Interprovincial Redistribution and Equalization Payments

in Canada

by

Stephanie Lee Fletcher

Thesis
submitted in partial fulfilment of the
requirements for the degree of
Bachelor of Arts with

Honours in Economics

Acadia University

August, 1992

Cg) Copyright by Stephanie Lee Fletcher, 1992




ii

This thesis by Stephanie Lee Fletcher
is accepted in its present form by the

Department of Economics

as satisfying the thesis requirements for the degree of

Bachelor of Arts with Honours

Approved by the Thesis Supervisor

‘@%{M DateSelL ~ /8!

Dr. Paul A. R. Hobson

Approved by the Head of the' Department

4'% D@W Date /f//?/'/?’}ly

ohn Davies

Approved by the Honours Committee

—_ g 9 - »/
/C;>7%?:§///i/AL<ZZé94/// Datfzéz 9@ f@g



iii

I, Stephanie Lee Fletcher, hereby grant
permission to the Head Librarian at Acadia University to
provide copies of the thesis, on request, on a non-profit
basis.

S@‘H n.;;a_/ 726} @ch/&f

Signature of Author

Signature of Supervisor

Seplembs 1€, 1992 |
Date



iv

ACKNOWLEDGEMENTS
I would like to thank my advisor, Dr. Paul Hobson, for
his support and encouragement. Also, I would like to thank
friends,

my professors, and family.




TABLE OF CONTENTS_

BE 1
if APPToval . . v v e e e e e e e e e e e e e e il
:é Permission for Duplication : . . . . . . . . . . . . . iii
i List of Tables . . . . . . . « « « v o o e oo vi
List of Figures . . . . . v v v « v v v v v v o o . . o vizi
Abstract . . . . . . . . . . . . o . .. o o o . o .oooviid
5 Chapter I Introduction . . . . . . . . . . . . . . . 1
é Chapter II The History of Equalization. . . . . . . . 6
%‘ The Treatment of Resource Revenues . . . . 16
The 1982 Revisions . . . . . . . . . . . . 19
Chapter III Political and Economic Arguments . . . . . 24
Political Arguments. . . . . . . . . . . . 24
Economic Arguments . . . . . . . . . . . . 28
Chapter IV 2An Ideal Equalization Scheme . . . . . . . 40
] Own-Source Yields. . . . . . . . . . . . . 40
Sources of NFB Differentials

Across Provinces . ! . . . . . . . . . . . 44

National Average Standard versus a Five
Province Standard. . . . . . . . . . . . . 47

An Ideal Scheme. . . . . . . . . . . . . . 50




R

e

Chapter V
Appendix A
Appendix B
Appendix C
Appendix D

Bibliography

Net Fiscal Transfers Through Equalization.
Net Redistribution Through Natural
Resource Policies.

Conclusion

vi

54

60
66
69
79
84
89

94




vii

LIST OF TABLES

TITLE E

Equalization Entitlements by Province
and Revenue Source . . . . . . . . . . . 15

" Entitlement Adjustment Due to Growth of

Provincial GNP . . . . . . . . . . . . . 22

Entitlements Under RFPS Compared to
Entitlements Under a National Average
Standard . . . . . . . . . . . . . . . . 23

Own source revenue indices
1980-81 to 1991-92 . . . . . . . . . . . 41

Own source revenues plus
equalization 1980-81 to 1991-92 . . . . 43

Per capita entitlements and
fiscal capacity under RNAS and RFPS
1987-88 . . . . . . . . . ... . . . 48

Per capita entitlements: Actual
and net-RNAS 1980-81 . . . . . . . . . . 53

Net benefits from equalization
(actual) 1980-81 . . . . . . . . . . . .57

Net benefits under actual
equalization and fully equalizing
net equalizationm . . . . . . . . . . . . 58

Estimates of the magnitude and
distribution of resource rents
1980-81 . . . . . . . . . . . . . . . . .61

Net benefits under actual

equalization with resource rent
redistribution and under fully

equalizing net equalization . . . . . . . 64




viii

ABSTRACT

Equalization payments in Canada take the form of
unconditional transfers made to the have-not provinces by
the federal government. These transfers are designed to
raise the fiscal capacities of the recipient provinces to
a standardized level. Historical, constitutional and
economic rationales for such a scheme are first reviewed.
Equity and efficiency considerations suggest an optimal
scheme under which all provincial revenue sources would be
fully equalized to a national average standard. In effect,
such a scheme would involve direct transfers from the have
provinces to the have-not provinces at no net cost to the
federal government. The extent of interprovincial
redistribution under existing arrangements is compared with
the optimum. The major Dbeneficiary wunder existing
arrangements - with reference to the optimal levels of
redistribution - is Alberta at the expense of Quebec. For
1980-81; interprovincial redistribution resulting from both
equalization and policies affébting provincial revenues
from natural resources - especially the NEP - is shown to
have caused both Quebec and Ontario to receive positive net

transfers and Alberta a negative net transfer that were
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more than double their optimal levels. This provides one

incentive argument for Alberta to voluntarily participate

in national sharing of its vast resource revenues.




CHAPTER T

INTRODUCTION -

Although Canada did not develop a formal system of
equalization until 1957, the concept of equalization has
been a fundamental component of intergovernmental relations
since Confederation. Its importance is reflected in the
enshrinement of equalization under the 1982 Constitution
Act. Section 36 :(2) commits the federal government and
Parliament to

the principle of making equalization payments to

ensure that provincial governments have

sufficient revenues to provide reasonably
comparable levels of public services at
reasonably comparable levels of taxation.®

The dominant rationale underlying the equalization
program has been the pursuit of reédistributive equity
within the federation. Historically, provincial fiscal
capacities have tended to vary widely. Without
equalization payments, those provinces with deficient
fiscal capacities would be forced either to provide
inferior levels of public services or, alternatively, to

impose relatively higher tax burdens on their residents in

order to provide similar levels of public services.

! Constitution Act, 1982 as enacted by Canada Act 1982

(U.K.), S.3, s. 36.2.
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A critical issue 1in the evolution of Canada’s
equalization program has been the treatment of resource
revenues. Resource revenues accruing to the oil-producing
provinces skyrocketed during the energy boom of the 1970s
and early 1980s. Much debate has focused on the equitable
redistribution of these revenues. Basically, two approaches
are possible: either the residents of Alberta should be
viewed as the rightful beneficiaries of these resource
revenues, or they should be fully redistributed across all
provinces.

The implications with regard to equalization are very
different, depending upon which viewpoint is considered
appropriate. A. narrow-based view, which essentially
confers ownership rights to Albertans, would result in
substantially lower equalization payments to the have-not
provinces than would a broad-based view. On the other
hand, adoption of the broader view of equity would result
in ballooning equalization payments. The fact that the
equalization program is funded out of general federal
revenues meant that these growing entitlements could
conceivably outstrip the federal government’s ability to
pay for them.

There has been increasing attention given in the past

decade to efficiency arguments pertaining to equalization.
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3
For reasons to be developed more fﬁlly below, resource
revenues should be fully equalized if_ efficiency is to be
achieved within the Canadian economic union. This is so
because differential net fiscal benefits will play a role
in labour’s migration decisions. Net fiscal benefits
measure the difference between the benefits received from
government provided goods and services, and taxes paid by
residents. If one province is able to finance its public
sector through resource revenues, while others tax
residents for benefits received, positive net fiscal
benefits will accrue to residents of that province alone.
These net fiscal benefits are taken into account in
individual’s migration decisions and may give rise to an
inefficient allocation of labour.

Also, redistributive provincial budgetary policies in
the presence of income disparities across provinces may
give rise to differential net fiscal benefits. These too
should be eliminated.

Differential net fiscal benefits can be eliminated by
the full equalization of all revenue sources. One way of
doing this is to equalize all provinces up or down to a
national average. Under this type of scheme, negative

entitlements of the wealthier provinces would exactly

offset the positive entitlements of the poorer provinces.
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Therefore, it could be self-funded by the provinces, rather
than financed out of federal revenues. as it is presently.

Of course, the effect on individual provinces of a net
scheme of this type would be different from that of a gross
scheme such as that presently in place. Partiéularly, the
net contribution of Alberta would be substantially
increased. It is interesting to note, however, that the
degree of implicit equalization associated with
redistributive initiatives such as the National Energy
Program of the early 1980's resulted in a net fiscal
transfer from Alberta to the oill-poor provinces that was
significantly greater than that which would have resulted
from full equalization of resource revenues.

Chapter II outlines the development of equalization
payments since Confederation. It 1is argued that
equalization in some form has been a part of the federation
since the country’s inception.

In Chapter III, the underlying theory behind the
concept of equalization is discussed. While political
arguments and some sense of redistributive justice have
traditionally been the driving}force behind equalization,

there is an efficiency basis for equalizing transfers in a

federal system.
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Chapter IV compares the actual equalization experience
in Canada with what would have resulted from an ideal
scheme based on the criteria of equity and efficiency. It
is argued that a number of developments in the past decade
have moved the program further away from the ideal. For
example, the adoption in 1982 of a representative £five
province standard to replace the representative national
average standard was a move away from the ideal scheme,
although it was motivated by a concern over the federal
government ‘s continued ability to finance equalization in
the face of skyrocketing resource revenues in the oil and
gas rich provinces.

