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_SFECIAL ISSUE ON THE FISCAL I

FISCAL RELIEF?
BY DANIEL DRACHE

For this special issue of
Canada Watch, we have asked

some of Canada's leading
"Think Tanks" consultants to

comment on whether the

1998 budget is, in fact, as
"good as it gets" now that Ot-

tawa has a record fiscal sur-

plus to spend. Don't hold your

breathe that Martin's good-

times budget gets a high grade
from these experts. Think

Tank experts on the Left as
well as the Right are not in his
corner cheering for good rea-

son.

Despite their obvious
ideological differences, what
disturbs them is that there are
few satisfactory answers in

the budget documents to the
important issues that matter:

should government be spend-

ing more or be taxing less?

Should it be looking to mar-
ket-based solutions to reduce

Canada's high unemployment
or should it be doing more it-
self? Should it continue its

rigid zero-deficit target, or do
more to ensure that fiscal and

social policy work together
rather than against one an-

other? Should it cut taxes for

the middle and upper classes
or should it make health, edu-
cation, and the environment
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top spending areas?

THE CORE ISSUES
Instead, Martin's budget as-

sumes that Canada will be a

narrow-gauge performer in

the U.S. market relying on its
embattled labour market to
give Canadian business a com-

petitive advantage in the glo-
bal economy. Canadians are

entitled to know the kinds of

innovative measures the gov-

ernment is intending to re-

build the nation's social capi-
tal. Powerful integration pres-

sures from corporate restruc-

turing and NAFTA continue to
drive a wedge between Cana-

da's rich and poor regions, and
between new entrants enter-

ing the job market and the pre-
vious generation ofjob-hold-

ers.

Restoring the cuts to Cana-

da's social programs should
have been at the top of Mar-

tin's agenda. After all, social

spending is the largest ex-
penditure of the national go v-
ernment. More than one-half

of all program spending in re-
cent times involves cash pay-

ments to individuals or other
levels of government. In

continued on page 42

BUDGET FAILS TO ADDRESS THE ISSUE
OF THE IDEAL TAX RATE
BY MICHAEL A. WALKER

The federal budget package of
1998 deserves to be ap-

plauded for having delivered,
as Paul Martin kept promis-
ing, a balanced budget and in-

deed budget surpluses. It
would take a very careless

person, particularly ignorant
of recent fiscal history, not to

note what an accomplishment
this has been. I need to draw

particular attention to this,

since it may be easy to forget
the good news when we get
into the body of this article
which discusses what the
budget did not contain.

First, we need to remind our-

selves that the federal govern-

ment has been, on the whole,

a reluctant budget balancer. By
comparison with the ten pro-

vincial jurisdictions, the fed-
eral government was a laggard

and was regularly the worst
performer in the Fraser Insti-

tute Fiscal Performance in-

dex, which attempts to rank
the federal and the provincial
governments. Even as fiscal

balance has been approached,
the path has been quite differ-

continued on page 43
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FISCAL RELIEF? from page 41
1998, more than $70 billion

was spent in direct payments
to people including the eld-

erly, the unemployed, and the
needy. Despite more than a

decade of cutting back pro-

gram spending, Canadians
want better government, a new

kind of state, and optimism
for the future. So far, they have

little grounds to be reassured.

LESS GOVERNMENT; MORE INEQUALITY
Canada's social programs are

less able than ever to cope
with the complex demands
placed on them. Ottawa is

spending less on education,

health, and welfare than it did
two decades ago. Federal pro-

gram spending now amounts

to about 14 percent of GDP,

way down from what it was.

Take another measure, that

of capital spending: with the

recovery, capital spending is
actually slowing down rather
than speeding up. StatsCan
predicts an increase of about

one-half of last year's gain.

This demonstrates that there
is less of a link between
macro-policies and micro-in-

vestment decisions. Canada's

manufacturing sector is turn-

ing in record profits from a
cheap dollar and surging ex-

ports, but is spending precious
little on reinvestment. So the

increase in new spending is up

by only 1 percent, despite all
the tax breaks in this budget.

Over the next three

years, Martin

proposes to reduce

federal taxes by $3
billion dollars and
much of that is for

upper-mcome

earners. This is

indeed an unlikely

priority, because

Canada's top

marginal rates

(51.6%) are similar to

those of France,

Germany, Italy, and

Japan.

On the tax front, Martin is
looking to cut taxes and bring
relief to upper and middle

classes. He predicts federal
taxes will fall as government
surpluses grow, and believes

that the rich are the most
needy and first in line for tax
relief. Over the next three

years, Martin proposes to re-

duce federal taxes by $3 bil-
lion dollars and much of that

is for upper-income earners.

This is indeed an unlikely pri-
ority, because Canada's top

marginal rates (51.6%) are
similar to those of France,

Germany, Italy, and Japan.

By contrast, there is now a

real problem of high marginal

tax rates for people near the
bottom. The Department of

Finance calculates that those
making between $25,000 and

$40,000 can face a marginal
tax rate of up to 70 percent

because of the loss of so
many federal and provincial
income-tested credits and

benefits. What has been taken
away from these individuals is
the GST tax credit, the child tax
credit, and the proposed Sen-

ior's Benefit. This is why, in

part, inequality and wage po-

larization are on the rise.

Many core redistributive pro-
grams no longer exist and in-

comes now are set by market

forces.

Finally, Martin has a lot of

explaining to do with respect
to what is happening to wages

and profits. If once they used
to move in tandem, they do so

no longer. Since 1993, wages

and salaries, the broadest
measure including the non-

unionized private sector,

edged ahead by a mere 13.6

percent, while corporate pre-

tax profits rose by 104%.

Canadians have a right

to be sceptical about
Canada's future based

onnon-inflationary

expansion. Canada's

growth his been fueled
by a cheap Canadian
dollar, lomr interest

rates, and the U.S.

recovery. This kind of
model requires

governments to

constantly do a lot of
tightening to restrain the

pace of economic

growth.

Business share of total na-

tional income has surged and
now is close to 10% of the na-
tional income. These figures

are troubling, because they
reveal that wages are increas-

ingly downward Hexible, and
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that income inequality is aper-

manent fixture of the Canadian

scene as fewer workers suc-

ceed at the bargaining table.

With more people working in
non-unionized settings,

wages reflect the highly com-
petitive nature of these labour

markets. One consequence is

that the gender gap is back in

full force. Forty percent of
women in the service economy

earn somewhere between $6.50

and $7.50 an hour, a paltry
two-thirds of the national

hourly wage of $9.30.

Canada is one step

closer to a zero deficit,
but no closer to having

a healthy economy and
a government capable

of promoting national
ends.

A HARD LANDING AHEAD?
Canadians have a right to be
sceptical about Canada's fu-

ture based on non-inflationary

expansion. Canada's growth

has been fueled by a cheap Ca-
nadian dollar, lower interest

rates, and the U.S. recovery.

This kind of model requires
governments to constantly do

a lot of tightening to restrain
the pace of economic growth.

This applies primarily to the
labour market, where wages

have to be racheted down. It

means relying on the export
sector to drive the economy
where there are fewer and

fewer people working at
highly paid employment. It
also requires de-taxing the

middle and upper classes to
ensure that investment spend-

ing does not falter.

Canada is one step closer

to a zero deficit, but no closer

to having a healthy economy
and a government capable of

promoting national ends. On

the issue of governance, Mar-

tin gets a fat "F". He is no

longer committed to

reinventing the state, a former

policy passion that he used to
share with Lloyd Axworthy
when he was the Minister of
Human Resources Develop-

ment.

Why then so little progress
on the "big picture" ques-

tions?
The fact is that Martin's

notion of economic renewal

is still a mirror image of
Mulroney's basic idea that
Canada needs a massive devo-

lution of Ottawa's powers to

the provinces, a smaller role

for government, and a large

role for the private sector in
the national affairs. What

some Canada Watch's policy
wonks object to is that Mar-
tin continues to treat deficit
reduction as a technical prob-

lem for economists and gov-

ernment specialists. Here too

Martin gets a low grade. Defi-

cit reduction is all about poli-
ties, the choices to be made,

and the different options open
to the government depending

. on the way they conceive the

defining elements of state

policy.

A BRIHLE GROWTH MODEL
In today's volatile world, Mar-

tin's model of economic

growth is likely to prove pain-
fully brittle. U.S. growth has
been fueled by the irrepress-
ible rise of the stock market
there. IfU.S. interest rates

rise as they must and the

growth bubble bursts, Canada

will face yet another massive
recession, more cuts in pub-

lie spending, a shrinking tax
base, higher taxes and, to be

sure, the return of the deficit.

This is why Martin owed it to

Canadians to say, once and for

all and without hedging, that
Canada's fiscal and macro-

economic problems do not
stem from a big-spending men-

tality. Rather, our problems

stem disproportionately from

the government's made-in-

Canada high-interest rate

monetary policy.

In the 1990s, governments

which still believe in the old
dogmas—that markets are au-

tomatically better and the ben-

efits from privatization are

always positive—run the risk

of making many more costly
mistakes. This "heretical"

view comes from Joseph

Stiglitz, chief economist at

the World Bank. He told his
audience in a wide-ranging

speech several months ago

that macro-economic stabil-

ity at any cost is simply the
wrong target and that moder-

ate inflation is not harmful.
More importantly, he ad-

mitted that zero-deficit tar-

gets are neither necessary nor

sufficient either for longer-

term development or for good
macro-economic practice.

He called past practices "mis-

guided". Even deficits are
"OK", "given the high returns

to government investment in

such crucial areas as primary

education and physical infra-
structure".

Stiglitz had a lot of other

things to say had Canada's
Department of Finance offi-

cials chosen to listen. They
ought to, and before Canada
finds itself in a vicious mon-
etary cycle again. High inter-

est rate policies are too
costly, and Canada needs a

thorough and critical policy

review of the basics of good
governance.

