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P
Foreword

ractitioners of local economic development in this country often suffer from a great sense of isolation.
Unaware of the range of knowledge and skills which has already tilled from first-hand experience, people get
tempted to re-invent the wheel, when their efforts are needed elsewhere. Conversely, practitioners of local
development get so caught up in doing, doing, doing, that they fail to get out the word about the things they are
learning.

The now-defunct Economic Council of Canada made a significant inroad on this information deficit when it
launched the Local Development Project under the direction of Dal Brodhead in the latter 1980s. In total,
seventeen "background papers" were finally completed by a variety of practitioners and analysts of regional
development in Canada. The huge gap between practice and documented experience narrowed--for a time. But
distribution remained haphazard. The Council was a good deal better at organizing the production of the Local
Development Series than at marketing it.

When the Mulroney government began to phase out the Council, Westcoast Development Group got on the
phone and asked for permission to take over distribution of the Local Development Series. Since that time, the
Council has dissolved, but the steady demand for the series---certain papers in particular---has been a source of
amazement to us. To save both readers and ourselves time and expense, we have taken the most popular of the
papers and wrapped them under their own cover, without amendment.

However, this is book is more than just a reprint of some of the original studies. Dal Brodhead has worked with
François Lamontagne to put together a major new contribution, "Regional Development in Canada: The Local
Development Experience," which appears at the end of the volume. It integrates the learnings from the case
studies and issue papers, and elaborates further their meaning in relation to building regional development
strategies from the bottom up. We felt this work justified the time and effort necessary to prepare this publication.

We extend our sincere thanks to the authors of these works. Efforts like theirs and others like them continue to
break new ground in the revitalization and rehumanization of economics, as well as economies. We append the
following updates about as many as we could trace, to assist readers should they wish further information about
parts of this compilation.

Dal Brodhead and François Lamontagne are, respectively, the chief executive officer and director of research of
New Economy Development Group, Inc., an Ottawa-based consulting firm specializing in participatory
approaches and community and regional development. Jon Peirce is completing his Ph.D. in Industrial Relations
at the University of Toronto, and is a part-time lecturer in the same department. 

Ted Jackson is president of E.T. Jackson and Associates, Ltd (Ottawa), Principal in the New Economy
Development Group, and Adjunct Research Professor in the School of Public Administration at Carleton
University. Michael Dector is Deputy Minister for the Ontario Ministry of Health.



ii

Elizabeth Beale is a consulting economist based in Halifax, and former chief economist at the Atlantic Provinces
Economic Council. Lloyd Baron has led Horizon Pacific International into new areas, including regional health
care and the creation of First Nation's Mutual Fund and the start-up of a software company. He has expanded
the group's focus from research and consulting to actual investment in small business in the region. Noel Watson
has returned to Jamaica, where he heads AllWat Enterprises, specializing in economic consulting. Stewart Perry
has now retired from the position of chief executive officer of the Centre for Community Economic
Development (Sydney, Nova Scotia). 

Michael Lewis

Executive Director
Centre for Community Enterprise
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THE COMMUNITY AS A BASE FOR REGIONAL DEVELOPMENT

by
Stewart E. Perry

Paper 1:

AN ASSESSMENT OF THE U.S. EXPERIENCE FOR PURPOSES
OF CANADIAN DEVELOPMENT POLICY

ABSTRACT

A close review of the U.S. experience in community-based economic development shows that this approach can
be mined to shape regional development policy for Canada. For example, it can be free policies and programs
from the zero-sum myth that development in one region (or community) is at the expense of another.

"Community economic development" is a revitalization strategy arising from local ideas and energy, even though
federal or other governments can effectively help that local effort. Community economic development is not just
the stimulation of local business to create jobs; it is instead a comprehensive program to improve the entire range
of local social and physical resources, in such fields as education, leisure, housing, transportation, and so on, as
well as businesses and jobs.

One key to the comprehensive strategy is the planned integration of social and business development goals. This
can bring into play the full complement of underutilized or ignored community assets and thereby lever markets,
capital, and other resources from outside the community.

This strategy helps to demonstrate that the conventional policy of relying upon tax credits and other business
location incentives is often irrelevant or even destructive of local efforts. Research on the U.S. experience
documents this but also shows that proper local use of outside capital, such as flexible federal funds for local
investment, can actually return to other regions and to the whole country a financial benefit that exceeds payback
of the federal funds. Further, far from interfering with business viability, the necessary local insistence that any
businesses aided by the local development investments must contribute to social goals (not just make profits)
turns out to be productive. Indeed, the integration of social goals with business development goals actually
improves business viability.

The U.S. experience also casts doubt on the common policy of encouraging migration and concentrating efforts
on "growth centers." Research shows that community-based development directly in the depressed areas can
create real jobs there and thus respond more efficiently to the needs of the residents. Moreover, the U.S.
experience demonstrates that the more conclusive the local control over the program, the more effective the
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program. Thus, it becomes clear that centralized control (Washington or Ottawa) must be avoided. And, finally,
a rational program of government support of community economic development does not require huge sums
for capital investment. Limited government funds as seed capital can lever substantial private financing when
granted under those conditions for local control.

THE COMMUNITY AS A BASE FOR REGIONAL DEVELOPMENT

This paper begins from the assumption that the U.S. experience in community economic development represents
an important new direction in regional development, which can have practical policy implications for Canada.
Paradoxically, the significance of that experience has not yet been fully appreciated in the United States itself. Yet
the experience is documentable, and it has in fact been subjected to systematic, if unpublicized research over a
period of more than a decade. It is, therefore, accessible,for consideration in Canada, which can benefit from a
thorough examination of that experience.

Accordingly, this paper will review the logic, the argument, and the research findings of the U.S. experience with
community economic development in order to demonstrate the relevance of that approach to Canadian regional
development policy. A careful review may also help dispel a destructive myth in economic development---namely,
that development has to be a zero-sum game in which one community or region can benefit only at cost to
another.

The Strategy of Community Economic Development. Community economic development evolved in the distressed urban
and rural areas of the United States.1 It arose with the realization that government or other outside actors cannot
produce the necessary level of full local renewal and that in fact such external actors have, on occasion, been part
of the problem. The strategy arose, then, from the basic recognition that local efforts are the critical ingredient;
thereafter in each local case there came a resolution to mobilize all local resources, both human and material, for
a comprehensive development campaign.2

In this perspective, development comes to be seen as not just the encouragement of business but the creation
of an entire mosaic of community resources that make the locale a more conducive environment both for
economic activity and, more generally, for living there. Such a development program may well be just as
concerned with schools, leisure activities, political leadership, housing, and so on, as with business and
employment creation. In the process, multiple goals will need to be concurrently pursued, and in particular social
coals must be integrated with business coals. For example, a project that dealt with leisure activities could be structured
as income-generating, perhaps even as a self-sufficient business. At the same time it might also serve to increase
the attractiveness of the area to potential entrepreneurs. Similarly, a choice in business investments would be made
in terms of not just.,the gross number of jobs created but also the quality of those jobs; and not merely in terms
of such jobs but also in terms of its effects upon the attractiveness of the local environment.

The initial tool for such a campaign has been called the community development corporation or CDC. The term
CDC refers to a coalition organization of local residents to carry out their own comprehensive program of
community renewal activities, including, in particular, business development.3

A CDC represents the capacity of the local leaders (many of whom are apt to be relatively informal and
unrecognized, except locally) to organize and create an alliance of hitherto underutilized people from different
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sectors of the community, including business, social agencies, citizen advocacy groups, and churches. Working
together, these diverse people then focus on conceptualizing, planning, and executing a program for the creation
and expansion of local economic resources. The new or enhanced economic resources come into being because
local leaders can see opportunities not otherwise recognized and can piece together the economic, social, cultural,
political, and other elements within the community that must be integrated to make a difference.

To be sure, the CDC will have to import some significant resources for its revitalization program. With careful
planning, however, it can usually do so on its own terms. A well-organized group usually will have little trouble
in identifying sources of outside aid, and then the issue becomes, How can that aid be attained without having
to give up too much flexibility or autonomy? In other words, can important priorities and decisions on the use
of the aid remain localized?

There are three major types of imported resources: ideas or knowledge resources, people or human resources,
and financial capital. These imports supplement rather than supplanting or substituting for any local resources
of the same type. For example, the new resources of imported ideas or knowledge may initially be information
about how others in similar situations have gone about similar tasks. But such information would not be
practically accessible unless the local leaders were conceptually prepared to use it---unless, that is, they already had
relevant information on local problems and were already conceptualizing their situation in ways that would make
that outside knowledge relevant.

Similarly, bringing in outside people is a deliberate effort to supplement the skills of local leaders by recruiting
staff and/or consultants who not only possess the needed skills but also are willing and able to work under local
direction. (Incidentally, that recruiting often takes the form of attracting former residents to return.) Finally,
outside capital for local projects will be most effectively mobilized when it is levered by local capital and made
to fit local needs rather than just those of the capital suppliers. For example, an effective CDC will typically apply
for a government grant only if the grant can be matched to local resources and priorities and not just to the aims
of the authorizing agencies.4 In short, what happens in community economic development is a process by which
dormant, forgotten, or previously scorned local resources are brought into play and only thereafter lever various
kinds of outside assistance.

Community economic development, based as it is on the typically small-scale needs and activities of an
economically peripheral region, can proceed, in part, by meeting some of those small-scale needs for products
or services; thus its opportunities can often be exploited more or less independent of major industrial and other
economic trends elsewhere. However, that does not imply that the local strategy can or ought to ignore major
national or international economic trends. For instance, the national shift in business activity from products to
services (especially financial, computer, and communication services) must interest community economic
development strategists and those policy makers who would use the community economic development approach.

With the new opportunities in the service economy, what may have been disadvantages for the depressed
community---such as its isolation or higher transportation costs---are no longer so important; the information
processing at the heart of many service businesses is often carried on telephone lines or by satellite, transcending
any geographical location disadvantages. The export of high-technology-linked clerical jobs (using word
processing and related techniques) to less developed countries with low-wage work forces forecloses
opportunities for keeping such jobs within the depressed areas of the U.S. or Canada.

However, if telephone wires or satellites can carry the work of Montreal or Boston to a low-cost Caribbean work
station, then they can carry that same work to a CDC facility in Newfoundland or Maine. The less developed
enclaves within the U.S. and Canada can be preferable alternative sites for such jobs, if the additional advantages
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of community-based development are factored in. Now a quite minor subsidy might make the difference between
exporting and retaining the jobs in question.

Note especially that, as in this example, it is not central to the community-based approach to rely upon the
importation of a package of resources, as represented by the tactic of trying to attract a company to set up a new
facility in that setting. Instead, the community-based approach implies, almost by definition, the piecing together
of local resources with the minimum necessary outside resources. And from that standpoint, the process does
not depend on the zero-sum competition of location incentives of conventional economic development
practitioners.

Rejecting Location Incentives. Conventional economic development strategies, in contrast to the community economic
development strategy, rely on location incentives---that is, on offering inducements, especially tax benefits, to
outside industry to open local facilities. It may be useful to enlarge here on the reasons why location incentives
are irrelevant or even rejected in community economic development.

Perhaps most important is that such incentives immediately define the local problem as susceptible to solution
by outside industry; this in itself denigrates the existing community resources and places the community in a
dependent position psychologically as well as industrially. Further, outside ownership has been demonstrated to
be risky to a community, as the cases of abandoned communities testify.5 The board rooms of Toronto or New
York set target profit levels for facilities that are discontinued when those levels are not reached, while
locally-owned facilities can be and indeed often are maintained at lesser levels of return. There is even evidence
that hiring patterns differ with outside ownership; for example, more jobs are created by locally-owned companies
than by absentee-owned companies.6

The literature reviewing state government incentives for business location shows a consistent trend of such
negative findings. Harrison and Kanter report:

With very few exceptions, the empirical literature fails to reveal significant plant relocation or
expansion resulting from (or even co 5 related with) differentials in state business incentives.7

The authors note that surveys of firms expanding their facilities in a particular locale or moving to that area find
that employers seldom mention spontaneously such things as state and local tax rates or the availability of
subsidized credit. Indeed even if they are specifically asked about such incentives, the response varies between
5 and 15 percent. For example, as far back as 1950, only 9 percent of the managers of 118 plants moving to
Michigan thought that Michigan's tax benefits were an "important consideration." And about 25 years later, a
survey even of companies whose owners had applied for state benefits for moving either to Connecticut or to
Massachusetts showed that the companies had made their plans for moving and only afterwards learned of
possible tax credits, and the like.8 These findings have been confirmed over and over again.

It is indeed strange, Harrison and Kanter suggest, that with such consistent findings policy makers still insist on
using location incentives. Moreover, the authors demonstrate that there is no theoretical reason to expect
significant effect from such incentives; thus it should come as no surprise that in fact those incentives do not
work. Yet one finds that business itself is in the forefront of pressure for the incentives, leading Harrison and
Kanter to conclude that they are merely an easy way for business to get government subsidies. The authors insist
that, once the opportunity costs of the location programs have been calculated, incentives are a pure waste of
resources.9 It is no wonder, then, that leaders in community economic development, concerned with the distress
of their communities and needing to make the best use of scarce resources, do not figure in the clamor for
regional tax incentives.
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The Community Approach to Regional Development. A distressed or disadvantaged region is composed of communities
in which local resources are not being exploited. Community economic development organizes those resources.
The resources are place-bound. That is, they must initially be used (processed) locally. They can include
undeveloped natural resources (forests, fish, minerals, etc.). or they may be cultural or physical assets, such as an
archaeological site or an abandoned military base, which obviously cannot be exported. Most important, they
include undeveloped human resources---people whose actual skills are not being used or whose abilities have not
been fully developed.

Contrary to abstract theory and to misguided policies of the past, people are not fully mobile and, not readily open
to the idea of moving to another region, as they will demonstrate by their resistance to government pressure. This
is particularly true of lower-income people, precisely those who are most representative of low-income, distressed
areas.10

It is essential to understand that people are what they are through relationships with each other; and breaking
those relationships (particularly the integrated relationships of an entire community) through pressured or even
enforced migration means decreasing the utility of the persons concerned, who are bereft of the personal
interconnections that can make them productive.11 It should be quite understandable that many people have grave
difficulty adapting to new settings that are in great contrast to their usual venues. In short, trying to move people
in order to link them to other resources (for instance, from a rural setting to an urban complex of factories that
could use a bigger labor pool) is most costly in dollars and human stress and natural productivity. Instead of
forcing mobility, the task is to engage people's productive capacities locally.

Of course, no setting, even the most developed, can provide for the needs of every resident; and so opportunities
for mobility are essential in order for individuals to take advantage of specialized resources elsewhere. Also there
are, albeit rarely, instances in which the deterioration of local economic circumstances can persuade virtually a
whole community, as individuals and as a collectivity, to give up and seek a better chance elsewhere.12 The
availability of mobility assistance makes that local decision easier and more reasonable. These exceptions aside,
a general case can be made for rejecting a policy of persuasion or pressure to move away from economically
distressed areas. It can therefore be concluded that, in most instances, whatever the resources of a region, they
are only to be developed (or, at least, best developed) there, not elsewhere. The necessary development is first
and foremost a local organizational task, even though some additional resources must eventually be imported.
For example, the underdeveloped community or region will at some point in the development process need more
capital than is locally available. And clearly that same outside capital, if used in one location, is not available for
use in another.

The question must arise, then, under what circumstances is it economically efficient and effective to transfer
resources (of whatever degree and kind) to a particular disadvantaged region? This is an extremely complex
question. Both effectiveness and efficiency, from a national standpoint, are very difficult to predict. First, there
are technical issues of measurement, such as: What exactly should be measured? It is possible, for example, to
use a conventional economic input/output model to determine what the distressed region might contribute to
other regions compared to what it receives. By that model, one could analyze the results of an influx of new
resources from, say, targeted contracts let by government agencies or from the decentralization of a government
agency and its staff to new offices in the targeted area. But the problem is that the region's contribution to the
nation may not be fully or ultimately reducible to the dollar terms in which the transfer of resources is generally
expressed. (This, of course, is the well-recognized problem of relying on the dollar yardstick.) And there are also
positive effects of the development process that are internal to the region and might not show up when using the
input/output conception of region vs. the outside.13
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Second, as has been implied earlier, the mobilization of local resources is a prerequisite for the appropriate
integration of imports. In the absence of the local organizing or entrepreneurial function, the existing assets of
the disadvantaged region will not be appropriately utilized and the imports cannot be efficiently used. Probably
their effects will be dissipated, and even if they make a difference, that difference may not be what the import
initiative contemplated.

In sum, key research or technical questions as well as programmatic ones remain to be answered. We will need
conceptual tools and qualitative explorations to map out the universe of discourse in ways that standard economic
techniques and standard policy considerations do not. There are already encouraging signs of new thinking with
regard to such basic tools as development indicators.14

One particular issue especially needs attention. This is the issue of strategic choices in major investment policy.
Among the possible choices are three which have intuitive persuasibility but which are more or less mutually
exclusive. First, there is the strategy of opportunity, which holds that investments ought to be made in any
industrial or other project that comes upon the scene and appears to be reasonably feasible and reasonably
productive of jobs. Second, there is the strategy of investment in human resource development, especially in
institutions of higher education with their associated research activities, implying a potential for local technology
transfer into local businesses. And finally there is the choice of sectoral concentration for impact, choosing
investments to achieve economies in horizontal or vertical integration in nearby locales, so as to create synergistic
effects over an entire region.

One variation on the third choice has been a policy called "sectoral intervention," in which the CDC (and others)
engage in a strategic emphasis on a specific economic or industrial sector in order to achieve a chance in institutional
practices. Here the basic assumption is that the locality suffers from institutional practices that have been forced
upon it, and an improvement in the economy of the region will depend upon a change in those practices. Sectoral
intervention holds that a significant impact can often be made by concentrating on building local expertise and
industrial or other projects within a single key economic sector so as to chance the way in which that sector
operates locally, to the benefit of the communities concerned.

An example is provided by the strategy of the Mountain Association for Community Economic Development,
which seeks to make a more generalized impact by concentrating on changing market practices in the sawmill
industry. The CDC offers improved market access for the small sawmills---by a CDC business that buys,
processes, and resells the lumber. It does this not because that is such a lucrative enterprise for the CDC or
because it creates a lot of good jobs in the CDC's business venture, but because it liberates the small sawmiller
from some of the routine market uncertainties---and from the power of the big lumber companies--- and
concurrently assures a critically important source of supplementary part-time jobs throughout the surrounding
rural region. The institutional change occurs in the marketing practices and has ramifications for the stability of
part-time jobs for those who, in the usual pattern of a rural region, may also be doing a little farming or a little
of some other remunerative activity.

Note that the MACED strategy accepts the small business/ proprietorship structure as the institutional form to
support by means of the CDC's buying power. A much more complex tactic would be the organization of a
cooperative of small operators for the same purpose. The cost in time and effort to build the necessary
infrastructure of a coop could pay additional community dividends later on, and again an institutional change in
business practices would occur, de-emphasizing competition in favor of joint efforts, for example. However, the
cultural and psychological opportunity for the cooperative form will vary from setting to setting, and the CDC
and its community will have to make their own judgements on each such element of institutional change through
sectoral intervention.
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Whether sectoral concentration for economic impact (or its variant, sectoral intervention for economic
institutional change) is the best choice for regional renewal is not established as yet. Other U.S. CDCs have
succeeded at what seems to have been a strategy of opportunity, and the relative merits of each choice remain
one of the many unanswered questions of the community and regional development process. Public policy makers
will have to review systematically the extant ideas and programs of CDCS as meaningful practical hypotheses to
test further.

Evaluation Studies. Fortunately, there are already some instructive research studies of specific community economic
development programs. These offer avenues for the assessment of regional programs and at the same time
document the contribution of community economic development to cross-regional or national economic health.
In effect, the findings contradict the zero-sum myth, showing that local investments do not subtract from the
potential for investment elsewhere.

The simplest tool used for evaluation was designed by the Kentucky Highlands Investment Corporation (KHIC),
a CDC located in the impoverished counties of eastern Kentucky.15 It is perhaps not surprising that the index for
evaluation purposes was created under the leadership of a director who had been a practicing public accountant.
The assessment tool is a constructed statistic that embodies a CDC's direct contribution to the national economic
account. The computations demonstrate what KHIC calls a "Return on Taxpayers' Investment" or ROTI. ROTI
is, of course, intended to hark back to the conventional book ROI or "return on investment" which is used in
general financial analysis-as one measure of the value of an investment. Just as it is important to recognize that
ROI on, say, a stock investment (dividends + change in price divided by initial price) is only one measure of the
'true performance' of a company,16 so ROTI is only one measure of the performance of a government investment
in an economic development project---in this case, in new business ventures. Nevertheless, ROTI is a rather
straightforward way of assessing a government expenditure for establishing (or expanding) a business for
economic development purposes.

Specifically, the ROTI statistic is composed of three-different contributions to the federal treasury which are
made by the new ventures that the CDC creates in its own territory, using government grants for investment
purposes. Corporate taxes paid by the new ventures comprise one contribution. Personal taxes paid on the wage
income of those previously unemployed are the second contribution. And the third is the federal savings on welfare
program costs, represented by the transfer payments that the federal government would have had to make for the
previously unemployed workers who had been on various forms of welfare. The year's total of these three
contributions to the federal government by CDC ventures is then computed against the total federal funds ever
provided to the CDC to come up with a percentage return on those federal funds, conceived as a (nondivestible)
investment by taxpayers in the ventures created and sponsored by the CDC with the federal money.

For example, for the period 1969-1980, the total federal funds that KHIC had ever received (for all its programs
as a CDC, including programs for activities other than venture development) was $7.7 million, and the total
contribution of KHIC ventures for that year was $1.447 million.17 This yielded a Return on Taxpayers' Investment
of 18.7 percent for 1980 alone. In previous years the statistic had gone as high as 25 percent. The total federal
investment has long since been reimbursed to the federal treasury, and the government is continuing to.receive
long-term financial benefit, not to mention the other side benefits for the community, the people employed, and
so on.

It should be emphasized that the new ventures were not facilities or subsidiaries of established companies
attracted to the region. They were in fact the result of a procedure for encouraging and helping to capitalize
potential entrepreneurs, drawn almost exclusively from the region surrounding KHIC. The entrepreneurs
participate in joint ventures in the depressed four-county area that KHIC serves.
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Admittedly, KHIC is one of the more successful CDCs in the U.S. in the realm of venture creation, but it does
its work in one of the most recalcitrantly impoverished areas of the country, the Appalachian highlands. For
example, about 58 percent of the population of one county were below the official federal poverty line when the
CDC was originally organized; and its other counties were similarly populated. Thus the meaningfulness of the
CDC's results is highlighted by the basic unfriendliness of its given economic environment, where played-out coal
mines and hard-scrabble farming are typical. Moreover, there are a good many other returns from the CDC's
activities in venture development. See the accompanying chart detailing the benefits from one KHIC investment--
-in Outdoor Venture Corporation (OVC), a tent-making company that KHIC helped to start in 1972 by
committing $100,000 in equity and $120,000 in credit.18

It should be clear from the OVC chart that, for regional development purposes, a good deal more than might be
caught in an input/output analysis is involved in the actual community economic development process and its
results. The social ripple effects are surely as significant as the return on taxpayers' investment. So the ROTI
statistic does not describe all the positive results of a CDC investment with government funds, nor should it be
expected to carry the full burden of evaluation, even of the single CDC activity of venture development. Yet
ROTI, as an evaluation technique, does clearly focus on important effects outside the region where the
investment was made, showing up in the return on government funds granted. It is this sort of result that
indicates how capital invested in one region can in fact offer capital resources for use elsewhere, thus dispelling
the zero-sum myth of economic development.

Other research studies explore further aspects of the community economic development approach and thereby
highlight the significance of the KHIC results, suggesting that they are not a fluke and offering other evaluation
measures. These studies will be reviewed here more or less in chronological order of their publication.

In the period 1970-1973, Abt Associates, a Cambridge, Massachusetts, firm under contract with the federal
government, assessed the performance of a group of CDCs that had received federal funds.19 A central concern
was the performance of business ventures financed by the CDCO, and Abt used usual financial analyses to
establish a business failure (or potential failure) rate. Abt was able to project (fairly accurately as will be shown)
that these businesses would have a failure rate of no more than 50 percent after four years. Compared with the
standard failure rate conventionally projected for new small businesses in the U.S., which is 80 percent (over a
five-year period), this is an excellent result, particularly considering the fact the CDC businesses were being
established in some of the most unfriendly economic environments of all, in depressed communities and during
a period of national economic slowdown.

As it turned out, several years later a further study by the National Center for Economic Alternatives (NCEA),
conducted in 1980, was able to document that this projection was on the mark.20 That is, 51 percent were still
active in 1980. NCEA went further and determined the costs of all the failed CDC businesses in terms of capital
losses; and i.e., deducted that from the overall gains of the CDC businesses.
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Ripple Effects from the OVC Investment

*Almost all employees had been residents of the area; and within eight years, over 220 people were in jobs at
OVC and a subsidiary it established to produce a related product---sleeping bags.

*Of the residents hired, at least 75 percent in the subsidiary and as many as 95 percent in the original company
had been previously unemployed and untrained. Yet some of these same people quickly moved on up to become
line supervisors.

*Within the first two years, OVC expanded so much that it had to move out of its original quarters into two new
facilities totaling 92,000 square feet---the first major industrial real estate construction in the county in many years.

*The erection of these new plants in their economically depressed community so encouraged the citizens that they
organized a 'planting day" during which over 100 children from the area set out pine seedlings for soil
conservation on the OVC site.

*A small manufacturer of farm gates in a nearby town diversified into tent pole manufacturing. Soon he began
to sell tent poles not only to OVC but to a producer in another state.

*A local trucking company took on the.job of handling OVC tents and qualified for a federal license to transport
goods across state lines. With that license the company could reach out to other firms and handle their business
too.

*A major regional bank, over 200 miles away, found OVC to be a good customer. The bank offered OVC a
generous line of credit, which has tended to increase each year. By 1980 the bank was pumping $8 million annually
into the area to finance OVC's operations.

*The county discovered that it had new human resources and energy for other purposes as well as a new industrial
firm. The county established its first public library when the OVC president spearheaded a successful petition
campaign.

*OVC also offered other socially significant services to the community. The company established a sheltered
workshop program (for the mentally and physically handicapped), and company executives are active in other
social service activities in the area.
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The result was still a net overall profit, although small---$1,751,000, after deductions of $39 million for failed
operations which accounted for a little over 10 percent of total capitalization of CDC ventures. In short, the
government grants used as investments by the CDCs could and did have long term results, showing up in the
longevity of a business firm. However, no ROTI calculations were made on the data in order to describe federal
benefits, even though by that time, the statistic had already been conceived and used by KHIC.

Three major policy conclusions can be drawn from the Abt and NCEA investigations: Systematic venture
development in depressed areas can be successful. It is not necessary to concentrate resources in so-called growth
areas or centers. And it is not necessary to move people out of depressed communities in order to find them jobs.

Another set of findings, based upon quite different concepts and measures, offers reassuring evidence of the
effectiveness of pursuing both social and business goals within the same development program. As has been
mentioned earlier, the strategy of community economic development attempts to integrate social goals in its
business development activity. For example, every CDC emphasizes hiring local residents in the businesses it
finances or otherwise assists. A CDC would not consider its venture investment to be successful if most jobs
went to outsiders. In fact, according to the Abt study, 65 percent of new employees in the CDC ventures came
from the CDC's own community. And at the time of the later study by NCEA, 71 percent of the nonmanagerial
jobs and 53 percent of the managerial jobs were filled by local residents. Thus, the KHIC/OVC results in
employment benefits are seen in other CDCs as well.

Moreover, a substantial percentage of the jobs created by the CDCs went to residents who were previously
unemployed, just as in the KHIC/OVC case. At the time of the Abt research, that percentage was 29, and in the
NCEA research, conducted later, the percentage was 45. Thus, not only did the CDC businesses respond to the
need for local jobs but their performance in this respect targeted the neediest and improved over time. In short,
the CDCs have demonstrated that businesses can make money and at the same time respond to social needs. The
fact that the CDCs could simultaneously reach both social and business goals should be stressed here, since at
the time it was widely held that their business success would be compromised by their devotion to the cause of
job creation and local hiring.

On another dimension critical to community economic development---the dimension of local control and
initiative---the research studies again support the efficacy of the community-based approach. As the Abt study
put it, there was "strong evidence for the positive effects of community participation and control on CDC
performance." That is, the more community control, as indicated by the percentage of resident and other locally
representative board members versus outside board members, the better the CDC performance.21

Some years later, another study using different techniques arrived at a similar conclusion. Dr. Rita Kelly, a political
scientist, reported that her statistical survey found a positive correlation between high performance and the
strength of the community boards of directors.22 Historically, the evaluation results strengthened those in the U.S.
federal programs who argued that Washington should not dictate the projects for which it would give funds and
should instead respond favorably to investment proposals for which the local group could provide the necessary
evidence from standard business feasibility studies and planning documents.

The NCEA report provides an interesting sidelight on the federal program of support for community economic
development. The NCEA evaluators concluded overall that even in an era of limited federal funds, community
economic development was a good federal investment, but it suggested that the limited funds would have a
greater positive effect if they were targeted to relatively small though already somewhat experienced groups rather
than to larger, more clearly successful CDCS. In short, the federal grants ought to be conceived as seed money
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to give a boost to groups that were on their way but not yet fully established. This is another way of saying that
capital as such is not the basic means for achieving development goals but simply one potential tool.

Other Public Policy implications. Generally speaking, the U.S. evaluation studies encourage those who might otherwise
doubt whether targeted (regional or local) development effort can accomplish the ambitious goals that it is
supposed to.23 The evidence is quite consistent that community economic development can be efficient and
effective in stimulating growth in-.depressed areas. This is not to say that no more searching studies could be
undertaken. Certainly other evidence could be systematically assembled by further data collection operations, but
it is worth noting that different investigators, using different methods, over different time periods, have arrived
at essentially similar results.

Perhaps the most significant lesson from the U.S. research is that community economic development must be
carried on under local direction, according to local priorities, and by mobilizing local resources first. That is quite
different from conventional development policy which begins with central decisions in the economic core areas
about what should happen in the peripheral regions.24 The U.S. experience suggests that in Canada, as in the U.S.,
regional economic development policy, rather than being formulated by core-area economists or others, ought
to be generated out of the analyses and ideas of local practitioners, especially those who have had a track record
of accomplishment and of learning from their own failures.

The proper role of core area vis-&-vis peripheral development is in offering the three kinds of imports that the
periphery will need from time to time---namely, ideas or knowledge about various aspects of the development
process, consultants or staff resources, and technical support and capital. The key term is "offering"---which
somehow must be done in such a way as to permit the use of the imports under peripheral-area or local regulation
rather than core-area regulation. Historically, that appears to be difficult for core-area development agencies. That
is, assistance is generally offered only so long as the peripheral-area recipients will accede to detailed core-area
decisions on how the assistance is to be used.

It is true that U.S. federal administration of its community economic development assistance has only
intermittently afforded a high degree of local autonomy, and there is no reason to suppose that it would be easier
for Canadian federal administrators to take a hands-off posture.25 State and provincial policies have not been any
different. The explanation is not some sort of power drive on the part of government administrators. It is only
natural for officials charged with the responsibility for the disbursement of tax funds to disburse them with all
the caution that can be mustered, which would mean depending on one's own judgement in preference to that
of local users of the funds. Only if legislators at the federal or provincial level actually mandate a freer hand for
localities can the administrators be expected to provide it. Yet the underlying secret of the U.S. experience is very
simply that local energies cannot be mobilized by fiats from the core area or even by financing from core-area
sources---public or private. As emphasized before, capital as such is not the secret, and, in fact, considerable
impact can be achieved by small amounts of capital made available to reasonably experienced community groups
which have additional sources of capital to match with the imported money. A rational policy for regional
development does not have to anticipate great sums for capital. Instead it must anticipate the need for great
restraint in mapping out how local groups should go about their own local revitalization. With this policy, each
community can be expected to contribute to the overall development of its region, and, ultimately, of the nation
as well.
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Notes

1 The experience in Canada is essentially the same, but Canadian community economic development as been less extensive,
and there have been no systematic quantitative surveys, as there have been in the United States. Thus the U.S. experience
is more accessible for purposes of policy analysis. Two helpful reports of Canadian cases can be found in Greg MacLeod,
New Age Business: Community Corporations That Work (Ottawa, Ontario: Canadian Council on Social Development, 1986). See
also Susan Wismer and David Pell, Community Profit (Toronto, Ontario: Is Five Foundation, 1981). For a detailed examination
of both countries, see Stewart E. Perry, Communities on the Way: Rebuilding Local Economies in the United States and Canada
(Albany, NY: State University of New York Press, 1987).

2 Importantly, local efforts are effectively mobilized only when the community is able to transcend an oversimplified
paranoid conceptualization of its problem as being Primarily due to outside actors. A reconceptualization takes place in which
community leadership places a greater emphasis on creative local efforts.

3 However, not all local groups organized for community economic development use that term, and moreover, it has been
used for other purposes---such as bank subsidiaries for housing loan purposes.

Given Canada's strong tradition of cooperatives organized to combat economic problems in distressed areas, it is also useful
to emphasize the differences between the cooperative and the CDC, which extend beyond differences in their legal and
organizational formats. Most importantly, CDCS, as mentioned, are concerned with fielding a multi-purpose program of
economic renewal for an entire target area, while coops are almost exclusively single-purpose and for the benefit of
members. That is, a coop tends to be limited to a single type of activity for its own members---such as offering lower cost
consumer goods, or providing joint marketing services, or establishing a worker-owned business. Each of these activities
might be taken up by a CDC, but a CDC would do many more other things as well, always including a business development
program.

Two further comments on particular cases may clarify the distinction. In Spain, the Mondragon complex of coops operates
as a multi-purpose community economic development program; as a system, these co-ops are analogous to a very large
CDC. By contrast, in Canada, even the Antigonish movement, though it aimed at promoting the co-op structure for a variety
of economic problems in Nova Scotia, never evolved an integrated system for comprehensive local development. Canadian
co-ops (and those in the U.S.) have thus far remained single-function structures, more or less independent of others with
different functions. For example, a credit union usually has little to do with a local worker co-op.

4 For example, successful CDCs sometimes have the experience of being importuned by a government agency to apply for
a new program. To the agency, that CDC's application would represent both a confirmation of the program and the
likelihood of a successful project to be administered by the CDC. But sometimes the new program is rather low on the local
priority scale, and to apply for it, receive the grant, and focus energy on it would be a misplaced use of scarce resources.

5 Even a large city can feel the impact of outside ownership. The Glidden Paint Company was founded in Cleveland in 1883,
but after it was acquired by SCM Corporation in 1967, the Cleveland facilities were soon closed in favour of factories
elsewhere. So Cleveland lost a native industry. On the abandonment of lesser communities by major outside corporations,
see Robert Goodman, The Last Entrepreneurs: America's Regional Wars for Jobs and Dollars (Boston: Ma.: South End Press, 1979).

6 See, for example, Michael Booth, "Ownership of Industry: The Maine Case" (working paper published by the Center for
Community Economic Development, Cambridge, Massachusetts, 1972). Booth documented that for the period studied
(1958-1969, the latest for which data were then available), absentee-owned industries grew at the rate of 8 percent, while all
Maine industries grew at the rate of 82 percent. And in the troubled shoe industry, employment at absentee-owned
companies fell 12 percent, while Maine shoe companies as a whole grew at an amazing 110 percent. A broader explanation
may be that locally-owned ventures tend to be smaller, and job growth is usually higher in smaller companies. Compare
David L. Birch, The Job Generation Process (Cambridge, Ma.: M.I.T., 1979).
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7 Bennett Harrison and Sandra Kanter, "The Political Economy of States' Job-Creation Business Incentives," AIP Journal
(October 1978) 44: 424-435; see p. 430. For a recent review of empirical studies, see Donald N. Steinnes, "Business Climate,
Tax Incentives and Regional Economic Development," Growth and Change (1984) 15: 38-47. On the general effect of state
tax levels as an encouragement to business growth, see the negative findings of T. Bartik, "Business Location Decisions in
the United States: Estimates of the Effects of Unionization, Taxes and Other Characteristics of States," Journal of Business
and Economic Statistics (1985) 3: 14-22. Similar negative findings for Canada are reported in David Springate, Regional Incentives
and Private Investment (Montreal, P.Q.: C.D. Howe Research Institute, 1973). (I am indebted to Mark Macneill for the Springate
reference and for other aid on the Canadian experience of location incentives; see footnote 9).

8 Harrison and Kanter, work cited.

9 Just to take a hypothetical example from Canadian location incentive practice: for an initial period of about two years the
Cape Breton Investment Tax Credit actually cost about $23 million in federal tax expenditures to attract four off-island firms
setting up new ventures. That same $23 million in directly appropriated funds could conceivably have been applied to the
construction of badly needed affordable housing. Thus, at $50,000 per housing unit the opportunity costs were the
construction of 460 units of family housing, which, spread over a ten-year construction period, could have provided the
equivalent of 62 full-time year-around jobs, if one assumes that each housing unit represents about 2250 person hours of
work. The assumption of labour hours per housing unit derives from computations made by the Cape Breton Labourer's
Development Company. The tax credit costs come from Enterprise Cape Breton, the agency supervising the incentive
program, as quoted in C. Mark Macneill, An Evaluation of the Prospects for Success or Failure of the Cape Breton Investment Tax Credit,
M.B.A. Research Project, St. Mary's University, Nova Scotia, 1987.

10 See, for example, Marc Fried and Peggy Gleicher, 'Some Sources of Residential Satisfaction in an Urban Slum," Journal
of The American Institute of Planners (1961) 27: 305-315.

11 It is unfortunately also true that people in a community setting can hold each other back, fearful of the reflected
humiliation that someone else's success may mean. Naturally, the community economic development strategy must
overcome this potential hurdle. One sees it happen when the people of the community are convinced and eventually confirm
that they will all rise together when they all work together. (This is not to say that community economic development ends
invidious. comparisons or differential success but that it offers a broader vision of more broadly-spread benefits.

12 The town that has grown up around a gold strike or oil find and is confronted in a few years with the depletion of the
resource is a candidate for such persuasion. Traditions are weak, history short, relationships tenuous.

13 In general terms, the social costs and benefits, perhaps more than the economic, have been the rationale in any case for
national programs of regional development. The benefits range from the basic moral considerations of equity among citizens
of the same country to the heightened self-respect of people who enjoy the independence of a good job instead of the
dependency of transfer payments, and range on to the preservation of local cultural values and different ways of like that
are destroyed by a deteriorating local economy. None of these are measurable in dollar terms, though their absence can be
extrapolated into the dollar costs of increases in alcoholism, child abuse, mental hospital admissions, and the like. Cf. M.
Harvey Brenner, Mental Illness and the Economy (Cambridge, MA: Harvard University Press, 1973).

14 See Making the Grade: The Development Report Card for the States (Washington, DC: Corporation for Enterprise Development,
1987). A theoretically and methodologically more sophisticated predecessor of this recent approach may be found in Paul
R. Eberts and Frank W. Young, 'Sociological Variables of Development: Their Range and Characteristics,' in George M. Beal
et al., eds., Sociological Determinants of Domestic Development (Ames, IA: Iowa State University Press", 1971). Their seminal work
has not yet been adequately exploited.

15 My data here come from an unpublished monograph by Professor Raymond L. Russell, Department of Sociology,
University of California at Riverside.

16 Book ROI is the accounting rate of return, differing from "economic rate of return" and from internal rate of return.' The
point here is that analogously ROTI should not be depended upon as the one true way to measure the return on government
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investments in economic development. The number of jobs created and number of private investment dollars levered are
other usual possibilities, though they do have some methodological problems. For other broader measures, see Eberts and
Young, work cited.

17 It should be noted again that as a CDC, KHIC did more than merely invest in some new ventures. Thus, ROTI is a very
conservative measure of the federal expense of grants to KHIC; it understates what the CDC contributes by all its programs.

18 The chart is derived from a brief report issued by the Institute for New Enterprise Development, Community Investment in
Private Enterprise, INED Memorandum No. 3, Cambridge, May, 1980. 

19 An Evaluation of the Special Impact Program: Final Report (Cambridge, MA: Abt Associates, Inc., 1973).

20 See Federal Assistance to Community Development Corporations: An Evaluation of Title VII of the Community Services Act of 1974
(Washington, DC: National Center for Economic Alternatives, 1981).

21 Evaluation of performance was indexed by a single measure that combined several indicators, such as wage improvement
for the newly hired employee, number of jobs created by the CDC, and amount of capital levered. About 40 percent of the
variation of that performance index could be accounted for by the community control factor alone. In short, whatever else
was affecting the CDC performance, the community control factor could be said to determine about 40 percent of it, in a
positive direction---a powerful showing in any economic study.

22 Rita Mae Kelly, Community Control of Economic Development: Boards of Directors of Community Development Corporations (New York,
NY: Praeger, 1977).

23 More detail and additional studies are included in chapter 12, "Evaluating Community Economic Development," in Perry,
work cited.

24 The terminology of "core" and "periphery" is used by economists to refer to more highly developed areas (or nations)
versus those outside that development.

25 Closely restricting the uses of the grant funds ends up essentially as interference in local program decisions, but that must
be distinguished from program monitoring. Federal program administrators should, of course, make sure that the grants
are spent for the purposes for which the recipient requested them. The issue is how broadly those purposes may be drawn.
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Paper 2:

OPTIONS IN REGIONAL DEVELOPMENT POLICY
FROM THE U.S. EXPERIENCE WITH THE COMMUNITY-BASED APPROACH

ABSTRACT

Both public and private initiatives in the U.S. practice of community economic development illustrate a range of
options that can be used for a Canadian strategy of regional development. The provision or mobilization of capital
is the most frequently used tool and is the main focus of the community-based initiatives here described.

Various forms of private capital have been key, even when government programs are also involved. Even when
government capital has been important, mediating private structures (especially the so-called community
development corporations or CDCs) are essential and lever the significant private capital, through the main
source, the private banking system. Among the more prominent techniques are the revolving loan guarantee fund
(a CDC uses its fund to encourage a bank to finance otherwise rejected ventures) and the linked deposit (the
CDC's own funds or the dollars of allies are deposited if the bank will provide financing to targeted ventures).

Other major techniques for mobilizing private capital include the "program-related investment" of socially-
concerned institutions (such as churches or foundations) which use some portion of their endowment or pension
funds to invest in practicable community-based ventures. A new industry of investment counsellors and analysts
has arisen to serve socially-concerned individuals and institutions ready to invest in community development.
Also, a broad range of banks or their analogs have been created, bought, or adapted by CDCs or other community
groups.

The level of private activity in this field (as well as state and municipal activity) probably can be traced to
experimental federal programs. For a dozen years or so, financial support by federal agencies for community
groups brought the concept and practice of community economic development to the point where it was taken
up by other government levels or private auspices.

Chief among the states active in the field has been Massachusetts which, among other initiatives, launched a
development bank for joint ventures with CDCs. Other states have established adaptable programs of state
pension funds for targeted investments, grants for university/business research, linked deposits, etc. Some
inventive municipalities have required private development in more attractive zones to be coupled with projects
in distressed areas. Success in many of these public initiatives has depended upon CDCs or similar groups to
provide the needed community base.
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OPTIONS IN REGIONAL DEVELOPMENT POLICY

Based on the experience of practitioners and policy-makers in the United States, this paper is designed to illustrate
a range of options for a Canadian government strategy in support of community-based economic development.
The paper assumes the cogency of the community-based approach for regional development and the empirical
evidence for its effectiveness presented in Paper 1.1 The aim here is to describe relevant private as well as public
initiatives, since government can facilitate private activity as well as operate direct programs.

Programs at all levels of government, as well as private programs on both the national and local level, will be
considered. State level government programs in Massachusetts will be especially highlighted, since they represent
the most systematic use by government of the community economic development strategy. The main focus in
the options illustrated will be on the provision or mobilization of financial capital.

Mobilizing Private Capital

From the experience in the United States and other nations, government certainly should not be assumed to be
the Bole or even major source of capital. Indeed, direct government provision of capital can be
counterproductive.2 It is safe to say that, ultimately, private capital is the key to community economic
development. It is true that governments usually must be involved in making that capital available to communities,
but when government seed capital has been most effective for local development purposes, it has been utilized
through mediating private structures.3 For the most part in the U.S., such structures have been the so-called community
development corporations or CDCS.4

Other types of mediating structures, such as the Small Business Investment Corporations (SBICB), have been
used to lever private funds with initial government financing. They have played an important role in their way and
should not be ignored.5 However, the kinds of investments SBICs were allowed to make were highly restricted,
and the kinds of private money they had access to were also limited. CDCS, as the most broadly based private
sector organizations using government funds as a major levering tool, became the most proficient in tapping many
different parts of the private sector for other necessary capital. And CDCs had a wider range of potential
investment targets open to them, including real estate development and housing, which were closed to SBICS.

The U.S. experience indicates that the most significant source of funds (for any of the intermediary institutions)
has been the traditional banking system, as that source can be levered through other private and public funds. The
trouble is that banks usually have not wanted to lend to community organizations, particularly in low-income,
depressed communities. As a result, the CDCS, as the prime movers in most instances have had to construct a
variety of techniques to overcome this reluctance---depending on the banker's reasons---in any particular situation.

Of course, one basic reason has been a general reluctance to lend to any non-profit group, because it is difficult
for banks to make the organization's directors or officers responsible for repayment in the same way as they could
with for-profit groups. To overcome this reluctance, CDCO (which are ordinarily nonprofit) have sometimes
used a for-profit subsidiary as the borrowing unit, especially one with some previous track record of bank
borrowing as may be the case in a business that the CDC has bought or a holding company set up by the CDC.
In fact, this technique has been used in Canada by the Human Resources Development Association of Halifax,
which created a for-profit subsidiary, HRDA Enterprises Ltd., for its business development activities, including
relations with banks.6 While one might wonder why the profit-making status would make a difference since the
owner of the for-profit firm is a non-profit organization, somehow it helps allay a bank's fears.
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Another favourite mechanism for accessing bank capital on behalf of local development is the revolving loan
Guarantee fund, used to reduce a bank's aversion to loans promoted by the CDC.7 Usually such a fund has been
established by a CDC using grants from one or  another federal department, although in some instances the seed
capital has come from a private foundation. The fund serves local businesses that are in need of expansion or
start-up capital, and are able to pay going loan rates, but are unable to convince a bank to offer credit. In effect,
the CDC, through the fund, offers collateral to a bank if the bank will provide the needed credit to the local
business. The CDC deposits an amount at the bank to guarantee a certain percentage of the business loan, under
specified conditions, and receives back its deposit as the bank's loan is paid off.

This procedure has produced excellent results, and in fact the loan loss experience of these funds has probably
been less than the experience of the banks themselves on their conventional loans.8 That, incidentally, is one
demonstration of the effectiveness and efficiency of the community-based development approach. Where
decisions on economic development projects are made by local leaders with their naturally intimate knowledge
of the local situation and the people involved, potential risks are easier to assess.

In sum, government capitalization of local loan guarantee funds represents one of the more effective options for
supporting community-based development. Decentralization of loan decisions from government bureaus to local
intermediaries reduces financial risks, eliminates most of the difficult government administrative responsibilities
connected with such decisions, reduces the opportunity for political interference, and offers substantial leverage
of private funds available in the banking system.

Another technique used by CDCs to mobilize private capital has been the so-called linked deposit, in which a bank
customer, either established or new, agrees to leave a specified amount in an account if the bank will lend money
to the community economic development project. Sometimes this depositor may be the CDC itself; in other
instances the CDC may be able to recruit a partner---for example, a large locally-based corporation that stands
to gain in public relations or obtain other advantages by cooperating with the CDC. The bank cooperates, of
course, in order to receive or maintain the deposit assets, which it can then use to lend many times more than the
deposit amount. In the U.S., government agencies have also used the linked-deposit technique to encourage banks
to lend to small businesses, though not otherwise specifically for local economic development. It is a technique
that could be used in Canada, as well.

Still another mechanism for increasing the availability of local capital is the purchase of a local bank or the
establishment of a new bank by the CDC. The East Los Angeles Community Union, a CDC using a federal
venture development grant and other funds, bought a savings and loan institution as an instrument to use in its
revitalization of the heavily Hispanic district of several hundred thousand people. And Pyramid West, a CDC in
a black inner-city district of Chicago, established its own bank, although only after a very difficult campaign with
the Illinois state banking authorities.

A quite different solution is illustrated by Chicago's South Shore Bank. The owners of this bank wanted to move
it from the deteriorating neighbourhood in which it was located to a downtown location. Moving it would have
further contributed to the neighbourhood's deterioration. To forestall the move, the bank was bought out in 1973
by a group of private, socially concerned investors determined to use the bank for the renewal of its
neighbourhood. Now, after many years, the bank continues to operate as a strong force in the improvement of
housing resources and in the financing of local businesses. It has attracted many socially responsible investors
and depositors (including a number of foundations and religious orders) throughout the country, who want to
participate in its very sophisticated community banking activity.9
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The Massachusetts Urban Reinvestment Advisory Group (MURAG) illustrates still another sophisticated use of
the community base to influence bank behaviour.10 MURAG, a non-profit Advocacy group organized in 1979,
depends upon the force of two pieces of federal legislation---the Home Mortgage Disclosure Act and the
Community Reinvestment Act. These laws, incidentally, were unsuccessfully opposed by the banking industry
but are now probably fairly well established despite that continued opposition. The laws permit community
groups (and others) to use any negative record of bank behaviour in serving the neighbourhood in which a bank
or branch office is located to effectively torpedo the bank's application for federal approval of new or changed
operations. The current use of the authority offered by the law suggests that it is not as fearsome a piece of
regulation on behalf of distressed communities as it might have seemed, and so indicates that similar legislation
might be possible in Canada.

One case in MURAG's history shows how the organization actually benefitted the bank concerned as well as
redirecting the bank's contribution to a needy community.11 The bank in question had been in the process of
reducing services at a branch it considered superfluous and unprofitable, with the announced plan of eventually
closing the branch. In 1979, in conjunction with a neighbourhood organization and neighbourhood businesses,
MURAG was able to document the fact that the branch had long since stopped offering standard and reasonable
services and that this practice had led to its poor profit performance. The bank thereupon reversed its decision
and beefed up its staff---and soon discovered that the branch was becoming one of its more profitable sites.

In the same year, MURAG took a more adversarial role, successfully opposing the efforts of a bank to open a
new site. It argued that the bank was not serving the depressed communities where it already had other branches.
Such cases suggest that MURAG and similar organizations have been able to counter the practice of redlining
(i.e., refusing financial services) for distressed areas. This particularly illustrates how government may play an
essential role even without providing public funds.

The U.S. has also seen the creation of a special form of nationally chartered credit union, the Community
Development Credit Union or CDCU.12 The CDCU, as distinct from conventional credit unions, as not based
upon a specialized membership, such as a union or specified employer of the like, but upon a specified
geographical area designated as in need of new capital-providing structures and financial services. The CDCU is,
by law, permitted to make business loans but not offer equity capital. In this, it is similar to the powerful form
of credit union promoted by Quebec law, caisse d'entraide économique or CEE, offering entrepreneurial banking
facilities for long-term commercial and industrial mortgages. Wherever legal restrictions or regulations hinder the
capacity of credit union institutions elsewhere in Canada to participate in community renewal, obviously they need
to be examined and changed.13 

The CDCU raises substantial funds from its members, even when they are residents of a low-income community,
and thus can play an important if limited role in the financing of local development. Low-income areas may not
seem at first, to have capital resources, but it is important to recognize that community-based institutions like
CDCUs can raise local capital---even equity capital---in their own depressed areas.

One of the most successful records in raising local equity was compiled by a non-profit community development
corporation in Philadelphia, Zion Investment Associates.14 Zion, based in a local Baptist church, created the
so-called 10-36 plan, by which each CDC member committed to paying in $10 per month for 36 months.
Eventually $200,000 was raised in this fashion, and over time Zion levered millions of dollars for commercial and
housing development in the neighbourhood.

The Zion case illustrates the fact that every depressed area in need of economic development must depend in part
on outside capital, even though it mobilizes its own local capital. Local organizations, however self-reliant, must
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make use of outside sources for various financing purposes. Of course, low-income area investments, whether
in loan or equity form, do not usually attract conventional outside dollars. Ordinarily such funds come from
institutions interested in assisting low-income districts. Of such institutions the Ford Foundation has been, by
far, the most significant source of private capital grants, loans, and equity for community-based development.

Ford has made funds available not only through conventional grants for operational costs and local projects but
also through an increasingly more widely adopted mechanism called the program related investment or PRI. PRIs are
recoverable investments by a foundation (or other socially concerned organization, such as a religious order) of
some part of its endowment or pension funds in community business ventures or other revenue-generating
activities that will promote the basic philanthropic purposes of the organization. Churches, for example, instead
of investing their pension and endowment funds in conventional revenue-generating instruments such as
government bonds, are beginning to discover that they can make their dollars do double service: earn a dollar
return and also contribute to specific philanthropic social goals, such as promoting low-income housing.15

Ford's PRI concept has been generalized in recent years into a national trend of alternative investment in
community-based or other socially targeted ventures.16 This has actually become a new industry, with specialized
investment counsellors and technicians catering to the requirements of the socially concerned individual or
institutional investor who seeks to provide financial assistance to the revitalization of depressed communities.17

Here, the pathbreaker has been Affirmative Investments, Inc., a Boston firm capitalized in 1983 by a group of
small foundations and a bank which has long had an interest in socially responsible investment counselling.

Affirmative Investments (AI) began as a registered investment advisor to a small number of individuals and
organizations. It differs from almost all other social investment advisors in that it does not deal in publicly traded
stocks and bonds (however "clean"). It has instead handled so-called private offerings, those designed to avoid
the complications and considerable expense of selling stock publicly, by restricting the offer to a limited number
of potential investors (who by law must be financially knowledgeable).

Since community projects are rarely, if ever, strong enough to justify a public offering, they must use the private
offering technique. AI's clients depend upon AI to analyze on technical as well as social grounds potential
investments like low-income elderly housing developments or cooperative business ventures, and to tell them
whether to invest in the project and what sorts of risks and returns are involved. AI has recently evolved a new
investment structure which specializes in marketing equities in limited partnerships for low-income housing,
taking advantage of tax shelter provisions in recent federal revenue legislation.

Conceptually related to the aims of AI is a new, rapidly growing alternative finance technique known as the
Community Loan Fund. This concept was pioneered by the sponsors of the Institute for Community Economics
(Greenfield, Mass.).18 Each Community Loan Fund (CLF) solicits investment capital from socially concerned
individuals and institutions at concessionary rates and conditions in order to re-lend the funds (usually at below
market rates) for community-sponsored business ventures, affordable housing, and other community projects
focusing on the needs of low-income residents. CLFs provide debt capital for projects that would not qualify for
conventional financing, yet the record of CLF loans has been outstanding. Technical analysis of CLF loans shows
that they have rarely been in default and that CLFs in fact probably have at least as good if not a better loan loss
ratio as most commercial or savings banks.19

For instance, the Boston Community Loan Fund, a relatively new institution founded in 1986, has made over two
million dollars in loans without a loss or default.20 Its work has created or preserved about 650 units of affordable
housing for low-income, handicapped, and other hard-to-serve residents in the Boston metropolitan area. Its
loans have been exclusively to non-profit community-based groups. It is able to do its work more effectively
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because it works closely with housing development support programs sponsored by the Boston City government,
generally filling financing gaps for relatively short-term loans (for so-called bridge loans, construction loans, and
so on) that no other financial institution will take on for such housing projects. Thus, although the initiative here
is totally private, its success depends partly on the levering potential of government activity---in this instance, the
housing support programs of the city of Boston. Of course, the success of the city programs conversely depends
upon the work of community-based groups such as the Boston CLF and the community housing developers,
including many CDCS.

Federal Government Capital and Support

In the 1980s, partly due to the Reagan administration's budget cuts, techniques for private mobilization of capital
for community economic development have been at a premium and have increased in number and kind. Yet it
should be emphasized that such private activity would not have been possible without some dovetailing with
federal, state, and municipal government programs and policies supporting community-based development.

First of all, it is probably safe to say that the momentum in the United States for community-based development
could not have arisen without substantial federal support in the previous decade or so. That is, a variety of federal
programs, mostly not now available, were used in that period by community groups for their own local purposes.
And assets, sophisticated skills, and significant financial relationships (for example, with local banks) were
developed with that help.21 Moreover, the visibility given to the concept of community economic development
on the federal level encouraged individual states to consider instituting their own programs of support.22

Second, there remains today a continuing, though very small, program of grant support for community economic
development. A $20-30 million program of grant support is still being administered through the U.S. Department
of Health and Human Services. (Despite annual opposition by the executive branch over the past eight years,
Congress has continued this program.) Thus venture capital grants, sometimes in conjunction with funds for
general administrative expenses, reach a few promising community development groups. In line with the
recommendations of program evaluation research, 23 grants are not usually provided to well-established groups
but rather to relatively newer CDCs which have not as yet developed the capacity to tap the wider range of capital
that the more established organizations have developed. (Incidentally, the Ford Foundation, generally speaking,
follows the same policy today, also on the rationale that more impact can be achieved with the limited dollars
available by aiding newer CDCs.)

Finally, there are still some limited federal programs of support for economic development in a variety of fields
(such as education, agriculture, and conventional economic development through local physical infrastructure and
other similar grants) that could be significant for a community group with a comprehensive approach to local
development. The most specific programs remain those in the Economic Development Administration, even
though most of these are designed for local governments.

Thus, despite the budgetary cutbacks of 1981-88, aggressive and sophisticated CDCs can gain direct access to
limited federal dollars for their local purposes. This is in addition to the federal monies (for example, the
Community Development Block Grants and the Urban Development Action Grants, administered from the
Department of Housing and Urban Development) that are channelled to states and cities and can often be
reached by local community groups through their state and local governments.

To recapitulate, the U.S. experience demonstrates the power of federal money directly and indirectly for
stimulating state and local support for community-based development efforts. A continuation of that federal
support, albeit in a limited fashion, is probably the key to continued state and local support.
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State Programs - Massachusetts

Among the states, Massachusetts has most systematically exploited the concept of community economic
development.24 That does not mean that the record in Massachusetts is peerless, but the efforts are worth close
attention. Massachusetts' prominence in the field resulted from a convergence of leadership in different sectors
in the early 1970s.

Within the state legislature a representative (Mel King, now teaching at Massachusetts Institute of Technology),
elected from a depressed black neighbourhood in Boston, had long studied and promoted the concept of
community economic development. As a leader of the caucus of black legislators, he was able to gain attention
for that concept.

Before becoming governor, Michael Dukakis and his law firm had provided legal services for a black economic
development group, and so he was already acquainted with the concept of community economic development.
As governor, he chose as a central focus of his administration the mobilization of state energy for general
economic development goals; and the corporate business a-nd finance sectors were pulled into his plans.
Community-based approaches were only one interest in an activist administration, but they represented significant
innovations.

Moreover, Boston neighbourhoods, including an Italian-American neighbourhood, had already created a number
of CDCs for their renewal activities. Thus there was already a base of community organizations that could
promote a program for the entire state. And finally there was a well-established tradition of expert service groups
and specialized consultants working with the neighbourhoods on their development problems, especially in
relation to state and federal programs. There was in fact a national, federally-funded Centre for Community
Economic Development in Massachusetts, which acted as an advocate and research service particularly on policy
problems. Thus ideas could evolve, receive technical attention and be developed, and then be effectively
promoted through the state government.

In the late 1970s, all these factors led to an innovative state venture capital institution, directed solely to financing
private joint ventures with CDCS. Funded initially by a state bond issue of $10 million, the Community
Development Finance Corporation (CDFC) was established as an independent state entity---much like a Canadian
crown corporation. Although its board is appointed by the governor and must include representatives from the
state offices for economic affairs, for development, and for administrative finance, other board member are drawn
from labour and from the CDCs around the state. In short, the institution is deliberately rooted in the
constituency for community-based development and thus helps to maintain political pressure for local control
of development activity.

However, the provision of capital was recognized from the first as only one element in furthering
community-based development. A parallel organization, the Community Economic Development Assistance
Corporation, also an independent state agency but without bond funding, was soon established to offer the
outside technical advice that most CDCs need and seek for their projects. Later, an annual program (Community
Enterprise and Economic Development or CEED) within the state development department was established to
provide small-scale grants for operational expenses and technical assistance, especially for the newest CDCS. This
program of annual appropriations is intended as a complement to CDFC and CEDAC.

Although Massachusetts has been used as a model by other states, its performance has been spotty. CDFC has
suffered from personnel turnover and from the appointment of chief officers who were not experienced in
community economic development; its investment record is quite mixed. CEDAC has been relatively stable, but
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it has strayed from its mission. It was conceived originally as technical support for CDCs in their venture
proposals to CDFC. The founders of the state's community economic development programs recognized that
any development banking must be paired with a vigorous technical assistance function to support the bank's
clients. The idea of CEDAC was to free CDFC from any responsibility for technical assistance. This was to allow
CDFC to make investment decisions without having a psychological or other commitment to the project by
having helped to set it up. But because of bureaucratic and other competitiveness between the two agencies,
CEDAC never entered into that relationship of technical support for potential CDFC investment projects. In fact,
it now offers no technical assistance to CDCs for venture development, restricting its aid to CDC housing
projects.

Instead, CDFC itself offers technical aid to CDCs in structuring their deals with their potential private partners.
It does this, however, for deals proposed to it by private entrepreneurs which CDFC has reviewed and found
generally attractive and worth recommending to a CDC. That approach tends to blur its basic commitment to
fostering the CDCS' own venture development efforts, for then it must persuade a CDC to accept the prospective
deal and then analyze how the deal might be structured and what the CDC's dollar position in the investment
should be in relation to CDFC's and to the entrepreneurs'. It is true that fully independent venture development
assistance to CDCB is potentially available from the state CEED program, but CEED's annual timetable of grants
does not adapt well to the investment analysis and design task. Indeed CEED aid is most often invoked for such
matters as strategic planning, fiscal management procedures, and staff and board training.

In the same general period, in the 1970s, when CEED, CDFC, and CEDAC were established, a variety of other
state initiatives for economic development were launched in Massachusetts. Even though they were not designed
for community organizations, they undoubtedly contributed to the opportunities available to CDCS. These
programs were intended to promote economic development, in general, throughout the state, and they avoided
the usual location incentive strategies or the so-called smoke-stack chasing approach.

Probably the most intriguing was a deal with the state's major national insurance companies, which were given
tax and deregulation advantages upon condition that they establish a consortium for investments within
Massachusetts. The result was the Capital Resource Corporation, a private venture capital organization that offers
significant financial backing for new and expanding companies located in Massachusetts.

In effect, this was a state wrinkle on the similar federal legislation directed toward banks to end redlining policies
or face sanctions. Massachusetts told the insurance companies to make investments in the state or face sanctions
for their policies of investing outside the region. While not every region will have a corporate headquarters
resource like Massachusetts' Prudential or John Hancock insurance companies, trading regulatory advantages for
an agreement by regional financial actors to improve their investment behavior remains an interesting possibility.25

More recently, Massachusetts has established a Cooperative Regional Industrial Laboratory program (CRIL) for
sub-regions of the state. CRIL is intended to support local coalitions of labour, business, and county and
municipal governments, which address the specific economic problems of their own area. The CRILs specialize
in particular issues, depending upon the existing local economic situation. For example, in one part of the state
a highly developed tradition of machining is in decline, with many very skilled workers underemployed or
unemployed. The CRIL there linked a CDC with the machinists, labour unions, business representatives, and
others to research new ventures which might utilize the area's unused skill base. The CDC and its collaborators
also hope to increase the market for existing machine trade companies and retrain some of the workers who have
already been displaced.
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In sum, the state mapped a new terrain for regional development efforts on a community by community base.
Despite the criticisms that I have levelled at the innovative institutions created by the joint efforts of many in the
state, those institutions offer inventive techniques to insulate local development activities from state government
administrative or political interference. Moreover, the model provided by Massachusetts has been emulated, at
least in part, by other states.

Other State Programs

Florida, Wisconsin, Minnesota, and Ohio are states which, in one way or another, have used the Massachusetts
experience to evolve their own community economic development programs.26 However, only Wisconsin has
established an independent capital resource unit on the order of CDFC. The others depend upon annual
appropriations, which of course makes their programs more susceptible to political influence and more vulnerable
to the vicissitudes of budgetary fluctuations. More insulated from political intervention is the technique used in
Pennsylvania and Missouri, among others, of offering state tax benefits for corporations that support community
development projects. This technique has the advantage of administrative simplicity. A community designs a
project and (by a fairly easy process) gets it certified by the state tax department as eligible for assistance. Then
the community sponsors can seek financial aid from a state corporate taxpayer. If the corporation finances the
project to any extent, it merely enters its record of financial aid to the project in its annual tax return in order to
receive the credit.

A number of other states have instituted innovative economic development programs that could be relevant for
the work of community groups in their business creation projects, even though the innovations are not directed
at community-based activities. Only a few such programs will be given brief mention here.27  One innovation of
considerable interest is Maine's "net new funds" requirement for banks seeking state permits. The bank must
demonstrate that it will be bringing into the state more investment resources than it will send out through its new
state operations. To take another example, Michigan established legislation allocating 5 per cent of its state
pension fund investments for venture capital. Also, Ohio has a state-linked deposit program by which it accepts
3 per cent less than the market rate for its certificates of deposit in banks that agree to make small business loans
at 3 per cent lower than the market rate. A number of states have recognized the essential relationship between
new business and the stimulation and innovations growing out of higher educational institutions and thus
encourage business-university collaboration in technology by offering matching or other grants for research and
development.28

As regional development initiations, state-level programs are entering into a new phase that departs from the
conventional location incentives. Simply keeping track of the innovative techniques and programs sponsored by
state action has become a more challenging task than it has been for decades. And the growing emphasis on
community-based efforts will change the ways we assess what makes for economic growth on the state or
provincial level, by among other things, forcing us to consider different kinds of data.

For example, until very recently, conventional wisdom fastened on the state tax rates and programs of location
incentives to construct an index to measure the state environment for business growth.29 But in the last couple
of years, more and more critiques of this approach have been issued.30 A new index that has received a good deal
of press attention includes the presence or absence of specific programs in the field of community economic
development. The authors argue that this and other new measures in their index can more powerfully describe
the states that are benefiting from higher private investment rates and lower unemployment rates.31 Building on
this work but using a simpler methodology, other analysts have designed a way to index development differences
among smaller regions within a larger one.32
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Municipal Action

As the states have come to recognize the potential of community organizations for economic development, so
too city governments have devised techniques to revitalize their depressed neighbourhoods through
neighbourhood-based organizations. Perhaps the most ambitious and innovative of the municipal approaches
to neighbourhood redevelopment is the so-called development linkage technique, first used by San Francisco. In
this measure, development permits and other city regulation and encouragement of development in highly
attractive areas of the city are dependent upon the private developers, contributing to the revitalization of a
depressed area of the city that would not otherwise get development attention.

Linkage may be as simple as a special tax on the development project that will go to a fund to be used for capital
in a depressed neighbourhood. In other cases it may require that the developer actually construct new affordable
housing in that neighbourhood, or it may take a still more ambitious form as in Boston's so-called parcel-to-parcel
linkage program.

In the initial Boston case, the development of a "hot" downtown area on the edge of the financial district has
been joined with the development of an area abutting one of the city's most distressed districts, Roxbury. In both
locations, development will involve the construction or rehabilitation of commercial, retail, and other business
properties, including hotels as well as housing, on what is now city-owned land. Minority and other residents of
both areas (the downtown site is adjacent to Boston's Chinatown and the Roxbury area is mostly black and
Hispanic) will have a voice through citizen advisory groups in the ultimate design of the development. Also, there
are requirements for affordable housing and for hiring Boston residents in the construction and other phases,
requirements for placing women and minorities in jobs, and requirements for opportunities for minority
businesses in construction and in the ultimate use of the office of commercial space. Participation is guaranteed
for CDCs operating in the two neighbourhoods. Key to this whole project is the city's allocation of public lands
in the two parcels. Thus it is more than permits, zoning regulations, and other such municipal actions that the
developers will benefit from as they carry out this dual site project.
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Concluding Comments

Because more and more states and cities are rethinking their economic development practices and trying out new
ways to engage the energies and ideas of community-based organizations in the regions and neighbourhoods
requiring revitalization, it will be necessary for any strategy of regional development to include a continuing survey
of the use of new techniques and their successes, failures, and limits.33 This paper can only give some sense of
the ongoing change in the field and alert the reader to the potential that lies in examining the U.S. community
economic development experience.

While the emphasis here has been on the mobilization and use of capital resources, it is necessary to stress again
that capital is not the foundation of the new strategies. What is truly critical is the encouragement of indigenous
institutions for development. Economic development at the local or at the regional level is not the deployment
of capital so much as it is the building of institutions. That is, the key feature of the community-based approach is the
continuing deployment of ideas and energy inherent in institutions like CDCS; and so those institutional forms
need to be promoted and supported. Strengthening such institutions enables them to be the sophisticated, sturdy,
and independent intermediaries that are essential in order that any outside capital can be efficiently and effectively
utilized.

The energies and ideas can be effective when they are guided by the sense of a necessary comprehensive network
of efforts, as contrasted to mere business development. Thus it is that CDCs concern themselves with schools,
daycare centres, and other social infrastructure, with housing, parks, and other physical infrastructure, and with
self-reliance, advocacy, and other cultural infrastructure---all of which can under-gird industrial and business
development for the renewal of the distressed communities. Only under such circumstances can the distressed
community rise from being an impediment to regional development and instead participate in the renewal of its
region.
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non-profit organization to carry out a comprehensive revitalization program, using a variety of local and governmental
resources to improve the whole round of community life. In short, the CDCs were not concerned solely with business
development and jobs but also with quality of life issues, with facilities for education and training, with housing,
transportation, police protection, etc., as each of these factors appeared differentially important at the local level. See Perry,
book cited, passim. See also Robert Zdenek, "Community Development Corporations," Chapter 7 in: Severyn T. Bruyn and
James Meehan, Beyond the Market and the State (Philadelphia, Pennsylvania: Temple University Press, 1987).



Regional Development from the Bottom Up

26

5 U.S. federal statutory authorization and description is found in the Small Business Investment Act (Public Law 85-699, as
amended). Performance data are reported in the SBIC Digest, published semi-annually by the U.S. Small Business
Administration, Washington, D.C. 20416. See also discussion of small business investment in Economic Development Financing
(New York, N.Y.: National Development Council, 1981).

6 See Suzanne Strickland, HRDA Enterprises Ltd.: A Case Study in Productive Alternatives for Public Transfer Payments
(Cambridge, Mass.: Institute for New Enterprise Development, 1982). See also Elizabeth J. Beale, Regional Development in
Atlantic Canada An Overview and a Case Study of the Human Resources Development Association, Halifax, N.S. (Ottawa: Economic
Council of Canada Local Development Paper #3, 1989).

7 For one example, see Revolving Loan Fund Technical Manual (Washington, D.C.: Economic Development Administration,
1980). The guarantee technique has not been used by community groups in Canada to any appreciable extent, although there
is a federal program that makes grants to community-based business loan funds as a means for economic development. See
Lloyd Baron and Noel Watson, "Loan Funds for Small Business: Lessons for Canadian Policy Makers. A Case Study of
Colville Investment Corporation, Nanaimo, B.C.," paper prepared for the Economic Council of Canada, 1989.

8 I am not aware of any systematic research to document this, but it remains my own impression based upon interviews with
federal program administrators and local fund administrators, such as at the East Boston Community Development
Corporation.

9 See Richard Taub, Community Capitalism (Boston, Massachusetts: Harvard Business School Press, 1988).

10 See Kirk Scharfenburg, "The Community As Bank Examiner," Working Papers (September/October 1980) Vol. 7, No. 5,
pp. 30-35.

11 Personal interview with Mary O'Hara, President, MURAG. See also item on State Street Bank and Trust Company in a
MURAG report summarizing activity from 1979 to 1983.

12 The National Federation of Community Development Credit Unions, a trade association represents this specialized group.
See Michael Swack, "Community Finance Institutions," Chapter 5 in: Severyn T. Bruyn and James Meehan, eds., Beyond the
Market and the State (Philadelphia, Pennsylvania: Temple University Press, 1987).

13 I will not here review federal and provincial regulations relevant to the credit union role in local economic development
in Canada. Note, however, that in Nova Scotia the credit union system is currently undergoing a rigorous self-study to
determine how it can take a more significant part in business financing and local economic development, especially with
respect to worker cooperatives.

14 See Nels J. Ackerson, Lawrence H. Sharf, and Robert M. Hager, "Community Development Corporations: Operations
and Financing," Harvard Law Review (1970) 83: 1558-1671.

15 For an overall view of church economic development activity, see Religious Institutions as Actors in Community-Based Economic
Development (Washington, D.C.: Religious Philanthropy Program, Council on Foundations, 1988).

16 Also under the stimulation of Ford, a major new private capital supplier for community-based development has made a
significant impact: the Local Initiatives Support Corporation (LISC). LISC is capitalized only in part by Ford and mainly by
some of the largest insurance companies and other national corporations, explicitly to make loan and equity investments
in community projects in distressed neighbourhoods.

17 See Alice Shabecoff, Alternative Investing in Community Development (1987), a technical bulletin published by the Community
Information Exchange (an activity of the National Urban Coalition, Washington, D.C.). See also Severyn Bruyn, The Field
of Social Investment; The Rose Monograph Series of the American Sociological Association (New York, N.Y.: Cambridge
University Press, 1987).
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18 The publication of the Institute, Community Economics, has regularly reported the growth and performance of this finance
technique.

19 For information on performance of CLFS, consult Charles Matthei (Institute for Community Economics, 151 Montague
City Road, Greenfield, Massachusetts 01301). The Institute sponsors a national association of CLFs providing self-policing
and certification services. See Michael Swack, work cited.

20 For information on the Boston Community Loan Fund, consult Dick Jones, executive director, BCLF, 30 Germania Street,
Boston, Massachusetts 02130.

21 For example, a research sample of 15 CDCs which had participated in the major federal program of support for
community economic development had by 1980 amassed an asset base of about $183 million and has gross annual revenues
of about $153 million. See Federal Assistance to Community Development Corporation: An Evaluation of Title VII of the Community
Services Act of 1974 (Washington, DC: National Centre for Economic Alternatives, 1981). See also Lawrence F. Parachini,
Jr., A Political History of the Special Impact Program (Cambridge, MA: Centre for Community Economic Development, 1980.)

22 For example, beginning in 1969 the federal government gave grant support to a Centre for Community Economic
Development in Cambridge, Massachusetts, as a national research and advocacy centre. With that Centre located in the state,
it may not be surprising then that Massachusetts was the first and remains the leading state in strength and variety of
programs for community economic development. In fact, the initial legislative research for Massachusetts' community
development bank was undertaken through the Centre's financial support when the state legislature did not vote study funds.

The apparent impact of this Centre suggests that a similar pay-off may possibly be obtained from the funding of the (Sydney,
Nova Scotia) Centre for Community Economic Development by the Canada Employment and Immigration Commission.
That is, provincial government efforts may be expected to be shored up and encouraged by the Centre's presence and work.

23 See Federal Assistance to Community Development Corporations: An Evaluation of Title VII of the Community Services Act of 1974
(Washington, D.C.: National Centre for Economic Alternatives, 1981).

24 A detailed examination of the recent history of Massachusetts (and other states) in economic development may be found
in an excellent book by David Osborne, Laboratories of Democracy (Boston, Massachusetts: Harvard Business School Press,
1988). See also his Economic Competitiveness: The States Take the Lead (Washington, D.C.: Economic Policy Institute, 1987), on
which some parts of the Laboratories book is based.

25 The aim, at least on the part of the state officials, of instituting the Capital Resource Corporation was to have capital
available for private Massachusetts ventures that might not otherwise receive support. It is not clear that this, in fact, was
the result of CRC's financing operations, although it is clear that the investments by the new institution were significant for
the companies aided. See David Osborne, references cited.

26 Cf. Benson F. Roberts et al., Community Development Corporations and State Development Policy: Potential for Partnership
(Washington, D.C.: National Congress for Community Economic Development, 1980), esp. pp. 63-72.

27 For a more extensive treatment, see Osborne's reports, already cited.

28 The American Association of State Colleges and Universities has emphasized the connection between economic
development and higher education. See Allies for Enterprise: Highlights of the 1987-88 National Conferences on Higher Education and
Economic Development (Washington, D.C.: AASCU, 1988). Programs are described in Directory of Economic Development Programs
at State Colleges and Universities (Washington, D.C.: AASCU, 1988).

29 See especially the standard Annual Study of General Manufacturing Climates of the Forty-Eight Contiguous States of America (chicago,
Ill.: Grant Thornton, published annually). This report is based upon analyzing 22 factors that have been singled out by
manufacturing firms as important to their success.
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30 See especially Taken for Granted: How Grant Thornton's Business Climate Index Leads States Astray (Washington, D.C.:
Corporation for Enterprise Development, 1986). See also Perry, works cited.

31 See Corporation for Enterprise Development et al., Making the Grade: The Development Report Card for the States (Washington,
DC: Corporation for Enterprise Development, 1987).

32 François Lamontagne and Christyne Tremblay, "Development Indices: A Quebec Regional Comparison," (Ottawa:
Economic Council of Canada Local Development Paper, 1989). Compare the Vulnerability Checklist developed by the
Canadian Industry of Single-Industry Towns. See Michael Decter, "What We Can Do for Ourselves: Diversification and
Single Industry Communities: The Implications of an Economic Development Approach," and the Canadian Association
of Single-Industry Towns' "The Vulnerability Checklist: A Tool for Community Self-Assessment," (Ottawa: Economic
Council of Canada Local Development Paper, 1989).

33 For example, one approach, not dealt within this paper but in rather widespread use, is the so-called enterprise zone---a
district selected for special treatment in taxes, regulation, and other assistance to newly locating (or expanding) businesses.
While all the evidence is not in on this area development technique, it has the basic form of the location incentive strategy
and thus has all the disadvantages and the dubious advantages of this conventional view of what makes economic
development. Where it may have had a documentable success, in Baltimore, for example, it has apparently depended upon
the mediating structure of a neighbourhood CDC. See Perry, book cited, pp. 210-11, 230, and 245. 
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A CASE STUDY OF THE KITSAKI DEVELOPMENT CORPORATION 

La Ronge Indian Band
La Ronge, Saskatchewan

by
Michael B. Decter and Jeffrey A. Kowall

ABSTRACT

One particular focus of regional development policy and programming has been the plight of Indians resident
on Indian reserves. Numerous efforts over the past twenty years have been directed toward improving Indians’
living conditions. Despite considerable program activity, the aggregate employment and income data for Indians
resident on reserves reveal continuing and profound unemployment and poverty.

Some individual reserves have made significant progress toward economic development. In some instances this
has reflected significant resource endowments such as oil, scarce land, proximity to major urban centres, or
determined leadership. One such reserve is the La Ronge Indian Band in northern Saskatchewan.

The La Ronge Indian Band created the Kitsaki Development Corporation to serve as the economic development
and investment arm of the Band Council. By retaining outside managerial expertise and pursuing a diversified
portfolio of investments for the Band, the Kitsaki Development Corporation has been able to enhance the
economic situation of the Band and its members.

The eight business investments undertaken by the Kitsaki Development Corporation have included Northern
Resources Trucking, a joint venture with Trimac, one of Canada’s largest trucking companies and Northland
Processors---a food processing plant which produces smoked meat products such as pepperoni and beef jerky.
Another venture, First Nations Insurance, is a group insurance agency which acts as a representative of Great
West Life Assurance, one of Canada’s largest insurance companies, in Saskatchewan. The overall impact of these
businesses has been positive, with the majority of the businesses currently profitable and two of them, Northern
Resource Trucking and the bingo hall, extremely successful.

Of particular note in the case of Kitsaki is the heavy emphasis placed on capacity building and self-sufficiency.
The investment strategy utilized by Kitsaki on behalf of the Band has emphasized institution building and
participation in all sectors of the economy. As a result, the necessary management skills have been developed and
Kitsaki’s businesses have become profitable. Unlike some other Indian economic efforts across the country,
Kitsaki has emphasized success in business and made employment impacts a secondary objective.
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A development corporation model offers Indian Bands the ability to separate governance from economic
development. As well, it offers a vehicle for achieving successful economic development initiatives. The success
of Kitsaki Development Corporation provides important lessons on the importance of capacity building and a
focus on sound business management principles. As well, the Kitsaki experience provides an example of learning
by doing and success by overcoming failure. In this sense, its achievements mirror those of hundreds of
thousands of Canadian small businesses.

CHAPTER 1

INTRODUCTION

The Kitsaki Development Corporation (KDC) provides a case study of an Indian economic development project
at the community level. Initiated by the La Ronge Indian Band as a vehicle for creating economic development
on the La Ronge reserves in northern Saskatchewan, KDC has developed a series of businesses. Utilizing joint
ventures as a business approach and stressing capacity building as a philosophy, KDC has achieved significant
progress in a relatively few years. In fact, the January-February, 1989 issue of Saskatchewan Business identified KDC
as the province’s third fastest-growing company. From 1986 to 1989, KDC’s sales increased by 110 per cent, from
$5 million to $10.5 million.

This case study describes KDC’s activities and analyzes its  approach to economic development. Where possible,
material on impacts is included, although the Corporation’s relative newness precluded a thorough review of
impacts. The overall thrust of this review is descriptive and qualitative rather than  analytical and quantitative.
Sprinkled throughout the text are quotations from a speech by Bill Hatton, President of KDC. These quotations
are provided as examples of the Corporation’s approach to community development. A much more technical
treatment of the corporation’s approach to business development and project appraisal may be found in
Appendices II and IV.

“Economic development is the process of creating institutions
that do business development---not business development itself.”

“If business development is a wrench---economic development is the machine tool which creates it.”

“Kitsaki practices economic development.”

1.1  Context - The La Ronge Indian Band1

The Lac La Ronge Indian Band is located roughly 235 kilometers north of Prince Albert, Saskatchewan. The Band
is comprised of seven reserves scattered through northern Saskatchewan. These reserves are:

1. Kitsaki Reserve
2. Grandmother’s Bay Reserve
3. Stanley Mission Reserve
4. Hall Lake Reserve
5. Morin Lake Reserve
6. Far Reserve
7. Little Red Reserve.
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The administration of the Indian Band is coordinated from the Kitsaki reserve at La Ronge. The total Band
population (as of late 1987) was about 3,800 members.2 Most services provided to the Band are located in the
town of La Ronge, a service centre which houses a Canada Employment Centre, a community college,
government offices, and various businesses, including mining companies and aviation services related to mining
exploration and tourism.

The La Ronge Band, in large measure because of its full management of its education, welfare, and other services
and its dynamic approach to economic development, is viewed by knowledgeable observers to be one of the most
advanced in Canada.3 It should be noted, in this connection, that the Band took control of its education system
in 1974 and experienced, during the 1970s and 1980s, a devolution of responsibility from the Federal Department
of Indian Affairs and Northern Development for the management of Band affairs. At present, the Band manages
a budget of some $15 million, employs over 400 people, and provides municipal infrastructure, education, and
social assistance to Band members. After the successful takeover of delivery of services (particularly education)
from Indian Affairs, the Band in the late 1970s and early 1980s turned its attention to the objective of economic
development.

1.2  Project History

“Every deal we do is not a witless anomaly, it is related to
our strategy of vesting ourselves in every sector of the economy.”

Before reviewing the history of the Kitsaki Development Corporation (KDC), it is important to situate it in the
context of La Ronge and the Lac La Ronge Indian Band, described above. It should be noted that KDC is a
response by the Indian Band to the socio-economic conditions of poverty and underdevelopment faced by its
members.

Several of the economic and agricultural policies of the Saskatchewan government (not unlike similar efforts
undertaken in other provinces) in the 1960s and the 1970s were crucial to the creation of the Kitsaki
Development Corporation. In an attempt to facilitate wild rice production among northern Saskatchewan native
communities, the Saskatchewan government seeded lakes in the region in the 1960s. As well, the Saskatchewan
government placed pressure on uranium mining companies to involve native people in their construction
activities.

The first effort resulted in the creation of the La Ronge Band’s first company, La Ronge Industries, in 1966. With
a variety of shareholders, this company was formed to develop wild rice production. It remains active in this area
at the time of writing. In the late 1970s, the government pressure on mining companies led Nathan Brodsky, the
owner of Brodsky Construction of Saskatoon, to contact the La Ronge Band. Brodsky was interested in forming
a joint venture partnership with the Band to undertake construction projects in northern Saskatchewan. To
undertake the joint venture with Brodsky, the La Ronge Band established the Kitsaki Development Company as
a holding corporation. Its objective was to operate and develop business opportunities for the Band.

Since KDC’s establishment in 1981, it has evolved a series of business investments, primarily on a joint venture
basis. Its core original businesses were in construction and in trucking.

The first venture in the trucking business was a joint venture between KDC and Rempel Trail in Merriman
Transport Company Limited. This was a lease arrangement involving no significant equity investment by KDC.
This venture become troubled in 1985 and eventually failed with the loss of a Key Lake petroleum hauling
contract. But despite this setback, the KDC still pursued a partner in the transportation sector. It found one in
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the Calgary-based Trimac Transportation, one of Canada’s largest resource trucking companies. Trimac had the
financial, material, and management resources that the Band required in a new partner. Trimac and KDC entered
into a joint venture called the Northern Resources Trucking Company, which has been extremely successful. This
company has achieved a high rate of return. Its ten-year projection levels were reached after only seven months
of operation.

Currently, Northern Resources Trucking employs 55 people, has a fleet of almost 30 trucks, and handles about
80 per cent of the heavy bulk fuel trucking in northern Saskatchewan. A further opportunity was created for NRT
with the receivership of Sinco Trucking, another Indian venture based in southern Saskatchewan. AMOK, a major
uranium mining venture, retained NRT on an interim basis. Because of Trimac’s resources, NRT was able to
succeed and become extremely profitable; profits for the year ending December 1988 were $400,000 or
$7.5 million in gross revenues.

Further ventures, which are described below, have evolved out of the ruins of previous, unsuccessful ventures.
For example, Northland Processors has evolved out of an abandoned smoking plant built on the reserve to smoke
fish, a business that had been assisted by the Department of Indian Affairs and Northern Development.

Overcoming early difficulties with equity, production, marketing, and management, the KDC gradually began to
take shape as a focused and successful corporation. Michael Gustus, an entrepreneur from Saskatoon, approached
the KDC with a proposed partnership in the production of beef jerky, utilizing the fish smoking facility. This
project was successful and the KDC was encouraged enough with its results to begin seeking out further joint
venture projects.

The KDC finally reached its mature stage in 1984 when it formally set out to hire individuals to run the
corporation on a day-to-day basis. This resulted in the hiring of William Hatton as General Manager. Hatton, born
on Chicago’s South Side, is a Vietnam veteran who had become very involved in the economic development
movement in the United States. In fact, he sees himself as a professional practitioner of community economic
development and capacity building. He was hired as a consultant to the Band but eventually joined the KDC on
a full-time basis. Hatton feels very strongly about making the KDC a powerful player in the economy of northern
Saskatchewan. Under Hatton’s direction and that of Operations Manager Howard Lucas, and with the assistance
of David McIlmoyl, the Executive Director of the La Ronge Indian Band, the KDC began its move towards
further successful joint venture operations.4

1.3  Kitsaki Development Corporation - The Mandate

“Real issue - limited business and development expertise, where to apply it.
1. Are there sufficient opportunities;

2. What will be a viable, durable structure.”

“We won’t jeopardize profits for jobs.”

“In business as in warfare - you build a structure to carry out a strategy.”

