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Source: Canadian Tax Foundation (1993), The NationalFinances 1993. Analysis prepared from data
reported in Table 3.6 and Table 3.8.

Table 1

Federal Revenue and Expenditure Patterns as
Percentage ofGDP, 1986-1992

Primary
Total (Current) Debt Total

Year Revenue Expenditures Charges Expenditures

1986 18.1 17.6 5.2 22.8

1987 18.3 17.0 5.0 22.0

1988 18.3 16.2 5.2 21.4

1989 18.3 15.9 5.7 21.6

1990 19.1 16.7 6.2 22.9

1991 19.8 18.0 6.2 24.2

1992 20.8 18.2 5.7 23.9

Canadians are being told that the
welfare state is in ruins and that
social programs no longer work, as
evidenced by the fact that "child
poverty is growing, unemployment
rates are near record highs and our
national debt soars higher every
day." (The Toronto Star, September
17, 1994)

This is an empty debate as long as
it is based on false assumptions about
the source of the fiscal crisis, and as
long as there is no discussion of the
range of options that are, in fact,
available to the federal government.

Let us put this exercise into con
text.

The current drive to reform VI
and welfare is being triggered by
peripheral concerns: the 3 percent
rate of known abuse of welfare, and
the 6percent ofthe population draw
ing VI that lives in Newfoundland.
The government and the media have
promoted the view that the vast ma
jority of those who legitimately use
these programs are virtually abus
ing them. This focusses social secu
rity reform on issues of dependence
and fraud, not despair and poverty.

The real fight in this country is
about public responsibility, and the
public role around shaping economic
development. It is a fight about what
kind of social security programs we
want, about what kind of economy
we want, and what kind of public
finances would bring this about. In
essence, this dialogue is about de
fining the role ofgovernment and its
character.

Is THE WELFARE STATE

OUTDATED?

Public finances are at the heart of
the struggle to redefine the quality
and scope of the Canadian welfare
state. Ironically, the arena of debate
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about public finances has been
largely closed to the public. In the
formulation of budgets and fiscal
plans, the Finance Department re
lies on only one dominant perspec
tive - the way to good nationhood
is through the market. Looking at
public finances through the lens of
the marketplace has led us to pre
scribe balanced budgets through
cutting costs. Thesecosts are equated
with social spending.

But Canada's fiscal crisis is not
the result of an unaffordable system
of social programs. Canada has nei
ther over-provided nor over-spent
on social programs. Rather, Canada
has under-collected relative both to
the capacity of its citizens and cor
porations to contribute to the social
security of Canadians, and as com
pared with other industrialized
countries.

SOURCE OFTHE FISCAL CRISIS

Canada has had a primary expen
ditures surplus (all federal expendi
tures except interestpaid on the debt)
since the 1986-87 fiscal year. In
deed, primary expenditures have
been declining every year since

1984, with the exception of the last
few brutal years of recession. It is
striking that, even under these eco
nomic conditions, primary expendi
tures were lower in 1992 than in
1975. Clearly, government spend
ing is not out of control.

The fiscal crisis originated in un
der-collection of revenues in the
1970s and was exacerbated by rising
debt charges due to the unprec
edented interest rates ofthe 1980s. It
did not arise from rampant spending
on social security, which has re
mained relatively constant since the
mid-1970s, with the exception ofthe
recession periods of the early 1980s
and the early 1990s. All other func
tions ofthe federal government have
fallen dramatically in relation to the
size of the economy, with the excep
tion of the service charge on debt.

Rising debt charges on Canada's
accumulated debt consume a grow
ing proportion of our public re
sources. The federal government
now spends $41 billion annually
nearly 25 percent of all federal ex
penditures or 6 percent of our GDP
- to service our debt. (See Table 1.)



19

are no alternatives to cutting social
entitlements. Canada does have na
tional options for addressing the fis
cal deficit that do not require us to
dismantle the welfare state and erode
the foundations ofCanadian nation
hood. Canadians should expect their
federal government to exercise these
options and play a key leadership
role both domestically and interna
tionally.

Focus ON GETTING PEOPLE

BACK TO WORK

The only sustainable mechanism
to reduce the deficit and restore fi
nancial health to the public and pri
vate spheres of society is full em
ployment. A number ofpossibilities
exist to create both more jobs and
better jobs.

