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/__ Outline of presentation

1, ©verview of Canadian federalism

2, Eederal Tiransters to Provinces
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Division of powers

 Federal and provincial governments have
Independent constitutional basis of
authority

e Few / no constraints on spending /
taxation powers or ability to borrow

« Federal and provincial have extensive
~ areas of separate legislative powers ,‘
~ + Strong executives at both "'”""e;deral and
iprovalaI Ieve e




{1.2| Access to tax bases

Traditional tax bases
are shared by Ottawa
and the provinces

Provincial-only tax

Federal Provincial
Personallincome tax V4 V4
Corporate income tax V4 V4

Federal Provincial




~ _ 'Expenditure areas

o Fewconcurrent powers

(agriculture, pensions, | ERIIORESU

immigration) Health care

; : _ Education
« Residual power lies with Sociallservices
federal level

* Much mterdependence In _

DraCthe Security and national defence

—afeaSWhEI'GJUTISdICtlon IS | Seniors’ benefits v
Aboriginal people v




1.4|-Decentralisation in Canada: historical trends
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|15 Canada: a decentralised federation

 Austria ,Ar'ge'ntina ; 83%
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Eederal Tiransfers to Prov
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’ H__Canadian provinces relatively autonomous

~ Argentina P 38%







$ per capita Equalization Formula
o 1957-1958

Standard = average of the best two provinces (38.20$ per capita)

Equalization




$ per capita Equalization Formula
: _ 2003-04

Equalization




36.(1) without altering the legislative authorities of Parliament or of the
provincial legislatures, or the rights of any of them with respect to their
legislative authority, Parliament and the legislatures are committed to:

(a) promoting equal opportunities for the well being of Canadians
(b) furthering economic development to reduce dlsparltles In opportunltles

and




 The Evolutibh 6f fhé EqUaI |zat|on*
Program from 1957 to today

| 107778 |

'_Restncted
s 5._AII

: Educatlon 2

Years Sources of Revenue Coverage Standard Other
Tax Natural Other Revenues of local
Revenue resources govt’s

1957-58 Income tax None None None Two Best Provinces

1962-63 Income tax Partial None None National Standard

1964-65 Income tax Partial None None Two Best Provinces

1967-68 | All All Nearly all None National Standard

1973-74 All All Nearly all | Education National S_tanda_rd_

4 1974'-75f All - Restricted: .Nearly all-_ | Education Natlonal-§tandar




Example of How Equalization is Calculated
Sales Tax Base, Fiscal Year 1998-99

National Per Capita
Revenues Average Yield of Yield of Per Capita
RTS Subjectto  Tax Rate Tax Base at Tax Base at Deficiency (+) Equalization
Tax Base Equalization (NATR) NATR Population NATR or Excess (-}  Entitlement’
($ 000) ($ 000) ($ 000) (%) ($) ($ 000)

Nfld. 4,369,156 352,066 545,895 644.93 169.77 92,678
P.E.l. 1,129,907 91,048 136,690 666.09 148.62 20,314
N.S. 8,927,787 719,400 935,824 768.73 45.97 43,022
N.B. 6,743,880 543,421 753,450 721.24 93.46 70,419
Que. 67,837,649 5,466,351 B 221D 746.51 68.20 499,402
Ont. 119,533,186 PR el 1392 S0 846.97 (32.26) (366,885)
Man. 10,708,732 862,909 1,137,434 758.65 56.06 63,766
Sask. 92731 799,942 1,024,158 781.07 33.63 34,446
Alta. 42,868,533 3,454,342 2,900,034 1,191.14 (376.43) (1,091,666)
B.C. 43,262,652 3,486,100 32095759 872.45 (57.74) (230,729)

Total 315,308,793 25,407,553 |8.058% 25,407,553 30,124,124 843.43

Standard’251,269,530 l 20,247,275 24,852,231 814.71

NATR = Total Revenues/Total Tax Base Standard to which provinces are compared

1. Provinces having a negative equalization entitlement for the sum of all 33 revenue sources are not eligible for equalization
since they have a fiscal capacity that is higher than the standard.