The KDC is the economic development arm of the Lac La Ronge Indian Band. It was incorporated in December,
1981 as the Band’s principal means of achieving economic self-sufficiency. Like many native communities in
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North America, the Lac La Ronge Indian Band had lacked the essential elements of a business community prior
to the activities of the KDC. Unlike towns of a similar size and geographical context, Indian Bands, such as the
Lac La Ronge Band, lacked both an organizational and institutional infrastructure and the conducive business
environment and mentality necessary for successful long-term economic development.5

Regrettably, under such conditions the onus for economic and commercial matters is placed on the Band’s
political arm - the Tribal Council. In these circumstances, when the responsibility for economic and commercial
matters rests with a political body, it often results in misguided and inappropriate policies. Most local
governments face two obstacles to sound economic planning. First, they usually lack the technical expertise that
the task of economic planning requires. Second, politicians, by nature, are usually forced to deal with the realities
of elections. Their planning time frame tends to be short to begin with and grows even shorter as elections near.6

While these obstacles are inherent to most local governments, Indian Tribal Councils face further constraints
unique to them. Band governments generally have many more responsibilities than would other forms of local
governments. First, they must spend a great deal of time and energy satisfying the reporting requirements of the
Department of Indian Affairs. As well, while most local governments are responsible for the redistribution of
wealth, Band governments are generally charged with the task of distributing monies provided by provincial and
federal governments. In conjunction with this last point, it must be remembered that the socio-economic
conditions on reserves are generally so poor that Band governments cannot begin to satisfy all the demands of
their Band members. Therefore, Band Councils are generally geared towards dealing with short-term conditions
rather than investing their scarce resources in long-term development projects. Among the problems typically
encountered by these Councils in the pursuit of long-term economic development are:

1. Lack of a tax revenue base to finance development.

2. Population densities too low to support a centre for commercial and industrial development.

3. A labour force which lacks the necessary skills, experience, and initiative for commercial activity.

4. Lack of basic services, such as telecommunications, essential for carrying out commercial activity.

5. Lack of access to necessary business equipment and supplies.

6. Lack of ongoing relationships with external business institutions which could serve as sources of capital and
business expertise.7

The Lac La Ronge Indian Band’s response to this problem has been the creation of the Kitsaki Development
Corporation. The KDC acts at an arm’s length from the political aspects of Band society, thereby providing it
with a degree of autonomy from the political climate of the Band’s Tribal Council. The KDC’s mandate consists
of a detailed and comprehensive strategy for economic development.

The current strategy for the KDC is to achieve a substantial capacity to “plan, design, finance, implement and
operate economic development programs on the Lac La Ronge Indian Band Reserves.”8 As well, the KDC is
responsible for the foundation and operation of a flexible public and private support network for itself. This
network will include the following components:
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a) long term administrative and planning fund
b) equity capital
c) debt financing
d) technical assistance
e) training
f) marketing and promotion.9

The KDC’s strategic plan is detailed, thorough, and comprehensive. The primary method through which the
KDC is to achieve its stated objectives is through capacity building. This strategy will enable the KDC to “build
an institution, which is responsive to the Council of the Lac La Ronge Indian Band and Band members, and
which can effectively deliver services and operate programs.”10  A quite detailed discussion of the KDC’s overall
economic plan may be found in Appendix III.

1.4  Capacity Building - An Approach to Development

“1st priority - Capacity building”
“Time, talent, capital mix”

“1. Ownership, 2. Management, 3. Employment, in that order of importance.”

The force which drives the Kitsaki Development Corporation and is probably the major reason for its success
is its steadfast faith in the importance of capacity building. The KDC, under the tutelage of William Hatton, has
recognized that economic development is not a single process. In particular, economic development does not
result from the simple act of pouring financial resources into bricks and mortar projects. Rather, to achieve long-
term economic development, the Indian Band must construct the necessary infrastructure which provides it with
the capacity to “plan, design, finance, implement and operate economic development programs."11

The objective of capacity building is akin to the oft-referred-to aim of human resource development. But, while
human resource development programs tend to focus on improving employment and education levels, capacity
building is aimed at developing a conducive business environment, controlled by knowledgeable individuals, with
job creation as a secondary goal. The adherents of the capacity building philosophy firmly believe that once the
capacity to successfully develop business enterprises is in place, employment and education levels will improve
concomitantly with an improved economic environment. It is generally acknowledged that capacity building will
take years to accomplish.

While capacity building seeks to create an overall understanding of all aspects of economic development, it is
designed to accomplish many specific objectives. These specific objectives include the creation of a knowledge
and understanding of:  community-based planning techniques; business management techniques; project feasibility
analysis; and the socio-political aspects of economic development. The KDC has set out to achieve these
objectives through the use of workshops, seminars, and courses for those involved in the operations of the KDC
and its business ventures.

The objective of capacity building at KDC, as demonstrated in this paper, has been a slow but highly successful
method of turning an economically dependent Indian Band into one well on its way towards its objective---the
achievement of self-sufficiency for the Band so that the members will eventually have direct control over their
own economic development, which will be consistent with their broader socio-political aims, objectives, and
philosophy.
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1.5  Organizational Structure

“Nothing we do has one of us as a manager.”
“I still report to Band Council every month on each venture.”

The arm’s length approach of the KDC has enabled it to function as an apolitical and relatively autonomous
branch of the Lac La Ronge Indian Band Tribal Council. The KDC is comprised of a Board of Directors, a
General Manager, and a clerk/bookkeeper. The KDC set out the responsibilities of each of the positions most
clearly in its submission to the Native Economic Development Program made on May 4, 1987.12

General Manager

KDC’s General Manager reports to the Board of Directors and is responsible for the development and
implementation of the corporation’s overall operations. Among the General Manager’s specific duties are:

  Q responsibility for implementing policy decisions of the board,
  Q responsibility for directing and reviewing the development of program plans and budgets,
  Q the preparation and coordination of both physical and human resource development proposals to both

private sector agencies and companies and to public sector agencies (including all three levels of
government) as required to provide for the optimal operation of Kitsaki’s projects.

Organizational Structure:  Kitsaki Development Corporation

The following is a diagram to illustrate the organizational structure and reporting lines of authority.

*  The President and General Manager are one and the same.
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1.6  Project Descriptions - KDC Ventures

As pointed out earlier, not all of the KDC’s ventures have been successful. However, the KDC has gained
valuable experience from even its unsuccessful ventures, and has since used this knowledge to assemble a
diversified set of holdings. As mentioned earlier, Northern Resources Trucking has become a major player in the
Saskatchewan transportation industry. The following project descriptions of the other current KDC ventures
serve to illustrate the nature of the business enterprises in which it is currently involved.

Hall Lake Confectionery

Hall Lake Confectionery was an early investment encouraged by the federal Department of Indian Affairs. The
government had developed a plan for a native-run confectionery. It approached the Lac La Ronge Band with the
idea together with promises of financial support from various programs. The Band agreed to proceed with the
venture, which was later turned over to the KDC to operate. After a couple of years of losses and the
development of a revised business plan by the KDC, the venture was leased out to a Band member and had begun
to operate on a break-even basis. Although the confectionery burned down in November, 1988, the KDC has
plans to rebuild it.

Northland Processors

Northland Processors is a joint venture between KDC (45 per cent) and Mike Gustus of Saskatoon (55 per cent).
The processing plant is located on the reserve and produces a number of smoked and processed meat products,
including beef jerky (six flavours), pepperoni, sausage, and other products. This operation’s sales amounted to
$950,000 in 1988.

The decision to manufacture beef jerky was based on several factors. First, beef jerky production was a viable
option for KDC as it had inherited a large smoked salmon production facility that had been financed with a
special ARDA grant through the Department of Indian Affairs. The smoked salmon venture had failed, largely
because it was undertaken on the advice of Indian Affairs before sufficient feasibility studies had been undertaken.
Once production was underway, it became apparent that the very short shelf life of the salmon, in combination
with La Ronge’s remote location, severely limited the market area of the product, causing the venture to fail and
the plant to shut down. Second, the beef jerky production process results in a high level of value added. As well,
its very high dollar value relative to its volume and weight leads to low transportation costs.

New markets are currently being developed in North America, Asia and Europe. The plant has also recently been
modernized to increase its production capacity and reduce the product’s cooking time. With the modernization,
the operation is viewed as capable of generating some $4 million a year in sales.

Keethanow Bingo North

Keethanow Bingo North bingo hall was started two years ago in competition with another existing commercial
hall. Six months later, the other hall, which had been failing in any event, went out of business. Keethanow was
started on a rental basis. Rent was based on a percentage of gross revenues. The venture, which employs 15 Band
members, is quite successful and profitable. KDC is now in the process of purchasing the hall for $345,000 and
will lease it to the bingo corporation on a basis that should be extremely profitable for both partners. The Band’s
objective in operating the bingo hall is to provide a stream of income to support other ventures, as well as
generating employment and recycling money within the reserve.



Case Study of Kitsaki Development Corporation

* As NAPA is a subsidiary of Northern Resources Trucking, its financial data are included with those of the parent corporation.

37

Further ventures in the gambling sector, including an on-reserve casino or a joint venture with some Las Vegas
operators are being considered. As well, an expansion to Creighton, Saskatchewan through development of a
bingo hall operation there is under consideration.

NAPA Autoparts*

NAPA Autoparts, located in La Ronge, is an autoparts supply and repair facility. The KDC operates the venture
on a franchise basis as a subsidiary of Northern Resources Trucking. This arrangement allows KDC to take
advantage of the management expertise and purchasing power of the larger entity. NAPA Autoparts emphasizes
overnight repair service and automated inventory and is expanding its activities in the supply of electrical and
automotive parts.

NAPA Autoparts employs five staff. Four of the staff are Band members, including two apprentice mechanics
who undertake repairs both on Band vehicles and on commercial vehicles. NAPA Autoparts is succeeding in
drawing significant business from Key Lake Mines, Star Lake Mines and other mining companies.

However, it should be noted that there was not previously an auto parts business in the immediate vicinity of La
Ronge. It should also be noted that in the absence of Kitsaki, Northern Resources might well have expanded into
the La Ronge area or its own.

La Ronge Wild Rice

La Ronge Wild Rice is one of two wild rice processing operations in La Ronge. The firm is relatively new and
utilizes a high quality, two-year-old processing facility. The La Ronge Band’s Executive Director, David McIlmoyl,
is President of the firm. This operation is jointly owned by three Bands, including La Ronge, and twelve
individuals. The largest shareholder is the La Ronge Band. The plant processed some one million pounds of wild
rice in 1987. The wild rice is sold in 80-pound bags in markets in Japan, West Germany, and the United States
and to high-quality restaurants in Saskatoon and Toronto. Negotiations are underway with a Finnish firm for a
major purchase. In addition to its mainstream wild rice business, La Ronge Wild Rice also produces and exports
wild berries and jams and is now expanding into other food product lines.

Among the new products being explored is a frozen dinner with raw fish, rice and wild mushrooms. Another side
line is the commercial harvesting of wild mushrooms which are purchased from Band members and others who
harvest them, and are then shipped on a timely basis to Tokyo (36 hours) and Toronto (12 hours) and sold to
gourmet restaurants and food stores. As well, mushrooms are dried and sold as a dried mushroom product.
German importers have also expressed keen interest in Northern American herbs; indeed, a shipment of reindeer
moss was recently sent to that country.

The overall emphasis is on building a northern gourmet food export business with the wild rice plant as a base.
Strategic advantages are seen to be the natural resource base, the existing expertise, and comparatively ready access
(four hours via refrigerated truck) to a major airport in Saskatoon, Saskatchewan.

La Ronge Industries, which is larger, is owned by a consortium of operators and has existed since 1966 in La
Ronge. At present, La Ronge Wild Rice is seeking support from the Federal Native Economic Development
Program (NEDP) to buy La Ronge Industries. This merger, if brought about, would create the largest wild rice
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processor in Saskatchewan and one of the larger wild rice processors in North America. KDC does not anticipate
that any jobs will be lost as a result of this merger.

Lac La Ronge Marina

Lac La Ronge Marina is a marina facility, constructed in 1986, which provides gasoline, boat rentals, and boat
moorings and will eventually provide several campsites. The facility has not been a major revenue generator to
date and is being leased to a sole Band member operator, who it is believed will be able to make something of
the marina. It should be noted that the marina was a personal priority of one of the officials of the Band, which
KDC undertook to deliver.

The marina and the Hall Lake store are viewed by KDC as extremely time-consuming ventures which would not
have large enough impacts or significant profitability to recommend them on a purely economic basis. These
ventures have been pursued largely because of political pressure from the Band and the federal government,
respectively. While neither venture can be viewed as a success story, they are perhaps useful illustrations of the
kinds of political pressures that are a fact of life in many Indian Bands in Canada. Without the arm’s length
mechanism of the Corporation, imperfect though it may be, it is likely that such political pressures would be much
more severe and would have a far greater impact. As well, in defense of the Hall Lake store, it should be noted
that while the store has lost money (an estimated $30,000) in 1988, it is also the only such store in the Hall Lake
community, and can thus be regarded as providing an essential service for the residents of that community.

First Call, Inc.

This is an operation which provides ambulance and hearse services for the northern Saskatchewan community.
It is a venture enterprise established between Darlyne Woodhouse, a private entrepreneur from La Ronge, and
the KDC in 1984. KDC holds ten per cent of the shares in the company and possesses class B shares, entitling
KDC to vote in the operations of the company. The company has been successful (with $10,000 to $15,000 in
profits at the end of its first year) and has established a good reputation and maintained good relations within the
northern Saskatchewan community.

First Nations Insurance

The KDC set up First Nations Insurance in Prince Albert, Saskatchewan. It is aimed at providing group insurance
to native reserves which employ teachers, social workers, and other employees. It is a joint venture with Great
West Life Assurance Company of Winnipeg, employs four people, including three Band members, and is
extremely profitable. It is financed partly by Great West Life and is wholly owned by the KDC. This foray into
insurance has helped to diversify the Corporation’s portfolio. KDC hopes that by gaining experience in the
insurance field, it will become better prepared to undertake other financial service ventures at some point in the
future.
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CHAPTER 2

ANALYSIS
“I went up to go moose hunting---ended up writing business plans.”

2.1  Design Phase

There were really two separate stages to the design phase of KDC. The first stage saw the decision by the Band
and Council and their advisors to create KDC, which was done at arm’s length from the Council. The second
stage in the design came about with the employment of Bill Hatton, first as a consultant to KDC and later as its
general manager. Bill Hatton brought with him the views and track record of a practitioner of community-based
economic development in the U.S. context.

The community-based development experience in the United States is much more extensive than the comparable
Canadian experience, and draws more heavily on both homegrown and on international precedents.13 The U.S.
experience, as reviewed by Stewart Perry in his paper for the Economic Council14, had its roots in that country’s
war on poverty in the 1960s. A number of entitlement programs were created to support community-based
development and it was with these programs that Hatton had acquired experience both in Minneapolis and in
other centres within the U.S.

Hatton’s impact on KDC has been profound. He has brought a very serious emphasis on capacity building, as
noted earlier. As well, he has brought a concern with rigorous project appraisal and a venture capital approach
to the investment and reinvestment of funds. As a result, KDC has begun to become more of an investment
analysis and negotiation instrument than a company operating ventures on its own.15 A series of operating
companies that have been created for joint ventures have had many of the risks associated with their financing,
management, and marketing spread or completely shouldered by the joint venture partner. In this way, KDC has
been able to achieve a significant success rate, one which Hatton views to be better than the average track record
of venture capital entities. To be sure, in view of the uniqueness of KDC’s setting and the relatively short period
of time for measurement, this is a difficult claim to evaluate.

2.2  Planning Phase

“We knew that northern Saskatchewan is filthy rich in resources.”

It would be erroneous to attribute much detailed planning to the early KDC experience. However, in recent years
KDC has undertaken a number of detailed planning efforts, including the development of a five-year plan. This
plan clearly states the Corporation’s short-term and long-term goals and how they are to be achieved. Consistent
with its capacity building approach, the KDC places a strong emphasis on developing its business capacity.

KDC has five long-term objectives:

1. To provide an integrated management system consistent with accepted business practices for all current
acquisitions of KDC.

2. To increase the capacity of the current managers.
3. To evaluate any new business propositions that will be presented by persons wishing to establish a business

relationship with KDC.
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4. To initiate and develop innovative approaches to establishing profitable ventures for the Band.
5. To become self-sufficient within five years by generating management and financial revenues from the

Band’s businesses as they become more efficient and profitable.16

Coupled with KDC’s long term goals are four short-term goals primarily related to capacity building:

1. To recruit and train the staff and the Board as to their responsibilities. Such training is crucial to an
organized economic development process.

2. To provide technical support for the immediate needs of the businesses currently operating.
3. To implement a strategic plan to meet goals and objectives of the Board of Directors of KDC.
4. To seek and secure alternate sources of funding other than Canada Employment and Immigration’s

LEAD** program to cover financial requirements for years 3 to 5.17

It is clear from these two sets of goals that the KDC views capacity building as a necessary prerequisite for the
successful completion of its long-term objectives.

As of May 1987, Year II of KDC’s 5-year plan had been successfully completed. The accomplishments of Year
I had been as follows:

  Q Built, strengthened, and improved a strong internal structure to provide planning, management and
administrative services.

  Q Built external resource networks with various government,  private, and educational institutes consisting of
knowledgeable and sympathetic people.

  Q Developed a training course for board members and conducted training sessions in October and December
of 1985 and April of 1986.

  Q Evaluated 25 potential economic development projects (ten were accepted) and was successful in creating
23 new jobs.18

The second year of the plan was also very successful and very productive. Based on the accomplishments of Year
I, the KDC had intended to:  invest in ten new business ventures; proceed with intensive training for the board
of directors and the KDC staff; proceed with further economic development planning; prepare a proposal to
secure funding from the Native Economic Development Program (NEDP) and continue to provide management
services to the seven existing KDC enterprises.

Year II’s accomplishments were extensive and were fully in line with KDC’s stated objectives. Funding proposals
and business plans were prepared for the ten businesses targeted by Year I evaluations; existing business ventures
were further expanded; extensive economic development plans were drawn up; a further 19 businesses were
evaluated for potential investment by KDC; additional sources of income were pursued; and extensive training
programs were undertaken for the KDC Board and staff.

Year III’s objectives continued to follow the existing patterns. A priority was placed on securing financing for
KDC operations and investments in order to redirect business profits towards transactions and reinvestment.
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New business investment efforts are directed toward:

Northern Resource Trucking:  Securing funds from NEDP which have already been promised to KDC. This would
allow KDC to match the initial equity investment of Trimac and thereby raise its net profit margin from 10 per
cent to 50 per cent.

Retail Mall:  Securing tenants for proposed retail mall. The KDC had obtained a one-year option on land in La
Ronge. Although the KDC had signed up 60 per cent of the retail space, it could not proceed with development
until an anchor tenant had been secured. Unfortunately, the option on the land expired prior to securing the
anchor tenant and the project was halted temporarily. Currently, the KDC is again putting together a proposal
to build the mall (perhaps at a different location) and is pursuing an anchor tenant and reassembling the land.

Proposed Acquisitions: Preparation for the acquisition of La Ronge Industries, a local aviation firm, a resort
development corporation, a mining services company, and an insurance agency.

Plans for Years IV and V will obviously depend on events in Year III. Tentatively, KDC plans to proceed with
investment and expansion of the resort development corporation and the mining services company. As well,
KDC will commence operation of a native mining consortium, a major northern road construction project, and
a gold mill for companies in the La Ronge Gold Belt. The gold mill would process ore for a number of companies
on a contractual basis and eventually for KDC should their joint venture efforts in mining succeed.

Year V includes plans for the beginning of development of a water base for lease to local aviation firms, a
commercial condominium in La Ronge, and an apartment complex.

2.3  Implementation Phase

“Want to vest the Band in every sector.”

Unlike a governmental regional development effort, where the design, planning, and implementation phases are
fairly clearly defined, the KDC exhibits many of the characteristics of a business enterprise, in which decisions
are made in a much more dynamic and integrated context. Nonetheless, there are a number of observations that
can be made about the implementation phase.

The first is the degree to which the success of KDC has rested upon the vision and abilities of a very few
individuals. Chief Harry Cook of the La Ronge Indian Band and his predecessor had the vision to create an
economic development entity. Dave McIlmoyl, Executive Director of the Band; Bill Hatton, General Manager
of KDC; Operations Manager Howard Lucas and others have had the ability to successfully manage KDC into
existence and along the path of success. 

There are always concerns about the key individual in a small business setting. These concerns are applicable to
KDC, which is extremely vulnerable to the loss of key personnel. This is a situation which is to a degree inevitable
in an organization of KDC’s size but which may be overcome, to some extent, by the Corporation’s continuing
emphasis on the building of a team and of capacity.

It is also worth noting that KDC has been helped by the willingness of the public sector to provide equity funds
but hampered by the extraordinarily slow pace at which the applications for those funds are processed. For
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example, in the case of the Northern Resources Trucking application to the Native Economic Development
Program of the Government of Canada, the delay between verbal approval and actual receipt of equity funds was
twenty-six months. Very few businesses are capable of withstanding a such a long delay in the receipt of equity
funding. NRT managed to survive this delay only because the agreement included a provision for Trimac to
advance equity funds on behalf of KDC to NRT. These funds were not charitable donations, as Trimac charged
interest on the advances. However, this clause of the agreement did allow KDC’s most successful single venture
to be implemented.19

KDC’s ventures to date have, on the whole, been quite successful. Given the difficulties which usually face young
businesses, compounded by the barriers faced by native business enterprises, most of the ventures undertaken
by KDC have proven to be very successful. Other than a few businesses which did not succeed (which is well
within the expected failure rate for new businesses), KDC’s businesses have accrued impressive profit levels, in
particular, Northern Resources Trucking. Should projected revenue levels be attained, KDC would be well on
its way to building a modest corporate “empire” and increasing the Lac La Ronge Indian Band’s control over its
own economic destiny.
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CHAPTER 3

IMPACTS

3.1  Labour Force

As of May, 1989, the Kitsaki Development Corporation’s business development programs had resulted in the
employment of 92 persons in seven current businesses. (See Table 3-1)

Table 3-1

Business Development Program

Operational Businesses                    Status           Jobs

1. Northern Resource Trucking Profitable 55

2. Keethanow Bingo North Profitable 15

3. La Ronge Wild Rice Corporation Profitable 2

4. Northland Processors Breakeven 14

5. First Nations Insurance Profitable 2

6. La Ronge Band Marina Breakeven 2

7. Hall Lake Store (Leased Out) Losing 2

 Total 92

KDC’s track record is very impressive given the obstacles that it has had to face. Its employment creation
achievements are particularly impressive, given that job creation is not one of its primary objectives.
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Table 3-2

Upcoming KDC Ventures

In Process                               Status             Jobs

1. Air Ronge Retail Mall Proposed 70

2. La Ronge Motor Hotel Proposed 60

3. La Ronge Industries Proposed 4

4. Nature Berry Proposed 16

 Total  150

Initiated

1. Native Mining Consortium 55

2. Strategic Investment Program 106

 Total 161

Two conclusions can be drawn. First, KDC has a successful and profitable track record with better than 50 per
cent of its ventures. Second, although the Corporation’s employment impacts have clearly been significant, more
KDC ventures over the long term will be required to achieve major and lasting improvement in the reserve’s
employment problems. These employment problems are serious indeed. A Kitsaki representative indicated that
the La Ronge Band’s unemployment rate could be as high as 85 per cent. But here again, one must bear in mind
KDC’s overall strategy, which recognises that successful businesses need to be established before the Band can
attempt to train and employ large numbers of previously unqualified individuals. This strategy, it should be noted,
has the blessing of Lac La Ronge Chief Harry Cook. Some idea of the Band’s employment objectives can be
obtained from Table 3-2, above.

3.2  Recent Economic Developments

 “I hope NEDP sticks around for awhile because it’s getting better.”

At the present time, the KDC has entrenched itself as a credible and successful player within Saskatchewan’s
business community. While there is still work to be done on improving the organization’s capacity, the future is
bright for the KDC, which is continuing to expand and diversify its holdings and is continually being contacted
by firms wishing to work with it on various joint business ventures.
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For one thing, Kitsaki Development Corporation has recently entered into negotiations and discussions in the
mining sector. A sequence of meetings have been held between KDC and the President and senior officials of
the Hudson Bay Mining Smelting Co. Limited, which operates a number of mines and metallurgical plants in the
Flin Flon, Manitoba/Creighton, Saskatchewan area. 

Mining has long been on the KDC development agenda, but this is the corporation’s first initiative within that
sector. While it is too early to determine exactly what joint venture may proceed between HBMS and KDC, it is
significant that the largest mining company in the region and KDC have entered into joint venture discussions.

It is also significant that the Federal NEDP has encouraged KDC to consider joint ventures in the mining sector.
It is KDC’s track record which has attracted the attention and support of senior officials of NEDP. KDC’s ability
to pursue these ventures will depend on a range of factors, including NEDP’s promptness and its willingness to
provide equity funds for their involvement.

KDC is also negotiating to purchase, for redevelopment, the La Ronge Motor Inn and the land which surrounds
it within the community of La Ronge. This site, which overlooks the lake, would be the location for a
development including a renovated and expanded Motor Inn, as well as an office complex. KDC is also
assembling consortiums including other Indian Bands for the undertaking of ventures. For example, with regard
to the mining sector, KDC has considered involving The Pas Indian Band in The Pas, Manitoba, and perhaps
the Peter Ballantyne Band from Saskatchewan. This reaching out by KDC to other Bands is part of a strategy
aimed both at spreading risks and at enhancing the chances of public sector support. Where KDC is able to
organize a range of Bands the perceived distribution of benefits is wider, adding to the application’s political clout
and thus to its chances of approval.

3.3  Quality of Life

It is clear that KDC has enhanced the quality of life by broadening the range of services available to members of
the La Ronge Band and within the La Ronge community. However, because of KDC’s focus on profit-oriented
enterprises, the longer-term impacts on quality of life are likely to be even more profound than those witnessed
to date. Certainly, there has been an improvement in a number of specific services in La Ronge, including marina
services, funeral services, insurance services, auto parts and repair services and others.

Because the Indian Band, itself, is not responsible for economic development, it is able to focus more of its
efforts and resources on improving the delivery of social services to its members. Over $15 million a year is now
spent by the Band on education, housing, welfare, and infrastructure. For its part, through job creation, the KDC
has enhanced the Band members’ self-esteem and has improved the level of disposable income of the members.
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3.4  Sustainability

“What bothers me about relying on entrepreneurs is that they are an
anomaly---not very many of them, benefits flow to the entrepreneur.”

KDC has reached a level of profitability that can support its core operation. In other words, as long as there is
no significant setback in its business operations, it is a self-sustaining model. It will not, however, reach its
objective of self-sufficiency for the Band without continuing injections of equity capital from government funding
agencies. This is because the scale of operations would need to increase by something like 500 to 700 per cent
to provide self sufficiency for the Band. Capital is simply not available on this scale within the Lac La Ronge
Indian Band and private lenders remain skeptical. As a consequence, the public sector will remain an important
source of capital. For the foreseeable future, however, with the KDC track record in place, it is likely to attract
government funds because it can provide politicians and government officials successful development---and credit
for successful development---in return for their financial contributions.

3.5  Replicability

“Natives deserve to buy into the mainstream with good projects.”

The KDC experience has a high potential for replicability. Most of the Indian Bands across Canada are in a similar
position to the La Ronge Band pre-KDC. Indian Bands in Canada, according to recent statistics, have
unemployment rates that exceed 70 per cent on average, have high rates of mortality, incarceration, and business
failure and generally exhibit signs of poverty.20

While the La Ronge area has significant resource potential, it is not likely that this resource potential is wholly
different from that available to a range of other Indian Bands in Canada. It is not oil wealth that has enabled KDC
to succeed; rather, this success is owing to the intelligent planning and skillful implementation of a number of
successful business ventures. There are other Indian Bands in Canada, such as the James Bay Cree and The Pas
Indian Band, that have a track record of success in the economic development field, but they are a very small
minority of all bands. For this reason, it is believed that the KDC approach, that of an arm’s-length development
corporation combining some imported business development expertise with strong support from the local Indian
Band, can succeed.

It should be stressed that this form of development is still more art than science and success will depend on a
successful critical mass of money, expertise, and local support. There is no magic recipe for a successful
development corporation, but there is certainly the possibility of replicating the KDC experience in other reserve
situations across Canada.

Several cautions should be expressed at this point. A slavish copying of the KDC model will not succeed. Local
development corporations, by their nature, must adapt to local circumstances, local leadership, and local
resources. The KDC can serve as a model for possible adaptation by other Indian Bands across Canada, and, as
such, it would be extremely useful for the leaders of other Indian Bands to visit La Ronge and gain a first-hand
understanding of the corporation. However, other Bands must pay careful attention to the unique strengths of
their local economies just as the KDC has done. For example, it would be a mistake for other Bands to attempt
to start their own trucking companies and beef jerky plants simply because of KDC’s success with those ventures.
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3.6  Competition with Existing Business

A number of individuals have expressed the concern that publicly-supported firms operated by local development
organizations like Kitsaki may have the effect of undercutting existing businesses, thereby reducing competition
and wasting public funds.

In this connection, it should be noted that Kitsaki’s approach is to seek to occupy a significant portion of the
economy of the region in which it is located. Its strategy for doing so includes direct ownership of business and,
increasingly, joint ventures with other, generally much larger partners. Destroying healthy existing businesses is
not part of that strategy.

In the case of joint ventures, such as Northern Resources Trucking and Great West Life, Kitsaki seeks a partner
with significant expertise and experience in the industrial sector in question. Such joint ventures should not reduce
competition since Trimac or Great West Life (the ‘senior’ partners in those ventures) might well have expanded
into the region on their own in any event.

More generally, on the issue of whether Kitsaki, a subsidized local development corporation, is engaging in ‘unfair’
competition with existing non-subsidized businesses, it should be noted that Kitsaki’s main source of funding
is the federal government, through the Native Economic Development Program. That program does not provide
funding in circumstances where the subsidized corporation’s business would compete with an existing and
established business with negative consequences.21

3.7  Lessons From The Kitsaki Development Corporation Experience

“Economic development is creating the institutions necessary to the environment for business.”

“Government is a business opportunity.”

There are several important lessons to be learned from the Kitsaki experience. The first and most central to the
organizational dimension is the value of creating an arm’s length corporation separate from the political
governmental structure of the Band. By creating a separate organization focused on economic development, the
Band can place a higher priority an such development. As well, the corporation can be run on sound business
principles and freed to some extent from the politics which are necessarily a part of delivering government
services. 

The second major lesson from Kitsaki is the central importance of capacity building. This concept, which has a
long track record of success and recognition in the international development experience and in the United States,
has received little explicit attention in Canada. Kitsaki provides a model of how an explicit emphasis on capacity
building can be of significant value in achieving economic business success.

A third major lesson from the Kitsaki experience is the strategic importance of joint ventures. Such ventures have
allowed the Kitsaki Development Corporation access to substantial expertise and equity capital that could not
otherwise have been brought to bear in successful business enterprises to the benefit of Kitsaki.

Still another major lesson is the value of applying rigorous project appraisal and venture capital evaluation to new
business ventures. By adopting a rigorous test for new ventures, Kitsaki has been able to achieve a “batting
average” well above what has been achieved by other northern and native economic development ventures in
Canada.
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A fifth lesson is the value of the business-minded, profit-oriented approach that the KDC has used in operating
its business ventures. With job creation as a secondary objective, KDC has tried to create strong, long-term
ventures which, through the reinvestment of profits and expansions, will over time provide greater numbers of
secure jobs to the Band members than would an approach focused on short-term job creation.

Two important conclusions may be made from KDC’s approach to securing funding from government. First,
dealing with government departments, such as NEDP, can, at times, severely hamper KDC’s ability to make
timely business decisions. With a more decentralized NEDP with local decision-making powers, KDC’s (and that
of other such initiatives) ability to make accurate financial decisions would be significantly enhanced. Second, the
KDC experience shows that native-run businesses can make an appeal for government funding, not on the basis
of government’s need to help a poverty-stricken and financially dependent people, but rather on the basis that
such assistance makes good business sense.

A final lesson which can be extracted from the KDC experience is the immeasurable value of a few key
individuals to the success of a community-based development initiative. The need for trained, committed
professionals to manage such an entity as KDC is irrefutable. This last point, in turn, leads to two important
considerations. First, there is a necessity to expand the resources available to such individuals. Considering the
Canadian lack of experience in KDC-style initiatives, managers such as Bill Hatton could benefit greatly from a
nation-wide support network of individuals with similar experiences and goals. Such a network would enable
those like Hatton to consult others and benefit from their experiences and talents when undertaking difficult
decisions. 

Second, there should be some method of allowing individuals involved in community based development
programs to take scheduled leaves of absence from their position. It has been observed that individuals involved
in this type of work face a very demanding and intense challenge and may be prone to suffer from “burn-out”
after a few years. Provisions should be made, perhaps through some form of “community business training fund”
to allow these individuals to spend some time outside of their communities, meeting with other community
development practitioners and gaining new knowledge and experience so that they can contribute to their
community’s programs in a productive and creative fashion for many years to come.

In conclusion, the Kitsaki experience strongly supports an approach of institution building and a focus on long-
term human resource development rather than on short-term job creation. By approaching the challenge of
economic development in a vigorous and organized fashion, Kitsaki has achieved progress which is capable of
replication elsewhere in Canada.
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APPENDIX I

 LIST OF INDIVIDUALS INTERVIEWED

1. Mr. Howard Lucas, Training Director, Saskatchewan Construction and General Workers’ Training Trust
Fund - Howard Lucas worked for KDC for three years.

2. Mr. Bill Hatton, General Manager, Kitsaki Development Corporation.

3. Dave McIlmoyl, Executive Director, La Ronge Indian Band.

4. Mr. Al Solheim, Comptroller.

5. Mr. Anthony Reynolds, Assistant Deputy Minister in Charge of Native Economic Development Program
(NEDP).
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APPENDIX II:  FLOWCHARTS

KDC MARKET ANALYSIS
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KDC TECHNICAL ANALYSIS
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KDC FINANCIAL ANALYSIS



Case Study of Kitsaki Development Corporation

53

APPENDIX III
KITSAKI DEVELOPMENT CORPORATION

Overall Economic Development Plan
Outline
Table of Contents
I. Introduction

II. Abstract

III. Demographic picture of Lac La Ronge Indian Band

A. Overall population
1. Age Distribution
2. Racial Distribution
3. Sex of the Population
4. Educational Levels
5. Area Vocational Institutes

B. Employment, income and work force
1. Employment
2. Income
3. Work Force
4. Jobs

C. Housing stock
1. Age
2. Condition
3. Single Family Dwellings
4. Multiple Unit Structures
5. Home Ownership Rates
6. Vacancy and Turnover Rates
7. Public Subsidized Housing

D. Ongoing business and industrial activity
E. New industrial activity
F. Financial assistance to industry

IV. Analysis of demographic data

V. Goal statement

VI. Strategies
A. General
B. Industrial development strategy
C. Commercial development strategy
D. Organization development strategy
E. Tourism development strategy
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VII. Operating plan
A. Industrial Development Program---single site approach

1. Property Option Acquisition
2. Business Plan and Assembly of Capital Resources

a) Land Acquisition
b) Physical Development Plan
c) Clearance and Infrastructure Development
d) Building Construction
e) Heavy Equipment and Machinery Leasing
f) Other Components

3. Implementation
B. Industrial Development Program - scattered site approach

1. Identify Potential Industrial Sites
2. Secure Options for Acquisition
3. Business Plan and Assembly of Capital Resources for Development
4. Implementation

C. Industrial Development Program---tenant recruitment and leasing program for both single and
scattered site approaches

1. Recruitment Network
2. Publicity Materials
3. “FIT” Determination
4. Tenant Criteria

a) Job Creation
b) Type of Jobs
c) Job Training Potential
d) Employee Relations History
e) Employment Impact
f) Established Companies
g) Light or Heavy Manufacturing
h) Clean Industries
i) Growth Industries
j) Minimum Site Requirements
k) Minimum Rent Payment Ability

5. Determination of Tenant Needs
6. Land/Building/Equipment Package
7. Lease and Other Negotiations

D. Tourism Development Corporation program
E. Job Training Program
F. Industrial Development Program---operating policy
G. Commercial Development Program

1. Commercial Rehabilitation Loan Trust Fund
a) Funding
b) Trust Fund Mechanism
c) Loan Operations

i) Location
ii) Prospective Borrower
iii) Bank (Trustee) Services

d) Additional Benefits
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2. Commercial Services Center
a) Planning Phase Funding
b) Planning Phase Components
c) Spin-Off Strategy
d) Additional Benefits

H. Organizational Development Program
1. Staffing Requirements
2. Staff Training Needs Assessment and Program
3. Board Training Needs Assessment and Program
4. Expanded Committee Functions
5. Employee Benefit Programs
6. By-law Amendments
7. Public Relations Program

VIII. Evaluation Criteria (program objectives)
A. Industrial Development Program

1. Single Site Approach
a) Year One Objectives

i) Option Agreement
ii) Business Plan
iii) Funding Approvals
iv) Land Acquisition
vi) Infrastructure Development
vii) Leasing Activity
viii) Building/Equipment Financing Program
ix) Job Training Program
x) Job Creation

b) Year Two Objectives
c) Year Three Objectives
d) Year Four Objectives
e) Year Five Objectives
f) Summary of Job Creation Impact
g) Annual Estimated Payroll
h) Multiplier Effect
i) KDC Milestone Chart

2. Scattered Site Approach
a) Year One Objectives
b) Year Two Objectives
c) Year Three and Following Year Objectives
d) Summary of Job Creation Impact
e) Annual Estimated Payroll
f) Multiplier Effect
g) Milestone Chart

B. Commercial Development Program
1. Commercial Rehabilitation Loan Trust Fund

a) Initial Concept Paper
b) Funding Applications
c) Obtain Funding
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d) Select Trustee
e) Trust Agreement
f) Publicity Materials
g) Trust Fund Operations
h) Additional Funding
i) Milestone Chart

2. Commercial Service Center
a) Initial Concept Paper
b) Funding Applications
c) Obtain Funding
d) Planning Component
e) Funding Applications
f) Obtain Funding
g) Establish Operating Corporate Entity
h) Acquisition of Land, etc.
i) Milestone Chart

C. Organizational Development Program
1. Staffing Requirements
2. Staff Training Needs Assessment

a) Select Training Consultant
b) Begin Staff Training

3. Board Training Needs Assessment
a) Select Training Consultant
b) Begin Board Training

4. Expanded Committee Functions
5. Employee Benefits
6. By-law Amendments
7. Public Relations Program
8. Milestone Chart

IX. KDC Organizational Characteristics
A. History
B. Structure:  membership and Board of Directors

1. Membership
2. Board of Directors
3. Staff

X. Budget
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APPENDIX IV

The Development Cycle

NOTE:  This appendix is based on the work of Michael J. Rivard, Consultant.

Requirements for Initial Project Feasibility
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1 From Kitsaki Development Corporation Resume, May 4, 1987.

2 Saskatchewan Business, November/December, 1987, p. 9.

3 Personal interviews with Lloyd Girman, former Deputy Minister, Northern Affairs, Province of Manitoba, and
Anthony Reynolds, Asst. Deputy Minister, Native Economic Development Program, Government of Canada.

4 Personal interview with Howard Lucas, former KDC staff member (see Appendix I for details of Mr. Lucas’ position).

5 William J. Hatton, “Report to the Kitsaki Development Corporation Board of Directors on Priorities/Goals and 
Objectives Re-Organization,” KDC Internal Document, 1986, p. 2.

6 Ibid., p. 3.

7 Ibid., p. 2.

8 Ibid., p. 4. 

9 Ibid.

10 Ibid., p. 9.

11 Ibid., p. 6.

12 KDC Resume, (see Note 1), p. 4.

13 For a fairly detailed examination of the American experience, see, among others, Stewart Perry, Communities on the Way
(Albany, N.Y.:  S.U.N.Y. Press, 1987); see also Neal Peirce and Carol Steinbach, Corrective Capitalism:  The Rise of America’s
Community Development Corporations (New York:  Ford Foundation, 1987).

14 “Community as the Basis for Regional Development,” forthcoming Economic Council of Canada Discussion Paper.
The U.S. experience is treated in more detail in Communities on the Way, op. cit.

15 This pattern is quite typical of the pattern of American community development corporations. Again, see Peirce and
Steinbach, op. cit.

16 KDC Resume, p. 4.

17 Ibid.

18 Ibid., pp. 4-5.

19 The authors wish to emphasize that such lengthy delays in receiving funding are not, by any means, a universal
phenomenon in government. Indeed, there have been signs that NEDP itself, in dealing with KDC on the issue of
assistance for the La Ronge Motor Inn project, is attempting to streamline its approval process.

20 Statistics Canada, Census Sub-Divisions for Manitoba, Part II (Cat. 94-114); Adult Correctional Services in Canada (Cat. 85-
211).

Notes
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21 Personal interview with Anthony Reynolds, Assistant Deputy Minister in charge of the Native Economic
Development Program, Deptartment of Industry, Science, and Technology.
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LOAN FUNDS FOR SMALL BUSINESS:
LESSONS FOR CANADIAN POLICY MAKERS

A Case Study of Colville Investment Corporation
Nanaimo, British Columbia

Lloyd I. Baron, Ph.D and Noel Watson, Ph.D

ABSTRACT

Throughout the past two decades, the Nanaimo area, which is located about 100 km north of Victoria and
which is economically dominated by forestry and other resource-based industries, has been plagued by
increasingly severe unemployment. To help solve this problem, the Nanaimo Community Employment
Advisory Society (NCEAS) was launched in 1975 under a federal/provincial agreement. Its prime objective
was the creation of employment opportunities for individuals dependent on transfer payments for a large
portion of their income. Initially, NCEAS focused on employability enhancement and job creation programs;
however, it soon became apparent that such programs would not suffice to solve the area’s chronic
employment problems. As a result, NCEAS decide to shift its focus to the development and support of
community-based small business. To help achieve this new goal, it sought support from the Canada
Employment and Immigration Commission (CEIC) and in 1979 received a grant from CEIC. The funds thus
obtained were to be used by NCEAS to develop private sector employment through the provision of technical
and/or financial assistance to new or existing businesses, and to allow it to become self-sustaining as a
community-based operation.

In 1980, NCEAS established the Colville Investment Corporation (CIC) as a wholly-owned subsidiary to help
it meet the two above objectives. As NCEAS’ profit-making arm, CIC was to be governed by a local volunteer
business-oriented board of directors. While its general purpose is to promote long-term entrepreneurial
growth, CIC has focused heavily on providing investment capital for people unable to tap traditional markets,
such as owners of high-risk businesses which traditional lenders have been reluctant to assist. Financial
assistance is provided to new or expanding entreprises which meet the criteria of viability, employment
potential, and leverage for other sources of capital to meet the project’s total capitalization requirements.

Since its inception, CIC has provided about $2 million in financing to 141 firms in the Nanaimo area. An
additional $6.5 million has been leveraged into the business community through owner’s equity and
government-sponsored programs, as well as through conventional lenders. CIC’s activities have resulted in
the creation of 596 full- and part-time jobs. The corporation has thus achieved the goal of generating private
sector employment by providing financial and technical assistance to new and existing businesses. It has not,
however, achieved self-sufficiency, and is unlikely to do so in future unless its loan protfolio is increased by
about 250 per cent.
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A cost-benefit analysis reveals that CIC’s net benefits to the community are positive. However, it also appears
that the goal of self-sufficiency for the corporation is in direct conflict with its role of assessing venture capital
for the benefit of the community. Were CIC forced to become self-sufficient, it might behave more like a
tradiitonal commercial lender; it might, for example, start to make a relatively small number of large loans to
established businesses, rather than a large number of much smaller loans to newer, higher-risk enterprises.
Such a shift would not be in the community interest.

CIC might have a better chance of achieving self-sufficiency if it were allowed to increase both the size of
loans it made and its total loan portfolio. More generally, the corporation’s experience suggests the necessity
of tailoring community investment funds to their individual milieus. Communities clearly vary widely in their
potential for small business developments. In some cases, self-sufficiency may be totally unrealistic; yet the
fund’s overall net benefits to the community and society as a whole may still make them a good investment
for society. As long as benefits to the community exceed costs, subsidization should be continued. And even
if self-sufficiency continues to be a major objective for community investment funds, the Colville experience
suggests that each corporation should be assigned a specific path toward self-sufficiency, rather than being
locked into unworkable national formulae and timetables.

CHAPTER 1

INTRODUCTION

On the eastern shores of Vancouver Island a small community loan and investment corporation has
demonstrated something very important---that there is a practical way of providing loans to small-scale
business enterprises normally overlooked by the traditional banking system. Colville Investment Corporation
has in its relatively brief existence provided Nanaimo with loans to help 147 small enterprises. The $2 million
loaned to these small firms has created 596 full and part-time jobs at an average cost of $12,682 per job.
Because Colville took the initial risk to extend these loans, $6.5 million in additional loan funds were levered
from traditional financial institutions. The repayment rate of these loans has been high; only one firm has
defaulted and gone into receivership. The others continue to operate and have generated over $7.5 million in
gross revenue since 1981.

Colville Investment Corporation, while continuing to search out new opportunities to assist the local
economy, suffers from one major handicap. The corporation is unable to generate enough revenue from
interest earned to cover its operating costs. Each year, the Corporation must be subsidized from federal
programmes; given the present size of its portfolio there is no way that Colville will ever be self-sufficient. The
seemingly obvious solution, to increase its portfolio, is not, however, easy to achieve because given present
funding mechanisms there is no way that the corporation will be able to find the additional funds to increase
its loan portfolio.

The case study that follows tracks and analyses Colville Investment Corporation in depth in an attempt to shed
light on the causes and consequences of this dilemma. The object of this investigation is to provide policy
makers with a prescription for resolution of Colville’s chronic dependency on public subsidies and with some
guidelines for avoidance of similar situations in the future. The study will demonstrate that Community
Business Development Corporations like Colville can and do provide net benefits to their communities, thus
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justifying continued government support. It also demonstrates, however, that the nature of that public support
may well blunt the corporation’s community development potential.

This case study is important because it has policy implications for the other 105 business development
corporations being funded by Employment and Immigration and scattered throughout the country. The
situation in Nanaimo is not unique. Rather, the problems experienced by Colville Investment Corporation
reflect a norm of chronic and intractable dependency. But if alternative funding mechanisms for business
development corporations (BDCs) can be devised, these BDCs may finally find a clearer path to self-
sufficiency.

CHAPTER 2

AN HISTORICAL REVIEW OF COLVILLE INVESTMENT CORPORATION

The Setting: Nanaimo Area

The Nanaimo area, with an estimated population of over 60,000 in 1987, is situated on the east coast of
Vancouver Island, 111 km north of Victoria. The area enjoyed a relatively rapid population expansion in the
last decade, indeed, its population increased by over 41 per cent between 1971 and 1981. The population
increase has since slowed dramatically, however, with an estimated growth between 1982 and 1987 of
approximately 3 per cent.

The forest industries, including logging, sawmills, and pulp and paper, are the foundation of the economy and
provide the most significant industrial payroll in the area. Other important components are commercial
fishing, construction, non-forestry-related manufacturing, tourism, research, and agriculture. The largest
number of jobs by sector are in the service industries and trade. As elsewhere, the wages in this sector are
relatively low.

Unemployment has been a concern for the area in the 1980s. From a low of 7.1 per cent in 1980, the
unemployment rate has risen to a high of 16.7 per cent in 1985, settling at 12.8 (March estimate) in 1988. The
boom/bust cycle typical of resource-based regions characterizes the behaviour of the employment indicators
in the Nanaimo area. As forest product prices fell, regional unemployment rates rose dramatically. With rising
product prices, demand for labour rose. However, there has been a substantial change in this last cycle. The
local economy has not shown as much resiliency as it has in the past:  while the forest products industry has
recovered its profit margins, the modernization of local plants has cut deeply into employment. There is also
little chance that the fisheries will return to their previous levels of employment in the short run.
Consequently, the possibilities of returning to the lower levels of unemployment enjoyed in the past will not
be realized unless some major restructuring of the economy is achieved, or some of the population migrates
out of the region.

Nanaimo Launches Into Community Development

The Nanaimo Community Employment Advisory Society (NCEAS) was inaugurated in April 1975 under a
Federal/Provincial agreement. The society was established to direct a community-wide assault on the region’s
high unemployment. The objective was the creation of employment opportunities for individuals facing
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difficulties in obtaining and maintaining satisfactory employment, and who, as a result, tended to depend on
some type of transfer payment for a large proportion of their income---a chronic problem for too many
Nanaimo residents. The Federal Department of Manpower and Immigration, in conjunction with the
Provincial Ministry of Labour, aimed at creating a community-based organization to provide a “new
perspective” for assessing the problems concerning local employment and to devise an employment strategy
using existing resources.

Between 1975 and 1978, the NCEAS initiated 34 projects directed at increasing employment opportunities,
increasing employability, and improving the coordination and use of existing resources. At least 1000 target
group clients were involved in various Community Employment Strategy (CES) development activities,
thereby enhancing their employability. Approximately $3.3 million was spent on these CES activities.1 To date,
these community-directed employment generating projects have involved very little private sector
participation, apart from client placement services.

It soon became apparent that employability enhancement programmes and short-term government job
creation programmes were insufficient to alleviate chronic unemployment, especially in a static economic
environment. The private sector had to be engaged. Out of this recognition, the idea of direct community-
based financial participation in developing permanent employment within the private sector was conceived.

In late 1978, the NCEAS decided that the objective of employment development should be extended to
include a development strategy which would stimulate small business and lead to a more stable and diversified
local economy, thus providing greater job opportunities. Consequently, community-based small business
development and support became NCEAS’ major thrust, gaining priority over employability and
resource/service coordination.

The Genesis of Colville Investment Corporation (CIC)

In 1979, the NCEAS presented several possible scenarios to relevant federal and provincial agencies which
resulted in a grant of $500,000 from the Canadian Employment and Immigration Commission (CEIC). This
grant was timely, for it allowed CIC to be launched. The grant also represented a particular evolutionary point
in CEIC programme development.2

The funds were to be used by NCEAS to attain the following two objectives (see Chart 1):

1. develop private sector employment through the provision of technical and/or financial assistance to
new or existing businesses; and

2. become self-sustaining as a community-based organization.

Colville Investment Corporation (CIC) was set up in 1980 as a wholly-owned subsidiary of the NCEAS to
assist in achieving these objectives. CIC was set up to carry out the profit-making activities of NCEAS and
was to be governed by a local volunteer business-oriented Board of Directors appointed annually by the sole
shareholder, NCEAS. Its purpose was to promote entrepreneurial growth, resulting in long-term employment
opportunities for local residents. In particular, CIC was to provide a source of investment capital for people
unable to tap the traditional markets. CIC would also provide loans to commercialize the successful spin-offs
of NCEAS’ non-profit enterprises, such as the Salmonid Enhancement Program and reforestation.
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CIC’s mandate is to select and provide technical and financial assistance to new or expanding business located
within the Nanaimo Regional District and the Town of Ladysmith. Technical assistance, except for legal and
accounting fees, is provided free to any individual or company investigating the feasibility of establishing or
expanding a business. The types of technical assistance provided include the following:  development of a
business plan; market information; identification of private or public sources of capital; referral and
networking to other relevant agencies; and other such assistance that may be required to enhance the
opportunity and promote its success.

Financial assistance is provided to new or expanding enterprises (primarily debt and to a very limited extent
equity financing) which meet the following specific CIC criteria: viability, employment potential, and leverage
for other sources of capital to meet the project’s total capitalization requirements. In addition, CIC provides
financing to “high-risk” ventures that traditional lenders are reluctant to assist.

Colville Investment Corporation in Action

Since its inception, CIC has provided financing of about $2 million to over 147 small enterprises in the
Nanaimo area. An additional $6.5 million has been leveraged into the business community by way of owner’s
equity and government-sponsored programmes, as well as through conventional lenders (Table 1). In most
cases, the financing provided by CIC made up the shortfall necessary to complete the capitalization of the
project and in that sense allowed the projects to get off the ground. CIC’s activities have also resulted in the
creation of 596 full and part-time jobs.3

Firms throughout the Nanaimo region have benefited from the existence of CIC: loans have been spread
across all sectors (see Table 2).4 Of the total of 141 firms assisted, 85 were start-ups and 56 were already in
existence. Only one firm went out of business. In terms of employment and leverage the service sector
predominates in both categories while the retail, agriculture, and manufacturing sector jockey for second, third,
and fourth positions (see Table 3). With respect to the sources of funds, Table 3 shows that all sectors
leveraged more funds than the amount received from CIC. As for leveraged funds, the service sector and
agricultural/fishing were most successful, being responsible for 39.1 per cent and 33.9 per cent, respectively,
of all such funds. The retail sector leveraged the smallest amount.5

CIC’s goal in the 1987-88 fiscal year was to provide financial assistance of $650,000 to new and expanding
enterprises.6 In an attempt to stimulate the new growth areas of the local economy, CIC planned to give
priority to loans in the aquaculture industry and related service industries. In addition, CIC was interested in
service, manufacturing, and tourist activities. These investment goals were expected to result in the creation
of about 126 full and part-time positions.*
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Chart 1
Colville Investment Corporation:  Administrative Structure
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Table 1

Colville Investment Corporation
Loans, Leverage, Firms Assisted and Jobs Created (1980-1987)

1986-1987 1985-1986 1984-1985 1983-1984 1982-1983 1981-1982 1980-1981

No. of companies
receiving financing  31  27  22  14 14 8 4

No. of jobs created 146 125 137 190  55  27  20

Total cost/job* $12,682 $11,900 $11,650 $17,566 $12,953 $17,502 $13,724

Total loaned to
companies by CIC $514,630 $329,238 $298,900 $122,000 $106,625 $109,650 $70,600

Amount of loan**

funds levered $1,170,260 $1,026,281 $1,364,260 $1,400,000 $529,900 $310,400 $203,887

Total rev. of
firms assisted $7,500,000 $3,400,000 $4,760,000 $5,500,000 $1,050,000 $630,000 $640,000

Percentage revenue
spent locally N/A N/A 58%  91%  85%  85%  75%

*  Total cost per job each year is determined by summing total amount of funds loaned to companies by CIC and total amount levered, then dividing
this figure by the number of jobs created.
**  Costs, loans, and revenue figures are in current dollars.

Source  NCEAS Annual Reports, 1980-87.
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Table 2

Colville Investment Corporation Loan Portfolio Breakdown 1987 (by sector)

Firms receiving CIC assistance Employment Sources of funds

# new # # firms 1+2+3 Start up Current Levered
firms existing closed total employment est’d emp. CIC loans funds

Sector/subsector (1) (2) (3) (4) (5) (6) (7) (8)

Service 47 27 1 75 310 307 $856,669 $2,095,224
Service/fishing - 1 - 1 3 3 7,000 10,317
Service/retail 1 3 -- 4 9 13 106,000 295,827
Retail 15 6 -- 21 60 58 274,764 359,249
Retail/service -- 4 -- 4 16 25 82,000 207,500
Retail/manufacturing 1 1 -- 2 5 9 11,500 4,000
Agriculture/fishing (*) 8 3 -- 11 109 336 378,000 2,072,344
Agriculture/
manufacturing 1 -- -- 1 3 3 25,000 8,000
Manufacturing 12 9 -- 21 84 73 308,055 1,023,873
Film Making -- 1 -- 1 13 13 20,000 60,000

TOTAL 85 55 1 141 612 840 $2,068,988 $6,136,334

Source  CIC Database

* Includes fish/seafood processing.  This sector is dominated by one large company, Hub City Fishing Ltd., which currently employs 250 and a start
up employment of 69.
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Table 3

Colville Investment Corporation Loan Portfolio Breakdown 1987
(Firms, Loans, and Employment)

FIRMS LOANS EMPLOYMENT

% all % new % existing % of total % of total CIC loans Levered Current % of total % of total

firms firms business CIC loans levered as a % of as a % of less start start up current
Sector funds total funds total funds employmt employmt employmt

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Service 56.7 60 39 46.9 39.1 28.8 71.2  + 1 52.6 38.5
Retail 19.1 59 41 17.8  9.3 39.2 60.8 + 11 13.2 11.0
Agriculture/
   fishing*  8.5 75 25 19.5 33.9 15.4 84.6 +227 18.3 40.4
Manufacturing 14.9 57 43 14.9 16.7 23.1 76.9 - 11 13.7  8.7
Overall    99.2** 60 40    99.1**    99.0** 25.2 74.8 +228    97.8**    98.6**

Source  Data collected from interviews  with CIC coordinator.

*  Includes fish/seafood processing.  This sector is dominated by one large company, Hub City Fishing Ltd., which currently employs 250.

** This does not sum to 100% because the film making firm is not included.



Regional Development from the Bottom Up

70

CHAPTER 3

A FINANCIAL AND ECONOMIC APPRAISAL

Introduction

Colville Investment Corporation was initiated with two main objectives:  to foster private sector employment
by providing financial assistance to new and/or existing businesses, and to attain financial self-sufficiency. CIC
has achieved the first objective; its relatively small seed capital fund has spun off a credible number of
enterprises and long-term jobs. Nanaimo enjoys the benefits in terms of increased wages and profits. The
second objective has not, however, been achieved. CIC is not self-sufficient, and is unlikely to become so
unless its loan portfolio is augmented substantially.

In the case of CIC, these two objectives have not been compatible. In an attempt to expand the number of
firms assisted, the objective of self-sufficiency has become more difficult to achieve. As CIC develops more
private sector employment, increasing amounts of technical assistance are required, which raises operating
costs and thus compromises the goal of being self-sustaining. Likewise, to the extent that CIC aims at
achieving financial self-sufficiency, it does so at the expense of denying assistance to private sector projects
with higher associated risks. As it operates more like a conventional bank, it puts a correspondingly lower
profile on the development of marginal enterprise.

The following analysis attempts to demonstrate that only under certain circumstances, in terms of both loan
portfolio nature and size, would CIC be able to achieve the above objectives simultaneously. The analysis is
then extended to an examination of the costs versus the benefits to Nanaimo of having CIC in the community.
This broader analysis addresses the issue of self-sufficiency as a necessary short-term objective for CIC. The
analysis that follows will support the following:

1. CIC’s loan portfolio would have to be increased by about 250 per cent before self-sufficiency could
be achieved. Moreover, if a dollar value were placed on the volunteer time of Board members, a 332
per cent increase would be necessary;

2. The economic benefits derived from CIC’s operations exceed the economic costs by a substantial
margin:  the net economic benefits to Nanaimo exceed by far the financial losses of CIC. Most of the
economic benefits arise from wage payments to permanent workers in CIC-assisted enterprises.
Furthermore, even when federal grants are included, the net economic benefits to Nanaimo are
consistently positive.7 

The first part of the analysis considers the financial viability of the institution; the second part considers
broader economic issues.

Financial Self-Sufficiency

CIC has been unable to achieve financial self-sufficiency in any year since its inception (Table 4). As presently
financed and operating, it probably never will. Moreover, in order to achieve self-sufficiency, nearly a threefold
increase in the loaninterest, and hence in portfolio earnings, would be required. Since Colville likes to maintain
relatively high reserves (in cash, short-term investments, and long-term investments) against its loan portfolio,
its asset base would need to exceed the loan portfolio (see Table 4).
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Table 4

Financial Self-Sustainability of Colville Investments Corporation

1986/87 1985/86  1984/85  1983/84  1982/83 1981/82 1980/81

Asset Base (Total)1 805,675 600,328 498,078 279,519 247,944 151,837 106,921

Size of loan portfolio2 538,162 470,372 345,995 218,393 149,532 43,296 -

Interest earnings on loan portfolio
and short-term investments 71,699 54,263 35,328 23,199  24,756  18,706  9,360

Return on longterm investments 9,320 737 7,421  11,716 8,637 (11,273) 3,711

Expenses (excluding wages)2 73,620 54,749  44,170  33,998  35,943  13,401 18,896

Expenses (including wages)3 161,940 139,536 107,723  95,009  94,513 69,629 72,874

Size of loan portfolio4

required to cover expenses
including wages 1,349,500 1,164,308 897,692 791,742 787,608 580,242 607,283

Size of asset base required to1

cover expensesincluding wages 2,020,318 1,485,987 1,292,275 1,013,343 1,305,959 2,034,881 -

Inputed cost of directors’5 input 117,100 102,349  75,286  47,520  32,537 9,421 7,066

Cost of directors’ input plus
expenses including wages 279,040 241,885 183,009 142,529 127,050 79,050 79,940

Size of loan portfolio4 required
to cover directors’ input plus
expenses 2,325,333 2,015,708 1,525,075 1,187,741 1,058,750 658,750 666,167

Size of asset base required to1

cover directors’ input plus expenses3,481,224 2,572,615 2,195,425 1,520,177 1,755,549 2,310,205 -

1 CIC likes to maintain a reserve each year as an insurance against loan portfolio risk.  This reserve varies according to the composition of the portfolio
and perceived risk in a particular year. When risks are perceived to be greater, higher reserves are maintained so the total asset base exceeds the loan
portfolio by a greater percentage.  CIC considers it to be a prudent business policy to maintain a reserve despite the stated presence of excess demand
for loans.

The break even asset base is calculated based on the reserves and loan portfolio of each year.  So, in years when the total asset base was large relative
to the loan portfolio (indicating a riskier loan portfolio), the break even asset base is large relative to the break even loan portfolio.

The break even asset base is calculated as follows:
Break even asset base =  Total asset base in a given year  x  (size of break even portfolio in given year)

Size of loan portfolio in given year
For example, for 1986/87:
Break even asset base = $805,675  x $1,349,500  =  $2,020,318

$538,162

2 Source:  NCEAS Financial Statements
3 Wages for CIC employees are obtained from NCEAS’ projected operating budget for 1987[88.  It is assumed that CIC workers dedicate 67% of
their time to CIC activities and the rest to other NCEAS activities.  It is also assumed that wages have increased by 4% per annum.
4 Obtained by assuming an interest rate of 12%.
5 Estimated by CIC coordinator for 1986/87.  It is assumed that these costs change in proportion to the size of the loan portfolios in the other years.
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The extent of CIC’s budget deficit is best illustrated by data which show that CIC has never generated
sufficient interest earnings on loan portfolio and short-term investments to cover office expenses,8 except in
1981/82. Since wages represent CIC’s major expense, it is not surprising that their inclusion in expenses means
that CIC has run large financial deficits in all years. For example, in 1986/87 total expenses, including wages,
were $161,940, compared with interest earnings of $71,699. Assuming an interest rate of 12 per cent, a loan
portfolio of $1,349,500 would have been required to generate sufficient interest earnings for CIC to break even
financially, which implies that CIC would need a 150 per cent increase in its loan portfolio in order to cover
expenses. A loan portfolio increase of this amount would necessitate a corresponding asset base of $2,020,318
to minimize the loan portfolio risk. 

The deficit indicated above is, however, an understatement. The volunteer factor within the organization is
crucial to the success of its operation and must be included in the calculation of costs and benefits. CIC Board
members contribute substantial amounts of volunteer time to CIC activities. The bulk of the Colville
Directors’ time is spent on judging requests for financial assistance; the rest is spent on administrative and
internal issues. CIC’s coordinator estimates that for 1986/87 the Directors contributed about 4,684 person
hours formally and informally to CIC activities. Assuming that an hour of Directors’ time is valued at about
$25,9 this amounts to an annual value of $171,100 for 1986/87. If CIC’s directors were to charge for their
time, therefore, the organization’s deficit would be even larger.10 In fact, for 1986/87 a 330 per cent increase
in the loan portfolio would have been required in order to break even, with a corresponding increase in the
asset base to meet the greater reserve requirement.

The analysis based on Table 4 indicates that if financial self-sustainability is the principal objective, then a
substantial increase in the loan portfolio is required. Such an increase in the loan portfolio could cause a
concomitant expansion in private sector employment. However, without concrete evidence of an excess
demand for CIC loans, there is no justification for suggesting that a 250 per cent expansion of the loan
portfolio is warranted at present.11 In order to loan out such funds, CIC might have to assist increasingly
riskier ventures, thereby increasing the probability of default and losses, in which case it would require an even
larger asset base since greater reserves would be needed to cover the higher risk. Otherwise, CIC might
increase the upper limit on the size of loans and make larger loans. This, in turn, might have the effect of
substituting CIC funds for those that would otherwise be leveraged in. But one suspects that it would be
preferable for CIC not to expand its loan portfolio by putting itself in a position where it was trying to find
borrowers rather than one where borrowers were seeking its assistance. Thus, continued financial dependency
may be the proper policy recommendation in this case.

The crucial question with regard to Colville’s self-sufficiency is whether there exists adequate demand in the
Nanaimo market from small-scale businesses which do not have access to the traditional loan institutions to
support an institution like CIC at a break-even point. If self-sufficiency is not a realizable goal, then is there
adequate justification for continued public sector support?  The federal agency responsible for helping fund
CIC acknowledges that there exists a problem, one  whose resolution will not be easy. This difficult issue will
be discussed in more detail later in the paper. Suffice to say that under present funding arrangements, even
if excess demand did exist, CIC would not be able to expand its portfolio to meet demand. The fund is
therefore locked into a position of perpetual financial loss. As the next section will demonstrate, however, this
financial loss to the institution may be outweighed by economic gains to the community.12

The above analysis of self-sufficiency and the cost benefit analysis to follow both assume that the CIC-assisted
firms are good ventures which will survive and will continue to yield benefits throughout the future. To
support the analysis, it is necessary to provide some evidence that CIC’s portfolio is of a high quality. In other
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words, it should be shown that firms are repaying their loans on schedule, defaults are minimal, and a high
percentage of firms are succeeding.

In the CEIC survey on CIC a question was asked with regard to the proportion of firms that re-schedule
repayment dates. CIC management at the time estimated that proportion to be about 7.5 per cent.

CIC data for 1987 and 1988 show the percentage of arrears to receivables to be approximately 4 per cent for
1987 and 3 per cent for 1988 to August. The percentage is not large and seems to be declining, which suggests
that CIC-assisted firms are performing better over time with respect to repayments.

Concerning defaults on loans, CIC in the CEIC survey explained that there had been about 10-12 defaults on
loans since its inception. However, only about half of these defaults represent a total write-off because CIC
has often been able to seize security and sell it in order to recoup some of its debt losses. CIC annual audited
statements show that its provision for debt loss has been consistently much greater than the actual losses
sustained.

Finally, the success of CIC-assisted firms seems to be reflected in consistently increasing revenues. This trend,
which can be seen in Table 1, suggests that firms are performing better over time.

The evidence provided above suggests that CIC’s portfolio is of quite high quality. Furthermore, CIC
management is selective about which ventures it assists. It attempts to assess the viability of ventures before
providing loans. Hence, it is likely that the benefits to Nanaimo are not transitory but will continue to be
reaped in the future.

The Economic Costs and Benefits to the Community of Nanaimo

The reader may wonder whether CIC’s financial self-sufficiency should be made a principal objective if one
considers its role in creating jobs and providing other benefits in the Nanaimo community. If these
community net benefits vastly outweigh the operating deficits, then how much concern should be devoted to
those deficits?  In order to answer this question, a cost-benefit analysis will be conducted. First the costs and
benefits are compared below.

Benefits:  Nanaimo has benefited through CIC because more workers have been employed, more profits have
been earned by firms, and more entrepreneurs have been trained in sound business practices.

Wages:  The wage benefits associated with CIC can be divided into two distinct periods. The first round
represented wages to employees as a result of the initial loans. The second round of benefits included wages
paid to employees of both new and existing firms.

The wages earned by workers in Nanaimo as a result of the initial CIC loans have increased from $58,800 in
1980 to over $4 million in 1987.13

Some of the firms that received loans from CIC grew over time and employed more people. These wage
benefits occurring later should not be omitted. From estimates provided by the coordinator of CIC, it is
calculated that an increase of 228 additional jobs have been created in periods subsequent to the one in which
the loans were received. Wages earned by these workers have grown from $160,000 in 1981 to over $1.5
million in 198714 (see Table 5).
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Table 5

Colville Investment Corporation Benefits and Costs to Nanaimo Community 1980-1987

1986/87 1985/86 1984/85 1983/94 1982/83 1981/82 1980/81

Benefits

1. Wages arising from initial loan 4,095,000 2,860,200 1,899,975 1,008,000 481,950 197,400 58,800
2. Wages due to expansion since loan 1,562,925 1,197,000 877,800 598,500 359,100 169,600 --
3. Profits to firms 750,000 340,000 476,000 550,000 105,000 63,000 64,000
4. Training and development 2,857 2,857 2,857 2,857 2,857 2,857 2,857

Total benefits 6,410,782 4,400,057 3,256,632 2,159,357 948,907 422,857 125,657

Costs

1. CIC administration expenses 73,620 54,749 44,170 33,998 35,943 13,401 18,896
2. Directors’ input 117,100 102,349 75,286 47,520 32,537 9,421 7,066
3. Opportunity cost of OCL @ 60% 2,457,000 1,716,120 1,139,985 604,800 289,170 118,440 352,280

Labour arising from OCL @ 75% 3,071,250 2,145,150 1,424,981 756,000 361,463 148,050 44,100
Initial loan (OCL) OCL @ 90% 3,685,500 2,574,180 1,709,978 907,200 433,755 177,660 52,920

4. Opportunity cost of OCL’ @ 60% 937,755 718,200 526,680 359,100 215,460 95,760 --
Labour for job
expansion since OCL’ @ 75% 1,172,194 897,750 658,350 448,875 269,325 119,700 --
loan (OCL’) OCL’ @ 90% 1,406,633 1,077,300 790,020 538,650 323,190 143,640 --

5. Interest payment on levered
funds 81,918 70,000 78,190 98,000 37,093 21,728 14,272

Total costs (OCL + OCL’ @ 60%) 3,667,393 2,751,418 1,864,311 1,143,418 613,203 258,750 75,514
Total costs (OCL + OCL’ @ 75%) 4,516,082 3,269,998 2,280,977 1,384,393 739,361 312,300 84,334
Total costs (OCL + OCL’ @ 90%) 5,364,711 3,878,578 2,697,644 1,625,368 865,518 365,850 93,154

Source  Estimates by Horizon Pacific Consultants.
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Profits:  These have also been earned by the firms and have been roughly estimated as increasing from $64,000
in 1980 to $750,000 in 1987. These are rough estimates because the only exact way to discover how much
profit was made by CIC firms would be to examine the accounts of all the firms in question. Understandably,
such an examination was not possible. However, profits made by firms cannot be ignored since they are
important benefits to Nanaimo and are the reasons why firms stay in business. The NCEAS Annual Reports
provide estimates of the expected revenue of firms in each year. For the purpose of the cost-benefit analysis
it is assumed that total profits in each year are 10 per cent of the expected revenues.15

Training and Development:  There is no exact method of attributing a dollar value to the training and development
acquired by entrepreneurs as a result of their dealings with CIC. Loan applicants range from individuals with
little or no previous business experience to companies with experienced personnel wishing to expand.
Inexperienced individuals require much more time from CIC staff in activities such as drawing up business
plans and examining the viability of ventures. The training received by these individuals is a benefit to the
Nanaimo community.

On the other hand, experienced entrepreneurs receive negligible training and development from CIC
assistance and their loan application procedures are typically much more quickly dealt with since their plans
are usually drawn up and well-defined. The difference between the time required to help prepare the financial
plans of the novices and those more experienced in business is therefore used to estimate the value of the CIC
training function to the community. The value of this incremental time has been estimated at almost $3,000
per year.16

Costs: The costs associated with CIC’s operation include administrative expenses, directors’ inputs, the
opportunity costs of labour, and interest payments on funds leveraged.

Administrative Expense:  As CIC has grown, so have its administrative expenses, from approximately $19,000
in 1980 to almost $74,000 in 1987. These costs are reported in NCEAS’ accounts and include management
and administrative fees, accounting and auditing, travel, advertising, office, legal and consulting, board costs,
insurance, and bad debts.

Directors’ Input: The imputed value of directors’ contribution to CIC has grown consistently---from $7,000 in
1980 to over $110,000 in 1987.

Opportunity Cost of Labour:  A cost benefit analysis would be invalid if one merely included wages from created
jobs as benefits and did not include as a cost the value of the activities that the workers in question had
participated in prior to being employed. This cost is referred to as the opportunity cost of labour (OCL) and
accounts for such variables as the value of informal activities that unemployed individuals have to give up
when they accept a job, the value of leisure given up, and the value of welfare payments and other transfers
from federal or provincial sources.17 The opportunity cost of labour (OCL) also accounts for workers who
were displaced from other jobs when they accepted jobs with CIC-assisted firms. In these cases the OCL
represents the wages they gave up in their other jobs. It is likely that the wages (or expected wages) in the CIC-
assisted firms are higher, otherwise there is no reason why displaced workers should have left their other jobs
(unless they are better off for other reasons).

One way to estimate the OCL would be to use 60 per cent, the percentage of a worker’s wage that he or she
would receive from UI if unemployed. Sixty per cent might be an overstatement for those receiving welfare
payments but an understatement for those receiving UI and supplementing their UI payments with informal
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work (or enjoying their extra leisure time). Cost-benefit analysts usually handle this problem by using
sensitivity analysis, i.e., presenting a range of possible values for outcomes, depending upon changes in the
assumptions required to make cost and benefit estimates. In doing so they observe how sensitive the
benefit/cost ratio is to a range of values of the OCL. In this analysis 60 per cent, 75 per cent, and 90 per cent
of the estimated total wage bill are used as estimates of the OCL in the sensitivity analysis.

Consequently, the opportunity cost of labour arising from the initial loan has grown to about about $3.7
million, depending on the assumptions used (Table 5). To calculate the opportunity cost of labour due to the
expansion of the borrowers’ enterprises, the same methodology is employed. The OCL here is calculated using
exactly the same three percentages of wages (60 per cent, 75 per cent, and 90 per cent).

The OCL for incremental growth has increased from just under $96,000 in 1980 to over $1.4 million in 1987,
depending on what one assumes is an appropriate OCL (from a low of 60 per cent to a high of 90 per cent).

Interest Payments on Leveraged Funds:  The interest paid on any leveraged funds from outside the Nanaimo
community has to be included as a cost. Some of the funds leveraged are raised within the community, such
as funds raised by the individuals starting up a business. Interest on funds raised within the community should
not be included as a cost since it represents an intra-community transfer.

For the purpose of this study, it is assumed that 50 per cent of the funds are leveraged from outside Nanaimo
at an interest rate of 14 per cent. There is no way to estimate the actual funds levered. However, as the
subsequent analysis demonstrates, the amount of interest costs does not affect the conclusions significantly.18

It should be noted that interest payments received by CIC from firms to which it has made loans are not
included as benefits. This is because these payments represent intra-community transfers. These interest
payments stood at almost $82,000 in 1987.19

The Net Benefits of CIC to Nanaimo

The above discussion has identified and estimated the relevant costs and benefits accruing to Nanaimo as a
result of projects supported by CIC.20 Before proceeding any further with the analysis, it is important to
explain why the ventures undertaken by CIC-assisted firms would not likely have been undertaken in the
absence of CIC.

Without perfect information, it is not possible to state categorically what investment in small businesses would
be like in Nanaimo in the absence of CIC. One cannot assert without any doubt that some of the CIC-assisted
investments would not have occurred without CIC. In such cases, CIC should not be given credit for them.
However, in the case of CIC-assisted investors, there is evidence to suggest that many would not have gone
into business or expanded without CIC because of one or more of the following reasons: a) the idea to invest
or expand was spawned by CIC’s promotion campaign in the local media; b) no other lender was prepared
to lend them the initial capital; c) other lenders were prepared to lend only because CIC acted as a guarantor
of loans; d) the technical assistance provided by CIC enabled new entrepreneurs to recognize that their ideas
would be successful and provided them with crucial information (without cost) on how to operate a business.

Reasons b and c above are very important and are supported by the results of a survey conducted by CEIC
on CIC.21 The survey asked:  “How does your corporation ensure that the funding it is providing to firms is
not a substitute for other appropriate sources of funding?”  The answer by CIC indicated that applicants must
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demonstrate that they have previously gone to other sources for funding. CIC contacts the other sources to
verify this. On the question of leverage, the responses by CIC suggest that it has played a major role in
servicing other loans for investors. Examples cited in this connection include a fish farm, a refuse oil treatment
plant, a nursery, and a woodshop. Without CIC, such leverage would not have been possible.

CIC has thus played a crucial role in assisting entrepreneurs who could demonstrate that they had no other
sources of raising funds. To this extent, CIC can be given credit for the establishment or expansion of the
firms it has assisted and cannot be said to be substituting for other sources. Further evidence of CIC’s
importance is provided in the answers to a questionnaire given to CIC-assisted firms by CEIC. From a sample
of 27 such completed questionnaires, 18 firms said they had hired extra workers due to CIC assistance (only
one said it did not know whether it could have hired extra workers in the absence of CIC assistance). The fact
that CIC assistance led directly to increased employment is an indication of its importance.

What the above discussion and the following analysis attempt to do (based on the costs and benefits estimated
in the previous section) is to ask the question:  If CIC had not been established, what economic difference
would it have made to Nanaimo?  The related question is therefore to what extent the financial losses of CIC
have been offset by the economic gains to the community. In the analysis that follows, the benefits and costs
will be compared and assessed and an answer to these two questions offered.

A comparison of costs and benefits on an annual basis makes it quite clear that the perpetual financial deficit
is far outweighed by the consistent economic benefits to the community of Nanaimo. Table 6 shows the net
benefits to Nanaimo in each year, with the major variable being the differing estimates of the opportunity cost
of labour. The table shows that the net benefits have been positive in every year since 1980/81. This is
reflected by benefit/cost ratios in excess of unity. Even in the worst case scenario, where OCL = 90 per cent
of the wage bill, the net benefits are positive, strongly suggesting that Nanaimo is consistently gaining from
the activities of CIC.22

The costs and benefits included in this broader economic study are not intended to negate the fact that CIC
is not financially self-sustaining. Nevertheless, from the community’s point of view, the benefits exceed the
costs. CIC’s financial losses each year are small relative to the size of its annual net benefits. Therefore, in the
absence of federal and provincial grants, it would still be in Nanaimo’s interest to subsidize CIC.

The question must then be asked:  Who, within the community, should support CIC?  Likely candidates could
include, among others, the municipality, pension funds, credit unions, and/or portions of the business sector.
It is unlikely, however, that, given the present capitalization that has resulted in a perpetual operating deficit,
these groups would volunteer to participate. Without a comprehensive plan that would ultimately lead CIC
to self-sufficiency, all community players would pass, fearing the spectre of continued subsidization.

Would our conclusions change if we were to include government support as a cost?  Table 7 contains the
results of the cost-benefit analysis augmented to include federal grants as a cost.
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Table 6

Net Benefits ($) and Benefit/Cost Ratios: 1980/81 to 1986/87

1986/87 1985/86 1984/85 1983/84 1982/83 1981/82 1980/81

OCL @ 60% 2,743,389 1,648,639 1,392,321 1,015,939 335,704 152,802 50,143

Net benefit in $ OCL @ 75% 1,894,700 1,130,059 975,655 774,964 209,546 99,252 41,323

OCL @ 90% 1,046,071 521,479 558,988 533,989 83,389 45,702 32,503

OCL @ 60% 1.75 1.60 1.75 1.89 1.46 1.55 1.66
Benefit/cost ratio

OCL @ 75% 1.42 1.35 1.43 1.56 1.22 1.28 1.49

OCL @ 90% 1.19 1.13 1.21 1.33 1.05 1.10 1.35

Source  Estimates by Horizon Pacific Consultants.

Table 7

Net Benefits ($) Benefit/Cost Ratios 1980/1981 -- 1986/1987 With Federal Grants

1986-87 1985-86 1984/85 1983-84 1982/83 1981-82 1980-81

6,410,782 4,400,057 3,256,632 3,613,203 449,857
Benefits (same as table 5) 6,410,782 4,400,057 3,256,632 2,159,357 948,907 422,857 125,657
($)

/ OCL = 60% 4,017,393 2,951,418 2,084,311 1,143,418 613,203 258,750 575,514
Total Cost plus Grant - OCL = 75% 4,886,082 3,469,998 2,500,977 1,384,393 739,361 312,300 584,334
($) \ OCL = 90% 5,714,711 4,078,578 2,917,644 1,625,368 865,518 365,850 593,154

/ OCL = 60% 2,393,389 1,448,639 1,172,321 1,015,939 335,704 164,107 -449,857
Net Benefits with  OCL = 75% 1,524,700 930,059 755,655 1,384,393 209,546 110,557 -458,677
Grants ($) \ OCL = 90% 696,071 321,479 339,988 533,989 83,389 57,007 -467,497

/ OCL = 60% 1.60 1.49 1.56 1.89 1.55 1.63 0.22
Benefit/Cost Ratio - OCL = 75% 1.31 1.27 1.30 1.56 1.28 1.35 0.22
with Grant \ OCL = 90% 1.12 1.08 1.12 1.33 1.10 1.16 0.21

Source  Estimates by Horizon Pacific Consultants.
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Despite the addition of federal grants, the net benefits are positive in all years except for 1980/81 when the
first grant of $500,000 was given to CIC.23 The findings for 1980/81 are not surprising, since most projects
face significant start-up costs and are expected to show a loss in their first year of operation.24

It must be acknowledged, however, that many analysts insist that not only must the federal grants (subsidies)
be included as costs, as was done above, but so must the not-insignificant administrative and deadweight costs
of the taxes that the government presumably levied to finance those grants. This was not done. If it had been
done, the benefits generated by CIC would probably still have exceeded the costs for all years except 1980-81,
but to a lesser extent than Table 7 indicates.25 To ensure that the net benefits remain positive in the future,
it is recommended that the government continue to monitor CIC’s activities in the Nanaimo area at regular
intervals.

CIC is currently a well-run BDC operating in harmony with the local community. The prospect of regular
evaluations by the government should help to preserve these positive qualities. The government might also
acquire information in these evaluations that could be used to enhance the performance of other BDCs.

CHAPTER 4

POLICY IMPLICATIONS

The financial assistance awarded to the Colville Investment Corporation was but one attempt by CEIC to help
remove the constraint of inadequate loan funds for small businesses. The LEAD programme was designed
precisely to set up many replicas of the Nanaimo model throughout the country.

In 1986, an evaluation study of 17 such replicas was completed. Colville was included in the sample.26 The
study concluded that most of the LEAD corporations, including Colville, would not be self-sufficient after
five years. The CEIC study revealed that corporations found their role of accessing venture capital for the
benefit of the community to be in direct conflict with the objective of self-sufficiency, given the financial
losses inherent in the kinds of loans they make. As a result of the analysis, the study made seven
recommendations to help move the corporations towards self-sufficiency:

1. Raise the maximum dollar limit on a corporation’s transactions from $25,000 to $75,000 per
transaction, to allow BDCs greater flexibility in providing services to their clienteles;

2. Impose a limit on the possible investment in equity participation at rates/dividends that yield similar
revenue to or greater than loans. The reason for imposing this limit is to reduce the BDC exposure
to portfolio risks;

3. Charge fees for professional managerial, marketing, accounting, and bookkeeping services, even if
those fees were minimal at the outset, in order to secure additional income and avoid wasting time
on non-serious requests;

4. Hire more staff in the larger corporations to allow adequate monitoring of financial transactions and
of the viability and success of businesses in the years following;
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5. Require corporations to begin with an annual search plan for financial partners other than the federal
government from their first year of operation to promote the community’s economic development;

6. Ensure that CEIC is in a position to give the corporations better support, and be able to answer,
when needed, questions connected with these bodies’ implementation and operations;

7. Allow those corporations that would not have received the maximum grant of $1,360,000 for their
investment funds to make up this difference before the end of the fifth year.

These recommendations may help some of the LEAD corporations achieve self-sufficiency, but if the CIC
is in any way typical of most seed-funding institutions in this country, they will not address the critical issues
facing LEAD corporations. For example, raising the maximum dollar loan is reasonable; however, this would
be more effective if there were concomitant increases permitted in the size of the loan portfolio. If the
maximum limit for loan is increased without an increase in the portfolio size, it might result in fewer loans
because there would likely be a tendency for corporations to give preference to larger businesses over the small
entrepreneur. With a larger portfolio, both objectives could be attained simultaneously.27

Charging fees to help attain self-sufficiency is a double-edged sword. However attractive it seems, careful
thought would have to be given to the level of the fees. A fee that was too high might act as a deterrent to a
new entrepreneur with a good idea. While a fee might raise revenue and reduce costs by saving staff time, it
could also reduce the number of entrepreneurs seeking assistance. Since corporations like CIC actually spend
money promoting their services in the community, a fee might well negate some of the intended effects of this
promotion and thus be counterproductive in the long run.

Hiring more staff to help monitoring might be helpful to some firms but would not be to CIC. It appears that
CIC’s staff of a coordinator, two business analysts, and an office manager is able to handle its current
workload. It should be noted that hiring more staff increases the operating expenses of a corporation. The
benefits from the extra monitoring must be greater than the extra wages to justify staff expansion.

The recommendation that these corporations seek other partners alludes to but does not adequately address
the central issue of this case study. It is implied in this recommendation that CEIC should gradually withdraw
from community banking in order to help the businesses manage their own destinies independently, thereby
eliminating their dependence on government. According to the evaluation study, however, with the departure
of CEIC and the arrival of other supporting parties (private or public), there will be no guarantee that these
corporations will continue to concentrate on job creation. It might be that the BDCs, once forced to become
self-sufficient, would lean more towards a commercial lender role and would not serve smaller and more
vulnerable entrepreneurs. In order to counter this tendency we would recommend that the CEIC continue
to monitor these corporations for up to five years after the financial support has ceased. As presently designed
the planned scheduled withdrawal of funding support is not the most efficacious method of transfer of
responsibility.

As presently funded, the CIC will never attain self-sufficiency. If self-sufficiency is considered crucial, then
the CIC’s loan portfolio should be increased by at least 250 per cent. However, prior to such a portfolio
expansion, market research should be carried out to determine the ease with which these funds can be
absorbed within the community. If it is found that appropriate loan absorption is no problem, CIC’s cost-
effectiveness should be further enhanced by the economies of scale associated with dealing with more accounts.
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Furthermore, with a larger portfolio, CIC might be able to grant loans in excess of the $25,000 limit and thus
benefit from the cost-reducing effects of dealing in larger loans.28

But CIC’s self-sufficiency should not be made the focal point of policy, since the net benefits that accrue to
the community in terms of wages, profits, and training far outweigh the deficits of CIC. In this context, CIC’s
deficits can be seen as necessary to produce greater community benefits. Moreover, the federal government
might be able to raise sufficient tax revenues from firms and individuals assisted by CIC to easily finance the
deficits. Were we to extend the cost-benefit analysis to evaluate the net benefits to Canada as a whole and not
just the community of Nanaimo, we would find that Canada’s interest are also well served by continued
support for CIC at present and possibly increased levels.* If we factored regional inequality into the analysis,
the case would become even stronger. Small business is generally disadvantaged in acquiring adequate loan
funds:  the disadvantage to small business in underdeveloped and slow-growing regions is even greater. If
Canada wants to address both assistance to small business and regional inequality then, other things being
equal, a successful BDC in Nanaimo will provide greater benefit than an equivalent one in Toronto.

Federal assistance to CIC through the LEAD programme has certainly helped to stimulate entrepreneurial
activity and generate employment benefits in the Nanaimo region. The Nanaimo community has actively
supported the program and cooperated with CIC so that many of its objectives have been achieved.

There is an important lesson to be learned from the CIC experience. If the goal of self-sufficiency was to be
paramount, then more time had to be spent in designing the corporation. Nanaimo is in some ways typical
of many communities across Canada: it has a chronic high unemployment rate and is excessively dependent
on resource-based industries. Nanaimo, like other communities, is also unique in many respects, with a
particular population and economic, social, and business environment. An investment fund corporation must
be tailored to its milieu. What may work for CIC in Nanaimo may not work for North Okanagan
Development Corporation in Vernon, let alone for a Nova Scotia or Quebec community investment fund.

Communities appear to vary widely in their potential for small business development. Attitudes towards business
and opportunities differ across regions, and it would be unrealistic to argue that all corporations, regardless of
their location, should have the same capital base and face the same requirements of self-sufficiency. Communities
should be studied individually to determine their loan portfolio requirements, the optimal size of annual grants,
and whether self-sufficiency is a realistic goal, and if so, how long will it take to achieve it.

To adequately address small business development, it will be necessary to create flexible funds, where
flexibility is incorporated into business development corporations in terms of maximum size, rate of growth,
and the time required to achieve financial self-sufficiency. If these corporations are to be designed with a view
toward ultimate self-sustainability, then they must reflect local market conditions and not be locked into
unworkable national formulae. In certain environments, self-sufficiency will be impossible. But this does not
necessarily mean that these corporations must be terminated, for as long as benefits to the community exceed
costs the subsidization should be continued.

