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Introduction 

Every change of government provides the opportunity to hang a 
question mark alongside existing poli cies and programs. A new 
government not only has less vested interests in or ties to pro
grams established under the previous administration; it is usually 
also anxious to introduce changes to set itself apart from the 
government it replaced. So it was with the Mulroney govern
ment, when it came to power in the fall of 1984. In the regional 
development field, the new government opened a debate over the 
effectiveness of cash grants versus tax incentives as a regional 
development instrument. 

The purpose of this paper is to review the strengths and weak
nesses of both approaches. The objective is not 50 much to pick a 
c1ear winner, as to examine the advantages and disadvantages of 
each. The paper also attempts to broaden the debate by looking at 
political and administrative, as weil as current economic circum
stances. 

The Case for Regional Cash Incentives 

Government grants to industry to locate in designated regions 
have constituted the cornerstone of national regional develop
ment strategy in nearly ail of the OECO countries for at least 
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twenty years [21\. A wide range of regional incentive instruments 
are available throughout the industrialized world There are capi
tal grants, investment grants, loans, repayable grants, loan guar
antees, working capital and participation loans, equity participa
tion, freight subsidies, dutY remissions, operating cost subsidies, 
labour subsidies, and subsidies for counselling services. 

Grants calculated on the basis of capital cost and expected 
number of jobs created have proven to be the most popular type 
of incentive. In the early 1980s, all OECO countries had at least 
one capital grants program for regional deveJopment purposes; 
only the United States failed to make it the basic element of the 
regional incentives available. In the case of Canada, the former 
Regional Oevelopment Incentives Act (ROIA) was based on both 
capital cost and number of jobs the project would create The 
Industrial and Regional Oevelopment Program introduced in 1983 
has a much broader base for providing assistance, but remains 
essentiallya cash grant approach. 1 

Supporters' of cash grants to promote regional development 
point to a number of attractive features. Cash is provided in the 
early years of operations, precisely when it is most needed and 
most difficult to obtain. In addition, the entrepreneur is provided 
with a firm assurance of the terms of the financial bene fit to be 
received. 

Supporters of the cash grant approach also point out that, 
compared to tax incentives, the former is more easily understood 
by small and medium sized businesses. Tax incentives, they 
argue, can serve to complicate an already complex tax system. In 
addition, tax incentives are of limited benefit to firms just starting 
out because most are not in a taxable position for up to six years 
after operations first begin. 

They also argue that cash grants hold important advantages 
from an administrative point of view. They can be made discre
tionary, thus avoiding abuses and ensuring that assistance is pro
vided only to project which are considered viable but which 
require help to get properly launched. Cash grants are a high pro
file, highly visible activity, placing the government in a favourable 
light. Considerable publicity follows whenever a grant is an
nounced, with the number of expected jobs to be created for the 
community always highlighted. Sod-turning ceremonies and offi
ciai openings of the plant invariably provide yet more opportuni
ties for giving the government a "good press". 

These considerations may weil have influenced gover~ments in 
Canada to be predisposed to regional development grants for the 

ISpeaking Notes: The Honourable Ed Lumley to the House of Commons, on 
the Industrial and Regional Development Program, 27 June 1983, p. 1. 
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past twenty years or so. All provincial governments have at one 
time or anqther offered grants to firms for the capital cost of 
establishing new facilities; however, by far the most weil known 
regional incentives program has been ROJA (Regional Oevelop
ment Incentives Act) administered by the former Oepartment of 
Regional Economic Expansion (DREE). Under ROJA alone, over 
$1 billion of public funds were committed in the form of cash 
grants to the private sector in order to stimulate development in 
designated regions. A total of 7,120 offers were accepted out of 
20,299 applications received from July l, 1969 (or from inception 
of the program) to March 31, 1981. DREE revealed that the 
grants were expected to have generated $5.3 billion in investment 
and to have created 167,691 direct jobs [7]. The cost for each 
direct job created amounted to about $5,000 for the life of the 
program. However, by the early 1980s, the cast per job under 
ROI A rose to about $10,000, as a result of inflation. Even this 
figure, according to former DREE officiais, was in line with the 
cost-per-job ratio of other federal government programs of the 
time, notably the Enterprise Oevelopment Program of the former 
Oepartment of Industry, Trade and Commerce. 2 

The objective behind ROJA, when the program was first estab
lished, was to increase productive employment opportunities in 
slow-growth regions. Over the life of the program, however, 
amendments were introduced, so that by the time it was termi
nated it was no longer c1ear precisely what objective was being 
pursued. 