Also in Chapter IV, net redistribution across
provinces is compared under alternative scenarios. In
particular, it is shown that the net fiscal transfer out of
Alberta in 1980-81, inclusive of that resulting from the
National Energy Program, was double that which would have
been justifiable on equity or efficiency grounds.

Finally, Chapter V concludes with a look at some
proposals for an equalization program that promotes an

efficient redistribution of revenues across provinces.
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CHAPTER IT

THE HISTORY OF EQUALIZATION

The political principle underlying equalization within
the Canadian context can be traced back to the country’s
beginnings. Under the newly formed Confederation, the
federal government was given unlimited taxing powers,
meaning that it was allowed to raise revenues by both
indirect and direct taxes. The provincial governﬁents, on
the other hand, were restricted to levying direct taxes
only, which denied them of their principal revenue sources
of excise and customs duties.! The Dominion government
collected these indirect taxes and then had to find a
method of rediétributing the revenues back to the
provinces, so as to allow them to carry out their newly
designated responsibilities. Statutory subsidies were the
chief mechanism used to this end, with each province
receiving a per capita grant of $.80, up to a maximum of
400,000 persons. While uniform treatment of all the
provinces was the initial goal, the relatively poor
financial position of the Maritime provinces necessitated

the 400,000 person ceiling, as well as additional grants to

AT

il

A i

I About 80% of colonial revenue was generated from
customs and excise taxes before Confederation. See
Courchene (1983).




7
both Nova Scotia and New Brunswick.? As Courchene (1983)
argues, the concept of equalization payments can be thought
of as originating with the preferential treatment given to
the Maritimes under these subsidy agreements, which were
included in the BNA Act (Sections 118 and 119).

Statutory subsidies were later extended to Manitoba
(1870) and Prince Edward Island (1873). Over the next
seventy years, as Central Canada became fiscally stronger,
the ‘have-not’ provinées received larger subsidies from the
central government, thereby allowing them to share in the
benefits of economic union.

The ‘"complementary values of economic efficiency
through economic integration and fiscal equity through
redistribution of benefits"® have been viewed as a basic
element in the development of fiscal relations in Canada.
As will be seen in Chapters III and IV, the Canadian system

of equalization has in fact been concerned for the most

2 $63 thousand and $83 thousand annually was granted

to N.B. and N.S. respectively for ten years.

> P.A. Cummings . "Federal-Provincial Fiscal
Arrangements and the Search for Fiscal Equity Through
Reformulation of the Equalization Program". In Ottawa and
the Provinces: The Distribution of Money and Power, Vol.l

(1985) p.98.
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part with equity goals, rather than the promotion of
economic efficiency. It has only been in recent years that
efficiency arguments have been gaining in prominence.

During the Depression years!, the tax system
became increasingly chaotic and regressive, as both levels
of government competed for dwindling tax revenues. Also,
the federal government was responsible for ever-increasing
intergovernmental @ and interregional transfers as the
depression deepened.  The Royal Commission on Dominion and
Provincial Relations (hereafter referred to as the Rowell-
Sirois Commission) was formed in 1937 in order to examine
fiscal relations between the levels of government, and to
make suggestions on ways to increase the efficiency of the
fiscal system in general. Included in their Report were a
number of recommendations that heavily influenced our
present structure of equalization. Most relevant to this
discussion is the proposal for National Adjustments Grants,
which were the forerunners of our present system of

equalization payments.

* For a thorough discussion ¢of intergovernmental fiscal
relations in Canadian history, see A.M. Moore, J.H. Perry,
and D.I. Beach. The Financing of Canadian Federation: The
First Hundred Years (1966), and J.H. Perry, A Fiscal

History of Canada-The Postwar Years (1989).
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The Commission advocated the principle of "average
standards of services 1n every proyince" (p.83). The
National Adjustments Grants were intended to bring the
fiscal capacities of the poorer provinces up to some
minimally acceptable national standard. These grants from
the central government, made to all provinces except
Ontario, Alberta, and British Columbia, were to be
unconditional, reflecting the Commission’s belief that
while the federal government was responsible for ensuring
that minimum standards were attainable in all provinces,
the provinces themselves should have the final say on
exactly how the funds were used.

The provinces rejected the proposals of the Rowell-
Sirois Commission, mainly because of ‘a concern that they
conferred excessive powers to the central government.
Although the National Adjustments Grants were never
implemented, they formed the theoretical underpinnings of
the formal equalization program introduced in 1957. In
fact, the wording of the section in the 1982 Constitution
Act that entrenches equalization is identical to the

Commission’s wording of the National Adjustment Grants.
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Prior to the development of a formal equalization
program, equalization was implicit- in the Tax-Rental
Agreements adopted in 1941. These Agreements allowed the
government of Canada to "rent" the personal and corporate
tax rights of the provinces. In return, the provinces
received a lump-sum transfer from the federal government,
with revenues redistributed in proportion to the amount
collected by the provinces.

In addition, the provinces received equal per capita
grants, which provided an implicit equalization payment to
the poorer provinces.”® Subsequently, revenues were
redistributed on an equal per capilta basis across
provinces, strengthening the degree of implicit
equalization in the system. Finally, the have-not
provinces also continued to receive supplemental grants,
giving them revenues above what their revenues from the
corporate and personal income tax alone would have been.

Under the Tax-Rental Agreements, equalization payments

were conditional upon a province allowing the federal

® Equal per capita grants are implicitly equalizing in
that every dollar of grant money represents a
proportionately larger share of provincial revenues to a
relatively poorer province than it does to a wealthier
province.
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goverhment to rent these income tax fields. Quebec’s
refusal to be a part of this renta% agreement, and the
establishment of their own provincial income tax system in
1954, in principle disqualified them from receiving
equalization payments.

By 1957, the government of Canada agreed to make
equalization independent of tax-rental agreements. Any
province could opt out of its previous "rental" agreement
with Ottawa, levy 1its own personal, corporate and
succession taxes (the three standard taxes), and receive an
abatement® from these federal taxes in the same percentages
as those provinces still sharing these fields. This
proviso meant that Quebec now became eligible for
equalization payments. Equalization under the Tax-Sharing
Arrangements Act, in operation from 1957-62, was designed
to increase provincial per capita yields from the three
standard taxes up to a weighted average of the two

provinces generating the highest per capita yields. By

6 An abatement from federal taxes in effect transfers
the tax points from the federal government to the province.
In this way, a province which opts out of a federal program
and levies its own taxes at similar rates is not penalized,
and provincial taxpayers are left in the same financial
position as if the province participated in the federal

program.
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allowing equalization payments to be independent of tax-
rental agreements, it "made equalization almost a ‘right’

of the provinces".’

| In 1958-59, the Diefenbaker government implemented the
j‘ : Atlantic < Provinces Adjustments grants, which gave $25
;‘ ! million to the four Atlantic provinces; as well as the
Newfoundland Additional Grants, which conferred to that
province a supplement of $8 million annually, from 1958-62.
Though the stated objective of these grants was to bocost
the (relatively) low fiscal capacities of the region, the
fact that they were specifically conceived for the Atlantic
provinces makes them rather arbitrary, and inconsistent
with equity-based redistributive goals.®

In 1962, the Tax-Sharing Arrangements scheme was
replaced by the Federal-Provincial Fiscal Arrangements Act.
The most important changes included the addition to the

1 ~ standard tax base of 50% of a three-year moving average of

7 A.W. Johnson. "Federal-Provincial Fiscal Relations:
An Historical Perspective". In QOttawa and the Provinces:
The Distribution of Money and Power, Vol.l (1985) p.111.

8

Special grants, developed specifically for the
Atlantic provinces, come under the same criticism as does
the Ontario override, as it involves arbitrary, rather than
formula-driven, adjustments.
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natural resource revenues and taxes, and the incorporation
of a national average standard tp replace the two
wealthiest provinces standard. Both of these modifications
had significant implications.

The inclusion of 50% of natural resource revenues was
introduced essentially to prevent resource rich provinces,
such as Alberta, from becoming a recipient of equalization
monies. It also tended to increase overall equalization by
increasing the standard tax base. However, the switch to
a national average standard from that of the top two
provinces more than offset the tendency of a larger tax
base to increase overall entitlements. The result of this
move to a national standard vyielded a decrease of
approximately $10 per capita 1in equalization transfers
(based on the old three tax standard base)”’.

Furthermore, the 1962 arrangements were notable in
that they extended the equalization system beyond the
shared taxes, thus opening the way for the inclusion of a
far more comprehensive redistribution mechanism. Also

striking is the fact that entitlements were calculated by

° See A.M. Moore, J.H. Perry, and D.I. Beach. The

Financing of Canadian Federation: The First Hundred Years

(1966) Table 16.
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applying standard rates to the revenue sources, and were
not based on actual provincial tax {ates. This differs
dramatically from reliance on actual revenues raised in
entitlement calculations. The decision by any particular
province not to tax one of the standard revenue sources
would have no effect on equalization levels under this sort
of notional scheme. Provincial tax effort, in other words,
does not figure into entitlement calculations, except to
the extent that it is reflected in the national average tax
rate.