First, we live in an era of paradox
where an unemployment crisis co
exists with more and more people
working extremely long hours. Es
tablishments that regularly rely on
long hours of work - through paid
overtime, for example, in heavy
manufacturing, and through unpaid
overtime, for example, managerial
and professional salaried employ
ees - should be required to reduce

Continued, see "Reforming the
Welfare State" on page 20.

4.0%

2.0%

0.0% .. ~ c ;., "c:l '" e co ..
u co c ~~ "c:l "c:l Cl)
c .:! Co co .. Q co r- E.- co

.~ 1n c ~E co e
c _ ...... ... ;:lOO C C co >r... ..

;:l:2 u «
"

14.0%

12.fl%
I:l.

§ 10.0%
's_ 8.0%

~
... 6.0%
~

16.0% ,---------------------

Figure 1

Federal and Provincial Corporate Tax Contributions as a percentage of
GDP 1991

In fact, average Canadians pay
less than average Americans for a
significantly better society. Rela
tive to the US, average Canadians
enjoy access to a universal health
care system, an inclusive and well
funded system of public education,
and higher levels of support for sen
iors, the unemployed, and the poor.
The cost? Contributions of average
Canadians to total government rev
enue are above those in the US be
fore social security contributions are
taken into account. When social se
curity contributions are included,
average Americans pay more than
average Canadians.

How should we pay for the debt?
Cutting social programs to reduce
the deficit makes no sense. The cri
sis of this period is not that we
cannot afford to pay for social pro
grams, but that we cannot afford to
have an economy that does not work.
The objective of reviewing social
programs and public finances at this
time should be to find fair and logi
cal ways of paying for a system that
works.

ENHANCING SOCIAL SECURITY

AND ADDRESSING THE DEFICIT

For the past decade, federal poli
ticians have been telling us that there

THE FALSE DILEMMA: DON'T

WANT CUTS, BUT CAN'T PAY

For two decades we have been
bombarded with the notion that we
pay too much tax. What does the
evidence show?

From 1976 to 1985, a majority of
advantaged and middle-class Cana
dians, as well as Canadian corpora
tions, enjoyed a tax holiday that
resulted in a serious decline in pub
lic revenue. This was the initial fac
tor contributing to Canada's current
fiscal crisis. For the average Cana
dian, these tax breaks took the form
of full indexation in the personal
income tax system and the substan
tial growth of tax shelters, such as
RRSPs. Canada was the only G7
country that experienced such a de
cline in public revenues.

The problem of a generalized tax
holiday was compounded after 1986
when, in addressing revenue prob
lems, the previous government broad
ened the tax base at the bottom and
reduced the rates at the top, resulting
in profound inequities in the tax sys
tem. These obvious changes have
significantly reduced people's will
to pay, especially in the light of con
tinued reduction ofpublicly provided
services and benefits.

Corporate contributions have de
clined most precipitously among all
sources of federal tax revenue in the
last 20 years. They accounted for
only 7 percent of federal revenues in
1992, down from 17 percent in 1975.
(They represented 25 percent of all
federal revenue in 1995.) In relation
to GDP, federal and provincial cor
porate contributions to public provi
sion in Canada, both in taxes and
social security payments, are lower
than those in the United States and
are the lowest of all G7 countries,
including Japan. (See Figure 1.)
Apparently, Canadian corporations
have some latitude to increase their
contribution with no threat to their
existing competitive position.
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"Reforming the Welfare State,"
continuedfrom page 19.

and redistribute working time to cre
ate new job openings.

Second, essential public services
- such as providing child care, de
veloping preventive and corrective
environmental technologies, sup
porting community-based health
care, and building the training/up
grading infrastructure - should be
prime sites of public investment,
which in turn would generate needed
and decently paid work.

Finally, more private sector job
creation should be expected during
a recovery. This is only likely to
occur, however, if:

1. more ofour savings are re
turned from offshore, so they
are made available for produc
tive investment here, and

2. more domestic consumption is
supplied through domestic
production rather than imports.