Daniel Drache is Director
of the Robarts Centre for

Canadian Studies and

Professor of Political
Economy at York

University.

IDEAL TAX RATE/rom

page 41

;nt than the one selected by
fiscal conservatives such as

Janice MacKinnon, the Fi-

nance Minister from Sas-

katchewan and one of the top
fiscal performers in the coun-

try. The feds, over the period
from 1993 to 1998, have re-

lied to a very considerable
•xtent on revenue increases

(70 percent) and less so on
spending cuts (30 percent) in
reining in the deficit. The ap-
proach in most of the prov-

inces has been just the oppo-
site.

The difference between

the two approaches is that the
revenue path is one which as-

sumes that the current level of

spending is just fine and the

only thing to be done is raise
the level of government in-

come to match it. This is, in

effect, a status quo approach

which leaves all of the impor-

tant questions about the role
of government and the conse-

quent size of government un-

answered—indeed, unasked.

The 1998 budget was true

to this approach. Of a total of
some $18 billion in spending
increases and tax cuts which

shall occur between now and

2000-01, only $4 billion is a
real tax cut. The rest are either

actual spending increases or

targeted tax cuts—the so-

called tax expenditures which

deliver a tax cut only to those
who spend their money in

ways that the government

thinks appropriate. The mes-
sage is, while there are incipi-

ent surpluses which emerge
from the growth in the

economy and past program
changes, government still

knows best and will dispose

of these surpluses largely by
spending them directly or di-

reeling how they will be

spent.

continued on page 44
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IDEAL TAX RATE from page 43

In the course of this spend-

ing bonanza there isn't a sin-

gle mention made of the fact
that our tax system is increas-

ingly uncompetitive with that

of the U.S. where recently,

for example, the capital gains
tax rate has been cut to 20
percent. This compares to an

effective rate of more than 40

percent in the trade union
leaders' paradise and even 33

percent in Alberta.

Indeed, the central draw-

back of the budget is that it has

failed to address the key issue

we face, namely how big the
government sector should be.

Debt repayments aside, this
question is equivalent to ask-

ing what is the total tax rate the

average Canadian should be
forced to bear. This is a ques-

tion which, if not addressed

directly, will be determined as
a by-product of other discus-

sions. It is not a question

which should be determined

by default; it should be asked

and answered directly. At the
moment, owing to the fact that
a substantial number of low-

income Canadians bear no sig-

nificant tax burden, the aver-

age family pays nearly one-
half of its income to govern-

ment. While the federal gov-

ernment collects only 48 per-

cent of this amount, as the

senior level of government,

the federal government ought
to take the lead in addressing
the issue.

What should be the tax rate

faced by the average Canadian
family? Evidently, it should be

the ideal rate. That is the rate
of tax that is in some way bet-

ter than any other. What is the
ideal rate of tax? Presumably
it is the rate of tax that fi-

nances just the right level of
government expenditure. If

the tax rate were lower than

this ideal rate, there would be
too little government spend-

ing; if it is greater there would
be too much. How can we de-

termine what this ideal rate of

government spending is? This

question is the subject of an
extensive Fraser Institute pa-

per which will be published

later this spring.

The policies we

actually followed
produced very little

change in the position
of the bottom one-

fifth of the
population. In 1965,
this group received
4.4 percent of the

total income before
tax, while by 1995
they were receiving

only 5.7 percent after

tax. This group, as

well as everybody
else, "would have

been much better off
mth a lo^er rate of

total tax and the
higher growth and

output it would have

produced.

Here I have the space to
mention only two of the ap-

preaches which might be taken
to answer this question. The

first was adopted by Ludger
Schuknecht and Vito Tanzi at

the International Monetary
Fund. In this approach, the au-

thors analyzed 17 countries
during the period 1870 to
1990. They treated govern-

ment as a factor of societal

production and asked the

question, at what point does
the addition of further govern-

ment to the society-wide pro-

duction process lead to di-

minishing returns? Or, put an-

other way, at what point does

the addition of further govern-

ment spending cease to pro-

duce any further improvement
in the social and economic
objectives which are presum-

ably the intent of government
spending to influence? I can

do no better than to quote
these two eminent govern-

ment economists directly.

They first conclude that "the

expansion of public expendi-
ture and the welfare state dur-

ing the past three decades has
yielded limited gains in terms

of social objectives" (at 25).
They go on to note that "most

of the important social and
economic gains can be

achieved with a drastically

lower level of public spending
than what prevails today. Per-

haps the level of public spend-
ing does not need to be much

higher than, say, 30 per cent
of GDP to achieve most of the
important social and eco-

nomic objectives that justify
government interventions" (at

34).

A second approach to the
question of the optimal size of
government arises from the

work of Gerald Scully, but

actually has a root that goes
back to the conjecture ofAus-

tralian economist Colin

dark. dark said, as early as

the 1950s, that the maximum
size of government should not

exceed 25 percent of the GDP

or else there would be a high

price to pay in terms of fore-
gone economic growth. The

work of Scully for various

countries suggests that the
total tax rate ought not to ex-

ceed about 23 percent. Scully
arrives at this result by asking

the question, what tax rate will
maximize the rate of eco-

nomic growth. He approaches

this question in three differ-
ent ways and the answer he

provides is the average of the
three. Two Fraser Institute

economists, Joel Emes and

Dexter Samida, have provided
the calculation for Canada.

Their conclusion is that the

growth-maximizing size of
government in Canada is 29.8

percent.

What is surprising is the
extent to which we have en-

dured a loss of output as a re-

suit of having operated gov-

ernment above the optimal
level in the post-1965 period.
According to the calculations

done by Emes and Samida, the
fact that we have had above-

optimal tax rates since 1965

has cost us $3.7 trillion in
output. In more directly un-

derstandable terms, if we had
had the optimal tax rate over

the period, we would today
have an average per capita in-

come $11,000 higher than we

do. From the point of view of
the lowest-income citizens in

our country, this would have

made quite a difference. The
policies we actually followed

produced very little change in
the position of the bottom
one-fifth of the population. In

1965, this group received 4.4
percent of the total income
before tax, while by 1995

they were receiving only 5.7
percent after tax. This group,

as well as everybody else,

would have been much better

off with a lower rate of total
tax and the higher growth and
output it would have pro-

duced.

The inevitable criticism of

this result is that it ignores the

fact that our national system
of socialized medicine was
introduced in 1970 and this

surely was worth the addi-

tional cost. No other program

of public expenditure is more
widely supported by Canadi-
ans than our health care pro-

gram. Without the expansion
of the government sector,

would this program have been
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possible?
The answer to this ques-

tion is interesting. During

1995, the latest year for
which we have complete, re-

liable figures, health care ab-

sorbed about 10.5 percent of
the national income. This is
63.9 billion inflation-adjusted

dollars. If we had pursued the
growth-maximizing tax rate

over the period, GDP would
have been $936 billion. Total

current spending on health
care of $63.9 billion is 6.8

percent of that higher GDP
level. Coincidentally, this is
just six-tenths of a percent

more than the U.S. spends on

their government health care

programs, MediCare and

MedicAid. It is probably not
necessary to note that the

U.S. government taxes only

33 percent of its total GDP—

very close to the optimal rate
for Canada.

[E]arly indications
are that we are

returning to the

spend-and-tax

policies which got us
into trouble in the

first place.

Another objection is that

1971 brought a great expan-
sion of the parameters of the
Unemployment Insurance

system. Without the expan-

sion in the size of govern-

ment, the higher cost associ-

ated with this extension of

federal program spending
would not have been possible.
In this case, the response has

already been provided by the
current government. Program

parameters for what is now

Employment Insurance have

been rolled back to their pre-
1972 level because of the
malevolent effects, and in due

course the outlays on this pro-

gram will return to more man-

ageable levels—indeed, they

have already begun to do so
while the payroll tax to sup-
port them remains at its peak
levels.

It appears that we have eve-

rything to gain and very little

to lose by moving to the op-
timal tax rate. The crucial dis-

cussion which was absent

from the budget and its treat-

ment of the emerging fiscal
reality is, how does the pro-

posed plan affect the
achievement of the optimal
tax rate? This and the corre-

spending size of the govern-

ment sector is the key to
solving our persistent unem-

ployment problem and the
slow growth which perenni-

ally plagues our regions.

There is also a practical
reason for decrying the ab-

sence of discussion of the
optimal size of government.

That is the fact that it leaves
us without a clear fiscal tar-

get of the sort which the bal-

anced budget trajectory pro-
vided. By setting out his fis-
cal targets clearly in advance,

then meeting them succes-

sively, and finally beating
them, Paul Martin had a very
positive effect on expecta-

tions in Canada. This sense of

fiscal direction and clarity

has been lost and the early

indications are that we are
returning to the spend-and-

tax policies which got us into

trouble in the first place.

Michael A. Walker is
Executive Director of the
Fraser Institute.
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HOW TO SLAY A DEBT MONSTER
BY MICHAEL NENDELSON

Several weeks before the 1998

Budget, the Caledon Institute
of Social Policy released a

study on the federal debt, To

Pay or Not To Pay.1 This study
reported the results of a model

projecting federal finances over
the next decade, under a

number of different scenarios.

The model showed that under
any reasonable set of assump-

tions the burden of debt in
Canada, as measured by the

ratio of federal government

debt to the Gross Domestic
Product (GDP), would decline

rapidly, reaching historically
low levels by the end of the ten-

year projection period.
Figure 1 ("Federal debt ver-

sus GDP") shows the model's

most recent projections for the
next decade, using the new es-

timates provided in the federal
government's 1998 Budget and

assuming no policy changes
other than those announced in

the Budget. As can be seen,

federal government debt com-

pared to GDP is still projected
to be on a swift downward
path. There is a simple expla-

nation for the debt burden fall-

ing so quickly: with budgets
that are balanced or in surplus,

the debt stays the same or falls
in nominal terms while GDP

grows in nominal terms. Con-

sequently, the ratio of debt to
GDP declines rapidly due to the

combined effects of a constant
or increasing numerator and an

increasing denominator.

