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One of the principal recommendations of the Commission on Educational
Leave and Productivity was the establishment of a training levy scheme in Canada.1
The commission recommended that Canadian industry be required to spend .5% of
payroll annually on training leading to legitimate certificates, diplomas and
degrees. Any firm which spent less on training would remit the differénce to
government. Firms which spent the required sum would have their tax liability reduced
by an amount greater than their expenditures. Thus, the prqposal utililizes both
the stick and the carrot. Companies which renege on their responsibility to train
are penalized. Those which meet their responsibility are rewarded with tax relief.

In this paper I shall discuss why such a scheme is necessary, how it might
work, what it might cost, and what it would accomplish.” The views presented here
are my own rather than the official outlook of the commission as a whole. I doubt,
however, that the two would differ substantially.

Why is a training levy necessary?

The productive capacity of any economy is dependent on many factors but one
of the most important is the competence of the labour force. This statement is, it
would seem, self-evident. It is, however, supported by a good deal of research.
Many studies have concluded that education and training contribute significantly to
economic growth.2 At the micro level there is a good deal of research which demonstrates
that training has a large and consistent impact on productivity.3
Research carried out by the commission indicates that the Canadian system
for providing the education and training necessary to ensure a high level of
occupational competence is far from ideal. The great majority of Canadian adults
have received little or no systematic occupational training. The most serious
problem is the inadequacy of general vocational training designed to produce well-
rounded craftsmen, technicians and managers. Consider the following observations.
A recent OECD review of Canadian education found that little vocational

training is provided in the primary and secondary schools. Such training is
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instead delayed to what is the post-secondary level. However, a good deal of




post-secondary education is not vocationally oriented. It is doubtful if more than
50% of university graduates accept employment in fields directly related to their
university education.5 Most history majors, for example, do not become historians.
The currently popular notion that university graduates are over—qualified for the
jobs they are accepting fails to take this basic observation into account.

Although general vocational education is offered almost exclusively at the
post-secondary level, the large majority of Canadian adults have received no post-
secondary education. According to the 1976 mini census, only 297 of the out-of-
school population have received any post-secondary education. About 187 have
completed the requirements for a post-secondary degree, diploma or éertificate.
Over nine million adult Canadians have not completed the requirements for a secondary
school certificate.6

Since most Canadians have not been vocationally prepared by institutions of
formal learning, one might expect that private industry would take up the slack.
The evidence, however, suggests that industry offers very limited opportunities for
individuals to acquire the knowledge necessary to be highly effective in today's
complex world of work. A survey carried out by the commission indicated that in
1978 only about 20% of the enterprizes surveyed reported any training. Only 15%
of the employees in the surveyed firms were reported to be recipients of training.
Other surveys suggest that these estimates may be high rather than low. For example,
a more extensive Statistics Canada survey carried out in 1973 indicated that only
about 8% of paid workers received training in that year.7 Moreover, the training
provided by industry is largely short term and job specific. The commission survey
indicated that on average only 7 days training were provided to each trainee. Of
those whé were beneficiary to training in 1978, 75% received 5 days or less. These
data corroborate the findings from other surveys.

A significant and growing number of adults do attempt to improve their

occupational capabilities and prospects through participation in programs of




continuing education but there are numerous unnecessary barriers to post-

secondary education which make access difficult. Adults are often thwarted by the
unavailability of courses at convenient times and places, by distance, by costs,

by inflated entrance requirements, by residency requirements, and by their inability
to have relevant experience recognized. Some institutions do make serious efforts
to lower or remove these impediments but much more could be done. The barriers
which exist are obviously less formidable to some. Middle class people already
launched in solid careers are the big users of continuing education opportunities.9
Those most in need of additional education and training are often the ones least
able to participate: women, those who do not live within reasonable commuting
distance of educational institutions, dropouts, and people who work irregular schedules.

The Canadian federal government spends approximately $600 million each year on
labour market training but the design of the program is not adequate to the needs.10
In order to ensure a high level of occupational competence two to four years of sys-
tematic training is necessary. However, the Canadian Manpower Training Program,
which is available primarily to unemployed adults, does not provide for more than
one year of occupational training and development.