The most important changes introduced to ROIA were the 
continuous revisions of the regional designation. Wh en the pro
gram was first introduced, it was limited to the four Atlantic Pro
vinces, the Gaspé, northern Quebec, northern Ontario, and es
sentially the northernmost regions of the four western provinces. 
Ali in aiL the regions designated accounted for a little over 30 
percent of the total Canadian population. Parts of Ontario, Alberta, 
and British Columbia were designated, it is now revealed, more as 
a gesture to ensure that these provinces would not feel com
pletely left out of the federal government program. It was feared 
that if this had happened, they would, given their relatively 
strong fiscal position, have introduced on their own provincial 
programs which would be in direct competition with Ottawa's 
[161. 

The program was revised in 1971 to provide a special level of 
grant assistance to the Montreal-Cornwall region and the Atlan
tic Provinces. In 1977, under the authority of the DREE legisla
tion, a new Montreal Special Area program was established. 

2Interview with former DREE officiais. 
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Other regiolls were also added, so that by 1982 ROIA covered 93 
percent of Canada's land mass and over 50 percent of the popula
tion. ln addition to ROIA, a number of special regional incentive 
initiatives were sponsored through the federal-provincial General 
Oevelopment Agreements which saw the provinces actually deliver 
the programs. 

Ali in ale there was such a variety of programs by the early 
1980s, that it prompted Canadian Business [15:65] to observe that: 

Staying abreast of the hundreds of federal and provincial aid and 
incentive programs for business could be a full-time job if you let 
il. Indeed, some firms are in the happy position of being able to 
employ staff or consultants whose sole function is to sniff out a1l 
the juicy morsels the politicians and policymakers throw into the 
public trough. 

When the federal government reorganized in 1982 and dis
banded DREE, it came forward with a new indus trial illcentives 
program. The Industrial and Regional Oevelopment Program 
(IROP) is more comprehensive and differs from ROIA in several 
ways. For one thing, it applies throughout Canada, even in the 
highly developed regions of Toronto, Vancouver, and Edmonton. 
It also has four different tiers or levels of regional needs. The 
highest tier, tier 4, is designed for regions of greatest need as 
determined by unemployment levels, per capita income, and the 
fiscal capacity of the province] At the other end of the spectrum 
is tier 1, designed for the more developed regions of the country. 

IR OP is also much more flexible than ROIA was. It can provide 
financial assistance to business and non-profit organizations 
through grants, contributions, repayable contributions, participa
tion loans, and loan guarantees. In addition, a firm can become 
eligible for a host of initiatives under what is described as the "six 
elements of a product or company cycle". The elements are c1i
mate (e.g., infrastructure facilities); innovation (e.g., studies on 
project feasibility); establishment (e.g., plant establishments); mo
dernization and expansion; marketing (e.g., market research stu
dies); and restructuring. 

From its inception in July 1983 to March 31,1984, the program 
generated 3,630 applications for assistance. From among these, 
ORlE made 549 offers, of which 381 were accepted. Tier 1 and 
tier 3 saw by far the most activity/ both in terms of offers 
accepted and of expected number of jobs created [8]. • 

One can conclude that, at least from the federal government 
perspective, the regional incentives approach to regional develop

'The program was revised on 9 November 1984. See "Adjustments to 
Industrial and Regional Development Program", News Release, 9 November 
1984 

men has held 1l10re merit than other possible forms of assistance 
to the private sector. ROIA was allowed to grow in scope over 
fourteen years until it was finally replaced by a greatly expanded 
incentives program. Other measures, such as specialloan guaran
tees and investment tax credits, were introduced over the same 
period. For a variety of reasons, however/ these never proved 
popular with either the federal government or the private sector. 
The special loan guarantee program was much too bureaucratic 
and cumbersome and onJy a handful of projects were approved 
over the duration of its life. The most generous feature of the 
investment tax credit is highly limited in its regional application 
and, as far as can be determined, only a very limited number of 
firms benefjt from it. 

