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Introduction 

A number of economists [3;4] have argued that the overall per
formance of stabilization policy would be improved if greater use 
were made of regionally oriented fiscal policies to secure stabiliza
tion. The basis for this argument is to be found in the observed 
tendency in Canada for unemployment in the Atlantic provinces and 
Quebec to remain at an unacceptably high level even at a time when 
the rest of the economy is operating under fully employed, infla
tionary conditions. In these circumstances the introduction of na
tionwide measures of fiscal and monetary restraint to combat infla
tion, which originates in the more prosperous areas, will retard the 
growth of employment in the depressed regions, since the braking 
effects of these policies will be transmitted to ail regions and not 
simply to the more prosperous areas where such policies would be 
most appropriate. The solution to this problem, it is argued, is to 
pursue regionally discriminating fiscal policies, pinpointing 
expansionary fiscal measures in the high unemployment regions 
while simultaneously aiming restrictive measures at those regions 
where an excessive rate of spending is contributing to price inflation. 
In this way regional fiscal policies could be used to combat inflation 
at a lower cost in terms of unemployment. 

The success of such policies, however, has always been a matter 
of sorne controversy. It is argued, for example, that provincial 
economies are so "open" that a policy of pinpointing expansionary 
fiscal measures in regions of high unemployment would be rendered 
ineffective because of high interprovincial spillovers. It is further 
argued that even if the provincial import leakages are small enough 
to make regionally differentiated policies feasible a policy of shifting 
demand from high to low employment regions would do nothing to 
increase employment in the latter regions, because the higher level 
of unemployment observed there is not caused by a deficiency of 
aggregate demand but reflects a higher degree of structural unem
ployment. 

1 The author would like to thank John Vanderkamp for his helpful criticisms on 
an earlier draft of this paper. 
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The purpose of this paper is to determine whether, in the face 
of these criticisms, a case can still be made for the use of fiscal 
policies which discriminate explicitly between the various regions. 
For this purpose a simple multiplier model is developed for Canada 
and used to compute total tax and government expenditure 
multipliers for each of the provinces. The structure of this model is 
described in the following section. The third section reports on the 
results of conducting a number of fiscal policy experiments using the 
multiplier estimates for taxes and government expenditures. The 
concluding section discusses the implications of these findings for 
the potential use of regionally discriminating fiscal policies in 
Canada. 

An Interprol'Inclal ModeF 

The model used in this paper describes the economy of any province 
i by the following set of structural equations. In each of these equa
tions the subscript i runs from 1 to 10 where i = 1 for New
foundland, 2 for Prince Edward Island, 3 for Nova Scotia, 4 for New 
Brunswick, 5 for Quebec, 6 for Ontario, 7 for Manitoba, 8 for 
Saskatchewan, 9 for Alberta and 10 for British Columbia. 

10
 
Yi=Cj+li+Gi+XWi+ I Xij-Mi i=1, ... ,10 (1)
 

j=l
 
j l' i 

C· ="'0 + C' [ y .. T- + TR) i=1, ... ,10 (2)1	 1 1 1 1 1 

T- =T + t· y.	 i=1, .... 10 (3)1	 1 1 1 

1· =T+i'Y'	 i=l, ... ,lù (4)1	 1 1 1 

Xij= Mji Yj j l' i	 i=l, ... ,l0 (5) 

Mi= mi Yi	 i = 1, ... , 10 (6) 

The variables are defined as follows: 

Endogenous 

Yi	 == gross provincial domestic product 
Cj	 == personal consumption 

2 This model, with sorne important modifications. is an extension of an earlier 
two-region model developed by F.C. Miller [4] 

Ti == total direct and indirect taxes, excluding local taxes 
li == gross business investment 
Xij == exports from i to j 
Mi == total imports into i 

Exogenous 

.9... == autonomous consumption 
I.Ri == government transfer payment to persons 
Ti == autonomous tax collections 
1· == autonomous business investment n == government expenditures on goods and servicesj 
XWi	 == exports from i to the rest of the world 

Equations (1) through (6) constitute a system of 140 equations 
in 140 unknowns; namely, Yi, Ci, Ti, li, Xij and Mi, where i =
 

1, ... , 10 and j = 1, .... 10; j 1'i. Equation 5 provides the link
 
between the income determination process in province i and the
 
other nine provinces. It states that exports from i to j are equal to
 
imports into j, which are a function of Ys income.
 

