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A balanced Budget isthe holy grail of finance—and of Finance. Thisyear, it wasnot to be.
The 2014 federal Budget was not in balance.

Because the 2014 Budget hasa$3.0 billion contingency fund and a$2.9 billion deficit, itis
actually projected to be balanced from afiscal perspective. Butitisseverely unbalancedinthat it fails
to address serious social problems currently plaguing the country.

Yes, it isimportant to reduce the high cell phone billsthat Canadians pay. Yes, itispreferable
for the economy if shoppers stay homeinstead of seeking south-of-the-border bargains. The
Canada-US price gap hashit local pocketbooks hard.

But these so-called consumer measuresfail to take into account the fact that far too many
Canadians are not ableto pay for the basics of food and rent. Income adequacy and income security
arecritical issues currently facing the majority of householdsin Canada. Growingincomeinequality
poses along-term threat to our social and economic prosperity. Cheaper cell phonebillsand local
shopping incentivesare all good but they are at best peripheral to the core concerns of most
Canadians.

The Conservatives had announced theintention in their 2011 el ection platform to proceed with
income splitting for familieswith children when the Budget was balanced. Thismeasurewould have
been abig tax win for the small minority of affluent familieswith asole male breadwinner and stay-at-
home mother. Income splitting for familieswith children under age 18 followson their earlier movein
2006 to provideincome splitting for seniors’ private pension income. Both these measures—one
implemented and one planned —increase inequality in Canada.

Sincethe Budget maintainsthefiction that it isnot yet balanced, the government can savethis
pricey tax goody until next year. Perhapsthisexplainsthe absence of any mention at all in thisBudget
of thisprime plank of the Conservative government. Family income splitting wasthe proverbial
elephant inthe room during this Budget.

Or maybenot. The other possibility isthat the penny hasfinally dropped and Ottawa has
realized that income splitting for familieswith childrenissimply avery bad idea. Perhapsthefederal
government isnot just putting aside the proposal for thetime being but is sweeping it under thetable
altogether. Maybe no newson thisfront isgood news.

Below we make the case for why we would not want to seeincome splitting for families
introduced in next year’sBudget —or ever. Itispoor public policy.

But thereismoney for several new announcementsin thisyear’sBudget. The most important,
inour view, isthefinancing for First Nations education. Ottawaand First Nationsareto be
congratulated for their actioninthisarea. Other positive devel opmentsinvolve announcements—or
re-announcements— on apprenticeshipsfor youth, training for personswith disabilities, support for
caregivers, and infrastructure and social housing investments.
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At the sametime, there are several negative developmentsfrom asocial policy perspective.
They involve the Canada Job Grant and federal transfersto the provincesand territories.

Both the positive and not-so-good measures are discussed in more detail below. We conclude
with astatement of our concerns about the fact that the most pressing social problemsin the country —
widespread poverty and growing inequality —are missing entirely from the federal radar screen. In
that sense, both the Budget and the federal agendathat it reflects are seriously unbalanced. Income
splitting for familieswith children would be the worst way to tackle these challenges.

Neither would we want to see the surplus now in sight for 2015 to be wasted on anew set of
‘boutique’ tax creditsaimed at specific groups of the electorate. Fortunately, Budget 2014 added
only one arrow —the Search and Rescue VVolunteers Tax Credit —to its burgeoning quiver of tax cuts.
Below we explain why we hope that thisonly measureinthelist will bethelast.

Positive Budget Initiatives
I. First Nations Education

L ast week’s announcement of an agreement between Ottawa and the Assembly of First
Nations on aframework for anew First Nations Control of First Nations Education Act was a
real breakthrough. Both the government and First Nations deserve kudosfor pragmatic bargaining
and managing to cometo a hard-fought agreement.

Of course, thereis much moreto be done, not |east the actual drafting of the Act and, most
important, implementingit. Intheend, itisthe quality of teaching on the ground, the participation of
local communitiesin their children’seducation, and the preservation and continued evolution of First
Nations' culturesthat will determinewhether schoolson reservereally doimprove. Sothework has
only —just barely —begun. Yet thisisnot to diminish theimportance of what has been achieved to
date. Wefinally seem to be on the path to improving First Nations on-reserve schoolsusing an
approach based on mutual respect.

The 2014 Budget announcement reflected thefirst step along this path, namely thefinancial
details set out in the agreement reached last week. ThisBudget providesfor an ongoing commitment
to corefunding of $1.25 hillion (and core funding isto become a statutory obligation under the new
Act —something which the Caledon I nstitute haslong recommended). Last week’sagreement also
provided for anincrease of 4.5 percent annually, but beginning in 2016-17 —which usually means
April 1, 2016.

The Budget provides* new’ money of $120 million next fiscal year, which reflectsthe
commitment of $500 million over seven yearsfor infrastructure and $160 million over four yearsfor
implementation and transition, both beginning in 2015. However, there will be some additional
transitional funding that remainsavailablethisyear from the previous 2012 three-year commitment of
$275million.
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We recognize that the Budget honoursthe government’s agreement with the Assembly of First
Nations, so it cannot be criticized from that perspective. But the agreement also impliesthat both
parties recognize that many First Nations schools on reserve havefallen far behind the funding of
similar off-reserve schoolsinthe provincial system.

The school term startsin September. We would urge Ottawa, as agesture of goodwill andin
recognition of the seriousfunding problemsfor many reserve schools, to begin the 4.5 percent
escalator in September of the 2015-16 fiscal year, not the 2016-17 fiscal year inthe Budget. This
would mean that the 2015 Budget would provide for approximately half of afiscal year increaseinthe
core budget with the escal ator timed to coincide with the ‘ education year’ (September to August) in
thefuture, rather than the government fiscal year.

The cost inthe 2015-16 fiscal year would be, at our guess, somewhere around $55 million. If
this policy were announced in the next few months, or even weeks, it would go along way to
confirming the government’ sgood faith and cementing support among First Nationsfor the new
EducationAct.

ii. Apprenticeships for youth

Budget 2014 announced $40 million for 3,000 internshipsto help young peoplefind
employment in high-demand fields. It created the CanadaApprentice Loan to help registered
apprenticesin Red Seal tradeswith the costs of training. Budget 2014 al so introduced the Flexibility
and Innovation in Apprenticeship Technical Training pilot project to expand the use of innovative
approachesfor apprenticetechnical training.

Newsof initiativesto tackle youth unemployment was highly anticipated. At last countin
January 2014, 14.1 percent of youth ages 15 to 24 were unemployed, almost double the 7.4 percent
ratefor all workers 15 and older. Canadaisnot aloneinthisregard. Young peoplein many European
nations are experiencing even higher rates of joblessness.

Ottawahas correctly recognized that this problem isnot good for the economy now and in
future. It means many thousands of young people who are ready and willing to work are unableto
make a contribution — both to the Canadian economy and to their own financial well-being. They are
not in aposition to pay off their student debt, establish independent households or savefor retirement
—let alonetakeall three actionsthat ahealthy economy requires.