The Federal-Provincial Fiscal Arrangements Act is
still in use today, although quinguennial revisions have
provided extensive modifications to the 1962 version. For
example, as shown in Table 2.1, there are now 38 revenue
sources making up the standard revenue base. A national
average tax rate is calculated for each revenue source, and
applied to the provincial base for that revenue source.
This 1s repeated for all 38 revenue sources. An overall
deficit in fiscal capacity is therefore a reflection of a

deficiency in the overall tax base of a province, and not

directly related to tax effort er tax need.
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Major alterations were recommended and subsequently
implemented as a result of a Parliamentary Task Force
Report on Federal-Provincial Fiscal Arrangements (The Breau
Report) conducted in 1981. The Breau Report was
formulated for several reasons, a primary one being a
restructuring of the equalization program in response to
problems arising from unevenly distributed resource

revenues.

THE TREATMENT OF RESOURCE REVENUES

The OPEC o0il shocks in the 1970‘s and early 1980’s
generated HﬁSSiVQ revenues to the western Canadian oil
producing provinceé, particularly oil-rich Alberta. Under
the Constitution, provinces command total ownership over
their resources (Section 109) and can manage and sell those
resources. Further, the federal government cannot tax
provincially owned property (Section 125). The end result
of these restrictions and the inclusion of Alberta’s
revenues in the national average was a massive increase in
equalization entitlements as resource rents accruing to
Alberta skyrocketed. The national average was pulled

upward by the oil-producing provinces, and the discrepancy




1
|

E
g_
E:»

B T TR

17
in fiscal capacities between o0il and non-oil producing
provinces widened dramatically. Thus the obligations of
the federal government vis-a-vis equalization increased
substantially without any corresponding increase in federal
revenues with which to finance these payments.

| The situation was highlighted when, in 1979, Ontario
qualified as a have-not province due to its massive
positive entitlements under oil revenue categories in the
equalization formula.  Amendments introduced by Parliament
prevented this from occurring by excluding any province,
whose per capita income is above the national average in
the current fiscal.year and in the two previous years, from
receiving equalization payments.

This override was viewed as appropriate on the grounds
thag Ontario was capable of providing adequate services
without unduly burdensome taxation. However, it detracts
from the fiscalvequity goals of the equalization program.
One province should not be singled out as ineligible for
equalization payments that another province would receive
in similar circumstances. As stated by the Economic
Council of Canada:

"the fact that a province (such as Ontario) has
traditionally been a "have" province under the
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equalization formula is no Jjustification for
making arbitrary adjustments in the formula to
exclude it when its relative fiscal position
begins to deteriorate. (Financing Confederation:
Today and Tommorow (1982), p.34.)

The way in which o0il revenues have been included in
the equalization formula has changed significantly over
time. The 1972 formula fully equalized '"basic" oil
revenues, while revenues resulting from the increasing
world oil prices (additional revenues) were to be only
one-third equalized. The 1977 modifications saw further
changes to the treatment of nonrenewable resource revenues,
with only 50 percent being included in equalization
calculations. Also, equalization payments resulting from
the natural resource categories could only comprise one
third of any province’s overall entitlement.

This treatment of nonrenewable resource revenues is in
line with the récommendation made in the Breau Report that
40 per cent of o0il revenues be included in the equalization
formula. It also conforms to the Economic Council of
Canada’s narrow-based view of equity. In the narrow-based
view, "the federal government should take as a starting

point the level of real income attained by persons after
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w1l T other words,

provincial fiscal systems are in place.
intefprovincial fiscal imbalances are only partially
compensated for by equalization paymen%s, and Albertans are
treated as the proper recipients of that provinces’
resource rents.

A broad-based view of equity, on the other hand, would
call for full equalization of unequally distributed
resource rents, in;order to ensure that individuals similar

in circumstances prior to any government action, whether

provincial or federal, are treated similarly.

THE 1982 REVISIONS

Revisions to the equalization scheme in 1982 included
a'return to the full equalization of. resource revenues.
Also, the Representative National Average Standard (RNAS)
was - replaced with the Représentative Five Provinces
standard (RFPS), the five provinces being Quebec, Ontario,
Manitoba, Saskatchewan, and British Columbia. Under the
RFPS scheme, the poorer provinces are Ino longer equalized
up to the national average, but instead are brought up to

the five provinCe average fiscal capacity. This

11 Tbid., p.28.
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considerably reduced the impact of resource rents on the
growth in equalization payments by removing Alberta from
calculations of the national average.—

Finally, in 1982, a constraint was placed on growth in
equalization entitlements. Total equalization payments can
grow no faster over 1987-88 payments than the growth in
provincial GNP in 1987. This restriction has been binding
on some provinceg in the past few years, and serves to
diminish equalization transfers on an equal per capita
basis.

Table 2.2 shows the entitlement adjustment due to
growth in provincial GNP for 1990-91. For example, the
equalization entitlement received by Newfoundland was
reduced by $20.7 million, or 2.2 per cgent. This reduction
reffects the fact that Newfoundland’s GNP increased from
1987 to 1990 at a growth rate which exceeded that of the
increase in the size of 1ts equalization entitlements for
the same period.

Table 2.3 shows entitlements using a national average
standard compared to entitlements calculated under the five
province standard for 1990-91. The reduction in
equalization entitlements due to the use of the RFPS

formula was significantly greater in every case than was
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the reduction due to the provincial GNP growth rate. For
example, Newfoundland would have received 6.4 per cent
more, or $1026.8 million, if the havé—not provinces were
equalized up to the national average rather than to the
five province standard. Clearly, the switch to the RFPS

standard has had the greater impact on the size of

equalization entitlements.
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ENTITLEMENT ADJUSTMENT DUE TO GROWTH OF PROVINCIAL GNP

($ MILLIONS) : ~

1990-91
PROVINCE | CALCULATED | ADJUSTMENT | ACTUAL | DIFFER-
ENTITLEMENT ENTITLE- | ENCE
MENT (%)
NFLD 961.4 -20.7 940.7 2.2
PEI 208.1 4.7 203.4 23
NS 950.1 321 918.0 3.4
NB 929.3 -26.0 903.3 2.8
QUE 4108.1 -242.6 3865.5 5.9
ONT 0 0 0 0
MAN 923.4 -39.3 884.1 43
SASK 5307 -36.4 494.3 6.9
ALTA 0 0 o 0 0
BC 0 0 0 0

Source: Federal-Provincial Relations Division
Department of Finance
Provincial Fiscal Equalization - Second Estimate
1990-91




TABLE 2.3

ENTITLEMENTS UNDER RFPS COMPARED TO
ENTITLEMENTS USING A NATIONAL AVERAGE STANDARD

($ MILLIONS)

1990-91
PROVINCE | REPS RNAS DIFFERENCE
ENTITLEMENT | ENTITLEMENT *)
NELD 961.4 1026.8 6.4
PEI 208.1 225.3 7.6
NS 950.1 1061.9 10.5
NB 929.3 1022.2 9.1
QUE 4108.1 4653.5 11.7
ONT 0 0 0
MAN 923.4 1077.9 14.3
SASK 530.7 677.9 21.7
ALTA 0 0 0
BC 0 0 0

Source: Federal-Provincial Relations Division
Department of Finance
Provincial Fiscal Equalization - Second Estimate
1990-91
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CHAPTER TTIT

POLITICAL AND ECONOMIC ARGUMENTS FOR EQUALTIZATION

There are a number of political and economic arguments
used to justify an equalization program within a federal
state.! Political arguments include what Courchene refers
to as "federal and nationhood rationales"?, as well as the
decentralization of taxing powers. Economic justifications
for the equalization program focus on efficiency and equity

considerations.

POLITICAL ARGUMENTS

The federal rationale for equalization dates back to
the Rowell-Sirois Commission’s work, discussed in the
previous chapter. The recommendation for unconditional
National Adjustment Grants,  from the Commission’s
perspective, was a means to ensure provincial autonomy in
their constitutionally assigned expenditure areas. Any
province was to be free to use this grant as the provincial
government (and its residents) saw fit, with no federal

intervention. The Commission’s Report states:

! This section draws heavily on arguments made in T.dJ.
Courchene. Egualization Payments: Past, Present and Future

(1984), Chapter 4.

? Ibid., p.84.
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If a province chooses to provide inferior

services and impose lower taxation it is free to

do so, or it may provide better services than the

average 1if its people are willing to be taxed

accordingly, or it may, for example, starve its
roads and improve its education, or starve its
education and improve its roads...(p.84)

Clearly, the federal rationale underlying equalization
is simply to allow the provinces sufficient revenues to
carry out their expenditure responsibilities as outlined in
the Constitution, .without dictating how these monies are
actually spent.