Instead of creating one type of business development corporation for use throughout the country, various
markets could be developed, each tailored to specific community demand and supply characteristics. Each
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such corporation could be assigned a specific path toward self-sufficiency, and each could set its own measures
as a standard against which additional public sector funds could be awarded over time, as a reward for
improvement until the breakeven portfolio size was achieved.

If realistic development plans for business development corporations can be devised and the public can be
shown that these corporations have a realistic chance to achieve self- sustainability, local support will more
easily be drafted thus diminishing the long term need for a single federal agency to shoulder the full burden.
If BDCs can be put on financially sound, permanently self-supporting footings, then those communities will
have taken a major step forward in laying the foundation of dynamic regional growth from within.

APPENDIX 1

COLVILLE BOARD OF DIRECTORS

1.President

Insurance Adjustor, owns several Island insurance adjusting firms. Well established with insurance business.
Also has other business investments locally.

2.Vice-President

Retired. Worked for Federal Government in a management position for several years. Also has ongoing
business interests.

3.Secretary

Owns two or three heavy construction companies. Well established within B.C. area. Also has other local and
mainland interests.

4.Treasurer

Works for Federal Government as a professional Biology Technician. Well established as an expert on
aquaculture.

5.Owns a fabric and retail sewing machine outlet---well-established.

6.Recently retired. Worked with the Provincial Government as an Environment Technician. Currently
establishing a commercial sheep farm.

7.Retired - Past School Teacher, Alderman. Has done very well in stock market, real estate, etc.

8.Owns life and benefit insurance company. Well-established with several partners. Also has other local
business interests.
9.Owns a ladies fine gown retail business. Well-established. Recently started a clothing manufacturing firm.
Past client of Colville.



Loan Funds for Small Business: Colville Investment Corporation

83

APPENDIX 2

A BRIEF HISTORY OF GOVERNMENT’S ATTEMPTS AT
COMMUNITY BASED EMPLOYMENT STRATEGY PROGRAMMES

We could begin the history of events that resulted in the funding of CIC within its proper historical niche by
going back approximately fifteen years. The early 1970s brought a time of rising unemployment and
unemployment of highly skilled people. The “baby boom” reached its peak and the economy slowed.
University graduates had difficulty locating jobs. Solutions were perceived in the form of short-term job
creation. If the large numbers of people entering the labour market could be kept out of the regular labour
market until the rate of expansion of the regular market could “catch up", then the unemployment problem
could be solved. It was also thought that local communities should be involved in creating some of the
solutions. This thinking gave rise to such programs as Opportunities for Youth (OFY), Local Initiatives
Program (LIP), Local Employment Assistance Program (LEAP), Canada Works, and Young Canada Works.
The provinces also developed similar direct job creation programs during this period of time. These programs
all used the concept of community initiative to identify projects, an approval process that selected fundable
projects, and short-term funding that did not commit government agencies to long-term support. Although
community initiative has been fostered under these programs, the concept of developing “community
capacity” has not. The developmental framework and the long-term commitments necessary have been
missing from the programs. Much valuable short-term activity has been generated, but almost no long-term,
economically independent, organizations have been achieved.

The Community Employment Strategy (CES) was created out of discussions which occurred during 1975/76
in the Social Security review. The CES was intended to stimulate the employment of people experiencing
“chronic and continuing difficulty in obtaining and keeping satisfactory employment” by coordinating all
existing federal, provincial, and local services and supplementing them with additional funding when necessary.
The basic assumption was that most of the necessary programs already existed, but were not working together.
The solution was to create a community level mechanism which would coordinate the available services. The
designation of target groups and target communities was done by provincial agreement. Again, the emphasis
was on short-term projects which would “graduate” clients to the regular labour market as quickly as possible
(Brodhead et al., July, 1981).

NCEAS was funded under this programme, but the programme was never intended to be a major source of
funds. Rather, it was intended to serve as a community catalyst, encouraging the local community leaders as
well as bureaucrats to investigate and exploit existing local resources where possible, using as many sources
of funding as possible. For example, Nanaimo’s organization of its salmon enhancement activities funded
through the Ministry of Fisheries and Oceans was spearheaded through the NCEAS.

This period also marked the beginning for communities like Nanaimo to use CEIC funding in an attempt to
search out equity financing. In one case in Nova Scotia, a CDC was actually inaugurated.

As CES began to wind down, however, several communities, Nanaimo included, felt that the commitment
by the government to eventually help them finance their own CDC had not been honoured. Consequently,
Colville, along with four other investment groups, were given a grant by CEIC of $500,000 as seed capital to
begin their own CDC. So it was that CIC began to extend its first small business loans.
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The additional capital funding for CIC came under a new programme:  LEAD. LEAD was designed to take
over from where LEAP, LIP, and LEDA (a relatively shortlived CEIC programme that provided investment
advice to small businesses) had left off. LEAP represented one incremental step forward in CEIC’s attempt
to bridge that gap between permanent job creation and the realization of locally controlled and self-sustaining
community development organizations.

APPENDIX 3

A REVIEW OF LEAD PROGRAMME

Source

Canada Employment and Immigration Commission Auditor General 1986

In a review of CEIC’s programmes, the Auditor General made the following observations about the
background, continuity, and self-sufficiency of the LEAD programme.

Background

The Local Employment Assistance and Development programme (LEAD) was part of the direct job creation
programme. Cabinet approved a new general job creation policy in April, 1983. Under this policy, three of the
twelve job creation programmes then existing were merged to form LEAD. The new programme fell under
the broad objective of assuring the long-term growth of jobs in sectors subject to chronic unemployment.
LEAD was oriented toward permanent job creation in areas suffering from continuing high unemployment
rates. These programmes endeavoured to create business enterprises and infrastructure in small communities
with limited economic growth opportunities.

Community development organizations in communities of fewer than 50,000 residents were eligible for LEAD
“corporations” or LEAD “projects”.

In the case of LEAD corporations, development organizations representing community interests received
grants and contributions to stimulate the creation of permanent jobs. The corporations provided planning,
technical and professional assistance for talking to local businesses. The corporations received contributions
to off-set their salary and other operating costs. They also received grants that were to be used for making
loans or equity contributions to local businesses. These loans were to be recovered by the corporations and
used for reinvestment. Thus, the grants fund was to provide the community, through the LEAD corporation,
with a growing pool of investment capital that could be accessed by local business on a revolving basis.

Continuity and Self-Sufficiency

The aim of the LEAD programme was to provide assistance to create viable and continuing employment in
regions of slow economic growth. The various components of the programme gave a common theme:
creating a technical capacity within communities to allow them to identify and help them implement job
creation initiatives and start new businesses, and providing financial support for investment purposes.
Continuity and self-sufficiency were implied in the objectives to support initiatives and businesses that show
long-term viability. In our view, this implies that businesses would become profitable at a given time and
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would not require additional infusions of public funds. The inability to become profitable would, therefore,
be a serious obstacle to creating permanent jobs.

The terms and conditions approved by Treasury Board for LEAD corporations stated that CEIC could
provide money in the form of grants and contributions for up to five years, or to a maximum of $2.1 million.
The audit showed that the terms and conditions and the operational guidelines did not clearly address the
question of the continuation and self-sufficiency of these corporations beyond the five-year or $2.1 million
limit for grants and contributions. The following are among the issues requiring clarification by the Auditor
General:

  Is it expected that the corporations will continue to operate as non-profit organizations under existing
articles of incorporation after the financial or time limit have been achieved?

  Should the corporations become self-sufficient by virtue of revenues arising from the funds they
invest given to them as grants and/or through financial contributions from other sources?

  Once CEIC has ceased involvement with a corporation, what steps should be taken to ensure that
investment funds are used appropriately and that funds continue to be used for job creation?

  Are corporations obliged to operate under existing arrangements approved by CEIC, or can these be
changed once CEIC withdraws? For example, can boards of directors approve larger loans than CEIC
allows or can corporations become for-profit organizations and declare dividends for shareholders?

The Auditor General observed in 1986 that all corporations surveyed that had both surpassed the five year
and $1 million limit had exhibited difficulty surviving without additional assistance.

APPENDIX 4

A REVIEW OF THE THEORETICAL LITERATURE
ON THE COSTS OF FINANCIAL INTERMEDIARIES

The following literature review on financial intermediaries has been put together to help explain why smaller
financial intermediaries may struggle to survive and consequently may not be established to service small
communities which larger intermediaries refuse to service or do not service yet. The review focuses mainly
on the various costs of intermediaries and how these costs vary with changes in the size of intermediaries.
Economies of scale emerge as principal explanation of the greater  cost-effectiveness of larger intermediaries.
The role of intermediaries in reducing transactions and informational costs is also discussed.

The theoretical literature on financial intermediation is extensive so only the most relevant articles to the
problem of small intermediaries are mentioned. These include Benston (1972), Longbrake and Haslem (1975),
Benston and Smith (1976), Leland and Pyle (1977), and Chan (1983).

The major problem that the above writers face is deciding what is the appropriate measure of the output of
financial intermediaries. The first studies of bank costs, published in the mid-1950s and early 1960s, calculate
the relationship between bank costs and measures derived from the balance sheets of banks, including loans
plus investments and total deposits. The next wave of studies measured bank output as total revenue which
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is assumed to reflect the relative valuation of different categories of bank assets. The next group of studies
began with Benston who used the number of accounts serviced in each banking function as the measure of
bank output. Benston considered the operating costs incurred by banks to be more closely related to the
number of accounts they service than to the dollar amounts of deposits and loan or total revenue.

Benston (1972)29 estimates a cost function derived from a Cobb-Douglas production function. The costs
include: a) salaries and wages - the major costs of financial intermediaries; b) supplies; and c) depreciation and
occupancy expenses. Capital costs and the opportunity cost of reserve requirements (and taxes) were
excluded since these were assumed to be the same for all banks. Costs are intended to reflect the economic
or opportunity cost (private and social) of operating an intermediary during a time period at a given rate of
output.

Benston estimated the cost function using a regression model on data obtained from 80 to 83 member banks
which participated in the Function Cost Programme Federal Reserve Bank. The size of banks ranged from
$3.4 to $55 million in total assets. The results of the estimation showed that:

1. new associations have higher operating costs than older ones, but costs decrease as associations age;
and

2. economies of scale are present. The two principal sources of economies of scale are lower skilled
labour used by larger banks, and more sophisticated machinery available in larger banks.

Benston’s study does not attempt to accomplish the impossible task of providing a general theory of what the
exact minimum size of an intermediary should be to guarantee survival or start reaping the economies of scale.
However, the fact is brought out that larger intermediaries enjoy lower average costs and smaller banks are
less cost-effective. These findings may to some extent explain why smaller banks do not emerge as champions
of small business loans. Every small loan increases its average cost of operation making it even less relatively
cost effective.

Longbrake and Haslem employ a similar methodology to Benston, except that their estimation equation not
only considers the total number of accounts (which measures plant size) but also the average dollar balance
in each account (which measures the type of customer in terms of account size). The estimation found that
there were economies with respect to plant size and account size, but the latter were much more substantial.

An implication of these findings is that banks should pursue policies which promote larger accounts. For
example, lower service charge rates could be established for larger accounts, or other non-priced services could
be offered. (The latter practice is now being adopted by many commercial banks).

This study also concludes in favour of larger intermediaries with larger accounts if cost-effectiveness is the
objective. These attributes are not likely to be representative of a small intermediary set up to provide loans
for small businessmen in a small community.

Benston and Smith focus on transactions costs and offer these as an explanation for the existence of financial
intermediaries. Intermediaries are said to enjoy a comparative advantage in the performing of tasks related
to a) documentation, b) information and c) monitoring. Three sources of comparative advantage are outlined,
to wit:
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1. The intermediary is able to achieve economies of scale as a consequence of specialization. Certain
routines designed for and information obtained about certain types of consumers can be used to
process other consumers. Also, specialized machinery and forms may be developed and designed.
Economies of specialization may make it cost-effective for some institutions to specialize in providing
a single type of financial commodity to a specific group of customers.

2. Important information, such as details about a borrower’s background, can be obtained at lower cost
by an intermediary because they develop a reputation for exhibiting discretion with such information.

3. Financial intermediaries can reduce the transactions costs associated with search.

The above three reasons given by the authors outline why a small community with potential investors and
borrowers may benefit from having a financial intermediary to provide loans. Benston and Smith go on to say
that given the laws and consumers’ tastes, specialized small loan companies may be able to supply high-risk
consumer cash loans at lower cost than commercial banks. The gains through specialization, information
collection, and transactions costs reduction should benefit the community and may make it possible for such
an intermediary to be self-sufficient. However, there has to be enough demand for such an intermediary’s
services if the community is to benefit from the economies of scale. Here again is another example of
“smallness” being a disadvantage. However, an intermediary should still have the effect of reducing search
costs for buyers regardless of its size. It might also be able to collect information at a lower cost than a single
investor could.

Benston and Smith also discuss economies of diversification which lower the probability of bankruptcy. Such
economies arise because the returns from investments in different types of loans, customer services, locations, etc.
are likely to spread the intermediary's risks. Once again, these economies can only be gained by larger intermediaries.
Small intermediaries have to depend on whatever sources of economies of specialization are available.

Finally, Benston and Smith mention that those intermediaries face transactions costs increases due to the
requirement of Government that intermediaries be supervised; licensing restrictions; and other Government
regulations and controls.

Leland and Pyle (1977) and Chan (1978) argue that transactions costs could explain the need for intermediation
but their magnitude does not in many cases appear sufficient to be the sole cause. Informational asymmetries
between borrowers and lenders are identified as the primary reason for the existence of intermediaries.

In the absence of intermediaries, investors (lenders) would not know the characteristics of entrepreneurs
(borrowers) except at great cost. Moreover, entrepreneurs may not be totally honest about their projects. In
situations where substantial asymmetries exist and where the supply of poor projects is large relative to the
supply of good projects, venture capital may not be forthcoming. Lenders, realizing the high variability in
projects but not knowing the good from the bad would demand very high rates of interest.

If a firm emerged exclusively for the sale of information (to investors) on the quality of projects, two problems
might arise to hamper it: a) the “public goods” nature of information which means that, once disclosed, others
have cheap access to the information so the firm would receive minimal returns; b) the credibility of
information - it may not be possible for investors to distinguish between good and bad information. Both
problems can be solved if the firm gathering information becomes an intermediary, so that instead of
providing information to investors about entrepreneurs, the intermediary's claims are bought by the investor.
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The intermediary then lends to the entrepreneur and in the process earns a return on the portfolio which
others cannot capture. Intermediaries can make sure that they are viewed as providers of good information
if the organizers of the intermediary are willing to make investments in the firm's equity.

Just as with transactions costs, an intermediary can improve the welfare of a community by relieving the
problem associated with asymmetric information between lenders and borrowers. A return can also be earned
while playing this role. However, the volume of activity must be great enough so that the revenues from
intermediation outweigh the numerous costs associated with intermediation.

APPENDIX 5

AN ANALYSIS OF THE LOAN PORTFOLIO
OF COLVILLE INVESTMENT CORPORATION

Firms throughout the Nanaimo region have benefited from the existence of CIC: loans have been spread
across all sectors. Table 2 divides the companies receiving loans into the service sector, retail sector,
agricultural sector, manufacturing sector, and film-making. Within each sector data are provided on the
number of new businesses receiving loans and the number of existing businesses receiving loans; start-up and
estimated current employment; the amount of loans received from CIC and the amount of leveraged funds.
Of the total of 141 firms, assisted 85 were start-ups and 56 were already in existence. One firm went out of
business. The heaviest concentration of firms assisted was in the service sector. In terms of employment and
leverage the service sector predominates in both categories while the retail, agriculture and manufacturing
sector jockey for second, third and fourth positions. Intersectoral comparisons, however, are made easier by
reference to Table 3.30

It can be seen that within each section in Table 3, there is a higher percentage of new than of existing
businesses. Over all categories, 60 per cent are new businesses. The sixth column of Table 2 shows that, apart
from manufacturing, current employment exceeds start up employment. However, due to the large relative
growth in agriculture/fishing employment, from 18.3 per cent to 40.4 per cent of total employment, all other
sectors' shares of total employment have declined. (See Table 3, columns 9 and 10.)

With respect to the sources of funds, Table 3 shows that all sectors leveraged more funds than the amount
received from CIC. As a percentage of total funds received in a given sector, the retail sector received the highest
percentage from CIC (i.e., 39.2 per cent) while the agriculture/fishing received the lowest (i.e., 15.4 per cent).
However, as a percentage of total CIC loans to all sectors, Table 3 shows that the service sector has been the
largest recipient with 46.9 per cent. This is not surprising since the tables show that the service sector accounts
for 56.7 per cent of all firms receiving CIC assistance. Manufacturing has received 14.9 per cent of all CIC
loans, the smallest of all sectors. 

The agricultural/fishing sector is dominated by Hub City Fishing Ltd. which accounts for a high level of
employment and growth of employment. (See Table 2, columns 5 and 6.)  This also explains why this sector
is the only one that received a disproportionate amount of loans; the percentage of CIC loans received exceeds
the relative percentage of total firms by sector. (See Table 3, columns 4 and 1.)
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 1 NCEAS’ non-profit activities of NCEAS have dealt with projects including: Nanaimo River Salmonid Enhancement Project;
Employment Liaison Officer; Wildlife Second Growth Study; Nanaimo River SEP Community Project; Environmental Research and
Development Project; Nanaimo River SEP Tourism Project; Student Internship Programme; Nanaimo Fisher Folk Project; Beck
Creek Improvements; Malaspina College/NCEAS Internship Development for Youth; Nanaimo Aquaculture Project; and Silviculture
Training Project. Details concerning the nature and financing of projects can be obtained from NCEAS Annual Report. The NCEAS’
policy on all non-profit employment development activities is that they be self-supporting in the sense that all projects must include
allocation for annual audit, fee for service provided by NCEAS’ administrative staff, and fees for legal and accounting services.

 2 See Appendix 2:  A Brief History of Government’s Attempts at Community Based Employment Strategy Programmes.

3 This statistic can vary greatly, depending on the chosen definition of the two categories of full and part-time employment. For a more
detailed breakdown of the jobs created by CIC, see Section 3.3.

4 For a further discussion of the loan portfolio of CIC, please refer to Appendix 5.

5 It is worth noting that firms manage to lever $2.97 for every $1 borrowed from CIC. This compares with $3.80 for every $1 that
CEIC found in its 1986 study, “Evaluation of the LEAD Program", based on a sample of 17 LEAD corporations (including CIC). The
reasons for the variation between the values determined in the two studies are unclear. It would be interesting to investigate the ways
that CIC was different from the other corporations investigated, which might provide some useful insights into the varying nature of
loan funds.

6 The 1987-88 fiscal year is the last for which data were available for this study.

7 The sole exception was in 1980/81, which was CIC’s inaugural year. This is not surprising, however, given that many initial costs are
accrued in that first year alone, while the initiative may not have been in operation long enough to realize returns on initial loans.

8 The office expenses referred to do not include anyone’s salary.

9 See Appendix 1 for Board of Directors and their professions.

10 The use of volunteer time by community development organizations is critical. In this research, there is nothing
particularly unusual in the case of Colville. However, the measurement of this time is important, for it attempts to
provide some quantification of community commitment, which, in most cases, becomes essential to the success of any
publicly funded community enterprises. Because public sector support is usually monetary, it is easily identified and
assessed. On the other hand, because community contribution is often volunteer time, it is not so easily measured and is
often discounted. In the case of CIC, information about time spent by the volunteer is available, which makes it
measurable and comparable against the public sector support. In 1986/87, for example, volunteers from Nanaimo
provided labour input valued at approximately one-half the value of government’s annual support. If government

When we focus on leveraged funds, the service sector and agricultural/fishing were most successful, being
responsible for 39.1 per cent and 33.9 per cent, respectively, of all leveraged funds. The retail sector leveraged
in the smallest amount.31

From the above tables it is quite clear that most loans, by new or existing businesses, have been received by
the service sector. However, mainly through the growth of Hub City Fishing Ltd., the agricultural/fishing
sector has grown into the sector employing most workers. It has also leveraged nearly as much funds as the
service sector while receiving significantly less CIC funds. Given Nanaimo's coastal location, it is not
surprising that the fishing sub-sector is making such a major contribution.32

NOTES
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wanted to help small business using a purely commercial vehicle, therefore, the support would have to be increased
accordingly.

11 Actual data on how many requests in any given time period are officially refused may be relatively easy to secure;
however, these refusals will not necessarily be relative to the size of the excess demands; too many other factors are at
play. The fact that the board, whose members are known throughout this relatively small community remains very
conservative and extremely cautious discourages many potential borrowers from actually submitting loan proposals.
There is, therefore, no way of determining from CIC records any measure of excessive demand.

12 See Appendix 2 for an explanation of CEIC’s Programme.

13 The number of jobs created per annum is reported in NCEAS’ Annual Reports. The value of these jobs to Nanaimo
is reflected by the wage payments received by the workers. The total wage payments in any given year are equal to the
number of jobs created multiplied by the average annual wage. In calculating the wages arising from initial loan to
companies the following assumptions are made:
1)There is no displacement effect, that is, the number of jobs created reported in the NCEAS Annual Reports are
incremental. This means that workers are not drawn from other employment into companies receiving CIC loans. If
displacement did occur, the lost wages resulting from the worker leaving his/her other job would have to be included as
a cost. From the answers to question 22 on the sample of 27 CEIC questionnaires completed by CIC-assisted firms, it is
estimated that about 75 per cent of jobs created are incremental. This estimate is based on the fact that about 75 per
cent of the firms claimed that the jobs were filled by previously unemployed persons. No adjustment to benefits is made
for this because the opportunity costs of labour, included as a cost in the study, accounts for any displacement effect.
Nanaimo is still likely to gain from displaced workers because it is logical to assume that the reason why they changed
jobs was to become better off by doing so. Therefore, the wages of displaced workers should exceed the associated
opportunity costs.

2)The average per hour wage rate was estimated as $3.50, $4.00, $4.50, $5.00, $5.50, $6.00 and $6.50 in 1980/81,
1981/82, 1982/83, 1983/84, 1984/85, 1985/86, 1986/87, respectively. Low wage estimates were used in order to
minimize the possibility of upward bias in the analysis.

3)A worker’s wage per annum is calculated for a 30-hour working week to account for the lack of distinction between
full-time and part-time jobs in the statistics.

4)A 35-week year is used to account for the fact that some jobs are seasonal. The wage bill for a given year is
approximated as follows:
Wage Bill = (# jobs created X 35 weeks X 30 hours X average wage rate/hour). It should be noted that since jobs
created in one year (e.g., 1980/81) are still in existence in the next year (e.g., 1981/82), the calculation of wages for
1981/82 must include wages for jobs created for 1980/81 and 1981/82. It is therefore a cumulative calculation.

14 These jobs are not recorded in the cost per job calculations provided in the NCEAS Annual Reports. Since it is not
possible to determine exactly when the job expansion occurred it is assumed that one-sixth of the 228 extra jobs (i.e., 38)
were created in each of the years from 1981/82 to 1986/87. It is also assumed that the average hourly wage rates for
each year are as they were  for wages arising from initial loans discussed earlier.

The total wage bill due to expansion is calculated for 1981/82 as $(38 x 35 x 30 x 4) = $159,600, where 38 is the number
of extra jobs, 35 is the number of weeks worked per year, 30 is the number of hours per week, and $4 is the average
hourly wage rate. It must be remembered that for 1982/83 the extra number of jobs equal 2 x 38, the number of extra
jobs increase by 38 per year until 1986/87 when there are 6 x 38 = 228 extra jobs.
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15 Ten per cent may actually be an underestimate since this implies that in 1981/82 when there were twelve companies
receiving financing, profit per firm was about $5,250, while for 1986/87 profit per firm was less than $7,500. Ten
percent, therefore, seems to be a conservative estimate. However, in the absence of the actual figures conservatism is
preferable.

16 CIC estimates that it may require between 20-30 hours to process an application depending on the business plan
requirements; the ability and experience of the applicant; the marketing information and the availability of information;
and other financing required. In an attempt to estimate the benefits in terms of training and development one possible
procedure is to assume that 20 hours is required to process the application of an applicant with the basic entrepreneurial
skills, whereas 30 hours is necessary for the inexperienced prospective entrepreneur. The value of the basic training and
development is therefore the dollar value of ten hours of CIC staff time per inexperienced applicant. CIC estimates that
the cost of an hour with an applicant is between $35-50 depending on which staff member is involved. Assuming an
average of $40 per hour, this implies that it costs $(10 x 40) = $400 extra to process an inexperienced individual’s
application.

Since CIC’s inception, there have been 141 loan applications by 85 new entrepreneurs and 56 existing ones. It is likely
that ‘existing’ businessmen have acquired the fundamental entrepreneurial skills so they will not be classified as
inexperienced. Likewise, some new business applicants have previous business knowledge. If it is assumed that 50 of the
85 new applicants were inexperienced, then a value of $(50 x 400) = $20,000 can be ascribed to training and
development. This $20,000 is divided and apportioned equally to each year ($2857 per year) from 1980/81 to 1986/87.

17 The cost-benefit analysis literature has not come up with any exact measure of the opportunity cost of labour (OCL)
and it is approximated as anywhere from 0 to 100 per cent of wages. For farm workers and unskilled workers it is often
found that this OCL is less than for skilled workers since there is usually a greater demand for the latter in the economy.
The OCL has also been found to vary by region, ranking it much higher in provinces with low unemployment. For
example, in this study the wages of CIC employees are not included explicitly as a benefit in the cost-benefit analysis
because it is assumed that these workers could obtain a job of equal pay in the community. Therefore, the OCL for CIC
workers is 100 per cent of their wages. However, for the previously unemployed, the OCL is less than 100 per cent
because it is assumed that they are economically better off now they are working. 

18 Data on leveraged funds are published in the NCEAS Annual Reports.

19 An argument could be made that the costs of levered funds are zero in that Nanaimo as a region has a net outflow of
funds.

20 At this stage, a cost benefit analyst usually takes the following steps:

1)expresses total benefits and total costs in real  terms so that inter-year comparisons are more meaningful;
2)forecasts the benefits and costs for a relevant future time horizon;
3)selects an appropriate (social) discount rate and use it to discount benefits and costs and find the present value of
each;
4)derives the net present value (NPV) by subtracting the present value of costs from the present value of benefits.

A positive NPV means that the benefits exceed the costs (and vice versa). The above procedure is usually needed
because in most projects the costs exceed the benefits in the early years, while the benefits exceed the costs of later years
and in the future. This is not the case here, however; therefore, a much simpler methodology is needed. For the purpose
of this analysis, benefits and costs are compared on an annual basis because the main purpose is to get a picture of
benefits relative to costs in each year. This avoids the arbitrariness associated with forecasting and choosing a discount
rate normally found in cost benefit studies. 

21 Survey is entitled L.E.A.D. site visit protocol, conducted by CEIC as part of its “Evaluation of LEAD Programmes."



Regional Development from the Bottom Up

92

22 It could be argued that the entire net benefits to the Nanaimo community should not be attributed to the activities of
CIC. This is due to the fact that only 25 per cent of all funds raised were provided by CIC, the remainder being levered
in. In the worst case scenario the net benefits calculated would be reduced to 25 per cent of the values reported in Table
3.

Net Benefit: 

            1986/87   1985/86   1984/85   1983/84   1982/83   1981/82   1980/81

OCL = 60%   650,717   403,955   325,495   239,729    74,915    38,201    10,416
OCL = 75%   438,545   251,810   221,328   179,485    43,376    24,813     8,211
OCL = 90%   226,372    99,665   117,161   119,253    11,836    11,426     6,006

The net benefits are still positive, although smaller, ranging from $6,006 in 1980/81 to $226,372 in 1986/87 when it is
assumed that OCL is equal to 90 percent. The presentation of net benefits in this fashion is to satisfy the harshest,
though not necessarily most the logical, of critics. It assumes an OCL = 90 per cent which is clearly too high given the
chronic unemployment situation in the area. It also discounts completely the catalytic or training role that is provided in
order to generate leverage. It could also be argued that, in the absence of CIC, there would be no benefits to speak of
since CIC was responsible for stimulating all the activity reported. Therefore,  the entire net benefits shown in Table 3
should be attributable to the activities of CIC. CIC should then capture all the leveraged benefits.

23 CIC received a grant of $500,000 in 1980/81 and no further grants were given until 1984/85 when $220,000 was
given. $200,000 and $350,000 were granted in 1985/86 and 1986/87, respectively. Between 1980/81 and 1986/87 CIC
received a total of $1.29 million. In 1986/87 the remaining asset base was $805,675, comprising a loan portfolio of
$538,162 and reserves and assets of $267,513. The remaining $484,325 is accounted for by operating expenses.

24 The benefit/cost ratios in excess of unity, except for 1980/81, reflect the same information as the net benefit
calculations.

25 The net benefit calculations are actually understated when the analysis is carried out for Canada as a whole because
interest on funds leveraged should be omitted since this is a transfer within Canada.

26 "Evaluation of LEAD Programmes", CEIC, Ottawa, 1986.

27 See Appendix 4 on economies of scale in the banking system.

28 See Appendix 4 on economies of scale in the banking system.

29 Similar work was done by Bell and Murphy (1968) and by Benston (1965).

30 In Table 3, the service sector includes service/fishing and service/retail. Retail includes retail/service and retail
manufacturing. 

31 It is worth noting that firms manage to lever $2.97 for every $1 borrowed from CIC. This compares with $3.80 for
every $1 that CEIC found in its 1986 study, “Evaluation of the LEAD Program", based on a sample of 17 LEAD
corporations (including CIC).

32 The statistics in the tables do in fact conceal certain factors since they are aggregates across sectors. For example,
within each sector some firms have increased employment while others have decreased it. If one wishes to detect such
changes then more disaggregated data are required.
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REGIONAL DEVELOPMENT IN ATLANTIC CANADA:

An Overview and a Case Study of the Human Resources Development Association

Final Report

by Elizabeth J. Beale

ABSTRACT

In the post-war period, the persistence of disparities in income and employment between the Atlantic provinces
and the rest of Canada has prompted a wide range of initiatives designed to stimulate economic development in
the Atlantic region. Among the early federal initiatives designed to address the region’s problems were the Atlantic
Development Board (1962), which supported projects such as road building and the development of hydroelectric
power, and the Area Development Agency (1963), which provided a variety of incentives for industries to locate
in areas of high unemployment.

The establishment of the Department of Regional Expansion (DREE) in 1969 represented a more systematic
attempt to address the economic problems of the Atlantic region. Under DREE, assistance for infrastructure
projects was initially targeted at a number of growth centres which, it was believed, would prove to be catalysts
for economic development throughout the region. Meanwhile, direct assistance to industry was provided under
the Regional Development Incentives Act. However, DREE aroused much controversy during its 13-year history,
and, in 1982, it was terminated. Most of its program functions were absorbed into the new Department of
Regional Industrial Expansion (DRIE). But the new department’s focus on national economic development did
little to counter the general impression that the federal government was no longer interested in regional
development.

DRIE, in turn, has been superseded by the Atlantic Canada Opportunities Agency (ACOA), established in 1987
and designed to represent renewed federal commitment to the development of the Atlantic provinces. The agency
has its headquarters in Moncton and emphasizes decentralized decision-making. With a budget of $1.05 billion
for a period of six to seven years, ACOA is expected to play a key role in coordinating federal policy in the
Atlantic region. It has absorbed some existing programs and introduced some new ones of its own.

In addition to the well-known federal development initiatives described above, the region has seen a number of
development initiatives launched at the provincial and local level. As well, a number of community development
corporations and other self-help organizations have sprung up in recent years. These locally-based organizations
have come to play an increasingly important role in stimulating economic activity at the local level. (The activities
of one such community development corporation, the Human Resources Development Association of Halifax,
are described in more detail below.)
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It is not clear just how effective government regional policy has been at solving the economic problems of the
Atlantic region. But its continuing importance suggests the need for objective evaluation and research, particularly
with respect to new initiatives. In this connection, it is important to bear in mind that some macroeconomic
policies may have a greater impact on regional industrial activity than policies aimed specifically at the region. For
instance, expenditures on transfer programs such as Unemployment Insurance (UI) are far greater, typically, than
those on programs aimed at promoting development. In general, regional programs which increase productivity
appear to offer the best long-run potential for promoting development in the Atlantic provinces. More
problematic are policies and programs such as the targeting of federal government procurement at regional firms,
industrial subsidies, and short-term job creation schemes. As for the decentralization of regional programs, while
it certainly appears to be a worthwhile objective, it is important to recognize that formal decentralization is in and
of itself no guarantee of effective regional control.

Atlantic Canada’s continuing heavy dependence on transfer payments, such as Unemployment Insurance (UI),
has long been of concern both to regional policymakers and to community development practitioners. One
organization that has had some success in getting long-term social assistance recipients off the welfare rolls and
into paid employment is the Human Resource Development Association of Halifax (H.R.D.A.). Established in
1978 to create long-term employment options and a positive social and economic alternative to welfare, H.R.D.A.
initially targeted single parents, the disabled, and others with severe employment-related disadvantages. Its initial
source of funding was a block grant from the City of Halifax’s Social Assistance budget, cost-shared with the
provincial government. But while H.R.D.A. was launched largely through the efforts of the municipal Social
Planning Department, it was set up to operate independently from the municipal government. Overall
responsibility for the organization rested with a Board of Directors whose members had wide community and
business experience.

Initially H.R.D.A. focused strongly on the needs of its target group, emphasizing training and the placement of
mentally handicapped individuals in sheltered workshops. It also began to operate a number of businesses,
including a car rental franchise, two cleaning companies, and a company providing business services.

At the end of 1981, H.R.D.A. underwent a major financial crisis, which resulted both from the national economic
recession and from management problems. This experience was to lead to a significant shift in emphasis, which
started with the hiring, in 1982, of a new general manager with extensive small business experience. Since 1982,
H.R.D.A. has placed greater emphasis on profitability and financial control; it has also ceased to operate sheltered
workshops. As well, the progress of target group employees is now carefully monitored, in contrast to the
relatively lax standards of earlier years.

These changes have put H.R.D.A. into a stronger financial position. While it showed a loss of about $8,000 in
1982, in 1987 it posted a profit of more than $100,000. Employment at H.R.D.A. was also higher at the end of
1987 than it had been at the end of 1982. But target group employment, which had been about 75 per cent of total
H.R.D.A. employment during the first half of the 1982s, was little more than 50 per cent at the end of 1987. This
change has led some to charge that H.R.D.A. has become more interested in profits than in assisting the target
group. As well, some Halifax business people have complained that they are in unfair competition with subsidized
H.R.D.A. ventures. While the evidence suggests that H.R.D.A. is the kind of initiative which might well be
replicated elsewhere in Canada, it faces the problem of maintaining an extremely delicate balance between its
desire to make a profit and its desire to provide training and employment for target group members.
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CHAPTER 1

REGIONAL DEVELOPMENT IN ATLANTIC CANADA:
REVIEW AND ISSUES

Introduction

In the post-war period, the persistence of disparities in income and employment between the Atlantic provinces
and the rest of Canada has inspired a wide range of initiatives designed to stimulate the Atlantic region’s economic
development. Virtually since their inception, these regional development policies and programs have been the
focus of intense scrutiny. The debate has centred on the effectiveness of the various initiatives, the levels of
funding, the extent of program coverage, and the appropriate direction for new programs. The assessment of
regional development policies has also necessarily included a consideration of a wider set of issues, such as the
interaction---and sometimes the conflict---between national and regional policies, or between compensatory and
developmental policies.

This section reviews the trends in Atlantic regional development policy and explores some current issues which
are particularly important to the Atlantic provinces. Given recent developments in federal regional development
policy, this discussion may be especially timely. Following several years of frequent program changes which
indicated dissatisfaction with the results of earlier programs, the federal government established the Atlantic
Canada Opportunities Agency in 1987, with a full mandate for regional development activities in the Atlantic
region. The new agency will undoubtedly have to wrestle with many of the unresolved issues which have dogged
the steps of regional policy makers over the years, such as conflicting federal and provincial agendas and the
determination of the most appropriate use of scarce resources. However, preliminary evidence suggests that the
agency is open to new ideas and may be willing to try a more innovative approach to these old problems.

The discussion is divided into three parts. The first part provides some background on the nature and extent of
regional disparities in the Atlantic provinces. A second part reviews regional development programs, primarily
those federal programs which are targeted at the region or province, although other regional initiatives are also
considered. A final part focuses on some of the key issues which currently dominate the discussion of regional
development in the Atlantic region. This discussion is necessarily wide-ranging, intending less to provide the
reader with a definitive statement on regional topics than to illuminate some of the issues which are likely to be
of importance in years to come.

Regional Disparities

Unequal rates of growth across regions and sectors of the economy and the ensuing economic inequalities are,
of course, a  characteristic of economic growth in all market economies. Canada is no exception to this pattern.
During the 1970’s, western Canada boomed in response to oil price shocks, resulting in a dramatic increase in
income and employment. A similar pattern is currently being observed in central Canada, a response to different
economic stimuli.

Nonetheless, regional inequalities between the Atlantic provinces and the rest of Canada have remained
remarkably constant over the years. The level of disparity varies among the four eastern provinces, but overall,
the size of the gap is considerable in comparison to other regions of Canada. Moreover, compared to other
countries, Canada has one of the highest levels of regional imbalance.1
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Regional disparities have contributed to a steady flow of out-migration from the Atlantic provinces, although the
pattern has changed slightly in recent years. Prior to 1971, all four provinces lost population to other parts of
Canada at a faster rate than was the case for any other province except Saskatchewan. Since 1971, the flow has
been reversed in two provinces. Nova Scotia experienced stronger in-migration in the early 1980’s as the result
of a boom associated with oil and gas exploration, while P.E.I.’s positive rate of net migration reflects in part the
transfer of a major federal department to Charlottetown. However, the region as a whole has continued to
experience net out-migration; this is particularly the case for Newfoundland.2

The extent of the disparity becomes readily apparent when we look at some indicators of labour force activity.
Unemployment rates for the four provinces are typically well in excess of the national rate:  moreover, in the last
ten years, there has been little closing of the gap between national and provincial rates. The disparity is most
pronounced in Newfoundland, where annual unemployment rates have been on average double the Canadian rate
during this decade. Within each province, differences in the unemployment rate are also quite significant:
northern New Brunswick, northern Nova Scotia (notably Cape Breton), and the sections of Newfoundland and
Labrador outside of the Avalon Peninsula typically experience unemployment rates well above the corresponding
provincial average.

High unemployment rates in all four provinces are closely correlated with low participation rates, reflecting the
existence of significant “discouraged worker” effects. It is therefore often argued that unemployment rates,
particularly in rural areas, underrepresent the ‘true’ level of unemployment. However, participation rates in the
Atlantic provinces are also affected by other factors, such as high fertility rates, which result in lower female
participation rates, and a lower portion of the population in the prime working age group, where participation
rates tend to be highest.3

The region’s economic structure likewise plays a major role in explaining its persistently high rates of
unemployment. Regional employment patterns exhibit a high degree of seasonality, particularly in Newfoundland,
where a significant portion of employment occurs in the fishery and fish processing, and in Prince Edward Island,
where employment is relatively concentrated in seasonal industries such as agriculture, the fishery, food
processing, and tourism.4 The lower level of urbanization within the region also contributes, since labour markets
are unable to operate as efficiently as they would in more concentrated urban centres. High unemployment rates
can also be exacerbated by factors such as transfer payments and low income and education levels, which reduce
mobility by inhibiting either the desire or the ability to seek employment outside the region.

Regional employment patterns also show evidence of being quite cyclically sensitive: the disparity evident in
regional unemployment rates tends to be exacerbated by high levels of national unemployment, as was evident
in the period following the 1981 recession. Several factors may be responsible, such as the relative dominance of
cyclically sensitive industries, notably forestry and mining, and a greater concentration of employment in small
firms, which are less resilient to economic downturns than medium-sized enterprises.

Economic inequalities between the Atlantic provinces and Canada as a whole are also evident in various measures
of income such as personal income per capita. In 1984, personal income per capita for the four provinces ranged
between 67 per cent and 80 per cent of the Canadian average. Since the 1950’s, there has been a slight closing of
the income gap between the Atlantic region and Canada, largely due to increases in a variety of income transfers,
although the improvement has slowed somewhat since the 1970’s. However, personal income per capita in the
Atlantic provinces measured against the Canadian average has yet to meet the peak reached during World War
II, when many communities were important supply points for the European war effort.
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While the rate of growth of transfers has slowed somewhat in recent years, the continuing importance of transfers
in the Atlantic region should not be underestimated. In 1985, for example, personal transfers as a share of
personal income for the four Atlantic provinces ranged between 19 per cent in Nova Scotia and 30 per cent in
Newfoundland---well above the comparable rates in other provinces.5 Unemployment insurance benefits are now
the largest component of all personal income transfers across the region: in 1983, for example, this source
contributed 44.3 per cent of all income support payments in Newfoundland, compared with 28.9 per cent for all
of Canada.6

However, while the benefits of personal transfers to individuals and the region are considerable, these transfers
are not in themselves a solution to the region’s economic problems. The persistence of high budget deficits and
the federal government’s plan to reduce the deficit indicate that any further potential to redress economic
inequalities through the transfer system is limited. Furthermore, the negative consequences of dependence on
transfers, particularly U.I., are increasingly being recognized within the Atlantic region.

The region’s ability to generate wealth is more appropriately measured by market income. Market income per
capita in the four provinces as a percentage of the Canadian average in 1985 ranged between 55 per cent in
Newfoundland and 77 per cent in Nova Scotia. The disparity evident in these figures has remained virtually
constant since 1970.

Less than half of the gap in market income per capita between the Atlantic provinces and Canada as a whole
results from differences in labour force participation rates, the age structure, and the unemployment rate. The
balance of the disparity reflects lower levels of productivity as measured by output per worker.7

Two of the most important determinants of output and earnings per worker are the quality of the labour supply
and capital intensity. Differences in formal educational attainment levels are the most significant factor in
explaining variations in labour quality. In all the Atlantic provinces except Nova Scotia, the level of educational
attainment is below that of Canada as a whole.8 The situation in Newfoundland is most striking: in 1985,
30 per cent of the population were considered to be functionally illiterate (possessing less than a grade nine
education) compared to 19 per cent for the country as a whole. Moreover, a significantly smaller proportion of
Newfoundland’s population has completed university. Overall, the gap in educational levels between
Newfoundland and Canada did not change in the ten years prior to 1985.9

Productivity is also affected by the amount of capital utilized per worker. Numerous studies have pointed to the
enormous provincial variations in capital intensity, although this is not always correlated with output per worker.10

In Newfoundland, for example, where the capital stock per worker is high, wages are lower than the national
average. Nevertheless, it is estimated that these two factors, capital intensity and labour quality, between them
explain close to 70 per cent of the differences in output per worker observed between the Atlantic provinces and
Canada as a whole.11 Other relevant factors include the rate at which new technology is adopted, differences in
plant size, seasonality of industry, and degree of urbanization. Industrial structure plays relatively little role in
explaining productivity differences except in Prince Edward Island, where employment is more concentrated in
primary sectors such as agriculture and the fishery, and less so in manufacturing.12

Regional Development Programs

While the federal government had long been aware of the continuing economic problems of the Maritime
provinces,13 it was not until the 1960’s that specific regional development policies were first in evidence in the
region. Since then, regional development programming has undergone numerous metamorphoses, although the
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focus of federal efforts has remained primarily on developing the industrial base either by providing funding for
infrastructure projects or through offering a variety of incentives to firms.

Some early initiatives included the Atlantic Development Board (1962), which supported projects such as road
building and hydro electric power development, and the Area Development Agency (1963), which provided first
tax incentives and later cash grants to encourage the location of industry in areas of high unemployment.
However, it was not until the establishment of the Department of Regional Expansion (DREE) in 1969 that the
first concentrated effort was made to reduce regional disparities between the Atlantic region and the rest of the
country.

DREE provided a much more coordinated and comprehensive approach to regional development programming
than had ever been attempted previously. Assistance for infrastructure projects was targeted initially at a number
of “Special Areas”, growth centres which it was hoped would provide a catalyst for economic development
throughout the region. After 1973, the implementation of General Development Agreements (GDA’s) with the
provinces provided federal-provincial funding for a more diverse range of programs as well as allowing greater
provincial involvement through joint management committees. P.E.I. was the sole exception, having entered into
a unique fifteen-year development agreement with the federal government in 1969.

Direct assistance to industry was provided under the Regional Development Incentives Act (RDIA). Grants and
loan guarantees were available on a discretionary basis to manufacturing and processing industries in designated
areas of depressed economic activity in each province. The amount of the grant depended primarily on the
number of jobs created and the initial capital costs. After 1973, however, concerns about the lack of effectiveness
of these incentives14 led to the scaling back of RDIA: by 1978-79, it accounted for only 6.9 per cent of
departmental expenditures, compared with 28.6 per cent in 1971-72.15

During its thirteen-year history, DREE was frequently at the centre of controversy. There were complaints from
those in the Atlantic provinces that as DREE’s mandate had gradually expanded to include other regions of
Canada, the focus on the Atlantic region had been lost. Certainly the region’s share of departmental expenditures
declined over the years, although over the period, DREE expenditures in the Atlantic provinces totalled
$2.4 billion, or over 40 per cent of all departmental spending. Dissent also arose over DREE’s decentralization.
Opposition originated with certain politicians and bureaucrats who viewed this step, in tandem with the GDA’s,
as encouraging “province building” and were concerned with the ensuing loss of federal control over regional
development programs and expenditures.16

A combination of external and internal pressures led to DREE’s demise in 1982. The responsibility for policy and
coordination was given to the Ministry for State for Economic and Regional Development, while program
functions were absorbed, along with many programs of the former Department of Industry, Trade and
Commerce (ITC), into the new Department of Regional Industrial Expansion (DRIE).

While the spirit of the GDA’s was maintained through their successor, the Economic and Regional Development
Agreements, DRIE’S focus on national industrial development inevitably moved regional development concerns
to second place. This was most evident in the establishment (1983) of the Industrial and Regional Development
Program, which consolidated a number of programs previously available through ITC and DREE. Provincial
criteria for assistance were replaced by criteria which measured the level of disparity at the sub-provincial level:
thus firms in the least-developed parts of the wealthiest provinces could qualify for the highest levels of assistance,
while firms in the most-developed parts of poorer provinces might qualify only for the lowest levels of
assistance.17 This policy change did not, by and large, augur well for the Atlantic provinces. Two new programs
targeted at the Atlantic region were announced subsequent to this reorganization: the Atlantic Canada Enterprise
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Program (1986), which provided loan guarantees and interest buy-downs, and the Atlantic Opportunities Program
(1986), which attempted to increase the level of federal procurement in the Atlantic provinces. However, these
programs were fairly limited in scope and failed to counter the general impression that regional development was
no longer of paramount importance to the federal government.

The Atlantic Canada Opportunities Agency (ACOA) which was established in 1987, is the most recent
manifestation of federal regional development strategy. It is intended to represent a renewed commitment to
regional development in the Atlantic region. Local decision-making is seen as a key to this new venture’s success:
the agency is headquartered in Moncton, with offices around the region and in Ottawa. The agency, which is
advised by a private-sector Board, will play a pivotal role in coordinating all federal policy in the Atlantic region.
Total funding for its initial five-year term was originally set at $1.05 billion; however, owing to cutbacks in the
most recent budget, this money is to be allocated over a six-to-seven year period.18

ACOA has absorbed some existing programs and introduced some new initiatives. The ACOA Action Program
replaces the Atlantic Enterprise Program and the Industrial and Regional Development Program. This program
places relatively greater emphasis on the encouragement of new entrepreneurs and new product expansion. A
wider range of sectors qualifies for assistance, including some business and research services. It is of particular
note that non-profit organizations, including universities and local development associations, are also eligible for
funding. While the mechanisms are similar to those in previous programs (i.e., loan guarantees, grants for
modernization and research, etc.), the agency guarantees much more flexibility with regard to the types of support
offered than was the case under previous programs. Other programs are expected to be announced over the next
few months.

While federal initiatives such as the ones described above have dominated recent development activity in the
Atlantic provinces, there are numerous other regional or local initiatives which deserve mention.

Certain programs are targeted at a particularly disadvantaged region within a province. For a number of years,
federally funded agencies such as the Cape Breton Development Corporation and the Strait of Canso Industrial
Development Authority have provided a range of incentives to diversify and increase employment in the Cape
Breton economy. The need for a more comprehensive approach was recognized with the establishment of
Enterprise Cape Breton in 1985. The agency has placed a considerable emphasis on the coordination of federal
and provincial programs as well as a reliance on substantial local involvement.19

In its first two years of operation, Enterprise Cape Breton has made offers of assistance to 205 companies, for
a total commitment of $266 million. As of February 1988, Enterprise Cape Breton has joined with the Atlantic
Canada Opportunities Agency, although it continues to offer preferential rates of assistance under the ACOA
Action Program. Most of the ECB assistance goes to small and medium-sized firms.

Until last year, a federal Investment Tax Credit was also available to firms operating in Cape Breton. The tax
credit, which expired in July, 1988, offered a rate of 60 per cent. Between 1985 and 1988, some 238 projects were
certified for the tax credit, for a total commitment of $109 million.

Because these intiatives are still relatively new, their impact on the Cape Breton economy is yet to be determined.
As of March, 1988, projects with a total value of $266.1 million had been approved by ACOA for assistance in
Cape Breton, with a federal contribution of $152.1 million. However, it still is not clear how much direct
employment has resulted from these incentive programs. There are significant time lags between approvals of
assistance and the establishment of new enterprises. Of the funding commitment referred to above, less than
$28 million was spent in the first two fiscal years of the program.20
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The provinces have also undertaken a variety of economic development initiatives, although typically,
“governments in the Atlantic region have tended to be more concerned with simply attracting new employment
and income-creating activity than with its location in the province”.21 There are exceptions, however, such as the
Economic Development Commissions in New Brunswick. These operate primarily in the more depressed regions
of south-eastern and northern New Brunswick and provide facilities such as serviced land. Other initiatives with
a specific regional focus include local development associations, which are to be found in all provinces. Typically,
these operate primarily by means of volunteers, although they may attract funding for specific projects. Some are
affiliated with municipal governments.

Of increasing interest today is the role which community development corporations and other self-help groups
are playing in stimulating economic activity at the local level. The Atlantic provinces have had a long history of
such initiatives. Credit unions and housing, fishing, and consumer cooperatives grew rapidly during the 1930’s,
and many of these have continued to this day. Certain parts of the region have relied heavily on these initiatives,
namely the Acadian communities in the Maritimes and the rural regions of northern Nova Scotia and
Newfoundland.

A number of community development corporations have recently been established. While the focus, methods,
and organizational structure of these ventures can vary substantially, all aim to create local employment and
strengthen local communities. Two of the more successful community development corporations in Nova Scotia
have provided employment through the establishment of a number of small businesses. One, the Human
Resources Development Association in Halifax, is examined in the following section.  New Dawn Enterprises,
on the other hand, is targeted at industrial Cape Breton. Its operations include property management and
development and a range of services and assistance to new business. Both these community development
corporations have substantially reduced their reliance on government funding as their operations have grown.

The Issues

In this last part, some of the issues which characterize the current discussion of regional development topics in
the Atlantic region are explored. Some pertain more to a particular program direction, while others are linked to
an overall framework for regional development policy.

The Effectiveness of Regional Development Policy

One of the most contentious issues in the field of regional development policy is how effective previous policies
have been in improving the economy of Atlantic Canada. Early policy statements from DREE, for example,
clearly stated an objective of improving per capita labour income and increasing employment. However, as the
discussion on disparities has shown, there has been little evidence of any improvement in the level of economic
inequality between the Atlantic region and the rest of the country, except insofar as increases in transfer payments
have helped to lower the gap in per capita incomes. Furthermore, research studies which have focused on the
impact of incentives to industry on employment or output have shown rather inconclusive results.22

The lack of consensus on the effectiveness of various initiatives has been a key factor in the frequent program
changes and challenges to funding that have characterized Canadian regional development policy. Policy makers
at all levels have struggled to design new policies or adjust old ones, often with little clear idea of the effect of
their actions. Undisciplined experimentation has been the rule rather than the exception in many regional
programs.
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Certainly, the issue of the effectiveness of regional policy is unlikely to be resolved in the short run. However, its
continuing importance suggests a heightened need for objective evaluation and research, particularly with respect
to new initiatives.

The Role of Macro Policy in Affecting Regional Output

Macroeconomic policies, i.e., those using national economic controls related to fiscal and monetary policy, have
a variable impact on economic activity across regions. But certainly some macro policies may have a greater
impact on industrial activity at the regional level than any specific regional initiative.  The Canada-U.S. Free Trade
Agreement, for example, is likely to have widespread effects across industrial sectors in the Atlantic provinces,
with adjustments occurring over an extended period of time. It is difficult to envisage any regional development
initiative which could match the FTA in either scope or magnitude.

The macro policy environment in 1989 is not a particularly supportive one from a regional perspective. As macro
policy in the 1980’s has sought to control inflation and moved away from a more interventionist approach related
to job creation, unemployment rates in western as well as eastern Canada have remained high despite strong
employment gains at the national level. In this environment, it is unrealistic to expect programs at the regional
level, which are limited in size, to fully counter the negative effects of national policies.

A positive development in the recent period has been an increased awareness of the interaction between policies
at various levels and the need to coordinate regional policy with the initiatives of various departments. The
mandate of the Atlantic Canada Opportunities Agency, for example, provides for the coordination of all federal
activities related to economic growth in the Atlantic region. Although such coordination cannot always resolve
the conflict which is bound to emerge between regional and national goals, it does ensure that the impact of their
interaction is better understood.

The Interaction between Regional Development
and Regional Compensatory Policies

The interaction of regional development and regional compensation schemes has come under great scrutiny in
the current period. The chief focus of concern has been the Unemployment Insurance Program, which among
other things provides extended benefits to the unemployed in regions where unemployment rates exceed the
national average.

The distortionary effect which the Unemployment Insurance Program has on the region’s labour markets and
local economy was highlighted in the 1986 Report of the Royal Commission on Employment and Unemployment
in Newfoundland.23 As the report noted, the ‘ten week’ syndrome is increasingly dominating labour force activity
in non-urban Newfoundland. The work patterns of fishermen and others are geared towards obtaining the ten
weeks of employment or ‘stamps’ required to qualify for unemployment insurance benefits. Beyond that, there
is little incentive to undertake further employment which could reduce U.I. benefits. This has a deleterious effect
on traditional patterns of employment, in which an individual typically undertakes a variety of seasonal
occupations over the year. It also frustrates efforts geared at local development and job creation, since employers
in many seasonal operations are unable to attract labour despite high local unemployment.

Regional development programs thus can end up trying to work against the effects of U.I. and other
compensatory programs. The regional policy maker’s task is made even more difficult by the sheer magnitude of
the expenditures on transfers: regional development expenditures typically represent only a small fraction of
expenditures under compensatory programs.
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Removal of some of the more distortionary aspects of the Unemployment Insurance program could certainly
provide benefits to the economy of Atlantic region, particularly if program reform were coupled with other
initiatives designed to provide income security. The Newfoundland Royal Commission Report suggests a number
of alternatives for a guaranteed annual income which would encourage the work ethic and labour force
participation as well as providing assistance to those in need. Such changes would allow the U.I. program to return
to its previous role of providing short-term income for transitional purposes.

Setting the Appropriate Direction for Regional Policy

Over the long run, the goal of regional development policy must be to strengthen the local economy and reduce
unemployment rates. The issue is what is the appropriate course for regional development policies to pursue in
order to achieve this goal. Governments have had to choose between employment creation or maintenance and
productivity improvements, and between enhancing (or maintaining) the status quo and encouraging adjustment.
Previous programs have tried to strike a balance between these alternatives, depending upon the pressures from
within and outside the region.

While job creation may be essential in areas of high unemployment as a short-run policy, it is increasingly
debatable whether it should be a primary focus for longer-term regional development policy.24 Previous efforts
to maintain employment in threatened industries through subsidies or other means have proved largely futile: as
soon as the subsidy has been withdrawn, the jobs have disappeared. Furthermore, the scope to pursue such
policies is likely to be increasingly curtailed through trade agreements at the bilateral as well as the multilateral
level. Indeed, certain federal programs which subsidize activity on a regional basis have already been subject to
countervail application and action by the U.S., affecting industries important to the region such as the fishery.

Changing technologies and the removal of many protectionist measures internationally have resulted in a much
more open and competitive economy. A more dynamic economy in the Atlantic region over the long run requires
that industry be in a position to adjust continually to trends in the international economy. Thus, regional
development programs which increase productivity appear to offer the best long-run potential for growth and
employment.

Decentralization

The policy of decentralization of regional programs and the provision of greater regional decision-making, which
started with DREE during the mid 1970’s, has become even more firmly established in the Atlantic Canada
Opportunities Agency. The primary rationale for decentralization is to ensure that regional development programs
are more receptive to regional input and requirements---a worthwhile objective. However, one drawback may be
that decisions made locally are more likely to be subject to “local political pork barrelling or featherbedding of
inefficient industry”25---problems more easily avoided if decisions can be made in an atmosphere less affected by
local pressures.

A greater problem may be that by focusing on local economic priorities, policy-makers may tend to become too
introspective, thus ignoring some of the wider issues which can affect the region’s economy. A regional agency
may have neither the resources nor the contacts necessary to keep itself fully informed of trends and policy
developments in the national and international economy. Furthermore, the establishment of separate regional
development agencies across the country may result in poor coordination of efforts among these agencies and
loss of control at the federal level. By the same token, formal decentralization is in and of itself no guarantee of
effective regional control. It would be perfectly possible for government, while professing itself to be in favour
of decentralization, to continue to pursue top-down strategies. In the case of ACOA and the other new regional
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agencies, it must remain to be seen whether government’s professed devotion to decentralized decision-making
is matched by its actions over time.

A question of perhaps much greater ultimate importance than the appropriateness of centralization vs.
decentralization in federal regional development is the broader one of precisely what role government should be
playing in regional development policy as we enter the 1990’s. As was noted earlier, budget constraints, an
increasingly competitive international economy, and the ever-present threat of countervail action from the U.S.
will make it increasingly difficult for governments to rely on traditional policy instruments such as subsidies,
location incentives, and protective tariffs in the years ahead. While few would suggest that government can (or
should) withdraw from the field of regional development altogether, the new economic rules suggest that
government will probably have to operate in quite a different fashion that it has been used to in the past. It
remains for policy-makers at the various levels of government to decide just what government’s new role should
be, and what kinds of policies are best suited to that new role.

Procurement Policies

Some questions must also be raised about the use of federal government purchasing policy as a regional
development mechanism. On the surface, the targeting of federal government procurement at regional firms
might appear to be of potential benefit to the region, by acting as a catalyst to allow firms to expand product lines
or improve economies of scale.

However, as has been the case with other preference policies, this program is more likely to reinforce
anti-competitive trends. Governments will pay more for goods and services and local producers may see an
opportunity to add on further to the price of a tender. In the long run, such a policy is apt to be of little benefit
to the region. While there may be some employment gains in the region (at the expense of employment
elsewhere), the cost of achieving those gains is considerable. Regional companies may be encouraged to invest
in a level of production which can be sustained only through continued government purchasing; such a program
thus leaves producers more dependent and less competitive than before. As well, the program runs counter to
other federal efforts to produce a less fragmented economy through a reduction in preference policies.

An Expanded Role for Community Development Corporations

Community development corporations and other community-based ventures play an important role in the
economic life of many communities in the Atlantic provinces. CDCs have undertaken many types of activities
which the private sector has been unwilling to pursue: in so doing, they have provided many of the intangible
benefits associated with self-help activity, such as an increased sense of self-worth and potential, in addition to
tangible benefits such as job training and employment. The inclusion of community development corporations
and other non-profit groups in the list of eligible sectors for the ACOA Action Program indicates a heightened
awareness of the potential of these organizations to contribute to the region’s economic development.

The question of whether CDCs are in a position to expand and offer wider regional benefits deserves close
evaluation. To date, most of the activities undertaken by CDCs in the Atlantic provinces have been rather limited
in scope. The employment created through small business started by CDCs has tended to be low wage, as the
following section shows. And some CDCs have remained heavily dependent on government funding. Most
important, it is not clear that a shortage of capital is the primary problem which limits the growth of CDCs.
Evaluations of CDCs have typically pointed to many other problem areas, such as a lack of management expertise,
and confusion over whether the CDC’s primary function is to make a profit or provide a variety of social benefits.
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Targeting regional development assistance at the non-profit sector may result in many innovative initiatives, but
at the same time, a close evaluation of the costs and benefits is essential.

Conclusion

This chapter has highlighted some of the fundamental issues related to regional development in the Atlantic
provinces. Of course, this is not an exclusive list: there are many other topics which could be included. These
particular issues have been selected because they illustrate the need for regional development policy to be
outward-looking and innovative and responsive to change.

Changes in the global economy, pressures to remove trade irritants and concerns about the size of government
deficits are forcing a continuing re-evaluation of regional policy, and in particular, of the appropriate role of
government in formulating and implementing such policy. The provision of long-run subsidies to regional
industries is increasingly difficult to justify; consequently regional development programs are now putting a greater
emphasis on small business, as well as other initiatives at the local level.

Smaller-scale development projects initiated and controlled at the local level may offer many advantages over
previous regional development initiatives. However, their potential to make a significant contribution to the
economic growth of the Atlantic provinces is still rather unclear. The Canadian experience suggests that a cautious
and comprehensive approach to regional development programming is essential and that new initiatives must be
subject to extensive evaluation and analysis.
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CHAPTER 2

A CASE STUDY OF THE HUMAN RESOURCES DEVELOPMENT
ASSOCIATION, HALIFAX, NOVA SCOTIA

Introduction

The Human Resources Development Association (H.R.D.A.) of Halifax was established in 1978 to provide long-
term employment and training opportunities for those receiving social transfer payments, notably municipal social
assistance. Specifically, H.R.D.A. has sought to achieve this objective through the establishment of business
enterprises which offer a supportive environment where individuals can make the difficult transition between
reliance on social assistance and employment and independence. Pre-employment training is now also offered
through a separate training division.

Throughout its 11-year history, the organization has expanded and developed many new ventures. H.R.D.A.
Enterprises now operates six businesses with a total employment of 87. The organization has substantially
reduced its dependence on government assistance to subsidize its business ventures. A greater emphasis is now
placed on operating profitable enterprises. However, despite the changes, H.R.D.A. has kept its commitment to
helping those with special needs obtain employment.

There are a number of community development endeavours in Canada which provide employment and training
alternatives. In Nova Scotia, for example, New Dawn Enterprises Ltd. has initiated many small businesses in the
Sydney area while indirectly supporting the establishment of other ventures through the provision of training and
other support.26 However, H.R.D.A.’s creative use of social assistance monies to provide long-term employment
for those who would otherwise be on welfare renders the organization unique within Canada. Its innovative
programs and emphasis on tight management and financial control have aroused the interest of many across
North America who are looking for alternatives to mushrooming welfare caseloads.

The purpose of this case study is to evaluate how effective H.R.D.A. has been in meeting its own objectives as
well as to determine what lessons can be learned from its experience. A profile of the organization, financial
analysis, and an outline of employment patterns set the stage for an assessment of the organization’s impact on
its target population. This evaluation also investigates some of the constraints under which H.R.D.A. operates
and some of the problem areas which have emerged in recent years. The study focuses primarily on the activities
of H.R.D.A. Enterprises, the company which manages the operations of each of the business ventures. 

The Development of H.R.D.A.

In 1977, a group of concerned citizens, including several from the Social Planning Department of the City of
Halifax, established a committee to discuss employment and training options for those receiving social assistance.
The municipal social assistance caseload at this point totalled almost 900 persons, of whom 29 per cent were
single parents, 43 per cent physically or mentally disabled, and 19 per cent classified as able-bodied unemployed
or had earnings so low that they qualified for topping-up assistance.

Social workers and others on this committee knew that many of those on social assistance would like to work but
faced barriers to entering the labour force such as the lack of affordable child care or basic job skills. During the
1970’s, federal programs such as Opportunities for Youth and Local Initiatives Program had funded many
initiatives targeted at single parents, blacks, and others in Halifax with employment-related disadvantages. These
programs, however, had tended to last only as long as the funding. This committee wanted to try something
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different, focusing on helping those on the fringe enter the economic mainstream by providing long-term
employment in commercially viable businesses.

The efforts of this committee led to the formation of the Human Resources Development Association in 1978.
Its objective was to “create long-term employment options ...(and) a positive social and economic alternative to
welfare”27  Targeted at social assistance recipients, the goal was to provide long-term employment and training
opportunities with wages equivalent to social assistance benefits plus a small incentive.

Although the main impetus for the establishment of H.R.D.A. came from those within Halifax’s Social Planning
Department, the association was set up to operate independent of the operations of municipal government. The
association was designed to function as a non-profit holding company for a variety of initiatives such as
cooperatives, small businesses, and sheltered workshops. While day-to-day operations would be carried on by a
small management group, the overall responsibility for H.R.D.A. rested with the Board of Directors, whose
members possessed widespread community and business experience.

The primary source of funding was initially a block grant of $200,000 per year over a three-year period from the
Social Assistance Budget of the City of Halifax. This was cost-shared with the provincial government. A condition
of this funding was that it be used in part to enable 16 people to receive pay for work in lieu of social assistance.
A demonstration grant of approximately $90,000 per year for three years was provided by the federal Department
of Health and Welfare. H.R.D.A. was evaluated on three separate occasions by independent consultants as
required under the funding agreement with Health and Welfare.28

While it was recognized that government assistance would be essential for start-up activities at H.R.D.A. as well
as for a continuing subsidy for hiring employees from the target group, the intent was to gradually reduce the
reliance on government grants and allow profitable operations to subsidize other activities. Given H.R.D.A.’s
limited financial resources, an important criterion for choosing a business was the speed with which it could be
expected to break even.

At this stage, Board members met frequently to brainstorm new ideas for business ventures. During the start-up
phase, approximately 70 business opportunities were investigated in both manufacturing and the services. Some
businesses were quickly identified as unsuitable; however, others received much more thorough analysis. For
instance, Board members often visited potential businesses in the local area. Other members studied a bakery and
a textile project.

While good business management and financial accountability were considered critical to the organization’s
success,29 the initial focus of concern was on the needs of the target group. H.R.D.A.’s first general manager, who
had previously been employed with the Social Planning Department as a social worker, was sympathetic to those
with employment problems. In general, management had extensive experience in working with the target group,
but knew less about small business.

By April 1979, a total of 24 persons, including 17 from the target group, were employed at H.R.D.A. The majority
of the target group were hired in two projects. In one, ten single parents received training followed by a twelve-
month placement in a community service agency, while in a sheltered workshop, five mentally handicapped
employees assisted with repairs and service to small and large appliances. Two other small businesses, a window
cleaning firm and a janitorial service, each hired one target group employee.

During the following year, H.R.D.A. began to expand. A building was bought to house the administrative offices,
and a commercial property division based on management of this property was established. A printing business
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was acquired and a bookkeeping service started with the assistance of the federal Local Employment Assistance
Program (LEAP). By May 1980, employment at H.R.D.A. had reached almost 40 persons.

While there were many reasons to feel that H.R.D.A. had been quite successful in its first year and a half of
operation, there were also frustrations. Numerous difficulties arose in the identification of suitable new
businesses. Many opportunities presented themselves, but few could meet all of H.R.D.A.’s requirements. As a
result, management frequently felt overwhelmed by “the time-consuming, often frustrating task of identifying
then analyzing 25 to 30 business opportunities before finding one that met the constraints of the social
prerequisites of the organization, the limited capital investment, the available manpower and the commercial
return on investment”.30

In addition, those businesses which were chosen as H.R.D.A. projects frequently took longer to get off the
ground than initially anticipated. This often left H.R.D.A. in the difficult position of having to decide whether
to put greater emphasis on job creation for the target group or on operating a more profitable business.
Unfortunately the two goals often seemed in conflict.31 The manager at Kingfisher Business Services, for example,
spent most of her time training target group employees and had little opportunity to develop clients:  as a result,
this business had continued revenue problems throughout its existence.

The problems at Kingfisher precipitated serious concerns over H.R.D.A.’s longer-term viability. While an original
objective had been for projects to generate a cash return after direct expenses of between $75,000 and $100,000
by March, 1981, it was now apparent that this expectation was unrealistic for an operation described as a
“marginal, labour-intensive, low capital investment, service sector type of project”.32 While current funding was
sufficient to ensure its present operation, the organization’s future at the end of the initial three-year funding
period was by no means secure. The Board of Directors felt that H.R.D.A. could be subjected to criticism by
current funding bodies both for failing to create adequate employment opportunities for the target group as well
as for its slow progress in reducing its dependence on government and becoming more financially self-sufficient.33

During the remaining months of 1980 and 1981, H.R.D.A. renewed its efforts to increase target group
employment. Intense efforts were also made to generate business activity with a higher and more rapid rate of
return. Both the Commercial Cleaning Project and Sure Shine Window Cleaners were able to develop some
lucrative, longer-term commercial contracts:  Commercial Cleaning used its contacts with local government to
obtain regular cleaning contracts for a city-run senior’s home, while Sure Shine Window Cleaners were successful
low bidders on at least one major private sector contract. However, the pressure of the more demanding work
was often difficult for target group employees to handle, leading to a high turnover of target staff and increased
supervision costs.34 The Property Management Project expanded through acquiring a sizeable contract to service
a community centre owned by the city; however, Kingfisher Business Services was eventually dissolved because
of the limited demand for its services and the resignation of the project manager.

During this period, H.R.D.A. undertook its largest investment to date with the establishment of Classic Clunkers,
the operating company for Rent-a-Wreck, a used-car rental franchise. The primary purpose of Classic Clunkers
was to generate income which could be used to support other H.R.D.A. businesses, although target group
employees were hired wherever possible. But while the business generated an acceptable rate of return, Classic
Clunkers proved to be a difficult project for H.R.D.A. to manage. H.R.D.A’s lack of experience in running a
complex business of this type, coupled with the financial requirements of this size of the operation, created
ongoing demands on H.R.D.A.’s management and Board of Directors, often dwarfing the time spent on other
projects.
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With a solid increase in target group employment (34 persons by the end of 1981) and growth in business activity,
H.R.D.A. was able to renew its municipal-provincial block funding and obtain a one-year extension on the
demonstration grant funding from Health and Welfare. However, several factors combined to cause a financial
crisis at the end of 1981. The widespread economic recession restricted the revenue growth for many of the
businesses and caused problems for many of the business managers, some of whom were from the target group,
and themselves had limited business or management experience. The poor economy also limited the employment
options of target group employees ready to move on, making it difficult for H.R.D.A. to encourage turnover.

In addition, a new general manager hired in 1981 proved to be ineffective at controlling the various projects and
failed to provide members of the Executive Committee with full information on H.R.D.A’s financial status.
Although he eventually resigned, these factors resulted in an unexpected short-term cash shortage and the bank’s
refusal to provide a loan to expand Rent-a-Wreck.35

H.R.D.A. survived this difficult period in large part because of the assistance of its Executive Committee. Most
of its members had been involved with H.R.D.A. since the beginning and were well acquainted with the
organization’s day-to-day operations and requirements. They stepped in to provide the necessary guidance and
continuity in the interim period.

In many ways, recovery from this crisis marked the start of a new era at H.R.D.A. The appointment in 1982 of
a general manager with extensive experience in operating small business led to a greater emphasis on profitability
and financial control. Since that point, management has taken a more aggressive role in deciding which businesses
should be created, expanded, or closed down. For instance, H.R.D.A. no longer operates sheltered workshops
such as the Domestic Appliance Repair Shop. And in contrast to the early years, when standards were relatively
lax, the progress of target group employees is now carefully monitored.36 Formal performance evaluations are
carried out after the initial three months and after one year. Those who are unable within the first few months
to make reasonable progress in developing the required job skills are moved to another division or discharged.

While the changes at H.R.D.A. have been essential to its survival, they have not passed without criticism. Some have
charged that H.R.D.A. now hires only the cream of the target group and is interested more in company profits than the
special needs of the target group. Others, primarily those in the business community who are in direct competition with
H.R.D.A. companies, have complained that they face unfair competition from a subsidized H.R.D.A. venture.37 These
criticisms epitomize the continual struggle which H.R.D.A. faces; to maintain a balance between the dual goals of making
a profit and providing viable training and employment for the target group.

A Current Profile of H.R.D.A.

At the time of writing (early in 1989), the Human Resources Development Association continues to act as a
non-profit holding company which provides on-going support for a wide range of employment and training
initiatives directed at those on social assistance. Although the basic structure has remained intact, H.R.D.A’s
revenues have increased dramatically in recent years and the scope of its activities has broadened.

H.R.D.A. now encompasses three functions. H.R.D.A. Enterprises, a registered Nova Scotia company, acts as
the vehicle for development and operations of the business ventures, all of which are wholly-owned subsidiaries.
The shares in H.R.D.A. Enterprises are fully owned by the Human Resources Development Association. A
separate training division provides both life skills and job specific training. A recent addition is the Gottingen St.
Development, a community development project for an inner-city area in Halifax. Each of these divisions is run
by a separate manager who reports directly to the Board of Directors. (See Appendix 1: Organization Chart.)
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H.R.D.A Enterprises

Since 1982, the demand for improvements in the bottom line of H.R.D.A. Enterprises has resulted in the sale
of two of its larger business ventures. In both cases, the businesses were sold to former employees. Reliable
Leasing, formerly known as Classic Clunkers, had operated the Rent-a Wreck car rental franchise since 1980.
Between 1982 and 1984, Reliable Leasing’s sales exceeded those of any other business. However, despite strong
growth in income between 1981 and 1982, and a profit of almost $60,000 in 1983 (see Table 2.1), the decision
was made to sell the franchise and the assets of the business in 1984.

Table 2-1

Financial Statement Reliable Leasing - Classic Clunkers

1980 1981 1982 1983 1984

Revenue 51,978 286,632 450,108 485,896 461,999

Expenditure 66,950 347,227 470,345 426,648 424,832
  of which wages and benefits 29,970 91,022 103,810 96,120 92,849

Net Income (14,972) (60,595) (20,327) 59,248 37,167

Grants and Recoveries 4,332
Labour Subsidies
Fee for Service

Net Income after Grants (10,640) (60,595) (20,237) 59,248 37,167

Source  Income Statements for Reliable Leasing - Classic Clunkers.

A number of reasons led to its disposal. Reliable Leasing had continual management problems related to control
of expenditures, finding suitable staff, and theft. Despite replacement of the project manager, the business
continued to place heavy demands on the administration group and the Executive Committee, both in terms of
the time required to manage the project and in acquiring the bank financing for day-to-day operations as well as
expansion. For example, since the project manager was preoccupied with operational concerns related to the
location of and mechanical condition of the cars, it fell to the general manager to reconcile the cash and other
receipts on a daily basis. The general manager and the Executive Committee finally concluded that Reliable
Leasing neither generated enough income nor provided enough target group employment to justify the demands
it placed on the limited resources of H.R.D.A. Enterprises. However, H.R.D.A. Enterprises did realize a small
profit of $65,000 on the sale of shares of the business.38

A different set of factors resulted in the sale of Domestic Appliance Repair Centre. Domestic Appliance had been
one of H.R.D.A.’s original projects and was one of its better projects from the point of view of target group
training and employment. While it ceased operating as a sheltered workshop for the mentally handicapped in
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1981, it provided on average eight full-time positions for others from the target group until 1986. But despite its
success in providing employment for the target group, Domestic Appliance faced numerous problems. While its
revenues peaked at over a quarter of a million dollars in 1985 (see Table 2-2), its costs were difficult to control.
Competition from similar businesses made it difficult to acquire either service contracts or the used appliances
required for repair and resale. The non-target staff, including the project manager and technician, struggled to
provide training to a large number of target group employees as well as develop the business, but juggling the dual
functions was often difficult. Replacing the project manager did result in improved sales in 1985, although costs
increased by a proportional amount. After running Domestic Appliance at a loss for eight years, the general
manager recommended that it be sold. While this move was approved by the Executive Committee, there were
several Board Members who expressed regret at the decision.39

Table 2-2

Financial Statement

Domestic Appliance Repair

1984 1985 1986 1987

Revenue 200,676 256,697 216,076 117,768

Expenditures 279,918 338,516 326,250 188,477
of which wages
and benefits 141,045 153,874 141,377 72,639

Net Income (79,242) (81,819) (110,174) (70,709)

Grants and Recoveries 15,921
Labour Subsidies 13,771 12,151 781
Fee for Service 28,110 17,315

Net Income after Grants (63,321) (68,048) (69,913) (52,613)

Source  Income Statements for Domestic Appliance Repair.

Of the six businesses currently in operation (as of early 1989, these are now known as operating divisions), three
have been in existence for at least six years. Sure Shine Cleaners, formerly Sure Shine Window Cleaners,
undertakes janitorial work and window cleaning as well as supplying casual labour to a variety of businesses and
institutions around Halifax. It is H.R.D.A.’s longest-running business. Sure Shine has grown steadily since 1981,
when it had just three employees, to an average monthly employment in 1987 of 35 persons, including 16 from
the target group. With annual sales of $444,060 in 1987 (see Table 2-3), this business operated profitably in 1986
and 1987.

In the early years, Sure Shine pursued both residential and commercial clients. Now, all of Sure Shine’s business
is with commercial and government clients, including the Armed Forces. Because of a fluctuating work load from
month to month, many of the employment opportunities are short-term or part-time. This makes employment
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at Sure Shine less attractive to those on social assistance, since they lose any additional income above $100 on a
dollar-for-dollar basis. However, because of the large number of target group employees who pass through Sure
Shine, H.R.D.A. feels that it works well as an assessment program, with better employees often being transferred
to another division.

Table 2-3

Financial Statement

Sure Shine Cleaners

1984 1985 1986 1987

Revenue 165,275 117,165 477,548 444,060

Expenditures 192,179 135,298 448,119 441,448
 of which wages
and benefits 151,079 93,733 380,077 374,762

Net Income (26,904) (18,133) 29,429 2,612

Grants and Recoveries
Labour Subsidies 10,845 788 4,828
Fee for Service 80,349 65,731

Net Income after Grants (16,059) (17,345) 114,606 8,343

Source  Income Statements for Sure Shine Cleaners.

Nova Sewing Contractors provides industrial sewing on contract to numerous businesses. Nova started in 1982
with assistance from the federal Local Employment Assistance Program. Originally it produced fashion clothing,
but it has turned increasingly to non-fashion items because of the difficulty in marketing a fashion line. Strictly
speaking, most of Nova’s employees are not from the target group, but are nevertheless considered disadvantaged
as they are recent immigrants and refugees with limited English language skills. Productivity has dramatically
improved in recent months since the introduction of a piece work bonus scheme. However, despite the pressures
to produce, Nova offers a sympathetic work environment with flexible hours and a kitchen where employees can
cook a full mid-day meal.*

Sales for 1987 were $257,408, and the division made a profit in both the last two years. The largest contract in
the recent period has been the production of parachutes for buoys on subcontract for the Department of
National Defence. Nova was encouraged to undertake this type of production by the principal contractor, who
was unable to find a local source of supply. Its experience in this area in now leading to other contracts.
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The Property Division provides building maintenance and management for a number of government buildings
including a courthouse and two community centres. It also maintains H.R.D.A. property, including the
administration building. The Property Division is often viewed as one of H.R.D.A’s most successful projects. It
operates consistently at a profit, offers stable full-time employment for an average of 14 persons from the target
group, and places relatively few demands on the administration. The project has kept its original manager, who
was himself from the target group. In the opinion of the general manager, H.R.D.A would like to significantly
expand this business; the difficulty is in identifying new opportunities.40

In looking for new businesses, H.R.D.A. has attempted to learn from past mistakes. It avoids businesses where large
amounts of cash are handled, in part because of the difficulty in controlling theft. Wherever possible, H.R.D.A. tries to
develop new businesses in areas where it can draw on previous experience. For example, Master Knitters, a new machine-
knitting enterprise, was chosen for development in part because of H.R.D.A.’s experience with a textiles at Nova Sewing
Contractors. Management has also placed increased emphasis on either acquiring operations with a proven success rate or
starting a business where the demand for the product is already established. As well, H.R.D.A. now tries to hire managers
with experience directly related to the operation in question.

One of H.R.D.A’s most successful new businesses is Skyline Industrial Painters, acquired in 1985. It handles industrial
painting contracts, specializing in coating and painting structural steel. Its current manager was the original owner of the
business. It was hoped that Skyline would provide income to support other activities, and it has certainly lived up to
expectations in that regard. After less than three full years of operation, Skyline has been the biggest revenue generator for
H.R.D.A. Enterprises, with 1987 sales of $1,315,072 and a profit of $160,390 (see Table 2-4). While the majority of
employees are not from the target group, Skyline did employ on average eight target group, employees during 1987.
However, H.R.D.A. is careful in placing target group employees in this business. For some contracts, such as those to paint
submarines, a certain amount of skill is required and the work can be quite dangerous:  the pressures of this type of work
are often beyond the capabilities of those in the target group.

Two new businesses have started in 1988. Chem-Dry Carpet Cleaning, a franchise operation currently has three
employees, including two from the target group and cleans carpets for both commercial and residential clients.
Master Knitters, a machine-knitting enterprise, has nine employees and produces knitted garments. Most of the
garments are made under contract to three local designers; however, the firm is currently investigating the
feasibility of producing its own label.
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Table 2-4

Financial Statement

Skyline Industrial Painters

1985 1986 1987

Revenue 123,352 667,839 1,315,072

Expenditures 132,979 646,517 1,158,538
  of which wages and benefits 57,250 331,541 636,313

Net Income (9,627) 21,322 156,534

Grants and Recoveries
Labour Subsidies
Fee for Service 5,641 3,856

Net Income after Grants (9,627) 26,963 160,390

Source  Income Statements for Skyline Industrial Painters.

H.R.D.A. Training

For many on social assistance, the training and employment opportunities provided by H.R.D.A. Enterprises are
beyond their reach. Their needs are much more basic, with assistance in developing the necessary life skills
required as a first step along the road to self-sufficiency and independence. In recognizing this, H.R.D.A. has
directed increased attention to the requirements of the target group for pre-employment training through
establishment of a separate training division. A range of programs designed to give individuals the basic skills
required to enter the labour force is now offered.

OPTIONS

OPTIONS is a work activity program which provides an integrated training package of educational upgrading,
life skills, specific skill development, and individual on-the-job placement. OPTIONS is currently entering its
third year of operations. The program has been developed in-house and receives the bulk of its funds from the
Canada Assistance Plan as a work activity program. The city of Halifax provides two staff positions and some
operational assistance. There are currently ten staff members.

The OPTIONS program is open to individuals (primarily from Halifax) who are currently on social assistance
or have had a history of problems which limit their participation in the labour force. Candidates for the
OPTIONS program must be at least 18 years of age and are accepted only through referral from the Employment
Support Centre. Individuals are paid a small training allowance as participants.
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A group of OPTIONS participants may typically include single parents, early school leavers, victims of abuse,
those with poor work habits or social skills, and those who have been involved with prostitution or drug abuse.

The program is 30 weeks in duration and is held in three phases. During phase 1 and 2, individuals must
participate in classes in upgrading, life skills, and an activity such as cooking, woodworking, or janitorial or clerical
work. Many individuals are encouraged to pursue their General Education Diploma and write the exams while
they are in the program. Others are referred to individual literacy assistance programs. The final ten-week phase
is a job placement which may be either with a private employer or a social service agency. Individual counselling
is available throughout the program.

Getting individuals to take the next step after graduation is seen as the most important part of the program and
job search or other placement assistance is provided for graduates. Follow-up is carried out at intervals of three,
six, and twelve months.

Approximately 120 individuals, both male and female, are accepted for the program each year, with entry-level
classes staggered throughout the year. In its first two years of operation, approximately 55 per cent have
graduated, and of this group, 75 per cent have moved on to employment or further training.

For many individuals, OPTIONS is a unique opportunity to learn the basic skills required to find and maintain
employment within a structured yet sympathetic environment. Participants are treated as employees and emphasis
is placed on taking responsibility for one’s own actions. Rules are consistently applied. Those who are unable to
accept the discipline of the program are quick to drop out.

Dining Room Service Program

Specific training for waitressing, bartending, and other food service jobs is provided through the Dining Room
Service Program. The program runs over 24 weeks, with the first 14 weeks’ training occurring at a dining hall of
one of the Halifax universities. This is followed by a ten-week on-the-job placement. Ten participants are accepted
for the program, with two sessions operating each year. Participants are paid a wage of $4.00 per hour for a 35-
hour week. The program is funded through the Social Assistance Recipient Program.

Applicants must be at least nineteen years of age, female, and on social assistance. With a large number of single
parents in the program, participants typically face ongoing problems with child care and the illness of children.
There is currently one staff member, although there are plans to increase this to two next year in order to allow
a greater emphasis on life skills and educational upgrading.

Tradeperson Assistance Program

This new program provides training in basic construction trades over a 24 week period. The program is funded
on the same basis as the Dining Room Service Program, with wages for participants equal to the minimum wage.
The first group of 15 participants graduated in December, 1988. However, construction activity in the
Halifax-Dartmouth metropolitan area has lagged since 1987, and almost 50 per cent of the graduates have been
unable to find employment. Most of those employed at the time of writing were working at a project to renovate
a large public housing development in Halifax.
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Gottingen St. Development

This new program was launched in 1988 and was designed to promote the economic development of the
Gottingen St. area, a deprived inner-city neighborhood. Funding is being provided by the Community
Development Division of the Provincial Department of Small Business, and the project is directed by a
committee consisting of representatives of the provincial government, the private sector, and H.R.D.A. The
project represents a new direction for H.R.D.A, one in which it will act as a facilitator, providing infrastructure
and management support to allow new business ideas to emerge from the local community.

An economic development coordinator has been the sole staff member since the program’s inception. Most of
his energies over the past year have been directed at the establishment of an incubator business centre. A number
of businesses and other activities were identified as potential tenants for this building, including a cultural
association, farmer’s market, some local entrepreneurs, and a training centre for those interested in starting small
business. A building was available in the local area, but the efforts of staff and some members of the H.R.D.A.
board to secure financing were not successful and the deal fell through in November, 1988.

The economic development coordinator also undertook a marketing study for the establishment of a grocery
store to serve the local area. However, it was determined that the local demand was not sufficient. In addition,
the coordinator has provided information and assistance to local business considering relocating to the Gottingen
St. area.

Both the Project staff and others at H.R.D.A. have recently expressed frustration at this project’s limited
progress.41 As a result, the project is currently being re-evaluated. It is anticipated that future efforts will place
more emphasis on encouraging initiatives generated by residents and business in the Gottingen St. area, rather
than ideas proposed by H.R.D.A.

Organizational Structure

The Board of Directors has responsibility for the overall management and direction of H.R.D.A. policies and
projects. Since H.R.D.A.’s inception, the members of the Board have represented a cross section of the
community, including business, the universities, and social service agencies. A majority of Board members are
appointed by the city of Halifax. In 1988, the Board included two academics, seven business people, and three
city employees. A number of members of the Board, including the chairman, have been involved with H.R.D.A.
since the beginning. Many of the Board members are well known in their profession or the community at large.
(See Appendix 2 for a list of 1988 Board members).

The Executive Committee of the Board is empowered to act for the Board of H.R.D.A. between Board meetings
and takes an active role in the day-to-day operations of the organization. Members of the Executive Committee
as well as other Board members become engaged in identifying and pursuing business opportunities, determining
the needs of the target group and otherwise facilitating H.R.D.A.’s progress.

The general managers of each operation, including H.R.D.A. Enterprises, report directly to the Chairman of the
Board of Directors (see Appendix 1: Organization Chart).

H.R.D.A. Enterprises is managed by an administration group consisting of a general manager, a controller, and
five other staff. The general manager is responsible for implementing policies set by the Board of Directors,
running H.R.D.A.’s day-to-day operations, and providing support for the project managers in each operating
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division. In addition to managing the financial affairs of H.R.D.A. Enterprises, the controller also handles the
payroll for the Training division.