Those who advocate accel-

erated repayment of the debt
seldom bother to tell us how

much payoff there would be
were their advice to be fol-

lowed. In Figure 2 ("Effect of an

extra $2B debt repayment") be-
low, we show the change in

debt-to-GDp ratios which

would result from each addi-

tional $2 billion in repayment of
debt, assuming that there is no

other effect on the economy.

Were the additional $2 billion

paid against the debt by de-

creasing spending beginning
in 1998-99, and continuing the
decrease throughout the pro-

jection period so that this is not
a once-only reduction (and

also taking into account the

resulting reduced payments
on the public debt), the grand
result would be an additional
reduction in the debt-to-GDp

ratio of 2.80 percentage points
by the year 2008-09. In con-

trast, the reduction due to eco-

nomic growth over the same

period would be approximately
40 percentage points.

Making additional pay-

ments against the debt would
have very little effect on the
total long-run debt burden be-

cause of the magnitude of the
amounts involved. With a debt
of $583 billion and a GDP of
$846 billion, $2 billion is not
going to make a lot of differ-
ence in the debt-to-GDp ratio.

The same can be said about the

opposite alternative, i.e.,

spending more money. In-

creasing spending by $2 bil-
lion results in an additional

2.80 percentage points of
debt burden by the year 2008-
09, but due to economic

growth the debt burden still

falls to 27.6 percent of GDP by
2008-09.

So, we should not be ask-

ing how quickly we can reduce
our debt burden. Rather, the

logical question we should be
asking is: What is the most

advantageous path for debt
reduction given the best quan-

titative estimates available?
To answer this question,

the trade-offs need to be con-

sidered. What would we lose

by cutting more money out of

continued on page 46
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federal spending (or increas-
ing taxes), and would it be
worth the additional reduction

in debt burden that it would

buy? On the other hand, what

could we gain by spending a
little more money now, and

would it be worth bearing with
the added debt burden that

would result? These are ques-

tions of judgment and are not

subject to quantitative esti-
mate; however, it is hard to

see how anyone would pro-

pose that a few more percent-

age points in debt reduction is
worth the tremendous costs to

Canada of more cuts in fund-

ing of public programs. In-

deed, it seems to me that the

positive gains from spending
a little more money right
now—for example, to reduce

substantially the depth ofpov-
erty among families with chil-
dren and provide more sup-

port in early childhood devel-
opment—would be easily
worth the additional few

points in debt burden, since
debt burdens still would fall

rapidly.
In short, the way to slay

the debt monster is through
achieving fiscal conditions

that allow the debt burden to
decline due to economic
growth. This we have done

in Canada. We have done it

so thoroughly that we now
have some additional fiscal

room to consider new spend-

ing or tax cuts without preju-
dicing the struggle against
the debt. +

Michael Mendelson is a
Senior Scholar with the

Caledon Institute of Social
Policy.

NOTES
1. See M. Mendelson, To Pay

Or Not To Pay: Should The
Federal Government "Pay

Down" Its Debt? (Ottawa:
The Caledon Institute of Social

Policy, January 1, 1998),

www.caledoninst.org, for a detailed description of the model discussed here.
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OTTAWA'S LOOMING FISCAL DIVIDEND
BY JOHN MCCALLUM

Under current policies and

conservative economic as-

sumptions, over the coming

years federal government debt
is set to decline sharply rela-

tive to the size of the economy.
As this happens, it will become

possible to have large tax cuts
and/or increases in public
services.

SIZE OF DIVIDEND
Here we focus on the size of
the fiscal dividend in the years
2001-2 and 2006-7, which are

(approximately) the final years

of the mandates of this gov-
ernment and the next govem-

ment. We use the figures from
the last budget and assume
base case growth of nominal

GDP and government revenues

equal to 4.0%. Debt charges
are assumed constant to be at

the level projected in the

budget for 1999-2000 (since a
balanced budget is projected

for every year, the debt is as-
sumed to be constant in nomi-

nal terms). Program spending

is projected to grow at 3.3%,
approximately equal to infla-

tion plus population growth.
Under these assumptions,

federal finances evolve as fol-

lows:

anced budget and that base

case revenue and spending
grow at the rates described

above, the fiscal dividend

emerges as the amount that
becomes available to cut taxes

and/or raise program spending
to a level above the base case.

The numbers imply a fiscal
dividend of some $11 billion,
or 1.1% of GDP, by the end of
the current mandate, rising to

$28.5 billion, or 2.3% ofoop, by
the end of the following man-
date in 2006-7. To put these

numbers in perspective, if aU of
the $28.5 billion were directed

to lower personal income tax,
it would be enough to cut tax
rates by more than one-quar-

ter. If it were all devoted to

higher program spending, it
would be enough to increase
spending by about one-fifth.

A NOTE OF CAUTION
Over the past several years,
the Finance Minister's job was

to persuade Canadians to ac-

cept pain. In coming years, the
job will be to persuade Cana-

dians to limit the speed with
which they absorb gains.

Strangely enough, with the
passing of an atmosphere of
crisis, the latter job may prove

^BILLION
REVENUE
3ROGRAM

SPENDING

^EBT CHARGES

CONTINGENCY

RESERVES

FISCAL DFVIDEND

BUDGET

BALANCE

S[ET DEBT

%>OFGDP
FISCAL DWIDEND

S'IET DEBT

1997/8

147.5

106.0
41.5

0
3837^

68.1

2001/2

172.6

113.5
45.0

3.0

TIT

0
583.2

1.1

58.1

2006/7

210.0

133.5
45.0

3.0

28.5

0
"583.2

2.3

47.8

Given the assumption th^t

the government targets a bal-

more difficult than the former.
Certainly, however, it is es-

sential to stress that the fiscal
dividend cannot be spent in
advance. To pre-spend the fis-

cal dividend is to invite a re-

newed upward spiral in the
debt-to-GDp ratio, which

would put at risk Canada's cur-

rent record-low long-term in-

terest rates. This in turn would

remove the primary engine of
the current economic expan-

sion. With Canada's debt ratio

second only to Italy's among
G7 countries, we would be-

come vulnerable to a loss of

confidence on the part of Ca-
nadian and foreign investors.
Recent events in Asia serve to

underline the importance of
this risk.

In the last election

campaign, theNDp

wanted higher taxes and

higher spending, while
Reform and the

Conservatives mnteda

smaller government and

lower taxes. The

Liberals were

somewhere in between,

and the Liberals got
elected.

Some will argue that the as-

sumptions underlying the last

budget are too prudent, that
we are probably heading for a
sizeable surplus in 1997-98

rather than merely a balanced

budget. That may well be so,
in which case the debt ratio will

come down faster than pro-

jected. On the other hand, one

certainly cannot rule out the
possibility of an economic

downturn or an upward spike
in interest rates at some point
in the next 5-10 years. Conse-

quently, I would argue that the
amount of "cushioning" in the

budget is appropriate.

HOW TO SPEND THE FISCAL DIVIDEND
Without forgetting the above
cautions or caveats, I now turn

to the question of how to
spend the fiscal dividend or,
as some would prefer to say,

the putative fiscal dividend. In

a democracy, the big decisions
on this question are appropn-

ately made by the citizens

through their elected govern-
ments, not by economists. In

the last election campaign, the
NDP wanted higher taxes and
higher spending, while Reform

and the Conservatives wanted
a smaller government and

lower taxes. The Liberals were

somewhere in between, and

the Liberals got elected. That

is how the central issue of
"how to spend the fiscal divi-
dend" gets answered, and ap-

propriately so. Economists,

however, do have modest

contributions to make in this

area. and I end with the follow-

ing two points.

Over time, as the

Canada-U.S. border

becomes progressively
less important, we are

likely to experience an

ongoing tension between
pressures to equalize

Canadian andU.S.

taxes versus the desire

of many Canadians to
maintain a distinctive,

andmore expensive,

sodalpolicy.

While an $11 billion fiscal
dividend in 2001-2 sounds like

a lot of money, it is only about
13% of projected revenues
from personal income tax. So

even if the government wanted
to devote the whole dividend

continued on page 48
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to a general income tax cut

(which it doesn't), the best it

could manage would be a 13%

cut by the end of its mandate.
The general conclusion is that
there is not enough money for

significant general tax cuts
within the mandate of the

present government—unless

the government elected to fur-

ther reduce program spending
(which it isn't planning on

doing). On the other hand, if
our projections hold up, there
will be much more money avail-

able in the next mandate,

enough to produce a substan-

tial tax cut as well as selective

increases in program spend-

ing.

Suppose a decision were

made to cut taxes by $x billion.
Would it be better to cut in-
come tax or Employment Insur-

ance premiums? Lower EI pre-

miums have the advantage that
they would favour mainly peo-

pie with relatively low incomes
and that they are a "tax on

jobs" (although the long-run

impact on jobs is relatively
modest to the extent that the
incidence of the lower premi-

urns falls on the employee
rather than the employer). On
the other hand, the fact that
the burden of social security

payments is lower in Canada

than in any other G7 country,
while Canada's personal in-

come tax burden is the highest

of all the G7 countries, is an
argument for income tax reduc-

tion. Over time, as the Canada-

U.S. border becomes progres-

sively less important, we are

likely to experience an ongo-

ing tension between pres-

sures to equalize Canadian and
U.S. taxes versus the desire of

many Canadians to maintain a
distinctive, and more expen-

sive, social policy.

John McCallum is Chief

Economist with the Royal
Bank of Canada.