Widespread youth unemployment and underemployment are al so problematic for thefuturein
that they accelerate the rusting of job skills. These may be out of date by the timethat suitable
employment isfound.

The modest Budget announcement on apprenticeshipsfor youth in no way matchesthe extent
and scope of the problem the country currently faces. Ottawashould have gonealot further and
deeper to hel p tackle this serious challenge.
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Iii. Training for personswith disabilities

Budget 2014 brought in several initiativesto support the training of personswith disabilities.
The Labour Market Agreementsfor Personswith Disabilitieswere set to expirein March 2014.
Ottawa has made acommitment to invest $222 million per year in anew generation of agreements.
The announcement renewsthe program at its current nominal level of funding. Asat present, the
partner province or territory must make a corresponding investment to match the federal dollars.

The purpose of the Labour Market Agreementsfor Personswith Disabilitiesisto improvethe
employment status of Canadianswith disabilities. Their objectivesareto:

« enhancetheemployability of personswith disabilities

= increase employment opportunitiesavail ableto personswith disabilities

= build on the existing knowledge base of research, best practices, data collection and
program evaluation.

Budget 2014 al so announced new funds of $15 million over threeyearsfor the Ready Willing
and Ableinitiative to connect peoplewith developmental disabilitiestojobs. It allocated $11.4 million
over four yearsto support the creation of vocational training centresfor peoplewith autism. These
arewel come measures; Canadianswith developmental disabilitiesand individualswith autismtypically
face major obstaclesto the workforce and often require additional assistanceto accessand maintain
employment.

Budget 2014 also included $75 million over three yearsthrough the Targeted Initiativesfor
Older Workersto help unemployed older workersfind jobs.

Iv. Support for caregivers

The 2014 Budget announced that it would launch a Canadian Employersfor CaregiversPlan
to support caregivers labour market participation. The purpose of the Canadian Employersfor
CaregiversPlanisto engage with employers around cost-effective workplace solutionsin order to
maximize caregivers labour market participation.

Caledon had recommended the creation of such atask force similar to thefederal Panel on
Labour Market Opportunitiesfor Personswith Disabilitiesto enable anational conversation with
employers[Torjman 2013]. We have a so written extensively about theissuesthat employers should
consider with respect to caregivers.

In addition to extracoststhey often incur, caregivers may have had to leave their job or to
reduce the number of hours of paid work in order to maketimefor their caregiving responsibilities.
Theinsecurity may hinder their ability to contribute to apension plan or to savefor thefuture. Both
current and future financial security may bejeopardized.
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Holding ajob and providing care at the same time frequently cause stress, depression and
burnout that can lead to absenteeism and turnover. Workplace initiatives should enable ahealthy
caregiver/receiver relationship, including family leave policies, modified work week policiesand
employment assi stance programs.

Flexibleworking timeisespecially important. The needsof the elderly aswell asthosewith
episodic conditions are often unpredictable. Companiesare beginning to recognizethat certain
employees may need more than personal or vacation timeto deal with family-related emergencies.

The new Panel will want to consider policy precedentsat theinternational level regarding
flexibility at work. Wide-ranging employment measures have been introduced, for example, as part of
the Carer Strategy inthe UK. In 2007, the British government amended itsWork and Families Act
to allow caregiverstheright to request flexiblework.

Paid leaveisanother important working condition around which the federal government can
takedirect action. The Compassionate Care L eave provisionswithin Employment Insurance allow up
tosix weeks paidleaveto carefor agravely ill relativewhoislikely to diewithin 26 weeks.
Unfortunately, the eligibility requirementsaretoo stringent to provide meaningful help to most
caregivers. We have argued that these requirements should be made moreflexible.

Budget 2014 announced only avery minor improvement. It allocated $2.4 million over two
yearsand $1.2 million per year to enhance accessto sickness benefitsfor claimantswho receive
Parentsof Critically Il Children and Compassionate Care benefits. The proposed enhancementswill
allow claimantswho are away fromwork temporarily to take care of acriticaly ill or injured child or
gravely ill family member at significant risk of death to temporarily suspend their claimsin order to
access sickness benefits, should they themselvesfall sick or becomeinjured.

Caledon has pointed out that future security can also be affected when caregiversdrop out of
theworkforce dueto their caregiving responsibilities. Itisessential to find waysto protect the value
of pensionsinfuture. The Canadian Employersfor Caregiver Plan could explore, among other
options, the possibility of expanding the general drop-out or child care drop-out provisions of our
national pension program —the Canada Pension Plan.

v. Infrastructure and social housing investments
Therewasgreat buzz prior to Budget 2014 about infrastructureinvestment. Asit turnsout,
the Budget simply re-announced the commitment already made in Economic Action Plan 2013,

which brought in anew 10-year $53-billion Building Canada plan.

Building Canadacons stsof asuite of programsto meet infrastructure needs acrossthe country,
includingaGas Tax Fund and full rebate of the Goods and Services Tax paid by municipalities.
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While not new, theinvestment isimportant. Municipalities have only limited sources of
revenue. Theseinclude property tax, paymentsfrom other orders of government in lieu of taxes, and
feesfrom various sources such as devel opment charges, permits and admissions (and parking tickets).

Thefiscal capacity of municipalities does not match their wide-ranging responsibilities. Local
governmentsfaceincreasingly complex socia problems such as persistent poverty and growing
inequality, homelessness and an aging population. Citiesstill carry much of theload for immigration,
the environment, affordable housing, public health, emergency preparedness and public security. But
they have neither the funding nor the taxation power to carry out these responsibilities effectively.

Evenif local governmentsfaced none of the newer pressures, they would still haveto grapple
with pressuresfrom the past. The physical hardware of the country —roads, sewersand bridges—is
in serious need of upgrade and repair.

We have argued that investment ininfrastructureiscrucia from both economic and social
perspectives. Onthe economic front, it creates jobs and enablesthe provision of amenities, such as
local roads, which are essential for business. It allowsfor the upgrading of buildingsand facilitiesto
green standards.

Infrastructureinvestment isalso essential fromasocial perspective. It helpsfoster heathy
communities by providing sufficient resourcesfor local amenities, such as sewersand clean water,
which contribute to good public health and good quality of life. Recreational investmentsare
especially important inthisregard. Thevast majority of publicly-owned recreation facilitiesinthe
country were built between 1965 and 1980.

Another Budget re-announcement was Ottawa s commitment, madein 2013, to pay
$1.25billion over fiveyearsto renew the Investment in Affordable Housing beginning in April 2014.
Whilethe money isnot new, we noted last year and reaffirm our view that thisinvestment iscrucial.
However, it could have been far more wide-ranging and substantial, given the seriouslack of
affordable housing in Canada.

Negative Budget Initiatives
i. Canada Job Grant

Inits2013 Budget, Ottawaannounced that it would implement anew program called the
CanadaJob Grant. Astheinitiative wasthen described, it would provide up to $15,000 for short-
duration training, paid one-third each by employers, thefederal government, and provincial or
territorial governmentsat atotal cost of $900 million.