As a result of these inadequacies there are chronic shortages of skilled
workers. Despite high levels of general unemployment and youth unemployment in
particular Canadian firms continue to vigorously recruit skilled people from abroad.
In 1979 approximately 40,000 Canadian youngsters secured apprenticeship positions.
To put that figure in perspective it may be noted that during the same year about
1.3 million West German youngsters entered the German apprenticeship system.11

The recent sector task force reports sponsored by the Federal Department of
Industry Trade, and Commerce indicate serious problems with the level of relevant
knowledge possessed by supervisors and managers. Among those industries with the
most serious managerial deficiencies are textiles and clothing, commercial printing,

construction, food and beverage, footwear, furniture manufacture, and restaurant and




food services.l

There are also portability problems. Job spezific skills cannot be easily
transported from one organization to another. Thousands of Canadians are susceptible
to obsolescence caused by technical change. There are quality of worklife problems.
A survey carried out by the Federal Department of Employment and Immigration revealed
that working Canadians were more dissatisfied with their opportunities for promotion
than with any other aspect of their jobs.13 There are discrimination problems. The
large majority of women in the labour force, for example, continue to be bottled up
in low paying job ghettos.14 Last, but certainly not least, there are productivity
problems. It is extremely difficult to estimate the productivity loss created by the
inadequacy of training in Canada. However, it is certainly substantial. One need
only look to countries like West Germany and Japan to see what may be accomplished
as the result of a serious national committment to vocational excellence.15

The above observations would seem to clearly indicate that something needs
to be done. But why a training levy on industry? The commission concluded that a
training levy would be the best way to address the problems for several reasons.

Most education and training in Canada is organized without serious input [rom
industry. Educators offer programs which they believe to be most appropriate whether
or not industry agrees. Industrial spokesmen who appeared before the commission ex-
pressed considerable dissatisfaction with post-secondary education.16 The levy would
provide industry with clout vis a vis educational institutions. Companies would be
able to negotiate programs that met their needs rather than depend upon educators and
governments to decide what is best for them. However, since the commission proposal
requires that the levy money be spent on legitimate programs leading to certificates,
degrees and diplomas considerable leverage would remain with educational institutions
to maintain high standards. New programs should be the product of negotiation rather
than dictation by either party to the other.

In order to be effective in negotiations companies would have to assess more

carefully their training and development needs. Because the current system is largely




outside of their control and because of other pressing day to day business needs,
training is often given low priority at present. The potential loss of income
would force industry to move training up on its list of priorities.

There are many industrial organizations who do little or no training
because they fear that their investment in human resource development will be lost
to a competitor. Many firms see no net advantage in doing training as long as they
can pirate from other firms, recruit abroad, or make do with the products of the
formal educational system. By placing an equal burden on all, this disincentive
to train would be overcome.

Smaller firms often cannot afford to provide systematic long range training.

If they pooled their resources with other similarly situated organizations considerable
progress ctould be made. The levy scheme would provide the incentive for the deve-
lopment of joint approaches to training.

Finally, experience suggests that the combination of on-the-job and in class
training is superior to either type of training done singly. The levy proposal would
specifically encourage industry-based co-operative education.

It is very doubtful that alternatives to the levy scheme would be as responsive
to the problems which currently exist. Government might, for example, increase the
granfs provided to industry but there are two good reasons for not doing so. First,
the current grant system is a nightmare of bureaucratic red tape. Many companies
shy away from the grant route because it consumes too much time and energy with uncertain
" results. Although the grant system might be streamlined, I am a skeptic. The concern
of the government about abuse and wastage of tax dollars is real and as long as it
exists there will be red tape tying up grants.

But there is another reason for not going the grant route. Government already
pays for 85%Z of the cost of post-secondary education and by doing so it has made indus-

try dependent on the post-secondary system.l7 That dependence tends to dull any




business enthusiasm for training. What is needed is less dependence by
industry on government rather than more.

Another élternative would be to have government demand that the education
system offer more vocationally oriented programs but I doubt that such a strategy
would work as well as the levy proposal. Liberal education in North America is
very highly valued not because it does a particularly good job of preparing people
for the world of work, but rather because it provides one with a base for living
a productive and satisfying life in all spheres of activity. Liberal versus voca-
tional education has been debated for decades with the former generally coming
out on top. By and large Canadians want their children to receive a '"good" educa-
tion and a '"good" education is, in general, considered to be synonymous with a
liberal education.

It is unfortunately the case that supporters of one type of education are often
antagonistic to the other type. Such an attitude is certainly not necessary.
Surely it is possible to build a system which provides more credible optionms.
However, a government versus the schools confrontation, with industry on the side-
lines, is not likely to efficiently produce that result. On the other hand, the
educational system is likely to respond favourably to the prospect of new resources
from the private sector. Hard bargaining over specific programs is likely to have
a more effective result than general bureaucratic or legalistic guidelines.

In the context of liberal versus vocational education it should be noted
that the dividing line is an arbitrary one. For many positions in our complex
economy a good background in such liberal subjects a politics, history, sociology,

english. and mathematics is essential for success.

How might is work in practice?

Presumably the federal government could unilaterally pass legislation which

would increase the tax burden of companies by an amount equal to 0.5% of payroll




while simultaneously permitting employers to write off more than 100% of
expenditures on acceptable training if the 0.57 level was reached. Each individual
province also might pass such a law. Since the scheme would clearly impinge upon
educational institutions, a joint approach would be the best solution.