PAUL MARTIN VERSUS THE
ALTERNATIVE: GRADING THE
BUDGETS
BYJIN STANFORD

Finance Minister Paul Martin

was not the only one to table
a 1998 budget in Ottawa this

past February. Two weeks be-

fore Martin brought down his
historic balanced budget, the

fourth annual Alternative Fed-

eral Budget was also released
to reporters and parliamentar-

lans. Sponsored by an alliance

of over 50 national community,
social, and labour organiza-

tions, the Alternative Federal
Budget (AFB) has shown that
it is possible to combine fiscal
responsibility with social re- -

sponsibility. Here are the

grades that we might give to
Paul Martin's latest effort, with

corresponding comparisons
to the AFB'S rather different

approach. The following table

provides a quick comparison
of the two budgets on several
key indicators.

pluses, how should the gov-

ernment spend the money?

Three broad options were pre-

sented: repay some of the ac-

cumulated debt, cut taxes, or

rebuild the public programs
(such as education and health
care) that have been so dam-

aged by spending cuts at the
federal and lower levels.

Being good Liberals, Paul
Martin and his government

positioned themselves near
the middle of this "triangle" of

options: they would spend
one-half on social programs,

one-quarter on tax cuts, and

one-quarter on debt repay-

ment. Not surprisingly, this
formula was not dissimilar
from the preferences that Ca-

nadians themselves were re-

vealing to pollsters. For ex-

ample, the most recent na-

tional survey (conducted by

In practice, however, Mar-

tin's budget has strayed far

from both public opinion and
his own formula (see figure).
He cut taxes by $ 1.5 billion in

the 1998-99 fiscal year, but he

pays for this by cutting pro-

gram spending by the same
amount. The full fiscal sur-

plus—which in practice will
likely exceed $8 billion—is

thus devoted to debt repay-
ment. In contrast, the AFB allo-

cates all of the latent suq)lus
to the reconstruction of pub-

lie programs. TheAFB includes

a major "tax relief package for
low- and middle-income

households, but these are off-

set by higher taxes on well-off

households and the business
sector.

DEBT REDUCTION: "B-"

By slashing public programs,
Paul Martin eliminated the

deficit far faster than even his
own supporters expected.

And he now plans to use the
bulk of coming surpluses to re-

duce the outstanding accumu-

lated debt. This is winning him

high marks for fiscal pru-
dence from the financial com-

munity.

ATALECffTwoBUDGEES:PAl]LMAKnNVERSUSTHEAuERNAnVE(1^8-99nSCALYEAR)

Revenues ($billion)

PAUL MARTIN'S

OFFICIAL BUDGET

$151 billion

ALTERNATIVE FEDERAL

BUDGET

$160.2 billion
Revenues (% GDP) 16.9% 17.8%

Program Spending ($billion) $104.5 billion $118.7biUion
Change from 1997-98 ($biUion) -$1.5 billion +$12.7 billion
Debt Service Payments $43.5 billion $41.5 billion
Surplus/Deficit ($billion) $3 billion surplus' balanced budget

GDP Growth (nominal, %) 4.1% 6.0%
Net Debt (% GDP) 65.4%

1. Assumes contingency fund not required.

65.0%

ALLOCATING THE FISCAL DIVIDEND:
"D"

A great debate has occurred in

Canada since economists first
concluded that the federal

deficit was poised for quick

extinction. With years of red
ink soon to be replaced by
large and growing annual sur-

Michael Marzolini for the fed-

eral Liberal party) suggested
that Canadians would divide

$ 100 of fiscal dividend as fol-

lows: $44 for social programs,

$34 for debt repayment, and
$22 for tax cuts. Other polls

have produced similar find-
ings.

In practice, however, Mar-

tin is not achieving as rapid a
pace of debt reduction as is

possible—and indeed his own
debt reduction timetable falls

behind what is projected for
the AFB, even though the AFB

sets aside no funds for actual
debt repayment. How is this?

UBIiliIB



The debt burden is most ap-

propriately measured as a

share of GDP. The real burden

of a debt (like a household

mortgage) depends on the in-
come of the debtor. By grow-

ing nominal GDP at a faster

pace (thanks to lower interest

rates, rebuilt public programs,
and a tolerance for moderately

higher inflation), the AFB actu-

ally reduces the debt faster as
a share of GDP, even though

the dollar value of debt does
not fall.

Financiers love Martin

not because they mre

ever genuinely worried
about government

default, but rather
because his fiscal

strategy ensures

continued small

government, low

inflation, and big capital
gains for existing

bondholders (since bond
prices will rise as the
stock of outstanding

debt is reduced).

In contrast, by continuing
to endorse the slow-growth,

low-inflation economic strat-

egy of the Bank of Canada,
Martin ensures that nominal

GDP will continue to expand

quite slowly—thus making
the task of debt reduction all

the more painful. Financiers

love Martin not because they
were ever genuinely worried

about government default, but
rather because his fiscal strat-

egy ensures continued small

government, low inflation,

and big capital gains for exist-
ing bondholders (since bond
prices will rise as the stock of

outstanding debt is reduced).

SUPPORT FOR PUBLIC PROGRAMS: "D"
Incredibly, despite the attain-

ment of a balanced budget two
years ahead of schedule and
the imminent appearance of a

large federal surplus, Paul
Martin actually cut federal

program spending for 1998
by another $1.5 billion. Pro-

gram spending will thus fall to
just over 11% of Canada's
GDP—its lowest level since the

conclusion of World War II,

and notably smaller than simi-
lar figures for the U.S. Federal

programs have thus retreated

dramatically to levels not seen
since before the introduction
of the big-ticket social policy

items (public pensions, medi-

care, modern ui, etc.) that de-

fined Canada as a supposedly
"kinder, gentler" place. For

how long can we accept the
myth that our society is still a
"generous" one?

Even if Paul Martin fol-

lowed his own 50:25:25 sur-
plus allocation rule (which he

is ignoring), federal program
spending would at best stabi-
lize at a much smaller share of
our economy (see table on this

page). One can almost feel
sympathy for the efforts of

Preston Manning to portray
the Liberals as "big spenders":

this is an impossible task for
even the nimblest spin-doctor,

ing for fiscal 1997 would have
totaled at least $3 billion under
Martin's budget (due mainly to

plummeting EI payouts). So
Martin retroactively padded
his budget with some modest

new initiatives, including a
phony one-time "payment"

into the Millenium Scholarship
Fund (money that won't even

be released for at least 2 years).
Perhaps a "truer" conservative

would have locked the lower

budgets in place and thus at-
tacked the debt even more ag-

gressively.

In contrast, the AFB would

start to gradually rebuild fed-

eral program spending—to

some 13% of GDP in the current
fiscal year, and more thereafter.

The spending programs con-

tained in theAFB look large by
current Ottawa standards (pro-

viding major funding for
pharmacare, student grants,

job-creation, and revamped

transfers to the provinces,

totaling over $ 12 billion in new

spending for fiscal 1998). But

in reality the AFB would only
partially offset the historic
cuts overseen by Martin.

DESIGN OF TAX CUTS: "B+"
In one respect, Paul Martin still
differs from his even-more-

conservative adversaries, the

relatively progressive orienta-

tion of his tax policy. The bulk
of the $ 1.5 billion in tax relief

basic personal exemption, and

a targeted elimination of the
3% surtax. This contrasts

sharply with the general in-
come tax cuts recently imple-

mented by several provinces

(an approach which dispro-
portionately concentrates the

benefits of a tax cut among

high-income earners).

[T]hefact that Martin
financed his tax cuts
with further spending

cuts greatly undermines

^hatmuld otherwise

have been aprogressive

mittative.

Some of Martin's tax cuts

are less progressive (and
hence drag down his grade in
this category). For example,

he reduced the capital tax on
large banks (hardly the needi-

est constituency in Canadian
society today) and expanded
RESP credits—a program which

overwhelmingly benefits

high-income families. The
level of funding provided to
the child tax benefit has been
sharply criticized as inad-
equate. And the fact that Mar-

tin financed his tax cuts with

MISSING THE MARK: PAUL MARTIN AND HIS TARGETS, 1994°98 ($BILLION)

FISCAL YEARS BUDGETED DEFICIT

1994 39.7
1995
1996
1997
1998
TOTAL

32.7

24.3

17.0

0

ACTUAL DEFICIT

37.5

28.6

8.9

0
(8 to 10 surplus)

DIFFERENCE

+2.2

+4.1

+15.4

+17.0

+8 to 10

+47 to 49

so tight-fisted is this govern-

ment.

To be sure, federal program

budgets could have been
even smaller. Program spend-

offered by his budget is tar-
geted nicely at lower- and mid-

dle-income households—ad-

ditional funding for the Child

Tax Benefit, an increase in the

further spending cuts greatly
undermines what would other-

wise have been a progressive

continued on page 50
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initiative.

Nevertheless, the AFB'S tax

relief proposals were not en-

tirely dissimilar from Martin's,

although they were financed
with new taxes on well-off

households and businesses,

rather than through further

spending cutbacks. The AFB
provided close to $ 10 billion in

targeted tax relief, concen-

trated in the child tax benefit

(which increased by $4.4 bil-

lion in 1998), the elimination of
the 3% surtax, and lower tax

rates for low-income taxpay-

ers. The AFB showed that tax

relief can be provided to work-

ing-class and low-income Ca-

nadians, but without under-

mining the revenue base of the
public programs which are just
as important to those same

households.

HONESTY IN BUDGETIN6:"F"
One of the most worrying lega-

cies of Paul Martin has been

the deliberate and manipula-
tive design of federal budgets

for ideological purposes. Of
course, every budget is a po-

litical document. But it should

still be expected to provide a
more-or-less accurate descrip-

tion of the state of government

finances. This is no longer the
case for our federal govern-

ment. Its budgets have been

so distorted with "contin-

gency funds", deliberately

conservative assumptions,

program spending that isn't
actually spent, and other ac-

counting gimmicks, that they
now completely fail to reflect
the government's true fiscal

situation.

