the complexity ofdefining an industry as basic. Given the strong linkage

between the automotive parts and accessories manufacturers and vehicle assemblers,

which one is more important (or more basic) than the other? Further, given the size of

the ''Big Three" (General Motors, Ford, and Clnysler), are they more or equally

important (or basic) than non-Big Three firms, including Japanese transplants? And if
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so, is eachofthe Big Three ofequal importance?

Hence~what is a -'basic" industry will depend on numerous factors~ not least on

time and place~ as weIl as on its economic and employment contributions. In many

respects, all industries are basic, but ofcourse this begs the question of degree.

Nevertheless, it will he worthwhile to explore whether sorne major manufacturing

industries (defined by Statistics Canada as being at the two-digit SIC level) show signs of

de-industrializing. Further, since sorne commentators consider "basic" industries to he

subsets ofcertain major manufacturing industries, l will also explore developments in the

"automotive," -'steel," and -'pape!'" industries.

Major Manufacturing Industries

Employment and Output

Although at the aggregate Ievel there is littie evidence ofde-industrialization in

Canada, a doser examination ofemployment and reai output changes in the major

manufacturing industries, certainly shows that sorne are experiencing grave difficu1ties.

The employment data covers the period from 1981 until1993, the years for which

comparable published data were available for each ofthe manufacturing industries. The

output data are instead available up to 1994. An advantage of this time frame is that

there is a consistency in the classification ofthe major manufacturing industries
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according to the 1980 SIC. The industries are categorized for the 1981-93 period into

four groups on the basis oftheir performance in terms ofaverage annual growth in

employment and output: 1) output and employment gainers; 2) output gainers and

employment losers; 3) output and employment losers; 4) and employment gainer and

output loser.

Output and employment gainers

As shown in Table 8.1, there were only four major manufacturing industries with

a positive average annual rate ofgrowth in employment and output in the period under

consideration: plastic, wood, transportation equipment, and chemical industries. The

transportation equipment industry was the biggest gainer in output with an average

annual rate ofgrowth ofnearly 5.3 per cent, and with. respect to employment it grew on

average about 1.1 percent annually. Moreover, in contrastto 1981 when the

transportation equipment ranked second in terms ofemployment and output, in 1993 it

ranked first (see Tables 8.2 and 8.3).

Together employment in the four industries grew from 425,437 workers in 1981

to 512,648 in 1989, onlyto experience drops dmingthe recession ofthe early 19905 and

fall to 460,740 workers in 1993. However, for the same years, their share oftotal

manufacturing workers grew from 23 per cent ta 26 per cent to 28 per cent. Combined,

their output totaled about 18.6 billion constant 1986 dollars in 1981 and 29.1 billion

dollars in 1989, and following the recession it feU ta 28.2 billion dollars in 1993.

Meanwhile, their share oftotaI manufacturing output grew from 24.1 per cent ta 30.6 per
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• Table 8.1: Employmeot and Outpn~Manufacturing Industries:
Average anoual rate of growth, 1981-1993

Manufacturing
EMPLDYMENT

-0.9
OUTPUT

1.7

an empJ oyment S!amers

Plastic 3.6 4.2

Wood 0.1 2_9

Transportation LI 53

Chemical 0.03 3A

Output d 1

1damersao employment osers

Food -0.3 1.0

Rubber -12 3.7

Textile -2.7 0.1

Fumiture -0.4 0.1

Paper -1.7 0.02

Primary Metal -3.1 3.2

Electrical & Electronic -1.6 5.3

Retined Petroleum -3.8 1.8

Other -0.7 2.2

Outpot .

11an empJ oyment osers

Bevera.ge -1.5 -OA

Tobacco -4.8 -3.9

Leather -5.9 -3.7

Clothing -2.5 -0.8

Fabrieated Metal -LI -0.8

Machinery -1.5 -1.8

Non-metallic products -2.0 -0.7

Output d

Sources: Calculated from data compiled by Statistics Canada, CANSIM Matrix Numbers:
4670,5378,5379,5401,5406,5409,5413,5419,5424,5429,5439,5458,
5473,5482, 5496, 5504, 5514, 5540, 5548,5567,6848,6865,6869,6883.•

Employment gaiaer and output loser

1Printing 13 -0.3



• Table 8.2: Employment, Manufacturing Industries (1980 SIC), 1981-1993

1981 1983 1985 1987 1989 1991 1993

Food 196,747 186,687 I~OOO 197,167 20~106 191,801 189,499

Beverage 3~751 31,327 31,903 31,361 27,n8 23,128 26,602

Tobacco 8,744 8,110 7,097 5,984 5,153 4,810 4,778

Rubber 26,655 25,142 25,366 24,238 25,612 22,903 22,964

Plastic 33,786 31,648 38,182 44,650 5~798 50,758 50,410

Leather 27,290 23,674 23,129 21,782 18,607 13,948 1~818

Textile 64,928 60,790 57,868 60,704 59,588 5~927 46,022

Clotbing 113,288 109,816 110,910 11~OO2 11~177 93.464- 82,737

Wood 1l~570 101,965 107,560 121,655 123,609 100,656 109,961

Fmniture 49,060 43,694 49,868 61,584 63,379 50,686 44,654

Paper 126,206 114,308 114,187 119,346 120,106 110,086 101,926

Printing 107,474 110,159 117,062 127,543 140,698 133,532 124,867

::::I.~:fMetal 125,168 105,352 106,808 104,088 106,414 92,331 84,416

Fabrieated Metal 156,951 129,393 139,698 157,478 180,228 153,370 13~606

Machinery 92,711 69,557 74,732 8~422 94,685 77,076 74,379

T rtation 188,681 173,360 210,984 218,368 240,838 208,145 209,879

Electrical 145,535 127,922 137,165 143,837 151,320 131,033 118,629

Non-metallic minerai 55,735 47,449 50,605 56,822 57,317 49,334 4~661

Refined Petroleum 22,638 18,917 16,739 15,148 16,045 14,643 14,084

Chemica1 90,400 87,824 87,224 89,030 95,403 91,527 90,490

Other 69,327 64,046 67,676 69,372 76,448 71,448 63,050

Source: Compiled from data collected by Statistics Canada, CANSW Matrix Numbers:
5378,5379,5401,5406,5409,5413,5419,5424,5459,5439,5458,5413,
5482,5496,5504,5514,5540,5548,5561,6848,6865,6869,6883
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• Table 8.3: Real Gross Domestic Product, Mannfactnring Industries (1980 SIC), 1981-1994
(millions of1986 dollars)

1981 1983 1985 1987 1989 1991 1993 1994

•

Food 8,767.1 8,603.8 9,5882 9,600.6 9,250.9 9,6433 9,8295 10,082.1

Beverage ~631.2 2,303.4 ~446.0 ~58.6 ~465.9 ~130.1 2,4503 2,530.6

Tobacco 966.2 851.6 6675 670.7 629.4 591.6 544.7 624.4

Rubber 8963 912.9 1,166.9 1,067.4 1,0845 950.9 1.3725 1,542.1

Plastic 1.245.0 1,297.8 1,643.0 1,852.2 1,9583 1,777.6 1,993.2 ~19S.4

Leather 569.9 5243 551.1 510.1 459.6 315.1 316.8 3253

Textile ~O50.6 2,046.7 2,019.9 2,297.9 2,195.0 1,8633 1,830.8 1,9813

Clothing 2,519.8 2,239.9 ~489.8 2,694.2 2,604.4 2,244.7 2,152.8 ~184.7

Wood 3,620.6 3,620.1 4,611.9 5,338.9 5,337.2 4,384.1 5,022.5 5,187.8

Furniture 1,590.8 1,370.9 1,643.4 1,731.1 1,669.1 1,290.7 1,3415 1,442.1

Paper 7,3085 7,011.7 7,171.1 8,012.8 7,740.0 7,1673 7,434.9 7,763.1

Printing 4,462.8 4,187.4 4,753.0 4,933.0 5,280.1 4,618.1 4,129.1 4,147.6

·~L~Y Metal 5,790.4 4,909.9 6,351.7 6,m.2 6,922.1 6,459.2 7,394.9 7,554.9

Fabrieated Metal 6,180.0 4,956.3 5,999.2 6,509.6 6,890.6 5,703.1 5,455.7 6,068.8

Machinery 4,199.9 2,7675 3,4225 3,476.8 3,919.1 2,920.4 3,081.1 3,4023

Transportation 8,213.7 8,635.0 11,704.4 11,355.9 14,224.8 12,031.3 13,648.8 14,742.8

Electrical 4,665.2 4,323.0 6,1833 7,147.9 8,179.7 8,0035 8,788.4 11,000.6

Non-metallic minerai 2,80iS.2 2,382.3 ~8452 3,256.9 3,2305 2,411.7 2,461.8 2,598.5

Refined Petroleum 1,927.0 1.777.5 1.746.1 1,823.9 1,952.1 2,045.9 2,0623 2,102.9

Chemical 5,479.1 5,731.0 6.,345.0 6,825.2 7,568.8 6,901.7 7,523.5 7,6795

Other 1,213.7 1,127.1 1.,348.6 1,407.6 1,4593 1,4305 1,447.2 1,483.4

Source: Compiled from data collected by Statïstics Canada,
CANS~ GDP at Factor Cost - 1986 K$, Ann~Matrix: 4670
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cent ta 31.2 per cent While the overall trends were positive for the period examined, as

Tables 8.2 and 8.3 show, for a few years these industries faced decIines, mainly

following the 1981-82 recession and the last recession in the early 1990s. Nonetheless,

in all four industries employment peaked in either 1989 or 1990. And output peaked in

1993 and again in 1994, except for the wood industry in which output peaked in 1988.

The drop in that industry was particularly sharp in the early 1990s, but then began to

recover and in 1994 reached approximately 5.2 billion constant 1986 dollars, nearly 804

million dollars more than in 1991, but still about 4.7 per cent less than the 5.4 billion

dollars of1988.

Output gainers and employment losers

While the loss ofemployment is especially painful for the displaced workers, as

noted earlier in itself it does not imply a reduction in the manufacturing base nar should

it he taken as evidence ofde-industriaIization. Gains in output are possible despite stable

or decIining employment. Improvement in output combined with lasses in employment,

could result from varions factors. However, the pmpose here is to examine the observed

changes.

As Table 8.1 shows, there are nine industries which have faced real gains in

output but declines in employment: food, mbber, textile, fumiture, paper, primary Metal,

electrical, refined petroleum., and "other" industries. These data suggest that such

industries are not in difficulty. Instead, they were able to produce more with fewer

workers, i.e., they enhanced their productivity over time.
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The biggest drop in the average annual rate ofgrowth in employment occurred in

the refined petroleum industry followed by the prÏmary metal industry. The biggest gain

in the average annual rate ofgrowth in output was in the electrical and electronic

industry followed by the primary metal industry.

But the average annual rates ofgrowth are only part ofthe picture. Data

examined on a year by year basis provide fin1her insights into the changes_ Employment

actually peeked in 1989 in the foo<L :fumiture~ eleetrical and electronic~and other

industries. Instea<L employment peaked in 1981 in the rubber~ textile~paper, primary

metal~ and refined petroleum industries. However, as Table 8.2 shows, among these five

industries, generally only the primary metal and refined petroleum industries faced

continuous drops in employment. Between 1981 and 1993 the primary metal industry

lost 40,752 workers, or about 33 per cent ofits workforce, and the refined petroleum

industry lost 9,223 workers, a drop ofnearly 38 per cent.

Clearly, when the output data is juxtaposed with employment, the nine industries

are producing more with less, especially the rubber, primary metal, and electrical and

electronic industries. While employment in the primary metal industry droppe<!, real

output grew by about 27.7 per cent, rising from about 5.8 billion constant 1986 dollars in

1981 to nearly 7.4 billion dollars in 1993. Another example is the electrical and

electronic industry with an average annualloss in employment ofnearly 1.6 per cent, but

an average annual increase in real output ofnearly 5.3 per cent Thus while the industry

had 26,906 less workers in 1993 than in 1981 ~ real output grew by nearly 88.4 per cent,

rising from about 4.7 billion constant 1986 dollars in 1981 ta more than 8.8 billion
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dollars in 1993. Output peak:ed in 1994 at more than Il billion dollars.

The annual averages~ however~ can he affected by extreme scores. The year to

year data show that not all ofthe varions industries experienced a continuous cise in

output. In 1993 output had peaked only in the rubber~ primary meta1, and electrical and

electronic industries. In addition, although the textile and furniture industries had a

positive average annual gro~ the change was negligIole. Indeed, both industries had

in 1993 total output levels lower than in 1981.

Output and employment losers

The most disturbing situation occurs for those industries registering losses both in

employment and output. Nine industries faced such problems in the period 1981-1993:

beverage, tobacco, leather, clothing~ fabricated meta1, machinery, and non-metallic

industries.