The nationhood or unity rationale, while fairly close
to the federal argument, leads to very different
conclusions about the type of equalization required. While
the Rowell-Sirois Commission was concerned with provincial
autonomy, they also implicitly stresseéd the necessity for
citizens in all provinces to have access to some minimum
standard of public services. Returning to the Commission’s
Report:

[There is a] danger to national unity if the

citizens of distressed provinces come to feel

that their interests are completely disregarded

by their more prosperous neighbours, and that

those who have been full partners in better times

now tell them they must get along as best they

can and accept inferior educational and social

services...(p.79)

The Report goes on to assert that "It is of national

interest that no provincial government should be unduly
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cramped [with respect to their expenditures on education,
social services or development]" (p.80) The implication
resulting from this concern for minimum national standards
is a system of conditional equalization grants, directed
explicitly toward these areas.

The types of equalization suggested by the two
different approaches are inconsistent. However, the
inconsistency can be accounted for 1if one looks at
intergovernmental transfers in general, and not Jjust
equalization. Conditional transfers, such as the
established programs financing (EPF), do in fact have

equalizing implications even though that is not their

intended objective. A broad-based view of equalization

would include the effect of all intergovernmental
transfers, and thereby suggests‘that the two approaches are
complementary, rather than inconsistent.?

Although the Rowell-Sirois Report never advocated tax
decentralization, the Royal Commission on Inquiry of
Constitutional Problems (the Tremblay Report, 1956) argued
that provincial autonomy in any meaningful sense required
provincial fiscal or tax indépendence. Also, Quebec

established its own personal income tax in 1954. These two

> See Boadway (1992).
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factors were instrumental in compelling Ottawa to
decentralize taxation powers. However, this meant that
provinces with larger per capita shares of personal and
corporate income tax received larger per capita transfers
through decentralization. The use of unconditional
equalization payments was consistent with the fact that tax
decentralization allowed the richer provinces to spend
their revenues as ‘they wished.

Courchene points out that equalization not only
compensates the poorer provinces for tax decentralization;
in fact it actually '"permits the decentralization of the

system of direct taxation in the federation."*

The poorer
pro&inces would never have agreed to the demand of the
richer provinces for increased autonomy without the
protection of an equalizing system. This argument can be
interpreted as suggesting that equalization not only aids
the "have-not" provinces, it also allows the richer
provinces considerable more fiscal autonomy than would
otherwise be the case. In other words, equalization can be

thought of as benefitting all the provinces, and not just

those provinces that are recipiénts.
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Finally, Courchene contends that "the nature of
Canada’s equalization programs, past and present, owes much
more to ’‘political’ rationales then it does to any notion
of economic efficiency."® The truth of this statement is
evidenced by the similarities in the recommendations of the
Rowell-Sirois Commission, and those of the Breau Report
over forty years later. The Breau Report advocates that
equalization payments be:

...direct, unconditional payments by the federal

government to provincial governments...designed

to be sufficient to guarantee that all provincial

governments have the fiscal capacity to ensure

comparable levels of public services at

comparable levels of taxation. (p.54)

However, this does not preclude an investigation of
the program’s economic underpinnings. While equalization
may largely be a political tool within the Canadian
context, there are wvalid economié grounds for pursuing
equalization. Understanding the economic basis for
equalization allows the program to be evaluated within an

objective framework, in terms of a well-defined, optimal

scheme.

> Ibid..
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ECONOMIC ARGUMENTS

The conventional economic argument used to support the
concept of equalization is that of achieving fiscal equity
across provinces. The attainment of fiscal equity has both
efficiency and equity connotations, with sometimes
conflicting implications concerning the theoretically
‘ideal’ equalization scheme.

Tax bases differ across provinces, due to varying
resource bases, industrial/corporate structures,
geographical location, and the like. Differing tax bases
result in differential net fiscal benefits, or NFBs, which
are defined as "the difference between the value of public
services received by individuals and the amount of taxes
they pay in return."® Because of differing NFBs across
provinces, there will tend to be an inefficient allocation
of resources across provinces. Factors productively
located in the poorer provinces will be drawn to the
higher-income provinces, and those factors already
operating in the richer provinces will tend to remain, even
though efficiency may call for them to move to a lower-

income province. Equalization which redresses fiscal

® R. Boadway and P. Hobson. Intergovernmental Fiscal
Relations in Canada (1992) Chapter 3, p.1l6.
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inequities across provinces can therefore increase overall
efficiency. -

First, consider the behaviour of a rational economic
agent who attempts to maximize his or her income. If
fiscal equity prevails across provinces, that is, if each
province has a similar fiscal capacity, then individuals
will move to the province in which they can hope to achieve
the highest possible market income. In this case,
res;urces will be efficiently allocated. Wages will be bid
down in the higher-income provinces due to the increase in
its labour supply, and wages will increase in the poorer
provinces due to the labour outflow. This process will
continue until the wage (or marginal productivity) 1s
identical for all provinces.

However, if fiscal capacities differ across provinces,
then individuals will compare not only their market
incomes, but instead will consider their comprehensive
incomes, or their market income plus net fiscal benefits.’
Since individuals will attempt to maximize their
comprehensive incomes, labour will be attracted to a

province with relatively high NFBs even if the market wage

in each province is identical. In fact, individuals may

” This argument assumes mobility costs are negligible.
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migrate to a province in which the market wage is actually
lower than the wage in their province of residence,
provided the difference in NFBs 1is high enough to
compensate for their drop in market income.® This type of
labour migration is referred to as ‘fiscally induced’ or
rent seeking migration, and was first outlined in Boadway
and Flatters (1981).

Assuming a well-functioning, perfectly competitive
economy with negligible mobility costs, the migration of
individuals will continue until marginal comprehensive
incomes are equal across provinces. This means that
marginal productivities (i.e. wage rates) will not be equal
across provinces with differential NFBs, and hence there
will be an inefficient allocation of resources. Therefore,
efficiency dictates that NFBs across provinces be fully

equalized.

® Research undertaken by the Economic Council of Canada
[Financing Confederation: Today and Tomorrow, (Ottawa:
Minister of Supply and Services Canada, 1982) Appendix A.]
illustrates that potential migrants, particularly lower and
middle-income earners, do in fact consider differential
NFBs in their migratory decisions. See also K. M. Day.
1992. "Interprovincial Migration and Local Public Goods".
In Canadian Journal of Economics, Vol. XXV, No.l (February,

1992) p.123-44.
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The Economic Council of Canada (1982) breaks fiscal
equity 1ssues down into two areas,. which the Council
considers to be

the twin goals of government - namely, the

reduction of inequalities in real income between

individuals (vertical equity); and the reduction

of disparities between provinces of persons in

similar economic circumstances (horizontal

equity). (p.26)

The existence of NFBs will cause both equity
conditions to be violated. First, consider a system of
taxation in which every individual, regardless of place of
residence, pays taxes that exactly equal the benefits

received from provincial government goods and services.

Under this ‘benefit’ taxation scheme, differential NFBs are

eliminated, as every individual receives identical (zero)

NEBs.

Now consider the case of differential NFBs. Since
persons are treated, for purposes of personal income tax
and transfers calculations, on the basis of their market
incomes alone and not their comprehensive or real income,
horizontal equity will be violated. A person living in
Alberta; for example, earning a lower wage than a Manitoba
resident but having an identical comprehensive income due

to higher NFBs, will pay less in personal income tax. This

means that like individuals are not affected similarly by
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the presence of government, and horizontal equity does not
obtain. -

Differential NFBs also affect vertical equity. Assume
a progressive federal income tax and transfer system, which
allows for the ‘correct’ amount of vertical equity (however
defined). Because market and not comprehensive income is
used, an important source of personal income 1s omitted
from these computations, and the desired measure of

vertical equity will not obtain. Full equalization of NFBs

? is therefore necessary for the attainment of both fiscal
| efficiency and equity.

Before proceeding to the causes of NFBs, it 1is
yorthwhile to discuss the broad-based and narrow-based
views of equity as defined by the Economic Council of
Canada (1982). As pointed out in Chapter I, the narrow-

based view of equity simply calls for the federal

government to treat individuals whose after- (provincial)
tax incomes are the same in a similar manner. The broad-
based view dictates that the federal government should
redress ' the inequities created by the actions of the
provincial governments. The choice of view adopted will
have serious implications as to the type of equalization

undertaken. The Dbroad-based view would call for full

—
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equalization of NFBs, and is therefore consistent with
efficiency arguments supporting equalization.

Conversely, the narrow-based view would not call for
the elimination of differential NFBs across province.
Instead, it would simply impose the condition that the
federal tax and transfer system include NFBg in their
calculations. NFBs arising from the actions of provincial
governments would be included in taxable incomes and taxed
at” the federal marginal tax rate. In this way, a net
transfer would be effected from individuals in provinces
with above average NFBs to residents in provinces with
relatively low NFBs.