These conditions can be met respec
tively by:

1. returning foreign investment
thresholds for pension/retire
ment plans to 1989 levels
(10 percent instead of the
current 20 percent), thereby
re-routing about $25 billion
back for investment in Canada,
and

2. identifying key sectors of the
economy as vital to the national
interest (as has been the case for
the defence industry) and
setting domestic production
targets in these sectors (e.g.,
heavy machinery related to
resource-extraction, technology
associated with hydroelectricity,
pharmaceuticals, etc.).

Canadian taxpayers spend 25
cents of every tax dollar to service
the $41 billion federal debt. An in
creasing proportion of that money
(8.6 percent in 1983 to 23.6 percent

Figure 2

in 1992) simply leaves the country
in the form of interest to foreigners
who hold our debt. Reviewing these
expenditures is at least as important
as reviewing expenditures on social
programs. A variety of mechanisms
could be weighed, from renegotiat
ing the yields from bonds, to intro
ducing interest rate controls, to rely
ing more heavily on long-term,
strictly domestic instruments such
as Canada Savings Bonds (which
can only be held by residents and
have historically been the prime
mechanism for financing Canadian
debt). Since the financial commu
nity has long been alerting us to the
dangers ofdebt "crisis," they should
be required to finance part of it.
Canadian banks and other large
bondholders could be required to
take marginally lowerreturns as part
of the belt-tightening exercise that
the government has required of the
unemployed and working poor for
the past three years.

Income Tax and Employees' Social Security Contributions of an Average
Production Worker, as Percentage of Gross Earnings, 1992
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GENERATE TAX REFORMS THAT

ADDRESS BOTH EQUITY AND

ADEQUACY CONCERNS

Many studies show that the fed
eral deficit started in the mid-1970s
due to an under-collection of tax
revenues, not overspending. Is there
room for higher taxation? Who
should bear these increases? These
questions raise issues of both equity
(who should contribute and how
much?) and adequacy (what amounts
are required for what levels of ben
efits and for whom?). (See Figure 2.)

Tax expenditures such as retire
ment savings exemptions, protected
family trusts, and business corpo
rate tax exemptions are perhaps more
of a drain on public finances at a
time of deficit crisis than social
spending. In these cases, significant
public revenues are "spent" on those
who least need public support. As
one example, the startlingly gener
ous RRSP contribution limits could
be reviewed as a possible source for
financing the debt. The current ceil
ing for RRSP contributions is
$12,500, a limit wildly beyond the
$2,567 claimed on average by 4
million Canadians in 1990, repre
senting only 22 percent of tax filers,
and causing the federal government
to forfeit about $4 billion in rev
enues. A further $10 billion was

forfeited through registered pension
plans. The decision about how much
ofthat could be retrieved is political,
not economic.

Tax deferrals and exemptions
should also be reviewed. For exam
ple, the amount of federal taxes de
ferred by corporations due to fast
write-offs for capital investment to
talled about $3 billion in 1972. By
the early 1990s, corporations had
deferred almost $40 billion in fed
eral taxes - roughly equivalent to
the nation's debt servicing charges.
If this is a fiscal crisis, it is reason
able to expect a review and reduc
tion of such tax holidays.

The personal income tax system
should also be reviewed regarding
the rates of taxation, the numbers of
tax brackets and their thresholds.
Note that, between 1987 and 1989,
the number of tax brackets fell from
10 to 3, with the top marginal rate of
tax dropping from 36 to 29 percent
while the bottom was boosted from
about 7 to 17 percent. Alternative
sources, such as inheritance taxes or
altering regulations regarding fam
ily trusts and/or capital gains ex
emptions, should be examined.

CONCLUSION

Public finances are at the heart of
the struggle to redefine the quality

and scope of the Canadian welfare
state. Ironically, the arena of debate
about public finances has been
largely closed to the public. In the
formulation of budgets and fiscal
plans, the Finance Department re
lies on only one dominant perspec
tive - the way to good nationhood
is through the market. Looking at
public finances through the lens of
the marketplace has led us to pre
scribe balanced budgets through
cutting costs. These costs are virtu
ally equated with social spending.

What is missing in the spending
cuts "debate" are the connections
between revenue and security, and
between collection and provision.
The capacity to finance social need
exists when people know what they
are paying for, and when increased
contributions result in enhanced 
not decreased - supports and
services.

Peter Clutterbuck is Executive
Director of the Social Planning
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Armine Yalnizyan is a Senior Policy
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