Ottawa proposed to finance its $300 million share by cutting fundsit now paysto the
provinces and territoriesfor Labour Market Agreements. However, asthe Caledon Institute noted in
our 2013 Budget analysis, this $300 millionisalready being spent on an array of programsfor groups
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that have trouble entering and remaining in employment —e.g., immigrants, Aborigina peoplesand
older unemployed Canadians. Provinceswould not only have been expected to cough up $300
million for their share of the Canada Job Grant, they al so would need to find $300 million to fund
programs previously paid for through the Labour Market Agreement funding.

Needlessto say, the provinces objected strenuously to the Canada Job Grant as did many of
the organi zations, communities and businesses now using servicesfunded under the Labour Market
Agreements. Evaluation of the programs under the Labour Market Agreements (done by athird party
but commissioned by the federal government) showed that they were quite successful.

Yet after abarrage of government-paid advertising for the non-existent program, the response
from Ottawawas silence. No meeting was called with the provincesand territories. No further
design detailsfor the program werereleased. No rationale or evidence for the ghost program was
unveiled.

Finally, after about eight months, anew Minister of Employment and Social Development was
appointed — Jason Kenney — apparently with firm directionsto launch thisship. Minister Kenney has
met several timeswith provincesand territories. The one concession he hasmadeisthat Ottawa
would agreeto pay thefull $10,000 ‘ government’ grant per trainee with no provincial matching
required.

Because Ottawais not increasing thetotal size of itscontribution, thefederal government
paying the whole grant for each trainee would presumably halvethetotal size of the whole program
from $900 million to $450 million. The CanadaJob Grant isso critical to the Canadian economy that
no one has seemed troubled by or even noticed that the program has been chopped in half.

But thereal catchtothis‘compromise’ isthis. It would still be financed by cutting the Labour
Market Agreements, leaving the provinces and territories $300 million in the hole and, more
importantly, putting at risk ahuge range of proven training and skills devel opment programs grown
with great care and difficulty by thousands of agenciesover thelast five years.

Not surprisingly, in view of the nature of this so-called compromise, provinces and territories
continued to object. Perhaps uniquely in Canadian history, the provinces and territories have so far
remained unanimousin their rejection of the Canada Job Grant.

Yet the 2014 Budget not only reaffirmed that the federal government was making no further
compromises, it announced that Ottawawould deliver the program itself starting seven weeksfrom
now in provincesthat did not agreeto deliver the program onits behalf.

The Budget claimed that the federal government had consulted widely and had broad support.
Infact, it has systematically excluded all groups opposing the Canada Job Grant from its consulta-
tions. Not only al the maor labour organizations but many local Chambers of Commerce and other
businesseswere not in favour and, asfar aswe know, not consulted. Among thelittle morethana
dozen organizations publicly endorsing the Canada Job Grant, Alberta-based organi zations and those
with known partisan leanings are over-represented.
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Theirony of thismessisthat the best critic of the unilateral approach now being undertaken by
the current government isthe previous Conservative government. Under long-standing Conservative
policy, thefederal government wasto stay out of areasof provincial jurisdiction. Primeamong these
“‘areasof provincial jurisdiction’” were labour market programs, which had been an area of
jurisdictional conflict for decades and had been critical in many constitutional discussions.

Inits2007 Budget, thethen relatively new Conservative government clearly and forcefully
articulated its principled exit from labour market programs and its recognition of provincial
jurisdiction. And it restated thisview in the Labour Market Agreements asrecently asafew months
before the unilateral reversal announced in the 2013 Budget.

Most ironicisthat theimplementation of the Labour Market Agreements proved that the
previous Conservative government had been right. Overlapping and duplicative poorly thought-out
programswere largely dropped asthe provinces and territoriesworked hard to implement the
Agreementsin light of local labour market conditions. The Labour Market Agreements had been one
of the (previous) Conservative government’s most successful employment initiatives.

Andjust for afinal irony: Many of the criticismsnow cited to defend the Canada Job Grant
are of programs supposedly training peoplefor jobsthat do not exist —like the proverbial dozen
hairdressersin asmall Newfoundland town. But these arethe very programsthat werein place
before the Labour Market Agreements resulted in widespread reform.

But evenif the Canada Job Grant wereto be entirely funded with new money and
administered by the provinces, thereislittlereason to seeit asawell thought-out program. The 2014
Budget pointsto deficienciesin labour supply in science-based occupationsand in skilled trades.

How exactly will short-duration training programs build skillsrequiring yearsto acquire?

We are at the top of the building cycle and within ayear or two at most thereisbound to bea
massive slowdown inresidential construction. Doesit really make senseto train labour to meet
demand for the very top of thecycle? Infact, thefederal government hasyet to produceasingle
study or any evidence that substantiates the design of thisprogram.

The Canada Job Grant may turn out to be areasonable program among an array of training
measures, perhapsin more specific nichesrather than being plastered across Canada. But even so,
the program should be introduced with caution and care, testing outcomes, measuring resultsand
making adjustmentsaswelearn.

So what now? Our first predictionisthat the federal government isheaded for an
embarrassing disaster if it indeed implementsthe Canada Job Grant itself, and especially if it triesto
do so seven weeksfrom now. Service Canadastaff isinadequate in numbersand untrained to
implement aprogram such asthis. If thereisindeed very light paper work and little auditing, there will
belots of wasted money, some profiteering and likely alittlefraud. Be prepared for many troubling
stories about ayear from now.

8 Caledon Institute of Social Policy



More serioudly, the provinceswill haveto figure out what to do with the existing L abour
Market Agreement-funded programs. Many of these worthwhileinitiativesare going to haveto go
under because, whilethe federal government may be doing well fiscally, thisisnot true of most of the
provinces. Thesenew developmentswill cause great harm and much chaoswithin the training sector.

Our second prediction: anet lossin thetraining of skilled workersin Canada.

ii. Federal transfers

Four magjor statutory transfer arrangements—the Canada Health Transfer, Canada Social
Transfer, Equalization and Total Transfer protection—are governed by federal legislation set to expire
on March 31, 2014 [ Torjman 2014b]. However, this date has become somewhat irrelevant in light of
thefact that Ottawa has been announcing changesto these arrangements over the past few years. The
so-called end date has become aturning point for the introduction of aunilaterally announced new
formula

Budget 2014 should have been the time when several new announcements were madeto the
main fiscal transfer programs. However, Ottawaeffectively eclipsed itself by making significant
changesalong theway. Budget 2014 simply reiterates current and pending changes—with no
consultation or collaboration regarding the proposed shifts and their impact upon servicesaswell as
the health of provincial/territorial coffers.

Thereis, however, one big shift that will take effect thisyear —the withdrawal of the Total
Protection Program. Thismeasureisdiscussed bel ow.

Federal fiscal transfersare acrucial source of revenuefor provincesand territories. These
funds help maintain Canada's system of health and social programs, while seeking to reduce revenue
disparities between, and within, various orders of government. Paymentsto other orders of
government are made mainly through several major funding arrangements: the CanadaHealth Transfer,
Canada Social Transfer, Equalization and Territorial FormulaFinancing. Major transfersto other
orders of government totalled $60.5 billion in 2013-14.