The type of.equalization appropriate to the narrow-
based view of eqguity i1is a program that

equalizes only a portion of the differences in

fiscal benefits between provinces, with the

proportion being determined by the overall
marginal federal tax rate prevailing in each

province. (Financing Confederation: Today and
Tomorrow (1982), pp.28-29)

This is in conflict with the type of equalization
demandgd under either efficiency considerations or a broad-
based view of equity. The question of which equity view is
the ‘correct’ one is largely an ethical question. As well,

it is partially subject to the constraints imposed under

the British North America Act, which constitutionally
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assigned resource ownership rights to the provincés.
However, it is clear that the type of. equalization called
for under the broad-based view of equity corresponds to
that demanded on efficiency grounds. In fact, narrow-based
equity will actually reduce efficiency within the
federation, assuming perfect mobility of labour.
The economic case for equalization is concerned with
the elimination ' of differential provincial NFBs.’
Accordingly, the relevant sources of NFBs to consider are
those that arise from the actions of provincial
‘ ; governments. The main factor resulting in fiscal imbalance
| across provinces is the unequal distribution of natural
resources, combined with the fact that royalties from these
resources are under provincial control and inaccessible to
the federal government. Differential NFBs are created when
these source-based taxes are utilized to finance provincial
public expenditures.
Source-based taxes, such as corporate income, property
and resource taxes, are imposed at an income’s source.
This type of tax can create NFBs in the following ways.

Where ownership is not coincident with residence, those

° Although the actions of the federal government are similarly
capable of creating NFBs, they are less likely to be region or
province specific, and are therefore not considered in an
assessment of the equalization program.
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paying the tax are not those with access to the public
goods and services the taxes are funding. This will
generate positive NFBs in the province where the tax is
levied, since non-residents are in effect funding a portion
5f a province’s public expenditures.

The provincial ownership of natural resources creates
NFBs because the federal government cannot tax them, and
economic rents accruing from resource properties are not
distributed equally across provinces. A province
possessing vast, profitable natural resources (such as
Alberta) can finance a large portion of its public
expenditures through resource royalties. This allows the
province to either reduce its taxation of provincial
residents, or alternatively, to provide higher-than-average
public services. Both actions will create positive NFBs.

When considering source-based taxes, it is important
to realize that any and all economic rents not evenly
distributed throughout the federation will generate NFBs,
and not Jjust the immediately obvious oil revenues of the
western ‘provinces (Alberta in particular). For instance,
the subsidization of Quebec hydfo allows residents of that
province to receive an implicit (and untaxed) transfer in

the form of lower electricity prices. Hence, positive NFBs

are created.
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Even in the absence of source-based taxes, there is
still the possibility for provincial fiscal inequity.
Consider the case of public goods. Pure public goods are
by definition non-congestible. If the same level of
provision of public goods is provided across provinces,
those provinces with larger populations can charge a lower
per capita tax than those with smaller populations. This
is so because the same price is spread over more people.
This meané that less-densely populated regions will have
lower NFBs than more populous areas, other things being
equal. While pure public goods are relatively rare, so-
called ‘quasi-public’ goods are a more prevalent source of
differential NFBs. Quasi-public goods are also consumed
jointly, but unlike pure public goods are eventually
congestible. Examples of this type of good include
libraries, schools, parks, roads and the like.

Another factor which may precipitate differential NFBs
is related to the persistence of regional disparities
across provinces, though regional disparity does not itself
create NFBs. Even 1f there 1is a wide discrepancy in
provincial per capita incomes, and public services are less

in one province than another so long as each resident is

paying taxes equal in value to the amount of public
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services receiveg, there 1s no efficiency basis for
equalization. In other words, no NFBs will be generated.

However, it 1s wunrealistic to assume that each
resident of each province will receive =zero NFBs.
Progressivity through the income tax system and provincial
public expenditures on education, health services, and
social assistance 1is a part of all provincial budgets.
Wealth is redistributed from those with above-average
incomes to those with below-average incomes. As pointed
out by Boadway and Flatters (1981), two issues emerge from
the redistributive nature of provincial budgets. The most
obvious effect is that within a province individuals with
above average incomes will receive lower NFBs than people
with lower than average incomes. But also, at each income
level, residents of a province in which the per capita
income is above average will receive higher NFBs than those
living in provinces with below-average per capita incomes .

The effect across provinces of redistributive
provincial budgets is due to the fact that above average
income levels, when taxed on a proportional basis, will
yield above-average (per capita) revenues. This renders
greater NFBs to all residents of the above-average income
province than their counterparts receive in the poorer

province.
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The Constitutional assignment of resource-ownership
rights to the provinces, in effect,_ precludes the full
equalization of these revenues. If one takes a narrow-
based view of equity, this fact 1s not of concern.
However, from the assﬁmption of perfect iabour mobility, it
follows that equalization based on a narrow view of equity
will be detrimental to enhancing efficiency within the
federation. This is so because labour will be attracted to
any province which improves comprehensive income, and not
just the market wage. Since narrowly defined equity allows
for the continued existence of differential provincial
NFBs, labour will be inefficiently allocated.

An equalization program that enhances broad-based
equity and efficiency would fully equalize all revenue
sources and equalize all provinces to a national average.
Such an optimal or ‘ideal’ scheme would eliminate NFBs, by

equalizing all provincial fiscal capacities. Such a

program is described in the next chapter.
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CHAPTER TV

AN ‘IDEAL’ EQUALIZATION SCHEME -

This chapter will examine the mechanics underlying an
rideal’ equalization scheme, as mentioned in the previous
chapter. The provincial net benefits, or net transfers
through equalization, under an ideal, fully equalizing
program will be compared to those under the existing
program. As will be seen, there are substantial

differences between the two.

OWN-SOURCE YTIELDS

Comparing provincial own-source yields'!, it can be
shown that there is a wide discrepancy in fiscal capacities
across provinces. Table 4.1 gives the values of provincial
own-source revenues as a percentage of the national
average. Newfoundland and Prince Ed&ard Island have
significantly lower own-source revenue yields for each
given vyear than any other province. For example, 1in
1987-88, Newfoundland had an own-source revenue yield only
60 per ‘cent that of the national average, and PEI’s

revenues were 36 per cent less than the average. The reét

! Own source yields or revenues are calculated as the
notional taxes collected by each province, applying the
national average tax rate to the representative tax base in
each province.
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of the have- nots ranged from 71 per cent to 90 per cent,
while Alberta’s fiscal capacity from its own sources was 46
per cent higher than the Canadian average.

When equalization payments are included, the range in
provincial fiscal capacities decreases. Table 4.2 shows
own-source revenues plus equalization payments?. In
1987-88, Newfoundland, 1like the rest of the have-not
provinces, is brought up to 92 per cent of the national
average, and Alberta drops to 136 per cent.

Clearly, equalization does reduce the discrepancies in
fiscal capacity across provinces. However, the fact that
the fiscal capacities of the have-not provin;es are
increased to only 92 per cent of the national average while
Alberta remains at 136 per cent illustrates the fact that
the equalization program does not fully equalize NFBs.
Those provinces with above average fiscal capacities are
not brought down to the national average fiscal capacity.

Also, the have-not provinces are not brought up to the

2 In principle, all the recipient provinces should be
brought up to the same level of fiscal capacity, as in, for
example, 1991-92. However, because the yield figures are
calculated using the 1987 redefinition of the bases, but
the equalization figures are actual entitlements received,
this equality is lost.
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national average, but only to 92 per cent of the national
average’. .

SOURCES OF NFB DIFFERENTIALS ACROSS PROVINCES

Boadway (1991) 1lists five reasons that prevent our
current equalization program from eliminating NFB
differentials across provinces. First, the calculation of
entitlements 1is based exclusively on deficiencies in
provincial tax capacities, with no reference to need or
cost differences in the provision of provincial public
goods and services. If it costs British Columbia twice as
much per kilometre to build and maintain highways through
the Rockies as it costs Manitoba to provide roads across
the Prairies, then this discrepancy in costs should be
reflected in equalization calculations. In a similar
manner, Manitoba could argue that their need for highways
1s greater than that of British Columbia due to their

geographic location and economic conditions.? The present

® However, in 1990-91, for example, the have-not

provinces are brought up to 98% of the national average
before equalization.

* This argument was taken from the Parliamentary Task
Force on Federal-Provincial Arrangements, (1981), p.161.

- w
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equalization program incorporates neither of these
concerns.’ -

Second, the fact that the have provinces are not
brought down to the national average allows for the
continued existence of above-average NFBs in those
provinces. An equalization scheme that equalizes all
provinces to the national average would eliminate those
differences, by both increasing the revenues of the poorer
provinces, as well as decreasing those of the richer
provinces.®

Third, under the RFPS formula, the have-not provinces
are only brought up to the five province standard as
opposed to a national average. This prevents full
equalization of net fiscal benefits, because the five
province standard is bélow the national average standard.
The positive effect created by the inclusion of Alberta

would more than compensate for the negative effect of

> While the complications involved in coming up with
a uniform measurement of need or cost in the provision of
public goods and services across provinces are admittedly
numerous, there are some countries that attempt to capture
these differences 1in their equalization programs. For
example, Australia and India both have need and cost
computations embodied in their equalization programs.