Federal budgets are now

written in code. They present
one message to Canadians:

first, that historic spending
cutbacks were inevitable, and

now that surpluses are actu-

ally very small so don't expect
much in new social spending.

But they portray another mes-

sage to the Bay Street ana-

lysts and anyone else who is

handy with a computer
spreadsheet—those who can

look behind the misleading as-
siimptions of the official

budget to see the true picture.

That's why Martin has become
such a hero on Bay Street:

even his historically conserva-

tive budgets were in fact far
more conservative than they

appeared to be.

His 1997 budget overshot

its deficit target by an incred-
ible $17 billion. His first five

budgets will have overshot

their targets by a cumulative
total of close to $50 billion (see
table). This has come as no
surprise to the financial com-

munity. But in retrospect it

makes one wonder whether

the government indeed "had

no choice" but to cut annual

program spending by $14 bil-
lion over the previous four
years. If any corporation

missed its own profit forecasts
by such a margin, even in a

positive direction, it would
face sharp criticism from the fi-
nancial analysts and traders
who demand accurate and

timely information. But in the
case of government, despite its

new "corporate" mode of

functioning, this deliberate du-

plicity is encouraged.
The 1998 budget gives us

more of the same. In theory, it

is a "balanced" budget. The

only "surplus" will arise if the
$3 billion contingency fund is
not needed. But in practice,

the government will certainly
run a huge surplus of $8 billion

or more (see table on this

page).

We can only hope that Ca-
nadians will learn from this
past experience: when Paul

Martin says there are no funds
available to pay for health

care, higher education, child
poverty initiatives, or other

SURPLUS BY STEALTH: PAUL MARTIN'S HTODEN 1998 SURPLUS

AMOUNT

$3.0biHion
$0.8 billion

$1.0 to $2.0 billion?

$0.8 billion

$1.0 to $1.5 billion?

$1.0to$1.5biUion?

$8 to $10 billion?

SOURCE

Contingency fund
"Prudent" growth

assumption

Revenue growth too slow

(even under prudent

growth)
"Prudent" interest rate

assumption

Debt service too high
(even under prudent

interest rate)

EI benefits too low

TOTAL

essential services, he is quite

simply lying. The charade of
"fiscal necessity" has been re-

moved from the budget-cutting
process once and for all. When

governments fail to act on the

pressing social and economic

issues of our time—health

care, job creation, poverty, ac-

cess to education—it is be-

cause they are choosing not to

act. Canadians should hold
them accountable for those
choices.

OVERALL GRADE: D+
This was supposed to be Paul
Martin's "good news" budget.

After almost 30 years, the red
ink had finally stopped. The
tough medicine had been swal-
lowed. It was time for Canadi-

ans to take their reward.

But Martin's first post-defi-

cit budget portends a still-grim
future for most Canadians. It

downsizes the real functions of

government and the public
sector even further. It leaves

government smaller and defen-

sive, and leaves most Canadi-

ans less protected against the
dictates of a lean, mean, in-

creasingly business-domi-

nated economy. It accepts slug-

gish, tightly-constrained, un-

balanced economic growth—

the result of high interest rates
and Bay Street's phobia ofin-
flation—as a given. And the

only big rewards are those be-

ing handed out to the financial

community: debt repayment,

rising bond yields, and a grow-
ing conviction that activist

government is indeed a thing
of the past (deficit or no defi-

cit).

The deficit was a phony,
but powerful, excuse for the

unprecedented attack on pub-

lie programs and services that
has dominated Canadian poli-
ties in the 1990s. Now that the

deficit is a thing of the past,
perhaps Canadians will be
more willing to look at the al-
ternative.

Jim Stanford is an
economist with the

Canadian Auto Workers and
Co-Chair, Macro & Fiscal

Policy, Alternative Federal
Budget.



CANADA'S FISCAL HYDRA: PAUL
MARTIN'S FIGHT IS NOT OVER
BYWILLIAMB.P.ROBSON

Having brought down a budget
that showed federal revenues

and spending in balance, not
only this fiscal year, but over
the next two. Finance Minister

Paul Martin is being hailed as

the slayer of Canada's deficit

dragon. Sadly, however, the

Minister cannot put away his
sword. The monster he has been

battling is no dragon; it is a hy-
dra that grows new heads even

as it loses old ones.

As Mr. Martin struggled
with mounting debt and interest
payments, another threat to

Canadian living standards—
high taxes that discourage work

and saving—arose in its place.

Worse, as he turns to battle that

threat, yet another—targeted

transfers that, through
clawbacks, compound the dam-

age of high taxes for low and
middle-income Canadians—is

growing in destructive power.

The growth of Ottawa )s
debt burden over the past

2 5 years has driven a
$5,500 wedge between

\vhata Canadian family

of four pays in taxes
every year and the

services and benefits it
gets in return.

If governments do not stop
taxing and clawing back more of
every additional dollar Canadi-

ans earn, the resulting erosion

of work and saving may nurture

a new federal deficit problem.
Like Hercules fighting the hy-

dra, Mr. Martin needs to ensure

that each victory provides, not

a short respite before the next
attack, but a permanent gain.

A HEAD OFF: DEBT
Growing debt was a threat
Mr. Martin came to office

ready to fight. The growth of
Ottawa's debt burden over

the past 25 years has driven
a $5,500 wedge between what

a Canadian family of four pays
in taxes every year and the

services and benefits it gets
in return.

During the 1980s, Mr. Mar-
tin's predecessors tried to

play down this threat, keep-
ing taxes in line with program
costs and borrowing to pay
interest. But borrowing to

pay interest is the mark of a
bad credit risk, which drives

up the price lenders demand.

And the bigger the debt is,
the more increases in the cost

of borrowing hurt.

So Mr. Martin picked up
his sword. Now, he has not

only cut federal borrowing to
zero but, thanks to deliber-

ately understated economic
and fiscal assumptions, he
has set the federal budget on

a course to pay down debt
with budget surpluses over
the next few years.

A HEAD ATTACKING: TAXES
Now that the hydra's defi-

cit head is gone, its second
head, taxes, looms large.

Taxes in Canada are way up
over the past 25 years, and

personal income taxes in

particular have risen relent-

lessly. Average income taxes

on each dollar Canadians
earn are up by about one-

third. And the typical mar-
ginal tax rate—the share of

each additional dollar earned

taken by tax—is up by even
more.

Rather than cutting tea

rates, leaving

Canadians a larger

share of each additional
dollar they earn, the

February budget
introduced complex

geamd-to-income

adjustments to the basic
personal credit and the

3-percent surtax that

actually increased
marginal tax rates on

tow- andmiddle-income

Canadians.

What makes this head a
threat to living standards is

that taxes do more than simply

transfer purchasing power
from some people to others.

They also reduce the rewards
from work and investment, tip-

ping people out of the labour
force and discouraging sav-

ing. When the rewards of es-

caping taxes are high, moreo-

ver, people emigrate, move into

the underground economy, or

shuffle their assets into less
taxable forms. In short, raising

a dollar in tax imposes addi-
tional costs, beyond the dol-

lar taken out of someone's

pocket, on living standards.

Marginal personal tax rates
for many Canadians are now

so high that estimates of this

additional damage exceed 40
cents per dollar of revenue.

Even worse, this damage may

not just lower living standards

now, but impair their future
growth, imposing massive

losses when we look a decade

or more ahead. Taxes that dis-

courage saving and invest-

ments in education and skills
training likely cause heavy

collateral damage to growth,

and personal income taxes

score badly on both counts.

Unfortunately, Mr. Martin's

initial thrusts at this threat
have been off the mark. Rather

than cutting tax rates, leaving

Canadians a larger share of
each additional dollar they
earn, the February budget in-

troduced complex geared-to-

income adjustments to the ba-

sic personal credit and the 3-

percent surtax that actually in-

creased marginal tax rates on

low- and middle-income Cana-

dians. It is becoming common

for people earning between
20,000 and 40,000 annually to
lose more than half of every
additional dollar to govern-
ments—marginal effective tax

rates that are higher than those
facing Canada's top income

earners, and that send a strong

negative message to younger,

less skilled or less experienced
workers about the merits of
working, saving, and upgrad-

ing their skills.

A HEAD GROWING: PROGRAMS
Even as Mr. Martin becomes

more adept in taking on taxes,

he risks nurturing a third head

that could yet cost him the
fight. Like taxes, many govem-

ment programs look at first
simply like a transfer of pur-
chasing power from one per-

son to another. Also like taxes,

however, many programs—

such as welfare benefits for

employable people that exceed
what their recipients can make
working—impose additional
costs that compound the dam-

age of the taxes that pay for
them.

Several federal transfers,

such as the Child Tax Benefit

and transfers to the elderly, al-

ready contain clawbacks that

increase the effective marginal
tax rates faced by low- and

middle-income Canadians, cut-

ting the share of every addi-

continued on page 52
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tional dollar earned that they
keep. And as the government

looks for new politically popu-

lar spending programs and for
new ways to save money on

old ones, the number of such

transfers is growing.

Canadians cannot look

forward either to
continued increases in

living standards or to
continuedfiscal

balance, if government

policy is tilted so
strongly against work

and saving.

The most ominous pros-

pect on this front is the Sen-

iors Benefit that is due to re-

place existing elderly benefits
in 2001. As proposed, this pro-

gram will impose a 20-percent
clawback —over and above

regular income taxes—on

other income over $26,000,
sharply increasing many Cana-

dians' effective marginal tax
rates when they turn 65. The

result will be less work, as more

people retire early, and less
saving, thanks to lower earn-

ings and punitive tax rates on
retirement income. The pro-

posal is unpopular and may
yet change. But some obvious

sweeteners—enriching the

benefit for the worst off or ex-

tending the clawback range-
could increase the number of

people facing 60-percent-plus
effective marginal tax rates af-

ter age 65.