The Case Against Regional Cash Incentives 

Regional cash incentives, including Canada's ROIA and IROP/ are 
not without opponents. Sorne firms are critica! of them on the 
basis that the government is subsidizing unnecessary competition 
in their industry. This is particularly true of established busi
nesses in designated regions where new firms start operations in 
their sectors with the aid of a government grant. But it is also 
true of established firms in non-designated regions. Such firms 
will often argue that the government is basical!y incapable of pick
ing "winners" through its regional incentive programs. It too 
often jumps to the rescue of "losers", thereby weakening firms 
that survive without assistance in al! regions of the country. 

Sorne also suggest that there is a political cost involved. Such 
programs do not always cast the government in a favourable 
light, nor do they always permit the local Member of Parliament 
to announce projects and new jobs for his riding. Projects receiv
ing a regional grant can encounter difficulties and consequently 
heap a great deal of negative publicity on the government. The 
local MP is then called upon to defend the action of the govern
ment in giving public funds to a business that is unable to become 
viable in the marketplace, notwithstanding government assist
ance. Charges of incompetence can be hurled at the government, 
since the success of a regional grant is directly linked to the viabil
ity of the receiving firms. 

Others suggest that, because a regional incentives program is 
highly visible, there will always be a bitterpolitical debate over 
which region is "in" or "out" of the program. This debate invaria
bly surfaces in the media, in caucus, and in Cabinet. The reason 
behind such a debate is obvious. MPs and Cabinet Ministers 
regard as one of their principal responsibilities the promotion of 
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the interests of the regions they represent. If they happen to sit 
on the government side, then the pressure on the part of their 
constituents to see their regions designated for regional develop
ment purposes is enormous. This is true even for highly deve
loped regions. A few year ago, for example, a number of spokes
men for the city of Ottawa suggested that their region should be 
designated under DREE's RDIA program. DREE's first minister 
recognized full weil the pressure to extend regional development 
program~g, but explained that "the more you extend it ... the 
more you weaken it" [5:2-62J. 

It can also be argued that a regional incentives program entails 
considerable administrative costs. An expensive bureaucratic struc
ture has to be maintained to deliver, monitor, audit, and revise 
the program. This is often overlooked when attempts are made to 
assess the effectiveness of regional incentives. Yet the cost can be 
considerable. The cost of maintaining DRIE's bureaucratic struc
ture, for example, is estimated at about $220 million for fiscal 
year 1984-85 [4:22-12J. This figure represents only administrative 
overhead costs, including salaries, travel expenses, and other per
sonnel benefits to some 2,800 employees. To put this in perspec
tive, total DREE spending for RDIA grants to business never 
amounted to more than $118 million annually, even in the early 
19805 wh en the program covered 50 percent of the population 
[71. In the first nine months of operation, DRIE's IRDP program 
committed a total of $82.6 million in financial assistance. This fig
ure is low because it covers nine months only and thus is not an 
accurate picture of future annual expenditures. Nevertheless, it 
should be noted that much of DRIE's activities are concentrated 
around the IR OP program; thus if the program were dismantled, 
presumably it would entail a major cut in spending in DRIE's 
administration budget. 

The ability of regional incentive programs to influence in a 
substantial fashion the location of economic activity has also been 
questioned. DREE produced periodic reports on total number of 
grants awarded, total investment, and total number of jobs to be 
created under RDIA. But the issue was and is far more complex 
than this, and these figures only tell part of the story. 

Though it is much too early to assess the impact of the new 
IRDP, a fairly extensive body of literature exists on RDIA. RDIA 
has been assessed from the point of view of income distribution, 
economic efficiency, and incrementality - the latter issue having 
been the subject of far more studies than the other two combined. 