Once the levy was in place the implementation process might work in any of
the following ways. A large company might contact a nearby university or college
and work out a tailor-made training and development scheme. Several small companies
might pool their levy requirement and establish a joint training service. Needed
programs might then be negotiated with colleges and universities. A company might
decide that current university and college programs are adequate to its needs and
designate selected individuals to enter those programs. Universities and colleges
might redesign programs to make them more attractive to industrial firms and then
market the new programs themselves. Apprenticeship programs should be greatly
expanded.

Against the levy employers could write off not only the training expenses
per se but also remuneration costs of those who leave work to enter training. A
few concrete examples might prove to be useful.

The Saskatchewan government recently developed a scheme whereby clerical
people, primarily women, could prepare for advancement to higher level administra-
tive jobs. Those selected for the program are permitted time off from work to attend
post-secondary courses. A multi-national firm with a branch in southern Ontario
has negotiated a tailor-made Master of Business Administration program with a U.S.
university. Employee participants attend classroom sessions full-time for two
weeks during both the Spring and the Fall. During the interim periods they work
on various projects and assignments at home. Because of a shortage of meteorologists
the federal government from time to time selects employees for full-time training

in meteorology at university.




A major objective of the levy proposal is to encourage the development of wmore
creaﬁive schemes based on the day release and block release principles. Long term
leave is also to be encouraged where necessary but it is more expensive. A greater
impact can be made through day and block release.

By recommending the spread of day and block release programs we did not —ean
to denigrate training during non-working hours. Where out of work schemes can be
developed which are equitable and effective they should be encouraged. However,
day and block release programs are capable of overcoming problems with night school.
Working women, for example, often cannot easily attend evening sessions. Nor can
people with irregular work schedules or those who live beyond commuting distance.
More education can be delivered in a shorter period of time utillzlng day and block
release and such schemes provide an added incentive to those who might not otherwise
pérticipate.

One potential negative outcome of our proposal is the creation of a fly-by-
night training industry. To avoid this possibility we specified that the training
had to be offered by legitimate educational institutions. On the other hand, it
was not our intention to exclude quality in-house training. Presumably some form
of agency will have to be established to decide border line cases. It might also
be possible for a company to submit its training plans to the agency for evaluation

as to their acceptability.

What would it cost?

In 1978 total labour income was approximately $130 billion of which about
$27 billion was earned in the not-for-profit industries. Since the levy scheme
is tax based it would only apply to the private sector resulting in a liability
of about $515 million.18 It is to be hoped, however, that a supplementary scheme

could be developed which would require the public sector to shoulder its share

of training responsibility. If that could be accomplished the total amount avail-




able for training would be approximately $650 million.

Initially the levy would function as if it were a new tax. However, the
proposa} specifies that if employers spend the required amount on training their
tax burden would'be reduced by an amount greater than their expenditures.
Ideally all firms would spend the required amount on training but inevitably some
will pay the levy/tax rather than train. These funds plus any other savings made
by government on currently existing programs should be recycled back to the private
sector through the tax system. At this point the amount of return cannot be esti-
mated with any accuracy. For illustrative purposes, however, we will assume that
all employers do meet the training requirement and that the write off amounts to
120%. In such circumstances employers would spend $515 million on specified training,
their tax bill (including their new liability under the levy/tax scheme) would be
red$ced by $618 million, and government revenues would actually decrease by $103
million. Thus, if industry spent the entire levy requirement, its share of training
costs would be $412 million and government's share would be $103 million.

The initial reaction of both government and employers to these figures is
likely to be that it is too expensive. But how much is too expensive? A recent

report in the Globe and Mail quoted a study made by the now disbanded Centre for

the Study of Inflation and Productivity which indicated that absenteeism costs
Canada $21 million each day.19 That adds to over $5 billion per year. In contrast,
the $515 million is a small figure. If absenteeism could be reduced by ten
percent, the levy scheme would be paid for.

There are additional reasons why the real cost burden will not be as onerous

as it seems at first glance. Let us assume that all of the new instruction is pro-