A Mathematical Statement of the Model
 
The model can be expressed in matrix terms as follows:
 

BY' = CZ'	 (7) 

where B	 is a (140 x 140) matrix of the coefficients of the 
endogenous variables of the model; 

y'	 is a (140 x 140) transposed matrix of the endogenous 
variables; 

C	 is a (140 x 60) matrix of the coefficients of the exogenous 
variables; and 

z'	 is a (60 x 140) transposed matrix of the exogenous 
variables. 

Multiplying (7) by B-I yields 

y'= nz'	 (8) 

where n =	 B-IC is a (140 x 60) matrix of multipliers. 
The coefficients attached to the policy variables in the reduced 

form equations are the fiscal policy multipliers. They show the im
pact on ail of the endogenous variables of the model, including the 
Gross Domestic Product of each of the provinces, of an exogenous 
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change in government expenditures or taxes introduced into any 
province. 

Data Sources and EsdmadoD Procedures 
The simplest and statistically the best method of obtaining unbiased 
estimates of the multipliers would be to estimate the reduced form 
(equation 8) directly. This could not be done, however, because of 
data limitations and because of high multicollinearity between the { 

The multipliers may also be subject to sorne additional error 
because of the assumption made here that the provincial import 
leakages over the period of estimation, 1961-74, can be represented 
by the provincial average propensities to import calculated for the 
year 1966. This assumption is only valid if there have been no impor
tant changes in provincial trading patterns over this period. A 
number of structural changes have occurred in the national and in
ternational economies, however, which suggest that the pattern of 

policy and other exogenous variables in the reduced form equations. trade both between the provinces and between the provinces and
1Instead the structural parameters of the model were estimated using foreign countries was different in 1974 than it was in 1966. Among 
1ordinary least squares (OLS), the estimates were then substituted in the more significant factors were the sharp increase in the priee of 
\to the Band C matrices, and the n matrix was computed using the crude oil announced by the OPEC countries in the fall of 1973, the 
1

( 
( 

(
( 

technique of matrix inversion. Ideally the structural parameters 
should have been estimated using two stage least squares to correct 
for simultaneous equation bias but the absence of time series data 

development of major import-substituting industries (e.g., steel in 
Quebec), increases in interprovincial and international tourism, and 
the signing ofthe Canada-O.S. auto pact in 1965. 

for interprovincial trade in goods and services made it impossible to There is sorne evidence which suggests that these changes may 
use this estimation procedure. 

The provincial consumption, investment, and tax equations 
were estimated by regressing personal consumption expenditures, 

not have been of great quantitative importance in altering provincial 
trading patterns. This evidence is übtained from the provincial 
destination of manufacturing shipments data compiled by Statistics 

business investment spending, and total taxes, minus local taxes, 3 

against Gross Domestic Product in each of the provinces 
respectively. The data used in these regressions were taken from the 
National Accounts, and from the Provincial Economie Accounts 
recently published by Statistics Canada [7]. 

The technique of OLS could not be used to estimate the 
provincial marginal propensities to import because time series data 
for interprovincial trade in goods and capital services do not exist. In 
the absence of these data, it was assumed that the various provincial 
marginal propensities to import could be approximated by the 
average propensities to import calculated using the dollar value of 
interprovincial merchandise trade f10ws taken from the DREE 
interprovincial input-output table for the year 1966 [1]. 