Essentially, a project is considered incremental if the firm 
would not have undertaken the project without a regional incen
tive, or would have located it outside the designated region. Sev
-_.1 r>vtpnsive evalu,:ltions have been undertaken on the incre

mentality of RDIA, 'and there is nothing resembling a consensus 
on the degree of incrementality attained by RDIA, the evaluation 
varying according to the author, the research methodology em
ployed, and the period covered. 

]. P. LeGoff l12J attempted to identify the influence of differ
ent variables, notably RDIA grants, on the level of manufacturing 
investment in designated regions. Like ail those who attempted to 
evaluate RDIA, he concluded that it was very difficult, if not 
impossible, to isolate completely the impact of RDIA on a region. 
He first suggested an incrementality level for RDIA at 70 percent, 
but then acknowledged that that figure was probably too high. 

The Economic Council of Canada attempted to assess RDIA's 
incrementality for the Atlantic region [10: Ch. 8]. It compared the 
birth rate of firms under RDIA with that observed before RDIA 
was introduced. It concluded that between 25 to 59 percent of 
new projects were incremental. 

C. Dudley 19L using simulation of financial data at the firm 
leveL estimated the location potential of RDIA to be between 1 
and 5 percent of rates. This was found to be too small to compen
sate for the higher operation costs in slow-growth regions. David 
Springate l17J adopted an unstructured survey approach to the 
problem and set RDIA's incrementality factor at 50 percent. Some 
researchers, notably ]. P. LeGoff, suggested that incrementality 
tended to be higher for projects which were relatively small, high
risk, involved new products, or were in problem sectors where 
foreign competition was strong. Others, notably Springate, pointed 
out that incrementality tended to be lower for large projects and 
with firms that had undertaken a similar project in the past. 

Still other researchers have looked at RDIA from a different 
perspective. R. S. Woodward [201 concluded that RDIA grants 
lowered the cost of capital for firms to a larger extent than they 
lowered the labour cost. Thus, he argued, RDIA grants are capital 
biased and inconsistent with the objectives of a regional incentives 
program, which should be geared towards creating employment 
in slow-growth regions. 

It was never possible for any researcher to state c1early the full 
impact of RDIA either on slow-growth regions or on the location 
intentions of firms, even for those that did receive a grant. DREE 
was never very helpful in assessing the impact of RDIA. N. H. 
Lithwick [14:134] explained that the ". brunt of the attack (on 
DREE) in the early period was on the whole concept of capital 
subsidies under RDIA - an attaek that was not deflected by often 
confusing and irrelevant statistics produced by DREE." It may 
weil be that both the concept of "social benefits" of regional 
development and the factors in industrial location decisions are 
too complex to measure precisely the impact of a program like 
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RDIA. Dan Usher explained the problem of evaluating regional 
incentives succinctly when he remarked that "... normally one is 
taxed or subsidized for doing something regardless of whether 
one wou Id do it or not in the absence of the tax or subsidy. lt is as 
though the family allowances were restricted to children who 
would not have been conceived in its absence, or Crows Nest Pass 
rates restricted to grain that would not have been grown if 
freight rates were higher" [18J. 

The above discussion leads one to condude that any attempt to 
assess the effectiveness of regional incentives programming in 
terms of its impact on slow-growth regions is subject to wide 
margins of error. About all that can be said is that things could 
have been much worse for slow-growth regions if no regional 
incentives had been available. But this we know intuitively and 
from the observations of a number of federal and provincial offi
ciais who have been involved in regional development program
ming over the years rather than from "ha rd" evidence. 

The Case for Regional Tax Incentives 

Much Iike the regional grant approach, tax incentives for regional 
development offer a wide range of options. These may be based 
on the purchase of raw materials, labour hired, capital invested, 
or profits, and may be granted through relief of either direct or 
indirect taxes [1;2]. The most popular forms of tax incentives, 
however, are accelerated depreciation and tax credits for invest
ment expenditures. 

Tax or fiscal concessions are often favoured by the priva te sec
tor over grants, particularly by large national or multinational 
firms whose tax accountants often do not have to adjust their 
bookkeeping to handle tax concessions. The same is not true for 
cash grants, which often require separate and different bookkeep
ing. 

