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Freeing Canadians to Move and Trade
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The State of Play

mployers in Canada face a worsening problem of finding and recruiting the employees they need. In the aftermath of the recession, people who know little about
the market for workers may find this a surprising statement. But the reality is that employers’ difficulties have little to do with today’s unemployment rate, and a great deal
to do with the ageing of the work force and the barriers that exist to workers moving to
where their talents are most needed and valuable.
One part of the problem is population ageing and its effects on the supply of available
workers. But it’s also important to focuson the other part of the equation, namely the
barriers that exist to workers moving to where the jobs are, particularly within Canada.
This is a topic my institute, the Macdonald-Laurier Institute, has spent a lot of time not
just studying, but looking for solutions to.

Why trade?
Freedom of movement of workers is no different in principle than freedom of movement of goods and services; in other words, this is an issue of free trade both within
Canada, and across our border. The place to start in understanding why barriers to
trade (and the movement of people, which is a subset of this issue) are a problem is
with the whole question of why trade is valuable.
There are four kinds of things that people trade in: goods, services, capital and people.
The reasons why we want to be able to trade them all are exactly the same in each case.
Trade allows us to move all of these things to the place where they can generate the
most return. If there is a shortage of wine in Japan and a surfeit of it in Australia, then
allowing trade in wine between the two means vintners in Australia and tipplers in
Japan are both made better off. Ditto if the problem is pension funds sitting on billions
in retirement savings in Canada, but a very small local market in which to invest them,
while infrastructure and other projects go begging for capital in countries with less
access to capital. Finally, if the local car plant wants to put on a third shift, but all the
available workers are already employed elsewhere, but there are unemployed workers
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with no job prospects in Mexico or India, then allowing them to come to the jobs immediately makes their labour valuable to themselves and their new employer in a way
it was not when they were at home.
Trade creates new value without necessarily creating anything new. In all these cases,
the supply of desired goods and capital and workers already existed, but when they
were shut out of important markets, their value was much lower than when they could
move to where they were worth the most. In other words, trade moves things to their
highest value added uses.
That’s why I like to say that trade is the economic equivalent of the philosopher’s stone.
The original philosopher’s stone was a magic substance sought by every alchemist in
the Middle Ages that could supposedly turn base metals such as lead into gold. Lead
was cheap and plentiful. Gold was rare and highly prized. A substance that could transform lead into gold would have created huge wealth.
Alchemists never found the philosopher’s stone. But economists did: trade. It takes
low value wine in Australia and turns it into a much more valuable commodity in Japan. It takes unemployed or underemployed workers from places where there are few
opportunities and places them where their skills can create new value for themselves
and their employers. And because trade doesn’t necessarily require anything new to be
made, but simply creates new value by moving existing goods and services, capital and
workers, to their highest value added uses, the value of international trade has quite
consistently grown faster than national economies, as people learn that they can often
get better value for what they produce by sending it to the place where it fetches the
best price, wherever in the world that may be.
Of course that’s not the only reason why trade matters, especially for workers. The
other is that the ability to take your labour and your skills and put them to work
wherever you think the circumstances are best and more desirable for you is a key
part of human freedom. We create ourselves in part through the work we do and the
trade or profession that we choose for ourselves, and barriers to the free movement
of workers are in fact barriers to the fullest development of individual people. Yet
such full flowering of each individual is, in my view, the highest good at which all societies can aim, and is supposed to be the underpinning of free democratic regimes
like our own.
Now I’ve talked about trade as if it takes place only between countries, but we know
this isn’t the case. Trade takes place within countries as well. Albertans sell oil and gas,
British Columbians sell minerals and port and other transportation services, Ontarians sell manufactured goods like cars. Capital is accumulated in major cities, and then
invested in diamond mines in the Northwest Territories or bridges to PEI. And workers have traditionally moved from places with little opportunity to places where there
are lots of jobs. And yet even though we are a single country, there remain important
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barriers to such trade within Canada. Among the most significant barriers are those
regarding the free movement of people, an issue, as we have seen, of human freedom
at least as much as of economic efficiency.

Why federalism?
Most people would recognise that this is a peculiar state of affairs. International trade
meets barriers because countries are sovereign entities that can throw up barriers at
their borders. But why do we have such barriers within the country?
The answer is that it is due largely to the way we have practised federalism since 1867.
Most of the barriers (but not all) that we encounter in Canada are created by the provinces. In the case of the free movement of workers, virtually all of the barriers are
provincial.
It wasn’t supposed to be this way. The theory behind federalism is very simple: In economic terms it is a way to eat your cake and have it, by creating a national barrier-free
economic space, allowing economic efficiency, while also allowing the continued existence of local linguistic, religious, ethnic and other identities. But because we have
acquiesced in the emergence of extremely powerful provinces in Canada, and have
allowed important federal powers to atrophy through disuse, we have allowed a state
of affairs in which Canadians are prevented from exercising their freedom and making
themselves better off because of barriers to their ability to move to take up jobs, or to
sell their goods and services on equal terms throughout the country. In other words,
we got the preservation of local identities, but not the creation of a barrier-free national
economic space.
Ironically the Fathers of Confederation were quite clear that Confederation was supposed to put an end to exactly this kind of barrier. Listen to George Brown, one of
the most influential of those who created this country, speaking about the conditions
Confederation was intended to remedy:
If a Canadian goes now to Nova Scotia or New Brunswick, or if a citizen of these
provinces comes here, it is like going to a foreign country. The customs officer meets
you at the frontier, arrests your progress, and levies his imposts on your effects. But
the proposal now before us is to throw down all barriers between the provinces—to
make a citizen of one, citizen of the whole; the proposal is that our farmers and
manufacturers and mechanics shall carry their wares unquestioned into every village
of the Maritime provinces; and that they shall with equal freedom bring their fish,
and their coals, and their West India produce to our three million of inhabitants. The
proposal is that the law courts, and the schools, and the professional and industrial
walks of life, throughout all the provinces, shall be thrown equally open to us all.