Canadians cannot look for-

ward either to continued in-

creases in living standards or

to continued fiscal balance, if

government policy is tilted so
strongly against work and

saving.

A LABOUR OF HERCULES
Vanquishing a hydra requires
more than cutting off one head
after another. As Hercules dis-

covered, it requires making

sure that heads, once re-

moved, do not grow back.

By balancing the budget,
Mr. Martin has cut off one

head of the hydra. Two other
heads, however, taxes and

clawed-back transfers, have

gained strength and are on the

attack. The growing hostility
of Canada's tax and transfer

system to work and saving
threatens to further erode Ot-

tawa's tax base and boost de-

mand for its transfer pay-

ments. If it does, the old threat
of deficits and mounting debt

may yet return.

Only by leaving more of
each additional dollar earned
in the hands of those who
earned it can Mr. Martin defeat

the fiscal hydra, and finally
earn the right to put away his
sword.

William B.P. Robson is a

Senior Policy Analyst with
the C.D. Howe Institute.

TOWARDS A REALISTIC TAX POLICY
BY JONATHAN R.KESSELMAN

The 1998 federal budget cut
income tax rates for all taxpay-

ers except those at upper in-

comes. In excluding higher
earners from the tax cuts, the

Finance Minister stated that

the priority must be relief for
middle- and low-income Cana-

dians. As a result, the high-in-

come surtax was left in place,

and abolition of the general
surtax was phased out between

incomes of $50,000 to $65,000
so as to yield no cuts at higher
incomes.

Cutting tax rates for

upper earners poses

obvious political

difficulties, even for
right-of-centre parties.

One could argue that cuts

in the top marginal tax rate are
a priority for the next federal
budget. Such cuts can be jus-

tified to improve incentives,
enhance economic efficiency,

and augment job creation.

While this change is not the
end-all for tax reform, it is a

pressing need that can be
achieved at modest, if any, rev-

enue cost.

Top-bracket taxpayers are

relatively small as a group but
are highly influential in the
economy's overall perform-

ance. They face marginal tax

rates exceeding 50 percent in
all provinces except Alberta,
which has a top rate of 46 per-
cent. B.C. has the highest com-

bined federal-provincial top
marginal tax rate, at 54 percent.

Cutting tax rates for upper
earners poses obvious politi-

cal difficulties, even for right-
of-centre parties. In the last

B.C. election campaign, the

Liberals proposed a 15-percent
cut in provincial income taxes

but, remarkably, they would
have left the top marginal tax
rate unchanged. Ontario's

Tory income tax cuts are being

offset in part by a new sur-

charge on those at higher in-
comes, which will still leave

the top marginal rate at nearly
50 percent when fully imple-
mented.

Economic analysis for
Canada and the U.S. has found

the costs of imposing high
marginal tax rates to be large.

WthB.C.'s surtaxes, for exam-

pie, the loss of valued eco-

nomic activity has been esti-

mated at $65 for each extra
dollar of tax revenue; for Que-

bee's surtax the figure is over

$70. Using plausible assump-
tions about behaviour, total tax
revenues might actually be in-

creased by cuts in the top-

bracket marginal rates.

These strong results can be

explained by individuals' ac-
tions to curtail their taxable in-
comes when confronted with

high tax rates. They will reduce
their work effort, substitute
untaxed production of home
services for taxed market work,

take more compensation in un-

taxed fringe benefits, decline
promotions, postpone the sale

of appreciated assets, invest

in legal tax shelters (including

home equity), and find ways to
evade taxes.

Clearly, no one benefits if

tax rates are set so high that
revenue is actually decreased.

Even short of such rates, the

cost to the economy in re-

duced supply of productive
labour and capital services and
entrepreneurial activity is high.

Employment is reduced for
other individuals at more mod-

est wage and skill levels,



which in turn reduces the in-

come and sales taxes that they

pay. Hence, any modest gains

in income tax from high rates
imposed on top earners may be

more than offset by reduced
revenues from taxes on other

economic actors.

[Politicians] are
captives of rhetoric
aboutu tax equity",

which in common usage

assumes that ever-

higher tax rates on

upper earners is

necessarily equitable.

But if those higher rates

do not produce greater

revenues, or if they do

so only at great cost to

the economy, m are all

victims of the rhetoric.

High tax rates on upper in-

comes further discourage the

location and expansion of
business in Canada as op-

posed to lower-taxed locales.

Canada becomes less attrac-

tive to potential immigrants
with special skills, business
acumen, and high wealth.

Much of the fuss over the pro-

posed new reporting rules for
foreign assets would not have
arisen if Canadian tax rates
were lower (the U.S. already

has more stringent reporting
requirements).

Why can't politicians ap-

predate these economic truths

and moderate the top tax

rates? They are captives of
rhetoric about "tax equity",

which in common usage as-

sumes that ever-higher tax

rates on upper earners is nec-

essarily equitable. But if those

higher rates do not produce

greater revenues, or if they do

so only at great cost to the

economy, we are all victims of

the rhetoric.

A desirable target for top
marginal tax rates would be in
the low 40-percent range. This

could be achieved by elimina-

tion of all federal surtaxes on

upper incomes, combined with
elimination of the high-income

surtax rates applied in several
provinces. These moves

would place Canada in the

company of other maj or West-

ern economies.

The top U.S. marginal tax

rate is 39.6 percent, though this
arises only for taxable incomes
above US$264,000 or about
CDN$370,000, five times the

threshold for top rates in
Canada. (Most states also im-

pose an income tax but at much

lower rates than the Canadian

provincial taxes.) In Britain the

top marginal income tax rate is
40 percent. New Zealand cut

its top rate from 66 to 33 per-

cent, with beneficial effects on

productivity and real wages.

Even egalitarian, heavily-
taxed Sweden has come to ap-

predate the damaging effects
of high tax rates. Its top mar-

ginal rate on labour earnings is
now down to 51 percent, and

capital incomes face a flat tax
rate of just 30 percent. Germa-

ny's plans to cut its top tax rate

from 53 to 39 percent were scut-

tied last year by the Social

Democratic opposition on the
grounds of "tax equity".

For those concerned about

the loss of equity from reduc-
ing the top tax rate, the re-

sponse is two-fold. First, since

taxing at very high rates may
generate little if any incremen-

tal revenue, the loss of equity
would be more symbolic than
substantive. Second, if there

were much revenue loss, other

taxes could be applied to those

at upper income and wealth
levels—such as taxes on

higher-valued homes, cars,

and estates—with signifi-

cantly less damage to the
economy.

The inevitable losers from
excessive marginal tax rates on

those at upper incomes are in

fact the most disadvantaged

members of society. They re-

main unemployed, underem-

ployed, or underpaid in an
economy that cannot generate

enoughjobs. Many of the well-

off who are targeted by high
tax rates can shift their capital,
consumption, and businesses

off-shore or even emigrate.

High marginal tax rates
also cause upper

earners to press the

politicalprocessfor
special tax preferences.

Moderating top tax rates

would enhance the

ability of governments to

apply a broadly based
income tax. Hence,

reducing high tax rates

may itself be a
prerequisite to more

fundamental tax reforms
to accompany the

broader tax cuts that mil
become feasible in the

commgyears.

The burden of high tax

rates on managerial, profes-

sional, and technical workers

is transferred partially into

higher prices for the goods and

services they produce. Cut-

ting those tax rates will in-

crease their productive supply
and thereby yield price cuts
that benefit consumers at all
income levels. Lower dental

and legal fees, for example, will
be welcomed by moderate-in-

come families.

High marginal tax rates also
cause upper earners to press

the political process for spe-
cial tax preferences. Moderat-

ing top tax rates would en-

hance the ability of govern-

ments to apply a broadly
based income tax. Hence, re-

ducing high tax rates may itself
be a prerequisite to more fun-

damental tax reforms to accom-

pany the broader tax cuts that
will become feasible in the

coming years.

Indeed, the federal Liberals
could take a leaf from the B .C.

NDP government's recent

budget. That budget will cut
the provincial upper-income

surtax such that the total top
marginal tax rate will fall from

its current 54 percent to 49.9
percent within three years. The

cited rationale was a need to
facilitate the hiring ofmanage-

rial and technical workers for
new-economy industries.

At last we may be entering

an era where taxation policy
can transcend political ideol-

ogy and populist politics to
recognize the economic im-

peratives for a growing and

prosperous economy.

Jonathan R. Kesselman is

Professor in the Department

of Economics, and Director

of the Centre for Research
on Economic and Social

Policy at the University of
British Columbia.
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INCOME DISTRIBUTION IN CANADA IN
THE 1990S: THE OFFSEHING IMPACT
OF GOVERNMENT ON GROWING
MARKET INEQUALITY
BYANDREWSHARPE

Canada, unlike the United
States, experienced in the first
half of the 1990s no significant

rise in the inequality of the dis-
tribution of income after tax,

arguably the most relevant in-

come measure since it gauges

disparities in command over
private goods and services.

Like the United States, Canada

did, however, experience a rise

in income inequality before
transfers. The divergence be-

tween trends in the distribu-
tion of income after tax and
income before transfers is ex-

plained by changes in the rela-

tive importance of government
transfers and income taxes.

This article examines the off-

setting impact of government
on the growing market in-

equality of the period.

AVERAGE AGGREGATE INCOME TRENDS
An examination of income and
income distribution trends in
Canada in the first half of

the 1990s must look at three

definitions of income: income
before transfers, total money

income, and income after tax.