Equally important is the fact that tax incentives are often hid
den from public view so that they do not entai! a stigma of "state 
aid" for recipients. This is not an unimportant consideration, par
ticularly for the large firms who remember full well the 1972 
Canadian general election, during which the New Democratic 
Party labelled large Canadian businesses as corporale welfare bul'I1s on 
the basis that they were recipients of large government grants 
[13J. • 

Firms also pre fer to have regional incentives delivered through 
the tax system because less bureaucracy is thought to be involved. 
Much of the red tape involved in calculating tax incentives can be 
handled by a firm's own accountants with a minimum of negotia

9, 

tion with government officiais. Within the government itself, 
since tax incentives are merely adjuncts to the national tax sys
tem, they need little additional personnel to deal with them. 

The private sector also daims to favour tax incentives because 
they encourage profitability and efficient operation. A cash grant, 
the argument goes, favours ail companies that apply and grants 
are awarded to firms whether they are efficient or not. Tax 
incentives, meanwhile, are only of benefit to those able to com
pete in the marketplace and to turn a profit. Tax incentives, then, 
can encourage firms to reach maximum profitability and effi
ciency and thus bring added benefit to the region in which they 
are located. 

From a government point of view, tax incentives also have 
advantages. Because they are frequently less visible than are cash 
grants, they do not entai! anywhere near the same kind of intense 
political debate over which regions will benefit from the program 
and which will not. Similarly, because firms have to be profitable 
to take advantage of tax incentives, there is no danger of the 
negative publicity that follows when a firm goes under after hav
ing received government cash assistance. 

Over the years, Canadian governments have not made use of 
tax incentives for regional development purposes to the same 
extent as cash grants. The federal government did introduce in 
the mid-seventies an investment tax credit which was formulated 
in such a fashion as to be more generous to firms decidi ng to 
locate in regions of slower economic growth. The business uses 
tax credit to reduce directly its federal taxes payable. 

The investment tax credit is automatic and is calculated as a 
percentage of the capital cost of the investment. The credit ranges 
from 20 percent for the Atlantic Provinces and Gaspé to 7 per
cent in the more developed regions of the country. The tax credit 
can be claimed for investments in processing and manufacturing, 
as well as in selected resource industries, such as facilities for the 
operation of oil and gas wells, the extraction and processing of 
minerais and metals, farming, and fishing. 

In 1980, Ottawa introduced a special five-year investment tax 
credit program [31. The tax credit was increased to 50 percent, 
but in turn, the regional designation was considerably restricted. 
It applies only to 5 percent of the Canadian population, those liv
ing in regions suffering the most From unemployment and low 
per capita income. Under this program, however, the tax credit 
may only be claimed for processing and manufacturing facilities, 
as defined under the former RDlA legislation. 

lt is even more difficult to determine the impact of tax incen
tives on regional development than it is for cash grants. The 
information required to assess the role of investment tax credits 
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is simply not available. Revenue Canada, which administers the 
income tax act, does not provide any of the required data to en
able anyone outside the department to review the program. About 
ail that can be said is that former DREE officiais report that the 
introduction of the 50 percent special tax credit did initially spur 
real interest from a number of firms. That is about ail we know 
of the success or lack of success of Ottawa's investment tax cred
its for regional development purposes. 

This, however, has not dampened the interest some have for 
regional tax incentives, including members of the Mulroney Cabi
net who have spoken of it in highly positive terms 4 Some have 
suggested that we go beyond simple tax credits and look at tax 
contracts as a means of promoting regional development. Tax 
contracts would be more selective than tax credits, in that they 
would be employed to select high-benefit projects. They would 
also provide more visibility for the government of the day. 

The Case Against Tax Incentives 

Tax incentives also have drawbacks, and they too have come 
under criticism, because, for example, of their uncertain nature. 
The benefits of tax incentives accrue only at some future date, 50 

that they can be subject to interpretation and audit only after the 
investment has taken place. 