2. The standard is made up of Quebec, Ontario, Manitoba, Saskatchewan and British Columbia.

R

Final Estimate of 1998-99

F sy




[2.4| The Canada Health Transfer and Canada Social Transfer

1256 1256 1256

1256 1256 1256 1256 1256 1256 1256
1200 ] ' |

3. The remaining per capita
amount is then paid out to
provinces as a cash transfer

|-



5. Key/Issues




H_Fiscal recovery In the late 1990s

B Federal government
™ Provincial governments




“ Efl’ogram expenditures significantly reduced

rogjres sosncding (% of GDP
] \




E‘_’Canada in good fiscal shape today

conomie Outlogic (Jung 2002)

by, " E T




» VFG means that federal own-source revenues
are greater than federal direct spending

 VFG reflects policy choices
- Degree of centralization

i %




F/FP'1'+::.-‘z:i11f:ff~5 and Territores
Provide the Tion's Share of
Canada's Public Programs

Provincial /
Territorial Share
of Revenue:

Provincial /
Territorial
Share of
Program

Federal Share
62% : of Revenue:
2 52%

..While Collecting a Smaller
Share of Revenue than the

Dixta reflect 2001 /02, Spending data excludes transfers.
Bererue data refers to "own somree" revenae.

' \ oo P Ao Federal Gm-*emmenf/




/Euc:_vﬂnt Federal Outlook Has Scope for Stmngeh
Federal Support of Health & Social Programs

In contrast, future provincsal & territonial fiscal situation 15 precarions

o § billion
3130.0 S

t175 ) J-|EOFederal povernment

$125.7

£100.0 __ WP rovinces & Territories

§75.0
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5250 + o ‘
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§25.0 3 | 7.0 | -$62

2004/05 2009/10 2014/13

l\._ Somrne: G.C. Fuugpeti, .4 Frdmatine Ot of Ealrre, Tane 2001,
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It answers the basic question: is there an imbalance
between the budgetary leeway of the federal
government and that of the provincial and
territorial governments in Canada?

The Conference Board of Canada @
Insights You Can Count On

Based on a projection of the fiscal and budgetary
el .status quo the answer is deflnltely yes

Vertical Fiscal Imbalance July 2002

Fiscal Prospects for the Federal and
Provincial/Territorial Governments




Canadian Federal vs Provincial Fiscal Projections 2001-2020

Federal government budgetary balance
(5 billions)

100

a0

o4
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Source: The Conference Board of Canada; Finance Canada

Federal government interest-bearing debt
(5 billions)

Provincial/territorial government budgetary balance
{5 billions)

4

2001/02 2002404 2005/06 2007/08 2002010 201112 201314 2018116 2017/18 2019/20

Source: The Conference Board of Canada; Provincialfterritonal budget documenis

Provincial/territorial government net debt
{§ billions)

400

o4
2001/02 2003/04 2005/08 2007/02 2008/10 201112 2013/14 2015116 2017118 2019/20

Source: The Conference Board of Canada; Provincialteritorial budget documents




New 58z Nouveau

Brunswick

A New Brunswick Perspective
Fall 2001




Chart 9, Cost te Recipient Provinces of

Ceilling on Equallization
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Chart 3, Equalization Entitlerments in Canada
as a percentage of GDO 1930 1o 2001
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Re-Balancing Solutions




e First Ministers

— The Prime Minister of Canada meets with Premiers of
the Provinces and Territories, but there Is no set
schedule for these meetings

Used for Constltutlonal and Flscal Issues and for




e Ministers of Finance

Ministers of Finance of the provinces and territories
traditionally meet with their federal counterpart twice
annually, before and after budget “season”

- The_y are sup_p_orted by a numbe_r of commlttee_s Qf 0 .




Executive Federalism

‘CeudptnsS @ yahee com




Executive Federalism




More Executive Federalism




* A new ceiling of $10 billion for 2004-05

* Protection for the provinces against reductions
globally or |nd|V|duaIIy




v Ensure the principles are “entrenched”
< Balance fiscal capacity; do not reward inefficiencies

v Ensure the practical application (the formula) captures the principles




e Links to source information:

http://www.gnb.ca/0024/reports/index.asp
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