This method of estimating the provincial import leakages 
understates the size of these leakages and produces an overestimate 
of the multipliers because the input-output table is constructed 
under the assumption that interprovincial trade in services is almost 
non-existent; that is, the demand for services is met almost entirely 
from production within the province. The reason for this is that very 
little information is available in this area. Thus business services, 
head office services, and purchases by visitors from other provinces 
are not included in the interprovincial trade estimates. In addition it 
is assumed that ail transportation services are produced within the 
demanding province. 

3 Local property taxes were excluded because property tax revenues tend to be 
relatively insensitive to short-run changes in incorne. 

Canada for two years 1967 [5] and 1974 [6]. When the value of 
manufactured goods imported into each province is expressed as a 
fraction of each province's Gross Provincial Product and the ratios 
are compared for 1967 and 1974, the ratios appear to have remained 
fairly stable. This suggests that the provincial merchandise import 
leakages calculated using the DREE interprovincial trade estimates 
may not be substantially in error, because manufactured goods 
represent a major proportion of a province's commodity imports. 4 

This evidence, of course, is not conclusive. Trade also occurs in 
services, construction, agriculture, and mining and almost no 
information is available showing how provincial trade in non
manufactured goods and services changed over the period of 
estimation. 

Regression results for provinces and the estimates of the 
provincial marginal propensities to import are shown in Tables 1 
and 2 respectively. 

Qualifications 
Apart from the data limitations noted above, the multiplier 
estimates are subject to two additional qualifications which must be 
discussed before the estimates are presented and analyzed. 

This paper uses a very simple type of Keynesian model which 
lacks many of the interdependencies found in large scale macro
economic models of the Canadian economy. The absence of money 

4 DREE's inter-provincial trade estirnates show only the total dollar value of 
commodity imports into each of the provinces. A breakdown between 
manufactured and non-manufactured goods is not provided. 
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Table 1 

REGRESSIONRESULTS. PROVINCES, 1961-74' 

" 
PROVINCE RESULTSb 

PROVINCE 

Newfoundland 

Prince Edward 
Island 

Nova Scotia 

New Brunswick 

Quebec 

Ontario 

Manitoba 

Saskatchewan 

Alberta 

British 
Columbia 

C 

14.508 
1.00]) 

27.33.1 
(5.051) 

128.473 
(1.854) 

105.9.13 
(4.230) 

533.043 
(2.842) 

2100.2J5 
(4.200) 

274.960 
(4.508) 

501.%6 
(5.808) 

453.108 
(3.094) 

346.428 
(2.723) 

RESULTS b 

Consumption Equation 

c Î' DW 

.954 .425 1.01 
(35.845) 

.850 2.13 
(33.882) 

.880 .900 1.70 
(27.508) 

.893 .489 1.88 
(25.042) 

.892 1.25 
(0.1.803) 

.780 .900 1.18 
(45.391) 

.794 .501 1. 94 
(32.662) 

.610 1.40 
(14.847) 

.785 .900 1.34 
(30.926) 

.852 .736 1.66 
(47.151) 

R2 

.99 

.99 

.99 

.99 

.99 

.99 

.99 

.95 

.99 

.99 

" 
( 

\ 

i 

\ 
1 

1 
1 

\ 
( 

( 

( 

( 
( 
1 
\ 
1 

i 

Saskatchewan 

Alberta 

British 
Columbia 

Newfoundland 

Prince Edward 
Island 

Nova Scotia 

New Brunswick 

Quebec 

Ontario 

Manitoba 

Saskatchewan 

-177.208 
(-3.500) 

-410.034 
(-4.944) 

-545.802 
(-10.044) 

1 

17.422 
1.249) 

-120420 
(-.1l02) 

-1l0.088 
(·1.881 ) 

·98.905 
(-2.321 ) 

-9t7.085 
(-1..100) 

-747.759 
(-2 ..100) 

-49.544 
(-1.0112) 

179.9211 
(1 ..143) 

.232 
(13.837) 

.253 
(23.703) 

.314 
(53.848) 

i 

..100 
(4.79.1) 