One often-heard criticism, particularly from a regional devel
opment perspective, is that tax incentives are of little benefit to 
new firms starting out. Tax incentives discriminate against new 
firms, which naturally do not have income against which to write 
off their initial costs. Moreover, it can be argued that almost one
half of investment is made by firms which are in a non-taxable 
position. Thus, the argument goes, tax incentives can only have a 
limited impact on job creation in slow-growth regions. These con
siderations may weil have prompted Ken Woodside [19:253] to 
observe that: "[tax incenti~esl may favour firms in more prosper
ous and better developed areas." He went on to suggest that 
businesses in slow-growth areas often lack the required profit 
base to get much out of tax incentives. 

Tax incentives, as we have already seen, are also difficult to 
monitor. The lncome Tax Act is administered by a tax depart
ment which has virtually no interest in regional policy and which 
is preoccupied with confidentiality. Tax departments, ·including 
Revenue Canada, take the view that the national tax system must 

'Tax incentives for regional development were part of the 1984 election 
platform of the Progessive Conservative Party. See statement by Hon. 
Brian Mulroney at Halifax, N.S, 2 August 1984. 

be administered legally, which limits opportunities for negotiating 
informally with firms to locate in designated regions. 

Equally important is that tax incentives, given that they are 
adjunct to the national tax system, do not lend themselves to 
coordinate efforts with other regional incentives. Officiais operat
ing regional incentive programs, be they Federal or provincial, are 
not always able to combine their programs with tax incentives to 
attract a firm to a given location. Again, tax officiais will invari
ably shun any cooperative effort with officiais of other depart
ments or governments to influence a firm's locational decision. 

From an administrative point of view it is difficult to forecast, 
with any degree of accuracy, the impact of tax incentives on the 
budget. Forecasting tax incentives, unlike cash grants, is made dif
ficult because they are open-ended. Firms take advantage of them 
if they are in a position to do so, and the government has little 
control to increase or decrease participation in the program. 

Some of the above djfficulties could be dealt with through tax 
contracts which, for example, can enable the government to fore
cast future year budgetary requirements. However, tax contracts 
entail other drawbacks. 

The first one is administrative. The question - who would 
administer tax contracts? - immediately comes to mind. Tax con
tracts have to be negotiated in advance with a particular firm. 
Negotiating precisely what is expected in terms of investment and 
job creation would require specialists on the government side to 
ensure that the terms are indeed what the government wants 
and also that they are respected. Though Revenue Canada offi
ciais may weil have the capacity to carry out such a task, it is 
unlikely that many firms would welcome the prospect of negotiat
ing with its officers. Businessmen, generally, are cautious of 
Revenue Canada, and a number of them would intuitively shy 
away From negotiating with its officers. 

lmplementing cash grant schemes and tax contracts often 
requires two entirely different approaches and administrative re
quirements. There is no assurance that officiaIs now operating 
the federal government's regional indus trial incentives program 
could administer tax contracts with equal ease. A switch to tax 
contracts could th us prove costly, if only From an administrative 
point of view. New personnel might be required or, failing that, 
expensive retraining for those officiais now operating the cash 
grant program. 

Tax contracts could also pose problems for businesses that 
have difficulty in forecasting profits. Some firms, particularly 
those that are high-risk and vulnerable to international competi
tion, can find it very difficult to forecast profits of future years. 
For su ch businesses, tax con tracts may not be as appealing as cash 
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grants, which are more certain and received earlier. Moreover, 
since cash grants can be pa id at any time in a given year, they can 
provide the necessary cash flow as the work proceeds. Tax con
tracts, on the other hand, may be of benefit only a year or two 
after actual expenditures are made. Consequently, the capacity of 
tax con tracts to stimulate major investments is limited. 

Summary: Cash Grants and Tax Incentives 

It is clear from the above that both cash grants and tax incentives 
offer important advantages and drawbacks. One can argue the 
merits of each with equal conviction. What this suggests is that a 
debate based simply on the merits of one instrument over the 
other is of limited value. A government must first determine 
what it hopes to accomplish under its regional development policy 
before it can engage in a meaningful debate over cash grants ver
sus tax incentives. 