Project managers rely heavily on the general manager and controller for advice and support on major business
decisions. Some project managers had limited business experience prior to their employment at H.R.D.A. For
example, the manager of the Property Management project was himself a target group employee, and the manager
of Nova, while previously employed as a business manager, had no prior experience in manufacturing textiles.
The general manager has played a key role in training project managers by providing day-to-day support, although
there are also regular monthly staff meetings. In addition, the general manager encourages staff to upgrade their
skills through attending training courses. Most of the project managers have taken courses which either provide
them with certain technical skills, such as accounting, or generally boost their confidence and expand their
leadership capabilities, such as Dale Carnegie speaking courses. 
However, for assistance with problems related to target group employees, project managers indicated that they
were more likely to approach H.R.D.A.’s Chairman of the Board, who is also Director of Social Planning for the
City of Halifax. While the general manager participates in performance reviews of employees in each business,
he feels that for the most part, he does not have the background required to deal with such problems.42 His
responsibilities are primarily to operate a healthy business.

There can be no doubt that the small and medium-sized business experience possessed by the general manager
and controller has been an important factor in improving H.R.D.A.’s viability since 1983. A wide range of
improvements in areas such as bookkeeping and accounting, personnel management, inventory control, and long-
range planning have occurred since this time. Between 1986 and 1988, inventory, accounts, and personnel files
have been fully computerized, and project managers recently met with the administrative staff to discuss their
plans for the upcoming year.

Equally important to H.R.D.A.’s success, however, has been the active role played by the Board of Directors and
the Executive Committee. Members of the Board with business experience have been particularly useful to
H.R.D.A. in evaluating new initiatives. For example, when the Property Division was considering purchasing a
small hotel several years ago, one of the Board members who was a senior university administrator was able to
use an engineering report on the establishment which had been prepared for his institution to show that the hotel
would not be a worthwhile investment for H.R.D.A. Other Board members, particularly those with experience
in the construction industry, have been particularly helpful to Skyline in preparing bids and securing some large
contracts.

The members of the Executive Committee have a wide range of experience in business, legal, and financial affairs.
Some members have been on the Executive since the early days and provide continuity to H.R.D.A. operations.
The executive takes a hands-on approach to management at H.R.D.A. and is kept informed of H.R.D.A. affairs
on an on-going basis. It frequently meets on short notice to provide advice or take actions in support of the
general manager, a practice which the general manager considers crucial to the successful resolution of difficult
issues. For example, when it was discovered that a manager of Domestic Appliance had stolen funds, the
executive committee met that night and decided to fire him and lay charges. In the last few years, members of the
Executive have also been instrumental in obtaining a line of credit at the bank, securing insurance for bid bonds,
and analyzing business expansion plans.

Of special note is the contribution of the Chairman of the Board, who has been a major motivating factor behind
the development of H.R.D.A. As H.R.D.A.’s first---and only---Chairman, he has been responsible for many of
the creative ideas for target group employment as an alternative to social assistance. In his capacity as Director
for the City of Halifax, he has facilitated H.R.D.A.’s access to funding and facilities. His influence in the
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redirection of city social assistance funds was crucial to the establishment of the organization. What is more, he
encouraged the city to turn over the management of the Alexandra centre, a former school, to H.R.D.A. The
facility now operates as a community centre and as well contains some H.R.D.A. activities such as Nova Sewing
Contractors and the OPTIONS training program. The Chairman continues to play an active role in the progress
of individual enterprises and is well known not only to the management, but also to many of the employees.

Financial Profile

H.R.D.A.’s financial position has strengthened considerably in recent years.43 Revenues from sales and other fees
dropped in 1985, following the sale of Rent a Wreck. However, the acquisition of Skyline coupled with an
expansion of Sure Shine led to a rapid increase in revenues in 1986. The improvement in H.R.D.A.’s financial
viability has resulted in an increase in the accumulated surplus to over half a million dollars at the end of 1987.

The proportion of total expenditures allotted to salaries and benefits increased from 47.1 per cent to 65.4 per cent
between 1984 and 1987. This increasing labour intensity has come about largely as a result of the decision to sell
the Rent a Wreck car rental franchise, which had placed heavy capital demands on H.R.D.A.

H.R.D.A. Enterprises has made a small profit in each year since 1986, although the carry forward of the tax loss
from earlier years has eliminated the payment of income tax to date. Income tax will be payable on any profits
starting in 1988; however, this is not anticipated to create undue hardship for the organization since the tax
payable without the loss carry-forward would have been less than $17,000 in 1987.

The emphasis on operating profitable enterprises has led to improvements in the accounting system for both the
operating divisions as well and the administration. Prior to 1984, the operating divisions were run as individual
companies with separate bank accounts and little financial assistance from the administration to the project
managers. Since that time, H.R.D.A. Enterprises has operated as one company with separate divisions. The
consolidated financial arrangements have allowed for better ongoing monitoring of revenues and expenditures.
The accounting system has been simplified, and financial statements are now available on a monthly basis. The
level of accounts receivable has been substantially reduced, and the level of bad debts is now virtually nil.

The support from the administration in financial matters is much appreciated by project managers, who in the
past often felt overtheir heads. The Controller and the General Manager regularly review or assist in the
preparation of contract bids and give advice on major expenditures. However, project managers have considerable
independent control over finances in the day-to-day operations of their business. They can set wage rates within
a narrow range, identify and pursue business opportunities, and make independent purchases. The cooperative
relationship which exists between the administration and the project managers is obviously an important factor
in promoting the profitability of individual enterprises.
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Table 2-5

Revenue and Expenditures

H.R.D.A.*

1982 1984 1986 1987

Revenue 1,173,441 1,282,007 2,402,950 2,661,867

 Sales & Services** 856,248 964,857 2,109,433 2,391,850
 Grants*** 317,193 318,960 110,405 70,173
 Fee Service 183,112 199,844

Expenditures 1,181,425 1,254,790 2,366,785 2,539,620

 Salaries &
 Benefits 574,524 618,244 1,477,422 1,661,516
 Other 606,901 636,546 889,363 878,104

Excess of Revenue
 over Expenditures (7,984) 27,217 36,165 122,247

* Taken from H.R.D.A. Consolidated Financial Statements.
** Includes Revenue from Sales, Service, Rentals, Investments.
*** Includes Labour Subsidies.

From the administration’s point of view, a significant increase in the line of credit from the bank in 1984 was a
crucial factor in easing the periodic financial strain at H.R.D.A., as well as providing financing for new projects
or sizeable expenditures. Prior to this point, H.R.D.A. had a small line of credit for operating expenses (up to
$30,000), but had difficulty in obtaining financing for the development of new business. In particular, H.R.D.A.
had been refused funding for the acquisition of Rent-a-Wreck by several major financial institutions before it
finally obtained a mortgage from a local credit union. However, once Skyline was established in 1984, the bank
quickly approved a $300,000 line of credit for H.R.D.A. Skyline’s receivables, primarily large contracts with
government or industry, were regarded by the bank as low risk and its prospects for expansion were considered
excellent.44

H.R.D.A.’s improving financial position has resulted in a change in the type of subsidies provided for the hiring
of target group employees. Up until 1985, H.R.D.A. received an annual $200,000 grant, cost-shared by the city
and the province. Other municipal grants were also provided to subsidize operating costs as well as job and
project development. As of 1987, H.R.D.A. no longer receives block funding or other municipal grants. Under
the new arrangement, H.R.D.A. may claim a fee for service from the City of Halifax (cost shared by the province)
which provides a subsidy of 50 per cent of the salary and benefits paid to a target group employee up to maximum
of $7,000. A placement fee is also paid to H.R.D.A. for employees who move on to other employment.

This system has certain advantages over the earlier grants since there is more incentive to hire employees from
the target group as well as to encourage them to obtain further employment. Most important, since H.R.D.A. is
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no longer receiving any operating grants, it finds it easier to gain access to bank financing and insurance coverage
for performance and bid bonds. H.R.D.A. had been previously denied insurance by bonding companies on the
grounds that since it was dependent on government grants, it was a publicly-funded enterprise. The access to
insurance now allows Skyline and Sure Shine in particular to bid on many major contracts for both government
and the private sector and has been one of the key factors behind the increase in revenues in 1986 and 1987.

One of H.R.D.A.’s more important achievements in recent years has been the reduction in the average cost of
the subsidy per target group employee. An earlier evaluation of H.R.D.A.45 compared the cost to the granting
agency of hiring a target group employee with the cost of maintaining that individual on social assistance. In 1980,
the average cost per participant month of providing municipal-provincial block funding was $549 while the
average monthly cost of providing municipal social assistance, inclusive of indirect and direct costs, was estimated
to be $500 per recipient. In 1987, the fee for service per target group employee averaged $376 per month. This
was well below the estimated costs of maintaining an individual on municipal social assistance, which ranged from
an average of $460 per month for a single able-bodied recipient to $666 per month for a family.

Employment at H.R.D.A Enterprises

A total of 83 people were employed at H.R.D.A. Enterprises at the end of December, 1987. Of this number, 12
positions were management and a further 28 were non-target positions (see Table 2-6). Employment was higher
at the start of 1987 but declined during the year. In all, H.R.D.A. provided 95.65 person years of employment
during 1987.

Table 2-6

Employment at H.R.D.A. since 1982 (as of December 31 of each year)

 1982 1983 1984 1985 1986 1987

Target Group 46 67 35 58 79 43

Other 17 22 15 18 50 40

Total 63 89 50 76 129 83

Source  H.R.D.A. Employment Statistics.

Total employment at H.R.D.A. has increased since 1982, although employment levels in operating divisions
fluctuate considerably from year to year and month to month. Employment at Skyline Industrial Painters and Sure
Shine Cleaners depends on the type and the number of contracts in process at any given time. Total employment
at H.R.D.A. peaked in 1986, when average monthly employment at Sure Shine and Skyline was almost double
that of 1987.

There were 43 employees at the end of 1987 who were from the target group. H.R.D.A. Enterprises has
broadened its definition of target group employees to include recipients of provincial family benefits, municipal
social assistance, and others with employment disadvantages. The type of target group employees in any operating
division depends on the requirements of that division. At Nova Sewing Contractors, for example, most employees
are experienced at industrial sewing. However, since they are either refugees or recent immigrants with language
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difficulties, they are considered disadvantaged. This division also normally hires several employees who are
previous social assistance recipients, while non-target employees are hired when specific skills are needed which
cannot be provided by those from the target group. Employees at the Property Division, on the other hand, were
all previously on social assistance, while target group employees at Sure Shine include both the disadvantaged as
well as previous social assistance recipients.

A noticeable trend in recent years has been the proportional reduction in the number of target employees. Target
employment at the end of 1987 represented just over 50 per cent of total employment, compared with 76 per cent
at the end of 1985. This has been of concern to some on the Board of Directors who wonder if the commitment
to provide employment for the target group is being downgraded.

There is no doubt that the relative decline in target group employment is one of the consequences of a greater
emphasis on profitability in the individual enterprises. Skyline, for example, now hires mostly non-target
employees since it became apparent early on that the work was too demanding for most employees. Indeed, at
the end of 1987, Skyline had no target group employees (see Table 2-7). However, it should be noted that new
contracts at Sure Shine and the start of the new ventures have contributed to an increase in target group
employment since January, 1988.

Employment openings for the target group at H.R.D.A. are listed at the Employment Support Centre (ESC), an
assessment and referral agency for all those on municipal social assistance. Prior to 1986, the placement and hiring
of the target group was handled internally at H.R.D.A., with referrals from individual case workers or elsewhere.
The current system is an improvement since it allows greater coordination of efforts to help the target group to
find employment, at H.R.D.A. or elsewhere. It also provides better control over the Fee for Service, since all
claims by H.R.D.A. are processed on a monthly basis through the ESC.

However, the Employment Support Centre has found that there can be some resistance on the part of the target
group to working at H.R.D.A. The low wages of between $4.25 to $4.50 per hour (at the end of 1987) offered
little improvement over the income received on social assistance, particularly for those with dependents. Indeed,
some target group employees have qualified for municipal social assistance while working at H.R.D.A. on the
basis of low family incomes. Those offered part-time work are particularly reluctant to accept job offers since any
earnings over $100 per month are deducted from social assistance.

As was noted earlier, both target and non-target employees are subject to performance evaluation after three
months and again after one year. In addition, the general manager reviews the status of employees with project
managers on a monthly basis. Not surprisingly, H.R.D.A. experiences a high turnover of target group employees
during the first three months of employment, but those who are still employed after three months generally stay
at H.R.D.A. for up to 18 months, depending on the operating division. These long-term target group employees
are then encouraged to move on to other employment, with placement assistance provided either by H.R.D.A.,
the Employment Support Centre, or other agencies.
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Table 2-7

Target Group Employment in H.R.D.A. Enterprises
(as of December 31 of each year)

1984 1985 1986 1987

FT PT Total FT PT Total Total Total

Administration 2 2 1 1 1 1
DARC 8 8 12 12 7
SSWC 8 6 14 2 22 24 44 16
Property 2 2 13 1 14 14 15
CSW 2 2 1
Classic Clunkers 3 3
Nova 4 4 6 1 7 4 11
Total 29 6 35 34 24 58 79 43

Legend:
FT     Full Time
PT     Part Time
DARC   Domestic Appliance Repair Shop
SSWC   Sure Shine Window Cleaners
CSW    Community Service Workers
Classic Clunkers - includes Reliable Leasing

Source  H.R.D.A. Employment Statistics.

While H.R.D.A. tries to provide full time employment for target group employees wherever possible, some
operating divisions such as Sure Shine face an unstable work load. This type of work is particularly unattractive
for those who must make child care arrangements. It also creates problems for many target group employees who
may be laid off after having worked for only a short while and return to the Employment Support Centre,
understandably frustrated with their experience at H.R.D.A. However, while the high turnover of target group
employees is cause for concern, operations such as Sure Shine do offer entry-level employment into H.R.D.A.,
and successful employees are often transferred to more stable employment in other operating divisions.

The training offered to target group employees depends on the specific job requirements. Gradually, H.R.D.A.
has moved away from providing assistance with basic life skills towards training for specific jobs. While project
managers generally try to offer sympathetic guidance during a target group employee’s tenure, it is now generally
felt that more basic employment problems such as functional illiteracy or lack of communication skills are better
handled in a separate training program such as OPTIONS.

Target group employees come from a varied background. A significant number are single parents, while many
have employment problems such as poor physical or mental health or illiteracy. The numbers of male and female
target group employees has remained fairly balanced over time, although this can fluctuate from month to month.
Certain enterprises, such as Skyline, tend to be male dominated, while others, such as Nova hire primarily women.
The Property Division tends to keep a balance of male and female employees.
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Impact on the Target Group

H.R.D.A.’s focus since its inception has been to provide a supportive environment where individuals could make
the transition from dependence on social assistance to employment and self reliance. Whether H.R.D.A. has had
an impact on reducing the numbers of individuals receiving social assistance is open to debate. The average
monthly caseload for municipal social assistance has more than doubled in the last ten years. While an estimated
342 target group employees have moved through H.R.D.A. to other employment since 1982, this represents only
a small proportion of the numbers on social assistance over the period.46 The 130 target group employees hired
during 1987 represented less than 8 per cent of those on social assistance during that year.

However, a qualitative analysis of target group employment at H.R.D.A. is equally important. Unfortunately,
H.R.D.A. has maintained little formal contact with former target group employees:  thus information about their
employment patterns following H.R.D.A. or their views on the usefulness of the H.R.D.A. experience is not
available. In order to obtain information on the target group following their employment at H.R.D.A., a survey
of former H.R.D.A. target group employees was carried out.

The questionnaire asked for information on demographic characteristics, work experience at H.R.D.A.,
employment and unemployment patterns since H.R.D.A., and an assessment of H.R.D.A. The survey was
administered by telephone during January, 1988 to a random sample, drawn from a population of 231 people who
had worked for H.R.D.A. during 1985 and 1986. In total, 41 usable questionnaires were completed.47

A majority of respondents, (53.6 per cent) were unemployed at the time of the survey, while 34.2 per cent were
working full-time and the balance working part-time. Only 20 per cent of respondents had been employed for
the entire time since leaving H.R.D.A. Those with lower educational levels faced a higher risk of being
unemployed:  only 18.2 per cent of those with a grade 8 education or less had full-time employment. However,
the longer one remained at H.R.D.A., the better one’s chances of employment. Those who had stayed at
H.R.D.A. for at least one year were three times as likely to be employed as those who had stayed just three
months.

Of those unemployed, more than two-thirds had been out of work for less than one year. Their primary source
of income was unemployment insurance payments, although many were receiving social assistance.

Of those employed, a majority were working as general laborers, cleaners or clerical positions. However, there
was little connection between the type of employment or training received at H.R.D.A. and the position obtained
subsequent to H.R.D.A. Wage rates per hour ranged between $4.00 and $10.00. However, it should be noted
while the average wage of $6.01 per hour for full-time work would provide an income above the current level of
social assistance, this income would fall below the poverty line for a family of more than one person.

The target group indicated that their H.R.D.A. experience had been somewhat helpful in improving their
employment options but less helpful in securing employment or developing appropriate work habits. Many target
group employees had experienced difficulties with supervisory staff and complained that the wage rates were too
low. Those who had been at Sure Shine complained about the temporary nature of the work and the lack of any
job training. However, other respondents were appreciative of the assistance given by H.R.D.A. in providing them
with job experience and interim employment.

Given the serious employment problems faced by all target group employees and the fact that all were
unemployed and on social assistance prior to employment at H.R.D.A., the achievement of full-time employment
for even a small proportion of former target group employees must be taken as an indication of a step in the right
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direction. Unfortunately, given the limited scope of the survey, it is not clear whether the attainment can be fully
credited to H.R.D.A. The survey does, however, highlight the restricted employment options for those with
multiple disadvantages. Those with limited skills, poor health, and other problems face limited employment
opportunities characterized by low wages and intermittent labour force attachment.

The survey also points to some problem areas for the organization. In particular, it is difficult to see what benefits
the target group receives from temporary or part-time employment, particularly where there is little training
offered, as is currently the case at Sure Shine. Whether there is any possibility of reducing part-time employment
at Sure Shine, given the nature of this business, is difficult to assess. However, it is clear that the greatest benefits
accrue to those target group individuals who are employed steadily for at least a year.

The lack of any correlation between specific job training at H.R.D.A. and employment post-H.R.D.A. suggests
that H.R.D.A. should put more emphasis on allowing target group employees to develop general skills and good
work habits while working in the operating divisions, since these skills will be useful to them no matter where they
are employed. H.R.D.A. has moved away from this focus in recent years, preferring instead to emphasize specific
work skills in its Training division. However, an individual’s job readiness and personal development depend in
part on access to basic education and non-specific skill training. Allowing target group employees time off to
upgrade educational qualifications or to obtain specific job qualifications such as a driver’s licence while employed
at H.R.D.A. would be a positive step in this direction.

Conclusions

This study has profiled an organization which has come a long way in its eleven-year history. From a cautious
beginning, the organization has expanded, learning from its mistakes and gradually reducing its reliance on
government funding. With an emphasis on sound business principles, H.R.D.A. has developed wide-ranging and
innovative programs for training and long-term employment of those on social assistance. The organization can
take satisfaction in knowing that there are many former social assistance recipients who took their first steps
towards employment and independence at H.R.D.A.

The new directions evident in H.R.D.A. programs, in particular the Gottingen St. Development project, indicate
that in the future, H.R.D.A. may come closer to operating as a community development organization. Up until
now, H.R.D.A. has placed its emphasis on individual rather than community development, with programs
originating with management rather than with the target group.48 The Gottingen St. Development project
provides opportunities for grass roots initiatives to come forward, with H.R.D.A. playing a pivotal role in
facilitating this process.

The organization’s viability, at least over the medium term, is no longer in question, largely because of the
commitment to self-sufficiency which became an active policy after 1982. This study has highlighted a number
of factors responsible for the business success of H.R.D.A. Enterprises, such as the proficiency of management
staff, the active role and commitment of the Executive Committee, and the improvement in financial
arrangements.

Nevertheless, in focusing on H.R.D.A.’s business success, there is the risk of losing sight of the original goal of
H.R.D.A., to provide training and long-term employment alternatives for those on social assistance. The low level
of target group employment at H.R.D.A. at the end of 1987 left it open to criticisms that it had lost sight of its
primary objective, although target group employment increased after this point. Certainly H.R.D.A. has long
sought to ensure that the means for achieving this goal, i.e., operating profitable enterprises does not become its
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consuming activity, and the end in itself. But only time will tell how well it has succeeded at maintaining the
necessary delicate balance between its social and business objectives.

H.R.D.A.’s success in recent years has led to suggestions that the organization expand and increase target group
employment in H.R.D.A. Enterprises. While there is undoubtedly some capacity to add to current employment
levels, any decision to dramatically increase the size of operations would require careful assessment. Constraints
such as the problems in identifying profitable enterprises and the difficulties in getting those in the target group
to form a long-term labour force attachment suggest that H.R.D.A.’s efforts are more appropriately directed at
providing small-scale programs focusing on individual development. Working with target group employees
inevitably takes a great deal of a project manager’s time; increasing the number of target group employees in each
operating division might serve only to reduce the quality of training which they could receive. Finally, it must be
stressed that no matter how many programs H.R.D.A. was to operate, there are many social assistance recipients
with problems well beyond the scope of H.R.D.A.’s efforts.

Other municipalities have looked with interest at H.R.D.A.’s development. Could it be used as a model for similar
ventures elsewhere in Canada?  Certainly the types of service businesses in operation at H.R.D.A. Enterprises
could be replicated in many urban areas across Canada. Manufacturing operations, on the other hand, must be
closely tied to opportunities in the local community. Nova, for example, has grown because of its links to the
defence industry based in Halifax.

A solid committment from the municipal level of government, at least in the start-up phase, is likely to be the
most important factor in successfully creating new initiatives similar to H.R.D.A. The redirection of funds from
the social assistance budget provided the initial financing to H.R.D.A. Since then, through the influence of the
Chairman of the Board, the city has continued to support the organization by adapting programs such as the Fee
for Service to meet the needs of the organization and awarding contracts for service and maintenance to various
H.R.D.A. enterprises.

Despite its small size, H.R.D.A. is a useful model for those concerned with the employment problems of the
disadvantaged. However, H.R.D.A.’s experience also offers some important lessons to those with wider interest
in community based development. H.R.D.A. has grown and strengthened its operations primarily because of the
attention paid to management, finances and the overall profitability of the operation. In other words, community-
based businesses must commit themselves to the same principles as those in the private sector to ensure their
long-term viability.
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APPENDIX 1

Organizational structure
Human Resources Development Association (Halifax)



Regional Development in Atlantic Canada: Case Study of the HRDA

129

APPENDIX 2

H.R.D.A.
Board of Directors

(as of September, 1988)

Joseph A.F. MacDonald 
McInnes, Cooper and Robertson Barristers and
Solicitors

Karen Cramm, C.A.
Partner
Touche Ross & Company

Harold D. Crowell, Director
Social Planning Department
City of Halifax

Wayne Patterson
Manager, Mortgage Service League Savings &
Mortgage Co.

Bernard G. Smith, Director
Finance Department
City of Halifax

Richard Pearson
President
Pearson & Associates

Lois Stevenson
Lecturer, Business Admin.
Acadia University

Bessie Harris, Director 
Policy, Planning and Research
Government of Nova Scotia

Richard Sircom
President
Surfine Engineering Ltd.

Laurie Stevens
President
L.B. Stevens Construction Ltd.

Dr. J. Clair Callaghan, P.Eng.
President
Technical University of Nova Scotia

Henry Taylor
Controller
Halifax Office Products Ltd.

John Dick
Vice-President
RoyNat Incorporated

Patricia Conrad
Social Planning Department
City of Halifax.

Dorothy Fowler Fraser Sutherland
National Research Council
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APPENDIX 3

Interviews were conducted with the following persons during 1982 and 1988:

Harold Crowell, Director of Social Planning, City of Halifax and Chairman of Board of Directors, H.R.D.A.

Robbie Shaw, Vice-President, National Sea Products Ltd. and former member of the Executive Committee,
H.R.D.A.

Pat Conrad, Social Planning Department, City of Halifax and member of the Board of Directors, H.R.D.A.

Dan Hunter, General Manager, H.R.D.A. Enterprises

Charles Metcalf, Controller, H.R.D.A. Enterprises

Ton MacMillan, Gottigen St. Development Project

Doreen Parsons, Manager, OPTIONS

Nancy Pike, Manager, Employment Support Centre

Donna Martin, Manager, Nova Sewing Contractors

Ron Hines, Manager, Property Division
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5 Report of the Federal-Provincial Task Force on Regional Development Assessment (Ottawa: Government of Canada, 1987), Table 1.6.

6 Government of Newfoundland and Labrador, 1986. Building on Our Strengths: Report of the Royal Commission on Employment
and Unemployment (St. John’s: Queen’s Printer), p. 279.

7 Mansell and Copithorne, 1985, op.cit., p. 14.

8 W. D. Shipman with E. Beale, 1986. “Selected Demographic and Labour Market Characteristics.”  In Trade
and Investment across the Northeast Boundary: Quebec, the Atlantic Provinces and New England (Montreal: The Institute for Research in Public
Policy), p. 37.

9 Government of Newfoundland and Labrador, 1986, op.cit., p. 210.

10 Economic Council of Canada, 1977. Living Together: A Study of Regional Disparities (Ottawa: Minister of Supply and Services),
p. 81.

11 Mansell and Copithorne, 1985, op.cit., p. 17.

12 Ibid.

13 The Rowell Sirois Royal Commission of 1940, following on the ideas expressed by the Duncan
Commission of 1926, proposed a system of National Adjustment Grants to help alleviate the continued
financial problems of the poorer provinces.

14 Department of Regional Economic Expansion, 1973. Assessment of the Regional Development Incentives Program.

15 See DREE Annual Reports, 1971-72 and 1978-79.

16 J. D. Love, 1987. “The Continuing Relevance of DREE Decentralization.”  Canadian Public Administration 30: 
432-449, pp. 442-443.

17 See N. Harvey Lithwick, “Regional Development Policies: Contexts and Consequences,” chapter 4 of Still
Living Together (op. cit.), pp. 140-141.

NOTES



Regional Development from the Bottom Up

132
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Canada development aid”, in The Globe & Mail, May 16, 1989 (front-page article).

19 A.J. DeWolf, 1987. “The Effects of Government Incentives and Other Initiatives on a Marginal Region:
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26 MacLeod, Greg, New Age Business:  Community Corporations that Work. Ottawa:  Canadian Council on Social Development, 1986.

27 Grant Proposal to Health and Welfare, 1978, p.3.

28 See Atlantic Provinces Economic Council, Final Evaluation of H.R.D.A., 1981. Two other evaluations of H.R.D.A. were also
undertaken by APEC.

29 “H.R.D.A. Organizational Management Structure and Responsibilities”, Memo to Board Members of
H.R.D.A., February, 1979.

30 General Manager’s Report, H.R.D.A. Annual Meeting, May, 1980.

31 “General Development Policy”, Memo to Board Members of H.R.D.A., December, 1980.

32 Paper on Proposed Development Direction, H.R.D.A. Annual Meeting, May, 1980, p.1.

33 Minutes of Executive Committee Meetings, 1980.

34 Atlantic Provinces Economic Council, Final Evaluation of H.R.D.A., 1981, p. 25.

35 At this point, the Rent-a Wreck franchise for Halifax was the most unprofitable franchise anywhere in
North America.

36 See further discussion on performance evaluation on page 35.
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37 The criticisms in recent years have been directed primarily at Skyline Industrial Painters and have come
from other companies in the same line of work. H.R.D.A. management responds to these criticisms by
pointing that as of 1985, H.R.D.A. no longer receives government grants to meet its operating costs and so is
no longer a subsidized company.

38 Interview with Dan Hunter, General Manager of H.R.D.A. Enterprises.

39 Minutes, Board of Directors Meetings for 1986 and Interview with Harold Crowell, Chairman of the Board
of H.R.D.A.

40 Interview with Dan Hunter.
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44 Interview with Dan Hunter.
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Department, City of Halifax, Evaluation Survey of Impact of H.R.D.A. on Its Target Group Employees, 1988 p. 25.
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H., Lyone, Deborah and Philp, Warren, Community Economic Development:  An Approach for Urban Based Economies. University of
Winnipeg, Institute of Urban Studies, Report 16, 1986, p. 3.
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WHAT WE CAN DO FOR OURSELVES:
Diversification and Single Industry Communities

The Implications of a Community Economic Development Approach

by Michael B. Decter

and

THE VULNERABILITY CHECKLIST:
A Tool for Community Self-Assessment

by The Canadian Association of Single-Industry Towns
with the assistance of David R. Miller and François Lamontagne

ABSTRACT

Single-industry or single-sector communities are an important focus of regional development policy in Canada. Until
quite recently, this policy had neglected such communities. Yet they represent the major source of Canadian raw
material and resource exports. From some 1300 to 1500 communities across Canada come lumber, pulp, metal, and
non-metal mineral resources, as well as the agricultural and fisheries products that Canada exports to world markets.

Throughout Canadian history, the story of many single-industry communities can be summarized by the saying, "Life
is hard and then the town dies." Several recent studies have questioned the continuing validity of and necessity for
such a harsh reality. A review of these studies is a starting point for this report.

Section I of this paper explores the issues of single-industry communities and suggests ways in which communities
can diversify their own economies. These suggestions are rooted in the notion of community-based diversification
as an appropriate response to the economics of the single-industry communities vulnerability: a bottom-up approach
to these issues is lent strength by recent developments such as the formation of the Canadian Association of Single
Industry Towns. As well, the fiscal difficulties faced by governments at every level indicate the importance of solutions
which do not place major resource demands upon the public sector.

Section II of the paper describes the process and results of CASIT's efforts to develop a Vulnerability Checklist for
use as a self-assessment tool by means of which single-industry communities not only can evaluate their present
situations but predict---and hopefully prevent---future problems on the basis of measurable yardsticks. Included as well
are the results of a pilot test conducted among thirteen single-industry communities with an earlier version of the
Checklist. The section is concluded by a discussion of possibilities for improving the Checklist and for future
development of the community self-assessment concept.

Central to the conclusions of both sections of the paper is the view that communities must first be prepared to assess
their situation and organize action. Without initiative at the community level, actions by governments, corporations,
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unions, and other organizations are unlikely to succeed. But with community involvement and community
entrepreneurship, the Canadian experience suggests that a great deal can be accomplished.

SECTION I: DIVERSIFICATION AND SINGLE-INDUSTRY COMMUNITIES

CHAPTER 1

INTRODUCTION

Some 1300 to 1500 single-industry towns across Canada contribute enormously to Canada's economy through the
pulp, paper, lumber, metallic minerals, and agricultural products which comprise their livelihood and the basis of
most of Canada's exports. Each of these communities, by definition, is dominated in its economic dimension by a
single economic activity or sector. These communities represent one of our nation's major economic strengths--yet
they are extremely vulnerable. Product price cycles in international markets and resource depletion bring about the
death of many of these communities. Some of these declines are predictable the moment the town's construction
begins. There is an ore body to be depleted or another non-renewable resource which cannot provide a permanent
economic base. For many communities, uncertainty plagues all decisions. Other single-industry communities may
believe themselves secure, only to be confronted by dramatically changed circumstances due to a plant closure, the
relocation of an air force base, or the decline in markets for a particular commodity.

As a nation, we have not coped well with these communities throughout our history. Our history has been the history
of the frontier - develop, exploit, and abandon. As we move closer to the 21st century, it is increasingly clear that the
values of frontier development are not the values that will carry us across the threshold into that brave next century.
The values which are emerging in our society favour sustainable development over exploitation. Self-reliance by
individuals and by communities is also regaining favour over dependence on the state to resolve problems.

This paper approaches the dilemma of single-industry towns in Canada from the standpoint of a community
economic development approach. More specifically, it seeks to discover the strategies communities can pursue to
create for themselves a more hopeful economic future. What frameworks can governments create for sustained
community-based development? What obligations should be met by corporations undertaking developments which
leads to the creation of dependent communities? What responsibilities should unions bear in single-industry towns?

The insight a community-based economic development approach brings to bear on this problem is one which has
its roots in the "unbundling" of the economic enterprise. Rather than viewing technology and technique as bound
up with capital and labour and inextricably linked in a package, a community economic development approach sees
each of the ingredients as a separable import. According to this approach, the community, once organized, will decide
to import capital, technology, or expertise according to local needs rather than on the basis of externally determined
criteria. Selective importation of ingredients rather than traditional "smoke-stack" chasing1 is the practical policy
outcome. In Canada, many economic development officers are now focusing on "growth from within" strategies, not
"smoke-stack chasing."2,3  This broad shift towards the application of community-based approaches to the problems
of single-industry towns did not originate in some academic vacuum, nor is it the product of mere idle curiosity. It
is an appropriate response to the aspirations of the communities themselves.

Several recent reports and events underscore the timeliness of this examination. The first and most important
event took place in September, 1986 in Sudbury, Ontario. This was the first annual conference of the Canadian
Association of Single Industry Towns (CASIT). This Association has, as its central objective, the provision of
an organization to share ideas, support each other's priorities and provide a stronger voice for single-industry



Regional Development from the Bottom Up

138

towns and resource dependent communities. CASIT's more detailed objectives and operating principles are
listed in Appendix A.

A useful report, entitled "Let's Recycle Our Throwaway Communities and Disposable Workers: Policies For
Dealing with Mining Communities", was prepared as a background document for the Royal Commission on
Employment and Unemployment in Newfoundland and Labrador in 1986.4 Another report, more national
and comprehensive in scope, was prepared by the Canada Employment and Immigration Advisory Council.
Entitled "Canada's Single Industry Communities: A Proud Determination to Survive,"5 it was presented to the
Federal Minister of Employment and Immigration in February, 1987. A follow-up report incorporated the
responses of 17 Federal departments and agencies to the C.E.I.C. Advisory Council report.6 Clearly, the issues
of single-industry communities have taken on importance at both federal and provincial government levels.

Each of these reports, from its own perspective, offers a useful discussion of the problems facing single-industry
communities. However, the detailed objectives of the Canadian Association of Single Industry Towns provide
the most significant support for a self-reliant, community-based approach to those problems. In particular,
CASIT's Objective 9 reads: "To impress upon people living in single industry towns and resource dependent
communities that they must rely on their own initiative, commitment and long term planning to save their
home town, not governments."7 It is with this recognition of the need for bottom-up planning by the
community that one senses, for the first time, that the approach has some chance of succeeding in Canada.
Only an approach which has support at a community level can hope to succeed. Previous approaches have
often lacked community support.

The main purpose of Section I of the present paper is to examine briefly the economic context of
single-industry towns and their role in the Canadian economy. The objective here is to establish the economic
significance of these communities. Another aim of this section of the paper is to identify some of the key issues
- vulnerability, the export role, the product price cycle, the life cycle of communities - facing these
communities. Chapter 3 reviews recent reports and studies on this topic. Chapter 4 outlines a few existing
program initiatives. Chapter 5 outlines a community-based economic development strategy for single-industry
communities.

 This study's policy conclusions are relevant to all concerned and interested Canadians---in particular, to the
communities themselves. Policy options for the communities themselves are addressed in Chapter 6. The
various roles that each of the levels of government could play are dealt with in Chapter 7, and the roles that
corporations and unions could undertake are set forth in Chapter 8. Section II focuses in some detail on the
Canadian Association of Single Industry Towns' "Vulnerability Checklist".
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CHAPTER 2

SINGLE INDUSTRY COMMUNITIES IN CANADA: THE REALITY AND THE PROBLEMS

The importance of the single-industry community issue is derived from three factors: 1) the extreme
vulnerability of these communities;  2) their sheer number;  3) the significant value of the natural resource
exports derived from these communities.

The Department of Regional Economic Expansion, in its 1979 Report, discussed on pages 11 to 14 of this
paper, identified 811 single-industry communities in Canada.8 These communities were sorted by province, as
follows:

Newfoundland 121
Prince Edward Island  25
Nova Scotia  42
New Brunswick  67
Quebec 220
Ontario 115
Manitoba 32
Saskatchewan 39
Alberta 51
British Columbia9 99

The single-industry communities were also sorted into ten main industrial bases, as follows:

wood 302
fisheries and fish processing 131
metal mines and refineries 88
non-metal mines and refineries 54
manufacturing 53
construction, tourism, miscellaneous 48
public administration 68
utilities and transport 27
food processing 31
agricultural service sectors10 9

It is noted in the later Employment and Immigration Advisory Council Report (1986) that an additional 500
single-industry agricultural communities across the prairie region of Canada could perhaps be added.11

Although a precise count of single-industry communities is not central to the objective of this report, we could
fairly estimate that there are approximately 1300 to 1500 such communities across Canada. The 1300 figure
is based on the sum of the CEIC estimate and the communities identified in the DREE report, while the 1500
figure is an estimate by the Canadian Association of Single Industry Towns as cited in the CEIC report.
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Impact of Economic Cycles 

No single statistic available conveys the impact of economic cycles on single industry towns quite so
dramatically as the calculation that some 28,700 mining jobs were lost in Canada during the 1982-84
recession.12 This fact becomes even more dramatic when one considers that there are some 140
mining-dependent communities across Canada, comprising a population of about 750,000.13 Most of the
mining jobs lost during the recession were lost in these communities. Given the continuing extreme fluctuation
in mineral prices as well as the impact of broader economic cycles, mining communities stand out as examples
of highly vulnerable single-industry communities.

But this vulnerability is not confined only to mining communities. There is a price cycle which affects pulp
and paper communities, forestry communities, and fishing communities alike. Agricultural service centres have
likewise been hard hit in recent years. The plummeting of agricultural prices which triggered the collapse of
several major farm machinery firms and their dealer networks has also had a sharp impact on thousands of
family farms and the communities which supply their needs. The vulnerability that affects most single-industry
communities, then, is one of economic cycles and commodity price cycles. This vulnerability has been
aggravated, in recent years, by what Peter Drucker has called the "uncoupling" of manufacturing from primary
production.14 As a result of this phenomenon, Canada's resource industries can remain depressed despite strong
growth in the manufacturing and service sectors.

Impact of Exhaustion of Resource or Technological Change

A further peril which awaits most mining communities and some other communities is the exhaustion of the
resource. That resource could be an ore body upon which a mining community is dependent. Uranium City,
Saskatchewan is an excellent example.15 More subtly, technological redundance, which renders an industrial
process obsolete may have a similar long-term effect. Examples here include the consolidation of grain elevators
across the prairies.16 Although, in these instances, the resource itself will not be exhausted, the community's
raison d'être will be.

Even single-industry communities dependent on public administration are not immune to the impacts of
technological change or shifts in the political economy of the community. Heavy water plants close, R.C.M.P.
detachments move, military bases diminish and consolidate. Although political institutions are often more
resistant to change than business, there are no certainties for single-industry communities. A good example of
technological change interacting with institutional forces is the gradual consolidation of railway towns. As the
technology shifted from steam to diesel the necessary distances between rail-dependent towns increased.
Changes to  grain transportation policy have permitted consolidation to take place along rail lines.

Some 400 single-industry communities have closed during the 120 years of our nation's history, according to
Hal Quinn, writing in the January 2, 1985 issue of Maclean's magazine. Most recently, Uranium City in
Saskatchewan, Schefferville in Quebec, and Ocean Falls in British Columbia have contracted dramatically due
to a loss of their single sustaining industry.

Other Problems

Among the other problems faced by some single-industry communities and their surrounding regions are
several consequences of uncertainty and eventual closure. There is a disincentive to all forms of investment due
to uncertainty over community longevity. This is a barrier to small business development and hence to
diversification.
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Upon closure there is a loss of individual investments in housing and small business. As well, there is a loss
of public sector infrastructure investment such as schools, roads, water and sewers, and hospitals, upon decline
or closure. In some instances there is also a loss of regional centres for surrounding communities and Indian
communities, causing a restriction of available services on decline or closure. The social costs of dislocation
can also be high for those forced to move away from friends, family, and communities to seek work.

Measurement of Vulnerability

Until recently, there was little formal work on the issue measuring the extent of vulnerability in single-industry
communities. However, the Canadian Association of Single Industry Towns17 has recently prepared a report,
"Vulnerability Checklist," containing a set of indicators and a checklist which a community can use to obtain
a measure of its vulnerability. These indicators and the checklist are discussed in some detail in Section II of
this paper.

CHAPTER 3

RECENT REPORTS AND ANALYSIS OF SINGLE-INDUSTRY COMMUNITIES

This chapter reviews a number of recent reports and studies of importance in this field. The definition of
communities and insights into policy possibilities have been complimented by a review of numerous recent
reports by governments and others.

The following summaries are intended to convey the variety of recent analytical and policy work undertaken
in Canada with direct relevance to single-industry communities.

DREE Occasional Paper - Single Industry Communities (1979)18

In 1979, the Department of Regional Economic Expansion (DREE) published a research report examining the
phenomenon of single-industry communities. The report was a statistical and analytical examination of those
communities rather than a statement of government policy. The definition adopted by the DREE report was
as follows:

Single industry communities are defined as one in which there exists a single dominant
economic activity (a single employer or group of employers in a single activity/industry)
which is not within commuting distance of another area or areas offering alternative
employment opportunities.19

Translating this definition into an operational definition proved complex. As a result, DREE excluded four
categories of community from their definition.

1 CMA's (Census Metropolitan Areas) or communities within commuting distance of them;
2 Agriculturally based communities, except for agricultural services centres;
3 Communities north of the 60th parallel; and,
4 Indian reserves.20

DREE, using 1971 census manufacturing data and private data sources, compiled a master list of communities
which met this definition.
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It was found that, of the Canadians who lived outside major urban centres, 25.3 per cent21 lived in the 811
single-industry communities identified in the study. A wide variation was found regionally, with some 36 per
cent22 of the non-metropolitan population in the Atlantic provinces living in such communities and only
about 15 per cent23 of the population of Manitoba and Saskatchewan living outside metropolitan areas being
resident in  them.

DREE developed an accounting framework and groups of indicators to identify the impacts of disruption and
collapse of the single industry town. The accounting framework included three sets of accounts: private
accounts, economic accounts, and budgetary accounts. Under private accounts, the impacts noted included
income loss from unemployment, income loss from alternative employment, and loss of wealth. Items listed
under loss of wealth included loss of housing value, relocation costs, and loss of pension benefits. This
accounting framework was designed to quantify and measure all impacts on individuals, on the B.C. economy,
and on governments.

Under economic accounts was a long list of social infrastructure - schools, hospitals, transportation facilities,
communication systems, sewage systems, and retraining costs. Under the budgetary accounts were the impacts
on various programs such as unemployment assurance or social assistance. Together, these accounts were put
forward as a framework, but actual calculations were not carried out.

Beyond the framework, the major intent of this study was the actual identification and mapping of
communities. Communities were, as was noted earlier,24 categorized with respect to type of single industries.
The study also mapped communities by province and by size. The report, while primarily analytical, ends with
a plea for "A Greater Sensitivity". This conclusion is worth quoting because of its recognition of the severity
of the problems faced by single-industry towns.

Does one await signs that the community is encountering difficulty? Should analysis await a
final distress call from a floundering town? Or should the analysis be used on a continuing
basis to monitor the likely effects of any change in the economy or international trading
conditions for government actions?

There is no single answer to these questions. Obviously, a greater understanding of the nature
of single industry communities by industry, by governments and by the general public can
lead to greater anticipation of potential trouble spots. But otherwise proud and robust
communities may not appreciate being tagged as "trouble spots" with every flutter of world
prices. This indeed poses a dilemma for decision makers. It is not the subject of analysis in
this study.

The descriptive analysis and the framework have been presented to foster the greater sensitivity
to, and an understanding of, single industry communities. The health and future viability of
these places will help determine the health and future course of the entire Canadian
economy.25
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Newfoundland Royal Commission Report

As noted previously in this review, one of the background papers prepared for the Royal Commission on
Employment and Unemployment in Newfoundland was entitled: "Let's Recycle Our Throwaway Communities
and Disposable Workers: Policies For Dealing With Mining Communities." Written by Wade Locke, it was
published in September, 1986.26

The Locke paper focuses on the characteristics of the mining industry and typical mining communities in
order to examine the problems experienced by residents of such communities. The community of Buchans is
studied in detail. The report concluded that there is a need for change in the philosophy adopted by both
mining companies and the Government of Newfoundland in order to increase the employment opportunities
in the affected communities.

The recent Buchans case study focuses on the decision by ASARCO (the American Smelting and Refining
Company) to terminate its operation at the MacLean mine at Buchans in 1984. The report identifies another
four mining communities in Newfoundland - Baie Verte, Daniel's Harbour, Labrador City, and Wabush - as
single-industry communities.

It is interesting to note that the typical government response to the problems of mining industry closure
appears to be ad hoc and reactive. "Once the problem materializes, there is an attempt to use existing policy
instruments to alleviate social distress in the affected community."27 In reviewing policy options, the report
strongly supports the notion of statutorily required advance notice. Locke also lists several ways in which
unions, in particular, can help workers following massive closures. These include the negotiation of the time
and duration of severance pay, attempting to obtain company assisted retraining for workers permanently laid-
off, bargaining for lump-sum relocation assistance, obtaining preferential hiring treatment or direct transfer
of employees to other operations of the same company in other locations, and helping to determine whether
other companies have openings which affected workers might fill. His report encourages companies and unions
to negotiate all these items.

Locke reports that Swedish mining companies can contribute up to 50 per cent of their profits to a tax-exempt
fund in which 75 per cent of the contribution must be placed in a non-interest bearing account at the Bank
of Sweden. The Government of Sweden may require the company to draw on its account to fund specific
projects, or the company may be permitted to withdraw funds during specified periods to invest in buildings,
plants, machinery and equipment. Sweden has demonstrated a positive stabilization effect from this approach,
which has helped to moderate the severity of the business cycle in that country. The report argues that the
Swedish experience, while not perfect, is certainly an improvement over the status quo in Newfoundland.

Furthermore, the report identifies two types of measures to mitigate the effects of decline and closure. The first
of these is work-sharing, which would permit mining companies to avoid layoffs by reducing the work week
for all employees. Another is direct government subsidies for production costs, potentially a portion of wages
which would permit continued operation.

The report notes that the Manitoba Government has established a Mining Community Reserve Fund and has
also been actively lobbying for a similar fund to be set up nationally. The Manitoba fund provides transitional
relief for mining communities affected by closure or layoffs. It is funded by an allocation of up to 3 per cent
of the mining taxes received in a particular fiscal year. Payments from the fund are used to enhance the welfare
and employment prospects of those mining community residents affected by the total or partial suspension
or the closure of mining operations attributable to the depletion of ore deposits. The first payments have
supported community organization, training, and various other initiatives. It should be noted that in the case



Regional Development from the Bottom Up

144

of mine closure, the fund is not meant to artificially sustain the community in the absence of alternative
economic opportunities. (See "Manitoba Mining Reserve Fund," below.)

The Locke report also discusses a government ban on the development of new single-industry towns adjacent
to existing mining developments. The Report notes that the establishment of new single-industry towns was
not then (1986) permitted by the Ontario government if the new mine was to be within commuting distance
of an existing centre. This would leave the mining company with the options of systems such as the fly-in
approach, temporarily relocatable communities, or large-scale townsites with a diversified economic base.
Examples of each type of community are reviewed.

An international review of employee participation on boards of various levels and enterprises is conducted.
As well, Canadian policies are reviewed, including mobility programs, Community Futures, and taxation
policies.

The Locke report concludes with some 25 conclusions and recommendations, prefaced by the observation that
it is likely that mining companies would oppose many of the recommendations that would impose additional
costs on them. The social costs implied by their decisions to permanently close operations result in large costs
for governments. Companies are not anxious to have these costs transferred to them.

Advisory Committee CEIC Report

While Wade Locke examined the Newfoundland situation, a broader review was undertaken by the Advisory
Council to the Minister of Employment and Immigration. Canada's Single Industry Communities: A Proud
Determination to Survive was the title of a report presented to the Minister of Employment and Immigration
by the CEIC Advisory Council in February, 1987. The mandate for the study was established in October, 1985
and directed a committee to investigate the problems faced by single-industry-dominated communities as a
result of plant closures or major layoffs and to recommend actions that could be taken to eliminate or reduce
the adverse effects on individual workers in these communities. The committee found that about 25 per cent
of Canada's non-urban population live in single-industry communities, and that these communities create
about 10 per cent of the country's wealth and make up approximately 40 per cent of its exports. Also noted
was  the mute evidence of 400 ghost towns across Canada.

Insufficient planning and the absence of long term planning are cited in the report as major reasons for the
historically haphazard development of the country's resource frontier. However, the determination of
individuals to build and save their communities is also highlighted.

They are drawing on local energy and talent to seek out and develop alternative economic
activities. And in the absence of clear government direction and easily accessible assistance
programs, they are organizing local committees, corporations and groups to take charge of
their community's future.28

The report identifies six major causes of industrial closures and cutbacks: 1) exhaustion of the resource,
2) market decline, 3) competition from other producers, 4) low profitability, 5) technological change, and
6) public policy. The effects of closures on communities, on workers, on local businesses, on services, and on
the regions are discussed. Of particular interest in the commentary on major policy issues is the following
reference to regional development policy: "Current federal regional development programs appear to be applied
in an ad hoc manner without regard for the weaving in of all the essential components, including single
industry communities, into the country's regional economic development strategy."29 A range of issues is
canvassed in the report, running the gamut from resource policies to groups with special needs to mechanisms.
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The report then focuses on allocation of responsibilities among companies, workers, unions and associations,
the community, and  provincial and federal governments. The conclusion of the committee is that no one
stakeholder has sole responsibility. The need is for cooperation among all those involved. One note on the
costs of job loss given as an example is that in the mining sector between 1982 and 1984, the 10,000 jobs lost
were estimated to have cost the federal government $545,000,000 in unemployment insurance benefits and lost
income tax revenue.30

The report concludes with fifteen recommendations directed primarily to the Minister of Employment and
Immigration. These recommendations are reproduced as Appendix B of this paper.

A second part of the report provides a description of single- industry communities as well as a series of profiles
of individual communities from coast to coast. A number of existing programs and initiatives currently in
place across the country are described. Finally, there is a summary of the individuals and organizations who
presented briefs to the committee as it travelled throughout the country.

While narrowly targeted to provide advice to the Minister of Employment and Immigration, the Advisory
Council's work carries much broader implications. It strongly advocates a "bottom-up" approach to community
development, suggesting that programs be aligned to support community efforts in single-industry
communities. The report refers to a new mood developing in this direction and cites the Canadian Association
of Single Industry Towns as evidence.

In February, 1988, a follow-up report, based on an interdepartmental forum, was presented to the Minister of
Employment and Immigration by the Canada Employment and Immigration Advisory Council. This report
was entitled Canada's Single Industry Communities: In Search of a New Partnership. Following the distribution of
some 5,000 copies of the CEIAC report discussed above, Canada's Single Industry Communities: A Proud
Determination to Survive, the Advisory Council convened a meeting in Ottawa on October 21, 1987, which was
attended by 17 Federal departments and agencies. The objective was to provide departments and agencies with
background to the report to explain the main points of the report and to allow each department and agency
to comment upon pertinent issues.

Four major topics provided the focus for discussion. These included data bases, community initiatives, the role
of the coordinator, and existing policies and strategies.

The follow-up indicates that departmental participants in the meeting overwhelmingly favoured bottom-up
development with local involvement as an appropriate strategy.

In a near unanimous decision, the participants agreed that the responsibility for initiating the
adjustment and development process at the local level belongs to the community. The
community should be allowed to decide and identify what they need to progress socially and
economically and how to go about achieving these goals. But it was also recognized that
communities will need help in all these activities, in the form of information, advice and
resources.31

As well, at the discussions at the interdepartmental forum, CEIAC made four recommendations pertaining to
developing a data base, selecting a coordinator, preventing economic downturns, and assessing the frontier
development option.
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1982 Task Force on Mining Communities
and Further Deliberations by Mines Ministers

The 1982 report of the Task Force on Mining Communities proposed a fund to assist mining communities
and individuals. At the 1984 Conference of Federal/Provincial Mines Ministers, the Manitoba Mines Minister
proposed the establishment of a nationwide Mining Community Reserve Fund similar to one previously
established in Manitoba. At this conference, the Mines Ministers established the Federal/Provincial Territorial
Task Force on New Financial Mechanisms for Mining Communities. In 1985, five options were presented to
the Mines Ministers by that Task Force. They were:

1. Reserve Option A - Manitoba model (including Federal contributions);
2. Reserve Option B - Contributions by communities matched by federal and provincial governments;
3. Swedish investment fund concept;
4. A personal adjustment fund; and,
5. A labour diversification fund.

Two options were further considered during the 1985-86 period by a working group of industry, labour and
community, and government representatives. These were: Community Development Fund and Personal
Adjustment Fund. This further work was reflected in two discussion papers at the 1986 Mines Ministers'
Conference on a Community Development Fund and a Personal Adjustment Plan.32 The Association of Single
Industry Towns proposed that the two thrusts could be broadened.

The objective of the Community Development Fund was to help mining communities effectively plan for their
future. A local contribution which would be matched by federal/provincial contributions was seen as central.
As well, participants believed the Fund could operate to bring local and provincial contributions together with
funds funnelled through the Canadian Jobs Strategy's Community Futures Program. The intent of the program
was to implement the concept of shared risk and to provide funds for:

1. Diversification studies, administrative and related promotional activities;
2. Diversification pursuits, as well as community and worker adjustments of types not met by existing

government programs.

With regard to the Personal Adjustment Plan, a number of problems were identified, including the scale of tax
expenditures, the lack of labour movement support, and the complexity of administration. This Personal
Adjustment Plan has, therefore, not been pursued much farther by any of the governments.

The Canadian Association of Single Industry Towns -
Communities Themselves Mobilize                    

Launched in May, 1985 with a conference of sixty representatives from across Canada, the Canadian
Association of Single Industry Towns (CASIT) now represents over one hundred such communities. The
Association's overall objective is to speak with a unified voice for the common good of all people living in
single-industry towns and resource-based communities in Canada.

As noted previously, CASIT's detailed objectives are included as an appendix to this report. Also included is
CASIT's "A Direct Comparison of Regional Development Principles - Federal/Provincial Governments or
Canadian Association of Single Industry Towns - Which One Makes More Sense To You?"33  This comparison,
reproduced in Appendix B, presents a very community-oriented set of principles, in contrast to the
governmental principles endorsed by Ministers responsible for Regional Development in June, 1985.
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Finally, as was also noted earlier, CASIT's Vulnerability Checklist for Single-Industry Towns has been included
as Section II of this paper. The purpose of this Checklist is to enable single-industry communities to take stock
of their socio-economic situation on a regular basis and to predict---and hopefully prevent---future problems
on the basis of measurable yard-sticks.

Towns, Wheels or Wings? For Resource Development

In February, 1986, the Western Resources Program at the Institute for Research on Public Policy (IRPP)
organized a conference in Vancouver, B.C. to discuss the interrelationship of resource development and new
town development. The conference was titled "Towns, Wheels or Wings? For Resource Development."

Selected conference papers were published by the Institute following the conference. In summarizing the
proceedings of the conference, the then Director of the Western Resources Program, of IRPP, Barbara L.
Hodgins, identified the following theme:

If the proceedings of the conference can be distilled, evidently the preferred choice for
resource development today is wheels or wings, not towns. Short and long distance
commuting by workers has come, bucking the Canadian tradition, replaced the new town as
the means for natural resource development in Western Canada and the North. Tumbler
Ridge, built to support the Northeast coal development in B.C., may have been the last new
tailor made resource town.34

The conference did not confine itself purely to the issue of new town development. There was also a panel
discussion  entitled "Existing Resource Towns in Jeopardy, What Can Be Done, What Should Be Done?"  As
well, there was a discussion of workers' dependence in new towns.
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CHAPTER 4

EXISTING POLICY INITIATIVES DIRECTED AT SINGLE INDUSTRY COMMUNITIES

The policy discussion of single-industry communities does not begin in a vacuum. There are applicable policies
and programs in place although most were not conceived to deal with or focused exclusively on such
communities. Two relevant initiatives are described briefly. Other types of programs which might be helpful
to communities are also listed.

Manitoba Mining Community Reserve Fund

The Manitoba Mining Community Reserve is a fund which is narrowly targeted at mining communities and
their problems. It has been described as follows:

[It] operates under a section of the Mining Tax Act, making it the only legislated resource
community reserve fund in Canada. In any one year, the Lieutenant Governor in Council may
authorize the transfer to the Reserve of up to 3 per cent of the mining royalties received by
the province in that year. The provincial Department of Finance is custodian of the fund,
while the Department of Energy and Mines accepts and reviews requests for disbursements
from it.

Use of money from the fund may be authorized for the welfare and employment of persons
residing in a mining community which is adversely affected by the total or partial suspension
or the closing down of mining operations attributable to the depletion of ore deposits.

The fund was established in 1970. Since then, payments have been made to the communities
of Wabowden and Lynn Lake following the closure of mines and to Leaf Rapids and
Thompson following lengthy mining company shutdowns. These communities used money
from the fund to partially offset shortfalls in tax revenue, to retire infrastructure debts or to
support job creation projects.

The province also assists single industry communities through the Manitoba Jobs Fund. A $10
million loan from the fund assisted the company to deepen the Ruttan Mine at Leaf Rapids.
Interest costs accruing to the loan over a prescribed interest-free period were absorbed by the
Mining Community Reserve Fund. Money from the Mining Community Reserve has also
been used for an economic development seminar at Lynn Lake, for covering the costs of
hiring an economic planning and development officer and for other economic development
initiatives. Its strength is its flexibility, say officials involved in its administration.35

In its February, 1988 budget address, the Manitoba Government proposed to create a new Mining Development
Fund. The new fund was to subsume the Mining Community Reserve Fund. As well, 5 per cent of all mining
taxes received by the Province were to be directly allocated to the new fund. The fund's objective was to ensure
that some of the wealth generated by the Province's mineral resources would be reinvested (along with private-
sector funds)  in the mining industry and in mining communities to help stabilize the economy of Northern
Manitoba. But because of the defeat of the Manitoba Government on the budget in which this proposal was
contained, it is very difficult to determine whether the new government will be inclined to continue with the
Mining Reserve Fund, as contemplated in the 1988 budget address.
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Community Futures Program

The Community Futures Program was introduced by the federal government in June, 1985 as part of the
Canadian Jobs Strategy, to be administered by Employment and Immigration Canada. It was described as a
program designed to help communities hit by major layoffs and plant closures. The program was also aimed
at communities struggling with economic decline but which had some opportunity for permanent growth and
development. It was ideally to be a program which would anticipate change, rather than react  flexible,
cooperative approach within the community itself, with emphasis on permanent employment and small
business development.

The program's current objective is "to assist communities in their efforts to identify, develop and implement
measures to help individuals adjust to their economic environment and expand employment".36 To qualify,
a community must be one which is experiencing longstanding high unemployment as compared with the rest
of the province, and/or is experiencing or anticipating permanent employment losses because of substantial
layoffs. In addition, Special Community Futures Communities can be designated by Cabinet. These are
described as communities requiring additional financial assistance because of especially severe economic
problems. Detailed selection criteria may be found in Appendix C.

The selection of specific communities is the responsibility of the Minister of Employment and Immigration.
Once a community is selected, a Community Futures Committee is formed "to provide a means for cooperative
participation of local groups."37 The Committee includes representatives of business, labour, government, and
the local community. Up to $200,000 can be made available over a two-year period to help the Committee
assess the community's economic problems and develop employment opportunities and worker-based
adjustment measures.

After analyzing the community's problems and identifying possible solutions, the Committee advises
Employment and Immigration Canada on its plans for development and recommends the most appropriate
Community Futures Options and other programs available. These Community Futures options include the
Self-Employment Incentive, a grant of $180 per week for a maximum of 52 weeks designed to enable
unemployed workers to become self-employed; the Business Development Centre, to provide advisory services
and loan assistance to small business for the creation of permanent employment; the Community Initiative
Fund to support unique and innovative proposals from communities for employment growth and recovery
which cannot be supported by other government programs; Relocation and Exploratory Assistance to help
workers and others affected by closures or layoffs to have access to a job or better employment opportunities;
and Direct Purchase of Institutional Training to provide occupational training to workers to meet the need
for skill and increase their earnings and employability.

The Community Futures 1988-89 program budget was close to $125 million. By March, 1989, more than 200
communities had been selected and granted assistance under the program. Several of these communities have
since selected specific program options from among the five options described above.

 Criticisms of the Community Futures Program have focused on two aspects of the design. First, the area
boundary definition has presented problems for some communities. Second, the employment orientation of
CEIC is not always well linked to the economic development needs and agendas of communities. With
reference to this paper, it is important to note that Community Futures does not have single-industry
communities as a primary focus, although these communities probably represent a significant portion of the
program's clientele.
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Other Programs

Across Canada there is a wide range of other programs that have already been of assistance to single-industry
communities or could be of assistance in the future. Rather than cataloguing these programs, a task which has
been done elsewhere in more comprehensive fashion, it may be worthwhile to touch on a few of the more
representative examples:

1. The Community Economic Development Fund, Government of Manitoba: This fund provides loans to small
businesses and to community-owned enterprises in remote, rural, and northern communities of
Manitoba. In over a decade of operation, it has assisted several hundred businesses and enterprises by
providing loans and loan guarantees as well as advice.

2. Bottom-up Planning Processes: Five initiatives or organizations undertaking new directions across the country
which have focused on bottom-up planning as a way of influencing government program and policy
decisions are:

a. Economic Council of Newfoundland and Labrador
b. Ontario Northern Development Advisory Councils
c. Quebec Regional Councils
d. Saskatchewan Northern Development Advisory Council
e. Yukon 2000.

While different in their initiation and direction, each of these five initiatives takes as a starting point a
bottom-up approach which sees the community as central. These types of initiatives provide a means for
single-industry communities to put their needs and concerns into a broader policy process.

3. Industrial Developers Association of Canada (IDAC):38 IDAC is a professional association of industrial
commissioners, economic development officers, and economic development professionals. These
individuals generally work at a municipal or regional level as professionals in the field of economic
development planning and business development. As well, members might manage industrial facilities such
as incubators, industrial parks, or tourist facilities. The increasing professionalization of this group is
suggested by a joint venture diploma program at the University of Waterloo, which represents a much more
aggressive pursuit of standards than the association has engaged in previously. The implications of such
professionalization are evident. What it means is that IDAC might well provide a source of qualified
professionals to assist communities in the economic planning process.
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CHAPTER 5

KEY INGREDIENTS FOR DIVERSIFICATION

A review of recent reports and programs only focuses attention on the central question. What are the key
ingredients for successful diversification? And how should the issue of broadening the economic base of a
community be approached?

One of the most useful recent summary statements of the community-based economic development approach
is from a paper by Stewart E. Perry, in a policy paper for the Economic Council of Canada entitled:
"Community As the Basis For Regional Development." Perry suggests the following to do with resources for
development:

These imported resources are of three classes: ideas or knowledge resources, people or human resources
and financial capital, probably in that order chronologically and often in that order so far as significant
influence is concerned. Each of these classes supplement rather than supplant or substitute for any local
resources. For example, the ideas or knowledge resources are essentially information about how others
in similar situations have gone about some of their tasks, and such information would not be accessible
and usable were the local leaders not already conceptualizing their position in ways that make that
outside knowledge sharply relevant. Analogously, the importation of people is a deliberate effort to
supplement the skills of local leaders by recruiting consultants and/or staff who are willing and able
to work under local direction. And finally, outside capital for local projects is effectively mobilized
when it is levered by local capital and made to fit local needs, rather than simply the needs of capital
suppliers. In short, what happens is the process by which dormant, forgotten or previously depleted
local resources are brought into play, and only thereafter lever all sorts of outside assistance.

Note that it is not central to the community based approach to rely upon the importation of a package
of resources as represented by the tactic of trying to attract a company to set up a whole new facility
in that setting rather than in some other. In this sense, the community based approach has, almost by
definition, implied the piecing together of local resources with only a minimal element of outside
resources. And from this standpoint, the process rather obviously does not mean engaging in the zero
sum competition of the usual smokestack chasing of conventional economic development
practitioners.39

The single-industry community, by definition, has begun its existence through the discovery of a mine,
construction of a mill, or evolution of a centre, likely through the importation of all of the ingredients above.
A forest is to be harvested and into the community are imported capital, knowledge, and the human resources
to build the mill. A community-based development approach suggests, therefore, in terms of diversification
strategy, the need to access what is already available within the community rather than seeking another mine,
mill, or like industry.

If we continue with the working definition of community-based economic development as set forth by Perry,
we must ask ourselves, in a single-industry community, what are the possible sources of, first, ideas for
diversification; second, human resources; and third, financial capital.



Regional Development from the Bottom Up

152

Knowledge

Ideas and knowledge resources are viewed by Perry to be an important ingredient in his trinity. It is worth
considering the source of ideas available to communities and individual entrepreneurs within communities
seeking to diversify. These resources have undergone a vast expansion of potential with new technologies that
allow access from remote locations to data bases. For instance, new information technologies and computers
can, via telephone and computer-linked access, provide remote locations with many of the same information
and idea resources available in major urban centres. This is not to say that further assistance is not required
in terms of ideas and knowledge. Often it is the very necessary component of organization, or, as Coffey and
Polèse would say, "animation," in which the local situation is most lacking. Organization at the community
level can help access the full range of ideas available to the community. For example, the Northwest
Development Corporation, headquartered in Lynn Lake, Manitoba, was able to compile an enormous list of
potential projects from ideas suggested by community residents through a process best described as community
brainstorming.40

The important second stage in the process is to refine those ideas and to develop a "short list" of realistic
possibilities. This often requires all of the available expertise in the community, including small business
persons and the managers, whether resident in the community or elsewhere, of the major industry upon which
the town depends. In the case of Lynn Lake, the Northwest Development Corporation was able to enlist the
aid of senior managers of Sherritt Gordon Mines Ltd. In many other communities, this approach has not yet
been undertaken. In the case of YUKON 2000, a comprehensive review of possibilities for development in the
Yukon, culling out poor ideas became a major challenge.41

With a development forum or vehicle of some description, it should be possible to enlist the aid of skilled
corporate executives to provide some of the ideas and knowledge, in particular to provide critical comment
on ideas generated within the community. Governments may also assist this process by financing local
development officers.42 In the case of Lynn Lake, important aid was granted by the Manitoba Mining
Community Reserves Fund expressly to allow Lynn Lake to hire an economic development officer, thus giving
the diversification process added impetus.

If a community is to undertake a full review of the ideas and knowledge available (and applicable) to it, it must
have access to information about what other communities in similar positions, both in Canada and elsewhere,
have been able to achieve. This information must obviously be available in a form usable by the community;
pages of flow charts and regression analyses are of little avail to a community of miners or fishermen. The
community must also have sufficient funds to enable it to do the job of turning raw ideas into a short list of
possible projects in a comprehensive, thorough fashion. In general, support from government and industry
will be necessary if this end is to be achieved.

Human Resources

The second ingredient in the Perry formulation is people or human resources. While we have referred to some
of this expertise previously, it is important to recognize that the community-based approach suggests, first, the
need for an inventory of the skills, talents, and expertise available within the community. Only after this
inventory is complete can the community know what it can successfully undertake and what expertise it might
yet need to import. Training and skill development are crucial here.

Two separate thrusts of human resource development needs can be delineated. First, there is a need for
leadership training to assist with the enhancement of community leadership capacity, and, second, there is a
need for skill training to allow the existing workforce to adapt to the requirements of new businesses or
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industries. A wide array of successful models for community-based training can be identified across Canada.
Specialized miner training in Lynn Lake, Manitoba allowed miners to make the transition from a doomed
copper mine to a new gold mine. This type of skill adaptation is important. Another training thrust is distance
education operated by Universities or Community Colleges. Athabasca College in Alberta is a Canadian leader
in this field. Professional training of nurses, teachers, and others with a significant community component has
been undertaken in a number of Canadian jurisdictions. In general, training driven by local human resources
and local needs works best in support of a community-based development approach.

Financial Resources

Financial capital is the third key ingredient and there is a range of sources which have been identified for
financial capital for business and new business start-up, be it venture capital, loan assistance or so-called ̀ love
money' or financial resources borrowed from the entrepreneur's immediate family, extended family, or friends---
often at little or no interest.43

More traditional sources of financing include the full range of bank loans, loans by various development
agencies of government, and grants from various agencies of government. This financing may take the form
of loans against assets, or it may be operating credit extended against accounts receivable or inventories. In the
case of single-industry communities, the major sources of available capital could be described as follows:

a) money from individual residents of the community (love money, etc.);
b) money borrowed from financial institutions within the community (Credit Unions, Caisse

populaire, banks, etc.);
c) grants or loans provided by the major single industry within the community (mining company, pulp

and paper company, etc.);
d) funds imported from external sources to the community (government funds, funds from financial

institutions, equity investments).

The focus of the financial capital discussion pertaining to single-industry communities should be on the critical
money needed to develop new businesses within the community. Often within new businesses obtaining initial
seed capital or financing is crucial. While this initial capital is always the most difficult for potential
entrepreneurs to obtain, it is even more difficult for those wishing to set up shop in single-industry
communities, given the perception of outsiders that such communities will wither and die as soon as the
resources which have supported them are depleted.
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CHAPTER 6

WHAT WE CAN DO FOR OURSELVES: POLICY DIRECTIONS FOR COMMUNITIES

Given the importance of Canada's 1500 single-industry communities to the country's economy, it is
appropriate that we look at what may be done to diversify the base of these existing communities and thereby
to decrease their vulnerability. It is also reasonable to assume that successful economic diversification will be
more likely if work to achieve diversification begins long before the community is threatened with closure.

In keeping with the Perry framework, these conclusions are organized under the following headings:

  Q Enhancing Access to Knowledge
  Q Developing Human Resources
  Q Locating Financial Resources

Within each grouping there are specific policy directions with application to communities.

The most important audience for this report is the leadership of the single-industry communities across
Canada. If a bottom-up approach is to succeed, then it is this leadership which must take the initiative.
Government programs, corporate and union goodwill, and assistance, as proposed in Chapters 7 and 8, will
only work if they are linked to a community commitment to diversification.

There is ample evidence that some communities, particularly those faced with the possibility of decline, have
been able to rapidly mobilize to achieve some positive results. The question is, can this process be generalized
to encompass the leadership of communities not now currently threatened, but which will face similar
problems in the long term? Can communities link themselves to knowledge resources to provide access to ideas
for development?

To begin with, each single-industry community would do well to identify a forum, be it a local development
group, the Chamber of Commerce, a citizens' committee, or some other mechanism, through which the
diversification and long-term future of the community can be discussed. The process of dialogue will be
extremely important in communities and it will be incumbent upon the leadership to ensure broad input into
the process. No one stakeholder will be able to determine the outcome of a process affecting so many diverse
groups. "Community entrepreneurship"44 or community leadership is essential to energize efforts at a local
level.

Enhancing Access to Knowledge

In addition to a broad consultative process and community entrepreneurship, community leaders should carry
out an inventory of the community's prospects and its resources, including knowledge resources, human
resources, and financial resources. The outcome of such an exercise should be some creative ideas about how
the community might be diversified. All available assistance from unions, companies, and various levels of
government, should be tapped, as well as individuals. But while government is often an important resource,
it is important that communities not distort their own ideas and initiatives in an attempt to meet government
funding criteria. An essential element of the creative process of determining options is access to the broadest
possible information to allow the community to answer the question: "How have other similar communities
acted in similar circumstances?"
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Developing Human Resources

There are several levels on which the development of human resources can play a critical role in the
diversification of single industry communities. Leadership training is an essential ingredient to build upon the
natural leaders within communities and to enable skill development. As well, analytical training in project
assessment and selection is extremely helpful to allow communities themselves to sort out the wheat and chaff
of good and bad developmental ideas. As noted previously, the community's workforce may need to be
partially or wholly retrained. These diverse training needs must be identified through community self-
assessment if the community's human resource potential is to be developed.

Throughout, it must be recognized that a community's most important resource is its people. Ore in the
ground, fish in the sea, or trees in the forest may be valuable resources, but none of them will be harvested
without the skilled workforce ready to hand. Similarly, without a skills inventory and access to appropriate
training or retraining, the diversification of the community will not easily be achieved.

Training services are available from a wide array of sources. Corporations may undertake training directly.
Often corporations are financially assisted by governments in this task. Training infrastructure such as a
community college or technical institute may exist within the community or provide services on an extension
basis.

Where infrastructure does not exist there is the alternative of distance education, a concept well-suited to many
single-industry communities. ̀ Distance' education is an area of rapid growth, driven by new technologies such
as video cassette systems, teleconferencing, and computer networking. It is likely that a greater emphasis on
extension and distance education will greatly assist remote communities in their training endeavours.

Unions can also be a major ally of communities in their retraining efforts. Formal provisions of collective
agreements sometimes contain technological change provisions and time off with pay for training. For
example, in the Lynn Lake Manitoba situation, the United Steelworkers, Sherwitt Gordon Mines, and the CEIC
through their Job Strategy cooperated to retrain copper miners for a new gold mine.

Equally important, many Canadian unions engage in continuing education efforts of their own, both in
subjects directly connected to union business and in other areas. Thus they can be an important source of
information on the question of how to train and retrain mature individuals.

Locating Financial Resources

For communities, the issue of financial resources is central to a new strategy of self-reliance and diversification.
If the community is wholly dependent on external sources for financing, it is also likely to become dependent
on external sources for ideas and expertise, and a community-based strategy will be doomed before it begins,
since it will be forced to conform to the priorities and perceptions of others at a long distance from the
community. This has been a continuing problem for many community endeavours in Canada which have
failed or at least succeeded to a lesser degree than they could because they have had to conform to artificial
or arbitrary criteria imposed on them by governments or by financial institutions remote from the community.
(The RRP No. 1 case study by the Economic Council provides a clear example of this problem.)45  For this
reason, it is important that communities seek to create their own source of seed capital, however modest, for
early development efforts.

The key here is the leveraging of additional funds. If the community is able to create an initial pool of funds
as its equity in a venture, these funds can be increased many times over by the use of leverage. Leverage funds
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are less likely to work against the nature of the endeavour undertaken. Funds borrowed from financial
institutions or granted by government agencies may distort the community thrust. However, if the
community's original equity is sufficient, it can secure the concept and direction of the diversification idea,
and then there is less likelihood of a counter-productive change in emphasis.

Within the community, there are, as was noted earlier,  many potential sources of funds. All should be tapped.
The campaign to secure funds for the new diversification should take as a model the fund-raising campaigns
launched by sophisticated non-profit organizations in this country. The group may well want to consult some
of the available publications on how to put together a fund-raising campaign. Fund-raising campaigns to build
buildings for ballet companies, theatre companies, and art galleries, to endow chairs at universities, or to create
parks and museums all start with the premise that funds can be raised within the community. Similarly, funds
are often secured from external agencies and corporations that operate within the community.

Central to this type of fund-raising effort is a broad-based network of volunteers who are willing to canvass
to secure funds. Seeking funds for diversification is little different from seeking funds for any other aspect of
community betterment. The central idea is that people should contribute towards something that make the
community a better place to live. This is a very difficult appeal for public-spirited residents to resist.

The task of locating financial resources should begin with an inward focus on the community. Only when that
base is secure should communities look to external sources, be they government agencies or lending
institutions, for support.

CHAPTER 7

HOW OTHERS MAY HELP: POLICY OPTIONS FOR GOVERNMENTS

The following discussion provides some overall directions for governmental regional development policy. A
key point is that the criteria for the establishment of new communities should be much more stringent than
they have been in the past. It is far better not to create unnecessary new single-industry towns than to deal with
the problem of how to "salvage" these communities after the fact; hence the importance of exploring commuter
models or other alternatives to the creation of new permanent single-industry communities. It is also
important, given the large number of communities in potential difficulty, that governments look at how they
may help diversify the base of these communities and decrease their vulnerability. In keeping with the
methodology adopted earlier, these conclusions are organized under the following headings:

  Q Enhancing Access to Knowledge 
  Q Developing Human Resources
  Q Locating Financial Resources

Enhancing Access to Knowledge

One idea worthy of consideration by all levels of government is the establishment of centres of excellence to
assist communities with their diversification. Obviously, communities should be involved in the selection and
operation of these centres of excellence. These centres could be established by building on existing institutes
across the country. Some of these could take the form of existing rural institutes such as the Rural
Development Institute at Brandon University, or resource-oriented institutes such as the Natural Resource
Institute at the University of Manitoba. Other organizations which could be built upon include the Canadian



Diversification and Single Industry Communities

157

Association of Single Industry Towns, which could meet many needs including serving as enhanced
information clearinghouses. Cost-sharing agreements from governments could provide funding to these centres
and organizations to undertake specific roles in gathering and making accessible various information resources.

Developing Human Resources

The same centres of excellence listed above as sources of knowledge, as well as others with a reputation for
training of a developmental nature, might well be considered for support by all levels of government on the
basis of their contribution to single-industry communities. Some likely prospects include agencies such as the
Cooperative College of Canada in Saskatoon, Saskatchewan; Malaspina Community College in British
Columbia; and St. Francis Xavier University in Antigonish, Nova Scotia. These organizations, which generally
have considerable experience with a wide range of adult training situations, are in an excellent position to make
their expertise available to single-industry communities in their vicinity. Here again, however, it must be the
community that initiates the activity. Training should not be imposed upon communities, but should be
available to respond to their needs. Thus, the selection of appropriate training and training institutes should
be made by communities themselves. Some examples of these types of training are lifeskills training,
apprenticeship training in carpentry and other trades, and training for heavy equipment operators.

Government agencies with experience in retraining, such as CEIC, may be called on for support of technical
assistance where appropriate and where such assistance does not conflict with larger community development
objectives.

Locating or Creating Financial Resources

Governmental action should start from the premise that there is a period of prosperity or at least a significant
period of self-sufficiency for the typical single-industry community during which time these communities and
industries can contribute towards the eventual adjustment costs they will face. Whether this could be by way
of a levy on the finite resources being extracted or, more broadly, by a contribution from society as a whole
in recognition of the peculiar problems, is a question worthy of further consideration. As well, it is reasonable
to assume that successful economic diversification will be more likely if diversification efforts begin long before
the community is threatened with closure.

In the past two years, governments have seriously considered a number of potentially innovative financial
mechanisms to help in the adjustment of mine workers and mining communities. To date, this work has not
been publicized quite so much as work pertaining to other non-mining single-industry towns, but, in most
instances, the recommendations and analyses are completely applicable. The types of funds contemplated here
run the gamut from the Swedish-type investment funds described earlier to various mining community reserve
fund options, to a personal adjustment plan option similar to a registered retirement savings plan, and, finally,
a labour-sponsored diversification fund, essentially a venture capital labour organization fund similar to
Quebec's Solidarity Fund. The conclusions reached in the September 17, 1985 joint Manitoba/Canada paper
are widely applicable to single-industry communities as a whole as well as mining communities, in particular.

The paper concluded that existing programs, which were largely designed for other purposes, were inadequate
for dealing with the unique problems of mining communities, and so too with those of single-industry
communities. It was also concluded that governments are already spending substantial sums on mitigating
mining community problems. This could indeed be said of all single-industry towns.
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Other Policy Options

Clearly, the governments of Canada and the provinces, perhaps working through the Council of Resources
Ministers or Industry Ministers or Mines Ministers, should develop guidelines to restrict the development of
new single-industry towns in Canada. It would be useful if, in the process, governments were to consult with
the Canadian Association of Single Industry Towns. The intent would be to achieve consensus on the criteria
to be met before a new resource-dependent or single-industry town was created. While a number of provinces
have in place guidelines at the moment, it would be more effective if efforts were made to obtain a national
standard in this regard. Such a standard could provide more economically disadvantaged provinces with an
ability to resist new town development. This could, in turn, over the very long term, reduce the number of
difficult single-industry community situations that would occur.

Where governments or their Crown corporations are the single industry or dominant employer in a
community, they should set an example by working actively with communities to assist diversification efforts.
A policy set by the Government of Canada and made applicable to Crown corporations establishing a protocol
for interaction with vulnerable communities would be an excellent starting point. The federal government
could also urge the provincial and territorial governments to adopt a similar approach.

Communities through CASIT and directly have given advice to government on how information on all
programs may be made accessible at the community level. As well, communities have asked that program
dollars be as flexible as possible at the community level. Communities will need to continue their advocacy
of this approach as well as undertaking to sensitize officials and programs to local needs. If communities want
to increase local returns or value added, they will also need to have the rules of the game of dealing with
government made as comprehensible as possible. But communities must first demonstrate initiative or  staying
power---or both. Only then will the initiatives suggested for governments have a significant possibility of
succeeding.

CHAPTER 8

SHOULDERING BROADER RESPONSIBILITIES:
POLICY DIRECTIONS FOR CORPORATIONS AND UNIONS

The most straightforward advice for corporations is that they not create any further single-industry towns
without a prospect of sufficiently long life for the community to justify both the corporate expense and the
governmental infrastructure expense and investment by individuals in housing. This idea has been
implemented to a significant degree in the mining sector, where commuter operations are the norm for new
mine development. However, more general corporate resolve to avoid creating new time-limited single-industry
communities would be one way of preventing a recurrence of many of the problems that we now face due to
decisions made some years ago.

With regard to existing single-industry communities, the following general advice is tendered to corporations
and to unions for their consideration. Corporations and unions should assist, as a matter of principle,
diversification of these communities. Such assistance could be provided in the three specific areas referred to
by Stewart Perry, as follows.
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Enhancing Access to Knowledge

Corporations can review their product mix to see if any further processing can take place in the community.
This may lead to identification of opportunities. The experience of Alcan with SOCCRENT (Société en
commandite de création d'entreprises), a $10 million risk capital pool designed to support the creation of new
business in underdeveloped regions of Quebec, such as Saguenay-Lac St.-Jean, may be interesting in this
connection.46 Alcan established this venture in connection with other business partners (both national and
local); its aim was not just to help start up new companies but to help create a positive environment for new
business, one which would encourage young people to stay in underdeveloped regions rather than leaving as
soon as they had finished school. Alcan has invested funds in SOCCRENT and has also provided it with
certain staff support. It remains to be seen whether this model is one which other corporations might emulate.

Both corporations and unions should also draw on the experiences in other communities across Canada with
a view to identifying potential diversification opportunities.

Developing Human Resources

By lending their senior management and executive personnel's talents to diversification efforts through
community boards, community development corporations, or other such instruments, corporations can be
of great help. Unions can assist in a similar fashion.

As well, corporations may have their own internal human resource departments with training capabilities.
These resources should be made available to the degree necessary to assist community efforts. Of course,
corporations will be constrained by their own resource limitations in how much assistance they can provide.

Locating Financial Resources

By providing some seed capital or venture capital to assist fledgling efforts within the community in the
direction of diversification, corporations can greatly aid communities. As well, corporations, by joining with
communities and unions, can add great credibility to financial requests to financial institutions both within
communities and externally.

Unions' ability to provide direct financial aid is almost always severely constrained. However, a union may
provide an organizational base for community fund-raising. In addition, in the Province of Quebec, labour
unions, through the Solidarity Fund, have access to tens of millions of dollars of financing for business
development. In other provincial jurisdictions such as Manitoba, assistance to employment cooperatives may
provide a way for unions to help in locating financial resources.

Corporations should work closely with communities and unions to ensure that where a down-sizing or town
closing is necessary, the adjustment process is carried out with the full and informed involvement of all parties.
Corporations which take into account the views of all stakeholders are likely to be regarded as better corporate
citizens than those which act unilaterally or arbitrarily.
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CHAPTER 9

CONCLUSION

Something that was not touched upon today is the brain drain of these communities. Mining
communities, someone mentioned it earlier, are good places in which to grow up. I think you will all
agree that those communities have provided a stability and an education that produced a pretty hardy
bunch. We have heard from first and second generation mining people here today. As I cross the
country I meet professional people, chief executive officers of many companies, I could name drop if
you like - yes, I will - the Desmarais and the Campeau's come from Sudbury!  Some of the leading
entrepreneurs in Canada have come from mining communities. What would have happened if many
of these people had an opportunity to develop their own communities? Not much of that happens in
the company towns in Canada. Those kids go on to other ventures, in other towns. Part of it, of course,
is the immigrant dream, "My kid isn't going to work in the mine; he's going to be a professional and
leave this area". However, many of the children would very much like to have stayed in those
communities. But because they were single industry towns, there was no opportunity for them to return
with the skills they had developed in the universities in the larger centres.

Judy Erola, Vancouver, 1986

Judy Erola's comments do indeed raise the question of what would have happened if some of Canada's most
dynamic entrepreneurs had stayed in smaller single-industry communities to develop their business empires
there. This is certainly a question worth pondering. The community-based approach reviewed in this report
would suggest that we look at additional indicators, as well. We should consider the health and diversification
of single industry communities over the longer period of Canadian history. Would we be able to create a
framework where the aspirations of communities can be achieved? Can communities mobilize themselves to
achieve different outcomes than they have in the past? Can companies and unions see beyond their immediate
interest to the longer-term interest of the community in which they operate? These are the types of questions
that will not be answered by a report, that will only be answered over decades by concerted long-term action.

The broad conclusion of this report is that, to date in Canada, we have not done a very effective or
comprehensive job of securing a future for single-industry communities. Will we do better in the future? The
opportunity certainly exists. But does the political will? Can we apply the lessons learned to create a more
secure and prosperous future for those who live and work in 1500 single-industry towns? There are certainly
hopeful signs. The emergence of the Canadian Association of Single Industry Towns and the increasing interest
from all sectors of the Canadian economy are both encouraging. Only time and events will tell the story in
the end.
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SECTION II: THE VULNERABILITY CHECKLIST

CHAPTER 1

INTRODUCTION

The particular problems of single-industry communities are well known. Because their fate is tied to a specific
resource or to a specific company, they remain extremely vulnerable to a variety of factors: plant closures or
relocations, depletion of the resource base, economic cycles, and shifts in domestic and international markets.
Time and time again, such towns have sprung to life in all parts of Canada, have grown and developed into
flourishing communities, and have attained a degree of maturity and stability---only to fall victim to a sudden
catastrophe or to a long economic decline. The alternate path leading to long-term stability has proved elusive
to single-industry communities (see Fig. 1).

Single-industry communities have generally not been a high priority of federal regional development policy.
Yet the 1300-1500 communities of this type in Canada constitute one of the nation's key economic strengths.
Indeed, while international and national trends show an increasing movement toward the service sector, raw
materials still account for many of Canada's exports and they represent a primary input for a large portion of
our manufactured goods.

Government assistance to single-industry towns has generally followed two strategies: either attracting industries
into a targeted community, or else reacting to specific crises. A transplanted industry, however, usually fails
to draw upon the natural strengths of the region and its people, and crisis-motivated assistance is usually too
little and too late. Thus in the final analysis, government intervention in single-industry communities has rarely
been successful.

Within single-industry communities themselves, economic planning has also tended to be reactive. Only when
thunderclouds appear on the horizon, in the form of industrial slowdowns and plant closures or a progressive
decline in the number of local businesses and services, do local authorities begin to realize that a problem
exists. When the seriousness of the situation finally hits home, a flurry of planning may take place---community
workshops, "action" and "planning" committees, lobbying for government assistance, feasibility studies on
prospects and possibilities for economic growth. By then it is probably too late to avoid the inevitable---the
slow decline and death of a once healthy community.

As was noted in Section I of this paper, single-industry communities must start to appreciate the realities of
their own situation and be willing to learn the lessons of history. The two keys to the long-term survival of
such communities are long-range planning to encourage economic diversification and self-assessment to
anticipate potential problems. The adoption of a philosophy based on community self-help, however, does not
lessen the importance of support from all levels of government. Rather, although more supportive in approach,
the role of government will continue to be pivotal, consisting of helping those communities willing to assume
greater responsibility for their own development to find the path to long-term viability.