3

What are we doing about it?
I don’t mean to suggest that we are unaware of the problem. Much effort has been
expended on it over the last 15 years or so. But alas progress has been meagre. Here
is a review of the efforts that have been undertaken to remove barriers to Canadians
exercising their economic freedom across the land:
Agreement on Internal Trade (AIT)
The AIT was negotiated between the provinces and Ottawa just after the failure of the
Charlottetown Accord. The assumption behind the AIT is that the provinces that have
created the barriers will agree to negotiate them away. And while the AIT clearly represents some progress relative to the status quo ante, its defects far outweigh its strengths.
Because it is a process that proceeds by consensus, the most recalcitrant provinces
have an effective veto over progress. They simply need to do nothing and nothing will
happen. Thus it is, for example, that 15 years after the signing of the AIT, the energy
chapter remains blank. Moreover, the agreement does not proceed from the assumption that the guiding principle should be free trade among Canadians. It starts from
the opposite principle, namely that free trade should only be applied in those areas the
provinces specifically agree to.
The weakest part of the agreement, however, is not the specific rules, but the mechanism for settling disputes about the rules. The value of the rules to business and labour
is the certainty that the rules create. But the AIT’s mechanism for enforcing its own
rules is incredibly weak.
If you are wronged by a provincial barrier to trade that violates the agreement, you are
not entitled to bring an action under the AIT. You must apply to your home province
to intervene with the offending province; your home province then makes a political
decision about whether it is in their interest to take up your case. If they agree to do so,
a long period of negotiation follows. At the extreme, the provinces may agree to strike
a dispute settlement panel, which will examine the barrier and the applicability of the
agreement. But even if all of this results in a clear decision that the offending province
is in the wrong, there is no mechanism to force it to take action, and provinces can and
do simply ignore rulings that go against them. Provinces may take retaliatory action
against offenders, but this has never happened and is undesirable in itself, since the last
thing we want is tit-for-tat protectionism within the country. The small fines that theoretically could be imposed on offending provinces are too small to change the mind of
an obdurate province.
All of these flaws render the dispute settlement mechanism virtually useless for most
business purposes. A dispute settlement mechanism that is weak, inefficient, politicized and unpredictable is one that will not be used. Recent reforms are too little too
late and leave the fundamental vices of this system intact.
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Trade, Investment and Labour Mobility Agreement (TILMA)
Those provinces most committed to the principles of internal free trade, recognizing
the weaknesses of the AIT, have opted to create a more stringent regime on a regional
basis. BC and Alberta thus signed the TILMA several years ago. The content of this
agreement is more promising. It assumes the basic principle is free trade, so that unlike
the AIT, the TILMA says that unless a specific decision is made to exclude a barrier
or a field from the agreement, it is covered by the principle of free trade. The TILMA
also provides for a more robust dispute settlement mechanism. But its chief defect lies
in its regional nature: instead of helping to bring all Canadians businesses and workers under a uniform set of liberalizing rules, it reinforces the division of the country
into competing camps, some committed to free trade, and some to protectionism. The
TILMA, whatever its other merits, is therefore not a solution to our national problem.
Even the attempts to extend it to other provinces, such as next door Saskatchewan,
have resulted in efforts to water down its market opening principles.
Others
Other efforts, such as the recent agreement between Quebec and Ontario, or the Council of the Federation’s attempts to liberalise trade among the provinces, all suffer from
one or more of the same defects: protectionism, regionalism, lack of certainty, politicisation of decision making. They are all premised on the idea that the way to liberalise
trade, including the free movement of workers within Canada, is by asking the governments that have created the barriers in the first place to agree to give them up. All of
these efforts have proven inadequate to the task of a national barrier-free economy.

What’s the solution?
Our view at the Macdonald-Laurier Institute is that the solution to this problem has
been staring us in the face for years. Go back to what I said about the reasons why federalism is a desirable system, and the fact that we never got the barrier-free economic
space that George Brown and his colleagues thought they were creating.
Note, though, that the failure to get the economic freedom that was promised is not because Brown and the other Fathers of Confederation didn’t provide the tools. They did.
The BNA Act (or the Constitution Act, 1867 if you prefer) did what it was supposed to
do and granted the new government in Ottawa all the powers it needs to sweep away
most barriers to trade within the country, and recent court decisions have clearly indicated that after all these years the federal power to regulate trade and commerce, as
well as the general power to legislate for the peace order and good government of the
whole Dominion, are both intact and available for use. It only awaits a government
with the nerve to tackle parochial interests in the name of the national good.
Now it is not our view that this could eliminate every barrier to movement. The
feds do not have the power to make provinces impotent. They do, however, have the
power to hold the provinces to account, to make them demonstrate that any barriers
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they do erect are demonstrably justified exercises of provincial power and that those
exercises of provincial power are designed to do the absolute minimum damage possible to the economic union of the country. And finally the feds have the power to
let aggrieved parties, such as business, launch suits in the ordinary courts before
non-political judges who are there to define and apply the law, not protect petty provincial interests.
It has always been the case, however, that the forces of fission are strong in Canada, the
forces of fusion timorous and tentative. In Australia a sense among the states that they
could not alone remove internal barriers to trade was an obstacle to facing the highly
competitive world of the 21st century. In Canada it will take an alliance of business and
other forces seeking to up Canada’s competitive game to force Ottawa’s hand and make
progress possible.
Over to you.
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