.29.1 
(.1.557) 

.215 
(13.859) 

.281 
(10 ..1 Ill) 

20.1 
(7.852) 

.1811 
(21.1128) 

.204 
(15.947) 

.140 
(4.283) 

1.47 

.831 1.01 

2.10 

lnvestment Equation 

Î' DW 

.542 1.55 

.817 1.01 

1..10 

1.45 

.900 .77 

.1l09 1.22 

.4.14 1.Il 1 

.732 .97 

.94 

.97 

.'J9 

R2 

.87 

.84 

.94 

.90 

.95 

.99 

.97 

.81 

T 
Ta. Equation 

t Î' DW R2 1 
Alberta 119.8211 

(.1.291) 
.22Il 

(44.863) 
1.25 .99 

Newfoundland -109.921 
(-4.747) 

.354 
(18.718) 

.778 1.92 .99 
British 
Columbia 

-119.27.1 
(-.731) 

.24.1 
(14.701) 

.480 1.75 .98 

Prince Edward 
Island 

-24.310 
(-3.707) 

.346 
(11.460) 

1.58 .91 

Nova Scotia -222.241 
(-13.114) 

.357 
(43.381) 

1.27 .99 

New Brunswick 

Quebec 

Ontario 

Manitoba 

-165.907 
(-9.615) 

-1738.741 
(-7.834) 

-1986.863 
(-19.352) 

-271.936 
(-7.421 ) 

.363 
(32.90]) 

.367 
(37.622) 

.326 
(109.145) 

.299 
(29.801) 

.705 

.461 

2.05 

1.64 

1.32 

2.00 

.99 

.99 

.99 

.99 

\ 

1 

\ 

a 

b 

In those equations for which a value of P is given. the equation has been ad· 
justed for seriai correlation using the HiIdreth·Lu procedure. P is the 
estimated value of the autocorrelation coefficient in the first order Markov 
scheme. The procedure was not applied when the Durbin·Watson test was in-
conclusive. 

t ratios are given in the brackets below the regression coefficients in the con· 
sumption. tax and investment equations. 



Table 2 

PROVINCIAL PROPENSITIES TO IMPORT ESTIMATED FOR 1966" 
(In percentages) 

NFLD PEI N.S. N.B. QUE. ONT. MAN. SASK. ALTA. B.e.~ToFrom 

NFLD. .0021 .0034 .0 .0016 .0013 .0 .0 .0 .0 

PEI .0075 .0074 .0038 .0008 .0002 .0001 .0 .0 .0 

1\1.5. .0427 .0858 .0362 .0062 .0024 .0018 .0016 .0026 .0013 

N.B. .0131 .0543 .0268 .0041 .0033 .0016 .0007 .0007 .0007 

QUE. .1438 .1353 .1047 .1342 .0926 .0704 .0552 .0534 .0489 

ONT. .1974 .1881 .1932 .1883 .1819 .1663 .1461 .1564 .1425 

MAN. .0049 .0043 .0072 .0054 .0048 .0081 .0422 .0219 .0072 

SASK. .0007 .0063 .0064 .0035 .0037 .0081 .0452 .0067 .0031 

ALTA. .0033 .0037 .0019 .0032 .0109 .0140 .0248 .0603 .0417 

B.e. .0061 .0080 .0055 .0042 .0049 .0064 .0221 .0273 .0441 

Total
 
Imports .524 .6882 .5469 .5427 .4103
 .3778 .4725 .4420 .4227 .3599 

aThe total propensity to import for province i was calculated by dividing the estimated total dollar value of commodity imports into province i by 
province j's Gross Domestic Product. Province j's propensity to import from province j was calculated by dividing i's imports from j by i's Gross 
Domestic Product, where i = 1..... 10: j = 1..... 10: and i .~ j. 
Source: Department of Regional Economie Expansion. An Interprovlnciallnput-Output ModeI. [1 J. 
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stock data for the provinces made it impossible, for example, to 
include a monetary sector. The model, therefore, does not inclùde 
money demand functions for the provinces, and long-term corporate 
bond yields are not included as an explanatory variable in the 
provincial investment functions. As a consequence, the crowding out 
effects of expansionary fiscal policies arising from upward pressure 
on interest rates and downward pressure on private spending are 
ignored, and the multiplier effects of the policies are larger than they 
would have been if the monetary consequences of government 
financing of budgetary deficits had been included. 