The biggest employment laser was the leather industry with a drop in the average

annual rate ofgrowth ofnearly 5.9 per cent followed by the tobacco industry with a 10ss

ofmore than 4.8 per cent. Both industries were aIso the biggest losers in output, about

3.7 per cent on average annually in the leather industry and more than 3.9 per cent

annually in the tobacco industry. As Figure 8.1 iIlustrates~ generally these industries have

faced continuous absolute drops in employment and output in the period examined. It is

aIso worth noting that the tobacco industry was the smallest industry in terms of

employmentwith 8,744 workers in 1981 and 4,778 in 1993. However, its existence

supports the employment of thousands ofseasonal workers, especially on tobacco farms
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Figure 8.1 Tobacco and Leather Industries
Employment and Output (1986 $)
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in Ontario (see Seymour 1995). Real output in the tobacco industry dropped nearly 41

per cent falling frOID 966 million dollars in 1981 to 545 million dollars in 1993. But it

sIightly grew in 1994. In 1981 the leather industry, with 27,290 workers, had more

workers than in three other industries. But in 1993 it was the second smalIest with

12,818. Throughout the years examined the leather industry had the smallest amount of

real output among the manufacturing industries. In 1981 output totaied only 570 million

dollars in 1981 and feU to only about 317 million dollars in 1993.

Six ofthe other industrial sectors did face similar decIining trends in employment

and output as in the tobacco and leather industries, while the beverage industry faced a

continuous drop in employment, but its level ofreal output remained generally stable

over most years. Employment in the clothing industry dropped on average 2.5 per cent

annually, but year ta year data show that employment peaked in 1988, and then sharply

dropped. Similarly, real output peaked in 1987 at about 2.7 billion dollars and was only

1.8 billion dollars in 1993. Likewise, employment in the fabricated metal, machinery,

and non-metallic industries peaked in 1989, before the start ofthe Iast recession. Real

output peaked in 1986 in the furniture industry, 1989 in the fabricated metal industry,

and 1988 in the non-metallic industry. However, real output in the machinery industry

peaked in 1981 in the time :frame examined. This industry has seen lasses especially

during the recessions. Output fell from nearly 4.2 billion dollars in 1981 ta about 2.8

billion dollars in 1983, a drop ofmore than 34 per cent. After rising a few years, output

again sharply fell by nearly one billion dollars from 1989 ta 1991, or a drop ofmore than

25 per cent. Output has been recovering in more recent years and in 1994 was more than
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3.4 billion dollars, still nearly 800 million dollars less than the 1981 level.

Employment gainer and output loser

The printing industry was the only one to have a positive average annual growth

in employment accompanied by a negative average annual rate ofgrowili in output.

However, the year to year absolute data provide a different impression ofwhat happened

in this industry. Employment in the industry peaked in 1990 ta reach nearly 142

thousand, an increase ofnearly 31 per cent since 1981. But in the early 1990s

employment fell nearly 12.7 per cent to reach 124,867 by 1993. Although the average

annual rate ofgrowth in output is negative, output grew for most ofthe 1980s. After

falling nearly 8.7 per cent in 1982, output recovered in the next years and peaked in 1989

at nearly 5.3 billion dollars, an increase ofabout 29.7 per cent since 1982. But in the

1990s output fell and in 1992 was more than one billion dollars less than in 1989. It

continued to fall slightly in 1993 and showed.little improvement in 1994.

Investments

Data examined in the previous chapter showed that over the years investments in

manufacturing, as a whole, have generally increased. The same bas happened for most

ofthe major manufacturing industries in current and constant dollars.

The data in Table 8.4 are based on results ofan annual questionnaire surveyon

spending intentions and uses a consistent classification ofmajor industries for the period
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Table 8.4: Capital Expenditures in Manufaduring Industries, 1981-1993

Expellditures on Construction andMachillery and Equipment
(millions of 1986 dollars)

Average annual rate ofgrowth
(perœnl8gc)

Food and Beverage
Tobacco
Rubber
Leather

Textiles & Knitting

Clothing

Wood
Fumiture
Paper

Printing
Primary Metals

Metal Fabrication

Machinery

Transportation
Blectrical

Non-metallic minerai
Petroleum
Chemical
Miscellaneous

1981
Machlnery&

Conltructlon Equlpment

141.3 462.7
4.8 25.2

76.5 150.4

4.4 11.5
17.9 131.1

7.6 16.7
79.2 298.9
14.3 19.7

243.1 1,273.6

25.3 113.1
256.6 851.1
61.1 204.6

54.6 165.4

214.1 970.9
43.6 184.7

41.9 197.2
437.3 162.3
296.6 1.145.2
20.7 52.5

1987
Machlnery&

Conltructlon Equlpment

231.3 988.3

4.1 35.1
52.7 374.2
4.4 12.1

27.4 264.1

5.1 33.0

76.7 493.6
19.9 55.2

326.1 2,194.1

32.7 346.9

304.4 1.571.0
132.7 387.8

81.9 366.6

306.9 2.305.8
115.7 616.7

48.9 322.4
443.8 147.9
254.9 838.9
55.l 226.2

1993
Machlnery&

COlutruetloD Equlpment

217.1 1.604.9

NA NA
23.2 455.3
0.4 10.1

34.9 455.3

10.0 59.0

77.7 523.1
3.1 58.4

613.3 2,448.7

43.5 722.1
153.6 1.018.8
33.8 386.1

82.2 469.1
149.1 3042.3

30.8 639.6

21.4 270.1
437.6 152.5
459.8 1675.3

NA NA

1981 ·1993
Macblnery &

Caplta' Construction Equlpment

10.6 6.2 11.9

NA NA NA
11.4 8.9 14.8
-1.5 8.7 1.0

11.9 9.7 12.5
15.0 21.4 14.4
14.3 11.9 15.1
7.5 9.1 11.2

12.5 16.4 12.4
17.8 17.5 19.3
9.3 19.5 15.2

7.5 7.1 8.7
]2.1 12.5 12.6
16.1 24.6 16.4
]1.7 5.4 12.7

7.0 4.6 8.1
6.7 6.9 7.1
7.3 9.9 6.8
NA NA NA

Note: The constant dollar figures were derived by dividing the current dollar figures by the 1986 implicit priee index for the ODP.

Source: Calculated from data compiled by Statistics Canada, CANSIM, Matrix Numbers: 1274 and 6841 .
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1973-1993. The focus here is on the years between 1981 and 1993. For purposes of

comparisons, the CUITent dollar amounts have been changed into constant 1986 dollars.

The data show that an major industries, except leather goods, had a positive average

annual rate ofgrowth in overaIl capital expenditures. And, all had a positive average

annual rate ofgrowth both in construction and in machinery and equipment expenditures.

However, average annual rates ofgrowth are affected by extremes, and the

amounts invested in the various industries are, ofcourse, dramatically different. The

yearto year data for the period 1981 to 1993, ofwhich only three ofthe years are noted

in Table 8.4, more clearly demonstrates that the declines occurred during or immediately

after a recession. Investment decisions are usually made long in advance and thus the

impact of recessions on investments are usually feh after the economic downtum has

started. Generally, capital expenditures in constant 1986 dollars fell in the early 1980s

but then reached new highs in the Iate 1980s or early 1990s. Among the industries for

which information is available for the entire period, once again the leather industry is

the main exception. The leather industry makes up the smallest proportion ofcapital

expenditures in manufacturing, and aIthough the amount peak:ed in 1985, subsequently it

declined. In addition, it was one ofonly two industries (petroleum being the other) that

had capital expenditures in 1993 lowerthan in 1981. Capital expenditures peaked in the

metal fabrication industry in 1987, in 1988 in the wood, furniture, and transportation

industries, in 1989 in the textiles and paper industries, in 1990 in the food and beverage,

rubber, primary metals, non-metallic, and petroleum industries, in 1991 in the machinery,

electricaI, and chemical industries, and in 1993 in the clothing and printing industries.
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More recent investment data. in current dollars, which coyer the years 1991 to

1995, arranged according to the 1980 SIC, show that in mast industries investm.ents fell

and then began to show signs of a slow recovery by 1995. In addition, as Figure 8.2

ilIustrates, in 1995 most industries had higher investments than they did in 1991.

However, the Ïncreases were generaIly modest, except in wood, paper and alli~ and

transportation industries, the three of which had sharp increases in investments.

As wi'th the manufacturing sector as a whole, the data from 1981 to 1995 show

that investments in machinery and equipment were consistently much higher than in

construction. The ratio ofexpenditures in construction to that in machinery and

equipment increased over the years for most industries.

The investment data clearly indicate that ta ignore the recession's efIects could lead

one to th.ink that a cyclical decline was secular. Ofcourse, investments in a particular

industry may sharply tise one year and drop the nex:t, or vice versa, and such patterns may

not be solely due to a recession. For example, investments in machinery and equipment in

the primary metals industry dropped from more than 2.3 billion 1986 constant dollars in

1991 10 about 861 million dollars in 1993 (data not shown in Table 8.4). Developments

specific ta a given industry may point to additional explanations. Perhaps a few firms in an

industry heavily invested in new machinexy and equipment in certain years, and then did

not need to do 50 again for another few years. For example, a firm may invest in a new

plant one year, which would result in sharp increases in investments, but whic~ once

completed, would require less investment, especially in construction. With overall

investments increasin& in the long nm the industry will continue to survive
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and to grow.

There is~ naturally~ reason for concem when a major industry shows a consistent

drop in investments over a period longer than a business cycle. But the 1981-1993 set of

data and the more recent data show that in general none ofthe industries had such a

consistent drop in capital expenditures. This does not necessarily imply that all is weIl in

all major industries. Again, the leather industry stands out. Expressed in constant 1986

dollars the data in Table 8.4 showthat whereas capital expenditures totaled 15.9 million

in 1981 and slightly more in 1987, in 1993 the amount was 10.5 million, with most

invested in machinery and equipment.

It is also worth noting that most ofthe manufacturing investments have been

concentrated in a few industries, in particular the paper and allied, primary metals,

transportation, and chemical industries. In 1991 these sectors made up nearly 61 per cent

of investments. In addition, the transportation equipment industry, the largest in terros of

employment and outpu~ was aIso the largest with regard to ïnvestments. Investments in

the transportation industry increased in current dollars throughout the 1990s. As a

consequence, forecasts indicate that the industry is expected to attract more than 22 per

cent of investments in manufacturing in 1995, compared to only 13 per cent in 1991.

And, as shown in the previous section, the industry has had positive average annual rates

in output and employment in 1981 to 1993 period

Thus, there is no clear evidence of long tenn disinvestment in specifie major

industries, with the possible exceptions of the leather goods and tobacco industries. In

other words, there is no support here for any variant of the de-industrialization thesis.
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The data indicate that in most major industries investments fail during or immediately

after recessions and then slowly recover. This is as economists emphasize a cyclical

downturn. It is not the secular decline expected by proponents ofthe de-industrialization

thesis. More disaggregate data for each major industry would help us determine whether

a firm, or few firms, or an industry within the major sectoral group, may be responsible

for most ofthe change in the investment trend. Nonetheless, the investment and output

data suggest that while industries have faced difficulties, they are not collapsing. Rather,

the evidence points in the direction ofrestructuring (sometimes radical) and even

expansion. In most industries the tise in output bas been accompanied by a rise in the

proportion of investments that have gone into modemizing machinery and equipment

which is aImost universally followed by increases in output. It is true, however, that such

restructuring might leave firms with relatively fewer workers.

Trade

AIl advanced industrial economies have seen sharp increases bath in imports and

exports. This has had sorne impact on most major manufacturing industries. Trade data

available for the two digit SIC manufacturing industries end with 1987 since in 1988

Statistics Canada began to use a new classification procedure. The available data cover a

long enough period to determine whether Canada was Iosing industries because of

higher import penetration and declining export orientation, as expected by some
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proponents ofthe de-industrialization thesis.

The trade data show, disregarding the SIC, that in 1987 compared to 1966 export

orientation was higher in all ofthe major manufacturing industries for which the

information is available (see Tables 8.5 and 8.6). For the same years importpenetration

was aIso higher, except in the refined petroleum and printing industries in which it was

slightly lower. Generally, those industries with the largest increases in export orientation

aIso faced the largest increases in import penetration.

Classified according to the 1970 SIC, aIl industries except one, showed higher

import penetration and export orientation in 1984 than 1966. The exception was the

refined petroleum industries with lower import penetration and higher expert orientation.