The purpose of the CanadaHealth Transfer isto provide long-term predictable funding for
health care. 1n2013-14, total federal CHT expenditure cameto $30.3 billion. In order to qualify for
thefull federal cash contribution under the CHT, provinces and territories must comply with the
conditions of the Canada Health Act which, at |east in theory, prohibit extra-billing by physiciansand
user charges by hospitals.

The CHT payment consists of two components: atax transfer and a cash transfer. Thetax
transfer was part of afederal-provincial/territorial arrangement that had taken effect in 1977 under the
former Established Programs Financing Act. At that time, Ottawatransferred 13.5 percentage
points of its personal income tax and one percentage point of its corporateincometax to the
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provincesand territories. Thevalue of the tax point component continued to increasein linewith
economic growth.

Thetotal CHT cash envelopeislegislated under the Federal-Provincial Fiscal
Arrangements Act. Initially set at afixed amount in 2004-05 and 2005-06, thetotal CHT cash
envelope was slated to increase at arate of 6 percent annually until 2013-14.

CHT transfer paymentsto the provinces are determined on an equal per capitabasis
according to an agreed-upon formula. Each province's share of per capita CHT cash iscalculated as
aresidual or aremainder —i.e., the province's per capita share of total CHT lessits per capitatax
point transfer. Because the per capitacash transfer ishigher for provinceswith relatively weak tax
point transfers, the CHT cash component was deemed to include an equalizing component.

Thisequalizing component of the CHT formulahad been criticized on the groundsthat
interprovincia equity imbalancesare more appropriately redressed through the Equalization program,
discussed below. Inresponse, the 2007 federal Budget removed the equalizing component of the
CHT. Itlegislated that the cash transfer shift to an equal per capitaallocation effective 2014-15, the
first year of anew agreement following the expiry of the 10-Year Plan.

The CanadaHealth Transfer had been split off in 2004 from alarger Canada Health and
Social Transfer. At that time, provinces signed a10-Year Plan to Srengthen Health Care. ThePlan
identified the core areas around which greater investmentswere required in order to support health
carerenewal. Under the 10-Year Plan, Ottawacommitted $41 billion in new, long-term funding,
including a6 percent annual escalator, beginning in 2006-07. The 10-Year Plan to Srengthen
Health Careisscheduled to end onApril 1, 2014. Startingin 2014-15, provincial and territorial
CHT transferswill be allocated on an equal per capitacash basisonly.

Total CHT cash levelswere set inlegislation up to 2013-14 and were slated to grow by
6 percent annually asaresult of an automatic escalator. But in December 2011, Ottawa announced
that total CHT cash would keep rising at the annual rate of 6 percent until 2016-17. Startingin
2017-18, total CHT cashwill grow inlinewith athree-year moving average of nominal Gross
Domestic Product, with funding guaranteed to increase by at least 3 percent per year.

The problemisthat the new formulawasintroduced unilaterally by the federal government
with no prior provincial/territorial consultation. Under thefederal renewal plans, annual growthinthe
CHT will decline significantly from the 6 percent previously set out in the 10-Year Plan to Srengthen
Health Care. The Council of the Federation, comprising provincial and territorial Premiers, has
expressed its concern about theimpact of this shift.

For health, the federal government’s Canada Health Transfer (CHT) will be reduced by almost

$36 billion, in total, over the 10-year period from 2014-15 to 2023-24 compared to the arrangements
currently in place. Thiswill bring the federal share of health care costs to less than 20 percent,
compared to about 50 percent originally. Inthe shorter term, the 5-year period from 2014-15 to
2018-19, provinces and territorieswill receive, in total, about $23 billion less than under the
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current arrangements, with the CHT accounting for about $7 billion of the reduction and
Equalization accounting for about $16 billion [Council of the Federation 2012].

Ontario, in particular, will take ahit from the shift to equal per capitacash. It will receivethe
equivalent of only a3.4 percent increasein 2014-15. Alberta, by contrast, will be gaining about
$1 billion more—the equivalent of a38 percent risein that year.

The 2011 federal announcement, made several years before the 2014 renewal date, by-passed
an opportunity for consultation, collaboration and co-operation between the two orders of
government. Thesefactorshave historically been critical to the success of the Canadian federation
and to the devel opment of effective transfer arrangements| Government of Manitoba 2013: D4].

The Canada Social Transfer (CST) isafinancial transfer to provincesand territoriesin support
of post-secondary education, social assistance and social services, early childhood development, and
early learning and child care. The CST has been paid out on an equal per capitabasis since 2007-08.
Prior to that time, the CST payment included cash aswell asatax component, similar to the current
CanadaHealth Transfer alocation.

CST cash levelsare currently setinlegislation up to 2013-14 and have grown by three
percent annually asaresult of an automatic escal ator applied since 2009-10. In December 2011,
Ottawa announced that the CST will continueto grow at three percent ayear effective 2014-15 and
beyond. The CST cash transfer totals $12.2 billion in 2013-14 and is slated to reach $14.2 billion by
2018-19.

Equalization payments represent the third major transfer in Canada. Their purposeisto ensure
that all provinces havethefinancial capacity to offer their residents reasonably comparable public
services at reasonably comparablerates of taxation. Inthe absence of Equalization, Canadiansinless
wealthy provinceswould face higher debt, lower levelsof public servicesand/or higher levels of
taxation than Canadiansin more wealthy provinces.

A separate, but similar, programisin placefor the threeterritories—Yukon, the Northwest
Territoriesand Nunavut. TheTerritorial FormulaFinancing (TFF) programisan annual transfer from
Ottawato thethreeterritorial governments enabling them to provide arange of public services
comparableto those offered by provincial governments, at comparable levels of taxation.

In order to determine appropriate levelsof payment, the Equalization program calculates, ona
per capitabasis, what each province could raise on itsown at typical rates of taxation. Any shortfall
relativeto this® 10-province standard” ispaid out in Equalization. Payments are adjusted to keep the
total program payout growing in linewith the economy.

The Total Transfer Protection (TTP) program was announced by thefederal governmentin
2010to help provinces address thefiscal challengesrelated to the 2008-09 recession. The purpose
of TTPwasto ensurethat no provincereceiveslessin combined mgjor transfers (CHT, CST and
Equalization) thanit did the previousyear.
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Sinceitsinception, the program has paid out morethan $2.2 billion to seven provincesin
addition to the nearly $60 billion that Ottawa hastransferred to the provinces since 2010. Whilethe
TTPwasextended into 2013-14, its pending demise was announced by the Finance Minister in
December 2013, much to the dismay of the provinces—Ontario, in particular [Benzieand Boutilier
2013].

Ontario will bethebig loser from the announced change. The coming year would have been
thefirst inwhich Ontario qualified for a payment under the TTP program. Ottawa, for itspart, argues
that the Total Transfer Protection program wasintended only as atemporary measureto help
provincesand territories*“in transitioning through current economic challenges.”