vided by universities or colleges and students are released during working hours
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to attend the courses. Let us further assume that all of the new students will
require sufficient time off to complete 10 post secondary courses--the number
of courses typically taken by a full-time university student in one year. In
fact many students may take only two or three courses per semester under the
scheme, but for illustrative purposes it is useful to assume that all students
are "full-time'". The figures generated may be thought of a "full-time equivalents."
How much time off would the student need? A university level course typically
consists of 39 hours of in class instruction. Ten such courses would require 390
hours. The students might also need time to get to the course and return to work
and might be granted additional time to prepare for final exams. Lets allow them
another 290 hours. Total hours required per student would then be 680 or 17 weeks.
The average cost of educating a post-secondary student in Canada may be
estimated at about $4,500 per year.20 Average weekly income per employed person
in 1978 was $251.21 Lost time cost per full time equivalent student under the levy
scheme would be (17 weeks @ $251 per week) $4,267. Total cost of educating an
employed person utilizing the educational leave principle would be $8,767 per year.
Note that about 50% of the total cost or about 61% of the cost to employers
will be lost time rather than hard money cost.22 A critical question is whether or
not the $251 million of lost time will result in a production loss of $251 millionm.
There are good reasons for believing it will not. There are probably very few
companies who make maximum use of the paid time available. 1In part this is due
to the nature of the production process; in part it is, no doubt, also due to
management deficiencies.
A few examples will illustrate the point. In 1974 British industry went on a
hree day week for three months. One would expect production to drop by 40%.
In fact, at its lowest point, the production drop was only 10%. In short, people
worked only 60% of normal hours but produced at 90% of normal output.23 More to

the point under discussion here, the French adopted an education and training levy
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scheme in the early 1970's. The result was a large increase in the number of
people receiving instruction during normal working hours. There was, however,
no noticeable loss of production. In Germany also, educational leave has been
made continually more available during the 1970's with no noticeable adverse effect
. 24
on productive output.
In our example government revenues decrease by about $100 million. In
practice such an outcome would be very unlikely even if all firms met their

training responsibility. Many current training subsidy schemes could be drastically

reduced or terminated. For example, the federal Employmént and Immigration Commission

now spends about $100 million subsidizing in-house industrial training and another
$500 million on classroom training.25 The Department of Industry, Trade and
Commerce spends thousands of dollars on various entrepreneurial and management
development schemes. A good deal of federal money goes into the subsidization

of block release under currently existing apprenticeship training. These programs
would become largely redundant if the levy scheme were put in place. Some of

them might still be desirable but they could certainly be reduced substantially.

What would it accomplish?

The levy scheme should result in a significant expansion of the number of
people receiving vocational education. By dividing the average cost per full-time
equivalent student ($8,767) into the amount available for training ($515 million)
we come up with 58,743 full-time equivalent students. Not all of these people
will be new students but a substantial number will be. If the cost of instruction
could be reduced and the public sector brought into the scheme the number of
students could be greatly increased. Since industry will be trying to negopiate
the best deal costs should go down. At present, as stated earlier, it costs

about $4,500 per year to educate a post-secondary student. However, the creative
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use of space and time can result in a substantial cost reduction.

Continuing education departments, which are often required to "break even'
are able to offer courses in demand for as little as $1.50 to $2.00 per student,
per hour.26 For a full year of student instruction that works out to between $600
and $800 per year. Some will say that these figures do not take into consideration
the administrative and physical infrastructure required to operate educational
institutions and they have a case. However, to illustrate the point that education
may be provided less expensively an example may be useful.

Wayne State University in Detroit manages to offer a regular university degree
program to people working full-time at a cost of approximately $800 per student.
The program, complete with all of the required infrastructure, is sustained enti-
rely by fees.27

Although the Wayne State experience may not be generalizable, it is likely
that if buying power is put into the hands of industry educational institutions
would be able to develop packages considerable below current costs. If average
costs per student could be held to $6,500 per year and the public ;ector could be
brought with the scope of the scheme thus making $650 million available then, in
our example, 100,000 working people could receive a year of post secondary educa-
tion. That would be an increase of about 12% in the number of full-time equivalent
post-secondary students in Canada.

The long run results of the levy scheme should be substantial:

1. A more training oriented Canadian economy.

2, New career routes and opportunities for women, young
people and others caught in dead end jobs.

3. An end to the chronic shortage of skilled craftsmen.

4, A more creative and competent corps of managers.

5. A major boost to productivity.
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Within three or four years we would expect that the program will
not only be paying for itself but will instead be resulting in dividends

for individuals, for industry and for the economy.

What about the individual?

The levy scheme does not create new employee rights. An individual
employer could spend the entire requirement on management development or on
apprenticeship or on other specific programs which would exclude the great
majority of employees. This aspect of the scheme was of concern to the comm-
ission. We decided, however, that for the program to be most effective,
bureaucratic and legalistic constraints on employers had to be kept to a
minimum. A major strength of the proposal is that it has the ability to slice
through the welter of red tape now surrounding government support to training.

The primary mechanism for ensuring that the funds available are spent in
the interests of employees will be collective bargaining. The levy will require
unions to become thoroughly involved in training if they wish their members to
receive equitable benefits from it.

For those capable and motivated people who still find themselves left out,
we recommended a subsidiary scheme. Such people would be able to apply to a
government fund for support to enter programs likely to significantly improve
their economic and social status. Those granted support from the fund would be
legally entitled to an unpaid leave of absence for the period necessary to access
the program.

This entire package, we believe, would go a long way towards significantly

improving the competence of the Canadian labour force.
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