The most striking increases in import penetration were in the transportation equipment

industry, from 39.1 per cent to 84.1 per cent, electrical and electronic industry frOID 21.9

per cent to 52.5 per cent, and in leather industry from 13.4 per cent to 36.3 per cent (see

Table 8.5). But the transportation and electrical industries aIso faced sharp increases in

export orientation, 31.2 per cent to 852 per cent for the former and 9.2 per cent te 36 per

cent for the latter (see Table 8.6). Export orientation in the Ieather industry instead rose

from only 4.3 per cent to 6.7 per cent. As for the textile industry, which received sorne

attention in the de-industrialization literature (500 Mahon 1984), it faced both an increase

in import penetration and export orientation. Interestingly, in the 1966-84 period import

penetration in the textile industry grew 1.8 percentage points, that is from 25.2 per cent

to 27 per cent, while export orientation grew from 4.9 per cent 10 7.7 per cent, a rise of

2.8 percentage points. However, the situation was quite different in the clothing
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• Table S.5. Import Penetration (lmports/Canadïan Market),
Manufacturing Industries, 1966 - 1987 (per cent)

SIC 1970
1966 1984

SIC 1980
1981 1987

Manufacturing

Food

Beverages

Tobacco

Rubber

Plastic

Leather

Textiles

Clothing

Wood

Fmniture

Paper

Printing

Primary metal

Fabricated Metal

Machinery

Transportation

Electrical

Non-metallic mineraI

Refined Petroleum

Chemical

Other

21.0 35.8

NA NA

NA NA

1.0 1.9

13.4 36.3

172 17.6

143 38.5

252 27.0

5.1 19.9

7.9 10.8

5.1 13.9

5.5 122

123 152

23.5 33.0

11.6 172

642 79.7

39.1 84.1

21.9 52.5

15.3 19.4

10.8 6.6

23.0 332

462 69.0

31.8 37.0

12.4 12.3

10.0 9.1

2.4 1.5

27.4 362

21.7 24.5

33.7 48.4

32.1 40.5

173 27.6

10.8 9.4

12.5 15.8

11.7 13.1

14.0 12.0

382 30.7

19.7 20.7

69.4 68.1

72.5 85.0

49.7 56.5

19.0 18.5

3.7 9.6

28.8 29.5

55.8 642

•
Sources: Compiled from data in Department ofIndustry Science and Technology,

Manufactwing: Trade and Measures, 1981-1987, Ottawa, 1988;
Manufactwing: Trade and Measures, 1966-1984, Ottawa, 1987



• Table 8.6. Export Orientation (ExportslShipments),
Mannfacturing Industries, 1966 - 1987 (per cent)

SIC 1970
1966 1984

SIC 1980
1981 1987

Manufacturing

Food

Beverages

Tobacco

Rubber

Plastic

Leather

Textiles

Clothing

Wood

Fumiture

Paper

Printing

Primary metal

Fabricated Metal

Machinery

Transportation

Electrical

Non-metallic mineraI

Refined Petroleum

Chemical

Other

18.8 35.8

NA NA

NA NA

0.5 0.8

3 31.7

6.9 93

43 6.7

4.9 7.7

22 6.5

38.9 55.4

22 18.4

49.9 55.8

13 4.9

422 51.7

2.7 9

33 60.4

312 85.2

9.2 36

5.8 13.8

1 8.9

14.4 27

22.5 42

29.9 35.9

12.9 14.5

12.6 9.8

9.5 6.3

22.9 352

8.9 15.4

7.4 92

10.8 12.7

4.8 7.1

443 47.6

10.7 21.7

59.6 58.5

32 53

522 46.8

14.7 18.1

45.9 41.6

68.8 84.7

282 35.7

10.4 11.3

83 9.4

273 24.6

26.6 38.1

•
Sources: Compiled from data in Department ofIndustry Science and Technology,

Manufaeturing: Trade and Measures, 1981-1987, Ottawa, 1988;
Manufacturing: Trade and Measures, 1966-1984, Ottawa, 1987
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industry, with a cise in import penetration from 5.1 per cent in 1966 to 19.9 per cent in

1984 and an increase ofooly from 2.2 per cent to 6.5 per cent in the same years.

When classified according to the 1980 SIC, except for six major manufacturing

industries, all had higher export orientation and import penetration in 1987 than in 1981.

For example, import penetration in the textile industry rose frOID 32.1 per cent ta 40.5 per

cent, and export orientation grew from 10.8 per cent to 12.7 per cent. Thus, although

export orientation in the textile industry did not show a gain as sharp as import

penetratio~it nevertheless increased. The exceptions were the chemical and paper

industries with lower export orientation and higher import penetration (see Tables 8.5

and 8.6). Between 1981 and 1987, export orientation felll.l percentage points in the

paper industries and 2.7 percentage points in the chemical industries. Meanwhile import

penetration grew 1.4 percentage points and only 0.7 per cent, respectively. The

beverages, tobacco, primary metal, and machinery industries had beth lower export

orientation and lower import penetration. In addition, three ofthe industries had

percentage point drops in export orientation that were higher than the drops in import

penetration. Instead, the primary metal industry had a 5.4 percentage drop in export

orientation accompanied by a 7.5 percentage drop in import penetration. It is aIso of

interest to note that the food and wood industries faced a drop in import penetration but a

rise in expert orientation.

Thus while none ofthe industries show signs ofde-industrializing, sorne are

facing challenges from rising imports. The latter are leather, textile and clothing

industries, aIl ofwhich have long been identified as in difficulty. But about a decade ago
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Mahon (1984) claimed the textile industry was not de-industriaIizing. And the leather

industry is generally ignored in the de-industrialization Iiterature. Once again, when the

theolY ofde-industrialization is placed directly in front ofthe appropriate empirical

evidence, that line ofargument cornes up very short indeed.

Three "Basic" Industries

Above I have discussed changes in the so-called major manufacturing industries.

However, the term ''basic indllStI'i' might he taken to refer ta only a subset ofcertain

major sectors. The automotive industry and steel industry are often mentioned in the

de-industrialization literature. The former is a part ofthe transportation equipment

industry, that has been subject to the terms and conditions of a bilateral trade agreement

with the D.S. since 1965. It is dominated bythe Big Three V.S. auto assemblers, and

therefore is heavily under foreign control and influence. Steel is part ofthe primary

metal industry and it too has its (Canadian) Big Three, and it is predominately Canadian

controlled. Steel and the automotive sectors are heavily concentrated in Ontario, and are

closely linked.

But while the automobile and steel industries have captured much attention in the

general de-industrialization litera.ture, in the case ofCanada resource based

manufacturing industries also deserve special attention. Canada's economic development

bas relied heavily on "staples" and thus manufacturing industries involved in processing
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staples are ofparticular importance. This is all the more true ifthat industry is mainly in

the hands ofCanadian investors. Presumably, because ofthe available staple they would

want to keep profits in Canada and continue producing the goods in Canada.. Instead,

among other reasons, foreign investors might prefer taking profits out ofCanada. Rence,

in Canada resource based manufacturing industries that are heavily into exports would he

considered by most commentators to be "basic." One such industry is the "pulp and

paper industry," which is not only resource based, but is aIso mainly under Canadian

contro~ and is a leading world producer and exporter ofpuIp and newsprint. The

industry is part ofthe paper and allied products industry which together with the wood

industry comprise the ''forest products" industry. The success ofthe Canadian pulp and

paper industry in the world market depends in no smaIl measure on lumber, which is in

abundant supply in Canada. It is aIso ofinterest to note that unlike the automotive and

steel industries whose largest share oftotal production is in Ontario, the largest share of

total production ofthe pulp and paper industry is in Quebec, followed by Ontario and

British Columbia (Minnes 1995).

Further, while the automobile, steel, and pulp and paper industries May be caIled

''basic,'' they probably differ with regard to their leve! of "high-tech." Assume that they

hold the same rank as the major manufacturing industries ofwhich they are a part. In the

mid-1980s the now defunct Economic Council ofCanada (1987) developed a

complicated procedure for identifYing "high-tech" inputs. It used data in Canadian

input'output tables and a series ofjudgments, to determine the level oftechnology that a

commodity embodies. The industries examined were separated into three equal-sized
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groups categorized as high-tech, mid-tec~ and Iow-tech (see Wang 1990). The

transportation equipment industry was identified as ''high-tech,'' the paper and allied

products industry as "mid-tech" and the primaIy metal industry as "low-tech."

Thus this section considers changes in the automobile, steel, and pulp and paper

industries, since they play a significant role in Canada's economic development. Each of

the industries is defined and their employment, shipments, and exports and imports

trends are examined from 1986 until1993, the last year for which published data are

available.

Automotive Industry

Media reports on "troubles" at the U.S.-owned Big Three automotive

manufacturers, combined with an increasing penetration ofJapanese and European cars

into the North American market, tend to give an overaIl impression that the "automotive

industry" is in serions difficuIty. Sorne commentators have even come ta the conclusion

that in Canada the C;C;automobile industry" is de-industrializing (see Van Ameringen

1985). A closer examination ofthe available data suggests otherwise.

There is no doubt that the Big Three have faced serious competitive pressures.

They were unable to meet the rising demand for compact and subcompaet cars after the

ail crisis in the early 1970s. As a result overseas competitors, mainly Japanese

automobile firms, were able to capture that segment ofthe market (see Womack, Jones,

and Roos 1990; Dertouzos, Lester, and Solow 1989.) Further, as world vehicle
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production grew, it was met Iargely by Japanese manufacturers. The Japanese went from

producing onIy 32 thousand vehicles in 1950 to nearly 5.3 million two decades Iater to

nearly 12.5 million in 1992 (World AJmanac 1994).

The Big Three were facing relative drops in their share ofthe world market as

weIl as in the Canadian market because ofimports (see Adams 1993). In addition, the

lean production techniques used by Japanese vehicle manufacturers were considered to

he more productive and cost-efficient, and better at assuring high quality. These

developments forced the Big Three to reconsider their mass production techniques for

assembling vehicles. That which had served them so weIl for so ManY years was

apparently not up ta the challenge. These changes added to the rationalization and

restructuring!bat had started with. the Canada-U.S. Auto Pact in 1965.

The Auto Pact basical1y integ;rated the U.S. and Canadian automotive industries,

making Canada's automotive production in that sector aImost totally dependent on the

D.S. market.. The result has been a higher rate ofexpansion in vehicle production in

Canada than the D.S.. In 1950 the D.S. produced about eightmillion motorvehicles, or

nearly 76 per cent ofworld production, but by 1970 that country was producing only 8.3

million vehicles (World Almanac 1994). In 1950 Canada produced 388 thousand

vehicles, or about 3.7 per cent oftotal world production. But by 1970, mainly because of

the Auto Pact, production reached about 1.2 million vehicles, despite a population of

only one tenth that ofthe U.S.. The number ofvehicles produced in Canada and the U. S.

bas continued to grow over the years. In 1992 Canada produced about two million

vehicles compared to about 9.7 million in the U.S. - about twice as many per capita.
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However, while Canada's share ofvehicles produced in the two countries and in the

worIdhas increase~ the share for the U.S. hasdropped. In 1970 Canadaaccounted for 12

per cent ofvehicles produced in the two countries, but for about 17 per cent in 1992.

Canada's share oftotal world vehicle production rose from about 3.9 per cent to 4.1 per

cent. Instead the D.S. share oftotaI world vehicle production dropped from 28.2 per cent

in 1970 to 20.5 percent in 1992. The percentage drops contrast sharply withJapanrs

shares which went from about 18 per cent in 1970 to 26 per cent in 1992. Thus, because

ofthe Auto Pact, among other developments, the Big Three in Canada have over the

years undertaken restructuring efforts, whereby they renovated plants and embraced new

production techniques (see HoImes 1991a and 1991b). They are still the biggestvehicle

producers in Canada and the D.S.. In Canada they account for nearly 85 per cent of

assembly capacity and purchase more !han 90 per cent ofthe sales by parts

manufaeturers (Industry Canada 1995). But much ofthe challenge to the Big Three in

Canada bas come from "transplants" which have contributed to the expansion ofthis

cOlm:tly's vehicle production (see Morris 1991; Industry, Science and Technology 1988).

In 1992 there were five transplants in Canada which together accounted for 16.2

per cent oftotaI Canadian automobile production (Adams 1993). Vehicle production in

the transplants grew from 10,800 in 198610 314,000 in 1992. Sïnce 1986 about 75 per

cent oftheir production bas been exported to the D.S.. In 1991 they represented about 17

per cent ofCanadian automobile exports to the D.S. compared to less than 3 per cent in

1988. Clearly transplants have expanded vehicle production in Canada and helped

Canada maintain a surplus in automobile trade with the U.S..
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However, the l:'automotive industry" includes other activities than vehicle

production. But despite popular discussions, an operational definition is not always

specified. It has been identified as made up of the Big Three or motor vehicle

production or parts and accessories industries. Even in govemment publications there is

no consistency in the use ofthe terme For example, Côté (1989) ofStatistics Canada

refers to thirteen industries that make up the automotive industry as the ')notor vehicle

industry." But the motor vehicle industry is a sub-group ofindustries that make up the

automotive industry.

The operational definition used here is the official one by Statistics Canada which

consists ofthirteen ofeighteen separate industries at the four digit SIC that comprise the

transportation equipment sector (see Statistics Canada, Catalogue No. 42-251). As

indicated in Table 8.7, at the three digit SIC they are the motor vehicle industry (SIC

323), truck, body and trailers manufacturers industry (SIC 324) and the motor vehicle

parts and accessories industries (SIC 325). In 1993 they accounted for about 87 per cent

ofvalue ofshipments and 73 per cent ofemployment in the transportation equipment

industries (Statistics Canada, Catalogue 42-251, 1995). Although much importance is

given to vehicle production, most workers are employed in the parts and accessories

industries. The motor vehicle industry is the largest in terms ofvalue of shipments of

goods ofown manufacture.