Thetiming of the TTP cut hasraised many Ontario eyebrows—coming at atime when the
provinceisabout to enter into full-swing election mode. Ontario contendsthat therewasno
conversation or dialogue with Ottawaasto when thistransfer protection would end. Thereisusually
awarning or heads-up to give provinces some lead time to absorb the shock of —and prepare for —
big fisca shifts.

No Budget Initiatives

The 2014 Unbalanced Budget ignores pressing social challengesthat remain unresolved, such
aspersistent poverty for high-risk groups (e.g., recent immigrants, personswith disabilitiesand
Aboriginals) and growing inequality. Child poverty hasdeclined substantially in recent years,
especialy among single-parent familiesled by mothers, thanksto declining unemployment, increasing
employment among women and improvementsto child benefits.

But thereisstill along way to goto realize the all-party unanimous commitment in 1989 to
move toward the eradication of child poverty by theyear 2000. At last count (2011), 8.5 percent of
al childrenlivedinlow-incomefamilies; 23.0 percent of familiesled by single-parent motherswere
poor compared to 5.9 percent of two-parent families. The December 2013 report from the Standing
Committee on Financeidentified growing inequality asanother problem that challengesthe country.

The current government appearsto be wearing blinderswhen it comesto the poverty/
inequality twin challenge. The 2014 Unbalanced Budget neither acknowledged the existence of these
problems nor put forward any concrete solutions other than anumber of small tax cutswhich dolittle
if anything to help low- and modest-income households. Theirony isthat two key leversare already
in placeto help make asignificant dent in these problems: the Canada Child Tax Benefit and the
Working Income Tax Benefit [ Torjman and Battle 2011].

The Canada Child Tax Benefit consists of two parts. The base Child Tax Benefit serves
amost all (nineinten) familiesand isintended to help thelarge majority of parentswith their
childrearing expenses. For July 2013-June 2014, the maximum base Child Tax Benefit is $1,433 per
child ($119.40 amonth for each child under 18). Eligibility and the amount of benefit are cal culated
on the basisof net family income and number of children. It isanincome-tested benefit: Maximum
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payments go to low-income families and the amount of benefits declinesas net family incomes
increase.

The second component of the Canada Child Tax Benefit, the National Child Benefit
Supplement, sitson top of the base Child Tax Benefit and provides an additional amount to low- and
modest-incomefamilies. Likethe base benefit, the National Child Benefit Supplement isincome
tested, though more steeply. Maximum paymentsare $2,221 for thefirst child, $1,964 for the second
child and $1,869 for the third and each additional child for July 2013-June 2014.

Thetwo benefits combined (i.e., the base Child Tax Benefit and the National Child Benefit
Supplement) mean that alow-income family with one child and net income | ess than $25,356 receives
amaximum $3,654 per year in 2014. Caledon has proposed that the base Canada Child Tax Benefit
be raised so that the combined payments reach atotal maximum $5,400 per child [Battle 2008].

Our proposed $5,400 Canada Child Tax Benefit ismore than just another in a series of
increasesfor low-income families, important asthese improvements have been. Our recommended
reformwould provide asizeableincreasein child benefitsto the mgjority of modest- and middle-
income magjority of families—an attractive optioninlight of growing concernson the part of all federal
political partiesabout the declining middle class. Our proposal enhances both the poverty reduction
and parental recognition objectives of the child benefits system.

The Canada Child Tax Benefit not only providesasignificant payment to low-income
househol ds but al so reachesthe majority of middle-classfamilies. Onewould think that this proposal
would beapolitical winner. The recommended increase would cost an estimated $5 billion, which we
have argued could be found through reall ocation from programs such asthe Universal Child Care
Benefit and non-refundable Child Tax Credit, and by scrutinizing targeted tax breaksthat favour
higher-income households.

TheWorking Income Tax Benefit (WITB) isanother measure that handily could have won
political support. The WITB provides an income supplement to workerswith low earnings—i.e., the
working poor. Thismeasureisintended asawork incentivefor low-wage earnerstojoinor remainin
the paid labour market or to move off programs of income support such aswelfare.

Despite significant increasesin 2009 over theinaugural 2007 program, the Working Income
Tax Benefit provides only avery modest amount. It paysamaximum $970 for asingle worker per
year ($1,762 for afamily) and cutsout at alow net income of $17,827 ($27,489 for afamily). Even
with the 2009 improvements, the WITB still excludesalmost all single minimum wageworkers—the
very peopleit wasintended, at least in theory, to help.

The WITB needs ahealthy, multi-year injection of fundsbefore it can become amajor weapon
inthewar on poverty and inequality. But at least asolid foundationisin place. Caledon hascalled
for thefederal government to build the Working Income Tax Benefit into amuch more powerful
instrument, both interms of increasing benefits and extending the program higher up theincome scale
[Battle and Torjman 2012].
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We have put forward several proposalsfor how to expand the scope of the program to ensure
that it extendsto moreworkers. Whilethis expansion doubtlesswould have ahefty pricetag, there
are various design optionsthat can help reduce the overall cost.

Therearetwo crucial toolsin hand and yet no reference to these measuresthat potentially
could pack apowerful punch against poverty and inequality. Thelast thing that Canadaneedsright
now ismoretax breaksfor well-off families.

Caledon has argued that the wrong-headed tax cut to the GST by two percentage points took
awhack out of Canada’ s revenues and put us back into deficit. The change represented asignificant
structural shift that destabilized the revenue stream — especially at atime when the country wasin
recession [Battle, Torjman and Mendelson 2012].

Over the past few years, the federal government has also introduced a series of tax cutsthat
spend lots of public money on non-poor families, including the minority of well-off families [Battleand
Torjman 2011]. The Children’sArts Tax Credit cost $35 millionin 2012. The non-refundable Child
Tax Credit (whichismuch different from the Canada Child Tax Benefit, as discussed | ater) amounted
to$1.6 billioninthat year. The Family Caregiver Tax Credit cost $160 million whiletheInfirm
Dependent Credit was $5 million. The Children’s Fitness Tax Credit amounted to $120 millionin
2012. Wefurther consider targeted tax breaksin the later section Boutique Tax Credits.

In 2006, thefederal government introduced pension income splitting, allowing couplesto
dividetheir private pension income between them when cal culating their income tax; each spouse pays
incometax on only half of income from private pensionsand RRSPs. The cost of pensionincome
splitting in foregone tax revenueishuge. According to thefederal government’s Tax Expenditures
and Evaluationsreport, pension income splitting cost Ottawa an estimated $1 billionin 2012.

We obj ected to this measure when it wasintroduced on two grounds [Battle, Torjman,
Mendelson and Tamagno 2007]. First, pensionincome splitting confersits greatest benefit on higher-
income households. Thosewho arethe best off —therelatively small percentage of seniorswho are
truly affluent —get thelargest tax savings, whilethe maority in the middle see only amodest tax
break. Second, theannual $1 billion pricetagwould befar better spent bolstering the Guaranteed
Income Supplement for low-income seniors.