® For example, the German system of equalization adopts
a net approach. For a detailed discussion, see Courchene,
1984.
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including the have-not provinces in the standard, even with
only a portion of resource revenues being equalized.

Furthermore, equalizing to a five province standard
means that while the o0il and gas revenues of Alberta are
not included in the revenues to be equalized up, revenues
from these sources in the have-not provinces are fully
equalized down.’

Boadway's fourth point also concerns natural resource
revenues. Revenues from those natural resources that enter
into the equalization formula are treated in an inequitable
fashion. For example, no allowance is made for differing
extraction costs faced in different provinces. Moreover,
the rents from resources like timber and hydro-electricity
are not equalized, as they are largely passed on to
consumers in the form of artificially low prices.

Finally, persons receiving net transfers are not
included in the equalization of personal income taxes.

A province with a large number of transfer recipients will

be unable to provide public services comparable to a

’ The Nova Scotia and Atlantic Accords both prevent the
revenues generated by offshore development in Nova Scotia
and Newfoundland from being fully included in equalization
calculations. However, these are separate agreements
outside of the equalization program.
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province with relatively fewer non-taxpaying residents,

other things being equal.

NATTIONAL AVERAGE STANDARD VERSUS A FIVE PROVINCE STANDARD

Table 4.3 shows equalization entitlements under the
RFPS standard and what they would have been wunder a
national average standard for fiscal year 1987-88.

Per capita equalization entitlements under the RFPS
formula are calculated as the difference between what would
have been the per capita revenue vyield in the
representative five provinces if the national average rate
had been applied to the base, and a province’s potential
revenue yield from applying the national average rate to
the provincial Dbase. If instead a national average
standard was used, entitlements would increase
substantially. This is largely due toc the influence of
Alberta’s oil and gas revenues, which more than offset the
effect of including the have-not provinces in equalization
calculations.

Under RFPS, the entitlements of all the have-not
provinces are decreased. For ekample, Newfoundland would

have received a per capita entitlement of $1491 under RNAS,

while its entitlement under RFPS was only $1419.
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TABLE 4.3
PER CAPITA ENTITLEMENTS AND FISCAL CAPACITY
UNDER RNAS v. REPS ($ DOLLARS) -
1987-88
RNAS REPS OWN SOURCE | OWN SOURCE"
PROVINCE ENTITLE- ENTITLE- | PLUS RNAS PLUS RFPS
MENT MENT
NFLD 1491.00 1419.50 0.95 0.92
PEI 1352.97 1281.50 0.95 0.92
NS 906.24 834.70 0.95 0.92
NB - 1086.46 1014.90 0.95 0.92
QUE 549.16 477.60 0.95 0.92
ONT 0 0 1.02 1.01
MAN 745,43 673.90 0.95 0.92
SASK 3066.060 294.50 0.95 0.92
ALTA 0 0 1.38 1.36
BC 0 0 0.98 0.97
TOTAL 7368568 6642457 - -
Source Fegeral—-Provincial Relations Division

Derartment of Finance
crovvineial Fiscal Equalization Estimates
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Columns three and four indicate the effect of each
scheme on provincial fiscal capacities. Under the RFPS,
the have-nots are only brought up to 92 per cent of the
national average, whereas this figure increases to 95 per
cent under the RNAS formula. Because the have-nots receive
larger entitlements when they are brought up to a national
average rather than the five province standard, the
relative position of the have provinces deteriorates.
Alberta falls from 38 per cent above the national average
under RFPS to 36 per cent above the national average under
RNAS.

The replacement of a national average standard in 1982
with the RFPS formula reduced the capacity of the
equalization program to create a fiscal balance across
provinces. But elimination of differential provincial NFBs
was not the objective of the equalization program. As
stated by the Breau Report:

Equalization is not designed to bring the

fiscal capacity of all provinces to the same

level. 1Instead, it is designed to bring all

provinces to a national average fiscal

capacity, without suggesting that some

provinces should not exceed‘that average. (p.57)

From the arguments developed in the last chapter,

however, it is apparent that full equalization of NFBs is

called for. The switch to an RFPS formula moved the
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equalization program further away from that called for on
efficiency and broad-based equity grounds, and as well as
from attaining national average fiscal capacities in the

have-not provinces.

AN TIDEAL SCHEME

The RFPS approach to equalization was adopted as a
means of curbing the rapid growth in entitlements due to
the equalization of resource revenues under the RNAS
formula in place prior to 1982. This was in spite of the
fact that o0il and gas revenues were only partially
equalized under that formula. And while resource revenues
were to be fully equalized under the RFPS formula, the
standard for equalization excluded Alberta.

Operated as a gross scheme, an RNAS formula that fully
equalized resource revenues would result in significant
increases in entitlements for recipient provinces, as well
as additional expenditure obligations for the federal
government; However, this latter problem would not exist
if the program were operated as a net scheme - that is, if
equalization were operated uUnder the ideal formula
described in the previous chapter. This calls for a
reduction in the have provinces’ fiscal capacities, as well

as an increase in the fiscal capacities of the have-nots.
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An equalization program run under this type of system could
then be self-funding: the transfers _from provinces with
above-average fiscal capacities would be exactly equal to
the entitlements owing to the poorer provinces.
Equalization would then be funded directly out of
provincial funds, rather than from general federal
revenues. In this way, the size of equalization payments
as a result of fully egualized resource revenues would not
be an issue for the federal government.

As outlined in Chapter I, the enormous economic rents
accruing to Alberta during the 1980s o0il shocks generated
massive increases. in equalization payments. If
equalization were operated as a net scheme, this would not
have presented a problem, as entitlements would be exactly
offset by the growth in revenues. Under the actual gross
scheme, where entitlements are funded out of the federal
governmént's general revenues, there was no corresponding
growth in revenues to match the increasing entitlements.

The calculations involved in devising a net scheme®

are as follows:

([POPULATION * TOTAL ] - OWN ) = EQUALIZATION
SHARE REVENUES REVENUES ENTITLEMENT

8 See Appendix A.
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First, each provincial population is represented as a
percentage of the national population. Next, provincial
own-source revenues are summed across all provinces.
Multiplying these two amounts gives the provincial revenues
that are required for any particular province to be at the
national average. Subtracting provincial own-source
revenues from this product then gives the equalization
entitlement.

A positive entitlement reflects the amount needed to
bring a province’s own-source revenues up to its national
average revenue share. Conversely, a negative entitlement
represents the amount to be deducted from a province in
order to equalize its own-source revenues down to the
national average.

The per capita entitlements generated under such a
program for fiscal year 1980-81 are compared to actual
entitlements received® in Table 4.4. Under a fully
equalizing RNAS scheme, Ontario would have been an
equalization recipient of $193.85 per capita.

Saskatchewan, which received a per capita entitlement of

Equalization entitlements under an actual and net scheme
are compared for selected years in Appendix C.




TABLE 4.3
PER CAPITA ENTITLEMENTS AND FISCAL CAPACITY

UNDER RNAS v. RFPS (S DOLLARS) -
1987-88
RNAS RFPS OWN SOURCE | OWN SOURCE
PROVINCE | ENTITLE- | ENTITLE- | PLUS RNAS | PLUS RFPS
MENT MENT
NFLD 1491.00 1419.50 0.95 0.92
PEI 1352.97 1281.50 0.95 0.92
NS 906.24 834.70 0.95 0.92
NB 1086.46 1014.90 0.95 0.92
QUE 549.16 477.60 0.95 0.92
ONT 0 0 1.01 1.02
MAN 745 .43 673.90 0.95 0.92
SASK 366.06 294.50 0.95 0.92
ALTA 0 0 1.36 1.38
BC 0 0 0.97 0.98
TOTAL 7368568 | 6642457 . -
Source: Federal-Provincial Relations Division

Department of Finance:
Provincial Fiscal Equalization Estimates




54

$30.90 under actual RNAS, has an above average fiscal
capacity under the fully equalizing net program, and would
have been equalized down by $288.90 per capita.

Under the existing formula, Ontario 1is a have
province. Even when Ontario became a have-not province
under the actual RNAS, it was excluded from collecting
equalization by the personal income override. Further,
Ontario’d qualification under the RNAS formula precipitated
the change to the RFPS formula, 1in order to prevent the
situation from recurring, as described in Chapter 1I.
However, efficiency and broad-based equity arguments
indicate that a province exhibiting below-average fiscal
capacity should receive equalization payments, regardless

of its ‘traditional’ fiscal position in relation to the

other provinces.

NET FISCAL TRANSFERS THROUGH EQUALTIZATION

The net effect on individual provinces will vary
widely, depending upon which equalization program is
implemented. Under actual equalization, Ontario bears a
disproportionate share of the redistribution to the have

not provinces. This is a reflection of the less than full

equalization of western oil revenues.
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Net fiscal transfers!® from gross equalization

accruing to any province are calculated! as follows:

NET = ENTITLEMENT - [ SHARE OF ] [ COST OF]
BENEFITS RECEIVED FEDERAL TAX PROGRAM

The share of federal tax is the percentage of total
federal taxes obtained from a particular province. This
represents the pfovinces} contribution toward funding a
gross equalization program, as it is funded out of general
(federal) revenues. The cost of the program is the sum of
all positive equalization entitlements. The net benefit,
or net fiscal transfer through equalization, may be
negative or positive, depending on whether a particular
province receives a relatively smaller or larger
entitlement than what it pays toward financing the
equalization program.