But how can communities that are most "vulnerable" to economic decline identify themselves?  And, more
important, how can the degree of vulnerability or potential vulnerability be measured, so that responses can
be formulated for existing problems before the road to decline is irreversibly taken?
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Figure 1: Route of Community Development
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Essential to such an approach, therefore, is a self-assessment tool to enable communities to periodically gauge
their present situation and to predict future problems on the basis of measurable yardsticks. Such a tool,
because it is employed by the communities themselves, can provide another benefit: by quantifying and
tracking developments themselves, communities can acquire a better understanding of the dynamics of their
situation and the importance of proactive initiatives. In a sense, such an approach would also serve to
"depoliticize" or rationalize local development, by encouraging anticipatory action based on economic realities
rather than reactive action prompted by political pressure or human tragedy. It was with this goal in mind that
the Canadian Association of Single-Industry Towns and the Economic Council of Canada undertook to
develop a Vulnerability Checklist for the use of such communities.

The following chapter describes the process and results of the effort to develop a Vulnerability Checklist. The
history of the concept is first described, following which the final form of the Checklist and the rationale
behind it are discussed in some detail. Chapter 3 then addresses some questions related to a community's use
of the Checklist. The results of a pilot test conducted among thirteen single-industry communities with an
earlier version of the Checklist are then presented and methodological considerations are highlighted. The
study is completed by a discussion of possibilities for improving the Checklist and for future development of
the community self-assessment concept.

CHAPTER 2

HISTORICAL BACKGROUND

As was noted in Section I, the Canadian Association of Single Industry Towns (CASIT) was founded in May,
1985 at a conference attended by sixty community representatives from across Canada and now speaks for
more than one hundred such communities. Since its formation, CASIT has adopted a high profile, holding
conferences and annual meetings and putting forward policy proposals. An example is its Frontier
Development Policy, unveiled in the Fall of 1987.1 In keeping with its goal of promoting a more secure future
for single-industry communities, CASIT has always stressed the importance of local initiative and a preventive
approach to crisis management. In 1986, the Association suggested to the Natural Resources Institute of the
University of Manitoba that it support a graduate student proposal to develop a list of vulnerability and impact
indicators for single-industry towns. The results were published in November 1987 under the title Vulnerability
and Impact Indices for Single Industries: Mining Communities Model (Asselstine, 1987).

CASIT recognized the potential of the vulnerability indicators developed in the above document for providing
communities with a better understanding of their economic base and a prognosis of their short and long-term
economic health. It believed that by grouping vulnerability indicators into an easy-to-use "checklist", a valuable
self-assessment tool could be developed. With the help of the Economic Council of Canada, CASIT undertook
this project. The main goal was to develop a prototype of a Vulnerability Checklist for single-industry
communities in Canada. Specific objectives were:

  Q to select indicators of community vulnerability;
  Q to develop a system of ranking individual communities according to their degree of vulnerability; and
  Q to conduct a pilot test in communities to determine the usefulness of the Checklist.

The Vulnerability Checklist drew extensively upon Asselstine's (1987) work. A preliminary list of indicators was
tested in the Town of Kirkland Lake, Ontario, and certain indicators were also tested in two native economic
development projects in northern Saskatchewan. The completed first draft was reviewed by the Economic
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Council of Canada and CASIT members. Their comments, including suggestions for additional indicators, led
directly to the second draft of the Checklist. The practical expertise and insight provided by members of the
Association were also incorporated into the second draft.

Because the Checklist project was considered experimental in nature, no attempt was made at the drafting stage
to restrict indicators to those for which information would likely be readily accessible. In the end, the task of
determining the information available at the community level and where it could be obtained constituted a
valuable learning experience for the local people involved. Feedback from the communities gave the Checklist
designers some indication of what information communities could access easily and what information they
found most useful. It also became clear that the Checklist could help communities to pinpoint areas where
their knowledge was deficient.

The second draft of the Vulnerability Checklist was used in the pilot study of thirteen single-industry
communities in Canada. The results are presented in a subsequent section of this paper. After the pilot study,
third and fourth drafts of the Checklist were prepared to incorporate comments from the study communities
and from the Economic Council of Canada. The final draft of the Checklist constitutes Appendix F of this
document.

CHAPTER 3

OVERVIEW OF THE CHECKLIST

The basic purpose of the Checklist is to act as a guide for identifying areas of community vulnerability. To
achieve this objective, it uses an inventory of 35 indicators designed to assess the "development context" of the
community at a particular point in time. The Checklist becomes most useful once data are collected for at least
two periods (usually, successive years), since then a rudimentary "trend line" of the community's development
can also be established on the basis of change in the indicators.

Three Components of Vulnerability

For the purposes of this discussion, vulnerability is taken in its widest sense; a vulnerable community is one
running the risk of entering into irreversible decline. As discussed earlier, any single-industry community is
inherently vulnerable. The problem is to monitor and manage the degree of vulnerability. The indicators
comprising the Checklist are grouped under three broad categories of vulnerability:

  Q vulnerability of the local industrial base;
  Q economic diversification of the local economy; and
  Q the community's development environment.

Table 1 lists the three components of community vulnerability with their corresponding subcomponents and
indicators. The first vulnerability component concerns the long-term viability of the community's single
industry in terms of the availability of its primary inputs and the characteristics of its industrial base. The
second component assesses the degree to which economic diversification has been achieved in the community,
since this is the major indication of the community's economic resilience. The third vulnerability component
deals with the physical, social, and political characteristics that collectively define the development
environment.



Regional Development from the Bottom Up

168

Table 1

Component Indicators of the Community Vulnerability Checklist

1. VULNERABILITY OF THE INDUSTRIAL BASE

1.1 Characteristics of the industrial base
  Q Primary resources ranking

1.2 Industry investment
  Q Research/development/exploration investment per production employee
  Q In-house training investment per production employee

2. VULNERABILITY OF THE LOCAL ECONOMY

  Q Diversification rating (number of sectors accounting for at least 10% of labour force)

3. DEVELOPMENT ENVIRONMENT

3.1 Community maturity
  Q Retirement workers
  Q Older workers
  Q Out-migration of younger people

3.2 Community vitality and spirit
  Q Population change (annual)
  Q Population change (five-year change)
  Q Percentage of population on welfare
  Q Change in number of taxfilers (annual)
  Q Change in number of taxfilers (five-year change)
  Q Unemployment insurance as a source of income
  Q Change in total value of housing permits
  Q Housing vacancy rate
  Q Commercial unit vacancy rate
  Q Rental rate of private households
  Q Crime rate
  Q Local business support factor

3.3 Community accessibility
  Q Transportation infrastructure

3.4 Local control of development initiatives
  Q Company/monopolistic ownership/government control of land and resources
  Q Availability of development dollars

3.5 Entrepreneurial spirit and small business supports
  Q Number of small business openings
  Q Number of business closures
  Q Availability of skills training and business advice
  Q Municipal spending on economic planning and development

3.6 Socio-political environment
  Q Active development organizations and committees
  Q Number of "specialized development" meetings held
  Q Number of "public" meetings held
  Q Public participation in the development process
  Q Public investment money raised locally
  Q Public investment money raised provincially
  Q Public investment money raised federally
  Q Private investment money raised
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These three components of vulnerability should not be taken as definitive or exhaustive, since there are many
other factors that could play a role in a particular community. For example, Canadian government policy with
respect to natural resource industries would have a significant impact on the long-term viability of a resource-
dependent community. And, certainly, there are a number of different ways that community vulnerability
could be interpreted and described. For present purposes, however, the selected categories and individual
indicators within these categories provide a good overall indication of a community's degree of vulnerability.
Emphasis has been placed on areas of community vulnerability where local people can take action and effect
positive change.

Community Development Context

As mentioned earlier, the Checklist first focuses on the development context of a community in order to
construct a clear picture of where it stands in terms of the three components of vulnerability. This is the
function of Section 1 of the Checklist. For example, given a community where:

  Q the community's single industry has a short production horizon (i.e. less than five years) and does not
locally invest capital into innovative technologies and employee training;

  Q there is no significant diversification of the local economy; and
  Q there is an adverse social, physical and political  environment for development initiatives,

then the community in question is facing serious development limitations and is highly vulnerable to future
decline. Such a single-industry community could be said to be following the left branch on the development
route (Figure 1, p. 62), leading ultimately to closure. The alternative route of development, leading to stability,
can be chosen only if the permanent residents of the community are willing to take the initiative to build a
more diversified and stable economy, and if the resources, natural or human, can be found or developed.

Section 2 of the Checklist provides a "summary record" form for keeping track of indicator measurements.
Once data for at least two time periods have been collected, a vulnerability rating or "trend line" can be drawn.

Community Trend Line

An even more accurate picture of where the community stands in terms of vulnerability can be seen when
Checklist data for two or more time periods are compared. By analyzing change in the various indicators of
the Checklist over time, potentially dangerous trends requiring planning and action may be identified. Section
3 of the Checklist is used to accomplish this task. For example, even though a given community may present
a relatively positive profile in terms of its current development context, there may be trends over time that
indicate proactive measures are warranted: a declining population, reduction in the number of tax filers, and
falling value of building permits, for example. Such a trend line would be especially worrisome if it coincided
with imminent resource depletion and if the community were not taking steps to develop alternative job
opportunities or to create a more positive environment for development. While it is up to community
members to chose the future course of their community's development, the Checklist provides a planning
guide for identifying potential problems and effecting change.



Regional Development from the Bottom Up

170

Limits

It is important to note some caveats regarding an indicator-based assessment system such as this one. Such a
system cannot take the following possibilities into account:

  Q First, that certain indicators may play a more important role in determining community vulnerability
than others; in other words, that the indicators are not weighted. Thus it is possible that a single indicator
is or could become a predominant factor in the future well-being of a community.

  Q Second, that a negative trend in one indicator could act as a catalyst, setting off negative trends in other
indicators. A sharp increase in out-migration, for example, could precipitate a domino effect among other
development factors.

Until further research clarifies the nature of the relationship between the various components of development,
the system of community ranking used in the Checklist is best considered as a guideline to possible areas of
vulnerability in a particular community rather than an exhaustive analysis of all factors affecting local
development.

Another disadvantage of the Checklist is the system used to draw the trend line (which is discussed in more
detail in the following section). On the basis of change in indicators over time, a value of either "0"or "1" is
assigned for each. Such "arbitrary" measurements are simple to calculate, but have some limitations. In
particular, the distance between values is not taken into consideration, so that, for example, a community
whose business creation rate fell 10 per cent would receive the same trend-line score as another experiencing
only a 5 per cent decline.2

It must also be noted that the focus of this type of assessment on communities necessarily excludes macro-
economic factors from consideration. However, federal policies in such areas as taxation and income security
have an important impact on regional economic development. Furthermore, one of the lessons of the last two
decades has been that international "shocks," such as the double oil shocks of the 1970s, and the enormous
changes in commodity prices in both the 1970s and 1980s, can have far-reaching, sometimes devastating, effects
on resource-based economies. However, the key to resiliency in the new globalized economy is diversification,
and here the Checklist can be of some assistance. A more diversified local economy is apt to be relatively less
vulnerable to adverse macro developments.

CHAPTER 4

USING THE CHECKLIST

Completing the Checklist

When a community undertakes to complete the Checklist, two important questions immediately arise: how
to determine what information is available and obtain it, and who should undertake the task of completing
the Checklist. Until adequate information sources are inventoried or developed for each community, the
Canadian Association of Single Industry Towns expects to be called upon to assist communities.

The question of who should complete the Checklist is more difficult: should it be the mayor, the economic
development officer, the secretary-treasurer, the president of the chamber of commerce, or another community
representative?  As well, the particular responsibilities of the various positions may leave the incumbent open
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to specific community expectations and criticisms, a factor that could bias reporting. The influence wielded
by the person (or group of persons) in the community may play a role in how thoroughly the Checklist is
completed and how well it is received. One alternative is to engage a third party to complete the Checklist.
While this last strategy undoubtedly reduces the danger of biasing community information, it also runs the
risk of introducing a degree of distance between the Checklist and the community involved, which conflicts
with its express purpose of encouraging local self-help. A greater danger is that the third party might not be
able to collect the appropriate information because of a lack of knowledge of the community.

Establishing a Community Trend Line

While the information that the Vulnerability Checklist provides on a community's "development context" (i.e.,
its current situation) is often valuable, the Checklist has been specifically designed to provide an overall rating
for a community based on observed trends in the indicator's measured at different time periods. This "trend-
line" type of rating system was adopted for two main reasons. First, no comprehensive study has so far come
up with a definitive set of indicators for synchronic assessment of vulnerability; and second, analyzing change
in indicators over time allows trends to be extrapolated into the future, thus providing an indication of where
a community is headed in terms of development.

The actual assessment of a community trend line is extremely simple: a value of 1 is assigned if the observed
trend in an indicator measurements is considered undesirable for a community's development, and no score
is given (i.e., 0) if the observed trend is regarded as a positive one. For example, if between 1986 and 1987 it
was observed that the number of business openings in a community was on the decline, the community would
receive a score of 1 for this indicator. In contrast, if the number of business openings had increased, a 0 would
be awarded. Thus the maximum possible score of a community is the total number of indicators, or 35.
According to this system, the lower the score, the better the community's prospects for continued social and
economic development.

In the event that successive observations for a particular indicator show no change, the person completing the
Checklist is instructed to consult the Checklist's Appendix 2, "Interpreting Static Indicator Measurements."
Here are listed, for each indicator, levels that could represent a negative trend. For example, should the
Diversification Ratio show no change over time, but its level can be termed a "low rating," then the trend
should be considered a negative one, and a "1" should be entered for this indicator.

CHAPTER 5

PILOT TEST: METHODOLOGICAL CONSIDERATIONS

The Vulnerability Checklist was used in a pilot test involving thirteen Canadian communities: Lynn Lake,
Manitoba; Gold River, British Columbia; Jans Bay, Saskatchewan; South End, Saskatchewan; Norman
Wells, Northwest Territories; Pine Point, Northwest Territories; Corner Brook, Newfoundland; Labrador City,
Newfoundland; Trenton, Nova Scotia; Creighton, Saskatchewan; Hearst, Ontario; Ear Falls, Ontario; and
Kirkland Lake, Ontario. The responses of these communities to the Vulnerability Checklist provided some
valuable insights into its degree of usefulness. Of the thirteen communities selected for the pilot test, only three
returned completed checklists by the requested deadline, while two other communities submitted completed
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checklists after the deadline. Of these five responding communities, three had to contact CASIT for assistance
and explanation of specific indicators.

An analysis of the five completed checklists revealed that, of the 32 vulnerability indicators, on average 24 were
completed properly, 4 were completed incorrectly, and 4 were left blank. The questions that were most often
left blank or completed incorrectly, indicating a definite need for revision, were the following:

Q  In-house training per production employee
Q  Change in number of taxfilers
Q  Unemployment insurance as a source of income
Q  Crime rates

Other questions that frequently presented difficulty to the five communities, indicating the need for additional
clarification, were the following:

Q  Retirement
Q  Older Workers
Q  Out-migration of younger people
Q  Population change
Q  Transportation infrastructure
Q  Private investment money raised

There appeared to be some difficulties encountered in responding to the above questions. In certain cases (such
as information on in-house training per production employee), either the data were hard to obtain or else
respondents did not know how to calculate the required figures from the available data. In other cases, it is
possible that the wording or description of the question was unclear, and respondents did not understand what
was being asked.

The comments from each of the five communities were most helpful and their suggestions were taken into
account in composing the final draft of the Checklist. Telephone calls to four of the communities that had
not returned completed checklists were also enlightening. In particular, respondents mentioned that: the
Checklist was too time-consuming for existing human resources; the Checklist was too complicated; and the
social statistics and company investment records requested were impossible to obtain. In one instance, the
completion of the Checklist was being held up because it had to be circulated to different community
representatives so they could fill out specific areas. Each of the communities contacted indicated that they
intended to complete the Checklist eventually and send it to CASIT as requested.

Based on the completed and returned checklists and the telephone conversations with the four community
representatives, it became clear that the Vulnerability Checklist needs to be further refined to achieve maximum
usefulness. The mere fact that two-thirds of the communities in the pilot project failed to complete the
Checklist completely and correctly points to a significant "user-friendliness" problem. Some of the potential
directions for the Checklist concept will be discussed in the following section.
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CHAPTER 6

IMPLICATIONS AND FUTURE DEVELOPMENT

Lessons from the pilot project

A number of lessons were learned from the pilot project. The main one is clearly that the Vulnerability
Checklist as it now stands (Appendix F) is too difficult for most communities to be able to complete it. It is
clear that gathering the information needed to complete the Checklist is not a trivial task. Indeed, in  many
cases, communities do not know how to go about obtaining the information requested. This suggests the need
for outside expertise, at least in the early stages, to help communities gather and calculate the necessary data,
complete the Checklist, and interpret the results. Such expertise might be provided either by CASIT itself or
by another appropriate organization.

Two alternative ways of making the Checklist more accessible to communities are worth some consideration.
The first would be to maintain the Checklist in a format similar to that presented in the final draft, but, as
suggested above, to have CASIT or another organization formally work with the single-industry towns involved
to assist them with its completion. Face-to-face interviews or telephone interviews could be held with
community representatives during the process. Regional workshops could also be held to instruct communities
on the value, utilization, and completion of the Checklist. These efforts could be supplemented by more
general training in community self-assessment methods.

The second alternative would be to reduce the complexity of the Checklist to make it easier to fill out. Certain
parts of the Checklist, for instance, could be reformatted in multiple-choice of "yes/no"form, instead of
requiring the respondent to write in numbers. Such changes, it is worth noting, would make it easier to
computerize part or all of the Checklist---another suggestion made by the Economic Council's Regional
Development team. A computerized Checklist would be easier and more economical to "score" and would offer
certain other advantages as well. For example, once the Checklist had been computerized, it would be relatively
simple to add a module to generate charts and graphs based on any given community's data. In this way
analysis of the data might be greatly facilitated.

At the same time, it cannot be stressed enough that neither the adoption of a multiple-choice of yes/no format
nor computerization offers a panacea to the problems communities have had with the Checklist to date. To
begin with, some questions could probably not be accommodated in a multiple-choice format and would
continue to require more detailed written responses. More fundamentally, even the most creative changes in
formatting cannot address the most serious problem of all---that of obtaining the relevant data in the first place.
There is no point in pretending that data on company or government control of land and resources,
availability of venture capital, or the availability of skills training and business advice (to name just three of
many areas addressed by the Checklist) will ever be as simple to obtain as standard employment and income
data. Assistance from CASIT or other organizations can help the data-gathering process, and creative changes
in format can make it somewhat easier for municipal officials to complete the Checklist and quite a bit easier
for them to interpret it after completion. But while such changes can make community self-assessment more
manageable, they can never make it easy: the process will always require considerable detailed knowledge of
community strengths and weaknesses and a careful exercise of judgement as well.
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What can be said is that regardless of the future format of the Vulnerability Checklist, it clearly must become
more "user-friendly." As an example, visual or graphic representations of indicators and their trends could
significantly help convey their meaning and the related trends that a community should be concerned about.

CASIT initiatives

CASIT is following up on vulnerability indicators for single-industry communities through several initiatives.
It is currently working on a comprehensive list of single-industry towns. The data base includes a number of
key vulnerability indicators such as population and labour force decline, and number of taxfilers with
Unemployment Insurance as source of income. In both its 1987 and 1988 reports, the Canada Employment
and Immigration Advisory Council made a number of recommendations about developing a data base for
single-industry communities. CASIT will be incorporating these recommendations, as well as the results of its
project for the Economic Council of Canada, into its current work on data base development and vulnerability
profiles with Compusearch Economic and Social Research Limited.

CASIT also intends to pursue the vulnerability concept in the form of a joint project with the Federation of
Canadian Municipalities (FCM). These two national organizations are in the process of designing, developing
and testing a Community Awareness Program for Single Industry Towns and will be publishing a Community
Self-Reliance Handbook. The Community Self-Analysis phase of this project will include some additional work
on the Vulnerability Checklist.

CASIT also believes that negative or positive attitudes influencing investor confidence in a community or
region may sometimes outweigh economic factors in determining the future course of development. In the
future, it is planned to supplement the Vulnerability Checklist by a Community Attitudinal Survey to help
the community identify and measure residents' attitudes and track investor confidence. This will be included
in the forthcoming Community Self-Reliance Handbook published by the FCM and CASIT.*

Conclusion

The Vulnerability Checklist concept shows great promise as a self-assessment tool for single-industry
communities. It also might be considered an educational tool, not only for municipal  administrators
themselves, but for the people of the communities.

 For example, public meetings could be held to discuss the results of the Checklist, the actions that might be
required, and those people who should be assigned the responsibility for carrying them out. Local newspaper
coverage would also provide an ideal way to communicate the meaning and significance of the Checklist to
the greatest possible number of community members. Inter-community comparisons of ratings represent
another method of stirring up interest.

The philosophy underlying the Vulnerability Checklist, and in fact the whole concept of community self-
assessment, is that community awareness and self-reliance are the cornerstones of growth from within---the



Diversification and Single Industry Communities

175

1 Canadian Association of Single Industry Towns, Working Towards a Frontier Development Policy for Canada, Federal
Interdepartmental meeting to address CEIAC Report, sponsored by the Canadian Employment and Immigration
Advisory Council, October 21, 1987.

2 For a detailed discussion on the particular merits of nominal measurements of indicators, see Lamontagne, F. and
Tremblay, C., "Development Indices: A Quebec Regional Comparison", prepared for the Economic Council of
Canada, 1989.

mode of growth that appears to offer the best promise of successful and sustainable economic development
within Canada's highly diverse regional mosaic.

This paper also pointed out some of the methodological problems that need to be ironed out before the
Checklist becomes an important and useful development tool. Along the same lines, it is worth mentioning
other research taking place at the Economic Council and outside. Current research on development indices,
community-oriented cost-benefit analysis, and sub-provincial data gathering serve to indicate that the current
emphasis on the local level is increasingly being supported by appropriate development tools.

NOTES: SECTION II
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APPENDIX A

CANADIAN ASSOCIATION OF SINGLE INDUSTRY TOWNS:
OBJECTIVES & PRINCIPLES

OBJECTIVES

1. To help provide a more secure future for people living in single industry towns and resource dependent
communities in Canada;

2. To speak with a unified voice for the common good of all people living in single industry towns and
resource dependent communities in Canada;

3. To create a public awareness in Canada of the importance of the primary resource sector to our overall
economic health and social well being and of the importance of the people and companies who develop
and harvest these resources;

4. To help promote a new era of resource development and to maximize the resource development potential
in or near single industry towns and resource dependent communities;

5. To share ideas and initiatives among our members and to support each other's priorities;

6. To encourage long term planning, economic development and industrial diversification of single industry
towns and resource dependent communities;

7. To assist communities and governments to develop and improve crisis response mechanisms for single
industry towns and resource dependent communities facing cut-backs or closure situations;

8. To help communities and governments assess and help resolve the many social dilemmas being faced by
people living in single industry towns and resource dependent communities; and,

9. To impress upon people living in single industry towns and resource dependent communities that they
must rely on their own initiative, commitment and long term planning to save their home town, not
governments.

OPERATING PRINCIPLES

1. We are a non-profit, grass-roots organization, started by a group of concerned people just like you, open
to ALL people concerned about the wide range of issues affecting single industry towns and resource
dependent communities in Canada.

2. We will strive to form a consultative and working partnership with all levels of government, industry,
labour and community, and other organizations to cooperatively pursue our Association's goals.

3. We endorse a non-sectarian philosophy and support no one political party, candidate or viewpoint.

4. It is our express desire to provide a balanced and reasonable approach to effectively address the concerns
of all people living in single industry towns and resource dependent communities regardless of their
association, affiliation, business, employment status, sex, age, race, national or ethnic origin, colour,
religion, marital status, disability or beliefs.
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APPENDIX B

REGIONAL DEVELOPMENT PRINCIPLES OF THE
FEDERAL/PROVINCIAL GOVERNMENTS

FED/PROV PRINCIPLE 1

The Federal and Provincial Governments view regional economic development as a high priority among
national and provincial economic goals.

FED/PROV PRINCIPLE 2

The overall objective of regional development is to improve employment and income through sustainable
economic activity based on realistic opportunities in each region.

FED/PROV PRINCIPLE 3

Initiatives should be developed through consultation and discussion to assist Canadians in the less developed
regions to achieve greater economic security based on economic opportunity.

FED/PROV PRINCIPLE 4

Closer Federal-Provincial co-operation should be achieved by harmonizing all regional development efforts.

FED/PROV PRINCIPLE 5

All major national policies should be judged, in part, in terms of their regional impact, and, as so far as is
possible, those policies should reinforce the goal of fair and balanced regional development.

FED/PROV PRINCIPLE 6

Particular emphasis by governments should be given to improving the investment climate, to removing
impediments to growth, and creating opportunities for the private sector to contribute to maximum economic
growth in all parts of Canada.

FED/PROV PRINCIPLE 7

Continuing consultation with the private sector should focus on policies in areas such as innovation, exports,
marketing, productivity and training with the overall purpose of developing concerted strategies for growth
and adjustment.

FED/PROV PRINCIPLE 8

Governments should explore opportunities for increasing interregional trade and eliminating barriers between
provinces.

FED/PROV PRINCIPLE 9

Transportation is recognized as a key to regional economic development.

FED/PROV CONCLUSION

The principles contained herein have been affirmed by all governments and will form the basis of a concrete
and meaningful action plan to address the issue of regional economic development.

Source: Federal-Provincial Document produced by Regional Development Ministers between 1985 and 1986,
then presented to First Ministers' Conference and endorsed.
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APPENDIX C

REGIONAL DEVELOPMENT PRINCIPLES OF THE
CANADIAN ASSOCIATION OF SINGLE INDUSTRY TOWNS

PRINCIPLE OF LEADERSHIP

The communities in our rural and remote regions recognize that little or nothing will be developed in their
regions unless they themselves take the lead and also that the senior levels of government respect their
leadership role once the communities have assumed it.

PRINCIPLES OF DECISION MAKING

Only people living in rural and remote regions have the right and the responsibility to decide how their regions
should be developed.

Senior governments should only intervene when the people in the region fail to exercise their rights and
responsibilities and/or when such intervention is essential to the freedom and security of the province and the
nation.

If people living in the cities want a say in how the rural and remote regions should be developed then they
should move out into the regions.

PRINCIPLE FOR OUR CHILDREN

The communities in our rural and remote regions are responsible for developing and implementing long term
economic development plans which will help to make the region a better place to live and work for this
generation and the next.

PRINCIPLE OF THE ENVIRONMENT

The communities in our rural and remote regions will actively discourage development initiatives which cause
significant damage to the environment and will not permit mistakes to be made which we will have to ask our
children to clean up.

PRINCIPLE OF CO-OPERATION

The communities in our rural and remote regions will identify common goals and constraints to development
and will work together to achieve the common goals and overcome the constraints.

PRINCIPLE OF SHARING RESOURCES

The communities in our rural and remote regions will share the resources of the region between all
communities in the region on a fair and equitable basis.

PRINCIPLE OF SHARED SAVINGS

If communities in our rural and remote regions can show that they have saved the government money, then
the government should share a percentage of the savings directly with the communities in the region.
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PRINCIPLE OF FLEXIBLE FUNDING

The communities in our rural and remote regions don't need a government program for every problem they
have. They need  flexible funding mechanisms which will enable them to pursue their own priorities at their
own speed.

Our communities are committed to initiating and controlling their own development funds and this initiative
should be recognized and rewarded by the other partners in regional development.

PRINCIPLE OF DECENTRALIZATION

The communities in our rural and remote regions will actively support a policy of decentralization as opposed
to urbanization.

We support a concept of using our existing communities as a base for future development of our frontier and
are opposed to further withdrawal from our communities and erosion of private and public services to our
communities.

PRINCIPLE OF SELF-SUFFICIENCY

The communities in our rural and remote regions will actively pursue development initiatives which assist the
region to become more self-sufficient.

PRINCIPLE OF IMPORT REPLACEMENT

The communities in our rural and remote regions will actively pursue development initiatives which replace
imports into the region.

PRINCIPLE OF BUYING LOCALLY

The communities in our rural and remote regions will actively pursue policies and programs which encourage
people to re-invest their money in the area and encourage people to buy locally.

PRINCIPLE OF ADDED VALUE

The communities in our rural and remote regions will actively pursue development initiatives which add value
to the resources available in the region before they are exported to the cities.

PRINCIPLE OF RESOURCE EXPORT

The communities in our rural and remote regions will actively discourage the export of goods and materials
from the region which are not deemed to be in anything but their finished state.

PRINCIPLE OF LOCAL CONTROL

The communities in our rural and remote regions will place more priority on locally controlled business and
industrial development than on mega-projects controlled by foreign companies or countries.

PRINCIPLE OF MARKET RESEARCH

The communities in our rural and remote regions will priorize their research efforts to identify solid market
information in order to direct local entrepreneurial spirit and energy into the areas of highest opportunity.

PRINCIPLE OF REGIONAL TAXATION

The further away people live from an urban centre the less tax they should pay.
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APPENDIX D

SINGLE INDUSTRY TOWNS: 
COMMUNITY FUTURE PROGRAM ELIGIBILITY CRITERIA

The criteria used for selecting recipients of Community Futures Program assistance is set out in the program's
legislation. For a community to be eligible for funding, four criteria must be met:

1. The community must exhibit chronic or acute unemployment. The level of unemployment must be judged
by program officials to be substantially greater than the provincial average. As well, it must be apparent that
the community is not equipped to address the problem on its own.

2. The community must be outside of metropolitan areas (as defined by Statistics Canada) and distant from
healthy labour markets (i.e. not within reasonable commuting distance.)

3. The community's lack of ability to deal with its unemployment problems does not have to be demonstrated
in an empirical/ quantitative manner. It is at the discretion of program officials to accept proposals which
demonstrate (in a narrative form) that the community in question would benefit from Community Futures
Program assistance and that similar assistance is not available or appropriate from other sources.

4. In order to achieve a consistent method of discerning eligible and non-eligible communities, a formula
based on UIC and social assistance data is used to determine degrees of need.

Unfortunately, the number of communities in need of CF program assistance usually exceeds the level of
available funds. Therefore, a method of priorizing communities is necessary to determine those in greatest
need. This is done on a regional basis and within each region these factors are taken into consideration:

1. The regional status of the community. Communities that are seen to be in areas of regional disadvantage
are given a higher priority. As well, consideration is given to the jurisdiction of other government regional
development programs over the community in question.

2. Analysis is made to determine the level and duration of the unemployment situation.

3. Extraneous impacts of chronic/severe unemployment.

4. Nature, severity and/or immediacy of the economic problems facing community.

5. Potential for program success within the community. This is reflected in the nature of the community's
infrastructure, business potential and plans for development.

6. Consistency of community with the program's equity philosophy.

7. Support from other development programs.

8. Limits of CF program resources.

9. Ability of community to effectively establish necessary organizational studies.

10. Community's past experience with development and programs.

In summary, the decision to provide CF program funding is not strictly based on quantitative economic
criteria, but is a reflection of normative, historical, social and objective consideration.
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APPENDIX E

POLICY OPTIONS

Work by William J. Coffey and Mario Polèse on local development provides valuable insights to the issue of
stimulating local development. Coffey and Polèse propose three policy options for local development and note
that these options, while separable, are not mutually exclusive and can be combined in a complementary
fashion. Table A-1 from work by Coffey and Polèse sets out three policy options in their triumvirate: funding,
information, animation. This work provides an important complement to the Stewart Perry work.

Table A-1

Three Policy Options for Local Development

Option 1: Funding Option 2: Information Option 3: Animation

Target group (the direct
"beneficiary")

Small business The population at large Community groups

Main obstacle to be removed Shortage of capital Lack of information, difficult
access to information

The region s inability to 
organize itself, to generate
entrepreneurs

Priorities 1. Financing 1. Information and training 1. Organization
2. Information 2. Organization 2 . Information and training
3. Organization 3. Financing 3. Financing

Implementation Vehicles Quasi-banks, preferred loans,
grants

Professional training,
scholarship, aid to education,
modern technologies for
transmitting information

Local development organi- 
zations (LDOs)

Evaluation criteria Profit-making potential in
projects

Internal criteria related to
furnishing of services

Heterogeneous criteria; 
long-term potential to 
general growth

Coffey and Polèse suggest a sequential development process where different instruments are targetted to different objectives. For
example, the main obstacle to be removed for small business is shortage of capital. With the Coffey-Polèse approach, there is an
action agenda generated for each group within the community sector.

Source  W. J. Coffey and M. Polèse, "Local Development: Conceptual Bases and Policy Implications" in
Regional Studies, 19:2 (1985), pp. 85-93.
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APPENDIX F

COMMUNITY VULNERABILITY CHECKLIST GUIDE FOR DATA COLLECTION

Section 1: Measuring Community Vulnerability

Introduction

The purpose of the Community Vulnerability Checklist is to alert community leaders to areas of community
vulnerability. There are, in total, thirty-two vulnerability indicators. This "Guide for Data Collection" provides
specific guidelines for collecting data for each of these indicators.

Indicator measurements are calculated each year. For several of the indicators, it is necessary to calculate annual
changes in measurements. In some cases, it is not possible to use an actual measurement (e.g. community
support of local businesses) and a more subjective scale of responses (1 - 10) must be used. A five-year planning
horizon has been suggested in order to follow trends in the indicator measurements. It would be very useful,
however, to calculate indicator measurements for five and ten years preceding the first year of the planning
horizon in order to illustrate current trends. Following completion of the data collection process, the indicator
measurements are recorded in the Annual Summary.

1.0 VULNERABILITY OF YOUR INDUSTRIAL BASE

For an industry to be viable in the long term, it must have a reliable supply of its primary inputs.
Communities that service industry based on non-renewable mineral resources are especially vulnerable if the
quantity and quality of the ore-body begins to decline. Exploration efforts that identify additional mineral
resources that extend the production horizon, and local investment in new technology and skills training are
indicative of industry commitment to its long-term viability.

Although renewable resources, such as wood and wildlife, are not of a finite nature, they are susceptible to
periodic effects of fluctuating demand and supply factors and are sensitive to private and public management
policies that can affect long-term viability. In these instances, investment into new technology and employee
training are indicative of a company's desire to maintain or improve its competitiveness and long-term
viability.

1.1 Characteristics of the Industrial Base

There are three major characteristics of a community's industrial base that are indicative of its strength: (1) the
level of resource diversification; (2) if the resources available are non-renewable or renewable; and (3) the
production horizon of the resource (i.e. the number of years of proven economic resources remaining).

Using the table on the page following, describe the primary resource(s) your community is dependent upon,
indicate if the resource is non-renewable (measure of 1) or renewable (measure of 2), and the corresponding
number of years of proven economic supplies remaining for each of the resources identified

The final Primary Resources Ranking is calculated by adding together the three column totals.

  Q Primary Resources Ranking  __________
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PRIMARY RESOURCES RANKING

LEVEL OF RESOURCE
DIVERSIFICATION

NATURE OF PRIMARY
RESOURCE

PRODUCTION
HORIZON

Primary Resource Type
Nonrenewable = 1

Renewable = 2
Years of proven

economic supplies

RESOURCE 1

RESOURCE 2

RESOURCE 3

RESOURCE 4

RESOURCE 5

__________

TOTAL NUMBER
OF RESOURCES

__________

MEASURE TOTAL

__________

AVERAGE NUMBER
OF YEARS

1.2 Industrial Investment

In 1987, what was the total dollar amount the major industry in your community invested in
research/development/exploration for local application or benefit? Calculate this total dollar amount on a per
production employee basis.

  Q Research/development/exploration investment per production employee $ __________

In 1987, what was the total dollar amount the major industry in your community spent on in-house training
for its employees over the last five years? Calculate this on a per production employee basis.

  Q In-house training investment per production employee $ __________

2.0 VULNERABILITY OF LOCAL ECONOMY

A diversified economy does not only provide insulation to periodic or permanent lay-offs by a community's
single industry, it also provides for the potential of a more stimulating and rewarding quality of life for
community members through an increase in employment opportunities. Ideally, one would like to see the
situation where the traditionally underemployed members of the labour force in single-industry communities
(women and people in the 14-25 age group) are able to obtain satisfying employment.
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Which of the following economic sectors are represented in your community? Indicate only those sectors which
have at least 10% of the community's jobs.

DIVERSIFICATION RATING

WOOD . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . __________

FISHING (commercial) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . __________

WILDLIFE (TRAPPING, HUNTING) (commercial) . . . . . . . . . . . . . . . . . . . __________

AGRICULTURE (commercial) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . __________

SUBSISTENCE OR INFORMAL, NON-WAGE SECTOR
(e.g. fishing, hunting, gardening, etc.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . __________

MINERAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . __________

MANUFACTURE OF END PRODUCT FOR FINAL USE
(e.g. furniture, machinery, etc.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . __________

POST-SECONDARY EDUCATION
(e.g. university, college, technical school, etc.) . . . . . . . . . . . . . . . . . . . . . . . . __________

REGIONAL-BASED GOVERNMENT SERVICES (fed/prov) . . . . . . . . . . . . __________

SPECIALIZED HEALTH SERVICES (e.g. hospital, nursing home, etc.) . . . . __________

REGIONAL RETAIL TRADE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . __________

REGIONAL WHOLESALE GRADE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . __________

TOURISM . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . __________

TRANSPORT . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . __________

The total number of sectors that have at least 10% of the community's labour force employed is used as the
diversification rating.

  Q Diversification rating __________

3.0 DEVELOPMENT ENVIRONMENT

3.1 Community Maturity

The presence of older workers and retirement age persons indicates that a community has reached the point
where it has not only the capacity to provide the necessary living requirements for an aging population, but
also that older residents have the desire to remain in the community.
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What is the old age dependency ratio in your community?  (Divide the number of people in the age group of
65 years and over by the community's total labour force)

  Q Retirement __________

What is the percentage of taxfilers in your community that fall into the age group of 45 years and over?

  Q Older workers __________

The ability of a community to retain its younger people through the provision of satisfying job opportunities
and life-styles indicates that the community has reached the point of social and economic maturity.

What percentage of your community's population that falls in the 15 - 24 year age group left the community
within the last year to find work?

  Q Out-migration of younger people __________

3.2 Community Vitality and Spirit

What was the percentage change in your community's population over the last year?

  Q Population change (annual) __________

What was the percentage change in your community's population over the last five years?

  Q Population change (five year change) __________

What was the percentage change in the total number of taxfilers in your community over the last year?

  Q Change in number of taxfilers __________

Of the total number of taxfilers reporting some employment income in the last year, what percentage reported
collecting unemployment insurance?

  Q Unemployment insurance as a source of income __________

What is the percentage change in the total value of building permits issued in your community over the last
year?

  Q Change in total value of building permits __________

What percentage of the housing units in your community are vacant?

  Q Housing vacancy rate __________

What percentage of the commercial units in your community are vacant?

  Q Commercial unit vacancy rate __________

What percentage of private households in your community are rented?

  Q Rental rate of private households __________
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What is the number of arrests (for all types of crimes) per 100 residents in your community?

  Q Crime rate __________

Using a scale of 1 to 10 (with 1 indicating no support and 10 indicating total support), how would you rate
the support community members show to local businesses and service outlets?

  Q Local business/service support __________

3.3 Community Accessibility

Indicate in the spaces provides below which of the following transportation services are available in your
community, the number of points serviced directly by them, and the frequency of this service.

MODE OF
TRANSPORTATION

SERVICE OFFERED PRESENCE?
DIRECT SERVICE
TO HOW MANY

POINTS?

FREQUENCY OF
SERVICE PER

WEEK

AIR Passenger  Freight

RAIL Passenger  Freight

ROAD (Bus) Passenger  Freight

ROAD (Truck) Transport

COLUMN TOTAL

Calculate the measure for transportation infrastructure by adding together the three column totals.

  Q Transportation infrastructure __________

3.4 Local Control of Development Initiatives

A barrier frequently mentioned in development literature is the lack of local control over physical and
financial resources.  For example, development of a wood industry may be inhibited because it is not possible
to obtain cutting rights in surrounding land.

What percentage of the land and resources surrounding your community is barred from development
initiatives because of company/monopolistic ownership/control of the senior levels of government?

  Q Company/monopolistic ownership/government control of land and resources __________

How many development dollars does your community have immediate access to (i.e. available to invest or
commit without having to go outside your community to ask permission)?

  Q Availability of development dollars $__________

3.5 Entrepreneurial Spirit and Small Business Supports

The creation of new employment opportunities outside of the single industry serves to diversify and strengthen
an over-specialized economy.  Financial support and business advise often play an important role in the
starting up and continued success of local businesses.
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In the last year, how many businesses opened and closed in your community?

  Q Number of business openings __________
  Q Number of business closures __________

During the last year, what was the best interest rate local commercial lending institutions offered for
commercial ventures?

  Q Availability of venture capital __________

Are there any local supports offered in you community for the purpose of training people in business skills
or to give advice on starting up or operating a business?  Please indicate the total number of places where this
training or advise is available locally.

  Q Availability of skills training and business advice __________

How much money did your municipal government spend on economic planning and development in the last
year?  Please calculate this as a percentage of total annual municipal expenditures.

  Q Municipal spending on economic planning and development __________

3.6 Socio-Political Environment

Quality of leadership and how people organize themselves often has a profound effect on the success of
development initiatives.  With respect to small communities, perhaps one of the most important lessons
learned is that "for development to be successful, it must come from the people".  Residents indicate their
interest and commitment to the future of their community if they actively participate in the community
planning process.

How many specialized development organizations and committees are active in your community?

  Q Development organizations & committees __________

In the last year, what was the total number of meetings held by local specialized development organizations
and committees?

  Q Number of meetings held __________

In the last year, approximately what percentage of your community's members attended public meetings?

  Q Public participation in the development process __________

In the last year, how much public investment money was raised locally? provincially? Federally?

  Q Public investment money raised locally $__________
  Q Public investment money raised provincially $__________
  Q Public investment money raised federally $__________

In the last year, how much private investment money was raised in your community?

  Q Private investment money raised $__________
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Section 2:  Community Vulnerability Checklist Annual Summary

Introduction

The "Summary Record" has been provided for the purpose of keeping annual records of indicator
measurements. Although the first year for data collection is 1987, it would be advantageous to make records
for preceding years as this provides a more comprehensive trend line for the indicators. "Best" or "Goal-Setting"
estimates of the indicators may also be determined for subsequent years.

1. VULNERABILITY OF SINGLE INDUSTRY

1.1 Characteristics of the Industrial Base "Best Estimate"

1976 1981 1987 1988 1989 1990 1991 1996 2001

  Q Primary Resources
Ranking

1.2 Industrial Investment

1976 1981 1987 1988 1989 1990 1991 1996 2001

  Q Research, development,
exploration investment
per production
employee

  Q In-house training
program per production
employee

2. ECONOMIC DIVERSIFICATION OF THE LOCAL ECONOMY

1976 1981 1987 1988 1989 1990 1991 1996 2001

Q Diversification rating

3. DEVELOPMENT ENVIRONMENT

3.1 Community Maturity

1976 1981 1987 1988 1989 1990 1991 1996 2001

  Q Retirement

  Q Older workers

  Q Out-migration of
younger people
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Community Vulnerability Checklist Annual Summary (continued)

3.2 Community Vitality and Spirit "Best Estimate"

1976 1981 1987 1988 1989 1990 1991 1996 2001

  Q population change
(annual)

  Q population change (five-
year change)

  Q change in number of
taxfilers

  Q unemployment
insurance as a source of
income

  Q change in total value of
building permits

  Q housing vacancy rate

  Q commercial unit vacancy
rate

  Q rental rate of private
households

  Q crime rate

  Q local business/service
support

3.3 Community Accessibility

1976 1981 1987 1988 1989 1990 1991 1996 2001

Q transportation infrastructure

3.4 Local Control of Development Initiatives

Q company/monopolistic
ownership/government control
of land and resources

  Q availability of
development dollars
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Community Vulnerability Checklist Annual Summary (continued)

3.5 Entrepreneurial Spirit and Small Business Supports "Best Estimate"

1976 1981 1987 1988 1989 1990 1991 1996 2001

 Q number of business
openings

 Q number of business
closings

 Q availability of venture
capital

  Q availability of skills
training and business
advise

Q municipal spending on economic
planning and development

3.6 Socio-Political
Environment

1976 1981 1987 1988 1989 1990 1991 1996 2001

  Q development
organizations &
committees

  Q number of meeting held

  Q public participation in
the development
process

  Q public investment
money raised locally

  Q public investment
money raised
provincially

  Q public investment
money raised federally

  Q private investment
money raised
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Section 3:  Determining Your Community's Vulnerability Rating

In this final section, a table is provided for reporting indicator trends a community should be concerned about.
To assist in the interpretation of changes in indicator measurements over time, the Interpretation Matrices in
Appendices 1 and 2 illustrate trends that are considered to increase community vulnerability.

The actual scoring of a community is based on a simple system of assigning 1 if the observed trend in indicator
measurements is thought to be undesirable for a community's development (i.e. those trends identified in
Appendix 1 or 2).  In the following table, shaded boxes mark trends considered to be undesirable for a
community's development.  No score is given (i.e. 0) if the observed trend is considered a positive one.

To score your community, sum up the number of indicators with trends corresponding to those illustrated
in the chart with blanks.  Based on this system, the maximum rating a community can score is the total
number of indicators, or 35.  Communities scoring between 27 and 35 are considered the most vulnerable and
those scoring between 1 and 7 the least vulnerable.

REPORTING THE TRENDS: DETERMINING YOUR COMMUNITY'S VULNERABILITY RATING

TREND

INCREASE DECREASE INDICATOR

Primary resources ranking

Research/dev't/exploration investment per production employee

In-house training program per production employee

Diversification rating

Retirement

Older workers

Out-migration of younger people

Population change (annual)

Population change (five-year change)

Percentage of population on welfare

Change in number of taxfilers (annual)

Change in number of tax-filers (five-year change)

Unemployment insurance as a source of income

Change in total value of building permits

Housing vacancy rate

Commercial unit vacancy rate

Rental rate of private households
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Determining Your Community's Vulnerability Rating (continued)

TREND

INCREASE DECREASE INDICATOR

Crime rate

Local business support factor

Transportation infrastructure

Company/monopolistic/government control of land and resources

Availability of development dollars

Number of business openings

Number of business closures

Number of business loans approved

Availability of skills training and business advice

Municipal spending on economic planning and development

Active development organizations and committees

Number of "specialized development" meetings held

Number of "public" meetings held

Public participation in the development process

Public investment money raised locally

Public investment money raised provincially

Public investment money raised federally

Private investment money raised

Community Vulnerability Ratings

27 - 35 You are in deep trouble!
20 - 26 Corrective action required immediately
13 - 19 It may not be too late - act now
 8 - 12 Situation requires further investigation
 1 - 7 You must be doing something right!
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APPENDIX 1

INTERPRETING DYNAMIC TRENDS IN THE INDICATORS

Use this matrix if there has been a change in an indicator measurement between two different time periods (i.e.
increase or decrease).

INTERPRETING TRENDS IN THE VULNERABILITY INDICATORS: WHAT TO BE CONCERNED ABOUT

TREND

INCREASE DECREASE INDICATOR

X Primary resources ranking

X Research/dev't/exploration investment per production employee

X In-house training program per production employee

X Diversification rating

X Retirement

X Older workers

X Out-migration of younger people

X Population change (annual)

X Population change (five-year change)

X Percentage of population on welfare

X Change in number of taxfilers (annual)

X Change in number of tax-filers (five-year change)

X Unemployment insurance as a source of income

X Change in total value of building permits

X Housing vacancy rate

X Commercial unit vacancy rate

X Rental rate of private households
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Interpreting Trends in the Vulnerability Indicators (continued)

TREND

INCREASE DECREASE INDICATOR

X Crime rate

X Local business support factor

X Transportation infrastructure

X Company/monopolistic/government control of land and resources

X Availability of development dollars

X Number of business openings

X Number of business closures

X Number of business loans approved

X Availability of skills training and business advice

X Municipal spending on economic planning and development

X Active development organizations and committees

X Number of "specialized development" meetings held

X Number of "public" meetings held

X Public participation in the development process

X Public investment money raised locally

X Public investment money raised provincially

X Public investment money raised federally

X Private investment money raised
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APPENDIX 2:

INTERPRETING STATIC INDICATOR MEASUREMENTS

Use this matrix only if there is no change in indicator measurements between two time periods.

INTERPRETING THE VULNERABILITY INDICATORS: WHAT TO BE CONCERNED ABOUT IN THE EVENT OF NO CHANGE IN
 INDICATOR MEASUREMENTS BETWEEN YEARS

INDICATOR ACTUAL MEASUREMENT VALUE

Primary resources ranking LOW RANKING

Research/dev't/exploration investment per production employee FEW DOLLARS INVESTED

In-house training program per production employee FEW DOLLARS INVESTED

Diversification rating LOW RATING

Retirement SMALL RATIO

Older workers LOW PERCENTAGE

Out-migration of younger people HIGH PERCENTAGE

Population change (annual) DECREASE

Population change (five-year change) DECREASE

Percentage of population on welfare HIGH PERCENTAGE

Change in number of taxfilers (annual) DECREASE

Change in number of taxfilers (five-year change) DECREASE

Unemployment Insurance as a source of income HIGH PERCENTAGE

Change in total value of building permits DECREASE

Housing vacancy rate HIGH PERCENTAGE

Commercial unit vacancy rate HIGH PERCENTAGE

Rental rate of private households HIGH PERCENTAGE

Crime rate HIGH RATIO/100

Local business support factor LOW RATING

Transportation infrastructure LOW MEASURE

Company/monopolistic/government control of land and resources HIGH PERCENTAGE

Availability of development dollars FEW DOLLARS AVAILABLE

Number of business openings LOW NUMBER

Number of business closures HIGH NUMBER

Number of business loans approved HIGH INTEREST RATE

Availability of skills training & business advice LOW NUMBER

Municipal spending on economic planning & development LOW PERCENTAGE

Active development organizations & committees LOW NUMBER

Number of "specialized development" meetings held LOW NUMBER

Number of "public" meetings held LOW NUMBER

Public participation in the development process LOW PERCENTAGE

Public investment money raised locally FEW DOLLARS RAISED

Public investment money raised provincially FEW DOLLARS RAISED

Public investment money raised federally FEW DOLLARS RAISED

Private investment money raised FEW DOLLARS RAISED



Regional Development from the Bottom Up

196

BIBLIOGRAPHY

Alonso, W. (1971) "The Economics of Urban Size", Papers of the Regional Science Association, Vol. XXVI, pp.
67-83.

Anderson Associates Ltd. (1980) "Economic Development of the Balmertown Red Lake Area", prepared for the
Municipal Corporation of the Improvement District of Balmertown and the Township of Red Lake,
Thunder Bay, Ontario.

Anderson Management Services Inc. (1985) "Economic and Social Impact Study of the Griffith Mine Closure",
major researcher Harold Westall in association with Fred Anderson, Winnipeg.

Asselstine, Maralee, Vulnerability and Impact Indices for Single Industries: Mining Communities Model, University of
Manitoba, November, 1987.

Bancroft, C.G. (1975) "Mining Communities in B.C.: A Social Infrastructure Analysis", British Columbia
Department of Mines and Petro Resources, Victoria, 91 pp.

Barrett, D. (1986) "Assessment of Responses to Anticipated Mine Closure in the Lynn Lake Region", Natural
Resources Institute, University of Manitoba, Winnipeg.

Blishen, B.R. et. al. (1979) "Socio-Economic Impact Model for Northern Development", Federal Department of
Indian and Northern Affairs, Research Branch Policy, Research and Evaluation Group, Ottawa, Ontario.

Bowles, R.T. (1982) Little Communities and Big Communities, Butterworths, Toronto.

British Columbia (1982) "Municipal Boundaries: The Taxation of Large-Scale Industrial Enterprises", Ministry of
Municipal Affairs.

Bradbury, J.H. (1984) "The impact of industrial cycles in the mining sector: The case of the Quebec-Labrador
region in Canada," International Journal of Urban and Regional Research, 8 (3), pp. 311-331.

_____  (1980) "Instant Resource Towns Policy in British Columbia: 1965-1972", Plan Canada, 20/1, March, pp.
19-38.

Bradbury, J.H. and I. St. Martin (1983) "Winding Down in A Quebec Mining Town: A Case Study of
Schefferville", Canadian Geographer, Volume XXVII, 2, pp. 128-144.

Bradbury, J.H. and J.M. Wolfe (1983) "Requiem for a Region: The Iron-Ore Industry in the Quebec-Labrador
Trough", in Recession, Planning and Socio-Economic Change in the Quebec-Labrador Iron-Mining Region, McGill
Subarctic Research Paper No. 38, Centre for Northern Studies and Research, McGill University.

Byrne, T.P. (1986) "Mining Investment Perspectives", McLeod Young Weir Ltd.

Canada (1985a) Royal Commission on the Economic Union and Development Prospects for Canada, Volume II, Ottawa.

Canada (1985b) Departments of Energy, Mines, and Resources, Canada, and Energy and Mines, Manitoba, "New
Financial Mechanisms for Addressing Mining Community Problems", September 17, Ottawa.

Canada (1985c) Departments of Energy, Mines, and Resources Canada, "Principal Mineral Areas of Canada, Map
900 A". Mineral Policy Sector, Ottawa.



Diversification and Single Industry Communities

197

Canada (1982) "Report of the Task Force on Mining Communities", Established by Federal, Provincial and
Territorial Ministers with responsibilities for Mining, September, Ottawa.

Canada (1979) Department of Regional Economic Expansion, "Single Sector Communities", Occasional Papers,
Ottawa.

Canada (1977) Department of Regional Economic Expansion, "Single Industry Communities", Occasional Papers,
Ottawa.

Canada (1975) Department of Energy, Mines and Resources Canada, "Mineral Policy Series, Mineral Area
Planning Study", Mineral Development Sector, Ottawa.

"Canada's Single Industry Communities: A Proud Determination to Survive." A report presented to the Minister
of Employment and Immigration by the Canada Employment and Immigration Advisory Council,
February, 1987.

Canadian Association of Threatened Single Industry Towns (1985) "The future of mining towns in Canada---A
question of priorities", A briefing paper for the 42nd Provincial Mines Ministers' Conference,
Charlottetown, P.E.I., prepared by Dennis R. Young, President, Lynn Lake, Manitoba.

_____, (1986) Groundswell Newsletter, Volume 1, Number 1.

Canadian Employment and Immigration Advisory Council (C.E.I.A.C.) (1985) "Older Workers: An Imminent
Crisis in the Labour Market", Department of Employment and Immigration Canada, Minister of Supply
and Services, Ottawa.

Centre for Resource Studies (1978) Economic Impacts and Linkages of the Canadian Mining Industry, Queen's
University, Kingston.

Coffey, William J. and Mario Polèse, "Local Development: Conceptual Bases ad Policy Implications." Regional
Studies, Vol 19.2, pp. 85-93.

Community Impact Monitoring Program (CIMP) (1972 - 1982) "Annual Report: Community Monitoring
Program", Township of Atikokan in Conjunction with Ontario Hydro, Atikokan, Ontario.

Corporation for Enterprise Development (1987) "Making the Grade the Development Report Card for the States",
with Mt. Auburn Associates and Institute on Taxation and Economic Policy, Washington, D.C., March,
1987.

DePape, D. (1984) "Alternatives to Single Project Mining Communities: A Critical Assessment" in Mining
Communities: Hard Lessons for the Future, Proceedings No. 14, Queen's University, Kingston, Ontario.

Deprez, P. (1973) "Pine Point Mine and the Development of the Area South of Great Slave Lake", Research Report
No. 16, Centre for Settlement Studies, University of Manitoba, 137 pp.

Economic Council of Canada (1977) Living Together: A Study of Regional Disparities, Ministry of Supply and
Services Canada, Ottawa.

"Final Report and Recommendations of the Advisory Committee on Resource Dependent Communities in
Northern Ontario." May, 1986.

Financial Post (1987) June 8, p.4.



Regional Development from the Bottom Up

198

"Financing Mining Community Adjustment," discussion paper on the Community Development Fund,
September, 1986.

"Financing Mining Community Adjustment," discussion paper on The Personal Adjustment Plan, September,
1986.

Glass, R.D. and J. Lazarovich (1984) "The government perspectives," Mining Communities: Hard Lessons for the
Future, Proceedings No. 14, Queen's University, Kingston, Ontario.

Godden, E.J. (1984) "The Effects of Bust Economies in the Financial Management of Single-Industry Towns,"
project presented to the Department of Geography, University of Guelph, Guelph, Ontario.

Gray, J.A. (1975) "Stability of employment and production within Canadian resource-based industries", Centre for
Settlement Studies, Series 2, Research Report No. 23, University of Manitoba.

Himelfarb, A. (1976) "The Social Characteristics of One-Industry Towns In Canada", Royal Commission on
Corporate Concentration, Study No. 30.

Hodge, G. and M.A. Quadeer (1983) Towns and Villages in Canada: The Importance of Being Unimportant, School of
Urban and Regional Planning, Queen's University, Kingston, Butterworths, Toronto.

Hoover, E.M. (1975) An Introduction to Regional Economics, Second Edition, Alfred A. Knopf Inc., New York.

Kirkland Lake Economic Development Commission (1987) "Fact Book".

Kirkland Lake Economic Development Commission (1986) "Business Directory".

Locke, Wade, (September, 1986) "Let's Recycle our Throwaway Communities and Disposable Workers: Policies
for Dealing with Mining Communities." Background Report, Royal Commission on Employment and
Unemployment, Newfoundland and Labrador. 

Lucas, R.A. (1971) Minetown, Milltown, Railtown, University of Toronto Press, Toronto.

Mackenzie, B.W. (1985) "The Productivity of Canada's Mineral Resources: Is the Quality Declining?", In Mining
Productivity, Proceedings Number 16, Margot Wojciechowski (editor), Centre for Resource Studies,
Kingston, Ontario.

Mines Minister Conference (September, 1986) "Financing Mining Community Adjustment: A Discussion Paper
on the Community Development Fund".

Municipal Advisory Committee (1986) "Hemlo Gold Field Development Study", by Proctor and Redfern Ltd.
(Consulting Engineers), Thunder Bay, Ontario.

Occasional Papers, (1979) "Single Industry Communities."

Paget, G. and B. Walisser (1984) "The Development of Mining Communities in British Columbia: Resilience
Through Local Governance" in Mining Communities: Hard Lessons for the Future, Proceedings No. 14, Centre
for Resource Studies, Queen's University, Kingston, Ontario.

Perry, Stewart E. "Community as the Basis for Regional Development: A Policy Paper for the Economic Council
of Canada."



Diversification and Single Industry Communities

199

Pressman, N.E.P. (1975) "Planning New Communities in Canada", Urban paper A-75-4. Ministry of State, Urban
Affairs Canada, Ottawa.

Queen's University (1953) "Single-Enterprise Communities in Canada", Institute of Local Government (Ottawa:
Central Mortgage and Housing Corporation).

Report, First Annual Conference, Canadian Association of Single Industry Towns; Sudbury, Ontario, September
24 to 26, 1986.

Richardson, P.R. (1985) "Measuring Mining Productivity" in Mining Productivity, Proceedings Number 16, Margot
Wojciechowski (editor), Centre for Resource Studies, Kingston, Ontario.

Riffel, J.A. (1975) "Quality of life in resource towns", Centre for Settlement Studies, University of Manitoba
(Ministry of State, Urban Affairs: Ottawa).

Robinson, I.M. (1984) "New Resource Towns on Canada's Frontier: Selected Contemporary Issues", in Resource
Communities: A Decade of Disruption, Detamasi, D.D. and J.W. Gartrell, (eds.)  Westview Press, Boulder and
London, pp. 1-22.

_____ (1979) "Planning, Building, and Managing New Towns on the Resource Frontier", in Urban and Regional
Planning in a Federal State, Edited by Perks, W.T. and I.M. Robinson, The University of Calgary, Dowden,
Hutchinson & Ross Inc., Stroudsbury, Pennsylvania.

_____ (1962) New Industrial Towns on Canada's Resource Frontier, Research Paper No. 73, Department of
Geography, University of Chicago.

Robson, Robert (December, 1986) Canadian Single Industry Communities: A Literature and Annotated Bibliography.

St. Pierre, M. (1972) "The Socio-Economic Implications of Gold Mine Closure in the Yellowknife Region",
Regional Planning and Manpower Section, Economic Staff Group, Northern Economic Development
Branch, Department of Indian Affairs and Northern Development, Ottawa.

Savoie, D.J. (1986) "Defining Regional Disparities" in The Canadian Economy: A Regional Perspective, editor D.J.
Savoie, Methuen, Toronto, pp. 165-189.

Schwartz, H. (1982) "A Guide to Regional Multiplier Estimation", Project Assessment and Evaluation Branch,
Department of Regional Economic Expansion, Government of Canada, Hull.

Siemans, L.B. (1973) Single-Enterprise Community Studies in Northern Canada, Centre for Settlement Studies,
University of Manitoba, Winnipeg.

Statistics Canada (1981), catalogue 93-918.

_____ (1971) Standard Industrial Classification Cod

"Towns, Wheels or Wings?  For Resource Development," Selected Conference Papers from Conference held February 3-4, 1986
in Vancouver, British Columbia, organized by the Western Resources Program of The Institute for Research on Public
Policy, December, 1986.

Vogely, W.A., editor (1976) Economics of the Mineral Industries, Seeley W. Mudd Series, third edition, American
Institute of Mining, Metallurgical, and Petroleum Engineers, Inc., New York.



Regional Development from the Bottom Up

200

Wallace, I. (1977) The Transportation Impact of the Canadian Mining Industry, Centre fore, Ottawa. Resource Studies,
Queen's University, Kingston, Ontario.

Warrack, A. (1986) "Spurs to Resource Development", Policy Options Volume 7, No. 1, pp. 29-31.

Wojciechowski, M.J. (1979) Federal Mineral Policies, 1945 to 1975: A Survey of Federal Activities that affected the
Canadian Mineral Industry, Centre for Resource Studies, Queen's University, Kingston, Ontario.

Yudelman D. (1984) "Mining and the MacDonald Commission: the state of the industry in the mid 1980's",
Working Paper No. 34, Centre for Resource Studies, Queen's University, Kingston, Ontario.



201

MOBILIZING CAPITAL FOR REGIONAL DEVELOPMENT

By Edward T. Jackson and Jonathan C. Peirce

ABSTRACT

Access to adequate and appropriate capital is essential for successful business development, which itself is an
important prerequisite for regional development. In recent years, the issue of capital mobilization for regional
development has attracted considerable attention in the regional development literature as a result of the
increasing emphasis placed on entrepreneurship and, to a lesser degree, community economic development, by
policy-makers both in Canada and in other countries. In less developed regions, the limitations of conventional
suppliers of capital---banks, friends and relatives, venture capitalists, and governments---have prompted increased
interest in alternative capital mobilization strategies.

The purpose of this paper is to review experience to date with a range of strategies for mobilizing capital for
regional development. The paper begins by situating the issue of capital mobilization within the broader context
of regional development policy. A number of debt and equity capital mobilization strategies available to
governments, business, labour, and local communities are then discussed, including provincial stock savings plans,
cooperative share savings plans, employee share ownership plans, employee investment funds, labour-sponsored
venture capital corporations, micro-credit programs, and community loan funds. The paper concludes with a brief
discussion of the possibilities and limitations of these alternative approaches, and some of their possible
implications for future Canadian regional development policy.
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CHAPTER 1

INTRODUCTION

There is increasing agreement that small and medium-sized enterprises (SMEs) represent the greatest potential
for job creation and economic development in most modern, industrialized economies. Indeed, research from
the United States (Birch, 1979) and the United Kingdom (Storey, 1982), as well as Canada (Department of
Regional Industrial Expansion, 1986) indicates that such firms generate between 40 and 90 per cent of all new
jobs in industrialized economies.

Sustained and diversified SME development is of particular importance in Canada’s less-developed communities
and regions, which are less apt than more centrally located communities and regions to play host to large
enterprises. The pivotal relationship between small business development and effective regional development has
increasingly been recognized by Canadian policy makers at all levels of government (C.D. Howe Institute, 1983).
Since access to adequate and appropriate capital is a prerequisite for successful business development, it is not
surprising that Canadian policy makers have, over the past decade, paid an increasing amount of attention to the
question of how entrepreneurs and small businesspersons generally can best mobilize the capital they need to
start, sustain, and expand their enterprises. But despite a growing literature on the subject, (see the Bibliography
of this paper for a representative selection), the problem of capital mobilization for regional development has
remained a complex and ill-understood one.

Whether or not the less-developed regions of Canada are suffering from an actual shortage of capital as such is
a matter of vigorous debate. Some would argue that there is indeed such a shortage; in contrast, others maintain
that the principal shortage is that of good business ideas, not money. Still others suggest that while there may be
no overall shortage of capital, there does appear to be more or less serious mismatching between the suppliers
of equity capital and those seeking it. Yet another school of thought would lay considerable stress on the lack of
depth of supply and on the lack of competition between suppliers of equity capital, (Economic Council of
Newfoundland and Labrador, 1989). At present, the almost total absence of hard evidence precludes any sort of
definitive answer to the question.

Whatever position one takes on the capital shortage issue, few would dispute the fact that Canada’s outlying and
less-developed regions have, for a variety of reasons, long found it more difficult than other parts of the country
to mobilize the capital they require for development. Moreover, recent tendencies in both Canadian and
international financial markets point toward increased centralization in the provision of financial services, a trend
which certainly does not augur well for less-developed communities and regions or those seeking to invest in
them.

In this connection, a problem pointed out by the Canadian Federation of Independent Business (CFIB) in a
recent report (CFIB, 1988), bears brief mention. According to the CFIB report, the chartered banks appear to
apply more stringent credit terms in an “across-the-board” fashion when any element of risk is perceived in a loan
application. That is to say, those businesses (generally smaller and newer enterprises) faced with the highest
requirements for collateral also pay the highest interest rates and have a relatively greater likelihood of having their
loan applications rejected or of receiving less money than requested. While such practices may make sense from
the perspective of the banks’ head offices, they do little but make life even more difficult for the already hard-
pressed owners of smaller and newer businesses and businesses attempting to operate in the less-developed
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communities and regions of the country, where risks tend to be higher to begin with. Worse still, a not
inconsiderable number of small Canadian communities lack any kind of financial services whatever. Many others
are served by a single credit union, caisse populaire, or branch of a chartered bank---a fact which, however
unavoidable, serves to reduce real competition among providers of financial services (CFIB, 1988), and possibly
to increase costs to businesses in rural areas, as well. Certainly it is more difficult for small businesses to deal with
problems regarding such matters as service charges---a major irritant throughout Canada’s small business
community---when the bank in question is “the only game in town” and the businessperson in question may have
no viable alternatives.

Other factors may well have had the effect of contributing to increased centralization, in fact if not in name, and
whether intentionally or not on the part of the banks.1 Of these factors, none looms larger than that of account
manager turnover. Even in situations in which there is no actual centralization of lending authority, overly
frequent turnover of account managers has much the same effect, since, a manager who doesn’t “know the
territory”---and his or her customers---will likely have no choice other than to rely on head office lending criteria,
which make little allowance for local conditions. By the same token, as at least one recent case study has
demonstrated (Wickham et al, 1989), a bank manager’s personal knowledge of his or her customers allows for
a much more flexible credit policy, one more closely attuned to local economic needs and realities.

By a ratio of about 5:1, CFIB survey respondents felt that their situation had worsened over the past three years
with respect to continuity of account managers (CFIB, 1988, p. 11). This ratio was virtually identical to the
proportion who felt that their situation had worsened with respect to lending criteria---a fact which may or may
not be coincidental.

In the CFIB survey, general dissatisfaction with banking services appeared to be quite directly related to the
number of account managers with whom the business owner had had to deal. Only 20 per cent of respondents
who had dealt with a single account manager over the past three years reported feeling such general
dissatisfaction. Among those who had dealt with three account managers, the figure was 35 per cent; with five
or more, 37 per cent (CFIB, 1988, p. 7). Overall, 27 per cent of survey respondents had had to deal with three
or more account managers during the study period; the proportion ranged from 16 per cent of those banking with
the Bank of Nova Scotia and 21 per cent of those doing business with the National Bank of Canada to almost
40 per cent of those banking with the Bank of Montreal. Other data showed the Bank of Montreal’s small
business loan rejection rate to be notably higher than that of any of the other chartered banks, (Ibid, p. 5) and
that in “high turnover” situations even those businesses which did receive assistance were forced to put up more
collateral and pay higher interest rates than other businesses. A more recent survey showed dissatisfaction with
the service charges to be highest in rural areas and in small businesses with five to nine employees. Of this latter
group, a full 65 per cent felt that current service charges did not represent good value for money.

While none of the above findings should, by itself, be regarded as definitive, taken together they do appear to
point in the direction of a “generalized lack of financing for small firms,”(CFIB, 1988, pp. 4-5) particularly the
smallest and newest and those located in rural areas. This is not to accuse the chartered banks of unfairness or
discriminatory treatment; as the CFIB (1988, p. 5) itself notes, the banks are “not in the risk capital or equity
financing business.” It is to point out the need for imaginative alternatives to financing provided by the banks,
particularly in the area of equity financing, where not just the CFIB but such organizations as the Atlantic
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Provinces Chamber of Commerce have noted numerous problems, the most serious being a high debt to equity
ratio, which restricts firms’ ability to invest. Such a weak equity base is a particularly serious problem at a time
when, because of the Free Trade Agreement, many firms will need to be making additional investments in
research and development and new technology of various kinds.

Another partial source of difficulty, one noted by the Economic Council of Canada in a recent research report
entitled Globalization and Canada’s Financial Markets, is the tendency of portfolio managers to restrict their portfolios
to stock of those firms comprising major indices such as the Standard & Poor 500 index or the New York Stock
Exchange index. Most, if not all, of these stocks are of larger firms; smaller firms seldom find their way into such
indices. In 1987, the Council notes, the index of small firms traded over the counter declined much more rapidly
than did the Standard & Poor or NYSE ones; this suggests that portfolio managers generally prefer to hold the
stock of firms for which well developed futures and option markets exist. While in principle such a result would
not necessarily mean further problems for outlying and less developed regions, in practice it does, since larger
firms whose stocks are likely to be included in the major indices are more likely to have their head offices in
central regions.

It might have been expected that with the development of new computer technology, location would become a
less important factor in the provision of equity capital. In practice, however, this has not been the case at all.
Indeed, with the globalization of financial markets, large national and international financial centres have come
to take on increasing importance. Such centres (at both the national and international levels) facilitate face-to-face
contact and allow would-be buyers to acquire a wide range of specialized information more quickly and easily than
they otherwise could. As the Economic Council notes, this in turn “makes the judgement of risk more accurate
and enables customers and financial institutions to obtain the financing they need at the appropriate price”
(Globalization, p. 66). On the world scale, the tendency toward financial centres has caused an increasingly large
proportion of activity to be concentrated in such cities as New York, London, and Tokyo. Within Canada, it has
led to a concentration of activities in the “Big Three” cities of Toronto, Montreal, and Vancouver---again to the
likely detriment of individuals and firms located outside these major centres.

As well, globalization has brought about a radical change in financial markets themselves. While it has provided
financial institutions with many additional opportunities, it has also increased competition (see Organisation for
Economic Cooperation and Development, 1985, 1989); for instance, foreign institutions are now in a relatively
better position than in the past to compete with Canadian institutions for domestic Canadian business. But with
globalization and free trade, Canadian financial institutions may well have to devote increasing attention to
servicing markets in the U.S. or other countries. In some cases, as the Economic Council notes, this may mean
directing resources away from established domestic markets. Indeed, increased competition may mean that
Canadian institutions decide to withdraw from certain domestic markets where they do not feel they enjoy a
comparative advantage. Here again, globalization could work against Canada’s less developed and outlying regions,
whose smaller markets are likely to afford fewer opportunities for large profit than markets in the centre of the
country or the U.S. In this connection, it is worth noting, as the Economic Council has observed, that the benefits
of the internationalization of financial services have so far mainly been realized by large corporations and
governments, rather than smaller businesses or individuals.

Even prior to the recent wave of globalization in financial markets, Canada’s less-developed regions have long
suffered from a lack of depth of supply of equity capital. In Newfoundland and Labrador, for instance, there were
as of 1988 effectively but five suppliers of equity capital:  two public and three private. With so few suppliers,
there can obviously be little competition among them. Moreover, given the relatively limited demand for equity
capital, even those few suppliers which are active in the field are unable to handle very many or very large
investments. One result is that investments in excess of $500,000, which could potentially be the most profitable
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to the suppliers, are extremely rare in Newfoundland. But so, too, are investments of less than $100,000, for
which there is the greatest demand because of the extremely small size of most Newfoundland businesses. And
because there are so few suppliers, many proposals (including some very worthy ones) are bound to be rejected
simply because they fall outside the capital suppliers’ areas of interest and expertise (ECNL, 1989).

Equally serious are a number of demand-side problems related to the mobilization of equity capital. Among the
major demand-side problems identified in research on entrepreneurship and regional development are lack of
information about financing alternatives (Polese, 1985), lack of the specific skills need to prepare financial
proposals (Knight, 1985), lack of knowledge of how venture capital firms operate and of the role of equity capital
in business (ECNL, 1989), unwillingness to share control with partners or venture capitalists (Martin, 1985), and
lack of both general and specific management skills (ECNL, 1989). This last point is of particular importance in
severely underdeveloped areas such as Newfoundland and Labrador. Not only does the lack of general
management skills make it more difficult for prospective entrepreneurs to obtain the financing they need; lack
of specific training in areas such as pension-fund management means that, faute de mieux, pension funds must be
handled by managers from outside the province (typically located in major centres such as Toronto or Montreal).
Such managers know less about potentially promising local investment opportunities than would managers
resident in the province. Thus, the lack of training in-province pension-fund managers may well be contributing
to the outflow of pension funds from Newfoundland (see ECNL, 1989).

Given the available data, it would be virtually impossible to provide a definitive answer to the question of whether
these regions are in fact suffering from a shortage of capital as such. But in the final analysis, this question may
well prove less interesting, and perhaps even less important, than that of how the less-developed parts of the
country manage to mobilize the capital they need to help reverse the vicious cycle of dependency and
underdevelopment in which so many of them find themselves. Few serious students of regional development
could dispute the importance of such communities to start developing and implementing alternatives to current
mainstream capital mobilization mechanisms.

Accordingly, the present paper focuses on alternative mechanisms, including those initiated by business,
governments, and labour unions as well as those initiated by local communities. The heart of the paper is devoted
to an examination of the recent Canadian experience and, to a lesser extent, the recent American and European
experience with these mechanisms. This examination, in turn, leads to a consideration of which of these
alternative mechanisms (if any) appears to be of greatest interest to community and regional development
practitioners and policy-makers over the medium to long term.

Our purpose in writing this paper has been primarily educational. By introducing students and practitioners of
regional and community development to a number of capital mobilization strategies and mechanisms which
appear to offer some promise for future regional policy directions, we seek to stimulate debate on this important
issue, debate which, we hope, will in turn lead to the formulation of new and more effective alternatives. While
we have not hesitated to point out instances of success (or failure) in cases where there was a sufficient track
record to be thus definite, our major aim has not been evaluation. Nor have we presumed to offer firm policy
recommendations; the nature of the evidence available does not allow us to speak with such authority. Indeed,
many of the mechanisms described in these pages are sufficiently new that it will be several more years before
they can fairly and fully be evaluated. What we have tried to do is to point out that a wide range of strategies for
mobilizing capital exist, that some of them do in fact have a significant track record (though rarely a sufficiently
lengthy or well-documented one to allow for any kind of formal evaluation), and that certain of them may be of
potential value in planning the directions of Canada’s future regional policy. To the extent that we manage to
achieve these admittedly rather modest aims, we shall count this paper as a success.
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CHAPTER 2

MOBILIZING EQUITY CAPITAL

The previous chapter raised the issue of mobilizing capital for purposes of regional development, noting the
importance of that issue as well as the problems which Canada’s less-developed communities and regions are
experiencing in mobilizing the capital needed for their long-term development. Now it is time to consider specific
capital mobilization mechanisms in more detail.

Therefore, in this chapter, we review the Canadian experience with tools for mobilizing equity capital. Such tools
include stock savings plans, cooperative share savings plans, employee share ownership plans, employee
investment funds, venture capital corporations, labour-sponsored venture capital corporations, and mechanisms
for pension fund investments.

Stock Savings Plans

Stock savings plans (SSPs) are designed to mobilize investment in equity capital through the provision of tax
incentives to individuals. To date SSPs have been introduced by five provincial governments:  Québec, Alberta,
Saskatchewan, Nova Scotia, and Newfoundland and Labrador. Governments in Manitoba and British Columbia
are studying the concept. The federal government does not operate a national stock savings plan, although this
possibility has been discussed at federal-provincial conferences and at least two concrete proposals for such a plan
were tabled:  by the Progressive Conservative government of 1979 and by the Liberal government of the early
1980s.

The existing SSPs have several features in common. In all plans, individual investors purchase treasury shares
from new stock issued by eligible, publicly traded companies. To be eligible, companies must operate a permanent
office in the province in question. In return for investing in such companies, investors receive a credit against
provincial tax or a deduction from taxable income. Credits or deductions are most generous in the case of shares
of small or medium enterprises. Stock purchased under the plans must be held for two to three years.

Table 1 summarizes the main features of four of the five existing plans. Of these four SSPs, the Québec Stock
Savings Plan offers the most generous incentives to taxpayers. The Saskatchewan Stock Savings Credit Program
provides a flat 30 per cent tax credit for all categories of companies, while the other plans provide a sliding scale
of incentive rates, with the largest incentives being linked to investments in small or emerging firms. The Nova
Scotia Stock Savings Plan, for its part, permits eligible investments in private companies as well as publicly traded
ones. Table 2 presents, by way of comparison, the eligibility criteria by category of business employed by three
of the plans.
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Table 1

Provincial Stock Savings Plans

Province

Star
t-up
Year

Tax credit
or

deduction

Maximum
credit/deduction

on purchase price
(as of May 1988)

Obligatory
duration of

stock
holding

Equity
generated
to January

1988 in
$ millions

Number of
new issues
generated Number of

investors

Québec 1979 Emerging
companies,

100%

10 per cent of
personal income

2 years 4,000 200 14% of all
Quebec

(double from
1983)

Medium
companies,

75%

10 per cent of
personal income

more than
70% of

taxpayers
earning
>$100K

Major
companies,

50%

10 per cent of
personal income

more than
40% earning

$50-100K

Alberta 1986 Emerging
companies,3

0%

$3,000 2 years 100 39 n/a

Expanding
companies,1

5%

$3,000

Mature
companies,

10%

$3,000

Saskatchewan 1986 All
companies,

30%

$3,000 2 years 67 12 2,000

Nova Scotia 1987 Small
companies,

30%

$3,000 3 years n/a n/a n/a

Medium
companies,

20%

$3,000

(private &
publicly
traded)

Source  Gibbens, 1988; 1988; Mitchell and Medicoff, 1987; Saumier, 1987).
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Table 2

SSP Eligibility Criteria for Businesses by Category

Province Category Asset Range Revenue Range

(Millions of $)

Québec “Emerging” 2 - 50 -
“Medium” 50 - 250 -
“Major” > 250 -

Alberta “Emerging” < 5 < 6
 “Expanding” 5 - 50 6 - 20

“Mature” 50 - 500 -

Nova Scotia “Emerging” < 5  < 5
“Medium”  5 - 25 5 - 25

Source  Gibbens, 1988; Levesque, 1988).

Except for the case of Québec, it is too early to assess the impact of these plans. The introduction of both the
Alberta and Saskatchewan plans coincided with a downturn in their respective provincial economies. As a result,
initial participation in these plans by both companies and investors was sluggish. The stock market crash of
October, 1987 led to further caution and, indeed, fear on the part of small investors. Nevertheless, the Alberta
and Saskatchewan plans have generated, since their inception, nearly $170 million in new equity capital for firms
based in those provinces. They have also increased the participation of taxpayers in the ownership of their
regional economies.

The Québec Stock Savings Plan (QSSP) has been in operation for a decade and thus its impact can be examined
in somewhat more detail than that of the more recent funds. The QSSP was introduced in 1979 by the
Government of Québec largely as a means of providing relief from high tax rates to high income earners in the
province. Yet Québeckers were slow to participate in the plan. Share ownership was not traditionally widespread
in Québec, the province lacked a fully developed infrastructure of investment dealers and brokers and indigenous
(francophone) firms tended to rely on debt, as opposed to equity, financing (Saumier, 1987).

A convergence of several factors resulted in the QSSP is playing a major role in the “entrepreneurial revolution”
of the 1980s that followed the cultural revolution of the 1960s and 1970s. One of these factors was the buoyancy
of stock markets in the world economy generally in the early and mid 1980s.

The QSSP’s achievements were impressive. A study commissioned in 1986 by the Montreal Stock Exchange
found that the QSSP had:
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  reduced the tax burden on high salaries and reduced the income tax differential between Québeckers and
their Ontario counterparts by about 15 per cent as of 1985;

  enhanced interest in the stock market on the part of Québeckers, with the proportion of Québeckers who
were holders of common shares increasing by 125 per cent between 1977 and 1984;

  facilitated the revitalization of the investment industry in Québec, as measured by the number of new share
issues, volume of trading, numbers of investment dealers, and employment of stockbrokers;

  contributed to a lowering of debt to asset ratios of manufacturing companies in Québec as opposed to those
in Ontario;

  generated, through 1986, $3.5 billion, of which $700 million was directed to companies with total assets of
less than $25 million;

  between 1979 and 1986 outperformed, as measured by a composite index of QSSP issues, other indexes
such as the TSE 300 and the MSE Portfolio Index (Saumier, 1987).

The total cost of the program to 1986 was approximately $800 million in provincial tax revenues foregone. A
subsequent study in 1988 by the Montreal Stock Exchange confirmed the findings of the previous study.

Data published in 1987 indicated that since its inception the QSSP had generated nearly $4 billion in equity
investments at a cost of just under $1 billion in tax deductions. Although QSSP issues suffered considerable losses
in the crash, they “did not do much worse than junior industrials and small capitalization stocks anywhere in the
world in 1987" (Gibbens, 1987:5).

While the QSSP enjoyed considerable success in the early and mid 1980s, it also attracted critics. Some analysts
argued that companies, encouraged by the plan, were being brought to market too early and that the quality of
new issues was uneven. Others pointed out that the plan was subsidizing the issues of many large companies that
did not require outside support to raise equity capital. In some quarters, the QSSP was viewed as a problem by
venture capitalists. One reason may have been that, at the beginning, “blue chip” stocks enjoyed the same tax
breaks as emerging, high-risk issues. The QSSP, wrote one observer:

is a perfect example of how market conditions can be a blessing and a blight to venture investors. The
QSSP allowed investors to exit readily and profitably from Québec-based investments. At the same
time, the QSSP has effectively been competition to the venture capital community.

As a result, successive provincial governments moved to limit the incentives offered by the plan and to focus on
support for emerging and medium-sized firms.

Particularly, in the immediate wake of the October crash, the QSSP appeared to be in peril. Between April and
November, 1987, the QSSP composite index tracked by Lévesque Beaubien Inc. fell 39 per cent, compared to
a decline of 20 per cent for the TSE 300 in the same period. In response, some 40 new issues were put on hold
in the aftermath of October 19. The provincial government allowed companies extra time to buy back their own
shares and encouraged the Caisse de dépôt et placement, Québec’s provincial pension fund investment company,
to support certain firms through private placements (Horsman, 1987; Wallace, 1987, Gibbens, 1988).
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Assessing the fallout from the crash, The Financial Post (1987), while recognizing the role of the plan as a powerful
stimulus to stock market investment in the province, argued in an editorial that the plan should be phased out.
“Far better to reduce basic income tax rates for potential investors and then let them decide how and where to
invest based on the merits of the investment, not the attractiveness of a tax break,” concluded the Post. However,
the Investment Dealers Association of Canada, the Montreal Stock Exchange and the Montreal Chamber of
Commerce all called for a strengthening of the QSSP and increased tax deductions under the plan.

In its May 1988 budget, the Québec Government once more strengthened the QSSP as a policy instrument. In
particular, the maximum allowable deduction on the purchase price of eligible shares was changed from $5,500
to 10 per cent of personal income. In addition, emerging firms were redefined upwards in terms of maximum size
of assets, from $25 million to $50 million. Measures were also taken to enable trading of QSSP shares on the
secondary market (Levesque, 1988). In general, the provincial government demonstrated again how the QSSP,
as a flexible policy instrument, could be modified and fine-tuned in response to changes in the economic
environment.

By late 1989, however, the QSSP had begun to lose its appeal to investors for a different reason. A spate of
takeovers in the post-crash era confirmed that many stocks eligible under the plan had been grossly overpriced
by underwriters. A pre-recession shakeout in a number of sectors resulted in numerous sell-offs and mergers by
Quebec firms, at bargain share prices. Small investors suffered most during this adjustment period (Globe & Mail,
1989).

As the 1980s came to a close, many observers claimed that the Québec entrepreneurial revolution had run its
course. Many of the province’s firms were scaling back, downsizing, and focusing on what they do best.
Conglomerates were out; lean and highly specialized companies were in. To be sure, the QSSP had, by 1989,
generated over $6 billion during Quebec’s period of growth. But, the sense was that that period was over and that
Québec entrepreneurs had begun to look to a new era in which the plan would play a less prominent role
(McKenna, 1989).

Two important factors must be noted with respect to the QSSP’s decade-long success. First, the province’s high
tax rates---up to 70 per cent for high income earners in the late 1970s---meant that tax incentives became an
attractive policy instrument to both government and taxpayers. However, as André Saumier (1987:28), former
President of the Montreal Stock Exchange, has observed:  “This is a paradox. They provide higher taxes and then
they provide tax breaks. These simply cancel each other out.”

Second, the QSSP was instituted within the framework of a broad range of policy instruments and other initiatives
intended to stimulate investment in the regional economy. These instruments included:

  Société de placement dans l’entreprise Québécoise (SPEQ), which provides taxpayers with a 125 (formerly
100) per cent deduction on the purchase of shares of private firms based in Québec;

  Employee Share Purchase Plan, which provides employees with tax deductions on investments in the
companies in which they work with special incentives in the case of QSSP - eligible firms;

  Québec Cooperative Share Purchase Plan, which provides tax deductions for equity investments in
registered cooperatives based in Québec;
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  Solidarity Fund, a venture capital company controlled by the Québec Federation of Labour, which offers
provincial and federal tax credits to investors (both individual and institutional), and which in turn invests
venture capital in small and medium companies based in Québec.

  Société de développement industriel, which provides guarantees for equity issues and loans of firms based
in Québec; and

  Caisse de dépôt et placement, the government-controlled manager of public sector pension funds, which
engages in venture capitalism with emerging and expanding companies in Québec as well as investing in blue
chip companies (see Table 3).

In 1988, investments in SPEQs, the QSSP, the QCIP and other tax incentive programs were grouped together
in a single “strategic investment account” which received further tax benefits.

In times of crisis, the individual components of this policy framework can be mutually supportive. In particular,
the Caisse du dépôt et placement and the Solidarity Fund played major (and often collaborative) roles in stabilizing
the QSSP market in the wake of the October 1987 stock market crash (Gibbens, 1988). In contrast, in other
provinces the crash’s negative effects were not similarly mitigated because such additional instruments did not
exist. In those provinces, SSPs operate in relative isolation and are not part of a broader policy framework.
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Table 3

System of Instruments in Québec

Source of Investment
Instrument capital Incentives target

QSSP Individual Tax deduction Public companies
investors based in Québec

SPEQ Individual Tax deduction Private companies
investors based in Québec

ESPP Employees Tax deduction Public and private 
companies based in 
Québec

Solidarity     Individual Tax credit Public and private fund
investors/ companies based in
Pension funds Québec

QCSP Individual Tax deduction Registered co-
investors/ operative enter-
Members of prises in Québec
co-operatives

Caisse de
dépôt Public pension Yield Public and private

funds companies based in
 

Québec

Société de
développement
industriel Government n/a  - Companies and
 funds    co-operatives

   based in Québec
(- guarantee initial
   capital offering?)

Source  Levesque, 1988.

Experience to date with the stock savings plan in Québec suggests that the impact of such plans on regional
economies can be significant. The many problems faced by SSPs include international stock market volatility,
lack of listed companies in poor regions, unevenness of quality of issuing companies, lack of understanding of
the market on the part of taxpayers and complexity of regulations governing the plans.
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The Canadian experience to date suggests that successful SSPs must be located within a broader framework
of policy instruments, must be tailored to meet the precise needs of taxpayers in a particular jurisdiction,
should focus on small and medium-sized enterprises (both publicly traded and private) and must enjoy the
support of the regional business and investment community. Sufficient infrastructure, such as brokerage
services, must be available in the investment community if SSPs are to be used at maximum effectiveness.
Perhaps most important of all, taxpayers must be made aware of the normal cycles of the stock market and of
the consequent risk to which they subject themselves when they invest in an SSP.