Now we face the spectre of income splitting for familieswith children, amajor plank of the
Conservatives 2011 election platform. Whileit was not mentioned in this Budget, family income
splitting islurking inthe halls of Parliament awaiting next year’sBudget. Here'swhy this proposal
should be put to rest.

Family Income Splitting: Never will so much be spent on so few who need so little

The Conservative platforminthe 2011 federal election included apledgeto correct an alleged
inequity inthetax system: A family with children and one earner pays moreincometax than afamily
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with the sameincome earned by both parents. The one-earner family isthetraditional mom at home
caring for the kidswith dad in the workforce —adisappearing institution bel oved by the Conservative
base.

Table 1 1ooksat the amount of federal incometax paid by two types of family —two-earner
familiesand one-earner families. Each spousein the two-earner family earns $40,000, for atotal
income of $80,000. They each pay $6,000 in federal incometax, for atotal of $12,000. Inthe one-
earner family, one spouse earns all theincome—$80,000 —and pays $14,523 inincometax. The
one-earner family pays $2,523 morein federal incometax than the two-earner couple.

Thereason for the tax gap between these householdsisthat the one-earner family paysincome
tax at two rates: 15 percent on taxableincome up to $43,953 and 22 percent on taxableincome
between $43,954 and $80,000. But thetwo-earner family paystax at only one rate—the lowest 15
percent.

Tablel
Two-ear ner family One-earner family
spouse 1 taxable tax | incometax spouse 1 taxable taX | incometax
income rate income | rate
$40,000 | 15% | $6,000 $80,000 | 15% | $6,593
($40,000* 15%) ($43,953* 15%)
spouse 2
$40,000 | 15% | $6,000 22% | $7,930 ($80,000-
($40,000* 15%) $43,954* 22%)
family $12,000 $14,523

Ottawa had wanted to fix this perceived inequity by introducing atax measure by the name of
family income splitting. It builds on the pension income splitting measure introduced by the federal
government in 2006 [ Tamagno and Battle 2006].

Family income splitting aimsat reducing incometaxesfor one-earner familieswith children
under age 18. It shiftstaxableincome (up to alimit of $50,000) from the spousein ahigher tax
bracket to the spousein alower bracket (who traditionally isnot in the labour force or works part
time). Asaresult, the higher-income spouse pays|esstax while the lower-income spouse pays more
tax. Thefamily’stotal tax bill isreduced asaresult of income splitting though, of course, total family
income remainsthe same.

Theamount of incometax savingsis calculated asthe product of the amount shifted between
spouses and the difference between their two marginal tax rates. Under the proposal that Ottawa had
been considering, therewould be alimit of $50,000 transferable between the spouses. Tax savings
from splitting would arise only if the spouses’ taxableincomesarein adifferent tax bracket.
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A recent commentary written for the C.D. Howe I nstitute by economistsAlexandre Laurin and
Jonathan Rhys K esselman offersatrenchant critique of thefedera government’sincome splitting
scheme [Laurin and Kesselman 2013]. Our discussion heredrawsheavily ontheir invaluable analysis.

horizontal equity: one-income ver sus two-income families

Proponents of income splitting contend that familieswith similar total money income should
pay similar amounts of tax, according to the principle that equals should betaxed equally. Tax experts
cal thisthe principle of horizontal equity.

Analysissupportsthe argument that many one-incomefamilieswith children pay moreincome
tax than two-income familieswith children. The averagetax burden of familieswith childrenishigher
when most of their income comesfrom one spouse. Comparing familiesinwhich thelower-income
parent earnslessthan 15 percent of income with familieswhere the lesser earner makes morethan
35 percent of family income, the tax burden on one-earner couplesisheavier between family incomes
of $50,000 and $80,000 by $500-$1,500. The same holdsfor incomes above $150,000 [Laurin and
Kesselman 2013: 3]. Thesearenot large differences.

Criticsof income splitting argue that concentrating on cash income leadsto anarrow view of
income. A broader conceptualization of families' total economic resourcesisrequired that takesinto
account the value of in-kind home-produced services—e.g., housework, cooking and child care.

Such home-produced services are generally worth moreif one spouse spendslesstime, or no
time, inthe paid labour force. For their part, two-earner familiesface work-related costs such as
transportation, clothing and purchased child care[Laurin and Kesselman 2013: 3]. So the actual
income gap between one- and two-earner familieswith childrenismuch smaller, if a al, oncein-kind
services and work-rel ated expenses are taken into account.

Another aim of income splitting isto help parents spend moretime caring for their childrenin
thehome. Thisargument failsto acknowledge that income splitting would favour upper-income one-
earner familiesthat are already most able to reduce one parent’s paid work, and would | east benefit
lower- and modest-income coupleswith lesser ability to do so. Moreover, income splitting would do
nothing at all for single parents, who typically have lower incomesfrom low-paid jobs[Laurin and
Kesselman 2013: 3-4].

Another criticism of family income splitting isthat it includes older children (upto age 17, the
ageof eligibility for child-rel ated benefits such asthe Canada Child Tax Benefit). It can beargued
that families most need assistancein caring for their children at home when they areinfantsor
preschoolers. But Ottawa sincome splitting proposal would extend throughout the school years.
Targeting family income splitting to preschool children (e.g., the Universal Child Care Benefitis
restricted to ages 5 and under) would reduce the program’s cost.
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a tightly targeted program

Family income splitting would exclude the large majority — 85 percent —of Canadian
households[Laurin and Kesselman 2013: 6-7]. 1t would pay nothing to single adultsliving alone
(45 percent of households), single parents (6 percent of households), childless couples (31 percent)
and coupleswith children and low incomes (2 percent) that are bel ow the taxpaying threshold. It
would excludelow- and modest-income familieswhere neither parent earns more than the bottom tax
bracket ($43,953in 2014), or if both spouses have earningsthat place them in the sametax bracket.

Family income splitting would provide atax break to only 15 percent of households. Six
percent of householdsthat get atax reduction would receive $500 or less. Only 9 percent of
householdswould get more than $500 in tax savings from income splitting.

who would gain from income splitting?

Income splitting targets two-parent single-earner familieswith children. Thisisashrinking
breed. Only 22 percent of women with school-age children and 34 percent with preschoolers are not
in the paid labour force [Jackson 2014].

Family income splitting isaregressive program, favouring high-income couples. Figurel
looks at average tax savingsfrom income splitting for three types of family according to thelesser
earning spouse’s share of family income: 0-15 percent (shown in blue bars), 15-35 percent (green
bars) and 35-50 percent (red bars). Tax savings represent combined federal and provincial amounts.

Averageincometax savings (federal and provincial combined) for familiesin which thelower-
income spouse earnslessthan 15 percent of family incomewould range from $592 for familieswith
incomes of $55,000 or lessto $2,652 for families between $55,001 and $88,000, $4,664 for those
between $88,001 and $125,000, and $6,443 for familieswith incomes of $125,001 or more.