Under a scheme that fully equalizes all revenue
sources, or an ‘ideal’ scheme, the net benefit accruing to
each province is equal to the size of the entitlement that

would bring the provincial fiscal capacity up or down to

1 The method of calculating the net benefits derived
from equalization is taken from B. Reid and T. Snodden
(1991)

1 See Appendix B.
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the national average. For those provinces with above-
average fiscal capacity, the net benefiit will be negative,
as funds are redistributed away from them to those with
below-average fiscal capacity. Provinces with below-
average fiscal capacity will be entitlement recipients, and
thus their net benefits will be positive.

The net provincial fiscal transfer from equalization
under the actual ‘equalization program is calculated in
Table 4.5. The first column shows actual entitlements for
1980-81. In the second column, the provincial contribution
to funding the cost of the equalization program through
federal taxes is computed. The third column illustrates
the net benefit, or net fiscal transfer from equalization,
derived by each province. The numbers clearly indicate
that Ontario is the biggest loser, contributing far in
excess of any other province, including resource rich
Alberta.

Table 4.6 compares the net benefits conferred under
the actual equalization scheme, and a fully equalizing, net
program. ' There are substantial differences between the two
schemes. All the have-not provinces receive higher fiscal
transfers from equalization under the fully equalizing net

scheme. This is largely due to the full equalization of

0il revenues, and also because federal taxes fall since
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TABLE 4.5

NET BENEFITS FROM EQUALIZATION (ACTUAL)
($ MILLIONS) -
1980-81

PROVINCE ENTITLEMENT | CONTRIBUTION | NET BENEFIT
TO PROGRAM
COST
NFLD 363.8 33.1 330.7
PEI 91.9 8.6 83.3
NS 168.7 94.0 374.7
NB 370.4 68.7 301.7
| QUE 2034.9 7962 1238.7
ONT 0 1543.2 -1543.2
| MAN 368.1 117.9 250.2
SASK 29.6 137.0 107.2
\‘ ALTA 0 4735 -473.5
‘1‘ BC 0 438.6 438.6

‘ Source: Federal-Provineial Relations Division
Department ol Finance
; Provincial Fiscal Equalization Estimates
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TABLLE 4.6

NET BENEFITS UNDER ACTUAL EQUALIZATION v,

NET BENEFITS UNDER FULLY EQUALIZING NET EQUALIZATION
($ MILLIONS)

1980-8 1 |
PROVINCE | NET BENEFITS - | NET BENEFITS - 3

ACTUAL NET |

NFLD 3307 526.6 |

PE] 83.9 123.3

NS 3747 666.9 |
H NB 3017 533.4
QUE 12387 32233
h ONT [1543.2 1661.2
MAN 250.2 537.0
SASK 107.2 2772
ALTA 4735 -5081.8
BC 386 10127
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Alberta is ’‘paying its share’. Ontario received a negative
net fiscal transfer in 1980-81 of $1543.2 million, While a
net scheme with full equalization would have yielded a
positive fiscal transfer of $1661.2 million'2.

The large negative fiscal transfer to Ontario 1is
directly attributable to the inability of the federal
government to access western oil revenues. Under the
actual RNAS program prevailing in 1980-81, basic oil
revenues were only 50 per cent equalized, and just
one-third of additional oil revenues were included in
equalization calculations. However, the massive increases
in Alberta’s fiscal capacity substantially increased the
national average to which all provinces were to be raised.
Because equalization is funded out of general federal
revenues, and Ontario traditionally contributes about 40
per cent of all federal receipts, that province bears the
largest financial burden under this type of scheme. The
situation is substantially changed under a fully equalizing
RNAS scheme. Alberta’s (net) contribution toward the
funding of equalization increases by over 600% under this

type of scheme. The actual RNAS program confers a negative

12

Similar computations for selected years can be found in
Appendix D.

[




60
fiscal transfer to that province of only $923.72 million,
while full RNAS equalization yields a.significantly larger

negative fiscal transfer of $5981.80 million.

NET REDISTRIBUTION THROUGH NATURAL RESOURCE POLICIES

As noted earlier, equalization 1s not the only
equalizing intergovernmental transfer, although it is the
only transfer program whose specific mandate is in fact to
equalize fiscal capacities. Any government action, federal
or provincial, which redistributes revenues from the
wealthier provinces to the have nots will obviously
equalize.

One such program was the National Energy Program
(NEP), which had the effect of causing'a massive implicit
redistribution of o0il and gas rents. This resulted largely
from the establishment of a domestic price for oil and gas
below world levels with a subsidy paid on imported oil.
The benefits of this accrued largely to non-producing
provinces, particularly Ontario and Quebec. The costs
included the forgone rents in Alberta as well as the direct
cost of the subsidy.

As would be expected, the NEP was met with heavy

criticism by the western provinces. It can be shown that

the NEP did in fact ‘over-equalize’ oil revenues; if oil
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revenues had instead been fully equalized under a net RNAS
program, the cost to Alberta would have been significantly
less. .

Table 7 1s taken from a study carried out by the
Economic Council of Canada (1981). Tt illustrates the
magnitude of the redistribution effected through government
policies and programs, with respect to economic rents
accrulng from resource revenues. Government action to
redistribute resource rents includes taxation and price
ceilings, such as those imposed under the NEP; as well as
resource contracts, and the equalization program itself.

The total rents column indicates the actual resource
rents derived from a particular province. The importance
of o0il rents 1is represented in the significant resource
rents originating in Alberta. Interprovincial
redistribution 1s measured in the next two columns.
Ontario clearly bears the largest portion of resource rent
redistribution through equalization. At $431 million, it’s
contribution is almost four times that of Alberta’s.
Alberta’s contribution 1s equivalent to that of British
Columbia, at about $114 million:

However, the next column, indicating redistribution

effected through uncollected rents, illustrates among other

things the strong redistributive effect of the NEP.
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$12602.3 million was redistributed from Alberta to the
other provinces. This represents _over half of that
province’s total rents, as is shown in the final column of
the table. Alberta’s net share of Canadian resource rents
falls to less than $8000 million.

Table 7 makes very clear the fact that while Ontario
bears the largest explicit cost of redistribution, as its
large negative transfer through equalization implies,
Alberta made significant implicit contributions toward
redistribution through the sharing of resource rents,
mainly as the result of the NEP.

While the NEP was the main source of redistribution of
resource rents across provinces, column three indicates
that Newfoundland also had its provincial share of resource
rents greatly reduced through uncollected rents. This is
due to the uncollected rents on the interprovincial sale of
Newfoundland’s substantial hydro-electricity resources.

Table 8 illustrates the net fiscal transfers from
equalization across provinces under the actual RNAS formula
plus government resource revenue redistribution for fiscal
yvear 1980-81. Comparing this bréad—based equalization with

a fully equalizing net scheme, it becomes apparent that the

oil-poor provinces were all overcompensated by the NEP,
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NET BENEFITS UNDER ACTUAL EQUALIZATION WITH RESOURCE RENT
REDISTRIBUTION v. NET BENEFITS UNDER FULLY EQUALIZING NET
EQUALIZATION ($ MILLIONS)

1980-81

PROVINCE ACTUAL PLUS | NET SCHEME
RESOURCES
NELD 108.2 526.6
PEl 1457 1233
NS 1066.8 666.9
NB 1035.4 533.4
QUE 52816 32233
ONT 4787.4 1661.2
MAN 755.6 537.0
SASK 6387 2772
ALTA 13705.8 -5081.8
BC 5333 110127
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with the exception of Newfoundland.?!? Under the gross
scheme plus NEP, Ontario received_ a positive fiscal
transfer of $4787.4 million, while full equalization would
only have yielded $1661.20 million to that province.

Furthermore, the oil-rich provinces had their fiscal
capacities reduced by an inordinately large amount under
the NEP. Most dramatic is the case of Alberta, which
realized a negative fiscal transfer of $13705.8 million,
over two times the amount ($5981.80 million) called for on
efficiency grounds. Saskatchewan also experienced a
reduction in fiscal capacity over twice that justified by
an efficiency argument.

When equalization is broadly defined to include the
redistribution of resource revenues, it becomes evident
that Alberta does in fact contribute significantly.
Further, the burden of equalization borne by Ontario is
greatly reduced when resource rent redistribution 1is
considered.

Clearly, a net RNAS scheme, with full equalization of
all revenue sources, would confer the largest negative

fiscal effect on the province Jf Alberta. However, when

¥ This is due to the fact that Newfoundland has
substantial resource revenues in the form of
hydroelectricity.
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the effect of government programs such as the NEP are
included, it becomes evident that Alberta paid
substantially more towards the interprovincial
redistribution of revenues than appears to be the case when
considering only the formal equalization program. Indeed,
full equalization of resource revenues, which would
eliminate the need for any other resource rent

redistribution programs, would actually cost Alberta

‘significantly less.