A typical vehicle includes about 15,000 parts therefore makingthe automotive

industry a major consumer formany other industries (see Womack, Jones, and Roos

1990; Dertouzos, Lester, and SoIow 1989.) In consequence, a downtum in the
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Table 8.7 : Automotive Industry at the Three Digit and Four Digit SIC

J Motor Vehicle SIC 323

13231 Motor vehicle industry

3241 Truck and bus body

3242 Commercial trailers

3243 Non-commercial trailers

3244 Mobile homes

1Truck & Bus Body & Trailer SIC 324

3251 Motor vehicle engines and engine parts

3252 Motor vehicle wiring assemblies

3253 Motor vehicle stampings

3254 Motor vehicle steering and suspension parts

3255 Motor vehicle wheeI and brake

3256 Plastic parts and accessories

3257 Motor vehicle fahric accessories

3259 Other motor vehicle accessories, parts and
assemblies

1 Parts & Accessories SIC 325
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automotive industry inevitably affects numerous industries, both in manufacturing and in

non-manufacturing. For example, in the mid-1980s the automotive sector consumed 14

per cent ofiran foundry production, Il per cent ofmbber products, 7 per cent of

machine-shop products, 9 per cent ofwire goods, 14 per cent ofprocessed aluminum, 6

per cent ofcarpeting and fabrics, 9 per cent ofglass products, and 20 per cent of

domestic steel shipments (Dykes 1995).

Total employment in the automotive industry increased until 1989, fell for two

years and began ta recover by 1991. In 1993 employment stood at 153,022 compared ta

151,755 in 1986. The employment trends in each ofthe three digit SIC industries did not

follow the same directions (see Table 8.8). Employment grew from 1986 ta 1989 in the

parts and accessories industries and the truck, body and trailer industries and after falling

for two years began ta recover. Instead employment in the motor vehicle industry

vacillated from 52 to 56 thousand workers. From 1986 to 1993 employment grew from

85,241 to 87,974 in the parts and accessories industries and fell from 12,979 to 10,856 in

the truck, body and trailer industries. But employment in the motor vehicle industry

remained about the same with 53,544 in 1986 and 54,192 in 1993.

As seen in the bottom panel ofTahle 8.8, the value ofshipments ofgoods ofown

manufacturer in constant 1986 dollars grew from about 38.5 billion in 1986 ta about 46.8

billion in 1989. Shipments feU during the recession ofthe early 1990s dropping ta about

40.8 billion dollars in 1991. But it began to recoverthe nextyear and by 1993 shipments

had grown to more than 51 billion dollars.

Ofthe three groups ofindustries that make up the automotive industry, only the
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• Table 8.8: Automotive Industry, Employment and Shipment

Motor vehicle

SIC 323

Truck & bus
body & trailer

SIC 324

Parts and
accessories

SIC 325

Total

EMPLOYMENT

1986 53,544- 12,979 85,241 151,764

1987 52,034 13,419 88,550 154,003

1988 52,681 15,256 94,335 162;2.72

1989 55,392 16,188 96,254 167,834

1990 56,089 12,293 86,396 154,778

1991 55,678 9,195 80,264 145,137

1992 54,738 10,199 83,376 148,313

1993 54,192 10,856 87,974 153,022

SHIPMENT VALUES
(millions of 1986 $)*

1986 24,286.6 1,301.9 12,921.7 38,510.2

1987 22,443.2 1,486.4 13,017.1 36,946.7

1988 29,531.3 1,658.0 14,790.7 45,980.0

1989 29,244.6 1,683.5 15,827.3 46,755.4

1990 28,793.7 1,271.5 14,332.0 44,397.2

1991 26,793.8 979.2 13,005.6 40,778.6

1992 28,318.1 982.1 14,098.9 43,399.1

1993 33,483.2 1,087.3 16,470.7 51,041.2

*The 1986 dollar values were caIcuIated using the industrial product priee indexes for each group ofindustries.

Sources: Calculated from data compiled by Statïstics Canada,
Tranmortation Equipment Industries, Catalogue No. 42-251, various years
Industly Priee Indexes. Catalogue No. 62-001, various years•
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truck and bus body and trailer industry had in 1993 employment and shipment Ievels

lower than in 1986. But the other two groups of industries still ba.d in 1993 employment

Ievels below the peak years - 1990 in motor vehicle and 1989 in parts and accessories.

In contrast, the level ofshipments peaked in both industries in 1993.

With regard ta trade, exports and imports grew in dollar tenns, with Canada

maintaining a surplus (see Table 8.9). Howeverthe breakdown accordingto

commodities shows tbat its surplus was mainly due to dollars from exports ofpassenger

automobiles and chassis, and trucks, truck tractor and chassis. Instead Canada faced a

deficit in the other three groups ofcommodities. Measured in terms ofCUITent dollars,

Canada bought more ofmotar vehicle engines, engine parts, and motor vehicle parts than

it exported. Nonetheless, the value ofexports showed more spectacular gains than that

ofimports. Exports went from about 34.2 billion dollars in 1986 to about 47.5 billion

dollars in 1993, a cise ofnearly 39 per cent. In contrast, imports rose from about 33.6

billion dollars in 1986 ta about 40 billion dollars in 1993, a gain ofmore than 19 per

cent. (part ofthe growth, however, may he explained by exchange rate fluctuations. See

Bank ofCanada 1997).

Thus, the restructuring faced by the Canadjan automotive industry, which was

especially vigorous over several years, bas been accompanied by a rising number of

vehicles produced, an absolute rise in employment until it began feeling the effect of the

Iast recession in the early 1990s, and higher increases in export dollars than in import

dollars. While snch data are open to a variety of interpretation, they most certainly do

not indicate that the Canadian automobile industry bas been de-industrializing (see aIso
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• Table 8.9: Automotive Industry, Exports and Imports

Passenger
automobiles

& chassis

TTUCks, truck
traetor&

chassis

Othermotor
vehicle

Motor
vehicJe

engines&
engineparts

Motor
vehicleparts,

except
engines

Total

Exports
(thousands ofdollars)

1986 17,614,472 5,084,615 426,239 1,795,431 9,291,107 34,211,864

1987 14,~43 6,009,716 437,028 1,923,477 9,611,746 32,074,210

1988 16,973,163 7,206,154 682,782 2,324,567 7,996,649 35,183,315

1989 15,883,382 7,281,911 679,797 2,261,717 7,949,906 34,056,713

1990 16,226,514 7,560,771 693,112 2,009,014 7,835,480 34~24,891

1991 16,430,746 7,173,491 685,393 1,443,689 6,795,835 32,529,154

1992 17,834,052 9,422,296 785,358 1,665,259 8,136,556 37,843,521

1993 24,137,966 10,479,677 1,008,147 2,192,540 9,644,003 47,462,333

Imports
(thousands ofdollars)

1986 12,061,734 2,947,238 599,770 3,298,059 14,652,240 33,559,041

1987 12,346,158 3,292,859 618,582 3,004,229 13,951,954 33,213,782

1988 12,215,378 3,030,683 671,274 3,766,545 14,344,105 34,027,985

1989 11,833,889 2,607,711 850,366 3,529,349 13,305,543 32,126,858

1990 10,717,834 2,535,082 913,675 3,691,047 12,766,765 30,624,403

1991 11,665,535 2,759,162 929,500 3,512,211 12,270,187 31,136,595

1992 11,680,495 2,566,396 1,131,211 4,070,298 14,418,301 33,866,701

1993 11,856,161 3,333,296 1,294,210 5,289,640 18,278,303 40,051,610

Note: These specifie categories were selected on the basis ofinformation on total imports and experts included
in Statistics Canada, TUJIlS1'Ol1ation Eguipment Industries. Catalogue No. 42-251, 1995.

Source: Compiled from, Statistics Canada,
Exports, Mercbandise Trade, Catalogue No. 65-202, various years
Imports, Merchandise Tra4e, Catalogue No. 65-203, various years•
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Côté 1989; HoImes 1991~ 1991b, 1993, 1996; Morris 1991).

Steel Industry

The changes faced by the steel industry in the last two decades have also aroused

much concem over the future ofthe manufacturing sector. But while employment in the

steel indnstry bas been falling, output has been rising and the industry bas been facing a

trade surplus. Masi (1991, p. 181) concluded for the 1970 ta 1986 period that, "The

classic characteristics ofde-industrialization were never manifest in Canada's steel

industry. Rather, it seems ta he an. example ofsuccessful industrial restructuring in a

basic indnstry." The data suggest the same can he said for later years.

Attempts at setting up iron work projects in Canada go as far back as the

eighteenth century when it faced little success (Heron 1988). The manufacture ofsteel

products mainly started in the second halfofthe nineteenth century, and by the early

twentieth centmy had concentrated in Ontario (Hamilton and Sault Ste Marie) and in

Sydney, Nova Scotia (Ross and Peacey 1995). After facing generally slow growth, the

industry experienced rising demand with the outbreak ofWorld War II. Canada's

pIÏmary steel industry became mainly centered in Ontario where the integrated

producers, Algoma, Dofasco, and Stelco, also known as the ''Big Three," are located.

As with the automotive indnstry, developments at the Big Three steel firms have

received much attention. In the past years they have laid offthousands ofworkers and

Algoma came close to bankruptcy, thereby contributing to the pessimistic impression of
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the future ofthe steel industry. But the steel industly is more than the Big Three and., as 1

have argued in previous chapters, employment is only one indicator ofwhat has been

happening ta an industry. For example, the steel sector also consists of''mini-mills''

which often have the ability to quickly adapt new technology and meet the cbanging

demands ofthe market. Further, unlike the motor vehicle industry, the primary steel

industry is mainly Canadian owned and about 70 per cent ofshipments are destined for

the Canadian market.

The steel industry is here defined for Canada as the primary steel industries (SIC

2910), the steel pipe and tube industry (SIC 2921), and iron foundries (SIC 2941). In

1993 they accounted for about 55 per cent ofworkers and about 55 per cent ofthe total

value ofshipments ofgoods ofown manufacture in the primary metal industries. Ofthe

three, the primary steel industries make up the largest proportion ofemployment and

value ofshipments in the primary metal industries accounting for about 40 per cent of

total employment and 42 per cent ofthe total value ofshipments.

As Table 8.10 shows, although the various steel industries faced employment

drops, it was especially marked in primary steel plants where the drop was from 46,461

in 1986 to 33,257 in 1993. However, shipments grewuntil1989 when theypeaked at 8.8

billion dollars in constant 1986 dollars, then feU for!Wo years before they showed signs

ofrecovering. In 1993 the value of shipments was 8.2 billion constant 1986 dollars,

about 600 million dollars less than in 1989 a peak year, but about 446 million dollars

more than in 1986.

Steel industry performance was aIso quite successful with regard to trade. Masi
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• Table 8.10: Steel Industry, Employment and Shipment

Primary
steel

SIC 291

Stee/pipe
and tube

SIC 292

Iron
foundries

SIC 294

Total

•

EMPLOYMENT

1986 46,461 4,829 7,547 58,837

1987 46,493 4,964 7,860 59,317

1988 48,259 6,008 8,095 64362

1989 46,738 5,438 7,538 59,714

1990 39,120 5,319 8,397 52,836

1991 38,126 5,618 7,680 51,424

1992 35,268 4,808 7,394 47,470

1993 33,257 5,555 7,174 45,986

SHlPMENT VALUES
(millions of 1986 $)*

1986 7,753.9 985.5 812.8 9,552.2

1987 8,1265 1,189.4 822.7 10,138.6

1988 8,590.1 1,487.6 850.1 10,927.8

1989 8,800.1 1,433.2 799.8 11,033.1

1990 7,067.6 1,415.2 923.1 9,405.9

1991 6,501.4 1,571.5 809.2 8,882.1

1992 7,389.1 1,290.1 836.5 9,515.7

1993 8,199.4 1,613.1 884.5 10,697.0

* The 1986 dollar values were caIculated using the industrial product priee indexes for each group ofindustries.

Sources: CaIculated from data compiled by Statîstics Canada,
Primmy Metal Industries.. Catalogue No. 41-250~various years
Industry Priee Indexes. Catalogue No. 62-001, various years
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(1991) notes that Canada became a net exporter in 1976, as measured by steel products in

tonnage terms. The trade data here measured in dollar terms show that Canada continues

ta he a net exporter. As Table 8.11 shows, using certain commodity export groups ofthe

steel industry, there bas been an overall rise in exports in the 1986-93 period. Likewise,

there has been an overall rise in imports~but they remained below the level ofexports.

The data suggest that producers may have been specializing in certain products. For

example, from 1986 to 1993 import dollars in bars and rads steel have grown from about

228 million dollars ta about 377 million dollars, a 65 per cent gain. In the meantime,

export dollars in the same commodities grew from about 424 million dollars to about 654

million dollars, a 54 per cent rise. Again, when imports are taken into account together

with exports the changes are quite unlike what are assumed or expected by proponents of

the de-industriaIization thesis.

The steel industry bas been shedding labour while increasing output and

maintaining a trade surplus. Thus, in the 1986-93 period the steel industry continued in

Many respects the changes started in the 1970-86 period noted by Masi (1991). The

industry continued ta restructure rather than de-industrialize.