Figure 1 showsthat tax savingsare smaller for familiesin which thelower-income spouse
earns between 15 and 35 percent, shown in green, but they are still regressive: an average $266 for
familieswith incomes of $55,000 or less, $1,035 for families between $55,001 and $88,000, $1,677
for those between $88,001 and $125,000, and $2,325 for families with incomes of $125,001 or
more. Whiletax savingsare smallest for familiesin which thelower-income spouse earns between 35
and 50 percent of family income, showninred, they too areregressive: an average $115 for families
with incomes of $55,000 or less, $302 for families between $55,001 and $88,000, $351 for those
between $88,001 and $125,000, and $351 for familieswith incomes of $125,001 or more[Laurin
and Kesselman 2013: 11].

The maximum annual tax break from federal income splitting would reach $6,408 for 2011.
But the provinces and territorieswould also likely implement family income splitting, asthey havewith
pensionincome splitting. Maximum provincial tax savingsin 2011 would rangewidely from $0in
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Figure 1

Average income tax savings from income splitting,
by family income and percentage of income
earned by lower-income parent, 2012
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Figure 2

Maximum federal and provincial income
tax savings from family income splitting, 2011
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Alberta(duetoitssingle 10 percent tax ratefor all taxpayers) to $5,748in Ontario, asillustrated in
Figure 2 [Laurin and Kesselman 2013: 9].

Figure 3illustrates how tax savingsfrom family income splitting would be distributed across
theincomerange. Theanalysisshowsfederal, provincial and total incometax savings.

Figure 3
Proportion of federal, provincial and total income tax relief
from income splitting, by family income, 2012
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Familieswith incomes of $55,000 or lesswould get 6 percent of total federal tax savings
(illustrated by the blue bars), 8 percent of provincial tax savings (red bars) and 7 percent of total tax
savings (green bars). Familieswith incomes between $55,001 and $88,000 would get 21 percent of
total federal tax savings (blue bars), 24 percent of provincial tax savings (red bars) and 22 percent of
total tax savings (green bars). Familieswithincomes between $88,001 and $125,000 would receive
32 percent of total federal tax savings (blue bars), 26 percent of provincial tax savings (red bars) and
30 percent of total tax savings (green bars). Familieswith incomes of $125,001 and more would get
41 percent of total federal tax savings (blue bars), 42 percent of provincial tax savings (red bars) and
41 percent of total tax savings (green bars) [Laurin and Kesselman 2013: 11].

Thegap inincome savingsfrom family income splittingiswide. Familiesinwhichthelower
earner makes 0-15 percent of family income and familieswith income of $55,000 or less, comprise 25
percent of all families; yet they account for only 7 percent of total (federal and provincial) tax relief.
Familieswith incomes of $125,001 and over also make up 25 percent of all familiesbut reap 41
percent of total tax savingsfrom family income splitting — six timesas much asfamilieswith incomes of
$55,000 or less.
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Currently, one-income familiestypically pay moreincometaxesthan two-incomefamilies, as
discussed above. Family income splitting would reversethis pattern, so that most two-incomefamilies
would pay moretax than one-income couples. For familieswith incomes over $65,000, the extratax
burden on two-earner couples would range from $3,000 to $4,500 on average [Laurin and
Kesselman 2013: 12].

A revealing new study by David Macdonald of the Canadian Centrefor Policy Alternatives
confirmsthat family income splitting isavery pro-rich scheme. Thelower 50 percent of families
would get amere 3 percent of tax savingsfrom family income splitting, while the top 10 percent would
enjoy 31 percent of tax benefits. Thetop 5 percent, with incomes of $147,000 or more, would save
on average $1,100 in tax savings, while oneinten of that elite group would enjoy more than $5,000
from family income splitting [Macdonald 2014: 17-18].

Figure4 showsaveragefederal/provincia incometax savingsfrom family income splitting,
ranging from $6 in the 3rd decileto $975 in the 10th decile. Figure5indicatesthat the percentage of
total tax savingsfrom family income splitting goesfrom 1 percent in the 4" decileto 31 percentin the
10" decile, while the percentage of familiesthat get any benefit rangesfrom 1 percent in the 3 decile
to 32 percent of thosein the 10" decile.

Figure 4
Average federal/provincial tax savings from family
income splitting, by family after-tax income decile, 2015
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a perverse child benefit

Family income splitting istypically viewed asatax measure, but it also isachild benefit
delivered through the tax system like agrowing number of programs. Canadacurrently hasthree
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Figure 5
Percentage of total tax savings and percentage of families
that get some tax savings from family income splitting,
by family after-tax income decile, 2015
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federal child benefits—the Canada Child Tax Benefit, the Universal Child Care Benefit and the non-
refundable Child Tax Credit. The Canada Child Tax Benefit isasound and well-designed social
program that should be strengthened; the other two benefits are flawed and should be abolished.

Family income splitting isaterribleideafor achild benefit, ahighly regressive schemethat
would favour the elite group of rich familieswith one parent at home [Battle 2014]. Thesewealthy
familiesdefinitely do not need morefinancial help from the state.

Figure6illustrates our point in dramatic fashion. Welook at coupleswith one child under 6,
inthreeincome groups—Ilow income ($25,000), middleincome ($85,000) and high income
($250,000 with one earner). Therich family’stotal child benefits are $8,230 thanksto their $7,000
gift fromincome splitting — substantially morethan the $5,048 total child benefitsfor thelow-income
family and the $1,989in total child benefitsfor the middle-incomefamily.

cost

Family income splitting isan expensive proposition. 1t would cost thefederal government an
estimated $3.0 billion and the provinces $1.9 billion, for atotal $4.9 billion pricetagin 2015
[Macdonald 2014: 12]. Familiesin which the lower earner makes between 0 and 15 percent of family
incomewould garner thelargest tax savings from income splitting—in 2012, an estimated $2.7 billion
or 61 percent of thetotal $4.4 billion cost to Ottawa and the provinces [Laurin and K esselman
2013: 10].
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Figure 6
Child benefits, couple with one child
under 6, by program and income group, 2014
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Thefamily income splitting proposal limitsthe amount of transferableincometo $50,000 per
household, supposedly to restrict the program to middle-classfamilies. But wealthy familieswill come
out ahead and will be ableto make profitable use of family income splitting. The $50,000 ceiling trims
the cost of the program by $210 million or just 4 percent of it cost [Macdonald 2014: 16].

Costscould be even larger to the extent that family income splitting affectswork incentives.
Income splitting can raisethe marginal effectivetax rate’ (i.e., therate of tax increases and decreases
inincome-tested programsfor every dollar of earnings) on thelower-earning parent:

Income splitting would induce some married spouses — mostly women — to reduce their hours of
work, others to withdraw from the labour force, and still others to choose not to re-enter the
labour force after withdrawing to mind infants or young children. All of these responses would
reduce that spouse’s taxabl e earnings and taxes paid [Laurin and Kesselman 2013: 12].

In our view, the possible all ocation $3.0 billion of federal tax expenditure on family income
splitting isahuge waste of public dollarsfor two reasons ($5 billionif provincial spending onthis
measureisincluded). Thebenefitsof thisexpenditurego largely to higher-income familieswho least
need tax assistance.