In this connection, the question of a national stock savings plan, though admittedly complex technically,
warrants further study. Research is warranted on whether the economies of scale to be realized through such
a plan would outweigh its disadvantages, such as the costs of hiring federal civil servants to administer the
plan and of foregone tax revenues. Another approach which also bears further examination is that of federal
support for existing provincial plans. For instance, the federal government could provide “matching” tax
incentives to those investors in those provinces already providing such incentives. Here again, cost-benefit
analysis is in order to determine the likely effects of such an approach.

Cooperative Share Savings Plans

Cooperative share savings plans provide tax deductions or tax credits for investments in preferred (non-voting)
shares of registered cooperatives by employees and members of these cooperatives. The Québec Cooperative
Investment Plan was the first cooperative share savings plan in operation in Canada. The Government of Prince
Edward Island introduced a similar plan in the late 1980s. Although members of the cooperative sector have called
for a nation-wide plan, concrete proposals have not emerged from any federal government.

Announced in 1985, the Québec Cooperative Investment Plan (QCIP) was designed to assist Québec
cooperatives to increase their equity base, an area in which cooperatives have traditionally been weak. Under
the plan, eligible investors---members and employees of registered agricultural, forestry and worker
cooperatives -- received a deduction on their taxable income of 150 per cent of the share purchase price (to a
maximum of $20,000) in 1985 and 100 per cent in subsequent years. The maximum deduction was lowered to
$12,000 in 1986 but is being increased by $2,000 annually, back to a maximum of $20,000 in 1990. The plan
also offers an additional 20 per cent deduction of QCIP funds invested in registered retirement savings plans.
In 1988, the provincial government announced that the maximum deduction for an investment in the QCIP
would be 10 per cent of total income, regardless of amounts deducted for purposes of investing in the QSSP
or the Solidarity Fund (see below) (Levesque, 1988).

Table 4 shows the growth of participation in the plan during its first three years of operation. Between 1985
and 1987, the number of cooperatives receiving investments under the plan nearly doubled, the number of
participants increased by 50 per cent and the amount invested by participants rose by $1.5 million. In 1988,
over 6,000 Québeckers invested $6.7 million through the QCIP in 91 cooperatives across the province.

Although it is too early to judge the impact of the QCIP, it would appear that the plan holds promise as an
instrument to mobilize the savings of employees and members for the equity financing of cooperatives in the
region. Whether the costs of the government in foregone taxes and the risks borne by individual investors will be
outweighed by the performance of the cooperatives in business and job creation is a question awaiting further
analysis.



Regional Development from the Bottom Up

214

Table 4

Investments in Québec Co-operative Investment Plan, 1985-1987

1985 1986 1987

Number of co-operatives 51 84 91
Number of participants 4,049 5,295 6,007
Amount invested $5,286,119 $5,591,616 $6,761,192

Source: Gouvernement du Québec, 1988.

Guérard (1987) has pointed out that, in the case of worker cooperatives at least, the impact of the QCIP is
minimized by other features of the tax system which, in his view, discriminate against members of these
organizations. Members are treated solely as salaried employees and do not enjoy the same tax benefits of
other owners of businesses who receive favourable tax treatment on salary advances and dividends. These are
both treated as salary income for worker-owners. Furthermore, Guérard argues that members cannot take
advantage of the employee stock savings plan to obtain a further deduction. He concluded that an overhaul of
tax policy relating to worker cooperatives must be carried out through legislative change.

With respect to the federal government’s role in relation to cooperative investment, a national task force in
1984 found that:  “Unfortunately, cooperative capital renewal efforts have been hampered by the absence of
an equitable tax environment for co-op investment. Federal government tax policy initiatives designed to
encourage individual investment in Canadian business have failed to address the special nature of co-op
investments” (National Task Force on Cooperative Development, 1984:46). The task force pointed out that
while members of cooperatives already utilize cooperative equity in their long-term financial planning,
cooperative equity investments are not normally as marketable as required by RRSP regulations. As well,
regular stock investment plans “cannot accommodate the non capital-gain return characteristics of co-op
shares” (Ibid., p. 46) and thus tax incentives related to capital gains are not available to members of
cooperatives. Cooperative patronage refunds---a prime source of income for members---are excluded from
capital gains tax deductions and dividend tax credits conferred on investors in other private sector enterprises.

In light of the above considerations, the task force recommend that:  “The federal government should develop a
Co-op Registered Savings Plan that would encourage long-term tax deferred investment in cooperatives.
Provisions of the plan would include:  tax deferral provisions similar to existing RRSPs, group administration to
minimize cost per member, and the opportunity for members to automatically contribute patronage refunds to
such plans” (Ibid.:47). To date the Government of Canada has not acted on this recommendation.

Employee Share Ownership Plans

Employee share ownership plans (ESOPs) are mechanisms whereby companies provide incentives to their
employees to purchase the shares of the firms in which they work. A wide variety of ESOPs have been
sponsored by the Canadian private sector. Two provinces, Ontario and Québec, offer tax incentives to
employees participating in ESOPs. In the United States, federal legislation provides generous tax incentives to
ESOP sponsors and participants.
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An early study of ESOPs in Canada found that the most effective plans are rooted in a number of important
principles, including the following:  participation in ownership should be significant; employee-held shares
should be broadly distributed; direct ownership is more effective than indirect (i.e., through a trust) an ESOP
should not be considered a substitute for good pay and fringe benefits; and employees should be able to
increase their involvement in decision-making within the firm as well as in ownership if the ESOP is to
achieve maximum effectiveness (Nightingale & Long, 1982, pp. 33-34).

There are basically two types of ESOPs sponsored by the private sector in Canada:  share purchase plans and
stock option plans. Share purchase plans enable workers to buy company stock that is available to the general
public. In this case, employers will, typically, assist employees by providing market or commission discounts,
loans, or payroll deductions. In return for such assistance, employees must agree to certain conditions which
may include a restriction on the number of shares purchased, either as a proportion of salary or a reflection of
rank, or a stipulation of the period in which shares become vested (i.e., become the distinct and portable
property of the worker). Conditions often differ for managerial and non-managerial employees. Shares bought
through ESOPs may also be held directly by the employee or indirectly by a trust, and “voted” by plan
trustees---usually management appointees (Toronto Stock Exchange, 1987).

Stock option plans, for their part, grant the worker the right to purchase a specified quantity of company
stock at a stipulated price within a certain period of time. Typically, stock option plans are offered to
managerial staff and contract employees or consultants. Different types of stock option plans may be offered
to different ranks of employees (Toronto Stock Exchange, 1987).

A recent survey of the 1,100 companies listed on the Toronto Stock Exchange (TSE) found that nearly two-
thirds of all listed companies offer some form of ESOP. Almost one quarter of TSE-listed firms offer share
purchase plans. More than half of the listed companies offer stock option plans. In general, large companies
offer a wise range of plans to all employees while small firms offer stock option plans to management and
directors (Toronto Stock Exchange, 1987).

The Toronto Stock Exchange survey found that:  “Canadian employers are highly positive on the impact of
their employee share ownership plans on employee job attitudes and satisfaction, on employees’ interest in
the financial success of their companies and on employees’ sense of ownership and participation within the
company” (Toronto Stock Exchange, 1987:6). While employees were found to be less likely to attribute the
impact of ESOPs to changes in their daily work experience or participation in corporate affairs, quantitative
data indicated that companies with ESOPs are more than 25 per cent productive than their non-ESOP
counterparts, and dramatically outperform their competitors in terms of profitability, return on equity and
return on capital. Companies with ESOPs also were found to demonstrate lower debt-equity levels than their
non-ESOP competitors.

The Toronto Stock Exchange study concluded that share purchase plans are the plans “most likely to
generate widespread corporate change and economic growth,” but only 31 per cent of plans at TSE-listed
companies are of this type. For this reason, it urged government to provide incentives to encourage share
purchase plans in order to ensure broad exposure to employee share ownership across the country. Such
plans would, the study argued, lead to greater productivity and profitability at a significant number of firms,
which would in turn stimulate further economic development (Toronto Stock Exchange, 1987, P. 59)

Where government has provided incentives for ESOP sponsorship and participation, employee ownership
has grown rapidly. Research undertaken by the Government Auditor’s Office of the United States (1986a,b)
found that, between 1981 and 1986, the number of workers in that country participating in ESOPs increased
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from 4.25 million to 7.5 million. Observers attribute this growth to the incentive package provided by the
federal government combined with favourable stock market conditions.

In Canada the federal tax framework currently provides immediate tax deductions for the employer in the
case of various types of profit-sharing plans (i.e., cash-based profit-sharing plans, employee profit-sharing
plans, profit-sharing pension plans and deferred profit sharing plans). The employee receives tax deferrals in
most cases and a tax deduction only in the case of profit-sharing pension plans. However, special tax
incentives are not available through the federal tax framework to ESOP sponsors or participants. At the
provincial level, only the Ontario and Québec Governments offer tax incentives to employers and employees
involved in ESOPs.

ESOPs have been criticized on a number of counts. One major concern is that employees bear all the risks of
volatile international and domestic markets when they invest through ESOPs. For this reason, trade unionists
argue strongly against replacing existing workers’ pension plans with ESOPs. Other trade unionists are
suspicious of ESOPs because, they argue, the plans undermine worker solidarity, by tending to promote
workers’ loyalty to their enterprise rather than to fellow workers in an industry or region. Still others note that
ESOPs have seldom resulted in employees’ gaining a substantial voice, through voting shares, in the
management decisions of the company, such as mergers, sales, or dissolutions negotiated by management.

A different although not unrelated concern is that ESOPs restrict the mobility of employee capital to one
enterprise. International market fluctuations and technological change may dictate the decline of some
enterprises and the ascendance of new ones. These critics argue that employee capital should be mobile, free
to invest in winners and to develop an investment portfolio that spreads and minimizes risk.

The models of the worker cooperative and the “democratic ESOP” offer responses to the criticism of lack of
control. By legal definition, all workers in a worker cooperative own equal voting shares and elect a board of
directors which, in turn, appoint and directs management. In Canada the worker cooperative form has been
applied most frequently to small private firms that are not listed on stock exchanges. It is worth noting that
Ontario’s ESOP incentives do not apply to worker cooperatives. A democratic ESOP is one in which all
workers, through a share ownership plan, own and exercise equal voting rights (one worker/one vote),
control a block of votes (often through a holding company associated with their union), and exert a dominant
influence over the affairs of the enterprise vis-à-vis other investors. This approach has been used in the
United States.

With regard to the questions of worker solidarity and the mobility of employee capital, two other instruments
for mobilizing equity capital may have stronger appeal to the labour movement than ESOPs. One of these
instruments is the labour-sponsored venture capital corporation. The other is the employee investment fund,
applied either on a national or regional scale. Both of these instruments emphasize collective, as opposed to
individual, ownership of shares by employees.

Of the employee investment fund, a great deal need not be said, given the comparative lack of Canadian
experience with this mechanism. Quite simply, employee investment funds (EIFs) are funds, collectively
owned and controlled by employees, which are used for investment in private companies. EIFs are typically
financed by a percentage of both company profits and wages. The funds are managed by trade unions, which
hire experts to analyze and monitor investments. While EIFs have been studied and debated in several
Western European countries---for example, Denmark, Sweden and the Netherlands---they have been widely
applied in practice only in Sweden (see Heclo and Madsen, 1988; Matthews, 1989). The Swedish EIFs, now
five years old, are managed by locally-based fund managers. Together the five funds, plus the government-
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controlled, national pension fund, may not control more than 49 per cent of the voting shares of any Swedish
company. Fund guidelines provide that a local union may request that up to one half of the voting power of
any shares in its company held by the funds be transferred to the local union.

No systematic assessment of the impact of the Swedish EIFs has been published to date. It can be expected
that the funds, each possessing a particular regional base and loyalty, would emphasize investments---and thus
business and employment development---in their home region to a greater extent than would a more
centralized investment mechanism. It can also be reasonably expected that worker commitment and
productivity would be somewhat higher in investee firms of the EIFs, since, to some extent at least, workers
identify the EIFs as their investment instruments. These and other expectations should be tested against reality
through empirical study. As well, the possibilities and limitations of EIFs as regional development mechanism
for Canada also deserve study.

To be sure, the political and economic context within which EIF’s must operate is quite different in Canada
than it is in Sweden. In particular, Canada lacks Sweden’s social democratic tradition; nor had this country’s
labour movement generally played a major role in economic policy formulation. These characteristics have,
however, been more common during the recent past in Québec than elsewhere in Canada. Thus that province
may be the most logical one in which to test an EIF approach.

Venture Capital Corporations

Although many definitions of venture capital exist, practitioners, at least, would generally agree that venture
capital is an investment in an enterprise that is not secured by assets. The investments can take the form of
equity (common or preferred shares of the enterprise) or of non-secured debt (debentures) accompanied by
common shares or by rights or warrants to purchase common shares at a later date (Shorewest Capital
Corporation Limited, 1987:1).

The 1980s saw remarkable growth in Canada’s venture capital industry. In 1974, the Association of Canadian
Venture Capital Companies was formed by twelve founding members. In 1988, the Association’s membership
included fifty full and sixty associate members. In 1987, assets under management by venture capital
organizations in Canada reached a record $2.3 billion, a 50 per cent increase from the previous year and a
77 per cent increase from 1985. While such startling annual growth is unlikely to be sustained indefinitely, the
above figures indicate the emergent and dynamic nature of the industry.

Moreover, the structure of the venture capital industry is changing. The percentage of venture capital
managed by independent, private firms is growing, reaching 50 per cent of all industry capital in 1987.
Corporate subsidiaries manage 30 per cent. Government-related venture capital organizations manage 20 per
cent, down form 28 per cent in 1985. In addition to being more numerous than before, private venture capital
organizations are generally much larger today as well (Canadian Venture Capital, 1988). Furthermore, the
sources of capital to finance industry activities have broadened considerably in the 1980s. In 1987, $800
million in new venture capital was committed by pension funds (37 per cent), foreign sources (19 per cent),
individuals (17 per cent), corporations (15 per cent), and insurance companies (11 per cent).

Certain characteristics of the structure of Canada’s venture capital industry are of relevance in connection
with the problem of capital mobilization in the country’s less developed communities and regions. First, most
venture capital firms are concentrated in central Canada, with firms in Ontario and Quebec managing almost
80 per cent of the industry’s funds. Firms in Atlantic Canada, in contrast, are virtually invisible in industry
studies (see Canadian Venture Capital, 1988; 1987, b,c). Indeed, regardless of their head office location, capital
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firms tend to concentrate their investments in Central Canada (Association of Canadian Venture Capital
Companies, 1987; Shorewest Capital Corporation, 1987). In addition, there is in the industry a strong
tendency toward “later stage” investment in larger, more mature businesses, which are preferred by
institutional investors. One report suggests that the entire industry spent only $500,000 on new start-ups in
1987 (Harrison, 1988). Moreover, the average size of venture capital investments is increasing; very few
venture capitalists make investments of less than $100,000 (Shorewest Capital Corporation, 1987). All of these
trends suggest that less-developed regions have comparatively less access to venture capital than do more
developed parts of Canada.

Why are such concentration and centralization the case? Many observers would argue that there are fewer
high quality projects in poorer and more remote regions than elsewhere. Others suggest that in such regions
there is a lack of information flow and communication between potential investors and prospective investees.
Still others note that the high overhead costs attached to operating in outlying, less populous areas strongly
discourage venture capitalists from setting up shop there. It has also been pointed out that poor regions do
not have the capacity to train indigenous venture capitalists; thus individuals from such regions interested in
becoming venture capitalists must relocate to major centres in order to pursue their careers. While none of
these explanations suffices by itself, each clearly has some merit.

That there is a least a broad perception of inadequate venture capital availability is suggested by the fact that
almost all Canadian provincial governments have felt compelled to intervene in the venture capital market
place by stimulating private investment in small business---in particular, by offering either tax credits or tax-
free grants (usually amounting to about 30 per cent of the investment in question) to individuals or
companies that invest in registered venture capital corporations (VCCs). These mechanisms are also known as
small business equity corporations (SBECs) or small business development corporations (SBDCs). Table 5
summarizes the venture capital programs offered by provincial and territorial governments across Canada. In
1986, these programs attracted, in all, about $310 million in equity investment.

Knight (1985b) has proposed additional tax incentives for investment in small firms generally and those in
rural areas in particular. He has also proposed that these investments be designated by the federal government
as eligible for inclusion in the portfolios of self-directed registered retirement savings plans (RRSPs). In a
similar vein, the Keewatin Chamber of Commerce (1988) in the eastern Arctic has proposed the
establishment of a northern-based RRSP.

Investing in VCCs is risky, whatever the extent of the benefits. The failure rate for small businesses is high. In
addition, there is rarely a secondary market for VCC shares and thus this type of investment is not very liquid.
Moreover, VCC investments generally take five to ten years to yield maximum returns (Gates, 1988).
Canadians appear to want their governments to reward them for participating in such high-risk, slow return
ventures through a system of tax benefits. But it remains to be seen whether Canadian governments, faced
with increasingly severe fiscal constraints, will continue to increase such benefits in the years ahead.
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Table 5

Venture Capital Programs by Province and Territory, 1986

Jurisdiction

Extent of
government

assistance through
venture capital

programs
(Millions of $)

Number of
registered

venture capital
companies

assisted Vehicle for venture capital

Alberta 73.1 461 Small Business Equity Corporation
British Columbia 8.5 32 Small Business Venture Corporation
Manitoba 5.0 67 Venture Capital Corporation
New Brunswick .9 8 Venture Capital Corporation
Newfoundland and Labrador 1.2 n.a. Venture Capital Corporation
Northwest Territories .251 n.a. Venture Capital Corporation
Nova Scotia 34.5 48 Venture Capital Corporation
Ontario 131.5 8992 Small Business Development Corporation
Prince Edward Island 5.7 22 Venture Capital Corporation

Small Business Development Corporation
Quebec 14.6 96 Quebec Business Investment Company (SPEQ)
Saskatchewan 34.3 55 Venture Capital Corporation

TOTAL 309.6 1,688

1  Data supplied by the territorial government.
2  Of which 300 have been de-registered.

Source  McQuillan et al, 1987; interviews.

Labour-Sponsored Venture Capital Corporations

Labour-sponsored venture capital corporations made their appearance in Canada in the 1980s. Labour-
sponsored VCCs are venture capital funds owned and controlled by labour organizations. They seek to invest
in small and medium-sizedenterprises in order to create and sustain employment. Such funds often seek to
promote job security for their members, contribute to community and regional stability, and generally play a
role in influencing economic policy.

Several examples of labour-sponsored venture capital corporations in Canada are worth noting. The earliest,
and now by far the largest, labour-sponsored VCC is the Solidarity Fund of the Québec Federation of
Labour. In 1988, the Fund reported assets of $180 million and 65,000 investors, most of whom were union
members. Between 1984 and 1987, the Fund made 21 investments worth $16 million. The Fund claims to
have created or saved 7,000 jobs through these investments. Investments, which range from $150,000 to $2
million, are directed to small and medium private enterprises based in Québec, with an emphasis on
communications, distribution, EDP software and service, forest products and industrial manufacturing. The
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Fund typically purchases 25 per cent to 33 per cent of the equity of an investee firm and requires
directorships as well in return for its investment, which may take the form of equity, or debt with equity
(Canadian Venture Capital, 1987a, Shorewest Capital Corporation Ltd., 1987).

The Solidarity Fund’s major source of capital is the long-term investments of individuals, who receive federal
and provincial tax credits equal to 40 per cent of their investment. Pension funds may also invest in different
categories of shares in the Fund. Governmental support of the fund helped it attract initial investors. In 1983,
the Government of Québec provided a $10 million loan on favourable terms to the Fund; a year later, the
federal government matched this loan and added a $1 million grant for education activities related to the Fund
(see Jackson, 1988).

A second labour-sponsored VCC is that of the Cape Breton Solidarity Fund, sponsored by the Cape Breton
District Labour Council. This fund, initiated in 1986, seeks to channel pension funds generated in the area to
local development initiatives in order to create jobs in Cape Breton. The Cape Breton Solidarity Fund,
currently in the process of starting up, has targeted five per cent of the $300 million in pension funds of
which Cape Breton workers are members. The Fund would be professionally managed and would seek to
earn a reasonable rate of return (Workplace Innovation, 1988).

A third labour-sponsored VCC worthy of mention is Working Ventures, the national venture capital
corporation of the Canadian Federation of Labour (CFL), which represents 225,000 workers who are
mainly employed in the building trades. Announced in March 1988, Working Ventures offers a federal tax
credit of 20 per cent on investments in the shares of the Corporation. This tax was provided in the 1988
federal budget. The CFL is presently negotiating with provincial governments to obtain a matching tax
credit along the lines of that enjoyed by the Québec Solidarity Fund. Under certain conditions, an
investment in Working Ventures will qualify as part of a self-administered registered retirement savings
plan (Globe and Mail, 1988).

In 1989, the Ontario Federation of Labour (OFL) approved the establishment of a “social investment fund”
designed to invest in “socially useful” projects such as low-cost and cooperative housing, environmental
technologies, and businesses run by low-income individuals. The OFL has thus opted for a model
significantly different from the Quebec Solidarity Fund. For its part, the British Columbia Federation of
Labour plans to launch a venture capital fund in that province later this year. This fund, in contrast to the
OFL’s, will be structured along the lines of its Quebec counterpart. At the national level the two million
member Canadian Labour Congress (CLC) is also studying the feasibility of launching a national venture
capital fund. Earlier this year, the federal government published draft legislation to enable individual investors
to receive 20 per cent tax credits for investments in the VCCs of both the CLC and CFL.

Another type of venture capital corporation, in addition to privately-owned and labour-sponsored VCCs, is
the community-owned venture capital corporation (COVCC). Although Canadian experience with this
structure is limited to COVCCs which provide loans to small businesses, Perry (1987) reports on American
COVCCs which use equity as their primary investment strategy. Often these COVCCs take the form of joint
ventures and partnerships involving community development corporations (CDCs) on the one hand, and
outside private investors, on the other.

Perry (1987:165) points out that CDCs can offer valuable advantages to their private sector partners in
development projects, including:
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. . . the matching capital from the CDCs own funds. Or, for others, it might be control of a
valuable piece of property deeded by the city to the CDC for development purposes; or a
responsible management team ready to carry out the project; or the ideas and a well-worked-out
plan for the venture; or influence with those (for example, government officials or departments,
other possible investors, etc.) who can help make the project profitable; or many other possible
advantages, such as non-profit, tax-exempt status.

Because of special tax incentives under American law, private investors have most frequently joined with
CDCs in partnerships to rehabilitate and construct low-income housing.

The American experience with COVCCs suggests that Canadian governments should examine the advantages
and disadvantages of providing community-owned VCCs with the same tax advantages as privately-owned
ones. In some jurisdictions, such as the Northwest Territories, this distinction seems not to matter; the
benefits to the two types of VCC are the same. However, in other jurisdictions, COVCCs do not receive
equal treatment with regard to taxes. As means of mobilizing equity capital which often originates from
different sources and motivations than those of private VCCs, COVCCs could be a potentially useful
alternative mechanism for mobilizing equity capital to promote regional development in Canada.

Mechanisms for Pension Fund Investment

Pension funds have become a major source of venture capital in recent years. “As Canadian pension groups
gain more experience in investing in venture funds (and assuming there are no major disappointments), they
will continue to be the major source of capital for venture funds” (Canadian Venture Capital, 1987b:23).

Pension funds can be channelled to small and medium-sized enterprises through a variety of mechanisms.
One such mechanism is a government-owned investment company. In Canada, the best-developed example
of this mechanism is Québec’s Caisse de dépôt et placement. Created by the provincial government in 1965,
the Caisse managed, in 1988, about $32 billion in public pension and insurance plan assets. In 1986 the Caisse
reported $225 million in equity and debt investments in medium-sized enterprises based in Québec.2 During
the same year, the Caisse allocated $435 million to the establishment of three new venture capital companies.
The Caisse has thus become a major player in the promotion of ventures in the region (see Caisse de dépôt et
placement du Québec, 1986 and 1988). Similar use has been made of public employee retirement systems of
the United States. There, state governments, in particular, have made extensive use of public employee
retirement systems to support venture capital efforts. (MacDonald and Perry, 1985:36).

The Government of Canada has also experimented with other mechanisms intended to stimulate pension
fund investment in small and medium-sized enterprises. The 1985 federal budget, in particular, created a
range of vehicles designed to attract venture capital from pension funds though tax incentives. The primary
method employed in the budget was to offer an expansion in foreign property limits to pension funds in
return for investment small business.

The 1985 budget created three qualifying vehicles for this purpose:  the Small Business Investment
Corporation, (SBIC) the Small Business Investment Limited (SBILP) and the Small Business Investment
Trust (SBIT). For every one dollar pension funds invest in these vehicles---which in turn is invested in
prescribed Canadian-controlled venture capital corporations (through none are prescribed by the budget for
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the Atlantic provinces or the territories) or Canadian corporations with assets of less than $35  million---
pension funds receive a three dollar expansion in their foreign property limited (see Figure 1).

While there is little substantive difference between an SBILP and an SBIT, there are important differences
between an SBILP and an SBIC. In particular, the limited partnership is granted up to three years to invest
most of its capital; the SBIC has only three months to do so (McQuillan et al, 1987).

One striking feature of the 1985 budget was the total lack of monitoring, on the part of Revenue Canada and
the Department of Finance, of the use of these mechanisms by pension funds. No evaluative data are
available to assess the impact of these measures---a lack which makes it difficult to determine whether the
provisions have had the desired effect.

By early 1990, institutional investors were lobbying the federal government to expand its foreign property
limit yet again. With an eye to the high-growth stock markets in western Europe and southeast Asia, in
particular, pension funds sought greater flexibility in investing across national boundaries. The impact  of
increased pension fund investment abroad on employment and development prospects in Canada’s poorer
regions is a matter which bears further research.
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Figure 1

Venture Capital Opportunities for Registered Pension Plans

Source:  McQuillan et al, 1987, p. 158
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CHAPTER 3

MOBILIZING DEBT CAPITAL

The purpose of this chapter is to review the Canadian and American experience with tools for mobilizing
debt capital for small and medium-sized enterprises. These tools include micro-credit programs, community
loan funds, community banks, credit unions, loan guarantees, business development crentes, small business
development bonds, and program-related investments.

Micro-Credit Programs

One type of program which deserves further attention and study is the micro-credit program. Typically, a
micro-credit program will provide very small amounts of debt capital to persons wishing to start or expand
their own micro-enterprise. Micro-enterprises are generally:

Extremely small, often labour-intensive, economic activities which require a minimal capital
investment, and which may operate on a full-time, part-time, or seasonal basis. They are usually
community or home-based and can be found in both urban and rural areas. Micro-enterprises
are often described as the “informal” or “invisible” sector. They operate in the trades, service or
small-manufacturing sector.

(Calmeadow Foundation, 1987:2)

Advocates of micro-enterprise as a means of providing employment and income opportunities to socially and
economically disadvantaged citizens recognize that self-employment through micro-enterprise will not, by
itself, solve the problems of low-income people, but it can provide a significant boost to people who lack the
education, skills, contracts or experience to break into the economy at a higher level (Calmeadow Foundation,
1987:2).

One important Canadian micro-credit initiative is the Native Self-Employment Loan Program of the
Toronto-based Calmeadow Foundation, a non-governmental organization. Under a pilot program launched in
1987, the Foundation provided credit to Native people for micro-enterprise development on three Ontario
Indian reserves. Short-term loans up to a maximum of $3,000 (with an average size of $2,000) were provided
through an intermediary, usually a private bank, with Calmeadow assisting with guarantees and subsidizing the
transaction costs of the loans. Calmeadow also provided training for the responsible officers of the
intermediary. The total budget for the three-year program was (in addition to salaries for field staff, who
undertake extensive travel on behalf of the program), $300,000, including a $100,000 loan fund.

The Native Self-Employment Loan Program was designed as a demonstration effort. The program’s original
objectives included testing the credit worthiness of Native micro-entrepreneurs; measuring the impact of
credit provision on beneficiaries in terms of income levels, job creation, and local economic activity;
determining the market for micro-credit at the local level; and developing a low-cost, effective credit delivery
mechanism.

Other features of the program are worthy of note, as well. Borrowers were obliged to form small groups of
four or five persons. These “borrowers’ circles” assessed individual applications, collected payments, and
negotiated loan guarantees. Each borrower received his or her loan in succession, after the previous member
of the group had successfully met repayment requirements.
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In early 1990, after an extensive evaluation, Calmeadow decided to take its Native Self-Employment Loan
Program national. It will soon be sponsoring borrower’s circles in Native communities across Canada. To this
end, it has raised a significant capital pool from both public and private sources.

Thanks to Calmeadow’s work, the Business Development and Loan Center for Inverness County of Cape
Breton has established a $40,000 fund to be used for micro-loans or guarantees for new groups in the county.
The Sydney-based centre for Community Economic Development facilitated the connection between
Calmeadow and the Inverness County Organization.

Although Calmeadow initiatives are very new, similar methods have been applied for larger periods and to
other Canadians in other contexts for longer periods and with great success. For example, ACCION
International, a non-profit organization, provides assistance to nearly 20 local foundations operating micro-
credit schemes for poor traders in urban areas of ten countries in Latin America. Short-term loans, averaging
$300 each, are provided to “solidarity groups,” whose members collectively guarantee the loans made to each
individual business. Between 1983 and 1986 these schemes assisted more than 17,000 businesses. The
aggregate loan repayment rate for all the schemes was 98 per cent. The loans served to create between .5 and
1.5 jobs per business at a cost of less than $1,000 in credit extended per job. “This is one-tenth to one-
twentieth the cost of creating a job in the formal sector,” notes the Calmeadow Foundation (1987:18). In
1988, ACCION International and Calmeadow Foundation (1988) published a manual of operating micro-
credit programs.

A second impressive overall example is that of the Grameen Bank of Bangladesh, established in 1976 with
start-up funds from the Government of Bangladesh and the International Fund for Agricultural Development
(IFAD). The Grameen Bank lends very small amounts, averaging about $75 each, to landless and illiterate
borrowers in rural areas of Bangladesh to assist them in establishing micro-enterprises. Over the past fourteen
years the bank has lent more than $50 million to 500,000 Bangladeshis. The loan repayment rate during this
period has been 98 per cent.

In 1988, the bank operated 400 branches in 7,000 villages across the country. Loan officers travel to villages
by bicycles to collect payments from borrowers’ clubs, which approve all loans, and deliver lectures to
villagers on potable water, health and hygiene and other aspects of development (Johnson, 1988). Over the
next five years, the Grameen Bank plans to double the number of its branches, officers, and customers across
Bangladesh, with assistance from the Ford Foundation, IFAD, and a number of bilateral donor agencies,
including the Canadian International Development Agency (see also Tendler, 1989).

Community Loan Funds

Community loan funds (CLFs) are non-profit organizations which lend short-term debt capital to community
enterprises and local projects. A community loan fund administers a revolving fund financed by individual
and institutional investors, such as religious organizations, foundations, and businesses and other
organizations. A board of directors representing various investor groups and local community interests
oversees the operations of the community loan fund.

CLFs are best developed in the United States, where many enjoy tax-exempt status. The National Association
of Community Development Loan Funds groups together 35 CLFs from across the U.S. with combined
assets of $55 million U.S. in 1989. In 1988, the NACDLF launched a $1.5 million U.S. “seed fund” to assist in
the establishment of new loan funds across the country. A leading player in the National Association---and
one of the most active CLFs in the country---is the Institute of Community Economics, based in Greenfield,
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Massachussetts. The Institute operates its own revolving loan fund established in 1979, which had lent nearly
$12 millions U.S. by late 1989. In 1987 alone, the fund received $1.4 million U.S. from lenders and placed
$2.5 million U.S. in loans to community development projects (Matthei, 1987; to Institute for Community
Economics, 1988; Franklin Research and Development Corporation, 1989).

In 1987, 86 per cent of the fund’s lenders were individuals; the remainder were institutions---mainly religious
organizations and foundations. Lenders originated in 32 states but were concentrated in the Northeast. Loans from
lenders ranged in size from $1,000 U.S. to $1,000,000 U.S., in accordance with the pattern shown in Table 6.

Table 6

Percentage of Loans by Size of Loan from Lenders
Revolving Loan Fund, Institute for Community Economics

Size (U.S. $) Percentage of loans

1 -  10,000 65
10,001 -  25,000 17
25,001 -  50,000 11
50,001 - 100,000  6
60,000 and over  1

Source  Institute for Community Economics, 1988.

Nearly two thirds of the loans to the fund were for terms of three years or less but almost half of these were
extended. “Most lenders choose to receive below-market interest returns, as part of their commitment to
those in greatest need,” notes the Institute (Community Economics, 1987:3). Nearly half of all lenders paid an
interest rate of between 3 and 6 per cent, and nearly one-fifth of lenders received no interest at all.

The Revolving Loan Fund of the Institute for Community Economics, like other CLFs, has sought to match
community oriented investors with investment opportunities in the community. Loans made by the Institute’s
fund to community initiatives break down as shown in Table 7. While the funds has concentrated its lending
in community land trusts and cooperative and non-profit housing, it has channelled over U.S. $700,000 to
worker-owned businesses, consumer cooperatives, and non-profit enterprises.

Table 7

Percentage of Loans by Borrower, Revolving Loan Fund, Institute for Community Economics

Borrower Percentage of loans

Small cooperative businesses  9
Land and housing groups 83
Community service organizations  8

Source  Institute for Community Economics, 1988.
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Loans for real estate ventures are secured by collateral on land and existing buildings. Equipment, inventory,
and receivables are employed as collateral in business lending. In other cases, guarantors are used. The interest
on loans paid by investee organizations varies. Approximately two thirds of all loans carried interest rates
between 6 and 9 per cent, with very short loans carrying the highest interest rates.

As of 1988, the Revolving Loan Fund of the Institute for Community Economics had written off a total of
U.S. $2,583, or .03 per cent of the $9 million U.S. loaned over the past decade. Moreover, no lender had lost
any funds during this period (Institute for Community Economics, 1988). Part of the reason for the fund’s
success appears to be that the Institute for Community Economics provides investee organizations with a
comprehensive support package, including financing, technical assistance and organizational development.
The Institute is thus itself an active and demanding investor.

Most funds which are members of the NACDLF, like the Institute for Community Economics, invest heavily
in low income, cooperative and non-profit housing and in land trusts to hold land for such projects. One
exception is the revolving loan fund of the Boston-based Industrial Cooperative Association, which focusses
exclusively on loans to worker cooperatives. CLFs work with borrowers to strengthen their proposals and,
having provided financing, assist borrowers to subsequently obtain “mainstream” financing. CLF dollars thus
lever additional capital from conventional sources (Bronstein, 1985).

In Canada, there are relatively few CLFs. For the past seven years, the Ottawa-based Communityworks Inc., a
non-profit agency, has made three-year loans of up to $30,000 to cooperatives in eastern Ontario and has
played an active role in financing non-profit housing in the area. In Toronto, the Canadian Alternative
Investment Cooperative, financed by 40 religious orders and charitable organizations, lends a portion of its $2
million in assets to cooperative enterprises and social housing projects.

In recent years, revolving loan funds focusing on community enterprises have been established on a national
basis by the United Church of Canada and locally by such agencies as Womenskills of Vancouver, the Local
Enterprise Trust Society of Lethbridge and the Ontario Social Development Council, which operates funds
supporting women’s self-employment in three centres in Ontario. The Cooperative Resources Pool, started
by cooperative activists, has established a loan fund for cooperatives in Ontario. In Nova Scotia, the
Extension Department of St. Francis Xavier University has set up the Community Development Cooperative,
which operates a loan fund for cooperatives in the area. In 1989, a new affiliate of the international
organization Women’s World Banking was established in Cape Breton by Sydney-based Venture Concepts.
The new group will provide loans and loan guarantees, as well as training, to women starting up new
businesses on Cape Breton Island.

The loan fund of the United Church of Canada, started in 1987 by the church’s Economic Animation Project,
provides loans to cooperatives and enterprises owned by non-profit organizations in order to promote
community economic development, particularly in economically depressed areas of the country. Loans are
made on a short-term basis up to a maximum of $50,000, carry an interest rate of 8 per cent and are secured
by mortgages on property or chattel mortgages on equipment. Applicants must carry out a feasibility study to
demonstrate the viability of their venture and produce a detailed financial plan. Applications are screened first
by the appropriate regional bodies of the church and then forwarded for assessment by a national steering
committee (United Church of Canada, 1987).

Although Canadian CLFs are active, creative instruments, they remain small-scale and thus limited in their
impact. For example, the Cooperative Resources Pool manages $50,000 in its fund; the Community
Development Cooperative, $65,000. Even the more active funds rarely exceed $.5 million in assets.
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Governments could facilitate the growth of these funds by providing loans to be used as security to attract
larger investments from individuals, religious organizations, foundations, corporations, and pension funds.
When the funds have achieved a viable, self-sustaining “critical mass” of capital, they can repay these
government loans in full.

Two practical handbooks on community loan funds have appeared recently. One such manual is entitled A
Guide to Community Revolving Loan Funds, published by the Voluntary Fund for the United Nations Decade for
Women (also known as UNIFEM). In 1987, the Institute for Community Economics published The
Community Loan Fund Manual. A handbook on operating CLFs in the Canadian context has not yet been
produced. Such a handbook would certainly be a useful resource for community development practitioners.

Other Mechanisms

A number of other mechanisms have been used to provide debt capital to small businesses and local
development projects. One such mechanism is the community bank. The community bank had been most
extensively developed in the United States, where banks may be chartered on a local basis.

The South Shore Bank of Chicago, with assets of more than $130 million, is the most developed community
bank in the U.S. Now more than fifteen years old, this bank was formed by community activists to reverse the
capital outflow from the South Shore of Chicago and to rebuild local neighbourhoods. An important tool
used by South Shore has been “Development Deposits,” which are insured, market-rate deposits by investors
from outside the South Shore locality. These deposits, in turn, are used to rehabilitate housing, pay college
tuition and finance small businesses and non-profit organizations. Over $85 U.S. million has been provided in
credit to neighbourhood residents under this program. Current assets in Development Deposits now total
nearly $60 U.S. million.

Community banking has also been conducted in New Zealand, within the general framework of British law.
An approach used by at least one financial intermediary in that country is to require community-based
agencies, as borrowers, to solicit deposits on behalf of the lender. These deposits, made by individuals and
organizations, are used, in turn, to secure a portion of the loan made to the borrower. At the same time, the
lender agrees to pay the borrower a commission on these deposits at a relatively high rate. The borrower
remains free to negotiate actual rates of interest on deposits that are lower, although the commission on low-
rate deposits is proportionately reduced (McKinlay, 1985).

A somewhat better known mechanism is the credit union, or caisse populaire. These are financial
cooperatives which are owned and controlled by their members. Members of the credit union or caisse
populaire must also be members of a “bond of association” group---which may be defined by geographic
area, place of work, type of work, ethnic group, or gender---in whose interest the credit union is founded.
Members each receive one vote to elect the board of directors of the credit union. The board, in turn,
appoints senior management.

Local credit unions are members of provincial federations of credit unions, known as centrals. Provincial
centrals are federated at the national level. National federations may belong to the World Council of Credit
Unions, which represents nearly 83,000 credit unions worldwide managing over $500 billion U.S. in assets
(Co-operative Union of Canada, 1987; World Council of Credit Unions, 1985).

In 1986, credit unions and caisses populaires in Canada managed nearly $50 billion in assets, fully half of
which originated in Quebec. Total assets of the credit union movement represent nine per cent of assets of all
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financial institutions in Canada. Credit unions and caisses populaires lent over $37 million to members for
personal and business purposes in 1986. Nearly nine million Canadians are members of credit unions and
caisses populaires (Co-operatives Secretariat, 1988, Cooperative Union of Canada, 1987).

Many credit unions offer a full range of banking services. Credit unions and caisses populaires have been
noted for their innovation in the areas of member services, automated teller machines, daily interest savings
and flexible loans and mortgages. The Desjardins movement of caisses populaires in Quebec has promoted
the concept of social auditing, a process of measuring the impact of credit unions on local community
development (see Ellmen, 1987).

Although the chartered banks continue to be, by far, the major providers of credit to small businesses in
Canada, credit unions and caisses populaires are slowly gaining ground in the field of business lending. In
Nova Scotia, for example, there are indications that centralized lending procedures and high service charges
on the part of the banks are causing an increasing number of small businesses to seek credit at local credit
unions. Entrepreneurs report that they appreciate the personal service, knowledge of local businesses, and the
ability to make rapid decisions which characterize credit unions (Butters, 1988).

In fact, some credit unions have made special efforts to assist small businesses and community enterprises. In
Quebec, caisses populaires in the Desjardins movement have sponsored or financed worker cooperatives,
housing cooperatives, seniors’ housing, youth training projects, housing for disabled adults, community
libraries and special no-interest loan funds for unemployed workers (Credit Union Central of Ontario, 1987a).
In Ontario, Bread and Roses credit Union has loaned over $800,000 for community development projects
initiated by worker cooperatives, housing cooperatives, and non-profit organizations. Over the past ten years
this credit union has financed over 300 initiatives and organizations. In Vancouver, the CCEC (Community
Congress for Economic Change) Credit Union has, since 1974, provided low-interest loans to cooperatives
and community enterprises. In the same city, the Vancouver City Savings Credit Union, Canada’s largest
credit union, operates a seed capital program to support new private businesses which are not eligible for
conventional financing (Ellmen, 1987).

The Credit Union Central of Ontario has produced materials for its membership on ways in which local credit
unions can promote community economic development (CED). Among the activities which credit unions can
undertake in this area are self-education, public education, provision of general advice and assistance to local
initiatives and establishment of special programs to provide secured lending to local businesses. With respect
to lending to CED ventures, credit unions can, among other things:

  set up a marketing program to attract deposits of community organizations, charities, and non-
profits;

  establish a community lending advisory committee to help pinpoint community needs and provide
advice on specific loan applications;

  set up a special lending fund with below-market rates, supported by below-market rates for deposits;

  establish a working relationship with other community agencies that can provide loan guarantees or
risk capital for worthy community projects;

  become the primary financial institution for all private non-profit and non-profit co-op housing
projects providing financial services and mortgages, whenever possible;
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  establish a special no-interest loan program, supported by no-interest deposits, for families in distress
situations;

  reduce or drop all service charges for community groups;

  set up an increased interest rate for term deposits by community groups.

(Credit Union Central of Ontario, 1987a:5)

The Credit Union Central of Ontario has published a discussion paper, entitled Developing and Launching A
Community Development Lending Program, which provides guidelines for the operation of a model lending
program.

The role of credit unions and caisses populaires has been particularly critical to the economic and social
cohesion of Acadians in the Maritimes (see Daigle, 1987). One illustrative case is that of Evangeline in Prince
Edward Island, where the area’s 2,500 residents have promoted cooperatives for several generations. Today,
fifteen cooperatives provide 324 jobs and a wide range of services to the community, including fish
processing, groceries, hardware, health services, handcrafts, lumber and funeral services. In 1986, these
cooperatives paid out nearly $870,000 in wages, about $190,000 in rebates and $430,000 in interest on savings
and shares. Arsenault (1987:8) has noted that:

The backbone of this cooperative system is the Evangeline Credit Union, which provides the
banking services for most of the residents. This credit union---one of the strongest in the
province has 2,900 members and $10 million in assets.

It is worth noting that the credit union has played a key role in financing the start up of a new worker
cooperative which produces potato chips. Several financing methods were used. Cooperative members
borrowed $70,000 from the credit union for the purpose of member’s equity; the credit union invested
$51,000 in common shares in the cooperative, as a working capital loan secured by a second mortgage, and
the venture capital arm of the credit union invested $35,000 in the new enterprise (Iler, 1987). It is also
noteworthy that the current provincial Minister of Industry, who has supported the cooperative movement in
Prince Edward Island, is a former Manager of the Evangeline Credit Union.

Some observers argue that the cooperative movement has been a major contributor to the survival of the
French langauge in the area. “Unlike most other Acadian areas of the province, the Evangeline area has not
suffered major assimilation,” observes Arsenault (1987:  7-8). It would seem that, in the case of Evangeline,
an interaction of economic, social, and cultural factors has been responsible for the strong commitment to
self-reliance and co-operation in the area.

In certain cases governments have played a more direct role in local development by providing loan
guarantees for community initiatives. For example, in Prince Edward Island the Department of Industry
offers such a service. Community organizations wishing to finance an economic development project apply to
the Department for assistance. If the application is approved, the Department transfers the required amount
for the guarantee (to a maximum of $50,000) to the P.E.I. Development Agency which in turn arranges to
guarantee the loan through a private bank or credit union. Upon repayment of the loan by the community
group, the government obligation is to guarantee the loan is dissolved and the funds revolve for use by other
groups.
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One important feature of the Prince Edward Island loan guarantee program is that Departmental staff make
frequent visits to meet with community organizations and assess local projects. The small size of the island
and its population perhaps permits more regular on-site contact than in more remote regions or those with
larger populations elsewhere in the country. Nevertheless, the outreach factor is an important one, and bears
examination and perhaps replication in other parts of Canada.

Business Development Centres

Business development centres (BDCs) are federally-funded, non-profit corporations, directed by community-
based boards of directors, which pool capital and, in turn, provide short-term loans and equity capital for
small businesses in a locality. At the same time, BDCs also offer technical assistance to emerging enterprises.
The BDC is a key instrument of the Community Futures Program of the Canada Employment and
Immigration Commission.

Under current CEIC regulations, BDCs may lend up to $75,000 per firm. A ceiling of $1.5 million has been
set as the maximum loan fund to be managed by any one.

The Community Futures Program is directed both at non-metropolitan areas with exceptionally high
unemployment and at those anticipating major layoffs in their main industries. A local Community Futures
Committee selects an appropriate mix of activities from five program options:  BDCs, incentives for self-
employment, relocation assistance, direct purchase of training and a community initiatives fund (Decter,
1989).

The precursor of the BDC was the LEAD (Local Employment Assistance and Development) Corporation,
supported by CEIC in the early 1980s. By the mid-1980s these corporations were called LEDAs (Local
Employment Development Associations). Under the LEAD program, centres with populations of less than
50,000 received three-year grants to provide venture capital, in the form of short-term loans, to local
businesses (MacLeod, 1988; Perry, 1987).

Recent research has pointed to two shortcomings of BDCs as a mechanism for mobilizing capital for regional
development. First, because CEIC requires BDCs to become self-sufficient in approximately five years, the
may tend to focus their assistance on larger SMEs in their locality and to rely on secured loans rather than
unsecured equity participation. In this connection, some commentators have recommended that each BDC
should be assign on local conditions and markets rather than on national guidelines, which may or may not be
locally appropriate (Baron and Watts, 1989).

Second, applicants seeking assistance from BDCs must have been rejected by other private and public lending
institutions. This creates a fundamentally negative image of the role of BDCs as a tool for business and
economic development, according to one study (ENCL, 1989). Instead, BDCs should be a proactive and
positive force for business development, and “any regulations which hinder this role,” such as the one just
noted, should be changed. (Ibid., p. 25).

The above caveats notwithstanding, Colville Investments has performed relatively effectively, as have other
similar corporations. The BDC model would thus appear to have the potential to complement other
mechanisms for mobilizing capital and stimulating business and employment development.
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Small Business Development Bonds

In Newfoundland and Labrador, the provincial government has created a new instrument for supporting
small business known as the development savings bond. The provincial government sponsors a public issue
of government-guaranteed development savings bonds, which pay market rates of interest. A portion of the
proceeds of these bonds then flows to the government-owned Newfoundland-Labrador Development
Corporation (NLDC). NLDC, in turn, lends a percentage of these funds to small businesses to support new
start-ups and expansion. The first issue of development bonds received enthusiastic response in the province,
with sales reaching $9 million in early 1988 (ECNL, 1989).

The Newfoundland-Labrador approach addresses some of the deficiencies of other uses of bonds to support
small business. In particular, the use of an intermediary institution---in this case NLDC---ensures that the
funds will be channelled to their planned targets. Too often governments have directed revenues from bonds
into the larger pool of general revenues and have neglected to develop mechanisms which will channel the
proceeds efficiently and effectively to the firms in greatest need (Litvak and Daniels, 1979).

To date, there has been no assessment measuring precisely how the proceeds of the Newfoundland bonds
have been used. This may be a task worth undertaking by the province’s Economic Recovery Commission,
which has now assumed control over the NLDC.

Program-Related Investments

Program-related investments (PRIs) are new instruments in the Canadian experience, but they have been
widely used in the United States for nearly two decades. A program-related investment may be defined as:

an investment made by a foundation or other charitable organization for the primary purpose of
directly advancing some program goal of the investing organization---such as economic development,
land conservation, the building of educational facilities, etc. The investment itself, as compared to the
income generated by it, is the instrument for achieving organizational goals. The investment can take
the form of a loan, loan guarantee, or purchase of shares or other equity interests (Cooperative
Assistance Fund, 1983:3).

It is estimated that some 100 foundations make PRIs totalling $50 million every year in the United States
(Council on Foundations, 1982).

The oldest and largest PRI mechanism in the United States is the Cooperative Assistance Fund (CAF).
Formed in 1968, CAF is a vehicle through which twelve foundations and three religious organizations pool
their resources to make PRIs in low-income rural and urban communities. Among the key members of the
fund are the Ford and Levi Strauss foundations and the United Methodist Church.

During the period 1969-86, CAF made more than 50 investments worth US $6 million, which in turn levered
US $52 million in additional private or public capital. Investments made by the fund, in the form of both debt
and equity, were distributed among private and community enterprises initiated by minorities and low-income
communities, with the sectoral breakdown presented in Table 8.
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Table 8

Percentage of Investments by Sector, Cooperative Assistance Fund

Sector  Per cent 

Farming/food processing 28    
Investment capital companies 15    
Construction/housing 14    
Banking 9    
Electronic/communications  8    
Credit unions 8    
Printing and publications 2    
Other 17    

Source  Cooperative Assistance Fund, 1986.

For the same period, 44 per cent of investment was in the form of equity, 39 per cent in loans, 8 per cent in
program deposits and 6 per cent in loan guarantees (Cooperative Assistance Fund, 1986).

In the United States, as a result of the Federal Tax Reform Act of 1969, PRIs are regarded as a class of tax-
exempt investments which are judged not to violate the “prudent investor” rule governing investments by
foundations. PRIs do not yet enjoy similar status in Canada. However, some Canadian foundations are
seeking ways to make PRIs within the current legislative framework in Canada. The two foundations playing
leadership roles here are the Calmeadow and Laidlaw foundations, both located in Toronto.

Relevant legislation which may require amendment in order to permit PRIs in Canada includes the Income
Tax Act, pension legislations, and perhaps federal and provincial trust law and regulations in all jurisdictions.
This task is daunting, and made even more so by the fact that the pool of capital managed by private
foundations in Canada is much smaller, both in absolute terms and on a per capita basis, than that managed
by American foundations. Nevertheless, a favourable legal environment for PRIs could yield a new
mechanism for mobilizing capital in Canada’s less-developed regions; thus the research is worth undertaking.
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CHAPTER 4

PRINCIPLES, CONCLUSIONS, AND NEW RESEARCH DIRECTIONS

The purpose of this chapter is to explore some possible implications of the various capital mobilization
mechanisms discussed in the preceding chapters for Canadian Regional and community development in the
1990s. Among the principles that appear most important to us are those of partnership, decentralization, critical
mass, outreach, coordination, evaluation, and precision.

In addition to discussing possible policy implications, this chapter also seeks to take certain steps toward setting
forth a research agenda on capital mobilization. The Canadian and foreign experience described in the previous
chapters suggests that we now know more about capital mobilization mechanisms than we did, say, fifteen or
twenty years ago. But as we know more about capital mobilization, we also learn more about what we don’t know-
--hence the appropriateness of a new research agenda arising out of the past decade’s experience.

To begin with, the Canadian experience suggests that partnerships are essential to the success of mobilizing capital
for regional development. Partnerships involving various combinations of governments, business, labour, and
community interests have succeeded in generating capital for employment and business development. Similarly,
business development centres are based on collaboration among business, government, and community
organizations, while community loan funds often involve a variety of community and business interests, including
individuals, churches, foundations and cooperatives. During the next decade, it will be important to continue to
establish local-level partnerships. Once the success of these local initiatives has been demonstrated, then
partnerships may be explored on broader levels. Ultimately, regional coalitions involving business, labour,
community, and government interests, (like the Québec Solidarity Fund) will likely be required to maximize access
to capital in less developed regions.

The experience of the 1980s has also pointed toward the effectiveness of decentralized mechanisms for mobilizing
capital for regional development. Employee share ownership plans, venture capital corporations of various kinds,
micro-credit programs, community loan funds, community banks, credit unions, and business development
centres are all tools which can be applied on a decentralized basis. In this regard, there appears to be agreement
across the political spectrum that there should be a continued movement away from direct delivery of programs
to provide capital by governments; rather, arm’s length regional development agencies should provide flexible
support to locally-based organizations, which can deliver such services according to local conditions and priorities.
In the 1990s, a key challenge will be for the stakeholders in the regional development process to multiply the
number of decentralized mechanisms to mobilize capital, while coordinating these mechanisms so as to minimize
needless duplication and to maximize complementarity.

As well, the experience of the past decade underscores the importance of what might be called critical mass. That
is, in order for policy tools to exert maximum and sustainable impact on employment and business development,
certain economies of scale and a certain level of complexity must be achieved. At the level of individual
mechanisms, this means that the volume of loans or equity investments must be sufficient to stimulate significant
employment and business growth. Sufficient volume is also required for such mechanisms to become self-
sustaining by generating adequate revenue to cover overhead and profit.

At the regional level, a critical mass of policy tools must be achieved if there is to be a meaningful change in
regional employment and business growth. Such a mass---in terms of scope and complexity---of all types of
regional development policies appears to have been reached in Québec. The large scale investment in education
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in Québec during the 1960s and 1970s paid dividends in a skilled and confident emerging business and
professional class in the 1980s. Other policies, such as the establishment of resource groups to promote worker
cooperatives and legislation supportive of cooperative development generally, worked together with other social
and economic policies to create a momentum for change.

Although the conditions of other regions in Canada diverge considerably from those in Québec, the need to
achieve critical mass is common to all areas of the country. The particular nature and composition of this critical
mass may (and should) differ from region to region, but the principle holds in every case.

Yet another important principle is that of outreach, or the methods whereby capital mobilization mechanisms
deliver their services personally to local residents. The experience of the 1980s indicates that extensive outreach
is fundamental to the success of mobilizing capital in poor areas, both rural and urban. But a greater emphasis
on outreach is necessary if local residents are to be educated as to the use of existing capital mobilization methods.

The Canadian experience in the 1980s also shows that there is a need for coordination of the various policy tools
to mobilize capital. Regional development agencies and planning processes could facilitate the coordination of
these instruments in order to ensure maximum impact. Decisions regarding the relative emphasis to be placed
on the types and stages of businesses to be assisted in any particular region are especially important. In addition,
there is a need to coordinate the efforts of all support services to business development and employment
generation, including training programs, business incubators, legal and business advisory services and so on.

One way to facilitate such coordination would be to establish a network of regional development banks. These
banks would provide flexible, long-term support---through loans and equity investment and technical assistance---
to locally based agencies providing capital to local businesses, both private and community-based. They could be
created as crown corporations, private foundations, or investment companies. As for the matter of financing, they
could be financed by a combination of investments by the private sector, church groups, charitable and other
non-profit organizations, and public sector funds reallocated from existing regional development agencies, such
as the Atlantic Canada Opportunities Agency and the Western Diversification Office. The banks might also
provide local development agencies with contributions to personnel costs, including the salaries of loan officers
and other outreach workers.

Not least important, recent experience suggests that insufficient attention has this far been placed on evaluating
the effectiveness and efficiency of various policy tools for mobilizing capital. Here is one area where much more
research will be needed. The lack of basic data on key variables such as capital flows in and out of regions renders
monitoring of such processes virtually impossible. Too many mechanisms for mobilizing capital are characterized
by truncated, biased or unused evaluative research, or no evaluative research at all. Business, labour, governments,
and community groups are all guilty of neglecting evaluation. Greater emphasis on evaluation will enable all parties
to understand more precisely the limits and possibilities of various tools for mobilizing capital for regional
development. Systematic and detailed evaluation can guide the charting of new directions in future policy.

Bosworth et al. (1987) have stressed the need for more comprehensive evaluations of government credit
programs. They argue that such evaluations must focus primarily on the costs of the subsidies associated with
such programs rather than their dollar volume. Perry (1987, 1989) has pointed to the need to evaluate local
development initiatives, particularly those involving capital mobilization, through a number of methods. One of
these approaches is known as the ROTI method, which seeks to measure “return on taxpayers’ investment.”  In
Canada, Baron and Watson (1989) have explored the concept of net economic benefits to the community derived
from local loan funds and other similar initiatives.
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The 1980s showed policymakers and practitioners how to use particular strategies to support specific types of
businesses. Micro-enterprises require loans of between $1,000 and $3,000 and do not require equity capital. Small
start-up enterprises---private or community-owned---require loans and guarantees between $5,000 and $100,000,
and perhaps equity capital in the same range. Expanding small businesses require between $100,000 and $250,000
in debt or equity investments. Medium-sized enterprises need investments of between $250,000 and $1 million.
Mature medium-sized businesses seek investments of more than $1 million. Different delivery mechanisms are
required for each category of business. And different mechanisms permit the accessing of different sources of
capital for different purposes (Wickham, et al. 1989, ECNL, 1989; CFIB, quoted in Network, Inc., 1986).

Overall, then, one of the most important lessons of the 1980s is the need for precision. Policymakers and
practitioners must, and can be increasingly precise about why, for whom, how, and how much capital is to be
mobilized for regional development in less-developed regions. To this end, additional research of the type we shall
be suggesting presently may well be required.

In general, there is little doubt that the 1990s will bring even greater challenges to the less-developed regions of
Canada than they have faced in the past. The international economy will almost certainly continue to become
more competitive. Technological change will trigger rapid and continuous transformation of key economic sectors
everywhere in the world. Advanced communication systems and the electronic integration of the world economy
mean that even the most remote communities will be affected by change more rapidly than ever before.

In the financial sector, competition resulting from changing regulation and other factors is also likely to continue.
Such conditions seem likely to prompt financial institutions to seek even greater efficiency and productivity gains
than those achieved in the 1980s. In doing so, they may opt for even larger transactions with even more familiar
entities. Such a trend, to the extent that it becomes reality, does not bode well for small and medium businesses
in less developed regions.

While a lack of hard data makes it impossible to determine whether the country’s less-developed regions are
suffering from an insufficient supply of capital, these regions undeniably suffer from a lack of depth of supply---and
did even prior to the recent wave of globalization in financial markets. In this connection, we have already spoken
of the situation prevailing in Newfoundland in 1988. As well, less-developed regions have a number of equally
severe demand-side problems, including lack of information about financing, lack of the specific skills needed to
prepare financial proposals, unwillingness to share control with partners or venture capitalists, and lack of both
specific and general management skills. Often these demand-side problems are integrally connected to supply-side
problems. For instance, the lack of demand for venture capital in Newfoundland is one reason why suppliers of
venture capital in that province are very rarely able to make large loans (greater than $500,000).

But the picture is not entirely a negative one. While the problems faced by Canada’s less-developed regions may
be more severe than ever, more is known now than before about how to mobilize capital for regional
development. This is not to say that all the questions have been answered. Far from it. As we shall see presently,
there is still a long list of questions requiring empirical answers---a situation complicated by the chronic lack of
evaluation and monitoring in this area. Still, the 1980s saw the introduction of a wide variety of new mechanisms;
thus policymakers have at their disposal a wider array of tools for mobilizing capital than was available at any
previous point in history. What is needed now, in addition to continuing innovation and development of new
tools, is a careful sifting and sorting-out of some of those that have already been created, in order to determine
whether and to what extent they represent promising new directions for future Canadian regional development
policy.
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We have spoken already of the problem of the lack of hard evidence concerning capital outflow from Canada’s
less-developed regions. Precise responses to regional capital problems are extremely difficult, if not well-nigh
impossible to formulate in the absence of such knowledge. In addition to determining whether such outflows
exist, it will also be important to determine their nature and extent.

We have spoken, as well, of the need for more thorough measurement and evaluation of capital mobilization
measures. At this stage, it is important to determine the precise impact on business growth, employment, family
income, tax revenues and other indicators of at least some of the various instruments for capital mobilization
described in the preceding chapters. For example, what would be the feasibility of rewriting federal and provincial
income tax and pension laws to allow tax-exempt status for program-related investments? What would be the
impact of less restrictive regulations governing the operation of the Business Development Centres established
under the Community Futures Program, such as an increase in the total amount of loans each such centre is
allowed to make? And what would be the likely effect on investment and job creation in less-developed regions
of a national stock savings plan structured along the lines of the Quebec SSP? These are but three of literally
hundreds of important capital mobilization issues which would benefit immensely from detailed evaluative study.

Nor will quantitative studies, however thorough and detailed, be enough. In addition, it will also be important to
prepare detailed, critical case studies of particular capital mobilization instruments and mechanisms, in order to
describe and analyze their internal structure and operations and to consider their overall place in the policymaker’s
box of tools. Such studies will also require attention to institutional factors, such as the training and education
of potential entrepreneurs in Atlantic Canada and the generally lower level of management skills found in that
region. Only when such institutional factors are considered is it possible to get a sense of the interrelationship
of different capital mobilization measures, and their larger impact on communities and regions.

A question of particular interest, given the potential scope of such a mechanism, is that of how---and how
effectively---a national development bank would work. To this end, research would do the country a useful service
by developing a viable model of such a development bank, one linked to a network of development finance
institutions at the local and regional levels, which would coordinate and promote complentarity among the wide
range of capital mobilization mechanisms now in operation across the country.

All in all, the issue of mobilizing capital is likely to receive sustained attention in the regional development
literature throughout the 1990s. Analysts concerned with entrepreneurship and community economic
development, in particular, will be interested in deepening their understanding of this issue. Other scholars and
practitioners in the field are also likely to be drawn to the issue of mobilizing capital, as the decade progresses.
Leaders in business, labour, and local communities are already very aware of the importance of adequate and
appropriate capital in meeting the challenge of regional development. We believe that the recent Canadian
experiences demonstrating that community-based expertise, in combination with professional expertise, can help
chart the way forward.
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CHAPTER 1

THE CASE FOR CHANGE

1.1 Introduction

Canadian citizens and their elected officials have long been concerned about the economic disparities between
different regions of the country. But despite this concern and a good deal of effort on the part of both
governments and individuals, these disparities have persisted and, in some cases are becoming more severe. Most
often, Canadian regional disparities are expressed in statistical form: as a percentage of the work force
unemployed; as a variation from national income levels; or as a proportion of the total number of families living
in poverty. But regional disparities are not just numbers. To fully appreciate their significance, it is important to
go beyond the numbers and see what they mean in human terms. When we do that, we see that regional economic
disparities mean wasted lives, missed investment opportunities, and depopulated small towns and rural areas.
 
It is probably naïve to think that regional disparities could ever be completely eliminated.1 But there are a number
of reasons why the problem of continuing disparities has taken on particular urgency in recent years. One of these
reasons is constitutional: the Constitution Act of 1982 confirmed the historic obligation to further “economic
development to reduce disparity of opportunities” in Canada. Second, regional rates of recovery from both the
1982-3 and the 1990-92 recessions have been extremely uneven: for instance, while during the 1982-83 recession,
Ontario and Quebec had bounced back to pre-recession unemployment rates, British Columbia and certain parts
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of the Maritime Provinces were still plagued by unemployment levels which were nearly as high as those
experienced at the trough of that recession (see Chart 1.1). Such persistent regional disparities are particularly
worrisome given that Canada has outperformed most of its OECD partners in the post-recession period of
expansion. This fact suggests that strong national economic growth is not necessarily regionally balanced. There
appears to be little choice, therefore, but to attack problems of regional disparity and underdevelopment (defined
later in the text) through specific policies targeted at the country's poorer, less-developed regions. 
 
Finally, as we note in some detail later, the national and international economic contexts within which regional
problems must be tackled have changed considerably during the past decade, as a result of phenomena such as
international trade liberalization; the globalization of national economies; the rapid increase in the deployment
of new technology; and persistent budget deficits at all levels of government. Given that the environment for
formulating regional (as well as other) policy has changed substantively, it seems timely to consider new directions.
 
One approach which has long existed in Canada, but which has seldom, until recent years, been discussed in terms
of regional development, is that of local development, or “growth from within.” Aimed at promoting community
as well as individual self-help and self-reliance and long-term increases in communities' institutional capacities,
the local development approach has of late increasingly been considered as a possible solution to many of the
country's regional problems. What is different about this approach is its attempt to combine social and economic
objectives within a coherent long-term development framework which builds on the entrepreneurial potential of
both individuals and communities. As we point out later in this study, local development is frequently conducted
by local development organizations (LDOs), which are community-based corporations that can take different forms
in their pursuit of social and economic objectives.
 
The Canadian experience with local development is not as extensive as is the case in the European or U.S.
context. So many local development initiatives have sprung up in Europe in recent years that the OECD, in a
1988 report on local employment initiatives, referred to a “flowering of initiatives” at the local level; such
initiatives, the report stated, have become so numerous that they can no longer be regarded merely as exceptions.2
Similarly, a recent Ford Foundation report on community development describes the “new localism”3 as a solid
trend in the U.S. and recommends that the community development approach be elevated “to a central position
in domestic policy making.”4

There are now estimated to be between 3,000 and 5,000 community development corporations (CDCs) across
the country. These organizations, the main vehicle through which local development is carried out in the U.S.,
have taken on an increasingly wide range of projects and entered into ever more sophisticated partnerships with
businesses, universities, other non-profit institutions, and municipal and state governments.5  Nowhere has this
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impact been greater than in Massachusetts, where community-based economic strategies have been adopted and
related legislation passed.6 

In Canada, where as we shall see in Chapters 3 and 4, the local development organization is also a preferred
vehicle for implementing local development, the institutional environment for community development has been-
--and still is---less supportive than in the U.S. or Europe. But institutional support has recently been on the rise.
Several municipal governments, including those of Montreal, Toronto, and Ottawa, have launched policy exercises
to consider possible community-based solutions to the problems of disadvantaged inner-city areas and groups.
A number of foundations such as Calmeadow and Laidlaw have entered the area; and local development is now
being supported by several universities, including the University College of Cape Breton; Henson College of
Dalhousie University; Guelph University; Mount Allison; Université du Québec in Trois-Rivières; University of
Waterloo; and Simon Fraser.
 
In what follows, we first take a closer look at the changing economic environment and its implications for regional
development (Sec. 1.2), followed by a look at current disparities amongst Canadian regions (Sec. 1.3) and at the
history of past Canadian regional policy (Sec. 1.4). This in turn is followed by a detailed consideration of the local
development paradigm, in Chapter 2, and strategic choices for community development, in Chapter 3. Chapter
4 focuses on the local development organization, the vehicle through which community development is carried
out in Canada and the U.S., while Chapter 5 raises certain policy questions in light of the Canadian experience.

1.2 A Changing Context

The changing economic context creates both constraints and opportunities for Canada's communities. The
performance of Canada's local economies will always be strongly linked to the national economy and, for this
reason, the factors affecting the country's economic health and competitive position deserve close scrutiny. The
last twenty years have been marked by events that severely affect the potential for economic growth at both the
national and local levels. Among these factors, it is worth noting:

  the mounting financial constraints imposed by the cost of financing the federal deficit and the public
debt;

  the increasing protectionism of the United States;
  the lowering of trade barriers (under GATT and the Free Trade Agreement) which increases import

competition for Canadian producers and provides, at the same time, greater access to foreign markets;
  the rapid pace of technological change, particularly those brought about by microelectronics;
  the decoupling of primary production and industrial production;7
  the growing awareness of the role of small business for job creation.
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to 1,000 establishments, Betcherman and McMullen (1986) found that the Atlantic provinces ranked the lowest with respect to their
relative proportion of innovators during the 1980-85 period.

10 Among the regional scientists to support this view are:
 Coffey, William, Service Activities and Regional Development: A Policy-Oriented Perspective; paper presented for the 35th North American

Meeting of the Regional Science Association, Toronto, November 11-13, 1988.
 Lesser, Barry, “Technological Change and Regional Development,” in W. Coffey and M. Polèse (eds.), Still Living Together: Recent
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These trends will inevitably provide the foundation for future regional development policies. They will translate
into a set of constraints and opportunities different from those of the past: Some of these are outlined below.

The Constraints and Opportunities

The first constraint is the fiscal position of the federal government. Many of the programs described in one
of the sections to come were launched in an era when federal revenues were growing rapidly. Now, however,
federal expenditures exceed revenues by approximately 30 per cent and an increasing proportion of revenue
collected by the government is being used to pay the interest on the burgeoning public debt. Overwhelming
fiscal pressures have forced the federal government to cut transfer payments to provinces, and given the strong
resistance to any cuts in personal transfer payments, regional development expenditures have been targeted
and sacrificed to further spread the effects of government cutbacks beyond entitlement programs and other
sensitive government programs.

The second constraint is the new protectionism practiced by Canada's major trading partners. This protectionism,
especially in the case of the United States, takes the form of countervailing duties against industrial subsidies that
benefit exporting firms, including subsidies attached to specific regional development programs. In the 1986
softwood lumber case, for example, seven regional development programs were cited and 1.7 percent of the total
duty (of 15 percent) was attributed to these programs. Although regional development programs have been less
important than other subsidies in determining the level of countervailing duties, their importance may increase
in the future. Moreover, the Free Trade Agreement between Canada and the U.S. may reduce the scope of
Canadian regional development options.8

Another constraint is related to the pace of technological progress and technical change which has accelerated
industrial adjustment and provided new challenges for communities unable to stay abreast of the latest
developments. These regions' adjustment difficulties may well be explained by various factors, among which are
regional differences in innovativeness,9 low education levels, low urban density, unsophisticated labour markets,
and insufficient economic diversification.

Less-developed regions' ability to take advantage of new technologies is also diminished by their lack of sizable
local markets, which are needed to translate technological gains into economic growth. Some regional scientists
have pointed out that the flexibility offered by modern technology (such as telecommunications), which could
allow smaller firms located in peripheral regions to obtain economies of scope (finding market niches through
a larger variety of products), is also available to small firms in the more industrialized regions.10 Moreover, firms
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technological diffusion, the Atlantic provinces are not in a position to gain, relatively speaking, from the move to an information
economy.” (p. 351)

 Britton, John N.H., “A Policy Prospectus on Regional Economic Development: The Implication of Technological change,” in
Canadian Journal of Regional Science, vol. XI, no.1, Spring 1988. Britton attributed the difficulty facing less developed regions to their less
developed economic base, smaller local markets, and limited labour skills. (p. 159) Britton expresses hope, however, that these regions
could expand if they try to develop “new export strengths based on human capital, expecially R&D, associated with resource industries
or information-related activities that rely on university expertise.” (p. 157)

11 See Martin, Fernand, “L”entrepreneurship et le développement local: une évaluation,” in Revue Canadienne des sciences régionales, vol. IX,
no.1, Printemps 1986. Martin suggests the use of the concept of innovation as a replacement for the concept of entrepreneurship, which,
he finds, is a difficult economic concept to tackle. 

12 Gouvernement du Québec, Ministère de l'Industrie et du Commerce, Profil socio-économique du comté de Beauce, Québec, 1982, 24 pages.
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located in large urban areas are generally in a better position to take advantage of new technology because of their
more sophisticated information networks, skilled labour pools, and agglomeration economies (Britton, 1988).
From this viewpoint, it would appear that small firms in remote areas may well remain at a disadvantage to their
urban counterparts.

Yet another constraint is the potentially devastating effect international fluctuations in trade and commodity
prices have on some communities. Canada's specialization in primary exports makes the economy highly sensitive
to world-wide short-term cyclical fluctuations. These can occur even when the economy is doing well; for
instance, although Canada's economy experienced seven years of continuous growth after the 1981-82 recession,
the Prairie grain economy has been hit by a severe slump and mineral producers have been hurt by low price
levels for their products. Many underdeveloped communities, particularly those located in rural areas, will
inevitably continue to experience wide swings in their economic fortunes unless they manage to diversify their
economic base.

But changes in the global environment also provide new opportunities for underdeveloped communities. For
example, recent patterns of job creation in OECD countries point to the strategic importance of small businesses.
The evidence from these countries suggests that small and medium-sized firms are creating, overall, more net jobs
than larger ones. This creation of new jobs arises from the high birth rate of the new firms coupled with a high
(but lower) failure rate. In the Canadian context, the trend is the same (C.D. Howe Institute, 1983; DRIE,1986).
The increasing recognition of the role of small firms for job creation may assist in solving some of the problems
facing underdeveloped areas, at least in those sectors where scale economies and locational advantages play a
lesser role. The support of entrepreneurship as a local development option, however, poses conceptual and
operational problems that deserve closer attention.11

Our research suggests that individual and community entrepreneurship plays a central role in identifying and
translating into action those opportunities that may exist in underdeveloped communities. The case of La Beauce,
in Quebec, illustrates how a development strategy may successfully focus on the promotion of entrepreneurship.
In the last decade, this relatively isolated region has experienced sustained economic growth, which has been
credited in part to the existence of a supportive environment fostered by the presence of role models (individual
entrepreneurs) and the efforts of local economic development organizations (community entrepreneurship).12

This case highlights the important role of local development organizations (LDOs) in supporting
entrepreneurship. In the Beauce, the industrial commission played an active part in connecting local suppliers and
buyers, and in providing information and assistance to local businesses in need of government funding. In other
cases, outlined in Chapter 4, LDOs have taken a more direct entrepreneurial tack by starting for-profit ventures
on their own and using profits to pursue community development goals.
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In summary, recent trends in both the national and the international scenes suggest that communities across
Canada are facing an environment that offers new opportunities while simultaneously creating new constraints.
Globalization is forcing our industries to adapt to more volatile, technology-based forces, while at home, there
is less fiscal room to maneuver for the benefit of underdeveloped regions. On the bright side, recent patterns of
job creation by small firms and the positive track record of some isolated regions provide some hope for the less
advantaged communities. This paper now takes a closer look at the persistence of socio-economic disparities in
Canada, with a view to understanding the problems facing many of Canada's underdeveloped communities. 
 
1.3  The Persistence of Socio-Economic Disparities in Canada

Despite the expenditure of a great deal of money and effort, regional disparity continues to be a fact of life in
Canada. Quite simply, some regions---and many communities within those regions---are significantly worse off
than others; they offer fewer opportunities than others for business growth, meaningful employment, or
improved quality of life.

Certainly Canada's less developed regions and communities tend to have lower income and higher unemployment
levels than the rest of the country. But socio-economic underdevelopment is more than just low income and high
unemployment. It is above all a cycle of dependency characterized by a lack of local decision-making regarding
economic investment and social development, which may lead either to extensive out-migration of the working
age population or to an increasing dependency on transfer payments. No two underdeveloped communities are
the same, but they do generally exhibit certain common characteristics:

  lack of local control of economic activity;
  lower than average income and employment levels;
  inadequate and/or low-quality infrastructure;
  low levels of educational attainment;
  a narrow economic base;
  poor access to information and capital;
  stagnant population growth or net out-migration.
 
A review of the literature addressing Canada's regional disparities indicates that disparities have not drastically
lessened over the past twenty-five years and that they are not likely to disappear in the short or medium term.
Despite numerous and varied initiatives by both federal and provincial governments, there is still significant
inequality across and within Canada's regions with respect to employment and other important socio-economic
indicators, including personal income, levels of educational attainment, and the percentage of families living below
the poverty level.
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13 We have calculated an unweighted index of variation as another indication of the increasing disparity in unemployment rates, which
reinforces the impression of increasing disparity left by Chart 1.1, following: Robert Mansell and Lawrence Copithorne, “Les disparités
économiques régionales au Canada: Un tour d'horizon,” in Commission royale sur l'union économique et les perspectives de
développement au Canada, Les disparités régionales et les adaptations interrégionales, Ottawa, 1986.
Vuw is an unweighted index of variation that can be defined as:

where n is the number of regions, Ui the unemployment rate in region i and is the national unemployment rate. The index, which
measures the extent to which individual provincial rates differ in the aggregate from the national rate, was 0.23 in 1971. By 1981, it
peaked at 0.47, was down to 0.37 the following year and was up again at 0.47 in 1986. While the index does not show a steady trend
towards increased disparity, all of the most recent values are significantly higher than fifteen years ago.
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Chart 1.1

Unemployment Rate, the regions of Canada 1969-88
_____________________________________________________________________________________

___________________________________________________________________________________
Source: Statistics Canada, The Labour Force, cat. 71-007. Calculations by the authors.

Chart 1.1, showing regional and national unemployment rates over a 20-year period (1969 to 1988) illustrates that,
far from diminishing, disparity with respect to absolute regional unemployment rates has persisted since the early
1970s. For example, in 1988, the Atlantic's regional rate was more than double that of Ontario, and there was a
significant deterioration in all regions except for Ontario and Quebec after the 1981-82 recession. Not only have
disparities between regions failed to decline in recent years, but unemployment at the national level has remained
at historically high levels.13 
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14 See for example P. Perron and F. Vaillancourt, The Evolution of Poverty in Canada, 1970-1985, Discussion paper #343, Economic
Council of Canada, Feb. 1988.
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These high levels of unemployment are a source of concern not only because they directly affect the lives of
thousands of Canadians but also because they could bring hardship to future generations. Accompanying higher
rates of unemployment is a rise in the duration of unemployment, which represents another source of concern
(although such a phenomenon always occurs during a recession). Such a phenomenon may, in part, be attributable
to a growing labour market mismatch. which contributes to the disparity amongst regional unemployment rates.
Long-term solutions may partially be found in job training and, more generally, the better use of human resources.

Table 1.1

Income Indices, by Province, 1976 and 1986

NF PEI  NS  NB QC  ON MB SK AB  BC

Canada = 100
Personal income
per capita 1976 67.9 70.7 76.8 74.4 94.3 110.2 89.7 94.9 101.3 109.1

1986 67.3 70.9 81.3 75.2 94.3 110.9 92.9 92.3 104.6  99.4
    

Canada = 100
Earned income 
per capita  1976  56  63  72  68  92 113  90  95 104 110

1986  56  63  77  68  91 115  93  88 105  99

Transfer payments,a (%)
 as per cent 1976 28.5 21.3 17.4 19.6 14.7 10.0 11.9 11.8 10.1 11.9
 of personal 1986 29.4 23.9 18.7 21.2 16.9 10.9 14.1 18.4 14.1 15.0
 income per capita

SOURCE:  Estimates by the authors, based on data from Statistics Canada.
a  Includes federal, provincial, municipal, hospital, and pension transfers.

Disparities in income represent another important problem facing Canadians. Table 1.1 indicates that there was
some reduction in total personal income per capita disparities between 1976 and 1986. The reduction was most
obvious outside central Canada; Nova Scotia, Manitoba and Alberta all moved closer to the Canadian average.
However, a significant proportion of this reduction in income disparity is the result of an increase in transfer
payments. Consequently, there was no appreciable reduction in disparities in earned income per capita except in
the case of Nova Scotia. In fact, British Columbia and Saskatchewan experienced, in absolute terms, a serious
setback in earned income per capita.

Still another perspective on trends in Canadian regional disparity can be obtained from an examination of data
showing the percentage of families living in poverty. All regions posted reductions in family poverty levels
between 1971 and 1981, but between 1981 and 1984, these figures increased in all regions, because of the 1981-82
recession. The increase in the incidence of poverty was particularly pronounced in the Prairie provinces and in
British Columbia.14
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Indicators measuring social and economic dependence also provide useful information in understanding regional
disparities in Canada. One way of empirically examining the degree of underdevelopment in Canada is to compare
the number of working people to the number of people of working age (Table 1.2). A value of one hundred
would indicate that no–one of working age required support from independent earners or from transfer
payments, while a value of zero would suggest a high degree of dependency on other earners or on transfer
payments. The table reveals considerable variations in this dependence indicator between provinces. We can see
that, nationally, the recession of 1982 was accompanied by a decrease in the ratio, and that an increase occurred
in 1987. The provinces of Newfoundland and Alberta, however, remained (in 1987) at their respective recession
levels. Newfoundland also displays historically high levels of dependency when compared with the national
average. 

Table 1.2

Economic and social dependence ratio, 1970-87:a Canada and the provinces

NF PEI NS NB QC ON MB SK AB BC CANADA

1970 40.8 48.2 49.5 46.8 51.6 57.9 55.6 53.0 60.4 54.2 54.5
1976 42.8 51.3 49.9 47.7 53.3 59.9 58.4 58.1 64.3 56.0 56.7
1980 46.7 52.9 51.9 49.5 55.2 62.2 60.9 60.2 68.3 59.8 59.3
1982 43.3 50.3 49.5 47.2 51.7 60.7 59.4 59.9 65.9 56.5 57.0
1987 43.2 54.5 52.3 50.7 56.9 64.7 61.5 61.8 65.1 57.6 60.3

SOURCE: Statistics Canada, The Labor Force, cat. 71-001.
a The ratio is defined as the employment/population (15-65 yrs. old) ratio.

As bleak as the picture painted by such traditional measures of provincial disparity undoubtedly is, it is still far
from complete. Traditional indicators of provincial disparity show neither community-level detail nor the role of
qualitative factors. Therefore, we have attempted to go beyond traditional measures in order to capture such key
qualitative factors as a community's ability to attract small business, or the extent and quality of its cultural
facilities and other amenities. Some Economic Council of Canada’s case studies15 offer compelling evidence
regarding the severity of underdevelopment in certain parts of the country. For instance, in the Great Northern
Peninsula of Newfoundland, the median employment income for 1983 was only 30 per cent of the national
median and 50% of the Newfoundland average.
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Chart 1.2

Global Index of Development: Regions of Quebec

Source: F. Lamontagne and C. Tremblay,  “Development Indices: A Quebec Regional Comparison,” a paper
prepared for the Economic Council of Canada, December 1989, p. 37.
 
The sub-provincial dimension of disparity is nowhere more evident than in the global index of development for
the regions in Quebec illustrated in Chart 1.2. The building of the index was part of this project's use of a broader
range of data and its emphasis on both qualitative and quantitative measures of development at the sub-regional
level. The global index represents an attempt to measure disparities from the perspective of the performance,
capacity, vitality, and local policy initiatives in each sub-region (see Chapter 2 for a more detailed discussion of
this index).

Positive values represent better than average performance, while negative values show poorer performance. The
aggregated values for the nine regions of Quebec range from -21.3 to +6.4 (where a region with a value of 0
would exhibit no variation from the aggregate provincial mean). The results of this study show that broadly-based
disparities within certain regions of Canada are quite significant. The study also suggests that traditional quantita-
tive measures need to be supplemented by qualitative socio-economic data if the full extent of underdevelopment
is to be understood.
 
The existence of regional and sub-regional disparities in Canada has troubled policy-makers and the public at large
for many decades. Although the legacy of Canada's regional development policy is rich and encompasses a
remarkable variety of forms, strategies, and scope, its track record is, at best, mixed. There is no doubt that
standards of living have increased in all regions of the country during the past two decades---although not
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necessarily during the last few years. For a substantial number of communities in some regions, however, this
improvement appears to be the result of an increased dependence on transfer payments. The goal of developing
regional capacity to generate economic activity has yet to be properly addressed, as the next section will show.
 
1.4 A Review of Past Development Initiatives in Canada

[R]egional development efforts should not be presented primarily as a means of reducing gaps in per capita income
among regions, although it [sic] could have that effect as a byproduct. Rather, it [sic] should be presented as a
program to exploit opportunities to utilize labor, natural resources, and capital more fully and more efficiently.
It should be focused on areas where output and incomes are lower than they could and should be, because the labor
force, the natural resource endowment, or the capital stock is underutilized or badly utilized. (Higgins and
Savoie, 1988)

Canadian governments have been actively involved in regional development since the early days of Confederation.
The motivation for such intervention was generally the recognition that, given the country's sparse population,
harsh climate, and underdeveloped private-sector institutions, government intervention was necessary to link the
many disparate parts of the nation together. Only since the 1950s, however, have regional policies focused on job
creation and reducing income disparities. 

During the late 1950s and early 1960s, Canadian regional development policy underwent two fundamental shifts
in emphasis. First, in 1957, the introduction of the federal-provincial Tax Abatement Agreement entrenched the
concept of equalization payments. The underlying principle of the agreement was that the revenue capacity of
provinces should be increased so that poorer provinces could provide their residents with public services
comparable to those of the richer provinces. Second, in 1961, the passage of the Agriculture Rehabilitation and
Development Act (ARDA) marked the federal government's first important move to help less developed regions
increase their capacity to generate wealth. ARDA was the first of a number of major federal government programs
designed specifically to address the problem of economic development. Other initiatives of the period included
the Fund for Rural Economic Development (FRED) (1966), the Area Development Agency (ADA) (1963), and
the Atlantic Development Board (ADB) (1962). 

The most serious problem with the early programs was that no overall strategy appeared to link individual
programs together in a coherent fashion. Growing recognition of this problem led to the creation of the
Department of Regional Economic Expansion (DREE) in 1969. DREE was designed as an umbrella agency,
subsuming such programs as ARDA, ADA, and ADB. In addition to regional development policy, DREE was
given a coordinating role: Part of its mandate was to ensure that other departments whose policies had regional
implications were at least made aware of those implications. 

Over the years, the new department was to undergo a bewildering variety of metamorphoses, reorganizations,
and shifts in focus and direction. Initially, it emphasized two major policy thrusts: Special Area Agreements, under
which designated communities within underdeveloped areas were singled out for infrastructure financing, and
the Regional Development Incentive Act (RDIA), under which large areas were designated as regions in which
new firms were eligible for location incentive grants. Under RDIA, the better part of the country, with the
exception of Southwestern Ontario, was eventually designated as eligible for location incentive assistance. Both
RDIA and the Special Area Agreements tended to move away from government's earlier emphasis on reducing
disparities, and toward a greater focus on economic development. 

In 1972, DREE was decentralized following a governmental review. Four regional offices (Atlantic, Quebec,
Ontario, and West) were established and given authority to finance incentive grants up to a certain limit; at the
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same time, the existing ten provincial offices were expanded and given the power to authorize small grants.
Meanwhile the Special Area Agreements were replaced by General Development Agreements (GDAs) which each
province could sign with Ottawa. The rationale for this change was premised on the provinces' desire for more
input into regional development planning. While this objective appears largely to have been achieved, the new
strategy led to other problems: Perhaps the most important of which was that the federal focus on less developed
regions diminished. 

In 1982, DREE was reorganized and “reborn” as the Department of Regional Industrial Expansion (DRIE). The
new name and the replacement of GDAs by Economic and Regional Development Agreements (ERDAs) did
reflect more focus on reducing regional disparities. Yet the primary mission of the industrial arm of the
department was to serve manufacturing industries, which were located mainly in central Canada. In 1988, the
industrial development mandate of DRIE was transferred to the Department of Industry, Science and Technology
(DIST), while the regional development focus effectively disappeared. At the time of writing, responsibility for
economic development in southern Ontario and Quebec remains lodged with the Offices of the Federal
Coordinators within DIST. Elsewhere, DRIE's regional function is assumed by three regional agencies: the
Atlantic Canada Opportunities Agency, the Western Diversification Office and FEDNOR (for Northern
Ontario). The offices of the remaining Federal Economic Coordinators (previously within DRIE) have been
subsumed within the three regional agencies.

The current regional agencies share certain basic characteristics: autonomy of priority setting; advocacy for the
region within the federal system; and autonomy in program design. ACOA's initial mandate stressed fostering new
enterprises at the local level and included the responsibility for federal small and medium-sized business and
industrial development policy and programs. It has an Advisory Board composed of representatives of the public
and private sectors. WDO, now formally called the Department of Western Economic Diversification, has
adopted a collaborative approach with the private sector and the provinces which emphasizes partnership in
diversifying the economy. Its long-term plans call for technical and financial assistance to open up markets for
western enterprise, focusing on high value-added export industries.