Pulp and paper industry

The paper and allied products industry is composed oftwo major segments, one

which produces pulp and paper (e.g., pulp, newsprint and paperboard) and the other

produces valued-added paper (e.g., packaging, stationery, and business forms). The
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Table 8.11: Steel Industry, Exports and Imports

Exports (thousands ofdollars)

Ferro- .UoY' Prlmary Iron Ca'Clugi & RaUway Crack
& lecl rorglng., .teel mater'.1

Bars" rod.,
•teel

PI.te .beet Other IroD " Tota/ Expo",
&.trlp .feel .lcel & alloy•

1986 55,084 219,914 188,397 41,901 423,613 801,480 685,001 2,415,450

1987 34,550 181,614 196,564 90,599 446,711 987,667 730,319 2,668,024

1988 46,783 198,486 35,285 60,385 431,875 870,358 785,633 2,428,805

1989 55,341 261,121 29,263 53,112 464,242 1,120,211 752.633 2,741,923

1990 51,190 317,701 28,063 75,715 316,583 915,657 614,386 2,499,295

1991 44,188 226,925 30,866 58,838 365,635 1,217,023 763,052 2,706,521

1992 26,395 254,549 31,427 63,242 517,475 1,354,244 705,245 2,952,577

1993 27,834 282,955 28,728 102,965 654,243 1,429,797 903,179 3,429,701

Imports (thousands ofdollars)

Pipes &
Cubu, Iron &

stcel

Wlre& wlre
rope, Iron

& .teel

Structure,
.hapu, stcel

" .hed
pillng

Dan" rOO., Plate, .hect & Oth~r Iron, lota/lmpq",
steel strlp, .teel .Ceel " alloy.

1986 288,471 108,391 99,835 227,984 721,543 393,746 1,839,970

1987 311,095 109,737 119,795 226,314 774,091 535,059 2,076,097

1988 574,890 203,451 180,135 3031388 1,035,309 733,925 3,031,098

1989 429,528 220,576 144.284 311,559 944,776 533,241 2,583,964

1990 463,367 170,639 138,405 326,994 1,110,355 368,144 2,577,904

1991 492,061 142,140 116,763 285,416 1,020,360 307,222 2,363,962

1992 403,822 155,613 85,197 282,218 997,108 342,024 2,266,042

1993 472,430 184,978 112,858 376,624 1,174,787 562,864 2,884,541

Note: These speclfio categories were selected on the basl! of Information on tolal lmports and exports lncluded ln Slallstlcs Canada, Prlmllty MelO! Industdes, Catalogue No. 41-250, 1995

•
Source: Compiled from data in Statistics Canada,

Exports. Merchandjse Irade, Catalogue No. 65-202, various years
Imports. Merchandise Trade, Catalogue No, 65-203, various years
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focus here is on the former (SIC 271) which in 1993 accounted for nearly 67 per cent of

the workers and about 74 per cent ofthe total value ofshipments ofthe paper and allied

products industries. In tum much ofthe pulp and paper industry consists of five

sub-industries at the four digits SIC, as listed in Table 8.12.

A main component ofthe pulp and paper industry is the newsprint industry.

Canada has long been a leading world producer and exporter ofnewsprint. In 1992, this

country accounted for 56.3 pet cent ofthe newsprint traded intemationally and 27.9 per

cent oftotal world newsprint production. Most exports are to the U.S. market. In

addition, Canada is a leading pulp producer, ranking second in the share ofworld

production, behind the D.S. which ranks first And it relies heavily on the export ofpulp,

with the D.S. as its main customer.

Paper mills have existed in Canada since the early nineteenth century, but as with

steel and autos, the industry largely developed at the tum ofthe twentieth century. By the

end ofWorld War l Canada had already become a leading exporter ofpulp and paper

(Minnes 1995). In the 1960s the industry faced a surge ofexpansion - sixteen new mills

opened in the latter halfofthe decade. The 1970s were instead turbulent because ot:

among other factors, intense competition in world markets. But by the end ofthe decade

the industry began to restore its competitive ability and mills were being modernized. Not

long after came the recession ofthe early 1980s which led to cutbacks and a few years

would pass before the industry began to recover. However, one report on the state ofthe

industry in the 19805 in Ontario pointed out that many finns were using outdated

machinery, were slow to respond to the changing demands ofpulp and paper products,
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• Table 8.12: Pulp & Paper Industry: Employment and Shipments

Newsprint PaperboardPulp

SIC 2711 srC2712 SIC 2713

Building
Board

SIC 2714

Other
Paper

SIC 2719

Total

EMPLOYMENT

1986 18,506 38,892 7,998 932 13,242 79,570

1987 18,202 40,169 7,742 993 13,228 80,334

1988 19,314 39,428 7,236 1,021 14,059 81,058

1989 19,548 39,492 7,161 989 13,405 80,595

1990 19,505 36,985 6,894 1,012 13,372 77,768

1991 19,704 35,734 6,731 1,006 14104 75,285

1992 17,956 31,921 6,213 938 14661 69,689

1993 17,599 30,264 6,681 948 12,561 68,053

SHIPMENT VALUES
(millions of 1986$)*

1986 4,267.4 7,183.3 1,470.0 100.8 2,050.9 15,072.4

1987 4,723.9 7,535.0 1,569.0 98.0 2,038.8 15,964.7

1988 4,680.8 7,663.1 1,467.6 98.4 2,269.1 16,179.0

1989 4,569.9 7,249.7 1,391.1 97.0 2,299.0 15,606.7

1990 4,2235 6,714.2 1,315.9 100.1 2,345.4 14,699.1

1991 4,5073 6,262.3 1,251.7 114.0 2,088.0 14,2233

1992 4,389.0 6,345.2 1,319.0 139.7 2,598.3 14,791.2

1993 4,565.7 6,429.6 1,441.8 150.1 2,736.8 15,324.0

* The 1986 dollar values were ca.lculated using the industrial prodnct priee indexes for each group ofindustries.

Sources: CalcuIated from data compiled by Statïstics Canada,
Paper and Allied Pmducts Industries. Catalogue No. 36-250, various years
IndustIy Priee Indexes. Catalogue No. 62-001, various years•
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and were slow to take advantage ofnew technologies (Report ofthe Premiers Counca

nd). More recently, the industry was hurt badly by the recession ofthe early 1990s.

Media reports often highlighted the dosure ofpaper mills and lay offs ofthousands of

workers.

Employment in the pulp and paper industry peaked in 1988 at 81,058 workers

(see Table 8.12). But in the nextyears the industry faced a 10ss ofmore than 13,000

workers and by 1993 employed 68,053 workers. However, shipments did not face a

similarly sharp drop. After falling in constant dollars from 16.2 billion dollars in 1988 to

15.7 billion dollars in 1989, shipments began to recover in 1992 and by 1993 reached

15.3 billion dollars.

The employment drop was particularly evident in the newsprint industry which

from 1987 to 1993 faced a loss ofnearly 10,000 workers. Shîpments began to decline in

1988, but by 1992 showed signs ofrecovering. Instead in the pulp industry employment

reached a high of 19,704 workers in 1991 and then faced a sharp drop Iosing 2,105

workers by 1993. The picture was different for shipments which remained generalIy

steady throughout the period, but were highest in 1987.

The puIp and paper industry is closely tied to the expert market as Table 8.13

indicates. Exports in 1993 totaled more than 14 billion dollars compared to imports that

only totaled about 1.7 billion dollars. Given that other industrialized countries, including

the U.S. faced a recession in the early 1990s, exports fell. After peaking in 1988 at about

15.8 billion dollars, exports dropped and by 1991 were about 13.6 billion dollars. Export

dollars began to recover in the next years and by 1993 again exceeded 14 billion dollars,
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• Table 8.13: Paper Industry, Exports and Imports

Exports
(thousands ofdollars)

Wood pulp Newsprint
andsimilar
pulp

Otber
paPerfor
printing

Paperboard Other
paper

1986 4,O7~O78 5,660,891 620,647 279,603 652,031 11,285,250

1987 5,473,035 6,028,589 868,864 302,418 763,215 13,436,121

1988 6,495,790 7,299,211 885,518 323,243 780,912 15,784,674

1989 6,940,337 6,507,031 635,569 300,587 805,809 15,189,333

1990 6,121,025 6,461,554 812,137 419,296 967,773 14,781,785

1991 4,937,256 6,498,556 790,370 501,741 905,012 13,632,935

1992 5,067,602 6,316,771 824,688 588,117 1,090,587 13,881,765

1993 4,640,781 6,655,546 947,606 597,987 1,240,939 14,082,859

Imports
(thousands ofdollars)

Woodpulp
andsimüar
pulp

Paper
and
Paperboard

1986 138,343 924,586 1,062,929

1987 142,687 1,015,097 1,157,784

1988 183,652 1,199,044 1,382,696

1989 202,249 1,262,124 1,464,373

1990 220,884 1,281,172 1,502,056

1991 165,160 1,339,388 1,504,548

1992 204,324 1,400,740 1,605,064

1993 182,136 1,553,246 1,135,382

Note: These specific categories were selected on the basis of information on total imports and experts included in
Statistïcs C-anada, Paprr and Afiied Products Industries.. Catalogue No. 36-250, 1995.

Source: Compiled from data in Statistics Canada,
Exports. Merchandise Trade. Catalogue No. 65-202, various years

• Imports. Merchandise Trade. CataIogue No. 65-203, various years
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still about 1.7 billion dollars less than the 1988 peak. Meanwhile, imports kept rising,

from more than one billion dollars in 1986 to more than 1.7 billion dollars in 1993.

The downtum in the late 1980s and early 1990s is not necessarily a harbinger of

what is in store for the industry. The recession in Canada and elsewhere, especially the

U.S., contributed to the slump. The industry has in 1993 shown signs ofrecovering with

shipments and experts surpassing the 1992 figures. A dark spot is employment, and

perhaps the lasses are permanent with the industry shedding labour, especially in its pulp

and newsprint operations. As for imports, while they are increasing, they still are far less

than exports. Imports in wood pulp and similar pulp, totaled more than 182 million

dollars in 1993 compared to exports which totaled more than 4.6 billion dollars. Further,

the largest share ofexports is in newsprint, nearly 6.7 billion dollars in 1993, but Canada

has virtualIy no imports in newsprint. In addition, while the amount of imports in paper

and paperboard has increased, the amounts in exports in paperboard and other paper have

aIse increased.

Concludfug Remarks

Ifthe yardstick ofde-industrialization is a long term absolute 1055 in both

employment and output, then the data presented in this chapter indicate that only the

tobacco and leather industries qualify. Longer terro data show that in the tobacco

product industries employment peaked in 1962 and reai output in 1977. Employment in
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the leather and allied products industries aIso peaked in the early 1960s and then steadily

dropped. However, output was cyclical, rising and falling until the 1980s when they

began to fall steadily.

Investment data genera.lly show increases for most years examined, but they were

affected by economic downtums. Investments dropped in the last recession in most

industries. But the drop was especially marked in the leather industry, which had a level

in 1991 that was below the level of 1981 in constant 1986 dollars. The employment and

output data together with the inves1ment data show that the leather industry has over the

years been contributing less to employment and to the economy.

Trade data show that most ofCanada's major manufacturing industries are

dependent on exports. And imports are increasingly essentiaI in answering the demands

ofthe ever diversifying Canadian economy. Most major industries with rises in import

penetration aIso had increases in export orientation. Canadian manufacturing has

become more dependent on international trade and shows signs that suggest it is

increasingly specializing in certain products. Moreover, the trade data juxtaposed with.

the employment and output data suggest that industries with a declining importance in

intemational trade, measured by falling import penetration and export orientation, are

Iikely to face drops in employment or output, or both, as in the case ofthe beverages and

tobacco industries.

Together the data on employment, output, trade and investments indicate that the

leather industry has been in serious difficulty. Although other industries have shown

certain weaknesses, among industries for which data are complete, the leather industry
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alone bas faced absolute declines in employment, real output and investments, and rising

import penetration but has experienced. only modest increases in its export orientation. 1t

is the one industry with clear signs that ifthe trends continue its future is bleak, and

possibly the tobacco industry being another. But, again, it is worth noting that they have

been relatively small manufacturing industries (see Seymour 1995, Kelley 1995). Of

course, the leather and tobacco industries have been virtually ignored in discussions on

de-industrialization. Perhaps it is because they are not perceived as "basic" industries.

The lasses have nevertheless been tragic for the displaced workers and undermined the

local economies. But the overall situation in the major manufacturing industries is not

whatthe proponents ofthe de-industrialization thesis expected..

Notwithstanding the confusion over what defines an industry as basic,

employment, output, and trade data show that Canada bas not been losing its automotive,

steel, or paper industries. There are serious concerns about the employment levels in the

pulp and paper industry and the steel industry. However, while they have been shedding

labour, they have increased their output and have become net exporters. The automotive

industry instead has experienced gains in employment, output and exports. Thus, the

data examined in this chapter indicate that rather than de-industrializing the three groups

of industries have shown signs of restructuring.
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Chapter NiDe

Ras Canada de-indnstrialized?

Canadian manufaeturing along with ather economic sectors has been in a state of

constant change, and in the long nID the economy bas grown and society bas benefitted.

But such changes are rarely smooth and their impact on society is often profound. The

changes can result in irreversible shifts as for example the agricultu.raI shift that occurred

decades ago. The agricultural sector did not fade away; "de-agriculturalizationn did not

happen. Instead, as the agricultural sector became more productive fewer people lived on

farms, and the sector continued to make a marked contribution to the economy. WhiIe

much concem was expressed about the impact ofsuch developments on the future of

farms and agricultural workers, there was no widespread concem that Canada was losing

its agricultural base. Indeed, agriculture was and continues to he one ofthis coun1:ry's

most productive sector and is highly export oriented. The same cannot be said about the

concerns expressed over what is happening, or bas aIready happened, to Canada's
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manufacturing industries. According to proponents ofthe de-industrialization thesis,

Canada is losing, or bas lost, its manufacturing base. The view that Canada bas been

de-industriaIizing bas gained so much currency that sorne accept it as a matter offact.