The multiplier estimates are also subject to sorne specification 
bias because of the assumption made that government transfer 
payments to persons are exogenous. This assumption is particularly 
objectionable in a fiscal policy modeI. To the extent that regionally 
differentiated fiscal policies did succeed in raising income and 
reducing unemployment in, for example, the Atlantic provinces or 
Quebec, transfers to the regions from the Federal Government 
would be reduced. In consequence, the multiplier effects of the 
policies would tend to be lower than the exogenous treatment of 
transfers wouId suggest. 5 

Given these biases and the absence of time series data for 
interprovincial trade in goods and services, the multiplier estimates 
should be regarded as first approximations of the true short-run 
provincial economic impact of changes in government taxes and 
expenditure programs. 

Multiplier Results 

Multiplier estimates for total taxes and government expenditures on 
goods and services are presented in Tables 3 and 4. The provincial 
multipliers are represented by the diagonal entries in each table, 
white the interprovincial multipliers are represented by the off
diagonal entries. 

Reading across the rows in each table shows the provincial 
distribution of income increases that would result from a one dollar 
injection in government expenditures and a one dollar reduction in 
taxes made separately in each of the ten provinces. The figures in 
brackets below the diagonal entries (the provincial multipliers) show 
the percentage of the total increase in income for the nation that 

5	 An attempt was made to include equations for unemployment insurance 
benefit payments in the model but satisfactory statistical results could not be 
obtained. The amount of the specification bias contributed to the estimates by 
this exclusion, however, is not very great because in eight of the ten provinces, 
unemployment insurance benefits averaged less than 3 percent of Gross 
Provincial Product over the period 1961-74, and the average was only 3.9 per
cent in P.E.l. and 4.5 percent in Newfoundland. 



PROVINCIAL AND INTERPROVINCIAL GOVERNMENT EXPENDITURE MULTIPLlERS' 
(doUanl 

Effect on Gross Domestic Product in: NFLD. PEI N.S. N.B. QUE. ONT. MAN. SASK. ALTA B.e. CAN. 

Province NFLD. 1.65 .016 .102 .043 .510 .706 .017 .014 .040 .039 3.15 
where (52.4) 

government 
expenditu res 
are changed 

PEI .007 1.19 
(48.0) 

.144 .104 .386 .544 .021 .019 .033 .035 2.48 

initially: N.S. .009 .012 !.JI .056 .313 .514 .024 .018 .026 .017 2.31 
(56.7) 

N.B. .003 .008 ms 1.45 .409 .574 .023 .016 .033 .017 2.62 
(55.3) 

QUE. .005 .(J02 .016 .013 LM .486 .019 .014 .044 .026 2.26 
(72.6) 

ONT. .004 .0008 .008 .009 .247 1.61 .023 .019 .046 .028 1.99 
(80.9) 

MAN. .002 .0006 ,1l08 .008 .250 .488 1.42 .085 .087 .080 2.43 
(58.4) 

SASK. .001 .0004 .006 .005 .192 .399 .084 1.22 .142 .084 2.13 
(57.3) 

ALTA. .002 .0005 .010 .006 .237 .519 .062 .024 1.67 .150 2.68 
(62.3) 

B.e. .002 .0005 .008 .006 .241 .528 .033 .016 .149 1.90 2.88 
(66.0) 

•	 The numbers in parentheses refer to the percentage of the total incorne change resulting from changing governrnent expenditures by one dollar in 
each province. 