Although we have intentionally focused on federal development policies, one should keep in mind that various
provincial legislatures have introduced, over the years, a vast array of measures aimed at stimulating their own
provincial and local economies. While many of these provincial development initiatives are clearly worth
examining, the scope of this paper does not have sufficient latitude to accommodate such an investigation. What
can be said here is that some of these provincial initiatives have been unique---both in terms of their scope and
their characteristics.

The experience of the Bureau d'Aménagement de l'Est du Québec (BAEQ), for instance, offers tremendous
learning value if only as an example of what should not be replicated in the future. The BAEQ, which was created
in 1962 and operated for close to five years, represented an ambitious attempt to systematically plan and manage
the development of depressed areas in Quebec. Although the project was conceived in the Quebec legislature,
the federal government nevertheless provided the majority of project funding (more than $212 million), while the
Quebec government contributed the balance ($47 million).16  The BAEQ operated on the principle that
development goes hand in hand with integral infrastructure, resource planning (“aménagement”), and social
animation. The BAEQ is most often remembered, however, for its attempt to force the total closure of many
small towns.
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17 D.J. Savoie, Regional Economic Development. Canada's Search for Solutions, Toronto: University of Toronto Press, 1986.

18 See: D.J. Savoie,ibid. Also: J.N.H. Britton, “Policy Prospectus on Regional Economic Development,” in Canadian Journal of Regional
Science, vol. XI, no.1, Spring 1988, 147-66.

19 See: Government of Canada, ibidem. Also: Harvey Lithwick, “Regional Development Policies: Context and Consequences”; in W.
Coffey and M. Polèse (eds.), Still Living Together: Recent Trends and Future Directions in Canadian Regional Development, Montréal: The
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20 Thomas Courchene, “Avenues of adjustment: The transfer system and regional disparities,” in Donald Savoie (ed.), The Canadian
Economy: A Regional Perspective, Toronto: Methuen, 1986.

21 Edward Carmichael, New Stresses on Confederation. Diverging Regional Economies, C.D. Howe Institute, Observation paper No. 28, 1986.

22 Elizabeth Beale, An Atlantic Overview, a background paper prepared for the Economic Council of Canada, 1989.
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A review of Canada’s regional development literature reveals a widespread recognition that federal government
efforts to alleviate regional disparities have had mixed results. Indeed, some of the earlier programs (ARDA for
example) may have indirectly contributed to retarding long-term development by encouraging inefficient
industries to expand and by proposing inappropriate locations for new plants. While equalization programs have
moved income support away from ad-hocery, the same can not be said of the development programs. Taken as
a whole, regional development programs have suffered from a lack of focus, coordination, and integration.17 

In particular, many authors have suggested that DREE's main program, the Industrial and Regional Development
Program (IRDP), had little redistributive impact on industrial activity among the regions.18 At the outset, this
program's approach was based on the “growth pole” theory, which held that “growth points” of economic activity
could be developed that would then transmit the benefits of their expansion to a much wider surrounding area.
The most important problem with the approach was that growth did not spill out to other less-developed areas.
For instance, the share of federal expenditures going to Ontario increased while that of Prince Edward Island
diminished. The emphasis on growth poles was also part of a province-by-province approach, which appeared
to foster interprovincial economic competition, in contrast to the more cooperative approach taken in earlier
years. 

Much of the disappointment with governmental efforts in reducing regional disparity is rooted in distorted
perceptions regarding the magnitude of relative spending on regional development. Many commentators have
pointed out that, overall, federal government spending directly attached to regional development amounts to a
very small percentage of total government expenditures.19 Compensatory policies such as transfer payments to
individuals and sectoral interventions involve much larger sums of money and, therefore, have potentially greater
impact on regions and industries than regional development spending (Table 1.3). Direct federal spending on
regional development amounted to $1.5 billion in 1987-88, as compared to, for example, $30 billion spent on
transfers to the provinces. Furthermore, some authors have argued that some government economic policies
might have contributed to increased disparities, by exacerbating regional dependencies on transfer payments20 or
by implementing counter-productive industrial and fiscal policies.21 Our study on regional development problems
and policies in the Atlantic region examined this issue in greater detail.22
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Table 1.3

Federal Government Expenditures
Some categories of spendings 1987-88 ($ billion)

Transfers to the Provinces: 29.8
   including Fiscal Equalization: (5.6)
   including Established Programs Financing: (17.6)

(Health and Post-Secondary Education)
   including Other Transfers: (6.6)

Transfers to Individuals: 34.5
   including Unemployment Insurance Benefits: (10.4)

Expenditures on Economic and Regional Development (1987, est): 11.1
   including Direct Spending on Reg. Development: (1.5)

Federal Spending on Manpower (1987)
   CEIC Canadian Jobs Strategy Programs: 1.5

SOURCE: Government of Canada, Federal-Provincial Relations Office, Federal-Provincial Programs and Activities:
A Descriptive Inventory, Ottawa, June 1988; The Canadian Tax Foundation, National Finances, 1987-88, Ottawa,
1988. Government of Canada, Employment and Immigration Commission, Special compilations, 1988.

Despite all the varied initiatives described above, Canada remains little closer to a consistent, coherent regional
development policy than it was 30 years ago. Yet the need for such a consistent regional development policy
remains acute. As was noted earlier, provincial disparities continue to be severe; at sub-provincial levels, disparities
are frequently even more severe. These instances of underdevelopment highlight the need for a fundamental
retooling of Canada's regional development policies.

1.5 The Scope of the Project

This study differs from previous works in its focus on practical, instructive experiences at the community level,
which were chosen after extensive discussions with development practitioners and others across Canada. These
informal consultations were held in every region and were carried out largely by regionally based teams. We have
found a number of instructive cases and materials that illustrate how communities in Canada, the United States,
and Europe deal with stagnation. These cases suggest that, over time, small groups of citizens, working together,
can transform their communities into better places in which to live and work. In a number of instances, we have
found situations where local residents, with some help from government, have initiated their own development
strategies and activities. Rather than relying on transfer payments or allowing their communities to become ghost
towns, they have sought to assume greater control over developing their local economies.

In outlining the steps that Canadian communities have taken to rebuild themselves, one of goals of the authors
was to unearth as much new and unreported information as possible. The authors have also sought to build a
framework within which to analyze this data and to use past experience in working to achieve a better
understanding of how policy might be formulated in the future. A conscious decision was reached to concentrate
on initiatives which tackled underdevelopment at the community level. Such a choice implied a consideration of



Regional Development from the Bottom Up

258

both quantitative and qualitative data. In fact, to fully capture the richness and variety of the Canadian experience
in regional and community development, it was seen as necessary to move beyond the limitations of available
quantitative data and to present the experience in narrative form, so that practitioners, policy-makers, and others
might become aware of the process that has taken place as well as its results. 

This project’s research concentrates on the particular experiences of communities which have established financial
institutions or community loan funds, or which have modernized their industrial structure to enable them to
produce new goods and services. In many of these communities, development initiatives have been underscored
by the perceived necessity of utilizing previously untapped human resources in creating solutions to the challenges
of underdevelopment. Some of the studies which have been used in developing our research in this project sought
to capture the essential community mobilization methods through which community cohesion and commitment
are generated. Others dealt with broader topics such as the role of equity financing or diversification in Canadian
regional development. We have drawn heavily on these various documents in the preparation of this report. Some
general guidelines were used in case study selection: (1) the significance of the case (how instructive in terms of
future regional development policy); (2) its longevity; (3) its innovativeness---how it differs from previous
approaches---and its instructive value); (4) its measurability; (5) the accessibility of relevant information; and (6)
the research budget and time limits. It was not always possible to find cases which conformed to all of the above.

The case study approach has allowed us to look in some detail at strategies and initiatives used to build on local
resources.  Such a focus offers a useful perspective on community-level solutions to problems of under-
development. This study’s primary objective has been to highlight some of the current trends in local
development, in the hope that this effort will lead to a better understanding of the ways in which Canada's less-
developed communities can begin to create their own solutions to long-standing economic problems.
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1 A great deal has by now been written on this subject. Perhaps the most penetrating discussion is that contained in Building on Our
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CHAPTER 2

A NEW FRAMEWORK FOR DEVELOPMENT

2.1 Introduction

Given the changed (and changing) national and international economic environment described in the preceding
section, it is increasingly being recognized that transfers do little to solve underdeveloped regions' fundamental
problems.1 There are equally serious problems with the strategy of attracting growth from outside: Typically this
has been done by providing location incentives to attract firms to underdeveloped regions or through the granting
of industrial subsidies to persuade them to stay. These have been at the heart of many previous regional policies
and is still prevalent today.2

But if governments cannot simply continue to spend millions of dollars on Canada's regional problems in the
same fashion as they have in the past, it may be equally difficult to simply ignore those problems and expect them
to go away. While allowing market forces freer play might indeed boost the performance of Canada's economy
as a whole, such a strategy holds little promise for the country's less-developed communities and regions, as the
persistence of socio-economic disparities would suggest.

To be sure, there are those who argue that almost any kind of government spending on regional development
merely delays the adjustment process by retarding the out-migration from less advantaged regions to those regions
where jobs are available.3 These commentators believe that reducing or eliminating government intervention in
regional policy, except for mobility assistance, would reduce economic inefficiency and help generate more wealth
and employment for all Canadians---including those choosing to remain in less-advantaged regions---to share.
But there are a number of difficulties with using migration to “solve” Canada's regional problems. To begin with,
such a strategy has become politically unacceptable and financially impossible for most Canadians; in this
connection, we might note that targeted migration has in fact been tried in at least two provinces (Newfoundland
and Quebec)---and has left a bitter legacy of resentment and distrust in its wake.4

From a labour market perspective, large-scale migration is an increasingly problematic strategy. Only one region
of the country (Southwestern Ontario) has recently experienced a significant labour shortage. Even there, there
is no assurance that the jobs available would match the skills of unemployed workers in disadvantaged regions.
There were also hidden social costs which need to be taken into account. For example, when individuals are
“transplanted” from their communities into a strange and, in some cases, unfriendly environment, many do not
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5 These social costs can include higher rates of addiction to alcohol and drugs, higher reliance on UI and welfare assistance, increased
rates of crime, and an increase in physical and mental illness and in child and spousal abuse. Dr. Harvey Brenner, an American
physician, has done the most detailed work in this area. His findings appear in the Carruthers Commission Report on Unemployment
and Redundancy. See also Brenner's Mental Illness and the Economy (Cambridge, MA: Harvard Univ. Press, l973).
Mobility has still other, hidden costs to it, particularly in the case where an entire town is abandoned. If a town's infrastructure is
abandoned, the money that went into building that infrastructure will, in effect, have been wasted, as the facilities will need to be
replicated elsewhere for those moving to other communities. In some cases, the costs of providing those facilities elsewhere may be
much greater than those entailed in providing them at the original location. In no case will the “new” services come cost-free (See
MacLeod, New Age Business, p. 17. For more detail on this point, see Benjamin Higgins, “Regional Development and Efficiency,” in
Higgins & Savoie, op. cit., pp. 201-202).

6 Tim O'Neill's classification of communities as vital, viable, or non-viable provides a useful starting-point for considering whether any
given community is likely to benefit from the local development approach. See “Canadian Initiatives Aimed at Maintaining Community
Economic Viability/Vitality,” paper presented to Four Nations Conference, University of Aberdeen, l984, pp. 3-6.

7 Our issue paper on diversification and single-industry communities (Decter, 1989) discusses possible strategies for such communities
in some detail).
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adapt. The resulting social costs may well be far from insignificant.5 Such hidden costs often translate into added
expenditures in the form of increased demands for social services and added pressure on the justice and penal
system.

2.2 Paradigms for Development

If transfer payments and labour mobility will not solve the problems of Canada's underdeveloped communities
and regions, what will? There is no easy answer to this question, and very possibly no definitive one at all. But
our work and consultations across Canada suggest that there is much that such communities, particularly in
partnership with private sector institutions and government, can do to help themselves, by adopting a community-
based development strategy. 

We do not believe that this development paradigm will offer a solution to all of Canada's regional problems.6
Some of these problems are undoubtedly insoluble, while others may require other solutions. A Yukon village
or a Newfoundland outport may never, at least without substantial publicly-funded incentives, hope to attract
technical specialists to the same extent as could a large urban centre. Similarly, we must face the fact that some
communities will, inevitably, die. Their residents may have remained there only to work; in such cases, when the
economic basis for that work no longer exists, neither does the basis for the community. Mobility assistance
and/or temporary income supplementation may be the appropriate policy response in such situations. 

As was noted in Chapter 1, perceptions about local development initiatives have changed in the United States and
in Europe. The broad range of experiences in these regions suggests that Canada's local development initiatives
may be part of a larger trend. Throughout the industrialized countries, national governments are more and more
constrained fiscally as a result of persistent deficits, and increasingly constrained contractually because of liberalized
international trade and various other developments.

The need for communities to engage in long-term, proactive planning is perhaps most obvious in the case of
single-industry communities---which, as they are economically based on a single resource, will fade away upon
that resource's depletion in the absence of proactive long-term planning. But, to a lesser degree, the same holds
true for other kinds of communities as well.7 In today's challenging economic environment, there are ever fewer
simple routes to economic growth and sustainability. Easily extractable natural resources are becoming rare. And
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8 On trends in Canadian population growth and decline, see, for example, Marc Termote, The Growth and Redistribution of the Canadian
population,” in Still Living Together (Montréal: IRPP, 1987), pp. 33-72. Termote suggests that, by 1996, six provinces (all four Atlantic
provinces plus Quebec and Manitoba) are expected to be experiencing virtually zero population growth.

9 Perroux, “The pole of development's new place,” p. 70.
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population growth cannot be expected to drive economic growth, as it has in the past.8 Those communities and
regions likely to fare best in the new economic environment will be those which have learned how to maximize
their existing human and material resources. 

What is Development?

Before we can begin to evaluate the community development experience, it is important to establish with
some precision just what it is we mean by development---in particular local or community development---
and how long-term development may be distinguished from positive economic change of a more temporary
nature.

Earlier, we noted that Canada's underdeveloped communities suffer from a vicious cycle of dependency, a cycle
which is marked by a steady, medium-to-long term decline in several key economic indicators, and in which
problems in one area (i.e., lack of investment) typically lead to problems in other areas (i.e., high unemployment
and low incomes)---and vice-versa. Clearly underdevelopment is a complex situation, one which has arisen over
time and which involves the interrelationship of a number of different phenomena. It hardly seems logical, then,
to suppose that a community can be lifted out of its cycle of dependency simply by means of the reversal of one
or two previously “negative” economic indicators, without a clear understanding of the interrelations between
these phenomena. Yet that was the implicit premise of much previous regional development policy, such as short-
term job creation schemes and location incentives.

It has become increasingly clear that communities (and governments) wishing to reverse the above-mentioned
vicious cycle must do more than simply achieve a “winning score” with respect to certain economic indicators.
Effective development is a long-term process involving not just capital mobilization and the provision of
infrastructure, but the enhancement of human productive capacity and the building of appropriate development
institutions. Any useful definition of development must go far beyond the domain of economic growth, or
sustained increase in one or more economic indicators such as employment or per capita income,9 to take into
account social, psychological, and cultural factors as well. For this reason, we have adopted the following
definition, partly inspired by the work of Coffey and Polese (1985):

Community economic development (CED) refers to a particular form of regional development,
in which local resources play a principal role. The main objective of CED is self–reliance and
the fulfillment, through local control, of long–term community social, cultural, economic and
political needs.

Crucial to such a definition of development is the concept of community, a term which itself warrants some
clarification. As Tim O'Neill has noted, the term may be defined in a variety of ways, including administrative,
spatial, cultural, economic, social, and religious. But all such definitions would imply the coming together for a
common social and/or economic purpose of a relatively finite, homogeneous, or geographically circumscribed
group of persons, in the belief that, working as a group, they could achieve better or more significant results than
could the same persons working as individuals. Such commonalty of purpose is essential here; discovering that
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10 The importance of the human factor for community-based development has also been stressed by: Coffey, W.J. and M. Polèse, Local
Development: Conceptual Bases and Policy Implications, in Regional Studies, vol 19, no 2, l985, pp. 85-93.

11 See Perry, “The Community as a Base for Regional Development,” 1989.

12 See, for instance, W.J. Coffey and M. Polèse, “Local Development: Conceptual Bases and Policy Implications,” in Regional Studies,
19:2 (l985), pp. 85-93, esp. p. 86.

13 Perry, “The Community as a Base for Regional Development,” 1989.
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common purpose is thus the first order of business for any organization seeking to promote genuine development
at the community level. 

When applied at the community level, the concept of development implies the mobilization by the community
of previously idle or underutilized resources, enhanced productivity, and, if needed, the attraction of external
resources. A community-based vision of development is, by definition, holistic and, according to one expert in
the field, rests on three pillars which are related and complementary. The critical component is the human
resource, that is the local population–which is often overlooked as a basic community endowment.10 Financial
resources are a second vital component, the lack of which often constitutes the greatest barrier to community
development. A third, less tangible pillar encompasses ideas, information, and access to knowledge and new
technology.

While these three pillars are essential for community-based development, their availability varies widely. Some
communities have capital but lack organizational skills; others lack capital but have the necessary skilled work
force. These gaps must sometimes be filled by finding and attracting outside sources of capital, physical resources,
or expertise. However, it is important to note that the importation of outside resources is best done on the
community's own terms.11 Perry (1989) suggests that once the organizing effort is taken over by an outside
supplier of capital or expertise, the development process can easily lose the momentum and creativity generated
by local participation.

In adopting a comprehensive, socio-economic definition of development, we do not mean to downplay the
importance of economic factors or, for that matter, economic growth itself. It is generally recognized that
sustained development cannot take place without economic growth.12 Indeed, it would be fair to say that the latter
is a necessary (though not sufficient) condition of the former. Additionally, development initiatives such as those
focusing on the provision of basic infrastructure in extremely underdeveloped communities will also promote
economic growth. In the West Prince Case, for example, infrastructure (schools, financial institutions, service
establishments) development appears to have served the dual purpose of increasing local income and employment
and facilitating genuine longer-term development. But once the basic infrastructure is in place, the community
must start working toward creating development-oriented institutions. From this point on, conventional
boosterism and “smoke-stack-chasing,” or the attraction of heavy industry from outside the community or region,
may prove in some cases not only irrelevant to serious development initiatives, but harmful to them in the long
run.13

The local development approach, as a framework for regional policy-making, also recognizes that supportive
macroeconomic policies are required to move (or bring) the economy toward the realization of its full potential.
In this context, the works of Pierre Fortin (a Quebec economist) are worth considering. Fortin pointed out that
effective national development policy must provide the right mix of macroeconomic policies to maximize the
aggregate number of jobs, and microeconomic policies which can redistribute the jobs fairly across sectors,
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14 Pierre Fortin, The success of local innovations hinges upon supportive macropolicy, notes for a presentation at the consultation of the National
Innovations Advisory Committee, Ottawa, December 9 and 10, 1987.

15 The project has taken certain tentative steps in this direction, it should be noted, most notably in the Colville Investment
Corporation and Human Resource Development Association case studies, where cost-benefit analyses at the community level were
performed.

16 Perry, pp. 2-3.

17 MacLeod, New Age Business, esp. pp. 19-24. A detailed treatment of how community-oriented businesses have been developed in
Britain is provided in the Calouste Gulbenkian Foundation's Community Business Works (London, l982).

18 M. Decter and J. Kowall, Manitoba's Interlake Region. An Assessment of the F.R.E.D. Agreement Ten Years After, a background paper
prepared for the Economic Council of Canada, May 1988, 48 pages.
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groups, and regions. No matter how innovative or effective local development initiatives might be, he argues, their
overall success rate would inevitably depend, to a large degree, on appropriate macroeconomic policies.14 From
this perspective, the local development approach can be seen as complementary to other, more traditional policies.

Furthermore, the community development paradigm is too new to conclusively assess its cost effectiveness as
compared with other approaches to development.15 Indeed, it is difficult to empirically demonstrate that the local
development approach is superior to previous methods used to address the myriad problems facing
underdeveloped communities.  In general, debates over the relative merits of “growth from within” are hindered
by the inaccessibility of data at the local and regional levels which sophisticated evaluation techniques require. It
may be that what is needed is a range of complementary policies and instruments that could be used in employing
a variety of strategies depending on local conditions.

2.3 The Characteristics of Community Economic Development

To begin with, community–initiated economic development (CED) must be understood as a process through
which previously underutilized local resources are brought into play and used, where necessary, to lever outside
technical and financial assistance.16 CED seeks to increase community control and ownership of the components
of the local economy. The CED approach also combines social and economic objectives into a coherent long-
term development framework, and builds on the entrepreneurial potential of both individuals and communities.17

Our research suggests that it may take anywhere from ten to fifteen years to create positive, sustainable
development in a previously underdeveloped area.18 A fundamental CED objective is to include marginalized
groups, such as the hard-core unemployed, women and Aboriginal people in the development process and in the
sharing of socio–economic benefits. Such involvement implies the effective participation of the broadest possible
constituency in a partnership which deals in marginalized populations and which stresses accountability to the
community at large. It may be place-specific as in our Great Northern Peninsula Development or Eagle River case
studies, or group-specific as in our Human Resources Development Association case, where the focus was on
welfare recipients.

An important characteristic of the local development approach is that it frequently (although not always) is
undertaken by a local development organization which identifies and pursues development opportunities. In some
cases, a local development organization (LDO) may do this by founding and operating its own businesses (see
Chapter 4 for a discussion of community development organizations). Increasingly, however, they do so by
providing financial and technical support to individuals and organizations seeking to create or expand businesses
which appear to have long-term development potential. In Britain, LDOs have formed alliances with the trade
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19 See the works listed in the two previous notes, esp. the Perry paper, pp. 1-2.

20 F. Lamontagne and C. Tremblay, Development Indices: A Quebec Regional Comparison.

21 Canadian Association of Single Industry Towns, Community Self-Assessment and the Vulnerability Index, paper prepared for the
Economic Council of Canada, 1989.
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union movement and businesses, or have obtained support from universities. In the U.S., relatively more use is
made of funds and expertise from private foundations, such as the Ford Foundation. The approach aims at
creating an environment supportive of local initiatives and defines progress in terms of increased benefit to the
community,19 not simply to the individual or the enterprise. Projects are designed as much as possible to be
compatible with community interest and needs, and efforts are made to eliminate the negative social and
economic effects of change. The unique combination of social and economic priorities is most evident in the
innovative structures used for local development, such as for-profit community development ventures, which will
be discussed in some detail in Chapter 4.

2.4 Developing New Tools for Self-assessment and Evaluation

Just as the community development approach requires new institutions, it also requires new measurement
indicators. Given that development entails far more than simple economic growth, it is impossible to expect the
development process to be adequately captured by means of conventional economic indicators. Research into
new ways of measuring a community's or sub-region's progress is an important part of any work on regional and
local development. Such research can be useful in helping communities and governments to monitor the state
and progress of development, and in devising appropriate and timely development strategies. This subject is
treated in considerable detail in a paper on Development Indicators in Quebec.20 Similarly, the Canadian
Association of Single Industry Towns has also developed tools for assessing the vulnerability of local economies
and the availability of local resources.21

Measurement tools can also be used for evaluating the impacts of development initiatives. The instruments used
hitherto by government or communities for evaluating the results of these initiatives have several shortcomings,
as the following sub-section will attest. Frequently, the lack of sub-provincial data is the most important problem
encountered in the evaluation of development projects and initiatives at the local level in Canada. 

The Use of Indices for Self-assessment

Measuring and isolating the development potential and problems of a particular community or region, and
assessing its performance level against pre-set standards is a necessary step in community self-assessment.
Lamontagne and Tremblay’s (1989) research on development indices provides a point of departure for an
analytical framework of community development self-assessment and targeting. The problem of measuring
community development is a complex one because development is a process which embodies both social and
economic elements. Not only are we concerned about measuring economic growth, but we also have to assess
the contribution to development of elements such as community vitality, local control, or managerial capacity.
Such an assessment necessitates the use of a broad range of socio-economic indicators. 

As mentioned earlier, the set of development indices prepared by Lamontagne and Tremblay (1989) for the
administrative regions of Quebec is a good example of that. The construction of the indices is based on recent
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22 The Corporation for Enterprise Development (1987), Making the Grade. The Development Report Card for the States, Washington, 142
pages.
Office de planification et de développement du Québec (1988a), A l'heure de l'entreprise régionale - Plan d'action en matière de développement
régional; Québec, octobre 1988, 90 pages.

23 The procedure involved, for each indicator, the computation of weighted, standardized values against the provincial average. For a
detailed discussion of the method used, consult: F. Lamontagne and C. Tremblay, ibid.

24 For a discussion of these methodological problems, consult: (1) F. Lamontagne and C. Tremblay, ibid, section 3.2; (2) A.G. DeWolf
et al., ACOA in an International and Historical Context, in Canadian Journal of Regional Science, vol XI, no 2, pp.313-25.

25 Our research on Single Industry Communities discusses some of these instruments. See: Michael Decter, Diversification and Single
Industry Communities, 1989.
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research done in the United States and in Quebec.22 The aim of the Lamontagne/Tremblay study was to shed
light on quantitative and qualitative disparities between the administrative regions of Québec, while recognizing
that no single indicator or set of indicators could address all aspects of a sub-region's development. The major
indices focus on four elements:

  performance: including employment, income, and the quality of work;
  capacity: meaning work force, access to capital, and the details of the physical infrastructure;
  vitality: which measures the capacity to start up new businesses and the competitiveness of local

industries; and
  policy: which assesses the nature of government activity.

Overall, 54 socio-economic indicators were used to produce these four indices. The indicators were
standardized using a simple statistical procedure23 and a global index of development was finally produced.
Using these indicators provides easy-to-understand measures of disparity. These indices constitute an attempt
to compare the overall development capacity of the administrative regions of Quebec. Unfortunately, such an
approach is not currently possible in other provinces because they lack the data base for sub-provincial regions.
While the Quebec development indices do not provide a neat mathematical model for measuring sub-regional
disparity, they do allow useful comparisons at the sub-regional level. However, problems associated with the
ranking and weighting of indices call for more work to be done on methodological aspects of the approach
used in this project.24

Along similar lines, the elaboration of a vulnerability checklist by the Canadian Association of Single Industry
Towns is worth mentioning. The checklist, as its name implies, is a brief, easy-to-use guide designed to enable
single-industry towns and other communities across Canada to identify areas of community vulnerability on
their own rather than relying on outside expertise. The checklist isolates such factors as the vulnerability of the
local industrial base, the extent of economic diversification found in the community, and the community's
development situation. It represents a reasonably straightforward self-assessment tool to be used in a
preventive, proactive fashion to promote appropriate diversification before a plant or a mine closes. Such a tool
is but one of a range of instruments that can help single-industry towns to develop and make more efficient
use of their resources.25

The creation of measurement tools such as development indices and the vulnerability checklist is important for
two reasons. First, these instruments provide communities with the tools to assess themselves in terms of their
socio–economic potential and problems. Such an assessment makes possible a better understanding of their
development potential and may encourage a more active participation “from the base” to development activities.
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Development, op. cit., p. 148.

28 Richardson, op. cit., pp. 148-149.
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Second, these measurement tools may offer a new means by which government could target areas for the
allocation of development resources. Indeed, a recent paper prepared by the Atlantic Canada Opportunities
Agency recognizes that, notwithstanding methodological problems associated with them, “the development of
some sort of measurement tool[s] may in fact be the next useful innovation in Canadian regional development
programming.”26

Evaluating the Results of Development Initiatives at the Subprovincial Level

As Benjamin Higgins, a noted regional economist, has suggested, the 'success' of any given venture may be
measured from at least three different perspectives: the financial one of profitability; the economic one of
efficiency; or the broader, socio-economic one of achievement of program objectives---some of which may be
political and many of which may be difficult to quantify with precision.27 Evaluation tools which rely solely on
narrowly-defined financial criteria and fail to consider a program's larger benefits (both to its own community and
to the country as a whole) are thus inevitably inadequate for evaluating programs with substantive social
components.28

If there is to be effective evaluation of community development programs and initiatives, analysts must start by
being clear about what they are seeking to measure, and why. While an expanded type of cost-benefit analysis
which includes longer-term community costs and benefits may be very much in order in the case of an initiative
like Colville Investment Corporation, where job creation was a primary objective, it would be a most unsuitable
method to use in the case of the Eagle River Credit Union---an initiative whose aim was to establish and maintain
a working financial institution as part of the community's basic infrastructure. It is true that some employment
was generated by the credit union, but that was coincidental. The primary reason for considering the Eagle River
a success is that it has effectively provided and maintained financial services in the community (which was the
initiative's main objective). 

The case of the Kitsaki Development Corporation, described at some length later in this paper, offers further
evidence that no single criterion of success is universally appropriate. Here, the La Ronge Indian Band's greatest
concerns were that the ventures they supported be financially sound and the partnerships they established with
existing private firms help provide their members with useful training. Short-term job creation was decidedly a
secondary objective.  While the number of person-years of local employment created by the Corporation's
ventures may have been modest at the outset, the profitable status of most of the Corporation's ventures and the
fact that members have indeed received useful training are much more indicative of the success of the initiative
as a whole.

One complicating factor (which has been alluded to elsewhere) is the long time frame usually required for
sustainable development. An even more fundamental problem is that of knowing exactly what should be
measured. In one case, a simple program evaluation or cost-benefit analysis may be the appropriate way of
measuring the value of a program or activity; in another case, measurement may involve a much more complex
assessment of the activity's impact on a region's institutional development, infrastructure, or quality of life. In
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short, there is no universal “acid test” by which regional development success or failure may be defined. This is
not to say that project evaluation is unnecessary. Rather, the “test” for each project must be clearly related to its
overall objectives.

The Issue of Incrementality

Another important issue that needs to be investigated is that of incrementality, or the extent to which local
initiatives add genuine value, rather than merely displacing capital or labour from elsewhere in the local economy.
For instance, through government assistance to a community loan fund, a local business may be able to expand
and hire more workers. But if this hiring results in reduced employment elsewhere in the community, the losses
must be netted out against the gains to take account of displacement. It is important, therefore, to distinguish
between incremental and redistributional effects.

It is often difficult to determine the incremental impact of any given intervention, but there are some useful
examples of this type of analysis. Economists at the University of Manitoba working on the FRED program in
Manitoba's Interlake district were able to establish the likely path of development of the Interlake with and
without the FRED Agreement and then compare the two.29 Some of the Economic Council’s case studies, notably
Colville and HRDA, also make an attempt to come to grips with the issue of incrementality.30 The analysis of the
Colville Investment Fund in Nanaimo was careful to net the benefits to the community against its overall costs.
In all of the above cases, community benefits were deemed to outweigh the costs of mounting the various
development initiatives.

The Appropriate Time Frame

A further important consideration involves the time frame over which results are to be measured. In a previous
section (section 2.2), it was noted that case studies (like those of the Winnipeg Core Area and FRED Interlake
initiatives) suggest that genuine development is a long-term process requiring, at a minimum, ten years to produce
lasting results. Evaluation measures designed for use by businesses which must show a profit on a short term-
basis are likely to be inappropriate for measuring community institution-building and capacity-building over the
longer term. For that matter, the politician seeking to be re-elected within a period of four to five years is apt to
have a much shorter time horizon (and hence different agenda and development priorities) than would be
appropriate for the promotion of longer-term development. Clearly, an analytical framework that will include
criteria for long-term evaluation of development initiatives is needed. However, short-term assessment of LDOs
is also necessary, particularly when significant government funding is involved.

Tools for Evaluating Community Development Initiatives

We have explored two approaches to measuring the effects of community development initiatives: return on
taxpayer investment and a community-oriented cost-benefit analysis. The return on taxpayer investment (ROTI)
concept, devised in the United States, represents an early attempt to come to grips with the problem of assessing,
from a broader perspective, the payoff from government expenditures and programs. ROTI involves a compre-
hensive identification of the returns and costs associated with a development activity at the local level, which
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provides a yardstick against which development activities or investments are evaluated as the “return on
development.” Specifically, under ROTI, a program is deemed profitable if the total cash costs to government
are less than the benefits received by the local and national economies. What differentiates ROTI from many
other forms of assessment is the inclusion of administrative and interest costs to government in the calculation
of investment costs. Similarly, decreased transfer payments, increased payroll- and income-tax revenues, and
increased corporate taxes are included in the returns (Table 2.1).

Table 2.1

Summary of the Returns and the Costs in ROTI calculations

Returns Costs

Increased corporate taxes Government administration expenses
Increased personal taxes Government interest costs on investment

Transfer payments savings

Source: Based on an unpublished paper by T.F. Miller, A Review of Kentucky Highlands Investment Corporation - Return
of Taxpayer's Investment, New York, 1987.

It is worth noting that, as it stands now, ROTI does not account for the total costs to government of the
development programs and initiatives it attempts to measure. ROTI implicitly assumes that the government
borrows the funds it provides to communities in the form of interest-free loans (hence the inclusion of
government interest costs). In some cases, however, these funds may be provided as subsidies rather than loans,
and may be generated by taxation rather than borrowing. In these cases, it becomes necessary to include, instead
of interest costs, the marginal administrative costs and the losses that taxes impose by directly or indirectly
lowering the level of aggregate economic activity.31 The inclusion of such costs would lower the net benefits of
the programs being evaluated.

Another approach to measurement involves taking standard cost-benefit analysis one step further by adding the
notion of community costs and benefits to the more traditional measures of financial profitability and
sustainability. For instance, in a recent assessment of the Colville Investment Corporation (CIC) in Nanaimo,
B.C., the value of its Board of Directors’ volunteer time was included in the costs. This cost was used as a proxy
for the value of community involvement invested in the corporation. Similarly, the value of the training and
development acquired by entrepreneurs as a consequence of their dealing with the CIC (Table 2.2) was calculated
as a benefit to the community. The value of such training and development was estimated by multiplying the
incremental time required to train the average borrower by the trainer's hourly rate. 

Again, the approach adopted in the assessment of the CIC does not take account of the total costs to the wider
society of the funds that the Corporation received from government, whether in the form of loans or subsidies.
But while the Colville case is just a first step in the application of cost-benefit analysis to development activities---
in this case a community-based investment corporation---it nonetheless serves as a reminder of the importance
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of developing a fuller and more sensitive accounting framework within which to measure the costs and benefits
of these initiatives.

Table 2.2

Summary of Costs and Benefits for Colville Investment Corporation Assessment

Costs Benefits

Administration expenses Wages from initial loans
Director's volunteer time Wages due to expansion

Opportunity cost of labour Profits to assisted firms
Interest payments on levered funds Training and development

Source: Based on Baron, Lloyd, Loan Funds for Small Business: Lessons for Canadian Policy Makers:  A Case Study of
Colville Investment Corporation (Ottawa: Economic Council of Canada, 1988).

What can be concluded from this overview of the methods in which communities assess themselves and the
results of development initiatives evaluations? First, whatever criteria are used, the assessments recently
undertaken with the range of tools discussed in this section have largely been done in a much more holistic,
sophisticated fashion than was the case 25 or even 10 years ago. In this connection, the Development Indicators
paper (along with the U.S. Development Report Card)32 points in one possible direction: Certainly the collection
of the broadest possible range of socio-economic data at the community as well as provincial and sub-provincial
level is an important step in providing a useful self-assessment tool. But a good deal of additional research must
also be undertaken.

With respect to the use of measurement instruments for evaluation purposes, it is also clear that more work needs
to be done. If we are to move beyond the reduction of regional disparities to effective local development, the
tools with which we measure the effects of development projects must reflect this emphasis. There is clearly a
need to adopt indicators appropriate to the scale, priorities, and objectives of the development effort to be
evaluated. Some recent work (such as the cost-benefit analysis of the Colville Investment Corporation) is a step
in that direction. Such analysis, however, will have to be applied more broadly if we are to make definite
statements on the effectiveness of community-based development as a strategy for easing underdevelopment in
Canada.

2.5 Summary

In summary, we have shown that, if we accept the idea that development from within is an appropriate and useful
framework for regional development, new conceptual tools and institutions are required to set the direction for
regional policy in Canada. More emphasis must be placed on building the capacity of community groups to
mobilize development of idle or underutilized resources in the community, particularly human resources. This
process of mobilizing local resources is slow and it may take 10 to 15 years for a community to become
economically self-supporting. Adopting the local development approach would also mean that new ways of



Regional Development from the Bottom Up

1 Stewart Perry, The Community as a Base for Regional Development Policy, a background paper prepared for the Economic Council of
Canada, Ottawa: Supply and Services, 1989, 30 pages.

270

measuring the progress of development must be devised---measurements that are comprehensive, that take
account of incrementality, and that are focused on the community.

The following chapters outline the results of our research on community–based development initiatives. Chapter
Three explores some of the problems facing underdeveloped communities using, as a guide, the three
development pillars outlined previously (human resources, capital, and ideas, knowledge and access to
information), as well as the community initiatives that have been undertaken to solve these problems. Central to
these initiatives is the use of community-based development organizations, which constitute the focus of Chapter
Four. Typically, such organizations are non-profit corporations which may or may not undertake commercial
ventures, and which seek partnership and joint ventures in their pursuit of social and economic development
objectives. The lessons to be learned from these community-based development experiences are discussed in the
final chapter of the paper.

CHAPTER 3

DEVELOPING THE COMMUNITY: KEY ELEMENTS

3.1 Introduction

It has been noted in earlier chapters that the problems facing underdeveloped communities tend to be complex
and interrelated. Given this complexity and interrelatedness, what can such communities do to reverse the
“vicious cycle” of underdevelopment?

Obviously, no single solution or even set of solutions can realistically be applied to the problems of all of Canada's
underdeveloped communities. But our research findings and recent local development literature suggest that there
are three broad areas of activity where community-based initiatives are likely to prove useful. For example, Stewart
Perry's three “pillars,” or areas of potential intervention, include human resources, capital resources, and
knowledge and information resources.1 Since, in Perry's view, underdevelopment must be approached from the
perspective of the entire community, the three pillars also identify the types of resources which may need to be
imported to complement those already available in the community.

The regional development literature confirms that community initiatives utilizing these broad areas of intervention
have often contributed to reversing long-term decline. In some cases, initiatives based on these pillars have
offered an alternative to massive out-migration or permanent underdevelopment. In what follows, we examine
each of the above “pillars” or areas of development in more detail, drawing on the evidence of the project's case
studies wherever possible. 

3.2 Improving the education and training base

Improving the education and training base of Canada's regions is increasingly recognized as being a first step
toward development and economic growth because of education and training's potential to increase labour
productivity and enhance competitiveness. Training and education are essential if Canada, as a whole, is not to
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3 Sinclair, Peter, The Great Northern Peninsula Development Corporation: An Organizational Framework for Revitalization?; prepared for the
Directions for Regional Development Project of the Economic Council of Canada, 1988, p. 15.
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miss out on the opportunities offered by current national and international trends: This is equally the case in
Canada’s underdeveloped communities.

The Constraints

Canada's underdeveloped communities face severe constraints and obstacles with regard to training and education.
This fact needs to be acknowledged prior to developing a human resource development strategy at the community
level. Some communities and regions are at a clear disadvantage because the average literacy and skill levels of
their work forces are below the national standard. Moreover, out-migration may have the adverse effect of
stripping Canada's less-developed communities of their most skilled labour and leaders. Limited local business
and management skills are also part of the problem. In the area of special financial services, for example, one
study (ECNL, 1989) identified the lack of trained pension fund managers as an obstacle the smooth development
of pension funds in Newfoundland.

Literacy is logically prior to all other training and skill development. It does not, for example, make much sense
to train people in accounting principles or marketing techniques if they lack the skills needed to write and respond
to business letters. Efforts to improve literacy take on added urgency at a time when the Canadian labour market
is moving away from its manufacturing base to a service base. In particular, the growth of producer, and of
financial, insurance, and other business services will increase the demand for skilled labour. This trend is affecting
both national and regional occupational structures and it will likely increase the pressure for higher levels of
literacy in the work force.2 

From the data on educational attainment levels, it is clear that educational disparities exist amongst Canada’s
regions. Table 3.1 illustrates the attainment levels by province of the population 15 years and older. One can
see that the poorer regions of the country contain a notably higher proportion of less educated people. For
instance, over 26 percent of the population of Newfoundland had in 1989 between 0 and 8 years of schooling.
This compares unfavorably with the 12.1 percent found in the same data set in British Columbia. Moreover,
at the community level, the problem is sometimes even more severe. For example, in Newfoundland’s Great
Northern Peninsula, some communities have functional illiteracy rates (less than a grade 9) of more than 50
percent.3

At the other end of the educational spectrum, disparities are equally severe. The number of university graduates
in 1989 is much higher in Ontario (16.6 percent), Alberta and Nova Scotia (15.5 percent) than it is in the poorer
provinces. Newfoundland, for example, has only 10.5 percent of its population in this category. This disparity
poses a potential problem because it is from the ranks of university and college graduates that scientists, engineers,
and other highly skilled professionals emerge. An inadequate supply of highly trained people would likely make
the conversion from a product-based to an information-based economy more difficult for less-developed
provinces. On the bright side, however, the table shows that educational attainment has increased markedly in
all regions between 1975 and 1989.
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This does not mean, however, that poorer provinces will necessarily be inclined to promote economic
development through higher spending in university education. Cousineau and Vaillancourt (1987), using 1976 and
1981 Census data, showed that no generalization can be made as to whether spending in higher education in less-
developed regions will lead to higher rates of return than elsewhere in the country. The study also highlighted
negative net migration flows of university graduates from these regions. Reducing the out-migration of graduates
by providing better economic opportunities in their home communities would likely be more successful in
reducing the education gap than higher spending in university education.

Table 3.1

Education attainment levels, by province 1975 and 1989

Province Attainment levels (% of  labour force)

0-8 years university degree
1975 1989 1975 1989

Newfoundland 26.7 14.7 6.3 10.5
Pr.Edward Island 23.9 14.3 6.5 11.1
Nova Scotia 20.2 8.9 8.8 15.5
New Brunswick 26.2 12.6 6.5 11.7
Quebec 26.8 13.0 8.8 13.8
Ontario 18.5 8.5 9.9 16.6
Manitoba 19.2 9.7 8.2 13.4
Saskatchewan 23.1 10.0 7.7 12.2
Alberta 13.8 5.2 9.5 15.5
British Columbia 12.1 5.8 10.2 13.9

CANADA 20.4 9.3 9.3 14.9

Source: Labour Force Survey, Statistics Canada.

Adult retraining can help narrow the gap between formal education, and job and vocational training. It has
become an important part of the education system and, in times of accelerated change, it takes on added
significance. This is due to the fact that a large proportion of workers are likely to change jobs and places of
employment during their working life,4 and such changes increase the need for ongoing training. In this context,
the usefulness of adult retraining derives from the fact that it addresses two important problems: adult illiteracy
and the inadequate job training of various groups, regions, and occupations.

Table 3.2 illustrates the extent to which less-developed regions are lagging behind the rest of the country with
regard to participation rates in adult training. The Atlantic provinces trail the other provinces, with rates ranging
from 9 percent for Newfoundland to 15 percent for both Nova Scotia and Prince Edward Island. The highest
rate is found in Alberta with 25 percent---almost three times the Newfoundland rate. Worse still, the participation
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rate in some of the rural areas of Newfoundland is lower than the provincial average.5 These statistics illustrate
yet another of the obstacles faced by less-developed regions and communities in their attempt to train and educate
their populations.

Table 3.2

Rates of Participation in Adult Training by province, 1983

PROVINCE PERCENTAGE

Newfoundland 9
Nova Scotia 15
Prince Edward Island 15
New Brunswick 13
Quebec 18
Ontario 20
Manitoba 20
Saskatchewan 19
Alberta 25
British Columbia 21

Source: M.S. Devereaux, One in Every Five: A Survey of Adult Education in Canada, prepared for Statistics Canada and
Department of Secretary of State, 1985. Taken from: Royal Commission on Employment and Unemployment,
Education for Self-Reliance, Newfoundland, October 1986, p. 93.

The Opportunities

As the previous section has shown, low levels of literacy and education and inadequate occupational and professional
training represent serious barriers to the productive use of community human resources. In this regard, there is a
growing consensus that job training has a strategic role to play in enabling Canada's work force to compete with the rest
of the world. Job training may be distinguished from education in that it involves preparation for a particular
occupation or profession, whereas education suggests the acquisition of more general skills and knowledge of benefit
to people irrespective of their line of work. However, the distinction between job training and education is becoming
tenuous, as there is now considerable discussion of training for “generic skills.”

The increase in structural unemployment coupled with a parallel increase in vacancies may signal a mounting
mismatch between available work skills and labour market requirements.6 Disparities in job training between
Canadian regions and communities is more difficult to demonstrate. While it is relatively easy to show that federal
per capita spending on Canada's major job training programs varies widely between provinces (Table 3.3), it is far
more difficult to judge the effects of such spending on less-developed communities.
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9 According to some authors, this effort is not always sufficient: the Westcoast Information and Research Co-operative (1988, pp. 105-
07), for example, has argued that strict eligibility criteria and other requirements of the Canadian Job Strategy (CJS) programs do not
recognize the developmental needs of marginal communities such as Indian bands. Along similar lines, it is interesting to note that an
internal review document from Employment and Immigration Canada recognized that the fact that there are still a number of
difficulties that constrain local decision-making “... is a valid concern.” See: The Canadian Jobs Strategy - A Review of the First Years,
Ottawa, mimeo, March 1988, p.18. Another evaluative study (Bureau of Management Consulting, 1988) has been generally favorable to
CJS, concluding that the program appears to be meeting its overall objectives.
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Some studies have suggested that, although spending on job training is significant, it does not adequately meet
the needs of workers, industries and communities.7 They also suggest that large, centrally-administered programs
tend not to be flexible enough to take account of rapidly changing economic conditions, the needs of Canada's
communities, and the particular skills and interests of the people living in those communities. This is probably
not simply a result of faulty program design. Rather, there appear to be inherent limitations to government's
ability to run effective training programs on a top-down basis.8 In this context, however, one of the components
of CEIC's Canadian Jobs Strategy programs is worth noting. The Local Advisory Committees, whose role it is
to identify training needs, are composed of local people from various interest groups, and they represent an
attempt to plan for the needs of the individuals and industries of a particular area. As such, they constitute a step
toward bottom-up planning. Despite some difficulties, the creation of these committees represents an effort by
the federal government to decentralize the planning and provision of training to communities.9

Table 3.3

CEIC's Canadian Jobs Strategy 1987-88: Actual per capita expenditures by province

Program Per Capita Spending by Province ($)

NF PEI NS NB QC ON MB SK AB/NT BC/YT

Job Development 73.72 35.40 30.26  35.67 32.52 12.74 23.37 18.17  16.03 28.15
Job Entry/Challe. 87 10.19 7.05 7.71 7.98 5.52 3.17  3.85 2.96 4.81 6.34
Other Job Entry 28.92 22.95 13.69  18.85 12.54 12.41 18.29 18.70  14.00 16.45
Skill Shortages 8.27 21.31 10.04  10.48 4.32 11.68 11.24 11.54  12.75 6.57
Skill Investment 1.85 5.84 3.66 5.30 2.80 1.56 3.56 2.19 2.31 4.07
Community Futures 10.70 15.76 7.99  4.72 2.31 2.02 3.35  1.52 2.07 3.01
Innovations - - 4.03 - 0.99 1.19 - - 1.78 1.01

TOTAL 133.66 108.30 77.38 83.00 60.99  44.78 63.66 55.07 53.75 65.60

Sources: Canada Employment and Immigration Commission, Special compilations at the request of the authors,
December 1988; Statistics Canada, Postcensal annual estimates of population, cat. 91-210; estimates for July 1987.
Calculations by the authors.
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(2) as benefit: income tax paid by the trainee's employment. Neither the opportunity cost of labour, the volunteer time of its board
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Other examples of locally-sensitive training programs include the FRED Interlake program and the Winnipeg
Core Area Initiative,10 the assessment of which suggests that training programs are most apt to be effective when
government is involved in strategic local partnerships with other levels of government and other key sectors.
These programs also seem to work best where training is part of a larger comprehensive development strategy
for the community as a whole, as was the case with the FRED Interlake program. More than 7,000 people were
retrained during the course of the program and program participants' unemployment rates dropped from 80
percent at the beginning of the study period to 19 percent at its conclusion. Admittedly, the FRED Interlake
project did not take place in a small community but its innovative approach to partnership and bottom-up
planning is nevertheless instructive.

The principle of tri-level partnership has worked equally well in cases involving development in disadvantaged
urban areas. One significant example is the Winnipeg Core Area Initiative (CAI), which started in 1981 and
brought together three levels of government to rejuvenate the inner city of Winnipeg through a local delivery
mechanism. Major emphases of this urban-based initiative were on training for jobs that existed in the city at the
time, and training for those who had experienced difficulty accessing the labour market. As of January 1988, CAI
had created 1,042 training positions, with more than 100 private sector employers involved. These training
positions have allowed more than 5,000 individuals to participate in various training programs over five years.
Those programs have ranged from inner-city social work project development to small business assistance,
housing renewal, and community services. As with FRED, program evaluations of CAI indicated a positive
impact stemming from the emphasis on human resource development and training, in terms of training-to-job
success rates and private sector participation.

Another interesting training initiative was that of the Headstart Employment Corporation (HEC), a non-profit
corporation located in Saskatchewan. The HEC was created in 1978 to help the long-term unemployed re-enter
the labour force. Its primary operating partners were SaskPower, a provincial crown corporation, and the Canada
Employment and Immigration Commission (CEIC), which was a strong supporter through funding for training
activities. SaskPower provided much of the contract work that allowed HEC to keep its demand on public funds
very low. Following drastic budget reductions by the provincial government, SaskPower was forced to change
its funding policy and cease its financial support of the work that HEC had done;  this led to the closure of the
Corporation in 1988. HEC was unique in the way it designed its activities, which generally conformed to the
following sequence: placement in a probationary work situation, education, and regular employment. Among
HEC’s achievements, it is worth noting:

 a decline in the relative contribution of subsidies to total income of the Corporation from 32 percent in
1978 to 16 percent in 1982;

 in a follow-up survey of 108 former trainees, it was found that 76 percent were employed at the time of
the survey. We cannot, however, assume that this is a direct consequence of their involvement with the
Corporation;

 a “partial” cost-benefit analysis showed that each trainee has provided, on average, a net benefit to society
of $2,976.11
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Although Headstart is no longer operational, the concepts around which it was structured could be replicated
elsewhere. It was managed by a private, volunteer board of directors and focused on providing productive
employment to participants. On the job training was provided using a competency-based training approach, which
was designed to fit specific training components with the skills required for the job. Training in life skills, general
education, and individual counseling was also part of the program. The Corporation's activities also featured a
close relationship with SaskPower, the International Brotherhood of Electrical Workers, CEIC, and a community
college. One of the lessons offered by the experience is that it is possible to resolve the apparent conflict between,
on the one hand, “production” expectations and the need for profitability and, on the other hand, training and
work expectations on the part of employees.

The experience of the Human Resources Development Association (HRDA) of Halifax12 provides important
insights into how training programs can be fitted to meet the needs of a community or a special group. HRDA
was established in 1978 to foster long-term employment and training opportunities for welfare recipients. Over
the course of its fourteen-year history, HRDA has expanded and developed many ventures and in 1989 operated
six businesses employing close to 90 people. In an attempt to become self-supporting, HRDA is placing a greater
emphasis on operating profitable enterprises. As a result, the average cost for the municipal government, of hiring
a former welfare recipient was $376 per month in 1987, well below the average social assistance cost of $500. A
survey of former trainees indicated that HRDA has been has been effective in providing individuals with the
opportunity to develop general skills and work habits while working in the operating divisions of the
Association.13 It should be noted, however, that HRDA's strongest point has been its ability to bring the hard-
core unemployed into the job market at a low cost; it has not been designed as a broad training vehicle.
Furthermore, it is worth mentioning that a decision was eventually made to separate the training and the business
divisions of HRDA, as tensions between the two distinct areas of activity (and their underlying objectives) were
mounting (see Chapter 4, section 4.3.2 for more details).

In the area of business and management skills, a partnership approach has been used to promote training and
community revitalization. The case of the Kitsaki Development Corporation (KDC), founded by the La Ronge
Indian Band in northern Saskatchewan, demonstrates how partnership can promote training if the community
is able to retain important levers of control. KDC originally encountered difficulties in finding adequate
management and technical expertise to keep its ventures going. It then acquired outside managerial expertise and
pursued a diversified portfolio of investments, entering into eight joint ventures with private firms. These arrange-
ments have enabled the Corporation to stress business profitability and on-the-job training of Band members.
They have provided KDC with access to large amount of expertise (and capital) that would not otherwise have
been available.

Entrepreneurship Training

The lack of managerial experience and financial training identified earlier highlights the importance of
providing community-based entrepreneurship training. Some existing programs appear to hold promise. For
instance, the West Coast Information and Research Co-operative of Port Alberni, B.C. (supported by the
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Innovation Program of the CEIC) delivered an intensive one-month residential training program designed to
help prospective entrepreneurs develop a business. Prior to the actual training, a series of community-based
workshops was held. These workshops taught prospective entrepreneurs business skills and required them to
evaluate their learning needs and suitability to the program. The residential training program itself was partly
oriented to group learning and focused on practical assignments of direct relevance to the business the
participants planned to start.

Similarly, a salmon-farming training program devised by the Marine Sciences Institute of Newfoundland and
Labrador, in conjunction with the Baie d'Espoir Salmon Growers Co-op, is an illustration of entrepreneurship
and job skills training within a broader development context. The aim of the program was to train 12 aquaculture
workers to work on new salmon farms in the Baie d'Espoir area; the training was thus closely linked to labour
market requirements. Sponsored by the CEIC, the “Cage Culture of Salmonids” program was first delivered by
the Marine Institute during the autumn of 1986. In addition to learning more technical aquaculture skills,
participants also learned the business and entrepreneurial skills needed to set up and manage a fish farm
successfully.

The review of the experiences outlined previously suggests that training contributes to building the capacity of
communities and regions insofar as it is part of an integrated development strategy. Increasingly, it is also being
recognized that more targeted investment in human capital is needed if we are to improve productivity and better
the lot of less-developed communities. Furthermore, in the context of the Free Trade Agreement with the United
States, regional development policies emphasizing human resources offer lower risks of retaliatory action from
the U.S. than would a continuation of direct industrial and regional development subsidies. The evidence indicates
that poorer provinces and less-developed communities tend to suffer from lower educational attainment levels
and higher rates of functional illiteracy. While it is difficult to demonstrate that less-developed communities face
severe obstacles regarding job training, current research suggests that the actual design of the major training
programs may not be sufficiently sensitive to local needs. Clearly, more research needs to be done in this area.
We now turn to the second issue to emerge from our consultations and research: the provision of financial
services to communities.

3.3 Mobilizing Capital Funds

Canada has a vast and sophisticated network of banks, trust and insurance companies, stock exchanges, and other
financial institutions. But access to adequate financial information and services remains a problem for many
individuals and businesses located in the country's less developed communities. Canada's changing financial
environment has significantly increased the competition among providers of financial services. This has not
meant, however, that the financial needs of individuals and small businesses in the Canadian hinterland are better
served than in the past. On the contrary, it appears that the larger domestic financial institutions have attempted
to increase their presence on the international scene and have not devoted significant attention to the financing
of small business.14 

The Constraints

When looking at the problem of access to financial services, one must distinguish between the needs of
individuals and the needs of businesses. A further distinction can be found in the constraints affecting supply and
those affecting demand. A review of the literature and our own research suggests that, generally speaking, access
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to basic financial services for individuals is relatively easy. With a network of more than 12,000 branches, the
banks, credit unions, and trust companies operating in Canada serve most of the Canadian population. Insurance
companies, although not organized into a branch network, distribute their services through sales agents and are
well represented in the regions. In many communities, however, the only financial institution is a bank or a credit
union and, therefore, more specialized services such as investment dealing and financial planning are not readily
available. This is a problem most likely to affect higher income earners and small businesses. An equally significant
problem is the number of communities that must do without any financial institutions at all. Residents of many
small communities do not have ready local access to a financial institution of any kind, and they must often travel
long distances to obtain financial services.15

Local Factors

The distance separating remote areas from major urban centres, where the head offices of financial institutions
are located, may lead to a poor assessment of the risks associated with particular investments or the potential
profit associated with the provision of financial services. In particular, there is the possibility that servicing costs
will be overestimated by outside institutions. The history of the Eagle River Credit Union is a case in point. This
credit union was established after the existing bank decided to terminate its operations because it was operating
at a low profitability level. Local residents believed that the business of providing financial services could be
viable, given their perception of market conditions, potential, and opportunities. The credit union is now
financially profitable, which may indicate that the residents' assessment of local business potential was more
accurate than that of the former bank.16

The geographical isolation of many less developed communities poses another barrier to firms seeking to access
financial services and information. Those firms requiring specialized services such as commercial mortgages may
find them difficult to obtain because (as noted before) the more specialized services and investment vehicles are
more likely to be available in major urban centres. There is an ongoing debate over how well firms in remote areas
can adequately fulfill their financial information needs.  Often their only recourse is to make use of the
information provided by the bank or credit union located in their area. How well such institutions can effectively
cater to the specialized information needs of these businesses is open to question. Nevertheless, the absence of
any financial institution could represent a major obstacle to a community’s efforts to develop.

Demand Factors

On the demand side, some studies on the role of venture capital in the Atlantic provinces support the view that,
because of the business community's limited tradition of shared ownership, the nature of demand for equity
capital in the Atlantic is relatively unsophisticated.17 In an unpublished study, Gadbois (1989) notes that, even
when business owners and managers are aware of the possibility of obtaining venture capital, they are often
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reluctant to relinquish any part of their ownership or managerial authority. Another important hurdle is the
paucity of business and financial training found among prospective entrepreneurs in many less developed
communities. This problem has been identified by both the Economic Council of Newfoundland and Labrador
(1989) and by Gadbois (1989). This finding parallels the results of Wynant et al.'s (1982) analysis of debt financing
by small firms, which speaks of “[a] general lack of planning and financial skills caus[ing] the small business
manager to be quite unprepared in his initial approach to the bank.”18 The next section will highlight some of the
community-based solutions that have been applied to these demand deficiencies.

Still another problem is related to the small size of firms. The less developed community, typically, is characterized
by a large proportion of small firms (except for some single-industry towns) operating in a limited number of
economic sectors. Various studies have indicated that small firms tend to rely more on debt financing (as opposed
to equity financing) than large firms, translating into higher debt-to-asset ratios.19 Such a reliance on debt
financing can be partly explained by a lack of access to equity markets and other sophisticated borrowing
facilities.20 This places a higher debt burden on these firms and may, at least in the short run, limit their capacity
to expand.

Supply Factors

From the small firm owner's point of view, the biggest problem on the supply side seems to be related to the high
cost of or difficulty in accessing financing, particularly for firms located outside the central regions of the country.
In the case of equity financing, data on the distribution of venture capital investments (which is defined as equity
investment in non-publicly traded companies) made by members of the Association of Canadian Venture Capital
Companies (Table 3.4) reveal a persistent tendency to invest in central Canada and abroad (these statistics must
be treated with caution, since venture capitalists cater to only a small portion of business financing needs). By way
of comparison, short-term financing to Canadian businesses amounted to roughly $89 billion in 1985, while
medium and long-term financing (bank loans, bonds and commercial mortgages but excluding equity financing)
reached $166 billion.21
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Table 3.4

Distribution of investments made by venture capital investorsa

by province and region, 1986

Province or region # investments Value Percentage Distribution of
$ million of total value

population (%)

Atlantic provinces 1 0.4 - 9
Quebec 20 23.7 15 26

Ontario 70 57.8 36 36
Manitoba and Saskatchewan 15 6.0 4 8
Alberta 20 24.3 15 9
British Columbia 13 7.4 5 11
Canada (unstated provinces) 7 10.2 6 -
Foreign countries 32 28.0 18 -
Did not specify 1 1.1 1 -

TOTAL 179 158.9 100 -

a Based on a survey of members of the ACVCC. Results account for 42 members only (81 percent of all members). In 1986, total
investments by ACVCC members reached $200 million (ECNL, 1989).

Sources: Association of Canadian Venture Capital Companies, Unaudited Information Regarding the Investment Activities
of the Association Members for the year ended December 31, 1986, May 1987, Table IV; Statistics Canada, Postcensal annual
estimates of population, cat. 91-210; estimates for 1986. Calculations by the authors.

In the area of debt financing, Wynant et al. (1982) have found that, although they are generally successful at
accessing capital, small firms dealing with chartered banks face higher interest rates and higher personal collateral
requirements than do large firms. The authors argued that the high interest rates are reasonable because they
merely reflect higher costs for loan administration.22 Their analysis of loan applications also suggested that the
high level of collateral requirements reflected the bankers' belief that; collateral values shrink if the loan defaults;
that personal guarantees provide a secondary source of recovery in the event of a default; and that they tie the
principal firmly to the business. These findings, by associating higher interest rates and collateral requirements
to higher risk, appear to contradict the view held by many residents of peripheral regions that they are
discriminated against by the banking community.

The already restricted access to specialized financial services by firms located in remote areas may be exacerbated
by an outflow of capital from these regions. One of our commissioned studies on the mobilization of capital in
Newfoundland and Labrador (ECNL, 1989) suggested that large amounts of local capital flow out of the province
of Newfoundland every year. These funds exit through registered retirement savings plans (RRSPs), pension
plans, Canada Savings Bonds, and share purchases. The outflow of capital is a phenomenon that may leave
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24 Gadbois, Albert, ibid, p.31.
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underdeveloped communities severely capital depleted; some of the international literature addressing this subject
suggests that this scenario is not limited to Canada.23 Unfortunately, detailed data on capital flows between regions
are not easily available and it is extremely difficult to estimate the exact size of this outflow. More research needs
to be done on this issue.

When one takes into account the various government programs that supply debt capital to Canadian businesses
in every region, one could conclude that the supply of debt capital to businesses is not a problem. For example,
the federal Small Business Loans Program, coupled with the Business Improvement Loans Program, contributed
more than $709 million, in 1987 alone, to business financing. The Federal Business Development Bank (FBDB),
through its Industrial Assistance program, contributed another $927 million in loans to Canadian firms (in 1987).
But, as Gadbois (1988) pointed out, these programs do not alleviate the problem of access to equity capital for
businesses located in peripheral regions, nor do they necessarily solve the (debt capital) supply problems of very
small firms. Indeed, Gadbois argued that, although there is a continuum of supply, there is little depth of supply;
which means that capital may be available only to those firms that have a proven track record and low risk,
although every segment of the market is covered.24  Admittedly, such a claim is difficult to prove and a careful
assessment of the demand and supply for such type of capital is required before we can conclude that there is any
significant shortage.

The Opportunities

Our research has unearthed evidence of community efforts and innovative funding arrangements between
government and community groups that have facilitated access to financial services for firms and individuals
located in less developed communities. Through the creation of new vehicles for capital mobilization, the sharing
of overhead costs associated with small loan administration, or increased local control of the financial levers, a
community-based development strategy has helped in slowing the decline afflicting many communities. In some
locations, such as in the Eagle River region of Labrador, the basic choice was whether to regain local access to
financial services or travel several hours to obtain a personal loan or other services. 

As was mentioned earlier, one of the problems encountered by small businesses located in less developed areas
in gaining access to debt capital is the high cost of servicing their loans and high personal collateral requirements.
Micro-credit programs can offer a possible solution to some of these problems. These programs provide very small
amounts of credit to individuals wishing to start or expand their own “micro-enterprise.” Micro-credit
programs have been particularly successful in Latin America and Asia, where they require borrowers to form
“solidarity groups,” which provide the equivalent of collective collateral and loan screening. In Canada, a
similar approach has been used by the Toronto-based Calmeadow Foundation, which, in 1987, launched its
Native Self-Employment Loan Program. The program provides guarantees for short-term loans up to $2,000,
which are obtained through a local intermediary---usually a commercial bank. Programs of this nature may be
well suited to the financial needs of very small firms with little credit history or collateral. Their overall impact
on local financial markets, however, is likely to remain small because of the amounts of money involved.

Our research suggests that there is a growing variety of innovative local financial institutions (LFIs), some of
which have a significant impact on the provision of financial services to small and medium-sized firms. Community
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282

loan funds (CLFs) are managed by non-profit organizations which make short-term, small-scale loans (usually less
than $50,000) to community enterprises, co-operatives, worker-owned businesses, and low-income housing
projects. For example, the Third Avenue Resource Centre in Montreal has established, with the assistance of Inter
Pares (an international development agency), a CLF to help enterprises started by low-income residents. The
Toronto-based Canadian Alternative Investment Cooperative, financed by over 40 religious organizations and
charitable foundations, lends a portion of its $2 million in assets to cooperatives and housing projects. These
funds are worth noting because they often offer loans at lower than market rates (therefore addressing the
problem of high interest rates faced by small firms). They are able to offer below market rates because they are
not self-financing mechanisms (their existence may depend on gifts from private organizations or grants from
government) and, therefore, they are more concerned with achieving a balance between economic and social
objectives rather than returning a large profit on their investments. 

While experience with CLFs in the U.S. is more extensive,25 we know of only a handful of such financial vehicles
in Canada. They seem, so far, to be concentrated in large urban centres and, for businesses located in peripheral
regions, they do not yet represent a significant alternative to the more common sources of funds. Moreover, the
existing loan funds are relatively new and remain small-scale in terms of their assets and portfolios. As a result,
they have thus far had limited impact.

A third device for mobilizing debt capital, the business development corporation (BDC), has been promoted by the
CEIC under the Community Futures Program. This kind of LFI is a non-profit organization directed by a
community-based board of governors, which pools federal funds and local capital and, in turn, provides short-
term loans to small businesses. Under current regulations, BDCs may lend up to $75,000 per firm. In the year
1987-88, more than $33 million was allocated to BDCs by the CEIC. A 1987 evaluation study of the “Sociétés
Cle,” the direct predecessors of the BDCs, concluded that these organizations had a direct impact on job creation
and the leveraging of local funds, which is not surprising given their reliance upon publicly assisted financing.26

Based on a control group of non-assisted enterprises, the study indicated that firms assisted by the Sociétés Cle
created twice as many jobs as non-assisted ones. Misinformation about the program, rigid eligibility criteria, the
complexity of allocation policy, and the Sociétés' conservative investment decisions were the major problems
identified by the study; these problems may have led to the decision to replace the program with the current
Community Futures' BDCs.

One of the oldest BDCs is the Colville Investment Corporation (CIC), of Nanaimo, B.C., which began life as a
LEAD corporation before the creation of the Community Futures program. This BDC is owned by the Nanaimo
Community Advisory Society, a locally-owned, non-profit development organization. CIC loaned over $2 million
to nearly 150 small enterprises in the Nanaimo area between 1980 and 1987.27 Because Colville took the initial
risk to extend these loans, $6.5 million in additional loan funds were levered from banks, credit unions, and other
financial institutions. A cost-benefit analysis of CIC concluded that the benefits to the community exceeded the
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costs by a significant margin. If CIC were to become self-supporting, however, the analysis showed that it would
have to expand its portfolio by 250 percent, provided local markets could effectively absorb a larger injection of
credit. This case study is instructive because it highlights the conflicting objectives of financial self-sustainability
and community development. As things stood in 1989, the CIC could not survive without government support
because the returns on its loan portfolio do not cover all of its administration expenses, partly as a result of high
administration costs deriving from the high ratio of small clients. This case study illustrates the importance of
adopting broad criteria to measure success, including community development objectives, when gauging the
accomplishments of a project.

Most of the initiatives aimed at facilitating access to equity capital are government or labour-sponsored. Employee
share ownership plans, co-operative savings plans, labour-sponsored venture capital corporations, and pension
fund investment companies have emerged to provide alternative sources of equity financing. While these
initiatives may fill some of the financial gaps identified earlier, they do not, generally speaking, have an explicit
bias towards firms located in less-developed communities. There are some exceptions, however, such as the Cape
Breton Solidarity Fund, sponsored by the Cape Breton District Labour Council.28  Its peripheral location may well
facilitate the mobilization of capital in this relatively underdeveloped area of the country. 

A lack of information on market conditions is another barrier to the efficient functioning of financial markets.
Matchmaking programs such as the Canadian Opportunities Investment Network (COIN), started in 1986 by
the Ontario Chamber of Commerce, help to increase the flow of information between potential participants in
capital markets, whether they are located in major urban centres or the periphery. Since its inception, COIN has
matched more than 700 people and has led to investments of up to $90 million.29  The program currently benefits
from a $500,000 federal grant and, consequently, has been able to expand across the country through the regional
offices of provincial chambers of commerce. The expansion of the program to other regions of the country may
augur well for improved capital flows and distribution, as long as its activities are not confined to the most
developed areas. Programs such as COIN, used in conjunction with financial and technical assistance, may
significantly reduce financial-market mismatch in less developed areas of the country and their performance
should be monitored.

Some of the above examples of capital mobilization point towards the importance of community leadership and
partnership. Most local development organizations providing financial services (including CLFs and BDCs)
involve some form of partnership between community organizations, the private sector, and governments, which
allows for the sharing of the risks associated with investments in small and medium-sized businesses (and the
possibility for leveraging more funds). Partnership allows diverse interest groups to promote a common goal such
as community-based development. It can facilitate the leveraging of substantial amounts of capital, through such
instruments as the provision of tax credits or loan guarantees by government. Leadership is also critical to
community mobilization of capital because leaders and organizers often possess detailed knowledge of the
business community and are therefore in a good position to assess the credit worthiness of would-be local
borrowers. Such knowledge may well play a crucial role in community-based development, as the next section
will outline.
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3.4 Seeking Information, Ideas and New Technology

Technology is a fundamental and pervasive variable in the world economy, with impacts in the workplace, on local
areas, on firms, and on national prosperity . . . [L]ocalities having high entrepreneurial vitality have
characteristics similar to those of technologically progressive firms. They are open in giving as well as receiving
information, they make a continuing effort to search for information, and they have good internal communication
flows.(Malecki, 1989)

As the economy moves steadily from one based on the production of goods to one based on the processing of
information, obtaining access to information and new ideas takes on increasing importance for communities and
individuals involved in the development process. One reason is that the development process itself is becoming
increasingly complex. Even manufacturing relies more and more upon a range of specialized services in order to
secure national and international markets (McPherson, 1988). As a result, local businesses and community
developers need to gain detailed knowledge of their socio-economic environment at both the micro and macro
level if they are to implement the business and development strategies that will allow them to prosper. A review
of the current development literature and our research reveals a variety of constraints and opportunities facing
communities as they try to keep pace with the changes shaping their environment.

The Constraints

It is common knowledge that the rapid pace of technological progress is reshaping the Canadian industrial
environment. The increased flexibility brought about by modern technologies such as microelectronics and
telecommunications has also changed the determinants of industrial location, particularly transportation costs.
Much hope and hype have been associated with the potential benefits that access to information and technology,
and the diffusion of innovation (product or workplace-based) can bring to peripheral regions and communities.
The belief that lagging regions can be developed through massive infusions of new technology derives from the
fact that technological inputs can increase productivity, thus enhancing the competitiveness of the recipient firms
and regions. As a corollary, the literature often associates regional disparity with the slower adoption of new
technology.

One important manifestation of technological change is the rise of information services.30 Canada's changing
structure of employment reflects the rising prominence of these services in the job generation process. Indeed,
information services accounted for 14.9 percent of total Canadian service-sector employment for the 1981-87
period and thus represented an important contribution to job growth.31 Associated with the growth of
information services is the increasing interdependence between services and manufacturing (Britton, 1988;
McPherson, 1988): A large number of firms are now contracting out some of the functions, such as product
design, market studies, or data processing, that they previously performed within their organization. In light of
this trend, it has been suggested that regional disparities could be alleviated by fostering the development of
business service activity in underdeveloped areas. A review of the Canadian literature suggests, however, that the
prospects for business services to succeed in developing peripheral regions are not good. 
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Empirical evidence indicates that producer services tend to be concentrated in the largest urban centres. Coffey
(1988) has highlighted the contribution of three factors for explaining this locational trend: the pool of highly
skilled labour found in large urban centres; complementary economic activities (largely office functions, financial
institutions, and complementary services); and the lower costs of delivering services to the market.32 Along parallel
lines, Bradfield (1988) has argued that attracting high tech activity to remote areas is unlikely to have a large
incremental impact on local employment because, of necessity, the strategy would require a parallel in-migration
of skilled workers.33 It should be noted, as Higgins (1988) suggested, that regions lacking amenities and good
infrastructure will have little chance of attracting such workers. The fact that educational attainment levels are
generally lower in less developed areas only serves to compound the problem. In summary, these authors point
to the difficulty of implementing a service-based development strategy in communities where neither the market,
the industrial, nor the occupational structures will allow for it.

A lack of information about changing conditions is one reason why some firms are relatively slower to integrate
technological and workplace innovation into their operations.34 The smaller the firm and the farther it is from
central areas, the more expensive and time-consuming it will be to obtain timely information on price changes,
process innovation, and technology-related inputs. This information barrier derives from the fact that new ideas,
information, and innovations tend to trickle down the urban hierarchy, following marketing principles, corporate
behavior, and cost considerations.35 A point can be made that this information barrier would not apply to branch
plants or regional offices of national organizations, as they can use telecommunications to gain instant access to
remote sources of information belonging to their organization. However, the evidence shows that mainly routine
information normally flows through such channels, with little local benefit gained.36

One aspect of the new information economy said to hold promise for less developed communities is
telecommunications. The combination of micro-electronics and communication technologies allows some
industries and occupations to become more “footloose,” in the traditional sense. There are severe limitations,
however, to what telecommunications can do to solve the problems of less developed communities. In the case
of the Atlantic provinces, their less developed economic base, smaller local markets, and limited labour skills are
said to be detrimental to the growth of industries based on telecommunications.37 These barriers are reinforced
by the tendency of information-based, and in particular technology-related, activities to favor urban locations.
Moreover, unless a community already possesses absolute advantages (either resource or human-based) in a local
industry, it is unlikely that technological innovation will be generated locally (Martin, 1986).
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For local development to take place, community developers also need an adequate knowledge of the process of
development itself in order to provide the necessary leadership and organizational skills. These knowledge and
organizational resources are the glue that make community-based development possible. One important handicap
here is that Canadians have too easily disregarded the information bequeathed by our vast (if not always
successful) regional development experience. Access to information about past development experiences provides
a means by which a community can organize itself and learn from the mistakes of others. Economic stagnation
and out-migration often have the adverse effect of stripping less developed communities of those who possess
the knowledge and experience necessary to implement a development strategy. As we will see below, some
communities have taken initiatives in order to find a solution to this problem.

The Opportunities

The above considerations have painted a somewhat bleak picture of the possibilities for underdeveloped
communities to use technology and workplace innovation for their benefit. However, some room for optimism
remains. For example, Britton (1988) believes that the Atlantic region may benefit from technological change and
stimulate its development by promoting “... new export strengths based on human capital, especially R&D,
associated with resource industries or information-related activities that rely on university expertise.”38 The recent
rapid growth experienced by the Atlantic region's aquaculture industry lends support to this belief. The total value
of production of the aquaculture industry in this region (including mussel, oyster, salmon and trout farming) went
from $1.1 million in 1982 to $7.0 million in 1986. Aquaculture is an industry that can provide important
technological spin-offs and economic benefits;39 it has yet to fully exploit its export market potential, particularly
to the northeastern U.S.

Some case studies also provide examples of successful introduction of new technology and ideas in the
production process. The Kitsaki Development Corporation, for instance, has been able to succeed in its beef jerky
processing plant by importing hi-tech German packaging equipment which opened up a foreign market in Japan.
The Corporation also implemented new ideas such as the concept of a northern gourmet food export business,
where the production of commodities such as local wild rice, wild mushrooms, and a frozen dinner of raw fish
is being explored. In another case, the West Prince Industrial Commission has been instrumental in starting up
Westech Agriculture Ltd. This venture applies tissue culture technology40 to produce disease-free crops for local
consumption and export. It is currently exporting disease-free strawberry plants to Florida and Spain and is
exploring the development of other crop varieties. These examples illustrate the possibilities that exist for firms
located in remote areas to exploit export-oriented ventures which depend on local resources and high technology.
It remains to be seen whether similar efforts could be applied to substitute local production for imported hi-tech
goods.

In the area of accessing knowledge about the development process itself, some research has highlighted the
strategic role played by local development organizations (LDOs), as will be noted in chapter 4. LDOs such as the
GNP Development Corporation (Newfoundland) or the Kitsaki Development Corporation (Saskatchewan) have
played an essential part in the implementation of community-based development strategies. They have often done
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so by importing outside human resources such as LDO managers (in the case of Kitsaki) or by bringing in
community organizers (as in the GNPDC case). These experiences have been relatively successful because these
extra human resources were able to fill a leadership role---by inducing, coordinating, and supporting development
efforts---while remaining committed to community development objectives.

3.5 Summary

Our review of the literature have been helpful in highlighting some of the constraints and potential for
development facing Canada's less developed communities. We have identified three broad areas where, on the
one hand, communities face particular problems and, on the other, where they have come up with innovative
solutions based on a local development approach. In the area of education and training, low educational
attainment levels and a lack of business and management skills are the main problems affecting a large number
of communities. The research shows that programs sensitive to individual needs and based on some form of
partnership between government and local groups have a better chance of success than do top-down initiatives.

The problem of access to financial services by firms and individuals located in peripheral locations is multifaceted.
Specialized financial information and services tend to be concentrated in large urban centres and, as a
consequence, opportunities existing in peripheral regions sometimes go undetected. Small firms located in these
areas also face higher interest rates on their loans and higher personal collateral requirements. Barriers to the
perfect flow of information amount to a degree of mismatch between demanders and suppliers of financial
services. But a range of local financial institutions, be they community loan funds or business development
centres, have opened up opportunities to individuals and businesses located in less developed areas. Micro-credit
programs also provide a solution to some of the financing needs identified. Again, the use of partnership has been
central to the success of these ventures.

Finally, many underdeveloped communities face severely circumscribed access to new ideas, technology, and
information. This, in some cases, limits their possibility for expansion. The less diversified urban, industrial, and
occupational structures of less developed regions contributes to slowing the process of technological and
organizational change. Despite the high expectations placed on hi-tech and service activities to develop peripheral
regions, the Canadian evidence suggests that such activities must be closely tied to absolute advantages based on
local resources and human capital, if they are to expand. Examples of successful use of new technology have been
offered but it is premature to speculate on the possibilities for broader applications. Central to the successful
community initiatives highlighted in this chapter was the existence of a local development organization (LDO),
which demonstrated a capacity to mobilize local, often underutilized, resources through partnership and
innovative undertakings. The remainder of the study looks in greater detail at the significance of the LDO for the
local development paradigm, as well as at its policy implications.



Regional Development from the Bottom Up

1 Peter Sinclair, “The Great Northern Peninsula Development Corporation: A Case Study” (Ottawa: ECC, l989), pp. 33-38.

288

CHAPTER 4

THE LOCAL DEVELOPMENT ORGANIZATION

4.1 Introduction

The previous chapter illustrated how some of Canada's less developed communities have applied the local
development approach to help reverse the “vicious cycle” of dependency, stagnation, and underdevelopment. The
foregoing focused on three strategies which seem to offer the greatest promise of meeting long–term community
needs: improvement of the education and training base; increased access to financial services; and facilitation of
access to ideas, information, and new technology.

In this chapter, we focus less on the local development approach and more on the tools appropriate for carrying it
out. Accordingly, we describe in some detail the history, structure, and characteristic activities of the local
development organization (LDO)---the vehicle through which community development is most frequently carried
out both in Canada and in other countries such as the United States.

Section 4.2 begins by tracing the emergence of the LDO, which has its origins in the Canadian cooperative
movement of the 1930s and the American civil rights movement of the 1960s, but which has since taken on quite
a different character, owing in large part to the greatly changed economic environment of the past two decades.
It then outlines the LDO's principal characteristics. It should be noted that while the best-known type of LDO
is the community development corporation (CDC), typically a kind of umbrella organization serving a number
of different functions, the LDO may also take the much more specific form of a local financial institution (LFI)
or local training institute (LTI).

Section 4.3 zeroes in on the role played by the LDO in the development process. A major thrust of this section
is the LDO's emergence as a kind of hybrid economic institution midway between the conventional business and
conventional non-profit social institution, possessing certain characteristics of each.

While the LDO may and, in fact, often does operate its own business ventures, more typically it works through
partnerships with other public and private sector organizations. The Canadian experience reveals a wide range
of such partnerships between LDOs and existing for-profit businesses, trade unions, governments, and various
other organizations. The partnership role played by LDOs may vary considerably. It can range from active or even
majority partnership (as in the case of the ventures entered into by the Great Northern Peninsula Development
Corporation).1 Conversely, it may play a more supportive role such as the provision of financial or technical
assistance to private businesses.

4.2 The LDO: Its Emergence and Characteristics

4.2.1 Its American Origins

LDOs arose in the United States during the 1960s, a period of intense social activism especially in the area of civil
rights.  Throughout the later l960s, such organizations emerged in many different locations in the U.S. Later, as
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veteran practitioner Stewart Perry notes,2 the movement spread from inner cities to rural areas and from black
neighborhoods to those housing other ethnic groups as well as whites. While the LDO concept came to be
applied to an enormously wide range of communities and situations, all appear to have shared one thing in
common: a sense of impending social and/or economic urgency which it had not been possible to respond to
in conventional ways (e.g. through the application of funds from ordinary government programs). Some of the
early CDCs had their roots in the advocacy-oriented community organization movement spawned by people like
Saul Alinsky, the well known Chicago activist; others arose out of the churches.3 All stemmed from a fundamental
recognition that social and economic development are inseparable and that in order for blacks (and other
disadvantaged peoples) to achieve full equality, political participation would not be enough: it would also be
necessary to create new economic bases in troubled communities.

Though still less than a quarter-century old, the CDC movement in the U.S. has already been through three
distinct stages: an 'advocacy' or experimental stage; a transition stage where the focus began to shift from
advocacy and political action to economic development; and the current ‘entrepreneurial’ stage. Most of the early
CDCs relied heavily on government (especially the federal government) and private foundations---or both---for
support. Some suffered from mismanagement; others, from overly high initial expectations or from cyclical
downturns in the economy. In all, fewer than 100 American CDCs survived the 1960s.4

The 1970s were marked by a political climate notably less favorable to the problems of inner cities and their
inhabitants than that which characterized the 1960s. Simultaneously, the economic environment became much
less munificent. The surviving (and many new) CDCs changed their style and structure in response.
Organizationally leaner and with more modest, carefully focused objectives, the CDCs of the ‘70s were less apt
than their predecessors to start up a wide range of business ventures of their own, but much more likely to enter
into financial or technical partnerships with the private sector as well as with various levels of government. Many
of this decade's CDCs started in response to a particular crisis, such as the threatened demolition of an inner-city
neighborhood to make way for a new freeway or middle-class housing. Others arose out of frustration with
inadequate city services,5 while still others represented attempts to deal with rural problems such as eroding
infrastructure.6

The American CDCs of the 1970s were extraordinarily diverse and had an almost equally diverse range of social
and economic objectives.  By 1980, more than 1000 were in operation–mostly concentrated in the urban
Northeast and Mid–West or in rural areas of the Southeast and New England.7 An overview of the decade's CDC
activity reveals four broad trends:

  Gradual movement away from advocacy or political activity, toward economic activity;
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Stewart Perry, Options in Regional Development Policy (Ottawa: ECC, 1989), pp. 16-22.

9 Peirce & Steinbach, p. 26.

10 Ibid., pp. 29-30.

11 Ibid., p. 31.

12 Ibid., pp. 32, 34.

13 Ibid., pp. 32, 51.

14 Ibid., pp. 30-31

15 Ibid., p. 35.
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 More modest size and scope, coupled with an increasing tendency to rely on partnerships with various
private and public sector institutions rather than “going it alone”;

 Increasing support at the state level, especially in Massachusetts;8
 An increase in CDC activity outside of traditional black ghettos, particularly in Asian and Hispanic

neighbourhoods.9

Recent Changes

Over the course of the 1980s, it has been necessary for CDCs to again dramatically reorient their tactics and strategies as
result of the draconian budget cuts imposed by the U.S. administration on virtually all social programs, and the community
development movement in particular.10 Local development organizations have been forced to rely on business techniques
previously found only in the “for profit” business sector itself, as well as on increasingly sophisticated partnerships---
particularly with corporations but also with state and local governments. CDC activity in the 1980s has been marked both
by a growing market orientation11 and by a more sharply focused approach to business development. While the CDC of the
“60s often started its own businesses and that of the “70s entered into simple joint ventures, today's CDCs tend to play much
more specific roles such as supplying equity capital, building business incubators, or providing technical assistance in support
of local entrepreneurs.

Where the typical CDC leader of 20 years ago generally had experience in advocacy or other community organization work,
today's CDC leader is much more apt to have management or other specialized or technical training, in addition to sensitivity
to community needs and characteristics. Fund raising takes up an increasingly large proportion of staff's time and energy in
even the most successful CDCs. While CDCs have, by and large, adapted to the new, more business-oriented environment
of the 1980s, this new orientation, coupled with the extreme difficulty of finding funds for basic operating expenses, has many
community development workers and even supportive corporation and foundation executives extremely concerned.12 Some
fear that in the rush to take on projects to pay their bills, CDCs will be forced to overlook other, equally important aspects
of community development work such as developing local leadership or empowering poor residents.13 But others have
emphasized the positive aspects of working within the challenging “80s environment, such as the expanded range of networks
and partnerships and increased technical skills that LDOs have had to develop in order to survive.14 Whatever one's view of
the past decade may be, it is clear that the key to LDOs' survival in the coming decades will be their ability to combine
advocacy work with business development. In the words of one long-time community development leader, it will be
necessary for these organizations and their staff to “become development technicians with a political orientation and political
activists with technical development skills.”15
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16 MacLeod, New Age Business, pp. 14-15; Sinclair, GNPDC case study, p. 15.

17 Sinclair, op. cit., pp. 15-16.

18 MacLeod, op. cit., pp. 15-16. Indeed, the same appears to have held true for the much broader Antigonish Movement. See S.
Dodaro and L. Pluta, “The Antigonish Movement as a Model of Regional Economic Development” in M.A. Choudhury, ed., Political
Economy of Development in Atlantic Canada (Sydney: UCCB Press, 1988), p. 70.

19 For a useful brief overview of the caisse populaire movement, see Nineteen Eighty Seven, the annual report of the Desjardins Group
(Lévis: La Confédération des caisses populaires et d'économie, 1987); the fact in question appears on p. 6 of this report. Quoted in
future references as “Desjardins.”

20 Richard Fuchs et al, “Where Credit is Due: A Case Study of the Eagle River Credit Union” (Ottawa: ECC, 1989).
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4.2.2 The Canadian Experience: from Cooperatives to Local Development Organizations

The more recent history of local development in Canada differs in some important respects from the American
experience. The local development organization (LDO) as we know it today dates only from the 1960s. However,
the idea of community self-help which it embodies is not at all new. As we shall see, cooperatives of various kinds
have been in operation in this country at least since the turn of the century, most notably in the Atlantic region.
Along parallel lines, the Prairie wheat pools have, for many decades, played a significant development role.
Similarly, credit unions, or cooperative banks as one might describe them, have a long and honorable history here.
The major difference between most LDOs and the more traditional type of cooperative is that the former,
particularly the community development corporation (CDC), is typically an 'umbrella' organization designed to
serve a wide range of social, cultural, and economic functions, whereas the traditional coop tends to focus on
specific objectives–usually economic ones. Furthermore, cooperatives are subject to very specific legal
requirements that set them apart from other types of organizations.