Thesefunds—along with spending on the Universal Child Care Benefit and non-refundable
Child Tax Credit —could befar better directed toward the Canada Child Tax Benefit, which not only
makes monthly paymentsto the vast majority of Canadian familieswith children but also directsits
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greatest support to lower- and modest-incomefamilies. A stronger Canada Child Tax Benefitisan
effective way to help tackle both poverty and inequality —two pressing problemsin this country.

Boutique Tax Credits: Waiting in the wings

We hope that a 2015 Budget surpluswill not be wasted on a spate of new ‘ boutique’ tax
credits. These narrowly targeted tax measures are aimed at specific groups of the el ectorate whose
behaviour Ottawathinks can beinfluenced through the lure of tax breaks.

Thisyear’s Budget made only acouple of changesand additionsto its stock of targeted tax
measures, simply reminding Canadians of the various creditsit hascreated in recent years. The
Budget did announce two items— enhancementsto the Adoption Expenses Tax Credit, and anew
Search and Rescue Volunteers Tax Credit.

The Adoption Expenses Tax Credit recognizes the costs unique to adopting achild by
providing atax credit on up to amaximum of $11,774 in expenses per child for 2014. To provide
further tax recognition of adoption-related expenses, such as adoption agency feesand legal fees,
2014 Budget increased the maximum amount of the credit to $15,000. Thischangewill apply to
adoptionsfinalized after 2013. Normal indexation will apply to the new maximum amount for taxation
yearsafter 2014. That meansthat the maximum federal tax savingsfor the Adoption Expenses Tax
Credit will risefrom $1,762 to $2,250. The cost of thistax break will rise from $4 millionto
$6million.

Budget 2014 added one new targeted tax cut, the Search and Rescue Volunteers Tax Credit.
It paysan amount up to $3,000 for federal tax savings of $450, at an estimated cost of $4 million.

Thesetax goodiesdon’t come cheap. The seven measureslisted in Table 2 together cost the
federal government $450 million.

There are several shortcomingsto boutique tax benefits.

First, they areworth substantially |ess than people might believe. Ontheincometax form,
these measures arelisted by their ‘amounts.” But their actual valuein termsof incometax savings
systemsislessthan it might seem — specifically, 15 percent of their amount (15 percent isthe lowest
tax rate).

Whilethe Children’sArts Tax Credit and the Children’s Fitness Tax Credit, for example, each
has an amount of $500, inreality areworth just $75infederal tax savings. The Family Caregiver Tax
Credit isworth $300, the Volunteer Firefighters Tax Credit $450, the Search and Rescue Volunteers
Tax Credit $450, thefirst-time Home Buyers Tax Credit $750 and the Adoption Expenses Tax Credit
$2,250. Whiletheselarger tax measures' valuein tax savingslooks pretty good, interms of their
contribution to their stated purposesthey are generally relatively small.
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Targeted tax credits are non-refundabl e, which meansthey deliver their tax savingsin theform
of tax reductions. But they do not help low-income Canadians whose incomes are so low that they
are below the taxpaying threshold and do not pay income tax.

Targeted tax credits are regressive, which meanstheir valueishighest for well-off taxpayer,
and viceversa. Asnoted, they excludethe poorest. Among taxpayerswho claim such tax credits, the
distribution of benefitsisregressive, in severa ways. Welook at the example of the Children’s
Fitness Tax Credit.

Inthe 2011 taxation year, 1.5 million Canadians claimed the Children’s Fitness Tax Credit.
Relatively few of them had low incomes, whilethe oppositeisthe case for upper-income claimants.
Figure 7 showsthat the percentage of taxpayerswho claimed the Children’s Fitness Tax Credit
ranged from less than one percent (.89) of taxpayerswith incomes under $10,000 to 22 percent for
those with incomes of $250,000 or more.

Figure 8 showsthat the average amount claimed for the Children’sFitness Tax Credit went
from $427 for taxpayers with incomes under $10,000 to ahigh of $769 for those at the top end.

Thevaue of the Children’s Fitness Credit, in federal incometax savings, ranged from $2 at the
bottom end of theincome scaleto $115 at thetop. Figure 9 showsthe findings.

Table2
Targeted Tax Credits 2014
value (federal income cost (millions)
Tax credit ‘amount’ tax savings) 2012
Children'sArts $500 $75 $35
Children’sFitness $500 $75 $120
Family Caregiver $2,000 $300 $160
Volunteer Firefighters $3,000 $450 $15
Search and Rescue Volunteers $3,000 $450 $4 (2014)
HomeBuyers $5,000 $750 $110
Adoption Expenses $15,000 $2,250 $6
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Figure 10illustratesaninequality index, cal cul ated asthe percentage of total federal tax
savingsdivided by the percent of claimantsat each incomelevel. Theresultsrangefrom .03 for
Children’s Fitness Credit claimants with incomes under $10,000 to 1.53 for those at $250,000 and
above. The Children’sFitness Tax Credit disproportionately benefits upper-income Canadians.

Another key question about targeted tax creditsistheir rationale. What are they supposed to
do? And arethey the best way to doit?

Figure 9
Average federal income tax savings
from Children's Fitness Tax Credit, by income, 2011
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Doubtlessall thetargeted tax cuts can lay claim to someworthwhileraison d’ étre, usually
rightintheir name. Children’sfitnessisasocia aswell asindividual good, and thusworth
encouraging with public money. The same can be said for the other targeted tax reductionslisted
abovefor thewidely variousactivities.

But isthe tax system the best way to encourage such behaviour? Thevalue of tax cutsisquite
small, especially compared to the often substantial costs of the activitiesthey are supposed to
encourage. The Children’sArtsTax Credit isworth at most $75 infederal tax savings. The parents
of ateenager doing competitive dance can easily shell out $15,000 ayear.

Moreover, atax credit for better-off Canadians who already send their children to hockey or
ballet issimply awindfall —and acostly one collectively. Itispoor families—excluded from the
Children'sArts Tax Credit and Children’s Fitness Tax Credit —that would benefit most from artsand
sports programs because they typically do not have accessto such personal enrichment undertakings.
Thesefamiliessimply cannot afford what might be considered a* frill’ such as sportsor dance or art

26 Caledon Institute of Social Policy



Figure 10
Inequality index, Children's Fitness
Tax Credit, by income, 2011
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and other personal devel opment activitieswhen they struggle daily with the choice of paying the rent
or feeding thekids. Better toinvest in tax-supported servicesthat providefitnessand artsand culture
opportunitiesfor all children together, the poor in particular —not just those whose families aready
can afford to buy accessto these servicesin thefirst place.

While Budget 2014 made only afew announcements on boutique tax cuts, Budget 2015is
certain to have moreto say on what has become one of thisgovernment’sfavourite policy instruments.

Conclusion

The 2014 Budget introduced several positive measures, which are significant and noteworthy
developmentsfor the country. Fortunately, the Unbalanced Budget did not have sufficient fundsto
proceed with income splitting for familieswith children. Perhaps most serious, itisunbalancedinits
focus on Canadians as consumersrather than Canadians as citizens, far too many of whom face
poverty and insecurity.
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