There is no doubt that the manufacturing sector has been, both directly and indirectly, a

major contributor to the growth ofthe Canadïan economy and its labour market. But its

history bas been characterized by considerable flux. Canadîan society and economy

would he dramatically different ifmanufacturing was to disappear. But the evidence

presented in this dissertation indicates that these industries, while changing, o:ften

dramatically, are not in a process ofextinction.

At first my interest was sparked by wanting to know more about the de

industrialization of Canada and the consequences it would have on our society. l had the

impression that in Canada the de-industrialization thesis had been simply adapted from

the workofBluestone and Harrison (1982) in the U.S.. Ind~ theirwork was the main

one, and often the only one, cited in recent works in Canada in which mention was made

ofde-industrialjz.ation. Few considered the de-industrialization debate in the U.K., which

actually preceded the one in the U.S.. Further research 100 me to an earlier indigenous

de-industrialization thesis in Canada which had been formulated in the context ofthe

dependency theory. Therefore, 1posed two types ofquestions. First, 1 decided to

concentrate my efforts on an examjnation ofthe concept and operational definition of

de-industrializ-ation that had been advanced in the three countries. To myamazement

and consternation, 1 found that there was no common agreement on the definition of

de-industrialization or its measurements. Howcver, the principal implication ofthese
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various de-industrialization theses was the same for aIl tbree countries - the 10ss oftheir

respective manufacturing sectors.

In the process ofexamining the conceptnalization and operationalization of

de-industrializatio~it becam.e evident that the propositions on which the thesis rested

were not clearly spelled out by its proponents in Canada. They did nat question the

thesis. They simply pointed to illustrative, often haphazard, data which in their view

fitted the requirements ofthe thesis. Thus, a second task ofthe study was that of

detennining the key propositions advanced, or implied, by supporters ofthe de

industrialization thesis and to consider critically whether a particuIar proposition alone

should he taken to indicate that Canada was de-industrializing.

It became increasingly apparent that there were serious conceptual problems with

the de-industrialization thesis in Canada. 1 began to question whether the central

propositions on which the thesis in Canada reste<! were at all grounded in empirical

information. It becam.e obvious that its proponents had given seant attention ta the

available data and tended instead to stress the potentially harmful impact that de

industrialization would bring. Sorne researchers argued that de-industrialization had

occurred because a single plant had closed!

Before trying to understand the impact ofa phenomenon, it is essential ta establish

whether it exists or how much of it eXÏsts. One ofthe many aims of this dissertation

became that ofdetennining whether Canada was Iosing its manufacturing sector. The

data analyses presented in the previous chapters were mainly descriptive in large part

because such treatment ofthe sfatistical information was sufficient to determine ifthe
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claims that Canada was de-industrializing were weIl founded. Further, proponents ofthe

de-industrialization thesis in Canada, as weil as 10 a large extent those in the U.S. and

U.K., had mainly concentrated on descriptive data ta back their claims.

The rest ofthe chapter will:

1) summarize the evolution ofthe de-industrialization thesis;

2) note the major changes in the manufacturing sector;

3) state the main conclusion ofthis study; and

4) suggest directions for future research.

The de-industrialization thesis in Canada

The term de-industrialization bas become part ofeconomic parlance. Indeed, l

think it bas become conventional wisdom. While credit for the de-industrialization thesis

is usually given to American academics who proposed it in the early 19805, or at times to

British academ.ics who considered a similar thesis a few years earlier (at Ieast with regard

to changes in a developed society) "de-industrialization" was actually first proposed in

Canada.

The indigenous Canadjan de-industrialization thesis ofthe early 1970s was

fashioned from assumptions held about Canada's path to ind.ustrializa.tion and its

development ofa weak industrial base. Proponents ofthe thesis were alarmed at the high
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Ievel offoreign ownership that characterized Canadjan manufacturing. They argued that

Canada. was in the process oflosing its alreadytruncated manufacturing sector. However,

their arguments relied mainly on limited evidence and their thesis was marred with

conceptual problems. They did not have a clear definition ofthe concept nor did they

state appropriate measurements to test it. Further, the empirical generalizations on which

the thesis was based were inconsistent and questionable. Their own data showed a rise in

U.S. investments inmanufaeturing and increases inmanufactwing employment, at least

in Ontario in that early periode Crïtics reIied on aggregate data, ineluding absolute

manufacturing employment and output, to argue that de-industrialization was merely

mythe

While ignoring the earlier de-industrialization thesis in Canada, over the years

many other commentators have expressed pessimism about the future ofthe

manufacturing sector. One eould conclude that the thesis had been useful in a debate

undertaken in a specifie time and place. But in the 1980s taIk ofde-industrialization

again became widespread, this time, however, based on a model developed for the U .s.

by Bluestone and Harrison (1982). The implication ofthe Bluestone and Harrison model

was similar ta that ofthe one proposed earIier in Canada (and somewhat to that in the

U.K.) - the loss ofthe manufacturing sector as a result ofdisinvestments. But there was

at least one major difference between the arguments in the U.S. and in Canada. The

earlier thesis proposed in Canada claimed. U.S. firms were closing down branch plants

and shifting part oftheir capital back into the U.S.. In contrast, the thesis advanced in the

U.S. expected investments 10 move across regions and abroad, presumably aIso to
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American owned branch plants in Canada. Obviously, both could not be correct. Indeed,

the evidence seems to show that both were wrong.

1t is unclearwhy the de-industriaIization thesis put forth in the U.S. gained more

attention in Canada than the indigenous one. Perhaps it was because the thesis in the U.S.

was popularized during the most severe recession since the Great Depression and served

as an explanation for what was happening. Ironically, the proponents ofthe

de-industrialization thesis largely ignored or played down the impact ofthe recession. As

with the earlier thesis in. Canada, the U.S. variant had conceptual problems, interpreted

scattered evidence as symptomatic ofa manufacturing sector in serious difficulty, and

was pessimistic about its future. Moreover, as had occurred earlier in the

de-industrialization debate in Canada, its main critique concluded from aggregate data

tbatAmerican. de-industriaIization was nothing more than a "myth." Further, other severe

criticisms have come from those who believe that manufacturing bas a central role to play

in the prosperity ofthe U.S. economy.

The manufaeturing sector in Canada recovered frOID the recession of the early

19805 and bythe end ofthe decade had achieved new highs in employment and output.

In the face ofsuch evidence one might expect more restraint in claiming that Canada bas

de-industrialized or is in the process ofde-industrializing. Instead, the

de-industrialization thesis seems to have gained more credence with the implementation

ofthe FTA and the NAFTA. However, once again the proponents ignore the fact that

their data are short-tenD. and recession biased. Notwithstanding data 10 the contrary, the
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work by Bluestone and Harrison (1982) continues to attract attention by discussants of

changes in the Canadian economy. The work ofsome authors leaves the impression that

there is a body ofdefinite evidence in support ofthe concept ofde-industrialization. A

recent example is the work by Merrett (1996, p. 86) who writes: IIIt bas been widely noted

that net job creation in the manufacturing sector has been a losing proposition over the

past severa! decades.n To add credibility to bis statement he footnotes the study by

Bluestone and Harrison (1982). However, aside from other weaknesses with bis study,

not only is Merrett's statement about job creation Clover the past severa! decades"

questionable, but Bluestone and Harrison (1982) emphasized gross loss ofjobs and not

net loss ofjobs in their work. Indeed, the appendix to the book showed that over the

decade ofthe 1970s there was a net gain in D.S. manufacturing jobs!

Remember that the implementation ofthe FTA coincided with a recession. Given

what happened to manufacturing after the recession ofthe early 1980s, one would rightly

expect this factor to he taken into aceount in making statements about what was

happening to manufaeturing in the early 199Os. But, according to the de-industrialization

thesis the change is secuIar, not cyclical. In fact, proponents ofthe thesis who examined

data covering the early 1980s ignored the recession (e.g., Drache 1989a). And those

exarnining data during the recent recession, blame the FTA and the NAFTA for

accelerating de-industrialization (e.g., Hurtig 1991; Merrett 1996). Short term data can

be used to justify almost any kind ofargument. But here the logic is circular and

pemicious.
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WhiIe the earlier de-industrialization thesis proposed in Canada was virtuaIly

ignored, judging from lack ofreferences, its general expectations have remained part of

the commentaries that have infonned many public policy debates in this countty. U.S.

firms in Canada are still seen as key culprits. They are accused ofwithdrawing

investments. However, DOW Caoadian firms are aIso perceived as shifting investments

out ofmanufacturing or placing new investments abroad. But, new investments by U.S.

:firms and Canadian manufacturers have been on the cise in this country!

The de-industriaIization thesis is likely to have a long life, for even when the

evidence mise doubts about its validity, proponents have a fall back position. They have

the luxury ofarguing that the impacts ofrecent changes such as the free trade agreements

are indeed de-industrializing Canada, and they point ta bits of information to "prove" their

daims. To put it another way, ifCanada bas not de-industrialized, it eventually will, as

the closure ofmanufacturing plants and resulting job losses demonstrate. The patient

may be healthy, but just you wait! Once again, this argument is far from flawless.

The de-industriaIization thesis has for some become an end in itselt: Supporters

ofthe thesis, except those that have been purely speculative, tend to stress bits ofdata. that

fit the requirements ofthe thesis. They rely often on famj]jar limited facts, mainly plant

closures and gross loss ofjobs, covering a short term which usually includes recessionary

years, and they ignore the impact ofthe recessions and the business cycle. But plant

closures and gross job losses are constants in the process ofeconomic development and

are more evident during economic downtums. Further, such bits ofdata are not sufficient
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to allow generalizations about what bas happened to a sector. It would he Iike

interpreting the closure ofa few retaiI stores and the gross loss ofsenrice jobs as the end

ofthe service sector.

Nevertheless, some leave the impression they have assembled an abundant

amount ofreliable evidence (e.g., Laxer and Jantzi 1973; Drache 1989a; Hurtig 1991). A

recent example is Merrett (1996) whose work on the surface would suggest there is

definitive empirica1 evidence that Canada is de-industrializing.. But closer examination of

data he cites show otherwise. He restricts the data primarily to the 1984-1994 period and

gives particular importance to the loss ofmanufacturing jobs. Further, the problem is that

he tends to contrastthe recovery years 1984-89, that followed the 1981-82 recession, with.

the 1990-94 period, which was influenced by a recession, as weil as the FTA and other

factors. As he correctly notes, manufactming employment grew from 1984 to 1989 and

then dropped sharply in 1990 and 1991. The data are ofcourse open te interpretations.

The one provided by Merrett (1996) is that the FTA, and not the recessioIl, accelerated

the de-industrialization ofCanada However, he mainly concentrates on the drop in

employment in certain years and gives little importance ta the slow recovery that started

in 1992. He notes there were 200 thousand fe\ver manufacturingjobs in 1994 than in

1989. True, but it is essential ta recall that 1989 was a peak year in manufacturing

employment. Moreover, ifthe drop in employment between 1989 and 1994 is seen as a

sign ofde-industrialization, then Merrett bas to aIso explain why there were 84 thousand

more jobs in 1994 than in 1992. It is aIso worth noting that there occurred a rise of 156

thousand manufacturingjobs from 1984 to 1989.
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Long tenn changes bave more to say about what is happening to a sector then

developments over a few years. To complicate matters, proponents of

de-industriaIization arguments have not clearly specified the basic propositions and

indicators oftheir thesis. A major claim is that de-industrialization is the loss ofthe

primacy ofmanufaeturing. B~ whether in employment or output, manufaeturing has

never been the leading sector in Canada. Further, many have long argued that the

Canadian manufacturing sector is truncated and weak. But according to the

de-industrialization thesis Canada is losing, or bas lost, its manufacturing base. How then

bas Canada become so wealthy and remained sa for such a long time? The critical

assessment of claims put forth by proponents ofthe de-industrialization that l have

presented in this dissertation indicate tha.t what has happened ta the manufacturing sector

is probably restructuring, but definitely not de-industrialization!

Changes in the manufacturing sector

The study relied almost exclusively on official statistics frOID Statistics Canada,

Bank ofCanada, and the U.S. Bureau ofLabor Statistics. The reason for using such

sources is that they are the only ones that provide empirically credible aggregate data to

examine the principal claims put fortb. by proPQnents ofthe various de-industrialization

theses. There exist weaknesses with the Canadïan indicators and the available data, but
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no alternative or better data exist at the aggregate level.

Based on cIaims advanced by various supporters ofthe de-industrialization thesis

in Canada, the focus ofmy research was on trends in employment, output, investments,

and trade in the last three decades. Below are some key results.

Employment

The de-industrialization literature in Canada expects the following to have

happened ta manufacturing employment:

1) a relative drop ofmanufacturing employment in the labour force
2) an absolute drop in manufacturing employment
3) rising "gross" 10S5 ofjobs in manufaeturing
4) rising manufacturing unemployment rate

The relative drop in manufacturing employment has occurred for many years.