Table 4
 

PROVINCIAL AND INTERPROVINCIAL TAX MULTIPLIERSa
 
(doUanl 

Effect on Gross Dornestic Product in: NFLD. PEI N.S. N.B. QUE. ONT. MAN. SASK. ALTA. B.C. CAN. 

Province NFLD. 1.57 .010 .098 .041 .4R7 .074 .025 .013 .038 .037 3.00 

where (52.3) 

taxes are 
changed 
initially 

PEI. .000 1.01 
(47.9) 

.122 .089 .328 .402 .018 .010 .028 .030 2.11 

N.S. .008 .011 1.10 .050 .270 .453 .021 .010 .023 .024 2.04 
(50.9) 

N.B. .002 .007 .067 1.30 .365 .512 .021 .014 .029 .024 2.34 
(55.5) 

QUE. .005 .002 .014 .012 1.40 .434 .017 .012 .040 .024 2.02 
(72.3) 

ONT. .003 .0000 .000 .008 .194 1.27 .018 .015 .030 .022 1.57 
(80.9) 

MAN. .001 .0005 .006 .000 .198 .387 1.13 .067 .009 .003 1.93 
(58.5) 

SASK. .0008 .0002 .004 .003 .1 J7 .243 .051 .745 .087 .051 1.30 
(57.3) 

ALTA. .001 .0004 .008 .005 .180 .407 .049 .019 1.31 .118 2.10 
(02.4) 

B.C. .001 .0003 .007 .005 .205 .450 .028 .014 .127 1.02 2.40 
(05.8) 

a The nurnbers in parentheses refer to the percentage of the total incorne change resulting frorn changing taxes by one dollar in each province. 
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would remain in the province in which a tax cut or increase in 
expenditures was made initially. With the exception of P.E.I., in ail 
cases the increase in income in the province of initial injection is 
above 50 percent of the total increase in income for Canada. 

In each table of multipliers the provincial multipliers are 
significantly greater than the interprovincial multipIiers. This 
indicates that the largest increase in income in a province will occur 
when tax reductions or increases in expenditures are made in the 
province and not outside it. To show this, assume the Federal Gov
ernment wishes to increase income in Nova Scotia and that it 
increases its own spending in the province by $1,000. Then income 
rises by $1,310 in Nova Scotia, by $56 in New Brunswick, and so on, 
producing a total increase in income for Canada of $2,310. If 
Federal expenditures were increased by $1,000 in Ontario, then 
income is increased by $1,610 in that province but only by $8 in 
Nova Scotia, the total increase in income being $1,990 for Canada. 
In both cases the total change in income in Canada is about the 
same order of magnitude but the provincial distribution of income 
changes is very different. In the first case 57 percent of the total 

1

l 
( 

use of regional fiscal policies, such policies would not be made 
impractical because of high leakages. 

The multiplier results also show that a policy of stimulating 
demand in the depressed regions to combat unemployment could be 
combined with a policy of reducing demand in the high income 
regions to combat inflation, and that the contractionary spillover 
effects of these policies on income in the depressed regions would be 
smail and would not be offsetting. To demonstrate this, suppose 
that unacceptably high levels of unemployment are encountered in 
the Atlantic provinces and Quebec at a time when the rest of the 
country is experiencing inflation. Suppose further that the Federal 
Government increases its expenditures by $1,000 in each of the four 
Atlantic provinces and Quebec to combat unemployment while it 
reduces its expenditures by $1,000 in each of the other provinces to 
combat inflation. b Then income is increased by $6,127 in the 
Atlantic region and by $2,090 in Quebec. and reduced by $7,520 in 
the rest of Canada. These results indicate that sorne efficiency gains 
could be obtained from pursuing regionally discriminating fiscal 
policies.increase in income occurs in Nova Scotia, while in the second case 81 