Canada's regional indus trial incentives scheme essentially dates 
back to the 1960s. At the time it was introduced, labour in some 
areas was scarce but considerably less so in others. Regional 
incentive grants were then viewed not sim ply as a means of 
developing slow-growth regions, but also as a way of easing the 
pressure of demand in the highly developed regions. Grants 
would divert economic activity to areas of high unemployment, 
thereby increasing national employment and output without fuel
ing inflation. At the time, cash grants were preferred essentially 
on the basis that they would be more effective in diverting eco
nomic activity. Through a guaranteed cash payment, the govern
ment was in effect compensating firms for locating in designated 
regions. 

Economic circumstances have changed considerably over the 
past sixteen years. The need for diverting economic activity From 
one region to another on the grounds of economic or national 
efficiency is no longer obvious. There are few areas, if any, in 
Canada whose economies are now so buoyant that they require 
measures to divert activity elsewhere. Job creation prospects in 
the manufacturing sector are not as positive as they were in the 
1960s [II]. Equally important is the fact that the excess industrial 
capacity currently existing in the traditionally developed regions 
of the country can easily be brought back into production if 
required or, failing that, can be more efficiently transf~rmed for 
new manufacturing demands than trying to establish new grants 
in slow-growth regions. Thus, the prospect for directing whatever 
new jobs will be created through cash gran ts is even less positive 
than it once was. And, as we saw earlier in this study, one should 
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) bear in mind the uncertain success cash grants had even when 
the national economy was strong. 

Current economic circumstances suggest that regional devel
opment policy should increasingly look to the indigenous potential 
in slow-growth regions, rather than attempting to divert firms 
from locating in regions of their choice with the lure of govern
ment funds. 

Looking to local entrepreneurs, however, may weil require
1 new policy instruments. Among other things, entrepreneurs in 

slow-growth regions are often handicapped by the lack of capital 
to start up operations, a restricted access to most up-to-date 

1 technical knowledge, and the limited size of the local market. 
i How then can governments assist them in overcoming these 

problems? 
1 With respect to the lack of capitaL cash grants still appear to be 

the most appropria te instrument because of their certainty and 
quick payment, but local entrepreneurs should not be subjected to 
the same kind of elaborate regulations employed for large grants 
given to national firms. In short, a small incentive to a local busi
ness trying to get started should not involve a lot of red tape, 
delay, and uncertainty regarding its ultimate worth. This may 
weil suggest to the federal government that it should look to 
federal-provincial agreements with the "have-not" provinces, with 
the latter delivering the programs. It is weil known that smaller 
provincial governments are more capable of delivering programs 
with a minimum of red tape than is the federal government. 

Tax incentives and tax con tracts offer limited potential for local 
entrepreneurs getting started in business for reasons already 
explained. The one exception which Ottawa should consider is 
the introduction of a tax scheme permitting local entrepreneurs to 
gather capital for investment purposes free of tax. One possibility 
would be a scheme modeled on the Registered Retirement Savings 
Plan, which would allow residents of slow-growth regions to put 
aside capitaL provided that at sorne point they invest the capital in 
businesses in their regions. The federal government could also 
put in place measures designed to ensure that firms in peripheral 
and slow-growth regions have access to the latest technology in 
their sectors. Similarly, the federal government couId make spe
cial efforts to identify new markets, either in Canada or abroad, 
for small businesses operating in slow-growth regions. 

Where tax incentives or tax con tracts can be of sorne benefit to 
slow-growth areas is with well-established national or multina
tional firms. The. government could, through a highly selective 
process, seek out such firms which are planning new facilities and 
offer them tax incentives to locate in a designated region. For 
reasons outlined in this paper, such firms can find tax incentives 
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more appealing than cash grants. A highly selective process would 
also limit the need for an elaborate and costly bureaucratie 
structure. 

Large and costly regional incentive grants of the kind to which 
we have grown accustomed are losing their appeal. For one thing, 
there is no convincing evidence that they have been successful in 
actually directing new economic activity to designated regions. 
Outside researchers, including the academic community, have 
raised more questions than answers. The onus to demonstrate 
c1early their usefulness was and is on the government department 
delivering the program. But this has never been done adequately. 
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