All three measures show that

Canadian families became

worse off in the firsthalfofthe

1990s. Real income before
transfers fell 7.1 percent, in-

come after tax 5.4 percent, and

total money income 4.8 per-

cent.1 The larger decline in in-

come before transfers meant

that transfer payments in-

creased in relative importance,

rising from 9.9 percent of
money income in 1989 to 12.1
percent in 1995. The slightly

larger decline in income after

tax compared to total money
income meant that income tax

increased as a proportion of
money income-from 19.3 per-

cent to 19.8 percent.

The overall declines regis-
tered in all three measures of

real average family income
were experienced by all income
quintiles, although the relative
severity of the fall varied by
income measure and quintile,

as is discussed below.

Table 1 shows trends in in-
come before transfers or mar-

ket income (including both

employment and investment
income). While all quintiles
experienced falls in income
between 1989 and 1995, the

lower the income quintile, the
larger the magnitude of the
decline. Income for families in
the bottom quintile fell 20.2

percent, compared to only 2.8
percent in the top quintile.
These divergent trends led to

increased income inequality,
with the share of the bottom

quintile declining to 3.3 per-
cent of total income before

transfers from 3.8 percent, and
that of the top quintile rising
from 42.0 percent to 43.9 per-
cent. The Gini coefficient rose
7.8 percent while the ratio of

the average income of the top
quintile to that of the bottom
quintile rose 21.8 percent from
ll.ltol3.5.

The rise of market inequal-
ity in the 1990s reflects both
cyclical and structural factors.
Sharpe and Zyblock2 found
that about one-third of the rise

in market family income in-

equality has been due to poor
macroeconomic performance.

High unemployment increases

inequality because the burden
of unemployment is dispro-
portionately borne by persons
in the bottom quintiles. The

remaining two-thirds is related
to poorly understood struc-

tural factors such as techno-

logical change favouring the

skilled over the unskilled, and
increased international trade.

TOTAL MONEY INCOME
The increase in inequality was

much less for total money in-

come than for income before
transfers because of the grow-

ing importance of transfer pay-
ments (Table 2). The Gini co-

efficient for total money in-
come increased only 3.3 per-

cent in the 1989-95 period while

the ratio of the average income

of the top to bottom quintiles
rose 6.8 percent from 5.9 to 6.3.

For the bottom quintile, the

proportion of money income
accounted for by transfers
rose from 51.0 percent in 1989
to 59.0 percent in 1995. But this

development reflected not so
much large increases in trans-

fers (in fact up only 6.3 per-
cent), as the absolute decline
in the quintile's market income.

Transfers did increase signifi-

cantly in absolute terms as well
as relative terms for the second
and middle quintiles. The

former saw transfers jump 27.2

percent, with their share in
money income rising from 18.7

percent to 26.0 percent. The
latter experienced a 31.1 per-

cent increase, with the share

going from 9.4 percent to 13.0
percent.

Factors behind the growth

of transfers include the growth
of the 65 and over population,

which increased old age secu-

rity and C/QPP payments, and

higher unemployment, which
increased social assistance

payments. Despite the cyclical
downturn, unemployment in-

surance payments did not in-
crease in the 1990s because of

cuts to the ui system. Thus it

was not increased generosity
of social programs that ac-

counted for rising transfers in
the first half of the 1990s, but

rather demographic develop-
ments and the larger welfare

payments made necessary by
high unemployment.

INCOME AFTER TAX
The increase in inequality for
income after tax in the 1990s

was even less than for the
other two income measures as

taxes increases hit high-in-

come Canadians proportion-

ally harder than low-income
Canadians (Table 3). The Gini
coefficient rose only 1.4 per-

cent and the ratio of average

income between the top and
bottom quintiles actually fell

2.0 percent from 4.9 in 1989 to
4.8 in 1995. Income taxes for

the top quintile rose from 24.8
percent of money income in

1989 to 26.1 percent in 1995. In
contrast, for the bottom two

quintiles, they fell-from 3.6
percent to 2.7 percent for the

lowest quintile and from 12.2
percent to 11.0 percent for the

second quintile.

CONCLUSION
Government transfer and tax

policies have greatly damp-
ened the inequalities of market
income distribution. In 1995,

they reduced the average in-
come ratio between the top and
bottom quintiles from a factor
of 13.5 for income before trans-

fers to a factor of 4.8 for in-

come after tax, that is by 2.8
times. The Gini coefficient for
income after tax was 69.6 per-

cent of that for income before
transfer. In the first half of the

1990s, these policies played an

increasingly important role in

constraining the growth ofin-

equality. In 1989, for example,
the ratio of the average income

of the top and bottom quintiles

only fell from 11.1 to 4.9 as one
moved from income before
transfers to income after tax, or

by 2.3 times, while the Gini

coefficient for income after tax
was 74.1 percent of that for
income before transfers.

In the last several years, to



attain the objective of a bal-
anced budget, governments

have dramatically cut transfer
payments. For example, in 1995

the Ontario government

slashed welfare payments and
in 1996 the federal government

again reduced the generosity
of employment insurance. For

1995, the impact of these meas-

ures on income distribution
was still relatively small, but
by 1996 and 1997 it was be-

coming much more important.

Preliminary data for 1996 in-

deed show a significant in-

crease in income inequality
because of the cuts to welfare

in Ontario, given the concen-

tration of social assistance re-

cipients in the bottom quintile.
If recent trends continue, it

appears that the dampening
effect of government transfer

and tax policy on rising market
income inequality will be less,
with the result that income in-
equality as measured by in-

come after tax, the most impor-

tant indicator, will increase.

But current government

cuts to transfers do not have

to continue. Their rationale,

namely to improve govern-

ment's fiscal position, is no

longer justified given the elimi-
nation of the deficit by the fed-
eral government and by most

provincial governments. Even

Ontario and Quebec will bal-

ance their budgets by the 2000-
01 fiscal year at the latest. A
strong case can be made that

a priority for the use of fiscal
dividend should be increased
transfers and tax cuts targeted

to low-income Canadians to

offset growing market income
inequalities and ensure a cer-

tain stability in the distribution

of income after tax (or even

greater equality).

Andrew Sharpe is Executive
Director, Centre for the

Study of Living Standards,
Ottawa.

Table 1: Average Family Income Before Transfers in Canada, 1989 and 1995

SHARE OF TOTAL 1995$

1989 1995 1989 1995

LOWEST 3.8 3.3 $9,914 $7,907

% CHANGE

-20.2

SECOND

THIRD

FOURTH

HIGHEST

TOTAL

GlNI COEFF.

Q5/Q1

Table 2:

11.5 10.4

17.9 17.2

24.9 25.3

42.0 43.9

100.0 100.0

0.397 0.428

11.1 13.5

30,035

46,735

65,056

109,666

52,281

25,191

41,826

61,404

106,579

48,581

-16.1

-10.5

-5.6

-2.8

-7.1

7.8

21.6

Average Total Money Income for Families in Canada, 1989 and 1995

SHARE OF TOTAL 1995$

1989 1995 1989 1995

LOWEST 6.6 6.4 19,146 17,722

% CHANGE

-7.4

SECOND

THIRD

FOURTH

HIGHEST

TOTAL

GlNI COEFF.

Q5/Q1

Table 3:

12.6 12.1

17.8 17.5

23.8 24.0

39.1 40.0

100.0 100.0

0.330 0.341

5.9 6.3

36,557

51,693

69,187

113,542

58,025

33,484

48,326

66,221

110,465

55,244

-8.4

-6.5

-4.3

-2.7

-4.8

3.3

6.8

Average Income After Tax for Families in Canada, 1989 and 1995

SHARE OF TOTAL 1995$

1989 1995 1989 1995 % CHANGE

LOWEST

SECOND

THIRD

FOURTH

HIGHEST

TOTAL

GlNI COEFF.

Q5/Q1
Source: Income after tax,

7.6 7.7

13.6 13.4

18.2 18.0

23.6 23.7

37.0 37.3

100.0 100.0

0.294 0.298

4.9 4.8

distributions by size in Canada, 1995

17,837

31,791

42,612

55,274

86,627

46,828

17,058

29,410

39,903

52,405

82,646

44,284

-4.4

-7.5

-6.4

-5.2

-4.6

-5.4

1.4

-2.0

, cat. 13-210, Statistics Canada, May 1997.

1. All rates of change in this arti-

de refer to real or inflation-ad-

justed figures.

2. See A. Sharpe & M. Zyblock,

"Macroeconomic Performance

and Income Distribution in

Canada" (1997) 8(2) North
American Journal of Economics

& Finance 167.

fiBBill



CANADA'S COMPETITIVE CHALLENGE:
THE BUDGET AND BEYOND
BYJAYSONMYERS

Finance Minister Paul Martin
stole the headlines in his last

budget when he announced

the elimination of the federal

deficit. But, government budg-

ets and fiscal policy are about

more than keeping public sec-
tor finances in order. They set

the course for economic

growth-and they should be

judged with respect to how
well they respond to the key
challenges and opportunities
facing the Canadian economy.

Nine years prior to the
FTA, back in 1980,

Canadian

manufacturers expoUed

25% of what they
produced. Almost 73%

of the manufactured
goods purchased in

Canada were made here.

Today, nine years after
the FTA, 62% of

Canada's manufacturing

production is being

exported, approximately

53% of it into or
through the United

States. Meanwhile, the

domestic market share

ofCanadian

manufacturers has

fallen to 38%.

From the point of view of
Canadian industry, and espe-

cially Canadian exporters, the

most important challenge that
companies face today is main-

taining and enhancing their
competitive position in inter-

national markets. It's a matter

of ensuring that the right prod-
uct or service is delivered at

the right price and at the right
time to customers in Canada

and around the world. And, it

is also a question of attracting

and retaining investment and
product mandates in this coun-

try as other jurisdictions focus
their attention on improving
fiscal conditions, reducing tax
rates, and ensuring a business

climate that promotes produc-

tive investment, technological

development, and job creation
as an integral part of their fis-
cal strategies.