Such policies could also contribute to greater regional balance \percent of the increase goes to Ontario and 99 percent of the 
during periods of business, ;:cession. During the contraction phase increase goes to provinces outside the Atlantic region! A similar set 

of experiments carried out for the other provinces yields the same ~ of the business cycle unemployment rises in ail areas, but the 
Economie Council finds that a 2 percent increase in the national rate 
of unemployment increases unemployment by 3.7 percent in the 

conclusion; namely, the largest increase in income in a province is 
1produced when tax reductions or increases in expenditures are made ( Atlantic provinces, 2.6 percent in Quebec and by less than 2 percent within the province and not outside it. These results demonstrate the 

in Ontario, the Prairie provinces and British Columbia [2]. Given importance of pinpointing stabilization measures when the 
distribution of provincial income changes is a policy target. these cyclieal differences in regional unemployment rates, a policy of 

stimulating demand more in the high than in the low unemployment 
regions is to be preferred to a policy of introducing general 

Conclusion 

The results of the fiscal policy experiments carried out above 

expansionary measures to combat unemployment. The percentage 
of the total income increase retained in the high unemployment 
regions (particularly the Atlantic region) will be greater under the 

indicate that a more efficient stabilization policy would be achieved former than under the latter poIicy, given the extremely low values of 
if counter-cyclical fiscal poIicies were implemented on a provincial the interprovincial multipliers between central Canada and the 
or regional rather than a nationwide basis in Canada. One of the Atlantic provinces. For example, a $1,000 increase in federal 
traditional objections raised against the use of such policies is that expenditures initiated in ail ten provinces would produce a $24,930 
provincial import leakages would render ineffective the pinpointing increase in income in Canada, 25.3 and 17.7 percent of whieh would 
of expansionary measures in regions of high unemployment. This occur in the Atlantic provinces and Quebec, respectively. By
argument is not supported by the multiplier results shown in Tables contrast , the same total increase in federal spending could be 
3 and 4. Table 3 shows, for example, that if federal expenditures are obtained by increasing federal expenditures from $1,000 to $1,200 
increased by $1,000 in Quebec, 72.6 percent of the total income in the Atlantic provinces and Quebec while reducing the increase in 
increase is retained within that province. Similarly, if federal 
expenditures are increased by $1,000 in each of the four Atlantic 6 Il is more realistic to believe that the Federal Government would change its 
provinces, more than half of the total increase in income would spending in proportion to the level of its spending in a province rather than by 

the same absolute dollar amount. However. the same conclusion is reachedoccur in the Atlantic region. These results indicate that, whatever 
when the experiment is repeated using elasticity measures for government ex

other political or administrative objections may be raised against the penditures. 
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expenditures from $1,000 to $800 in the remaining provinces. The 
net result of this policy is that the percentage of the total income 
increase retained in the Atlantic provinces rises by 20 percent (i.e., 
from 25 to 30 percent) and by 9 percent in Quebec (i.e., from 17.7 to 
19.3 percent). These results suggest that expansionary fiscal policies 
will be more successful in reducing unemployment if they are 
applied on a regional rather than a nationwide basis. 

Pinpointing expansionary measures in regions of high 
unemployment, however, will do nothing to reduce unemployment if 
the typically higher than national average levels of unemployment 
observed in these areas is entirely a reflection of "structural" 
unemployment. Under these conditions a poHcy of diverting demand 
from more buoyant to less buoyant areas would only serve to drive l 
up wages in the latter areas without reducing unemployment. In a (study of the causes of regional unemployment prepared for the 
Prices and Incomes Commission, however, Thirsk [8, p. 129] finds 
that "at least two-thirds of the unemployment differential between ( 
Ontario and the Quebec-Atlantic regions is attributable to greater (labour market inefficiency in the latter area while the residual third 
reflects inadequate demand diffusion related to the rigidity of the 
interregional wage structure." There is still some useful role, 
therefore, for regional fiscal policy to play, in conjunction with ( 
labour market policies and longer term industrial incentive 

(programs, in combatting high levels of unemployment in the less 
developed regions. \ 
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