By the first decade of this century, coops were a significant feature of life both in Cape Breton and in
Newfoundland, having been brought there from the United Kingdom by the British Canadian Cooperative and
Sir Wilfrid Grenfell, respectively.16 Later, a wide range of marketing and consumer cooperatives were established
on the Great Northern Peninsula of Southern Labrador. Consumer coops remained a prominent feature of
economic life on the Peninsula until the 1950s, when mismanagement and the suspicion of corrupt practices
brought them into disrepute.17 This pattern of prewar vigor and postwar decline observed in the Great Northern
Peninsula's cooperatives appears to have held true throughout the Maritimes more generally.18

The caisses populaires and credit unions represent the most enduring legacy of the cooperative movement outside
the farm sector. Since the founding in 1900 of the first Canadian caisse populaire in Levis, Quebec, the movement
has expanded to all regions and provinces of the country; in Quebec alone, there are now 11 regional federations
of caisses populaires comprising over 1300 member institutions. The importance of the caisse populaire in the
everyday economic life of Quebeckers is quite clear as in more than 600 of Quebec’s communities, it is the only
financial institution of any kind.19 Nationwide, the credit union movement numbered some 8.8 million members
and controlled close to $69 billion in assets in 1987. The specific contribution made by these institutions to
community development in Canada is illustrated by the Eagle River Credit Union case study,20 and in a recent
research on capital mobilization.

The Antigonish Movement, founded during the depression by Father Moses M. Coady, director of the Extension
Department of St. Francis Xavier University at Antigonish, Nova Scotia, represented a large step beyond the
traditional single-purpose cooperative and may be regarded as a step in the transition between cooperatives and
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21 Dodaro & Pluta, op. cit., esp. pp. 56-67.

22 MacLeod, New Age Business, op. cit.

23 Sinclair, “GNPDC Case Study,” op. cit.

24 Michael Decter and Jeffrey Kovall, “Manitoba's Interlake Region, The Fund for Rural Economic Development Agreement (1967-
1977): An Assessment of the F.R.E.D. Agreement Ten Years After (Ottawa: ECC, 1989).

25 Perry, Communities on the Way, op. cit., pp. 13-15, 23.

26 Ibid., p. 24; see also MacLeod, New Age Business, op. cit.
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community development corporations. The Movement sought to integrate economic and community
development through adult education, with an eye to promoting self-help and community ownership. The
Movement's comprehensive program for action included the establishment of cooperative financial institutions
and of marketing and consumer cooperatives; the building up of a variety of community industries which could
generate employment while also expanding the available range of goods and services; and the creation of
cooperative housing, medical, insurance, and burial societies, to name just a few.21 While the Antigonish
Movement, along with the Maritime cooperative movement more generally, declined in importance after World
War II, both have left a legacy from which the community development movement in the region is still drawing:
namely, a fairly widespread belief in the ability of ordinary citizens to operate businesses for the good of the
community as well as themselves.22

An equally rich and diverse experience can be found in the more recent legacy of rural development
organizations---particularly in Newfoundland, New Brunswick, Quebec, Manitoba, and Alberta. These
organizations stand out because of their reliance on community volunteers and, in some cases, their advocacy
activities undertaken on behalf of marginalized groups or areas. These associations' characteristics are similar
to those of the LDOs. In the Great Northern Peninsula, for instance, six rural development associations
founded (and still own) the Great Northern Peninsula Development Corporation.23 In Manitoba, that
province's Area Development Boards played a key role in both the planning and the implementation of the
FRED Interlake program.24 Thanks in large measure to those boards, substantial program input from Interlake
residents was facilitated and community objectives, such as improved education and water and sewer services,
were achieved.

Government involvement in community-based involvement dates from the mid-1960s, when the provinces of
Manitoba and Alberta hired “community development officers” to assist underdeveloped communities in clearly
defining their problems, and developing and implementing solutions. Subsequently, community development
officers were also placed in Native communities by the federal government. Funding cuts eventually led to a
complete cessation of these initiatives. In 1966, the volunteer-based Company of Young Canadians was created
by the federal government. Throughout its 12-year history, it pursued similar community development objectives.
The community development movement gained further impetus from a 1975 national conference, organized by
the legal services unit at Dalhousie University, which was designed to bring together community leaders and
representatives from government.25 It was shortly after that conference that New Dawn Enterprises, now one
of Canada's largest and most diversified CDCs, was established.26

The 1970s witnessed a progressive move away from ad-hoc, make-work programs toward more systematic
interventions in community development. The early 1970s' period of rising inflation and unemployment produced
a succession of short-term job creation programs such as Opportunities for Youth, the Local Initiatives Program, Local
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27 Dwight Brown, an industrial commissioner in interior British Columbia, has suggested that his commission would focus 80 per cent
of its resources on growth from within and only 20 per cent on attracting economic growth from outside the region.

28 For a useful overview of the role of business development in the CDC's overall program, see Chapter 8 of Perry's Communities on the
Way.

29 It is worth mentioning that the LDO's role as a government vehicle for program delivery may conflict with the LDO's own
development agenda. In one of our case studies, that of the East Central Economic Development Association, the obligation for the
Association to adhere to strict government guidelines regarding size of territory and types of fundable activities has led to a significant
reassessment of its objectives and a change in its constituencies.
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Employment Assistance Program Canada Works, and the Community Employment Strategy. These programs differed from
the 1950s “winter works” programs because of their attempts to focus work projects on the economic needs of
the community in which they were taking place. The programs led to a recognition at the local level (and within
some government departments) that comprehensive, community-oriented development approaches had potential.
The more recent federal government Community Futures and Native Economic Development programs, because of their
focus on locally-based institutions, may signal a trend toward building on the learning drawn from community
initiatives of the last ten years.

4.2.3 Characteristics of the Modern LDO

Communities have used, and indeed continue to use, a variety of different organizations in their quest for
economic growth and increased development. Many rely on traditional growth-oriented organizations such as
chambers of commerce and industrial commissions, whose focus and mandate are usually narrower than that of
an LDO (which integrates economic and social objectives into its activities). Such organizations may, particularly
if the community is extremely underdeveloped, achieve useful results such as improvements in the community's
infrastructure or an increase in the number and variety of businesses available to serve local residents and tourists.
Indeed, there is some recent evidence to suggest that industrial commissions, in particular, are starting to adopt
a broader, more long-term perspective toward development.27 But industrial commissions and chambers of
commerce still tend to focus heavily at the firm level and less on the overall socio-economic environment, a fact
which suggests they are not the most appropriate mechanism for achieving overall community development.

What, then, is an LDO? It is difficult to provide one specific definition because LDOs take many different forms and
thrive for different purposes. Generally speaking, an LDO is an organization, sharing certain characteristics of both
the public and private sectors, designed to bring long-term benefits to a community as a whole. Its goals are both socio-
cultural and economic; it has a community purpose and yet it may establish strong commercial links with the private
sector.28 The LDO may manifest itself in three distinct ways, although it is not uncommon to find an LDO possessing
the characteristics of two or three of the following subsets. Community development corporations (CDCs) tend to pursue
broadly-based objectives such as an improvement in the stock of low-cost housing; local financial institutions (LFIs) aim
at facilitating access to financial services for small local businesses; and local training institutions (LTIs) usually provide
training for local leaders and managers, or act as delivery mechanisms for government job creation and training
programs, adapting them to the local situation and needs.29

These three forms of LDOs share a number of similarities and differences with other locally and regionally-based
organizations (Table 4.1). First, LDOs resemble voluntary agencies (such as charitable organizations and, in some cases,
rural development associations) because of their reliance on volunteer help for routine fundraising or office work.
However, one form of LDO, the CDC, is distinguished by its ability to mobilize volunteer labour for highly specialized
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30 The clearest example we know is in Lloyd Baron and Noel Watson, “Loan Funds for Small Business: Lessons for Canadian Policy
Makers,” the Colville Investment Corporation case study (Ottawa: ECC, 1989) described in considerable detail later in this chapter.
Hereafter to be referred to simply as 'Colville'.

31 Perry's Communities on the Way, p. 103.

32 See Andy Flockhart, Lessons from France - A Study of Three Local Employment Initiatives, London: Centre for Employment Initiatives,
1987.

33 New Age Business, p. 57.

34 See Figure 4.2, later in the chapter, for a visual overview of New Dawn's organizational structure.
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professional and technical work such as the vetting of loan applications or the provision of specific business advice.30

One difference between LDOs and other voluntary agencies is the fact that the LDO generally has full-time, paid staff,
which allows for greater continuity of management and a greater degree of technical expertise than volunteers alone
are typically able to provide. The creation of full-time staff positions also sends the community the message that the
organization is well structured and committed.31 While the LDO often shares similar legal status, funding, and use of
unpaid labour inputs with these types of organizations, its combination of social and economic goals and its community
focus make it distinct.

It is also clear from our research that the LDO does not generally engage in short-term job creation as its primary
objective. Its aim, rather, is the much broader one of helping to build (or rebuild) the community's capacity to plan,
design, control, implement, and assess its own future. Local employment initiatives, some authors argued, are normally
not sufficient to solve the problems of unemployment and economic decline,32 partly because they do not necessarily
address the factors responsible for the existing unemployment and decline. The pursuit of development is certainly not
incompatible with a job creation strategy, as long-term job creation will likely result from sustained development. As the
review of our cases suggests, Canada's LDOs have been able to combine job creation and development objectives, by
undertaking for-profit ventures (to create jobs and generate profits) and re-investing excess revenues in community
capacity building and socially-oriented projects.

The CDC, a broadly based, umbrella-type of organization, has often established a “for-profit” business division to
manage its various business enterprises. The CDC differs from the private, commercial corporation in its community
purpose; in its tendency to view profit as a means to an end rather than an end in itself;33 and in the extent to which
it relies on the efforts of volunteers---both for service on its Board and for other work (as noted above). Its objectives
of socio-economic development and the constituency it serves (marginalized individuals, target groups, etc.) represent
other important differences from private businesses. New Dawn Enterprises, for instance, has separate social, cultural,
and economic divisions owned by the corporation as a whole.34 In addition to New Dawn, the Kitsaki Development
Corporation, whose activities are examined in considerable detail elsewhere in this paper, and the Great Northern
Peninsula Development Corporation (GNPDC) are useful examples of CDCs at the mature and emerging stages,
respectively, of their history.
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Other types of LDOs serve more specific purposes. Local financial institutions (LFIs) are, as their name suggests,
designed to deal solely or primarily with financial matters. Probably the most common type of LFI is the
community loan fund (CLF), which mobilizes local capital and sometimes matches it with other capital. The funds
thus raised are usually managed by non-profit organizations that lend short-term, small-scale capital to community
enterprises, cooperatives, worker-owned businesses, and low-income housing projects. The Third Avenue
Resource Centre in Montreal, New Women's Future Fund in Vancouver, and the Lethbridge (Alberta) Enterprise
Trust Fund are working examples of such CLFs in Canada. These funds are relatively new to Canada, although
the U.S. experience with them is rather more extensive–there is, for instance, a National Association of
Community Development Loan Funds in the U.S. which comprises some 30 individual funds with combined
assets of $35 million.35

Another important type of LFI is the business development corporation (BDC). These corporations, currently
supported by the Canada Employment and Immigration Commission (CEIC), are non-profit organizations directed
by community-based boards of directors which pool federal funds and local capital from different sources and, in turn,
provide short-term loans to small businesses in the community. Under current regulations, BDCs may lend up to
$75,000 per firm.36 There were upwards of 100 BDCs across Canada in 1989.37

One of the oldest and most successful of these BDCs is the Colville Investment Corporation (CIC), whose activities
were discussed earlier in this study. The CIC was established in 1980 as a wholly-owned subsidiary of the Nanaimo
Community Employment Advisory Society, itself a CDC. The Corporation has a full-time paid staff but also relies
heavily on the advice and technical assistance of its Board members, many of whom have considerable experience in
business and government.  CIC has made just over $2 million in direct loans to about 150 small enterprises in the
Nanaimo area since its inception; its efforts have resulted in the leveraging of an additional $6.5 million from other
financial institutions.38 While the CIC and other BDCs are not without their problems---it remains to be seen, for
instance, whether the CIC can ultimately become self-sustaining, at least within the guidelines under which it is
presently forced to operate by CEIC (they appear to offer promise as job-creation mechanisms and may be a useful
model for other communities).39

Yet another type of LDO, albeit one with which Canada has not had a great deal of experience, is the Local Training
Institute (LTI). The purpose of such organizations may be either to train community development professionals and
other practitioners or to educate community residents concerning the local development process through workshops,
seminars, or other means---or both. The LTI may also provide job training for special groups with employment
problems or deliver government-funded training programs at the local level. The Human Resources Development
Association of Halifax (HRDA), for example, has separate training and business divisions to reflect the twin thrusts
of its mission (see Figure 4.1 for an overview of HRDA's organizational structure), thereby encompassing the
characteristics of both an LTI and a CDC. Some training of both practitioners and community residents is also being
carried out by such organizations as the Centre for Community Economic Development at the University College of
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Cape Breton, the Nicholas Valley Institute in B.C., the University of Guelph, and L'Institut de formation en
développement économique communautaire (IFDEC) in Montreal. These training institutions do not currently meet
Canada's needs with respect to either group, given the state of community development training in Canada and the
limited number of practitioners currently involved in these programs. In particular, the need for national/regional
networks (if not training schools) for practitioners has become increasingly apparent in recent years.

4.3 The modern LDO: A partner for development

The most significant difference between a standard business corporation and a community development corporation is best
understood in terms of means and ends. In the CDC, profit is a means of measuring and ensuring efficiency and
financial strength. In standard enterprises, profit is an end in itself. (MacLeod, 1986)

The previous section showed that, although LDOs are quite diverse in terms of their origins and characteristics, they
share a number of functions that make them useful partners for community-based development. LDOs seek to
mobilize local resources; to build community cohesion; to stimulate local leaders and entrepreneurs; and, if necessary,
to obtain resources for community revitalization. In particular, the role played by Community Development
Corporations (CDCs), a subset of the LDO, is worth exploring. CDCs in Canada and elsewhere have been able to
adapt to changing economic conditions and to confront financial difficulties brought about by decreasing public
funding, without sacrificing their pursuit of social and community objectives.

Such adaptation has meant, in some cases, the creation of a profit-making arm or the pursuit of joint ventures with the
private sector. In other cases, CDCs have shouldered the risks associated with their activities by undertaking partner-
ships with other non-profit organizations or governments. Our research also suggests that CDCs have achieved a
certain degree of success because of their capacity to utilize unpaid human resources (particularly on the boards of
CDCs) and by relying increasingly on highly qualified people, either as paid managers or unpaid community leaders.
As will be demonstrated later in this section, another type of LDO, the local financial institution (LFI), can have a
significant impact on the supply of financial services to less-advantaged communities. For example, the Colville
Investment Corporation (located in Nanaimo, B.C.) has yielded net positive benefits to its host community through
the combination of local expertise and capital to improve the financial base of local businesses. This section explores
the evidence that portrays how LDOs have often become useful partners in development, and how governments have
helped in achieving community development objectives.

4.3.1 LDOs and Community Development: The Context

It is clear, from the review provided in the previous sections, that LDOs can play a central role in the development
equation. At the same time, it should be noted that not all community-based development initiatives have involved
LDOs. Recent case studies by the Economic Council of Canada offer a range of instructive development experiences,
seven of them describing various forms of LDOs, while the rest involved other types of development mechanisms,
such as government agencies. In this context, it is worth taking a brief look at these cases, with a view of finding out
why LDOs have been used, or not, and whether the presence of an LDO could have helped those communities or
regions that developed without one. Of similar interest is the role played by the three levels of government and the
importance of partnership. Table 4.2 indicates that most of the case studies involved participation by all three levels
of government.
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40 Michael Decter and Jeffrey Kovall, op. cit.

41 Decter, Michael and J. Kowall, The Winnipeg Core Area Initiative - Area Regional Development in an Urban Context, a background paper
prepared for the Economic Council of Canada, 1989, 55 pages.

42 It can be argued that this organization is not an LDO as such, although it possesses many of typical characteristics of the LDO. For
the purpose of this paper, we prefer to refer to it as an LDO (see Section 4.2.3 for an outline of these characteristics).

43 In this case, the level of funding secured in 1985 has declined ten percent over five years, and the government expects the
Commission to become self-sustaining by 1990. See W. MacKinnon, The West Prince Industrial Commission - A Case Study, pp. 6-7.
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Government-Sponsored Initiatives

In cases where LDOs were not present, it appears that either the government or other organizations have assumed
various development roles. In the FRED Interlake case, for example, a joint effort by the provincial and the federal
governments was responsible for launching a bottom-up planning process which involved a range of communities
located in the Interlake region of Manitoba.40 Consultations at the local level were extensive, and the development
initiatives that emerged out of the experience have influenced the human, social, and economic aspects of
development. It is difficult to assess whether the presence of an LDO would in this case have created better
development opportunities (LDOs were practically non existent at that time). The sheer magnitude of the investment
(more than $85.1 million was invested over a ten-year period) makes such an assessment difficult because Canadian
LDOs have yet to come close to achieving such investment figures and, therefore, there is no basis for comparison
(nor were there any LDOs operating in the area at the time, according to our research). 

The Winnipeg Core Area Initiative (WCAI) was another government-sponsored development initiative that did not directly
involve an LDO (although two LDOs were created as a result of the WCAI's activities). The WCAI, although formed
as an independent, non-profit, locally-based project management organization, was government-conceived, designed,
and delivered. This development vehicle was not an LDO but nevertheless represented an example of community
partnership (all three levels of government and various local organizations were involved) and of bottom-up planning
(in the form of neighborhood consultations and the setting up of planning committees involving ordinary citizens),
similar to a typical LDO.41 The WCAI also acted as a third party, by directly delivering many government programs
and acting as an information broker (on government assistance programs) to local businesses and interest groups.

Other government-sponsored initiatives include the YUKON 2000 project and the West Prince Industrial Commission
(WPIC)42. YUKON 2000 can be referred to as a community-based comprehensive planning effort which became a
central economic policy thrust of the Yukon government. Over a two-year period (1986-87), workshops, meetings,
consultations, and conferences were held, and sectoral and industrial studies were undertaken; no direct investment in
economic ventures has been made yet. It is still too early to tell whether the initiative will yield net positive benefits.

The WPIC is an industrial commission which exhibits many of the characteristics of an LDO, such as a high degree
of local participation, a for-profit arm, and the pursuit of community development objectives. It has operated on a slim
budget of less than $70,000 for the most recent years in which data were available. Management has been concerned
with the lack of organizational continuity of government financial support,43 partly because the organization's long-term
development objectives were not in line with the short-term nature of current government development assistance.

Two other case studies, the MRC Pontiac and the Eagle River Credit Union, are community-initiated projects carried out
by groups of concerned citizens facing economic problems but without an LDO as catalyst. In the first case, what
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started out as a meeting of local representatives of provincial government departments quickly expanded into a broadly-
based, bottom-up exercise in economic development planning. The enthusiasm and activism displayed by the local
population of this rural area eventually “trickled up” and both the municipal and provincial governments assisted with
the implementation of an economic development strategy. The second project illustrates how strategic partnerships
between business, labour, and local non-profit groups can increase, against all odds, local access to financial services;
in this case through the creation of a locally-based financial institution (after the local bank pulled out). It is worth
noting that the establishment of the credit union took place in an area with a long history of local development activism
on which the organizers were able to draw.

The Active Role of the LDO

Of the remaining Economic Council of Canada’s case studies, six are development initiatives in which an LDO was
present. At this point, it is worth examining some of the commonalties and differences between these cases, with a view
to understanding the roles of government, business, and non-profit organizations in community economic
development. However, due to the wide range of forms adopted by LDOs and the extremely small number of cases
being considered, it is very difficult to draw firm conclusions about development issues such as the types of partnership
necessary for community development.

Regarding the role of government, all but one of the six cases (shown in table 4.2) where LDOs were involved have
benefited from the active participation of all three levels of government. Only the New Westminster initiative was
launched without federal government support, although both the local and B.C. governments were involved. In this
case, the creation of the LDO was linked to a community college, and government was called upon to assist at a later
stage. This LDO has emphasized community planning, consultation, coordination, and advocacy. The LDO did not
undertake direct economic development, but its economic development strategy was adopted by the municipal
government as its official development policy.

In the last two cases, the role of government has been significant, translating into substantial financial commitment.
Both the Colville Investment Corporation (CIC) and the Great Northern Peninsula Development Corporation (GNPDC) have each
received total funding in excess of $600,000 in the last few years of their operations. CIC has received more than $1.4
million over the last seven years, to cover operating expenses and provide a starting capital base for its lending activity.
GNPDC, on the other hand, has benefited from a three-year, $675,000 financial commitment from the federal and
provincial governments.

As the next section indicates, the creation of profit-making divisions by LDOs can be considered a strategy for
overcoming financial barriers, as well as for providing additional funds for future development projects. The use of
profit-making arms by LDOs is a distinctive feature shared by five of the seven cases involving LDOs. The other two,
namely the New Westminster organization and the Colville Investment Corporation, simply did not consider the
pursuit of for-profit ventures as being part of their community development mandate. Of significance is the fact that,
even when LDOs did not undertake for-profit activities, they often had close relationships with the local business
community. In some cases, such as the WPIC and the Kitsaki Development Corporation (KDC), private businesses were
directly involved in joint ventures with the LDOs. Sometimes, LDOs also played a significant role in facilitating access
to financial services for local businesses (CIC, ECEDA). In still other instances (HRDA, CIC, HRDA, GNPDA), local
business people have voluntarily contributed their time to serve on the LDOs' Board of Directors. 

In spite of the small number of case studies presented above, it appears that a few broad generalizations can be made:
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44 Royal Commission on Employment and Unemployment, Building on our Strengths, Final Report, 1986, p.32.
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 Government support for community development is more likely to have an impact if it is sustained and
directed at problems identified by the communities themselves;

 Not all cases of community development initiatives involve an LDO; even when they do, governments tend
to be closely involved in some aspects of the effort;

 Various forms of cooperation between LDOs and the local business community characterize a vast majority
of community development experiences.

Beyond these general observations, it is clear that each example of community development is unique in its own right,
and that success and failure must be judged from the viewpoint of specific local conditions, structures, and
circumstances. Our discussion on measurement (Chapter 2) pointed to the fact that no single criterion can be used to
judge development projects. This is not to say, however, that emerging patterns and trends cannot be identified and
their significance assessed. For instance, the use of for-profit ventures to promote community development is one
distinctive feature emerging from the “modern” LDO, as noted in the following section.

4.3.2 The Profit-Making Arm: A Step toward Community Entrepreneurship

One of the strategies used by LDOs to achieve social objectives within an increasingly challenging economic
environment has been the creation of profit-making arms. The undertaking of business activity by LDOs is a form of
community entrepreneurship. Assuming the term is defined in a generic sense, to refer to “new initiatives for creating
productive enterprises, typically involving some degree of innovation, risk-taking and capital investment,”44 local
development organizations can be an important source of community entrepreneurship. As the following cases will
show, some LDOs have become successful “entrepreneurs” because they have been willing to take risks. They have
been able to identify and exploit business opportunities because of their local roots and specific knowledge of their
region. Like any commercial venture, LDOs involved in profit-making activity have had their share of failures (to be
expected given the unpredictability of market conditions). But, considering that LDOs operate in some of the most
difficult socio–economic environments (typically, an underdeveloped community in a peripheral region), their growth
and success are indicative of their innovative nature.

The profit-making arm of an LDO can take many forms. These arm's length, for-profit organizations represent a
flexible mechanism which can operate in a number of sectors and activities with a broad mandate to promote
community self-reliance. One of the differences between the profit-making arm of an LDO and a typical private
business is in the understanding and use of its profits. Typically, profits generated within a private sector enterprise are
channeled into personal savings, consumption, or reinvestment, which may stimulate development. In the case of an
LDO, however, profits beyond those reinvested in profit-making enterprises will normally return to the LDO to be
used directly for community purposes, whether economic or social.
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peripheral locations, combined with the high costs of loan administration or of pursuing social objectives, have meant that self-
sufficiency is out of reach in the short-term (for some LDOs, it is doubtful it can ever be achieved).
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It is worth looking at some Canadian examples to get a sense of the extent to which less developed communities can
benefit from the activities of LDOs' for-profit arms. Table 4.3 outlines some of the financial characteristics of Canadian
CDCs involved in profit-making activities. The table is based on preliminary research and, therefore, remains
incomplete at this stage; more work needs to be done before a full understanding of the commercial ventures of LDOs
can be achieved. One can see from the table that all of the CDCs listed rely partly upon public funding for their
existence. While the objective of financial self-sufficiency is shared by most CDCs, our research shows that it is
unrealistic to expect local development organizations to be self-supporting, at least in the short term.45  In this context,
profit-making ventures may serve the dual purposes of acting as an economic lever for the community, through which
it can increase local control over economic activity and also implement its own economic development strategy.

Table 4.3

Canadian Community Development Corporationsa

Profit-making Arm  (most recent year for which data is available)

Name and location Outside Funding
($,000)

Profit-making  Arm

Federal
gov't

Others # ventures Profits
$,000

#  joint
ventures

Great Northern Peninsula
Development Corporation, NFLb

613 60 1 n/a 1

Human Resources Development
Association, Halifax, NSc

- 70 6 122 n/a

West Prince Ind. Commission, PEIc 66 - 6* n/a n/a

East Central Ec. Devt. Assn., Altac 250 - 1** n/a n/a

Kitsaki Devlpt. Corp., SASKb n/ae - 5 149 4

New Dawn Enterprises, N.S.d (From 1976 to 1980) 5 n/a*** -

* Assets of $1.8 million.
** The Association raised an equity fund of $300,000.
*** Assets were estimated at close to $10 million by the end of 1985.
a  Not an exhaustive list.
b  Data for 1988
c  Data for 1987
d  Data for 1985
e  Data not available but funding has been provided by the Native Economic Development Program.

SOURCE: See Bibliography for specific references to these cases



Regional Development in Canada: The Local Development Experience

46 Peter Sinclair, The Great Northern Peninsula Development Corporation: An Organizational Framework for Revitalization?, a background paper
prepared for the Economic Council of Canada, 1989, p. 35.

47 Elisabeth Beale, A Case Study of the Human Resources Development Association, a background paper prepared for the Economic Council
of Canada, 1989, p. 37.

48 Ibid, p. 49. Improvements in financial arrangements have come as a consequence of the good financial position of the Association
and such improvements have led to easier access to lines of credit and specialized liability insurance.

303

The Great Northern Peninsula Development Corporation

The Great Northern Peninsula Development Corporation, located in a depressed area of Newfoundland, was formed
in 1987 by a group of six rural development associations. Initial financial support came from the provincial Department
of Rural, Agricultural and Northern Development, which contributed $60,000 for two years, and from the Innovations
Program of the CEIC, which provided $613,000 over three years. This funding has enabled the Corporation to hire
an executive director, an administrative assistant, a business development officer, and a marine biologist specializing
in aquaculture. Business partnership arrangements (in which the Corporation would have majority ownership) in
commercial ventures are now being sought. Most notably, the Corporation has been working with local sawmills to
form a consortium to supply wood chips to Newfoundland Hydro at Roddickton. Thanks in part to the Corporation's
efforts, the consortium has won a contract to deliver wood chips to the Roddickton plant. It negotiated with the
provincial government and took over a fish processing plant. It is too early to tell whether any of these latter
undertakings will be successful. It is clear that joint ventures with the private sector form the core of the GNPDC's
operations. Such partnerships are seen as being essential to the realization of the Corporation's development goals.46

The Human Resources Development Association

The Human Resources Development Association (HRDA) of Halifax, N.S., has a longer (eleven-year) track record of
undertaking for-profit ventures. HRDA was established in 1978 with the dual goals of providing life skills and job
training to the hard-core unemployed, and of reducing the level of public assistance required by this target group. As
illustrated in the chart on page 128, HRDA operates a profit-making arm, HRDA Enterprises Ltd., which managed
six businesses in the Halifax area in 1989. HRDA Enterprises has made a small profit in each year since 1986, with an
excess of revenue over expenditures of $122,000 in 1987. The favorable financial position of HRDA Enterprises
resulted in a change in the kinds of subsidies provided for the hiring of target group employees. HRDA no longer
receives direct funding from public authorities but instead claims a fee for service from the municipal government (the
cost being shared by the province) amounting to 50 percent of the salary and benefits paid to target group employees.
These arrangements have resulted in a reduction in the average cost of public funding per target group employee. In
1987, the fee for service per target group employee was, on average, $376 per month, as compared to an estimated cost
of maintaining an individual on social assistance ($460 per month for an individual and $666 for a family).47

HRDA's involvement in profitable ventures has reduced its dependence on public funds and increased its capacity to
pursue other, non-commercial objectives such as training. Such increased self-sufficiency was made possible by an
emphasis on sound business principles, by the proficiency of management staff, the active role and commitment of
the Board, as well as an improvement in financial arrangements.48 The success achieved by HRDA, however, has not
come without certain costs. First, there was a danger that the Association's for-profit ventures might be perceived as
constituting unfair competition for local private businesses, because these ventures were partly subsidized by public
funds. If such a claim were legitimated, it would mean that the ventures sponsored by organizations such as HRDA
have little incremental value in terms of net job creation and income generation, as they are simply displacing jobs from
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49 Wayne MacKinnon, The West Prince Industrial Commission: A Case Study, a background paper prepared for the Economic Council of
Canada, 1989, p. 14.

50 Ibid, p. 31.

51 There is however, one important difference between how it affects private businesses and how it affects LDOs. While it is relatively
easier to replace a manager in the private sector, thanks in part to the large number of graduates turned out every year by business
schools, training opportunities for community development managers are very limited.
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other local enterprises. Second, Beale (1989) has pointed out that the need for financial profitability may have led
HRDA to compromise its degree of assistance to target groups. The HRDA experience illustrates how difficult it is
for LDOs to strike a balance between community development objectives and the imperatives of financial survival,
a dynamic also discussed in other research (MacLeod, 1986; Ford Foundation, 1987).

The West Prince Industrial Commission

A third case study of the West Prince Industrial Commission (WPIC) in P.E.I., portrays an industrial
commission that has become more like a CDC. It gradually became involved in a broad variety of for-profit
ventures, ranging from housing to biotechnology. To date, however, it lacks the mix of social and economic
goals that characterizes the CDC model. Although we could not estimate the profitability of the Commission,
data from Table 4.3 indicates that it controlled assets of $1.8 million in 1987 through a number of subsidiaries
and joint ventures. For instance, the WPIC owns and operates a tourism facility known as the Mill River Fun
Park. It also owns Tri-West Holdings, which operates two residential rental units. Westway Industries, a
manufacturer of leather products, is likewise wholly owned by the Commission. Westtech Agriculture Ltd., a
biotechnology company using advanced tissue culture techniques, represents one of WPIC's most innovative
endeavors. Not only has Westtech (a subsidiary of the WPIC) secured an export market for its disease-free
strawberries, but it is currently undertaking a three-year contract from Agriculture Canada involving research
in gene-splicing techniques.

In terms of impacts, the WPIC is credited with directly employing, through its various enterprises, close to 200 people
(seasonal and full-time).49 In 1987-88 it operated with a budget of $66,000 funded through a five-year federal-provincial
agreement. It is anticipated that this level of funding will decline 10 percent annually over five years, after which the
Commission is expected to become self-sufficient (in 1990). Given this decreasing funding, the profit-making activities
of the Commission take on added importance, not only as a vehicle for community development and job creation, but
also as a means of survival. According to the WPIC study, however, it is unlikely that the Commission will become
financially self-supporting if it is to pursue community development objectives. The study pointed out that secure and
sustained financial commitment from government is a necessary condition for the success of organizations such as the
WPIC, since a lack of long-term funding would divert the organization's resources to short-term survival.50 

The organizational structure of the WPIC is similar to that of many CDCs: the Board of Directors is composed of
volunteer local residents who possess a range of expertise relevant to community development. A salaried, full-time
 manager oversees the day-to-day operations of the Commission and responds directly to the Board. The high level
of visibility enjoyed in recent years by the Commission and the implementation of its industrial strategy have largely
been credited to the dedication of its manager, who has subsequently left the organization. Such dedication may be
desirable for the organization, at least in the short term, but reliance on a key individual may jeopardize survival in the
long run. Dependence on limited leadership is a problem common to both community-based organizations and
conventional businesses.51 But other CDCs, (such as the Kitsaki Development Corporation), have developed solutions
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52 M. Decter and J. Kowall, Kitsaki Development Corporation, La Ronge Indian Band, La Ronge, Saskatchewan, a background paper prepared
for the Economic Council of Canada, 1989, p.7.

53 Ibid, Appendix II.

54 Ibid, pp. 24-25.
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aimed at reducing this dependence: These range from hiring outside experts to the creation of joint arrangements with
private businesses, whereby financial and technical expertise is shared.

The Kitsaki Development Corporation

Like many other native communities in North America, the La Ronge Indian Band in Saskatchewan lacked the
essential organizational and institutional infra-structure necessary for economic development, as well as an environment
conducive to business development.52 The Kitsaki Development Corporation (KDC), an arm's length, community-
based corporation initiated and owned by the band, was incorporated in 1981. The KDC's key principles have been
to focus on profitable ventures in order to secure local employment in the long run and to help achieve economic self-
sufficiency. The KDC operated businesses in many sectors, ranging from the provision of financial services to the
export of wild rice and smoked beef jerky to Europe and Japan. Of significance in this case was the arm's length
relationship and accountability to the Band Council, as well as the sophisticated business appraisal techniques used by
the KDC's management. 

The arm's length approach of the KDC has enabled it to function as an apolitical and relatively autonomous
branch of the Lac La Ronge Band Council. Early in its history, the development corporation went through a
period of trial and error which led to steady overall growth but also some business failures. Its earlier
investments included a wild rice production facility (which is profitable and currently expanding), and a
troubled joint venture in the trucking business (which was eventually terminated and replaced by another
similar operation). The KDC reached a mature stage in 1984 when it formally hired experienced staff to manage
the corporation. Under the direction of a new manager, the KDC began to systematically undertake joint
venture operations. In 1989, it operated seven business ventures, the majority of which were profitable or at
a break-even point (see table, p. 43). Four of the seven are also joint ventures: the La Ronge Wild Rice
Corporation; Northern Resource Trucking, a joint venture with Trimac, one of Canada's largest trucking
companies; Northern Processors, a food processing plant which produces smoked meat products; and First
Nations Insurance, a group insurance agency acting as a broker for Great West Life Assurance Company, one
of Canada's largest insurance companies (based in Saskatchewan).

Our study of the KDC shows that the relatively low rate of business failure associated with the Band's profit-making
activities has been achieved through strict adherence to sound business appraisal and management. In fact, every new
business proposal is thoroughly screened and subjected to three different kinds of appraisal: market, technical, and
financial.53 Furthermore, rigorous project appraisal and a venture capital approach to the investment and reinvestment
of funds have been instituted. This has resulted in KDC creating a series of operating companies specifically for joint
ventures. These partnership arrangements have substantively reduced the risks associated with business financing,
management, and marketing. Recently, a five-year development plan was also been implemented: The plan, which
includes both short-term and long-term objectives, is periodically monitored and its rate of success evaluated. It also
emphasized the importance of capacity building to the Band. Most of the specific objectives, either short-term or long-
term, re–enforce the goal of building local development capacity, particularly in the areas of management expertise and
financial services.54 As the next case will demonstrate, successful development of local capacity in areas such as
management expertise is often a matter of survival.
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55 M. Cadrin and L. Baron, The need for locally controlled investment funds and the critical role of timing in community economic development, a
background paper prepared for the Economic Council of Canada, 1988, p.20.

56 Ibid, p. 21. It was felt that, because ComCap shares were speculative in nature, a guarantee of capital was necessary. However, the
purchase agreement did not attract enough prospective investors because it was complicated and difficult to understand. In addition,
low interest rates on an unattractive fifteen-year payback was considered too long to act as an incentive for such a high-risk venture.

57 Ibid, p. 20.
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The East Central Economic Development Association

The Regional Resource Project #1, which became known in 1985 as the East Central Economic Development
Association (ECEDA), was located in the Drumheller area of Alberta. Throughout its 17-year history (Table 4.4),
ECEDA undertook the establishment of local development co-operatives; secured government funding for infras-
tructure development (1972-73); became involved in speculative residential housing and the provision of commercial
infrastructures (1973-76); acquired industrial land; promoted industrial development (1977-79); and unsuccessfully
attempted to start a venture capital division (1984-86). The period between 1980 and 1984 was marked by the decline
of ECEDA's ventures and a parallel decrease in public funding.  This led to some of the coops' declaring bankruptcy
and to a search for alternate sources of development funds. Some of the problems experienced by the Association at
this stage were linked to the nationwide economic recession and high interest rates. Others were associated with the
lack of planning experience of the Association's Board and Coordinator.

ECEDA established ComCap, a venture capital division, in 1985. It was launched with $300,000 in equity capital and
ninety investors (of whom 88 were local residents) in the hope of attracting significant amounts of new economic
development to the region.55 ComCap failed, however, to complete its public offering and the hopes of establishing
a private capital pool were dashed. The inability to find a lead order from a large financial institution (necessary to
provide credibility) and to develop a workable guarantee mechanism56 were given as the main factors contributing to
the corporation's failure to complete its offering. A commissioned study also found that the expertise needed to
manage the fund was not available locally.57 As well, ECEDA was informed in 1987 that funding from the provincial
government would be terminated by mid-1988. Following this event, the director of the corporation turned to
Community Futures, a program administered by the CEIC. The program's strict eligibility criteria with respect to a
minimum population threshold obliged the corporation to expand its geographical area of jurisdiction. Whether the
newly enlarged organization could survive this restructuring was in question. A direct result of this change was the
departure of the project's long-time director and the loss of his leadership and expertise.
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Table 4.4

Summary of the history of Regional Resource Project #1 (which became ECEDA)

YEAR EVENT

1973-76 Establishment of nine local development co-operatives, which became involved in improving housing
and commercial business stock in their respective communities.

1977-80 RRP#1 expands into the area of attracting local investment.
1980 Economic downturn in Alberta ends profitability of several of the co-ops.
1980-84 RRP#1 seeks entrepreneurs to invest in industrial development initiatives in the region.
1984 A consulting firm recommends restructuring the ministerial funding of RRP#1 to match other regional

resource projects.
1985 RRP#1 is restructured and incorporated as the ECEDA, answerable to the Ministry of Tourism and

Small Business.

Source: M. Cadrin and L. Baron, The need for locally controlled investment funds and the critical role of timing in community economic
development, a background paper prepared for the Economic Council of Canada, 1988, p. 38.

One can draw two conclusions from the ECEDA experience. First, there is no guarantee that LDOs will always prove
to be successful vehicles for stimulating local development. Although the corporation had a significant impact on the
generation of business activity (as exemplified by the number of new business starts and housing development),58 there
was no significant improvement in average family income or level of employment. To be sure, one could assume that
the level of business activity might have been even lower had not ECEDA been active.59 

Second, this case suggests that some local development initiatives of a commercial nature are risky and require both
an adequate capital base and an adequate level of managerial expertise, which rural communities may be lacking because
of their low tax base and small population. These local factors suggest that risk must be shared in order to permit long-
range planning and adequate access to financial services and expertise. The next case represents a good illustration of
how managerial expertise can effectively reduce the risk of commercial ventures.

New Dawn Enterprises

The case of New Dawn Enterprises (NDE) in Nova Scotia, one of the best known CDCs in Canada, is particularly
instructive because it sums up much of the Canadian experience with LDOs undertaking for-profit activity. NDE is
located in a depressed area of Cape Breton, where the natural and socio-economic environment make it difficult to
foster economic development. Its fifteen-year history is worth reviewing as it is well documented and offers important
lessons for community-based organizations wishing to pursue business ventures. New Dawn originated in 1973, when
a group of concerned citizens formed the Cape Breton Association for Co-op Development (a cooperative), which
was to become New Dawn Enterprises in 1976. New Dawn was not structured as a cooperative, as it was felt that such
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a vehicle would be constraining.60 Over the years, NDE has been involved in commercial and social ventures ranging
from the establishment of dental clinics and the construction and management of housing to the operation of a
community centre and the encouragement of local crafts and music.

At the outset, it was decided that NDE would not operate a distinct, arm's length commercial operation but would
rather integrate for-profit ventures into its mainstream activities. This objective was accomplished through the creation
of distinct divisions, which operated with their own staff, resources, and autonomy according to their needs and
capabilities, while New Dawn maintained a central administrative core to supervise, coordinate, and service the
individual projects or divisions. By 1985, NDE had 5 such divisions (Chart 4.1) and assets of almost $10 million.61 Each
of these divisions had an advisory committee appointed by New Dawn's Board of Directors. As a CDC, NDE has
never received large amounts of public funding relative to its scale of operations. It did receive support from the federal
Department of National Health and Welfare from 1976 to 1980, beginning with a $120,000 grant in the first year, and
declining to $20,000 in 1980. NDE has also tapped some conventional job creation programs from time to time and
has leveraged government mortgage moneys to build its asset base. But in spite of decreasing public support, NDE’s
assets have grown rapidly thanks to its business ventures.

Chart 4.1

New Dawn Enterprises - Organizational Structure as of 1985

Source: Greg MacLeod, New Age Business: Community Corporations That Work, published by the Canadian Council on
Social Development, Ottawa, 1986, p.24.

While some CDCs, particularly in the United States, have adopted a narrow strategy of business development; that is,
concentrating business activity in one or a few sectors according to local comparative advantages or priorities,62 New
Dawn has taken the approach of fostering a broad range of business ventures in order to maximize community benefit.
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It has done so without favoring one particular sector. Typically, a business idea would be presented to New Dawn's
Board of Directors, which would then accept or reject it after a careful assessment of the Corporation's resources and
expertise, and of the project's potential profitability. There has been a conscious attempt not to provide services which
were already provided at a reasonable cost by government or the private sector. However, New Dawn's housing
program, at one point, caused some friction with the local builders' association, a problem that was quickly resolved.63

NDE's impacts on the economy of Cape Breton have been generally positive. A 1981 study (Hanratty, 1981) concluded
that, from 1973 to 1980, New Dawn directly injected more than $4 million into the local economy, of which $1.5
million was spent on construction projects. Although the study did not attempt to calculate the spin-offs and multiplier
effects derived from NDE's activities, it estimated that the equivalent of 80 full-time jobs were created during the study
period. Such employment creation, to be sure, is minimal compared to the 15,000 workers who were unemployed at
the time. The effects of NDE's business activity are more obvious when one looks at the services provided to the
communities where the corporation has been active. In particular, NDE's involvement in housing for seniors and dental
clinics has helped to relieve identified shortages. In short, New Dawn has been a useful vehicle for easing long-term
problems, rather than a short-term job creation mechanism.

Summary

In summary, the case studies outlined above illustrate the extent to which LDOs can represent a significant source of
community entrepreneurship. By undertaking business ventures, often in conjunction with local partners, LDOs have
been able to diversify their sources of funding while at the same time contributing to the benefit of their host
community. The importance of partnership is emerging as an important lesson for community-based economic
development. Sometimes, the need for partnership arises for purely practical reasons. CDCs have often had
considerable trouble finding sufficient management and technical expertise to keep their ventures going. In the case
of the KDC, for example, joint ventures have provided the corporation with access to expertise, as well as capital, that
would not otherwise have been available. By retaining outside managerial expertise and pursuing a diversified portfolio
of investments, KDC has been able to focus on business success and the training of Band members.

CDCs' local roots have in some cases enabled them to exploit opportunities that might not have been apparent to
outside investors, as illustrated by the northern gourmet food processing activities of the Kitsaki Development
Corporation. These case studies also pinpoint the importance of sound business principles and good management. The
direct economic impacts of these CDCs' profit-making activities are small to date; this may be the price of operating
small businesses in less advantaged areas. Nevertheless, the fact that these LDOs have experienced a degree of
profitability in extremely underdeveloped areas while pursuing community development objectives is indicative of their
resilience and potential.

A number of problems are common to many LDOs. One has been the lack of long-term funding. For many LDOs,
this has meant a heavy dependence on short-term government funding and, as a consequence, a shift from long-term
planning to day-to-day fund raising. Arguably, the lack of funding affects many different organizations, but this
problem is particularly acute for LDOs operating in underdeveloped areas where financial resources are limited. The
ever–shifting nature of government programming and government's slow response to requests for assistance
compound this problem. This section has shown that one of the responses to persistent funding difficulties has been
for LDOs to promote for-profit ventures and raise part of their own funds. While this strategy has worked well in a
number of communities, others may need additional assistance because of an unfavorable socio-economic environment
or an absence of community development potential and leadership. In cases where there is an absence of development
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potential, assistance may take the form of relocation grants prior to closing down the community. Such definitive
action, in our view, should be attempted only after an assessment of development alternatives has been undertaken by
local residents.64 Community self-assessment can not only provide local residents with a better knowledge of their socio-
economic environment but, in some cases, it can uncover development opportunities that do not appear obvious at
first.

The LDO: A Tool for Capacity Building

As was suggested in the previous section, the Canadian experience, along with a growing body of evidence from the
U.S. and Europe, illustrates the usefulness of the role of LDOs in the community development process, particularly
in terms of the role they can play in building community capacity to mobilize local resources over the long term.
Capacity building, in this context, means the development of a strategy whereby local resources are organized and, if
needed, combined with external resources to achieve a greater level of self-sufficiency. Greater self-sufficiency
necessarily implies increased utilization of local resources and enhanced local control which takes place over the long
term. 

In the previous section, we noted that the LDO serves entrepreneurial (business), animation and mobilization (social)
functions. Indeed, these functions are quite closely interrelated: the purpose of mobilizing and animating the
community is to prepare it to engage in both individual and collective entrepreneurship so that it will be better prepared
to take advantage of any economic and technological opportunities which may arise. These functions are very important
for underdeveloped communities, given that accessible development opportunities are generally very limited. In serving
this dual social and economic function, Canada's LDOs have worked in many different ways and sponsored or
supported a wide variety of programs and initiatives. The broad, comprehensive approach of the LDO is consistent
with a capacity building strategy.

By demonstrating significant leadership, the LDO can also encourage greater local participation, control, and
ownership, and it can be useful in establishing legitimacy for local efforts. By fostering joint ventures, it can also act as
a partnership vehicle, and can pool local resources and obtain and channel outside assistance. In doing any or all of
these things, it increases the likelihood of local development successes and can provide the ongoing support to “keep
[growth from within] going.”

LDOs have also played a key role in mobilizing financial resources; for example, increasing local wealth by undertaking
for-profit ventures and developing an asset base. In so doing, LDOs build local capacity to mobilize financial resources.
The fact that LDOs operate in underdeveloped areas and often start ventures in industries where the private sector and
the government have been absent65 suggests that the direct benefits derived from these ventures are significant, insofar
as LDOs' activities do not simply serve to prolong the life of a declining community. 
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4.4 An Assessment

It is important to note that while LDOs may be of considerable help to underdeveloped communities, they are in no
way a panacea. Various factors, either external or internal to the community, can significantly reduce the LDO's
possibilities of success. It is not realistic to expect the LDO to work miracles in communities so totally lacking in basic
infrastructure, and devoid of human and material resources that their demise is almost inevitable, or to overcome the
effects of recessions, oil price shocks, or major fluctuations in commodity prices. The potential for growth in such
communities is severely limited. Other difficulties, such as the absence of local leadership and of community
commitment, may also limit the potential of LDOs.

Its Weaknesses

First, some of the case studies have highlighted the fact that community development may depend excessively on key
individuals. For example, the Kitsaki Development Corporation, in Saskatchewan, and the West Prince Industrial
Commission, in Prince Edward Island, have a successful history of community development and business ventures
that partly results from the inputs of their respective managers.66 Had these individuals not been there at the outset,
it is questionable if these organizations would have been as successful. This also means, however, that many
community development projects will not likely be viable if they are not initiated and supported by resourceful
individuals (a similar dependency on key individuals often characterizes conventional business ventures). The relative
lack of trained people in the community development field tends to exacerbate this dependency. In this context, one
of the challenges facing community leaders is to broaden their support base so that this initial dependence can be
decreased. This can be done by broadening the base of local managerial, leadership, and business skills, through a
trained leader's direct supervision of staff and on-the-job training.

Second, the fact that local development ventures often operate on a small scale and within a narrow local market may
limit extensive development. For example, local ventures operating in peripheral locations may be unable to expand
because they lack access to outside markets while, at the same time, the local market is too small to support their
expansion. A small local market, combined with a relatively unsophisticated local labour market, often means that
community-based operations are heavily dependent upon exports for their final products and outside resources (such
as managers and capital) for inputs. The case of the Kitsaki Development Corporation is typical: the development of
international markets and hiring of an outside general manager made possible the growth of this community
organization located in a remote setting. Only once a community builds its capacity and secures markets for its business
operations can it become more self-sustaining and capable of indigenous growth. 

Another problem is the difficulty of combining social and economic objectives within the same strategy. This is
apparent in a number of cases. The history of New Dawn Enterprises, a local development organization located in the
Sydney area of Nova Scotia, has been marked by conflicts between socially conscious committee members and staff
concerned with the financial bottom line. The Board has often had to debate “the relative merits of the social and
business divisions, and the flows of aid, money and time between the two.”67 Similar tensions have been felt by the
Human Resources Development Association, another local development organization, which recently confronted the
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necessity of improving the financial bottom line by reducing the number of “target group” employees, thereby
deviating from its originally intended social purpose. 

Its Strengths

The LDO's broad constituency and organizational structure give it certain advantages over other types of local
institutions. Its full-time paid staff (something not always present in institutions such as chambers of commerce and
rural development associations) have a direct stake in the long-term success and survival of the organization, which may
not be the case with volunteers. Arguably, this is or isn’t a good thing, because staff may have a stake in perpetuating
the organization long after its goals have been achieved. As well, these full-time staff tend to possess technical and
professional expertise often not found elsewhere in the community. The LDO is also, thanks to its broad constituency,
in a position to build up a knowledge base about the community and the business opportunities which it can make
available to other local development actors. And given its broad socio-economic mandate, the LDO is able to operate
in a number of different sectors simultaneously. Of particular relevance here is the flexibility offered by the LDO's “for-
profit” arm, whose enterprises frequently help to “subsidize” the social and cultural objectives of the organization's
other divisions. No other type of organization we have encountered views the development process from such a comprehensive and holistic
vantage point.

One advantage of LDOs over private businesses derives from their ability to mobilize local resources, particularly
human resources. Many case studies have highlighted the fact that the very existence of LDOs often hinges upon the
use of volunteers and/or unpaid labour inputs. At one level, many LDOs have been able to attract to their Board of
Directors highly skilled individuals such as lawyers, accountants, or social workers. These individuals, by freely
contributing their time and expertise, have allowed LDOs to reach the level of sophistication needed to prosper in an
increasingly complex socio-economic environment. In the words of one author, “... survival requires technical
competence among people recruited to its board.”68 At another level, volunteers have been sought to perform a variety
of tasks relating to different aspects of the organization's activities. Individuals have served on social development
committees, helped paid staff with routine accounting tasks, or acted as liaisons with other community groups. In many
cases, volunteer participation has been widespread and dedicated.69

The economic contribution of unpaid labour to the operation of an LDO is significant and can be measured. In the
case of the Colville Investment Corporation, for example, the unpaid work performed by the Directors of the Board
of the corporation was included in a cost-benefit analysis.70 It was found that, using a fixed hourly salary rate as a proxy,
the equivalent in volunteer time of $391,000 was contributed by the directors to the corporation, between 1981 and
1987. The use of unpaid human resources is value added to the community and amounts to a cost reduction method
which can help the LDO achieve greater financial autonomy and thus reduce its dependency on public funding. Along
similar lines, there is a debate over whether local development organizations increase local productivity because of their
expertise in mobilizing underutilized resources or by increasing the productivity of existing and operational resources
(e.g. by instilling a sense of pride and ownership in the local work force). Another study, on The Community as a Base for
Development (Perry, 1989), provides numerous examples of community organizations that were successful at “recycling”
underutilized human and financial resources.
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4.5 Summary

Chapter 3 described the local development approach in general terms. This chapter has focused more specifically on
the local development organization (LDO), the preferred mechanism through which community development has been
carried out in Canada and the United States. It should be noted that while the most common LDO is the community
development corporation (CDC), a broadly-based, umbrella-type of organization designed to serve a wide range of
social and economic functions, there are also LDOs which deal specifically with financial matters and training.

Section 4.3 has shown how, by undertaking business ventures, often in conjunction with local partners, LDOs have
been able to provide both economic and social benefits to underdeveloped communities. While these business ventures
have admittedly been of limited value as short-term job-creation mechanisms, they have, in a number of cases, been
of considerable use in building community capacity. The enterprises of the Kitsaki Development Corporation, for
example, have provided valuable business and technical training to Band members, and the activities of New Dawn
Enterprises have helped make housing facilities, dental clinics, and other critical services available to local residents. 

Our assessment of LDOs reveals a range of strengths and weaknesses that are worth noting. Some of the drawbacks
include a tendency toward excessive dependence on key individuals and the difficulty of combining social and
economic objectives under the same organizational umbrella. But on the whole, the strengths of LDOs appear to
outweigh their shortcomings. First, by emphasizing the utilization of local, often underutilized resources, the
community-based development approach offers an alternative to some of the failed attempts of the past. As well, by
taking into account the social as well as economic resources and conditions of these communities, the local develop-
ment approach may in some cases have a higher rate of success in fostering locally-owned businesses and encouraging
local initiatives than previous top-down approaches. But, more work is needed before it can be determined how
broadly applicable the community development approach might be in Canada as a means of enabling marginalized
communities or groups to become more self-reliant. Chapter Five, after reviewing the main findings of the research,
outlines some of the specific strategies which could create a more positive legislative and community environment for
community-based initiatives.

CHAPTER 5

LESSONS FROM THE LOCAL DEVELOPMENT
EXPERIENCE AND FUTURE DIRECTIONS

5.1 Summary of Findings

As we noted in Chapter 1, disparities between Canada's regions still exist and, in some cases, may even be increasing.
For instance, in 1988, the unemployment rate in the Atlantic was more than double that of Ontario, and there was a
significant deterioration in all regions but Ontario and Quebec after the 1981-82 recession. Not only has disparity
between regions not lessened in recent years, but unemployment at the national level has remained at historically high
levels. (see Chapter 1, Chart 1.1 for details). In addition, inequality remains across and within Canada's regions with
respect to such important indicators as earned income per capita, levels of educational attainment, and the percentage
of families living below the poverty level.

As serious as these disparities are, the underdevelopment we have observed in many Canadian communities goes
beyond low income, high unemployment, or high poverty rates. It is, as many authors have pointed out, a complex
socio-economic phenomenon, a cycle of dependency, which has frequently led either to extensive out-migration of the
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working-age population or to heavy dependency on government transfer payments. In addition to lack of local control
over economic activity and below average income and employment levels, these underdeveloped communities are
typically marked by such things as a narrow economic base, inadequate and/or low quality infrastructure, and poor
access to information and capital.

As was noted in Chapter 2, this changed environment is likely to pose many challenges both for Canada's less-
developed communities and for regional development policy-makers attempting to respond to their plight. For
example, Canadian governments at all levels are under increasingly severe fiscal constraints owing to the persistence
of large budget deficits and a mounting public debt. At the same time, they must contend with competitive pressures
owing to liberalized international trade (particularly with the U.S. and with Pacific Rim countries) and the rapid pace
of technological change. Globalization is forcing our industries to adapt to more volatile, technology-based forces, while
at home, there is less fiscal room to manoeuver for the benefit of underdeveloped regions. On the bright side, recent
progress in understanding community entrepreneurship may provide new hope for the less developed communities.
While some of the factors noted above may offer new opportunities, others make it harder for governments to rely
on traditional regional development policies such as location incentives, bailouts, or industrial subsidies to induce
industries to move to or remain in less-developed communities.

If traditional “top-down” government policies are no longer economically feasible, and if we are not to rely on massive
out-migration from Canada's less-developed communities and regions, or massive infusions of government transfer
and job creation funds, then the people in those communities and regions will have to rely more upon themselves to
create jobs and generate wealth. In such a scenario, government would play a largely proactive, facilitative, and
supportive role. There is no point in arguing that the process of acquiring the necessary resources and knowledge will
be easy, either for the individuals in question or for the communities in which they live. It would be equally naïve to
pretend that all of the country's underdeveloped communities can realistically expect to survive in their present form
in the medium to long term. Nonetheless, our review of the Canadian experience has shown that a number of
communities, including some which appeared to have little or no hope of surviving even in the short term, have
mobilized their available human, financial, and material resources and helped earn a future for themselves–often with
some government help.

Community Self Help

The Canadian communities we have examined have mounted a wide variety of initiatives aimed at helping them take
control of their own future and ensure an acceptable quality of life. Most of these initiatives, as we noted in Chapter
3, have been in three broad capacity building areas: education and training; access to financial services; and new ideas,
technology, and information. With regard to education and training, low levels of educational attainment and a lack of
business, management, and technical skills are common problems in underdeveloped communities. The regional
development literature suggests that programs sensitive to the needs of individual communities and based on some type
of partnership between government and local groups have a better chance of success than top-down government
initiatives. In particular, the research suggests that communities have an important role to play in identifying
development priorities and plans, as well as the particular skill requirements of individuals and local businesses. It also
suggests that training in community and individual entrepreneurship can be useful---provided that it is closely linked
to community needs and resources.

The problem of access to financial services by individuals and firms located in less developed communities is a complex
one, and will clearly require considerably more research before we can fully assess its magnitude. We have found that
opportunities in peripheral regions sometimes go unnoticed because of the tendency for specialized financial
information and services to be concentrated in larger urban centres. Additionally, small firms outside urban centres
often face higher interest rates and higher personal collateral requirements for loans. In general, information and entry
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barriers of the kind just described have tended to lead to a mismatch between the demanders and the suppliers of
financial services. But a variety of local financial institutions (LFIs), ranging from community loan funds and business
development centres to credit unions, have opened up additional opportunities to individuals and firms located in less
developed areas. Micro-credit programs also offer some promise in this regard. The notion of partnership between
various sectors of the community as well as government has been crucial to the success both of LFIs and of micro-
credit programs.

It is clear that many underdeveloped communities face limited access to emerging technology, new ideas, and
information. What is not so clear, is the extent to which high-tech (such as microelectronics and telecommunications)
and service industries will offer lasting solutions to these communities' economic problems, though some case studies
certainly offer examples of success in these areas. Where successful community initiatives with regard to ideas,
information, and technology have taken place, their success has usually been based in large measure on a local
development organization possessing knowledge of the community development process, working to mobilize
underutilized local resources and identifying needed outside resources, through partnerships with government, non-
profit organizations, and local businesses.

Development from Within

In finding solutions to problems in all three of the broad areas just described---education and training, access to
financial services, and information and technology---a growing number of communities have tended to follow a
“development from within” approach aimed at building local institutional capacity over the long term, rather than
relying primarily on the importation of outside capital or technical assistance. As was noted in Chapter 4, what we refer
to as “development from within” is essentially an approach designed to foster community and individual entrepreneur-
ship within the context of a market economy. Most often it makes use of local development organizations (LDOs),
which are specifically structured to promote both economic and social objectives and increase community self-reliance.
 

Partnership

Partnership is another important aspect of the local development approach generally, and of the operating philosophy
of LDOs in particular. As was noted in Chapter 4, the need for LDOs to seek partnerships with private sector
businesses, non-profit organizations, and governments may arise either from a lack of capital or from a lack of local
expertise, such as qualified scientific, technical, or management personnel. In order to overcome these limitations and
to make their scarce dollars go farther through leveraging, LDOs have entered into a wide variety of joint ventures with
both private and public sector partners.  Partnerships are likely to become even more critical for LDOs in the years
ahead, if federal funding for regional and community development continues to decline.71 With communities playing
a larger role in their own development than hitherto, the role played by government, particularly the federal
government, will need to be redefined.

Any successful community development strategy is likely to involve heavy reliance on partnerships, whether with the
private sector, non-profit organizations, or the various levels of government. These partnerships are needed in order
to share the inevitable risks of development; to obtain added capital through leveraging; to acquire crucial technical and
professional assistance not locally available; and for a wide variety of other purposes. At a time of federal budgetary
constraints, partnerships with other levels of government and with the private sector will assume increasing
importance. Here, as well, the LDO, as the voice of and broker for community interests as a whole, is ideally situated
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to negotiate such partnership arrangements. Indeed, in many cases, the negotiation and management of such
partnerships has been the LDO's key role.

Community-based Initiatives

The growing number of community-based initiatives in Canada parallels a broader world-wide trend in this direction.
Commenting on the extent to which community-based development has taken hold in Europe, Africa, and Asia, the
International Labour Organization (ILO) has noted that: “. . . the concept of individual or group initiatives. . .cannot.
. .be considered as belonging to a sort of dignified marginal, informal sector, but rather as a grey zone of transition
towards institutionalized economic structures at local and possibly regional levels.”72 Similar conclusions are presented
by Neal Peirce and Carol Steinbach in a recent Ford Foundation report on two decades of community development
experience in the U.S.73 

The extent to which community development initiatives have thus become an emerging trend, particularly in Europe
and the U.S., together with the promise shown by the admittedly more modest and less numerous Canadian initiatives
along these lines, indicates that the community-based development approach could well become an increasingly
important aspect of Canadian regional policy. At the very least, the approach offers sufficient promise to warrant
further investigation. The following reviews what appear to us to be the key elements of community development
initiatives, including the role played by CDCs and other LDOs. The study closes with some issues and implications for
governments and other key players to address.

5.2 Key Elements of Local Development

The literature shows that Canadian regional development programs, with some exception, have not been very
successful at reversing the decline of underdeveloped communities and it is time to explore the possibilities offered by
a “development from within” or “bottom-up” approach. Previous “top-down,” large scale strategies emphasizing the
attraction of outside industries or short-term federally funded job creation schemes have not often been effective in
promoting long-term development, and, in any case, fiscal constraints are likely to discourage their continuation at the
same level as in the past. In contrast, the case studies have shown that “bottom-up” strategies based on mobilizing
previously underutilized community resources can lead to both social and economic benefits, albeit on a small scale
at the outset. The involvement in the development process of as many different individuals and community groups
as possible is desirable. In this way people assume responsibility and greater ownership in the development process and
thus become more committed to its outcome. The Economic Council of Canada case studies indicate that such
“bottom-up” strategies are apt to be particularly significant when carried out by means of a local development
organization (LDO), whose mandate is sufficiently broad and constituency base sufficiently large to enable it to take
a long-term development perspective.
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Capacity Building

An important feature of “bottom-up” community development strategies is their focus on capacity-building aimed at
increasing local self-reliance and innovation. Past government policies and programs have typically concentrated on
initial planning, start-up, and the completion of a single project. The emphasis, in other words, has been on “getting
something going.” In tackling underdevelopment (as opposed to simply promoting growth), at least equal attention
must be paid to “keeping it going.” This means focusing on the basic development mechanisms or resources whose
presence is fundamental to the community's ability to sustain development initiatives. Here, the creation or upgrading
of basic infrastructure, such as financial institutions, technical assistance, and access to training, may be crucial.

Capacity-building, as was noted in Chapter 4, is a strategy which organizes local resources (including capital, people,
and ideas and knowledge) and, if necessary, supplements them with specific outside assistance (obtained where possible
on the community's own terms) in order to work toward the goal of greater long-term self-reliance. Such a strategy
implies the mobilization of local resources and an increase in local control. The case studies suggest that where such
capacity-building has been achieved, an LDO has often been heavily involved.

5.3 Summary of Issues

As was discussed earlier, a community-based approach to underdevelopment in which local residents and organizations
play a more important role than they have previously raises a number of policy and program issues that governments
and other partners must face.

Long-term Funding for Projects or Organizations?

To date, government funding for community-based development in Canada has most often come indirectly from
programs with a broad job creation mandate, such as the recent Community Futures and Innovations Programs of the
Canada Employment and Immigration Commission. The focus of government programs has usually been on short-
term funding (up to five years in some cases); little investment has been directed to core funding for long-term
development. While short-term, well-focused funding for specific industries or enterprises may be necessary to facilitate
the adaptation of the Canadian industrial structure to an increasingly competitive world economy, such intervention
will likely do little to alleviate the problems of underdeveloped areas. The review of the role of LDOs presented in the
previous section highlighted the crucial development role played by these organizations and their capacity for
undertaking long-term development and planning. The Canadian experience with LDOs, although limited, suggests
that medium to long-term government funding may be an appropriate strategy to foster community-based
development needs.

In some Canadian cases, a flexible long-term program funding strategy has been successfully implemented. The cases
of the FRED Interlake, in Manitoba, and the Winnipeg Core Area Initiative illustrate how block funding by
governments can be negotiated within an overall development agreement allowing for flexibility and local priority
setting. The Winnipeg case benefitted from a sustained commitment (two consecutive five-year agreements) and a
unique, locally-based management structure which channelled and coordinated funding from the three levels of
government involved. The WCAI structure (although not itself an LDO) received core operating funding, as well as
funds for project development, and the results of its actions have been positively evaluated. In the case of the FRED
Interlake experience, which took place before the concept of an LDO explicitly emerged, more than $85 million was
invested by the federal and the Manitoba governments over a ten-year period (1967-77) in resource management,
human resource development, and infrastructure. Much of the success of this experience is credited to a long-term
financial commitment, a broad mandate for development, and the essential role of community participation and
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bottom-up planning (through the use of Area Development Boards).74 Both of these initiatives are useful examples of
long-term funding arrangements which could be relevant to other local development institutions, such as LDOs.

To some extent, LDOs have taken up the slack where government and the private sector have been less active
(or successful). By mobilizing underutilized resources, identifying and exploiting business opportunities,
undertaking a local research and development role, and helping to set local development priorities, LDOs have
successfully undertaken long-term planning. In some cases, they have also developed or revitalize previously
inadequate social and economic infrastructures. They have played a crucial leadership role by encouraging local
initiatives and community involvement. If the use of LDOs and a “growth from within” approach are to be
encouraged, financial and technical assistance may need to go well beyond the project-by-project funding of
traditional government programs and move toward the support of long-term capacity building through core
funding. It is also debatable that LDOs should be expected to become totally self-sufficient because they
generally operate in “unfriendly” (underdeveloped) economic environments, sometimes undertake program
responsibility on behalf of governments, and their concern with social objectives places an additional burden
on their financial resources.

Evidence from the American experience is generally supportive of the need to fund core operations on a long-
term basis. For example, the National Economic Development and Law Center Report has stressed the
importance of multi-year core funding and has noted that the absence of such funding is a serious obstacle to
successful community-based development.75 The article also identified four cornerstones upon which to build
enabling structures locally: an adequate range of financing, including core financing, technical assistance
funding, and equity and debt financing; appropriate and accessible technical assistance; a communications system;
and performance assessment. 

The relatively recent creation of regional agencies responsible for economic development---such as ACOA, WDO and
FEDNOR---again raises the perennial Canadian regional policy question of whether they will display any form of direct,
long-term commitment to the problems affecting underdeveloped communities. While it is obviously too early to know
what these agencies' long-term impacts will be, the high level of decentralization and flexibility that characterize their
structures leave us hopeful that they could have significant potential to assist communities.76 The regional agencies'
challenge will be to innovate by broadening the scope of their intervention in order to promote a more balanced
approach. They could then focus not solely on industrial development, but rather encourage capacity building at the
local level and explicitly integrate marginalized groups into the development process. Through support for LDOs as
an additional strategy.

The Issue of Risk Sharing

The issue of risk sharing is central to the debate over funding for regional development. In a context of increasing
restraint and rapidly changing economic conditions (which tend to increase uncertainty and deter investments), neither
the government, community organizations, nor the private sector alone can assume al of the risks associated with the
development of less-advantaged communities. While it is useful to distinguish between political, social, and economic
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risks, our focus is primarily on the issue of economic risks associated with community development activities, such as
undertaking for-profit ventures or providing better access to training and financial services.

Risk sharing is a vital issue given that the financial risks inherent in business ventures in underdeveloped communities
are generally higher than for those ventures located in more central, urbanized areas of the country. As we noted in
Chapter 3, a combination of (social and economic) factors makes the operation of self-supporting ventures more
tenuous in underdeveloped communities than in the central regions. Some of the key elements are the small size of
local markets, higher transportation costs, vulnerability to fluctuations in commodity prices, seasonality associated with
a large number of industries, barriers to the flow of information relating to both labour and financial markets, and the
difficulty of attracting capital and skilled workers. These are some of the regional factors and market imperfections that
contribute to increasing risks. These, in turn, often lead to reduced investment opportunities because of higher interest
rates on loans.

Local Capital

Sharing the risks among various community sectors can be done in a number of ways. Chapter 3 presented several
cases in which the pooling of local capital was used to leverage additional funding for investment purposes. The Colville
Investment Corporation (which succeeded in leveraging $6.5 million of investment monies for local financial
institutions by taking the initial risk) has been able to mobilize significant amounts of capital by pooling its resources.
Government played a significant role by providing core funding and a startup loan fund to the Corporation. This
support, in turn, enabled the Corporation to leverage additional funds from local banks and other institutions.

The development of for-profit joint ventures by community-based organizations is yet another example of risk sharing.
Earlier in the chapter, we described instances where CDCs formed partnerships with either private businesses or other
local organizations to pool resources and mutually benefit from capital as well as shared managerial and technical
expertise. The case of the Kitsaki Development Corporation is particularly instructive in this regard. Here, the
systematic pursuit of joint ventures has resulted in partnership between the Lac La Ronge Indian Band's development
corporation (Kitsaki), a CDC and some major private companies involved in trucking and insurance activities. Despite
the corporation's lack of direct access to major markets and its initial dearth of business expertise, joint venture
arrangements have allowed the KDC to develop rapidly and prosper in a limited number of foreign and domestic
markets.

Development Tools

Finally, the development of tools for the measurement of the success or failure of community-based initatives must
be a priority. In the area of evaluation and measurement, new sub-provincial socio-economic indicators which take into
account overall development potential need to be created. The establishment of evaluation criteria appropriate to local
initiatives must be undertaken. Ideally, these criteria will factor in the initiative's long term economic, social, cultural,
environmental and political benefit to the community and country as a whole. These development indicators must be
appropriate to the scale, time frame, context, priorities, and objectives of the development effort under investigation.

5.4 Conclusion

Given the relatively recent interest expressed by policy makers for community-based development, it is premature to
postulate definitive policy directions for regional development. However, a case study approach (and other research)
have been instructive in identifying local development as an emerging trend and as a strategy which offers an alternative
to the development policies of the past. While it is also clear that development from within does not offer a panacea,
there is mounting evidence of its usefulness in alleviating underdevelopment.



Regional Development from the Bottom Up

320

The importance and relevance of this approach is apparent in its application to a broad variety of scenarios. First, it
is closely connected to the renewed emphasis being placed on the role of small firms for employment creation. Along
similar lines, the local development approach is supportive of a strategy based on the promotion of individual and
community entrepreneurship. The cases presented in this paper have shown that local development organizations have
often assumed or supported local entrepreneurs: they have been innovative in their use of unpaid labour inputs and,
because of their local roots and specific regional knowledge, they have been able to identify and exploit (sometimes in
conjunction with local business) development opportunities. As well, they been unique in integrating the disadvantaged
and marginalized peoples in the development process.

The role played by locally-based development organizations is central to the notion of community-based development.
The history of these development instruments, and their evolution from social advocacy to socio-economic
development is important:  Such organizations are increasingly taking the responsibility and assuming the risks inherent
in developing marginalized communities. In the face of unfavorable odds, they have adhered to a broadly-based
approach to development; one that integrates both social and economic considerations, while being realistic about the
financial and economic requirements of their ventures. They are also unique in the way they seek partnership with other
constituencies, and even undertake commercial ventures for the benefit of their communities. The creation of distinct,
arm's length for-profit divisions by these organizations is also indicative of their preoccupation with effective
development management.

Overall, given its relative merits and shortcomings, it is probably accurate to say that with the presence of a local
development organization (LDO), the chances for success of community development initiatives are greater, but only
if local socio-economic conditions and resource endowment are adequate, and external economic and political
circumstances do not pose insuperable barriers. Without such an organization, underdeveloped communities will likely
have a more difficult time mobilizing their own underutilized resources, attracting any necessary additional human and
material resources from outside, and building long-term local institutional capacity. The challenges facing Canadian
policy-makers will be recognize and build on the value of these organizations, and to support their growth once they
have demonstrated their potential to tackle economic decline and underdevelopment. These local organizations warrant
particular attention at this time, given their potential for enabling communities to assume some of the responsibilities
previously assumed by or left to the governments.



Regional Development in Canada: The Local Development Experience

321

Bibliography

Annapolis County Community Organization for Regional Development. “Proposal to Create a Training Program in
Community Economic Program.” Lawrencetown, Nova Scotia: 1988. Mimeo.

Baron, Lloyd. Loan Funds for Small Business: Lessons for Canadian Policy Makers: A Case Study of Colville Investment Corporation.
A background paper prepared for the Economic Council of Canada. Ottawa: Supply and Services, 1988. 60
pages.

Beale, Elisabeth. A Case Study of the Human Resources Development Association. A background paper prepared for the
Economic Council of Canada. Ottawa: Supply and Services, 1989. 56 pages.

__________. An Atlantic Overview. A background paper prepared for the Economic Council of Canada, Ottawa: Supply
and Services, 1989, 31 pages.

Betcherman, Gordon and C. McMullen. Working with Technology: A Survey of Automation in Canada. A study prepared for
the Economic Council of Canada. Ottawa: Supply and Services, 1986.

Bradfield, Michael. Regional Economics. Analysis and Policies in Canada. Toronto: McGraw Hill, 1988.

Brenner, Harvey, Mental Illness and the Economy. Cambridge, MA: Harvard University Press, l973.

Britton, John N.H. “A Policy Prospectus on Regional Economic Development: The Implication of Technological
change,” in Canadian Journal of Regional Science, vol XI, no 1, Spring 1988, pp. 147-65.

__________. “Economic Change and the Regional Question,” in the Canadian Journal of Regional Science,  vol XI, no 1,
Spring 1988, pp. 167-80.

Brunskill, Irene and R. Minns. “Local Financial Markets,” in Local Economy, The Journal of the Local Economy Policy Unit,
vol 3, no 4, 1989, pp. 295-302.

Bureau of Management Consulting. Canadian Jobs Strategy: A Review of Participant Follow-up Data. A report prepared for
the director, Planning and Monitoring, Canadian Jobs Strategy. August 1988. 62 pages.

Burns, T. and C. Dickstein. “Building capacity for community economic development,” in National Economic
Development and Law Center Report, September/October 1985.

C.D. Howe Institute. Small Business in the Canadian Economy and the Impact of Federal Policy. A report prepared for the Small
Business Secretariat, Department of Industry, Trade and Commerce. Ottawa, 1983.

Cadrin, M. and L. Baron. The need for locally controlled investment funds and the critical role of timing in community economic
development. A background paper prepared for the Economic Council of Canada. Ottawa: Supply and Services,
1988. 50 pages.

Calouste Gulbenkian Foundation. Community Business Works. London, l982.



Regional Development from the Bottom Up

322

Carmichael, Edward. New Stresses on Confederation. Diverging Regional Economies. Montreal: C.D. Howe Institute,
Observation paper No. 28. 1986.

Coffey, W.J. and M. Polèse (eds.). Still Living Together: Recent Trends and Future Directions in Canadian Regional Development.
Montréal: The Institute for Research on Public Policy, 1987.

Coffey, W.J. and M. Polèse. “Local Development: Conceptual Bases and Policy Implications,” in Regional Studies, vol
19, no 2, l985, pp. 85-93.

Coffey, W.J. “Service Activities and Regional Development: A Policy-Oriented Perspective.” A paper presented for
the 35th North American Meetings of the Regional Science Association, Toronto, November 11-13, 1988.
29 pages.

Corporation for Enterprise Development (The). Making the Grade. The Development Report Card for the States. Washington,
1987. 142 pages.

Courchene, T.J. “Avenues of adjustment: The transfer system and regional disparities,” in Donald Savoie (ed.), The
Canadian Economy: A Regional Perspective. Toronto: Methuen, 1986.

Courchene, T.J. and J.R. Melvin. “A neoclassical approach to regional economics,” in Higgins, B. and D. Savoie (eds.),
Regional Economic Development: Essays in Honour of François Perroux. Boston: Unwim Hyman, 1988. pp. 169-91.

Cousineau, J.-M. and F. Vaillancourt. “Investment in university education, regional income disparities and regional
development,” in Coffey, W.J. and M. Polèse (eds.), Still Living Together: Recent Trends and Future Directions in
Canadian Regional Development. Montréal: The Institute for Research on Public Policy, 1987. pp. 357-80.

Côté, Marcel. La compétitivité de l'économie canadienne - L'horizon 2000. Texte préparé pour PERSPECTIVE 2000, une
conférence parrainée par le Conseil économique du Canada, Ottawa, les 30 novembre et 1er décembre 1988.

Decter, Michael. Diversification and Single Industry Communities: The Implications of a Community Economic Development Approach.
A background paper prepared for the Economic Council of Canada, Ottawa: Supply and Services, 1988, 84
pages.

Decter, Michael and J. Kowall. Kitsaki Development Corporation: La Ronge Indian Band, La Ronge, Saskatchewan. A
background paper prepared for the Economic Council of Canada. Ottawa: Supply and Services, 1988. 56
pages.

__________. Manitoba's Interlake Region. An Assessment of the F.R.E.D. Agreement Ten Years After. A background paper
prepared for the Economic Council of Canada, May 1988. 48 pages.

__________. The Winnipeg Core Area Initiative: Area Regional Development in an Urban Context. A background paper
prepared for the Economic Council of Canada, 1989. 55 pages.

Department of Regional Industrial Expansion. A Study of Job Creation in Canada, 1976-1984. Ottawa: Supply and
Services, 1986.

DeWolf, G., D. McNiven and D. McPhail. “ACOA in an International and Historical Context,” in Canadian Journal of
Regional Science, vol XI, no 2, Summer 1988, pp. 313-26.



Regional Development in Canada: The Local Development Experience

323

Dodaro, S. and L. Pluta. “The Antigonish Movement as a Model of Regional Economic Development,” in M.A.
Choudhury, (ed.), Political Economy of Development in Atlantic Canada. Sydney: UCCB Press, 1988.

Economic Council of Canada. A Framework for Regulation. Ottawa: Supply and Services, 1987.

__________. Back to Basics: Twenty-Fifth Annual Review. Ottawa: Supply and Services, 1988.

__________. Financial Risk, Rate of Return of Canadian Firms, and Implications for Government Intervention. Ottawa: Supply and
Services, 1984.

__________. From Dependency to Self-Reliance. Ottawa: Supply and Services, 1980.

__________. Living Together. A Study of Regional Disparities. Ottawa: Supply and Services, 1977.

__________. Making Technology Work: Innovation and Jobs in Canada. A statement by the Economic Council of Canada.
Ottawa: Supply and Services, 1987.

__________. Managing Adjustment. Policies for Trade-Sensitive Industrie.  A statement by the Economic Council of Canada.
Ottawa: Supply and Services, 1988.

__________. Meeting Skill Requirements. Ottawa: Supply and Services, 1982.

__________. People and Jobs. A Study of the Canadian Labour Market. Ottawa: Supply and Services, 1976.
 
__________. Western Transition. Ottawa: Supply and Services, 1984.

Economic Council of Newfoundland and Labrador. Mobilization of equity capital for regional development: the case of
Newfoundland and Labrador. A background paper prepared for the Economic Council of Canada. Ottawa:
Supply and Services, 1989. 73 pages.

Employment and Immigration Canada. Labour Market Development in the 1980s. A report of the Task Force on Labour
Market Development. Ottawa: Supply and Services, July 1981. 243 pages.

__________. “The Canadian Jobs Strategy: A Review.” Ottawa: July 1988. 95 pages. Mimeo.

__________. “The Canadian Jobs Strategy: A Review of the First Years.” Ottawa: March 1988. 23 pages. Mimeo.

Ford Foundation (The), Corrective Capitalism. The Rise of America's Community Development Corporations. A report to the Ford
Foundation prepared by N.R. Pierce and C.F. Steinbach. New York, 1987. 88 pages.

Fortin, Pierre. “The success of local innovations hinges upon supportive macropolicy.” Notes for a presentation at the
consultation of the National Innovations Advisory Committee, Ottawa, December 9 and 10, 1987. 6 pages.

Friedman, J. and Y. Forest. “The Politics of Place: Toward a Political Economy of Territorial Planning,” in B. Higgins
and D. Savoie (eds.), Regional Economic Development: Essays in Honour of François Perroux. Boston: Unwim Hyman,
1988. pp. 115-30.



Regional Development from the Bottom Up

324

Fuchs, Richard et al. Where Credit is Due: A Case Study of the Eagle River Credit Union. A background paper prepared for
the Economic Council of Canada. Ottawa: Supply and Services, 1989. 45 pages.

Gadbois, Albert. Venture Capital Financing in New-Brunswick: A Discussion Paper. A background paper prepared for the
Economic Council of Canada, Ottawa: Supply and Services, 1989. 66 pages.

Government of Canada. Report of the Federal-Provincial Task Force on Regional Development Assessment. Toronto, 1987. 58
pages.

Hanratty, John. The New Dawn Story: An experiment in economically-based community development. Printed with the assistance
of Health and Welfare Canada, 1981. 34 pages.

Higgins, B. and D. Savoie, eds. Regional Economic Development: Essays in Honour of François Perroux. Boston: Unwim
Hyman, 1988. 415 pages.

Higgins, Benjamin. “Regional Development and Efficiency of the National Economy,” in Higgins, B. and D. Savoie
(eds.), Regional  Economic Development: Essays in Honour of François Perroux. Boston: Unwim Hyman, 1988. pp. 193-
224.

Jackson, E.T. Mobilizing Capital for Regional Development. A background paper prepared for the Economic Council of
Canada. Ottawa: Supply and Services, 1988.

Kabir, M. and N.B. Ridler. “Cultivation of fish and shellfish: implications for regional economic development,” in M.A.
Choudhury (ed.), Political Economy of Development in Atlantic Canada. Sydney: University College of Cape Breton
Press, 1988. pp. 116-25.

Lamontagne, François and C. Tremblay. Development Indices: A Quebec Regional Comparison. A background paper prepared
for the Economic Council of Canada. Ottawa: Supply and Services, 1989. 72 pages.

Lavalin, Econosult. Etude de la performance des Sociétés Cle au Québec. Rapport final soumis à Emploi et Immigration
Canada, Région du Québec, 1987. 89 pages.

Lesser, Barry. “Technological Change and Regional Development,” in W. Coffey and M. Polèse (eds.), Still Living
Together: Recent Trends and Future Directions in Canadian Regional Development. Montréal: The Institute for Research
on Public Policy, 1987. pp. 337-55.

Lithwick, Harvey. “Regional Development Policies: Context and Consequences;”  in W. Coffey and M. Polèse (eds.),
Still Living Together: Recent Trends and Future Directions in Canadian Regional Development. Montréal: The Institute
for Research on Public Policy, 1987. pp. 121-55.

MacLeod, Greg. New Age Business: Community Corporations that Work. Ottawa: The Canadian Council on Social
Development, 1986. 82 pages.

MacMillan, J. and S. Lyon. The Interlake Experience: A Description and Evaluation of a Rural Development Program, 1967-1977.
Department of Agricultural Economics and Farm Management, Occasional Series #9. Winnipeg: University
of Winnipeg Press, 1978.



Regional Development in Canada: The Local Development Experience

325

MacPherson, Allan. “Industrial innovation in the small business sector: empirical evidence from Metropolitan
Toronto,” in Environment and Planning, vol 20, no 7, July 1988, pp. 953-71.

Malecki, Edward. “What about people in high technology? Some research and policy considerations,” in Growth and
Change, Winter 1989, pp. 67-79.

Mansell, Robert and Lawrence Copithorne. “Les disparités économiques régionales au Canada: Un tour d'horizon,”
in Commission royale sur l'union économique et les perspectives de développement au Canada, Les disparités
régionales et les adaptations interrégionales. Ottawa, 1986. pp. 1-57.

Martin, Fernand. “L”entrepreneurship et le développement local: une évaluation,” in Canadian Journal of Regional Science,
vol IX,  no 1, Spring 1986, pp. 1-24.

McKinnon, Wayne. The West Prince Industrial Commission: A Case Study.  A background paper prepared for the Economic
Council of Canada. Ottawa: Supply and Services, 1988. 43 pages.

McNaughton, R.B. and M.B. Green. “Venture Capital and Regional Development in Canada.” A paper presented at
the Annual General Meeting of the Canadian Regional Science Association, Windsor, June 3, 1988, 50 pages.

McQuillan, P., D. Kennedy, D. Ho, T. Maksimowski, M. Reynolds, D. McGraw and L. Huras. Understanding Venture
Capital and the Government Incentive for Venturing. Don Mills: CCH Canadian Ltd., 1987.

Norcliffe, Glen. “Regional Unemployment in Canada in the 1981-4 Recession,” in The Canadian Geographer, no 2, 1987,
pp. 150-9.

O'Neill, Tim. “Canadian Initiatives Aimed at Maintaining Community Economic Viability/Vitality.” A paper presented
to Four Nations Conference, University of Aberdeen, l984. 34 pages.

Office de planification et de développement du Québec (1988a). A l'heure de l'entreprise régionale - Plan d'action en matière
de développement régional. Québec, octobre 1988. 90 pages.

Organisation for Economic Co-operation and Development. Local Employment Initiatives in a Rural Framework. Paris,
1988. 68 pages.

Ottawa Citizen (The). “COIN Investment network makes Canada-wide debut,” Ottawa, Jan. 18, 1989, p. B12.

Perron, P. and F. Vaillancourt. The Evolution of Poverty in Canada, 1970-1985. Discussion paper #343, Economic Council
of Canada, Feb. 1988.

Perroux, François. “The pole of development's new place in a general theory of economic activity,” in B. Higgins and
D. Savoie (eds.), Regional Economic Development: Essays in Honour of François Perroux. Boston: Unwim Hyman,
1988. pp. 48-76.

Perry, Stewart E.. Communities on the Way: Rebuilding Local Economies in the United States and in Canada. New York: State
University of New York Press, 1987. 254 pages.

__________. Options in Regional Development Policy. A background paper prepared for the Economic Council of Canada.
Ottawa: Supply and Services, 1989. 32 pages.



Regional Development from the Bottom Up

326

__________. The Community as a Base for Regional Development Policy. A background paper prepared for the Economic
Council of Canada. Ottawa: Supply and Services, 1989. 30 pages.

Poulin, F. et Y. Dion. Les disparités régionales au Canada et au Québec: les politiques et les programmes, 1960-1973. ontréal:
Presses de l'Université de Montréal, 1973.

Royal Commission on Employment and Unemployment.Building on our Strengths, Final Report. St-John's, Newfoundland,
1986. 515 pages.

__________. Education for Self-Reliance: A Report on Education and Training in Newfoundland. St-John's, Newfoundland:
October 1986. 174 pages.

Savoie, D.J. Regional Economic Development: Canada's Search for Solutions. Toronto: University of Toronto Press, 1986. 212
pages.

Sinclair, Peter. The Great Northern Peninsula Development Corporation: An Organizational Framework for Revitalization?. A
background paper prepared for the Economic Council of Canada, 1989. 46 pages.

Springate, David. Regional Incentives and Private Investment. Montreal: C.D. Howe Institute, 1973.

Svenson, Kenneth. Success and Survival. A Brief History and Analysis of the Headstart Employment Corporation upon its Closure
in 1988. Regina, 1988. 31 pages. Mimeo.

Tarasofsky, Abraham. The Subsidization of Innovation Projects by the Government of Canada. A study prepared for the
Economic Council of Canada. Ottawa: Supply and Services, 1984.

Termote, Marc. “The Growth and Redistribution of the Canadian population,” in Coffey, W.J. and M. Polèse (eds.),
Still Living Together: Recent Trends and Future Directions in Canadian Regional Development. Montréal: The Institute
for Research on Public Policy, 1987. pp. 33-72.

Warrian, Peter. Labour and Regional Policy in Canada. A working paper submitted to the Economic Council of Canada,
1988. Mimeo.

Weaver, C. and T. Gunton. “From Drought Assistance to Mega-Projects: Fifty Years of Regional Theory and Policy
in Canada,” in Canadian Journal of Regional Science, Vol V, no 1, pp. 5-38.

Westcoast Information and Research Co-operative. Building Self-Reliance? A Strategic Assessment of Economic Development
Programs Affecting Yukon Indians. Port Alberni, B.C., 1988.

Wynant, L., J. Hatch and M.J. Grant. Chartered Bank Financing of Small Business in Canada. London: School of Business
Administration, University of Western Ontario, 1982. 223 pages.




