
members of Parliament will vote in
most cases. And, as Prime Minister
Turner discovered in 1984, where
the party has practised patronage,
the public will hold it accountable.

In principle, what is at stake is a
conception ofdemocratic participa
tion. How can citizen participation
be viewed as undemocratic, and are
democratic values better served by
legislation that effectively enables
the parties and their candidates to
control election debate? Alterna
tively, would those values be pro
moted by permitting citizens and
groups outside the party structure to
comment, independently and with
out inhibition, on the issues,the
candidates, and their policies?

To answer those questions, re
member the open debate of the ref
erendum campaign and be reminded
that Mr. Justice MacLeod invali
dated Bill C-114's spending limits,
in part, because the government
failed to demonstrate that third-party
advertising does influence election
results.

Jamie Cameron is an Associate
Professor and Assistant Dean at
Osgoode Hall Law School. York
University. Legal Report is a regular
feature ofCanada Watch. •
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FEDERAL

PROVINCIAL FIsCAL

NEGOTIATIONS

WILL DEFINE THE

PuBLIC AGENDA

WELL INTO THE

NEXT CENTURY
by Fred Lazar

Shortly after the fall election, the new
prime minister will sit down with her
or his provincial counterparts for the
fIrst of many meetings to work out a
cooperative framework for tackling
the defIcit problem and, more impor
tant, to negotiate a new set of federal
and provincial agreements on the al
location ofspending and taxing pow
ers. Indeed, this and the many follow
up meetings will become defacto the
next round of constitutional negotia
tions. However, unlike the preceding
two rounds that produced the Meech
Lake and Charlottetown accords, the
negotiations of fIscal responsibilities
are more likely to succeed. There will
be much at stake for all the partici
pants. Money will be on the table and
this should facilitate compromises.
RatifIcation of the agreements will
not require a complex procedure.

The federal-provincial fIrst min
isters' and fInance ministers' meet
ings' which will commence in ear
nest in the fall, will be driven by four
events: large defIcits at the federal
and provincial levels, the continu
ing high rates ofunemployment, the
expiration of the established pro
grams funding and equalization
agreements, and the failure of the
Charlottetown accord. Although the

primary focus of the negotiations
will be the defIcits, the allocation of
fIscal responsibilities and the reduc
tion of duplication in government
activities should share centre stage.
The negotiations should set the
framework for governing Canada as
well as the socialand economic agen
das well into the next century.

DEFICITS, REVENUES ANi>

SPENDING OF THE THREE

LEVELS OF GOVERNMENT

A lookatthe StatisticsCanadadata
for the government sector will high
light some ofthe issues and problems
that the federal-provincial meetings
will have to address. The aggregate
netborrowing requirements ofalllev
els of government in Canada more
than doubled, from $19.7 billion in
1989 to $43.9 billion in 1992. Net
borrowing requirements Ca good
measure of the fmancial market im
pact of government defIcits) have in
creased further thus far into 1993.

Much of the deterioration of the
fIscal position of governments has
occurred at the provincial level where
net borrowing has risen from $1.5
billion in 1989 to $22.8 billion in
1992. The increase in the net borrow
ing requirements of the federal gov
ernmenthasbeenmore moderatedur
ing this period - from $21.2 billion
to $25.7 billion. Obviously, the pro
vincial governments have good rea
sonfor being concerned with defIcits.

An examination of the data for
1992begins to reveal why anewfIscal
arrangementshouldsharecentrestage
during the negotiations and why the
role, responsibilities, and fIscal ca
pacities oflocallevels ofgovernment
will also have to be given a high
priority. Excluding investment in
come,thefederal governmentreceived
about50percentofallgovernment tax
revenues in 1992. Provincial govern
ments received 38.8 percent of the
total revenues and local governments
received 11.2 percent, primarily from
property taxes. On the other hand, in
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gotiators will have to consider the
appropriate objectives for social pro
grams in today's economic and fis
cal climate and ensure a minimum
of duplication in the provision of
social services and income support.

The negotiations should provide
the impetus for an overhaul of the
social assistance programs across
Canada. They will be able to consider
the entire system of social assistance
and ensure that any subsequent re
forms establish adequate levels of
supportand that incentivesencourage
participation in the labour market.

The fiscal negotiations between
the federal and provincial govern
ments are likely to be the most im
portant initiative of the next federal
government. They should result in
fundamental changes in the alloca
tion of spending and taxing powers.
And by encouraging harmonization
and cooperation and minimizing the
degree of duplication, they should
produce a strategy for reducing gov
ernment deficits without impeding
economic recovery and renewal.

Fred Lazar is an Associate Professor
ofEconomics, Faculty ofAdministra
tive Studies and Faculty ofArts, York

University. Economic Report is a •
regular feature ofCanada Watch.
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government did try to include such
an arrangement in the last round of
amending the constitution.

TRANSFER PAYMENTS AND THE

SOCIAL AGENDA

Transfers to persons comprise the
largestcomponentofspending for the
federal government. In 1992, the fed
eral government transferred $52.6
billion (32.5 percentofits total spend
ing) directly to persons through un
employment insurance, family allow
ances, tax credits, and old age security
benefits. Provincial governments
transferred an additional $34 billion
(20.7 percent of their total spending)
to persons through workers' compen
sation, social assistance, and other
programs. In total, these direct trans
fers accounted for 14 percent of to
tal personal income.

Transfers by the federal and pro
vincial governments to supportedu
cation, colleges, universities, and
health care provide an indirect form
of income transfer to persons. Con
sequently, the fiscal negotiations will
have significant impacts on income
distributions, social programs, and
the scale and scope of the social
safety net. In targeting deficits and
considering the allocation of fiscal
responsibilities, the government ne-

1992, the federal government ac
counted for only 21.2 percent of total
government expenditures on goods
and services. The provincial govern
ments were responsible for 33.1 per
cent directly and another 15 percent
indirectly through the hospitals. Local
governments accounted for the re
maining 30.8 percent.

Intergovernmental transfers of
revenues play an important role in
balancing revenues and expenditures
at the various levels ofgovernment.
The federal government transferred
$29.5 billion (23.8 percent of its tax
revenues and 18.3 percent ofits total
expenditures in 1992) to provincial
and local governments. Provincial
governments, in turn, transferred $52
billion to local governments and
hospitals (31.7 percent of their total
spending). These transfers are de
termined, in part, by formal agree
ments, and in part by the discretion
ary actions ofthe government trans
ferring the funds. The federal and
provincial negotiators will have to
question the efficacy of the present
system, which entails this signifi
cant intergovernmental transfer of
funds and risks for junior levels of
government because ofthe possibil
ity for discretionary actions by the
senior levels of government.

A system that more closely and
automatically matches the fiscal ca
pacities of the various levels ofgov
ernment with their spending respon
sibilities may be preferable to the
current system of fiscal arrange
ments and responsibilities. However,
any changes in this direction will
require a more precise demarcation
ofthe spending and taxing responsi
bilities of each of the levels of gov
ernment. Hence, fundamental con
stitutional issues will arise.

Moreover, to ensure a consistent
aim for aggregate fiscal policy, a
trilateral arrangement for setting and
enforcing the broad parameters and

.goals of fiscal policy each year will
have to be formalized. The federal
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