Competitiveness issues

have gained prominence as

Canadian industry has become
increasingly integrated in the
North American economy in
the aftermath of the Canada-

U.S. Free Trade Agreement.

Nine years prior to the FTA,
back in 1980, Canadian manu-

facturers exported 25% of

what they produced. Almost
73% of the manufactured

goods purchased in Canada
were made here. Today, nine

years after the FTA, 62% of
Canada's manufacturing pro-

duction is being exported, ap-
proximately 53% of it into or

through the United States.
Meanwhile, the domestic mar-

ket share of Canadian manu-

facturers has fallen to 38%.

World markets today de-
mand world class business

practices. Canadian industry
has to invest in cost-efficient,

high-quality processes, in
product innovation and the
development of new markets,

in their people and in new tech-

nologies in order to ensure

customer success. Yet Cana-

dian companies are lagging
behind competitors from other
countries when it comes to

productivity improvement and
innovation.

Relatively high
corporate tax rates put

Canada at a

disadvantage when it
comes to attracting and

retaining direct

investment, while high
personal tax rates are

encouraging an exodus

of skilled Canadians to
the United States.

The Alliance of Manufac-
turers & Exporters Canada sur-

veyed its 3,500 corporate
members late last year in order

to determine their priorities

with regard to competitiveness
issues. Three issues stand out

in the survey results:

1. Relatively high corporate
tax rates put Canada at a dis-

advantage when it comes to

attracting and retaining direct

investment, while high per-
sonal tax rates are encourag-

ing an exodus of skilled Cana-

dians to the United States.
Over 84% of members indi-

cated in the survey that tax
reduction should be a priority

for the federal government;
65% say that high taxes are a
significant impediment to in-
ward investment and eco-

nomic growth;
2. The need to keep up with

the rapid pace of technologi-
cal change and continue to in-

novate in order to service new

markets and maintain profit
margins in the face of more in-

tense competition. As more

open markets have intensified

competition in international as
well as domestic markets, Ca-

nadian companies have had to
rely more and more on innova-

tion, not only to increase op-

erating efficiencies and lower
unit production costs, but to

differentiate themselves from

their competitors through new

design, the development of
new products, innovative cus-

tomer service, and the devel-

opment of niche markets; and

3. Their ability to identify,

recruit, and retain employees

with the skills required by mod-
ern manufacturing and export-

ing businesses. About 31% of
members reported difficulties
in finding skilled workers last

year. The five skills in greatest
demand were in the fields of

marketing, engineering, de-

sign, software development,

and manufacturing manage-

ment.

Even more of a challenge

for Canadian companies is
their capacity to retain skilled

personnel in the face of a low
Canadian dollar and relatively

high personal tax rates that
have made employment pros-

pects in U.S. companies far

more attractive than many Ca-

nadian firms can afford.

The federal budget was

generally well received by Ca-
nadian industry, not only be-

cause of Ottawa's achievement

in eliminating the deficit, but

because the budget signals
that targeted tax reductions, in-

novation, and education are

also priorities for the Finance

minister and the Chretien gov-
ernment. It's still fair to say,

however, that there is a great

deal of skepticism about the

ability of the government to

follow through with meaning-
ful measures that will contrib-
ute to the capacity of Cana-

dian businesses to compete for
investment or sales in interna-

tional markets. My overall

grade for the government in
putting together a budget that



addresses the issues by com-

petitiveness is a "B". Here's

why.

[T]he release inApril of
the recommendations of

the technical working

group on corporate tax

reform chaired by Jack
Mintzarea

disappointing
combination of average

tax rate reductions

across all sectors of

Canadian business and

reductions in tax credits

and allowances—

including Canada's

research and

development tax

credits—now enjoyed

primarily by Canadian
manufacturing and
resource processing

industries. The net effect
oftheMintz

recommendations would

penalise rather than

encourage investment

and competitiveness of
the one sector

responsible for most of
the innovation, export

development, and over

the past five years, for a
large part of the job

creation, in the

Canadian economy.

The limited tax changes an-
nounced in the budget were

aimed almost exclusively at

personal taxes; but, they did
little to encourage skilled per-
sonnel to remain in Canada or

to make it easier for Canadian

companies to fill the current
skills gap affecting almost
every sector of industry. Tar-

geted tax changes were intro-

duced, setting a precedent for
corporate tax reforms in future

budgets. However, the release

in April of the recommenda-

tions of the technical working
group on corporate tax reform

chaired by Jack Mintz are a

disappointing combination of
average tax rate reductions

across all sectors of Canadian

business and reductions in tax

credits and allowances-includ-

ing Canada's 'research and de-

velopment tax credits—now

enjoyed primarily by Canadian
manufacturing and resource

processing industries. The net
effect of the Mintz recommen-

dations would penalize rather
than encourage investment

and competitiveness of the
one sector responsible for

most of the innovation, export

development, and over the

past five years, for a large part

of the job creation, in the Ca-
nadian economy. The Mintz

report has been tabled for dis-

cussion and does not (I hope)
reflect the priorities of the Fi-

nance Department itself. It will
set the stage for discussion
and for tax reforms in future

budgets.

Nevertheless, from indus-

try's point of view, the issue of

tax reform is an urgent one. In

addition to real concerns over

the impact of the tax changes

recommended by Mintz, there

is a general sense of disap-
pointment that the govern-
ment is still not in a position

either to make corporate tax
reform a priority issue or to be
able to prioritize or even
analyze those reforms with re-

spect to their impact on the
economy as a whole.

The government increased

funding for its popular Indus-

trial Research Assistance Pro-

gram, but the amount of addi-

tional financing is limited by
the fiscal constraints Ottawa
continues to face. Meanwhile,

The governments

Millennium Scholarship

Fund, while
achzowledging the
problems of skill

shortages andyouth
unemployment, does not

and cannot deal mth the
more substantive issues

ofinstitutional
restructuring, subject

content, and admissions

into relatively more

expensive engineering

and technical programs

that have to be
addressed in order to

close the skills gaps that

are mdenmg across

Canadian industry.

the future of other programs in
support of innovation, includ-

ing the R&D tax credit system,
has not been assured. The in-

creasing complexity of inter-
pretation under the R&D tax

credit system has, in any

event, significantly increased
the cost of using the program
for small and medium-sized

companies.

The government's Millen-

nium Scholarship Fund, while

acknowledging the problems
of skill shortages and youth
unemployment, does not and

cannot deal with the more sub-

stantive issues of institutional
restructuring, subject content,

and admissions into relatively

more expensive engineering

and technical programs that
have to be addressed in order

to close the skills gaps that are
widening across Canadian in-

dustry.

From industry's perspec-

tive, the budget shows that

the federal government may
have its priorities rights. But,
it is still not clear that the gov-
ernment has a consistent strat-

egy or the appropriate pro-
grams in place to encourage

Canadian businesses to make
the investments in people,

technology, and new market

development that are required
in order to boost productivity
growth and ultimately improve
the competitive performance

of the Canadian economy. Any
business will tell you that it is

important not only to cut costs
but also to reinvest in order to

grow. That is a lesson that Ot-

tawa has to take to heart as Ca-

nadians respond to the com-

petitive pressures of a global
economy.

Jayson Myers is Senior Vice

President of the Alliance of
Manufacturers & Exporters

of Canada.



THE ROBARTS CENTRE FOR CANADIAN STUDIES

AWARDED GRANT TO A INSTITUTE

FOR THE CANADIANIST COMMUNITY IN LATIN AMERICA

I he International Academic Relations Division of the Department of Foreign Affairs and
International Trade has announced that, for the next three years, it will support a Canadian
Studies Summer Institute for Latin American Scholars at the Robarts Centre for Canadian

Studies in collaboration with the International Council for Canadian Studies.

This is a major award that provides Latin American scholars with a unique opportunity to work

with leading Canadian specialists at York on a range of public policy issues and academic concerns.
Half of the time will be spent in seminars and the other half in meetings with different groups and
organizations from business, government, social movements, and cultural communities. Excursions

to the Toronto region are also part of the program.

The aim of the Institute is to enable participants to acquire a first-hand knowledge of Canada, culturally

and socially, as well as a deeper academic understanding of their areas of expertise by attending
workshops and lectures conducted by leading York scholars

The participants will be drawn from recipients of the Canadian Government Faculty Research and

Faculty Enhancement grants awarded each year by DFAIT. These awards enable Latin American

Canadianists to come to Canada to do research and develop projects to further their scholarship on
Canada and the hemisphere. It is anticipated that there will be 20-25 participants for the eight-day
Institute.

The Robarts Centre will be cooperating with the Canadian Studies Associations and Centres from

Mexico, Brazil, Argentina, Uruguay, Cuba, Spain, and Chile in the organization of the Institute. The
Institute is another York initiative to develop strong hemispheric ties with leading academics and
researchers. The Summer Institute will create a distinctive forum to examine issues particular to the

hemisphere.

It is likely that the first Summer School will be held in 1999, but as yet there is no final decision in
this regard.

The Summer Institute gives the York University community the uncommon opportunity to meet
young scholars who might then participate in other York teaching and research programs.

FOR ADDITIONAL INFORMATION, PLEASE CONTACT:

DANIEL DRACHE, DIRECTOR OF THE ROBARTS CENTRE FOR CANADIAN
STUDIES AND THE SUMMER INSTTTUTE

TELEPHONE: 736.5415

EMAIL: DRACHE@YORKU.CA
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CHECK OUT THE ROBARTS CENTRE FOR CANADIAN

STUDIES AT OUR NEW WEBSITE;

www.yorku.ca/robarts

Featuring:

Distinguished Robarts Lecture series

Jobs and Investment Strategies: The Challenges for

Policy-Makers, by Daniel Drache

Forthcoming Family Seminars and Summer

Institute for Latin American Canadianists

CanadaWatch on-line

Centre for the Study of Black Cultures in Canada

North American Studies courses
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