Census data show that the proportion ofworkers in manufacturing dropped from 24.5 per

cent in 1951 to 16.8 per cent in 1986 on the basis ofthe 1970 SIC. Accordingto the LFS

the proportion dropped from 19.7 per cent in 1977 ta 15.2 per cent in 1995. In itselfthe

drop does not mean that Canada de-industrialized. Instead the manufacturing sector grew

at a slower rate than the labour force as a whole. Further, international data show that

Canada is not alone in fa.cing a relative drop in manufacturing employment among the

major industrialized countries.

An absolute fall in the number ofworkers in manufacturing would he more

serious. Although there have been ups and downs with the number ofmanufacturing
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workers, particularly in the Iast decade, over the long nm the number ofmanu:facturing

workers bas actuaIly grown slowly. In the 1977-1995 period. the number of

manufaeturing workers ranged from about 2.1 million to 2.4 million and peaked in 1989.

In 1995 there were 2.2 million workers compared to 2.1 million in 1977. Although there

bas been little expansion in terms ofworkforce, the employment data show that the

manufacturing sector has not de-industrialized - it bas increased slightly in absolute

numbers. Further, in the past two decades Canada bas had a higher growth rate in

absolute manufacturing employment than the other major industrialized countries.

Gross 10ss ofjobs in manufactming as an indicator ofde-industrialization is

somewhat awk.ward. The number tells us how many are affected by lay offs and plant

closure, but not whether there bas been a net gain or loss. The increase in gross loss of

jobs is also influenced by the rise in the number ofworkers in the manufacturing sector in

the past years. Further, since the gross loss ofjobs bas aIways existed, then an absurd

conclusion would have to be that Canada has always de-industrialized, even while it was

industrializing!

The focus on gross job loss as an indicator ofde-industrialization is also put into

doubt on the basis ofunemployment figures. A comparison ofthe unemployment rate in

manufacturing with that ofthe non-manufacturing labour force, shows that in Canada

manufacturing bas generally had a lower rate except during the recessionary years of

1981 and 1982, and 1990 and 1991.

Manufacturing em.ployment data indieate that over the years jobs have been

eliminated and new ones created, with a net gain in the absolute number over the long
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run. But the official data aIso show that the manu:facturing sector bas become less

important as a net job creator. Nonetheless, employment data alone are insufficient

indicators ofwhether a sector is fading away. Again, as in the case ofagricultme, the

output ofa sector can rise while employment falIs.

Output and Productivity

Surprisingly, the changes in output and productivity have not received much

attention by supporters ofthe de-industrialization thesis in Canada. Those who have

taken them into account expect the following to have happened:

1) a relative drop ofmanufacturing output in total output
2) a faIl in manufacturing labour productivity

The relative drop ID manufacturing output bas fallen in the last three decades from

an annual average ofmore than 21 per cent in the 1960s and 1970s 10 19 per cent in the

1980s to 18 per cent in the early 19905. The relative drop is due to manufacturing output

rising at a slightly lower rate than total output. Indeed, the size ofmanufacturing output

and total output have more than tripled in the 1961-94 periode Manufacturing output in

constant 1986 dollars grew from 31.1 billion in 1961 to 97.5 billion in 1994. l'hus there

bas been a relative drop in the contribution ofmanufacturing to total output which has

been accompanied by an absolute cise in manufacturing output. Such data are serious

challenges to claims that Canada bas been losing its manufacturing base.

The slower rates ofgrowth in manufacturing output and employment have been

accompanied by weaker productivity growth. But while over the years the rate of
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productivity growth bas slowed down, the productivity index with 1986 as a base steadily

increased and peaked in 1994. Ofcourse, a rise in labour productivity is not necessarily a

sign ofimprovement for the workers in a sector, since it could he achieved by eliminating

jobs and introducing more labour saving technology and organizational struetures_

However, the data show that the rise in the level ofthe productivity index in the last two

decades bas mainIy occurred from a combination ofrising output accompanied with slight

changes in labour input.

Investment

Ifthere exists one key measure ofde-industrialization, it bas ta he the decline in

investments. Ifsupporters do not specifica1ly point to investments, they nevertheless

stress plant closures. A fall in investments implies a 1055 ofconfidence in the sector,

resulting in plant closures and job losses, and ofcourse a fall in output, declining exports

and rising imports. Thus, the proponents ofthe Canadjan de-industrialization thesis

e:xpect the following to have happened:

1) declines in capital expenditures in manufacturing
2) declines in foreign. direct investments in manufacturing
3) increases in Canadian foreign. direct investments in manufacturing

The investment data raise doubts about the view that investors have lost interest in

this countrYs manufacturing sector. Investment declines occurred mainly in times of

recessions. Total capital expenditures in constant 1986 dollars grew from about 8.6

billion dollars in 197010 a peak level ofnearly 20.6 billion dollars in 1989. Investments
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declined in the fast recession, but remained above the level ofthe 1970s. In 1994

investments began to recover and pre1im inary actual expenditures in constant 1986

dollars were about 14.8 billion dollars. Preliminary actual expenditures for 1995 total

more than 16.6 billion current dollars and for 1996 expenditures are expected 10 tise to

above 19.1 billion current dollars. In addition, over the years an increasing proportion of

the investments have been on new machinery and equipment. This suggests that

manufaeturing firms have concentrated mainly on modernizing their machinery and

equipment te increase output while not necessarily adding workers.

Direct investments in manu:facturing have steadily grown and the bulk continues

to he by D.S. investors. Although the share oftotal direct investments by U.S. investors

has genera1ly fallen, the Ievel of investments bas grown. Further, the proportion ofU.S.

direct investments in Canada placed in manufacturing bas increased. The rise in foreign

direct investments in Canada has been accompanied by a cise in the amount ofCanadian

direct investments abroad, including in manufacturing. However, the proportion placed

in manufacturing bas dropped over the years.

Trade

According to the de-industriaHzation thesis, the fail in investments should result in

a rise in import penetration and drop in export orientation. Because ofdisinvesments in

manufacturing, Canada should be exporting in fewer goods and importing more. Thus,

the de-industrialization literature in Canada indicates the following should have

happened:
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rising import penetration in manufacturing
falling export orientation in manufacturing
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Although in the long mu investments in manufacturing did not falL import

penetration did rise. Between 1980 and 1995 merchandise imports grew in current

dollars ftom about 68 billion to more than 225 billion, and in constant 1986 dollars rose

from nearly 76 billion to over 217 billion. In the same period manufacturing imports in

current dollars rose from about 55 billion ta aImost 199 billion, and in constant dollars

increased frOID approximately 68 billion to nearly 193 billion. Data for the 1966 to 1987

period aIso showed a sharp cise in import penetration. Atone the data would seem to lend

support to the de-industrialization thesis, but the import data make up only halfthe

picture.

Exports did not fall. Between 1980 and 1995, merchandise exports in current

dollars rose from about 77 billion to nearly 254 billion, and in constant dollars increased

from more than 81 billion ta 227 billion. In the same period manufacturing exports in

constant 1986 dollars grew from about 64 billion to over 183 billion. Consequently, in

1995 the manufacturing sector had a trade surplus ofover nine billion current dollars.

And, while the sector had a trade deficit in constant dollars, the size ofthe deficit bas in

recent years declined. Further, data for the 1966 to 1987 period show that export

orientation sharply increased and matched the cise in imports.

The trade data do not indicate that Canada is losing its manufacturing base. They

seem ta suggest instead that the manufacturing industries have been specializing as

"globalization" expands.
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Basic Manufaduring Industries

Sorne proponents ofthe de-industriaIization thesis may object ta a focus on

aggregate national data They would argue that the core oftheir thesis is the fate of basic

industries in manufacturing. However, there is no clear meaning ofthe notion ofa "basic

industry." Nonetheless, changes in employment, output, investment, and trade at the Ievel

ofthe major manufacturing industries show no clear support for the de-industrialization

line ofargument While sorne industries have faced difficulties, onIy two industries

showed signs that their future was bleak Oeather and tobacco). However, it is worth

noting that these two sectors have been relatively smalI among the major manufacturing

industries, and there is no particular mention aboutthem in the de-industrialization

literature.

Generally, supporters ofthe de-industrialization thesis have preferred ta either

focus or comment on changes in groups ofindustries. Therefore, the study briefly

considered changes in the automotive, steel, and pulp and papers industries. For different

reasons, each one is significant to the manufactming sector and to the overa1l economy.

The automotive sector, which is heavily V.S. owned, has been part ofa sectoral free trade

agreement with the U.S. for more than three decades and thereby involved in a

"continental" market. In contrast, the steel industry is predominately Canadian owned and

most of its shipments are destined for the Canadian market The puIp and paper industry

is a resource base manufacturing industry that is mainly Canadian owned and heavily
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reliant on exports. The employment, output and trade data show tbat while the three

groups ofindustries have different characteristics, none cau be considered as in a process

ofde-industrialization. The steel and pulp and paper industries have been shedding

labour, but like the automotive industry, their output bas been rising and all three are net

exporters.

Canada is Dot de-industrializing

The central conclusion ofthis study is that Canada bas not been losing its

manufacturing base. In the long nm the manu:facturing sector bas actua1ly expanded with

absolute rises in employment, output, investments, and exports. There is a mismatch

between the expectations ofthe de-industrialization thesis and whathas happened to

manufacturing as a whole, the major manufacturing industries, and three main groups of

manufacturing industries.

One might object and argue that the conclusion is premature, especially insofar as

the situation has changed with the implementations offirstthe FTA and then the NAFTA.

The agreements have been accused ofacœlerating or causing de-industrialization. But

the thesis bas existed for more than two decades and was not formulated on the basis that

there would he the two trade agreements. Whether someone favours or opposes the

agreements, the arguments for de-industrialization have remained virtually the same.
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Two decades aga some feared manufacturing plants, mainly U.S. branch plants, were

being relacated to the U.S.. The same fear exists today, with the addition ofMexico as a

possible location, and that Canadian manufacturers have now joined the exodus.

Although Canada bas long ranked among the most industrialized countries in the

worId, sorne have seen its development as rather distorted. More than two decades ago

Canada was descdbed as ~e worId's richest underdeveloped country" with a small

manufactwing base that was truneated because ofthe high level ofU.S. ownership. For

sorne Canada had all the makings ofa country that was Iosing its manufacturing base.

But the manufacturing sector did not erode. Nonetheless, two decades later some

Canadjan commentators continue to see this country as de-industrializing and thereby

"disappearing" and "disintegrating" or in the process ofbecoming "underdeveloped"

(Hurtig 1991; Merrett 1996). The circumstances and explanations are somewhat

different, but the general pessimistic outlook about the manufaeturing sector and about

CanadaJs prospects have remained the same. Consider Merrett's (1996, p. 85) explanation

ofrecent developments and their consequences:

Startîng with free trade negotiations and accelerating after
the implementation ofthe FTA, the Canadian industrial
base has been eroded.... The immediate effect ofthe FTA
bas been the accelerated deindustrialization ofCanada ...
As the pressures offree trade dismantle Canada's engine of
economic gro~ Canada is being transformed frOID a
developed to an underdeveloped nation.

It is worth remembering that by some estimates Canada bas long ranked among

the major industrialized countries in the world. Nevertheless, not only has Canada.

320



•

•

retained its manufacturing base, but international comparisons on employment and output

raise serious questions about Canada slipping relative to the other G-7, let alone becoming

underdeveloped.

The relative drop in manufacturing employment bas aIse occurred in other major

industrialized democracies over severa! years with sorne countries facing steeper drops

than those experienced by Canada More importantly, Canada has had a higher growth

rate in absolute manufacturing employment than the other major industrialized cOlmtrÏes.

In the 1970-89 period, manufacturing employment grew in Canada, whiIe it declined in the

U.S. and ltaly since about 1980 and even earlier in France and Germany. In addition, in

the 1979-93 period, the major industrialized countries saw increases in manufacturing

output. However, the increase in the rate was sharper for Canada than for France, the

U.K, and Germany. Therefore, ifone believes that Canada is de-industrializing and

becoming underdeveloPeCi, the employment and output data begs the question whether

other industrialized countries such as France are facing the same fate.

Putting aside the debates over whether Canadian economic development was

caught in a ~'staples trap" or dominated by "commercial capitalists," Canada it would seem

should have been more vulnerable to de-industrialization than other industrialized

countries. Its manufacturing sector bas long been relatively smaller and has had a strong

presence offoreign owned branch plants. Whether the cause is believed to he the ~~ixon

agenda" noted by J. Laxer (1973) or the recent FTA and the NAFTA noted by more recent

supporters of the thesis, events have been interpreted as not favourable to Canada and
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resulting in its de-industrialization. But this bas not happened. Loyal adherents to the de

industrialization thesis continue to find ad hoc causes and selectively point to limited data

to support their perspective. The more balanced empirical evidence presented in this

dissertation make the claims unsustainable.

Future Research

In the last two decades manufacturing employment in absolute terms slowly

increased to peak in 1989, but has fallen sharply during the last recession and bas yet to

fully recover. In 1995 manufacturing still had 185 thousand workers less than 1989. In

relative terms manufacturing employment has been gradually declining. In 1995

manufacturing made up about 15 per cent ofthe labour force, compared to about 20 per

cent in 1980. Meanwhile, manufacturing output bas grovm in absolute terms and fallen in

relative terms. The share ofmanufacturing in the total economy dropped from about 22

per cent in the second halfofthe 1960s to about 18 per cent or less in the early nineties.

But while a drop ofeven four percentage points may seem steep, it is essential to recall

that the total economy bas grown sharply. The total economy in constant 1986 dollars

grew from about 203 billion in 1965 ta a peak level ofnearly 543 billion in 1995.

Likewise with manufacturing output. The country that sorne see as de-industrializing

achieved in 1995 a peak level ofmanufacturing output ofmore titan 102 billion constant
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1986 dollars, compared ta about 45 billion constant dollars tbree decades earlier. The

demand for manufaetured goods is being satisfied by a static and possibly falling number

ofmanufacturing workers. Further, manufacturing investments and exports have been

growing. Thus instead ofasking whether Canada is de-industrializing, the data raise a

series ofquestions about what kind ofrestructuring manufacttning is experiencing.

Is maDufacturing experiencing the same fate as agriculture?

The data examined in this study suggest that the manufacturing sector as a whole

is facing a similar fate as that ofthe agricultural sector. There is an important difference

between the manufacturing sector and the agricultmal sector, which mises the question of

whether the comparison is appropriate. The agricuItural sector needs land. While

investments can he withdrawn from the sector, the land which makes the sector

productive cannot he. Not 50 for manufacturing. Investm.ents cm he withdrawn and

reinvested elsewhere, and manufacturing plants can he moved. Manufaeturing workers

are mobile, but probably Iess so than the plants in which they work. Nonetheless,

investments in manufacttning were particuIarly high in recent years with the bulk used to

purchase new machineIY and equipment which in tum have an impact on employment and

output.

Where are new investments being plaœd?

The trend in capital expenditures shows that most new investments have been in
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DlaChinety and equipment while the amount in new construction bas shown little change.

This suggests that few new plants are opening up in manufacturing, but research will have

to test this out. And research would aIso have to explore what kind ofnew machinery and

equipment are being purchased. The increase in output with a modest change in

employment may have been achieved by investing in new labour-saving technology.

Further, the investments in new technology may he part ofa firm.'s stIategy to restructure

production to become more competitive in the domestie and world market.

The data show that direct investments in Canada have continued to rise and

Canadian direct investments abroad have been by far largely placed in the U. S.. It is

possible that the popularity ofthe D.S. may he for specifie regions with lower labour

costs. But further research is needed on this issue, as weIl as on claims th.at Canada is

losing manufacturing jobs to these regions. Indeed, the data mise questions about how

much ofthis is actually happening, since U.S. investors and other foreign investors, have

been increasing their level of investments in Canada

1t is true that Canadjan investments abroad have been rising. And there is no

denying that plants have been relocated to the U.S., and possibly since the NAFTA more

have moved to Mexico. But it needs to he shownjust how manyare in manufacturing and

what factors 100 them to relocate to a certain region. Further, the relocation ofcertain

plants is only a partial picture ofwhat is happening. The increase in Canadian direct

investments may result from Canadian firms expanding their line ofbusiness and opening

up new markets. In turn the Canadian firms may have created more demand ofspecifie
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goods for their Canadian-based plants. And as capital can easily move across borders of

certain regional economies, this flow may he also dictated by the demand ofconsumers

and the skills ofworkers, among other factors.

What are the implications of"globalization" on manufacturing?

Canada bas faced increases in both the value ofmanufacturing imports and

manufaeturing exports. This suggests that there is a growing specialization in

manufaetured. goods. In other words, are manufacturers increasingly producîng

specialized goods for export? A reIated question is whether many ofthe imported goods

were previously produced in Canada and ifsc did domestic production stop because of

imports. Or stated differently, are Canadian manufacturing industries specializing

because of foreign competition?

In addition, ifthere is increasing specialization, as the trade data suggest, then

possibly investments are aimed at contributing to tbat specialization. The same investors

are likely te expand their presence in Canada as well as elsewhere, but the investments

may he in difIerent types of industries. Research on investments needs to take into

account whether the rise in direct Canadian investments abroad is at the expense of

domestic investments. Likewise, whether rises in foreign direct investments in Canada

are displacing or adding to the Canadian domestic investments within an individual

industry. Large companies may he becoming increasingly more global, as weil as more

flexible, and this is bound ta have an impact on their corporate decisions ofwhere to
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invest. A related issue worthYofmuch attention is the kind ofrestrueturing manufacturing

industries have undergone because of intemationalization ofproduction, or globalization

ofthe market for certain goods, or bo~ especially in light ofthe NAFTA and other trade

agreements

Why is manufacturing employment showing little growth?

To say that Canada bas not de-industrialized does not imply that the manufaeturing

base has faced no difficulties or negative changes. As the study showed thousands of

workers have lost their jobs during the last two recessions and certain industries had only

modest growth. An economic recovery does not imply that the laid offworkers are all

rehired in manufacturing. It is possible that the recovery encourages specific industries to

grow while others show little growth. Research at the individual industry level can shed

more light on this issue. Furthermore, workers are not laid offsolely during recessioDS,

since contractions and plant closures are always present. The manufacturing data show a

large gross number ofunemployed workers, even during an economic recovery. These

developments beg the following empirical questions: In which individual industries are

manufacturing workers displaced? What are the causes of the job I055? AIso important

is whether the workers' skill and experience are transferable. For many workers, it may

have no significance as to whether they are employed in one sector or another. The wage

and the quality ofthe jobs may he far more important, and ifthatjob is in another sector,

fine.
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Wbich firms are job creators?

Anecdotal evidence cited by proponents ofthe de-industrialization thesis, leaves

the impression that manufacturing job losses are mainly in large establishments. More

effort is needed to assess the extent ofthe deaths ofmanufacturing establishments in

Canada, as weIl as the size and industry ofthe establishment, among other factors. This

raises the question ofwhether small firms are replacing large firm.s as creators ofnew

manufacturing jobs? The employment data provide reasons to doubt this. Among major

manufaeturing industries, the clothing industry which is widely recognized as having small

firms faced job losses, while the transportation equipment industries generally identified as

having large firms faced employment gains. Further research in this area would also have

to take into account births ofplants and the expansions and contractions ofexisting plants.

Our understanding ofthe changes in manufacturing employment would benefit greatly

frOID a closer focus on the size ofestablishments and the type ofjobs and quality ofjobs

created and eliminated.

What is happening to mannfacturing wages?

A widespread assumptio~and one advocated by supporters ofthe

de-industrialization literature, is that the loss ofmanufacturing jobs results in the 1055 of

high paying jobs, at least relative to the service sector. This view leaves the impression

that manufacturing jobs are basically high paying jobs. Such a perspective is probably

based on the "average" wage in manufacturing or at least in certain manufacturing
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industries, compared to wages in the service sector. High. wages in manufacturing may

he concentrated in specific industries and among workers with. higher job security. For

example, the average wage in the transportation equipment industry is higher than in the

clothing industry. Yet the latter bas in recent years lost workers while the former bas

gained workers. In addition, research has shown that Iayoffs are carried out on the basis

ofjob security - last hired first tired. And the last hired is likely to he young and eam a

lower wage. AIl ofthis would suggest that within manufacturing it may he the industries

that pay relatively lower wages that are displacing workers or that as a whole it is the

lower paid workers in manufacturing that are displaced. And their "average" wage may

he "relatively" equal to, or less than, the "average" wage in the service sector. More

attention should he given to the variation ofwages in manufacturing industries and the

charaeteristics ofdisplaced workers, with. regard to such factors as age and work

experience. In addition, the various changes in manufacturing, may have dirnjnished the

level ofthe wage workers expect from being employed in certain manufacturing

industries, especially those at one rime identified as paying high wages.

Are mannfacturiDg ïm:ns increasingly cootracting out?

Data cited in an earlier coopter suggest that manufacturing firms may he relying on

purchasing services which were formerly in-house, such as maintenance work. And they

may aIso prefer purchasing new types ofservices, rather than set them up in-house, such

as the nmning oftheir computer data networks. It is aIso important to consider whether in
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the process ofcontracting out certain production activities, large manufacturing firms are

contributing ta the rise of small manufacturing firms.

The employment data showed that part-time employment in manufacturing is

relatively lower than in the labour force as a whole. However, research shouid explore

whether there is a cise in the number of"temporary,,., "casual," or "contract" employees.

In many respects temporary work is a forro ofcontracting out work. The worker bas

limited employment security and may not have the same wage and henefits available to

"regular" workers. In the last two decades there has aIso occurred a sharp rise in the

number ofself-employed in the labour force. Possibly, restructuring (or downsizing) in

manufacturing is resulting in the use ofmore self-employed consultants - perhaps

profes~ionalswho at one time worked in manufacturing, faced layoffs, and may even

prefer a regular job.

What are the implications for unionization and industrial relations?

The developments in the manufacturing sector have implications for unionization

and industrial relations. Unioni.zed jobs have been generally perceived as providing

relatively higher wages and job security than non-unionized jobs. However this may he

changing because ofthe restructuring ofmanufacturing industries. The data show that

there are numerous layoffs in manufacturing, including during periods ofincreasing

employment. Conceivably, the new jobs in manufacturing are being created in non

unionized workplaces. An example would he the possible 10ss ofunionized jobs at the
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Big Three auto-assemblers and the rise in non-unionized jobs at the auto transplants.

Moreover, data examined earlier show rising manufacturing output is being

achieved with fewer workers. And imports have been rising. Such developments may

have weakened the power ofunions in the collective bargaining process. A manufacturing

plant may be able to shed workers and still achieve higher output. And it can claim that

imports (or "globalization") require the plant to he more "competitive." In consequence,

the firm can argue that unless workers make concessions it will have to rely on contracting

out sorne work, or close down the plant and reinvest elsewhere. Thus, labour's response to

restructuring deserves attention, particularly the impact of restructuring on the willingness

or opposition ofworkers to accept concessions, such as wage cuts and new work

structures. Research should also take into account the response oforganized labour, as

weIl as the impact restrueturing is having on unionization and possibly the emergence of

newand diverse forms ofindustrial relations.

What bas been the impact of govemment policies on restructuring

manufacturing industries?

Advocates of the de-industrialization thesis imply that govemments either have

advanced policies that are leading to the disappearance ofmanufacturing industries or have

failed to pass necessary policies to haIt the process ofde-industrialization.

Notwithstanding their general belief in government intervention to proteet manufacturing

industries, it would seem that whatever governments do or not do, proponents of the de-
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industrialization thesis b~lievegovemments either fail to advance industrial policies or

pass the wrong policies. Our understanding ofthe restructuring ofmanufacttning

industries, however, is better served through analyses ofgovernment strategies that have

contributed ta the development, expansion, transformation, or protection of

manufaeturing industries, and the participation ofthe industries in formulating these

strategies. Further, it is necessary to examine, as much as possible, the impact of these

strategies on the manufacturing industries.

Are the changes in maDufacturing a statistical illusion?

Among various weaknesses noted in this study about the official data the more

complicated one is the industrial classification ofestablishments. Again, the

classification is based on the principal activity of the establishment. This poses certain

impediments in understanding changes in manufaeturing. The establishment is key to

determining the number ofworkers, the amount ofoutput, the level ofproductivity, and

investments. But the distinction between manufacturing and service activities may have

become increasingly blurred because of how work is done and production is organized...

In the process ofrestructuring, manufacturing firm.s may have reorganized their

activities in such a way that, for example, many service activities are now carried out in a

separate establishment. The newly created establishment would he categorized in the

service sector because ofthe main activity. In addition, manufacturing plants may he,

increasingly contracting out work. that was previously carried out in-house. Some, ifnot
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most, ofthe work contracted out may originate from establishments categorized in the

service sector. But ifthe work was still carried out by workers in-house, then those

workers would he counted as in manufaeturing rather than in services. In additio~by

contracting out work, the manufacturing plant not only registers fewer workers, but m.ay

he able ta increase output because ofthe work contracted out. And labour productivity

aIso rises since it is the ratio ofoutput and the number ofhoUIS worked by persons in the

establishment. Thus, the kinds oforg;inizational restrueturing manufacturing firms have

undertaken, and whether the restnlcturïng in manufacturing and other sectors is creating a

statistical aberration about certain changes, including employment trends, are worthy of

additional research.

Concluding Remarks

Contrary to the de-industrialization thesis, the data presented here indicate that

manufacturing is not on the way out. Advocates ofthe de-industriaJjzarion thesis have not

subjected their ideas to a system.atic data-based assessment. This dissertation bas filled

that gap, but as inevitably happens more questions have arisen. A theory should help

guide the research and the research refines the theory. But the adherents ofthe de

industrialization thesis have often advanced its worthiness on the basis ofspeculative

statements and limited data, and shown a generallack ofmterest in considering the
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relevant empirical information. This study failed to find support in aggregate data for the

de-industrialization claims. The data on manufaeturing employment, output, investments,

and trade examined found that in general de-industrialization is not, and bas not been,

happening. The manufacturing sector is not only aIive, but it is as a whole weIl and

growing. There are ofcourse many other avenues ofresearch to explore in the study on

changes in the manufacturing sector, and as always the data will he open to interpretation..

But in the face ofevidence examined in this study, the de-industrialization thesis does not

offer a useful guide to future research. However, several questions have arisen from this

critique ofthe thesis and they deserve more careful examjnation.
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