66
CHAPTER V

CONCLUSTION

The previous chapter explored the operation of an
optimal equalization formula under which all provincial
revenue sources - including natural resource revenues - are
equalized to a national average standard. Because of the
substantial negative entitlements of the oil-producing
provinces under such a program, it would be expected that
vociferous objections would be raised by that group.
However, there are criticisms advanced against the
initiation of such a scheme from other areas as well. For
example, in the Breau Report the Commission states:

...t is ﬁecessary to reaffirm federal

responsibility for interpersonal and inter-

regional redistribution. We do not consider this

role one that can appropriately be assumed by

provincial governments. (Task Force on Federal-
Provincial Arrangements (1981), p.169)

Similarly, in the Royal Commission Report on the
Economic Union and Development Prospects for Canada (1985),
the MacDonald Commission recommends that "the federal
government retain primary responsibility for operating the
equalizétion program" (p.195), even though it admits that

greater provincial responsibility i1s attractive in some

.respects. The Commission outlines two alternate program

designs that would increase involvement of the provinces.
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The first is similar to that described in Chapter IV, where
the provinces take full responsibility for operation of the
equalization scheme. Under the second option, equalization
responsibilities are divided between the two levels of
government . The federal government would continue to be
responsible for the equalization of all revenue sources
with the exception of resource revenues. Federal
equalization could then be run as a net scheme funded out
of general revenues, as the removal of the resource
categories would prevent entitlements from escalating more
rapidly than available funds. This is so because the
federal government. would no longer be responsible for
equalizing a revenue source from which it cannot itself
acguire revenues.

The provinces would be responsible for equalization
under the resource categories. This would seem
appropriate, as control of resources is under provincial
control. Again, the provincial segment of the program
would operate as a net scheme, into which those provinces
with above-average resource revenues would contribute, and
from which the resource poor provinces would draw.

The MacDonald Commission rejects both of these

alternate designs on two conditions:
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There is no evidence, first of all, that the

provinces would be willing to play the more

prominent role required by the other two
models. .. Resource-rich provinces considered

that such a scheme would deprive them of their

rightful revenues; resource-poor provinces did

not wish to be dependent on the goodwill of the

more advantaged. More important, both schemes

would deny the federal government of some or all

of its traditional redistributive role in the

federation. (p. 195)

Although the Commission zrejects the net type of
equalization program, its proposals reflect a commitment to
the enhancement of efficiency within the federation. For
example, its Report includes recommendations to incorporate
implicit rents from resource revenues into entitlement
calculations, as well as a consideration of fiscal need.
Further, it advocates a return to a national average
standard as opposed to a five province standard.

The chance that the responsibility for equalization,
either in whole or in part, will soon be transferred to the
provinces 1is remote at best. Therefore, the next best

alternative would be an adoption of MacDonald Commission

type proposals that serve to reduce the range of

interprovincial net fiscal benefits.
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1976-77 10835270  11474E&7 20438 42907828 I712T74Z
1977-78 12520293 1291104 1528130 £&7E81e 4537709
1275-79 13911333 1413833 1797332 7801307 IS17325&0
157380 1S0E85538 51122 1951411 I213322 £039183
1380-21 18737351 1870527 2343641 109292517 &7351Z21
1981-8% 19871273 1972773 2S5SBE723 12087267 7FIOEZ4E
{9a7-83 21711531 2180753 70D214 12728821 ,D“ﬁ4iu
1983-84 24416952 2403313 2OE&02S7 13637368 B473335
1984-85 FE40E3E1 IS5535T  3DLOZZZ 14760320 2733066
{9ES-86 9461945 2735234 339167 14803086 ITZZTED
1906~-07 33C87S14 3071747 3096235 11837018 10011085
1957 -85 S77S7&3T  ZREEIZ0 476534 123554273 11457288
198229 432134825 3645350 ZE81ST70 13Z0BOT0OT 1;057/%;
{959%-90 47671935 3839400 3778327 14147614 455408
1990-31 1483083 4119719 4032428 15S66368C 71”4”&
1991-3% SE24659% SIZETI06 4245346 1e4e4033 IEHBUQUU

Source:s Federal-Frovincial Relations Dlvlleﬁ

Dr—'p:tr tment of Finance

Frovimcial Fiscal Egualizaticon Estimates
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ENTITLEMENT UNDER A NET SCHEME : A
WITH FULL EQUALIZATION T
¢ MILLIONS)

NFLD FEIL NS NE HUE
197273 - 152.7 23.7 166.6 3.0 £35.3
12732-74 72.7 38.0 203.6 167.2 B828. 72
1374-73 1z 2 S, 1 273.0 21301 1z210.8
1375-7¢& 2ST. 2 o972 3139.7 247.0 =
137e-77 305.5 &&.1 378.C 239.0 1
137778 S77. 2 80.9 465.6 375.0 =
13978-73 e A 92,6 510.8 443.7 &
1373-80 463, & 105.8 S5288.0 440.8 3
1580-21 SZE.6 23.3 SRE.2 33.4 3
1981-82 T96.8 37.6 71e.8 E08.3 :bJQ.l
13982-83 S32.7 3.7 e82.1 03,2 I316. 4
19832-84 E75.2 141.5 FOS.1 &574.3 $162.3
1384-35 728.4 152.1 732.3 725.5 4245.3
1385-8& FEE. 2 162.7 7346 785.3 4210.0
1286-87 71z.8 145,13 574.3 &37.7 322&.5
1287-88 B53.0 72,6 2805, 4 7I0.6 2E0Z.3
13988-85% 831.1 187.5 J06. 8 232.4 33532.5
1935-30 951.3 20E.8 934, 4 AZ0. 6 4137.4
1930-91 1026.8 225.3 1061.93 102202 4E5532.5
19321-2=2 1029.8 24,1 1080.7 1011.3 4585. 4




75
ENTITLEMENT UNDER A NET SCHEME
WITH FULL EQUALIZATION
(% MILLIONS?
ONT MAN SASH ALTA B
1372-72 -SE83.5 FE.O S3.0 —413.4 —363.5
1373-74 -433.3 103, 4 4.7 —E0Z.E -502.1
1574-75 -134.1 L4 -32.& —1437.0 —403. 3
1375-7¢& 137.0 = —-175.7  —2182.3 ~322.0
1276-77 181.0 7 —3, 1 —raSS.0 —415.7
1977-78 £51.5 O -52.5%  -3&853.7 —S36.5
1973-75 Y526 1 ~135.6 93, 4 -£35.7
157'3-80 1442.8 1 —10d, O 7.8  —i010.8
1380-51 1661.2 =37 .0 —277.%  -538i.2  —101Z.7
' 1981-82 1298.3 45,5 210, 1 —£575.0 —770.3
1382-83 PET .S 511.0 -157.7  —E&£35.3 —558. 0
1383-84 £33, 4 579, 6 —EET.S —535%.2 —442, &
1384-85 7E3.0 £5E. 3 —284, 5 3.3 £2.5
1985-26 = EESD, 4 —-112.5 {LE —34, 3
1326-587 = SEE.0 A= = -27z. 4
1327-88 = 7IE. 0 T4 E = —4Ed, 2
1925353 e 871.% 540, S e —ES1.6
138230 = S132.6 FIE.0 = -394, 7
1930-31 7 1077.3 £77.9 L4 -772.5
1331 -3z z 10e8. 6 €18.0  -4Z19.6 ~7E0.8
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APPENDIX B




80

MET BENEFITS UNDER
ACTUAL EQUQLIZQTIDN -
1372-72 TO 193330

NFLD FEI NS NE ouE

137'—/g 103.84 22.96 25.67 g84.66 282.33
1372-74 14z.82 20, 56 147.57 1z1.32 405.08

1374-75 153.73 2g.81 133.18 140.33 o595, 32
1375-7¢& 172.358 42,91 E20Z.52 154.833 &S1.74
137E-77 210011 43,132 242,71 12e8.53 £18. 06
1977-78 2354.81 S&. 50 272,60 229,04 754.48
13978-73 235,45 &4. 63 2IR.T0 280.51 846.71
1373-80 312.89 72.91 241.02 243,32 1081.&6
1980-81 320,52 gx.38 I7Z.46 00,38 1240.30
1381-82 38E.1& FE. 42 416,635 353.78 - 1803.41
13982-83 416.173 105,28 246 . 80 405,07 18e6.32-
139835-84 +483.83 111.328 165.78 425.7 1323.58
13984-85 SEE.68 114.25 471,25 447,54 13955.25
1385-8& &03. 43 20.17 457.67 512.396 1&850.44
1286-87 B2 . 00 liU.;U 458.38 S22.10 1684.54
1287-88 7328.80 143.6¢6 546.53 596.43  1735.73
1383-8% 763.75 . 134.391 28.33 32.90  1831.27
1383-30 gi0.11 162.78 £532. 42 704,31 1807.35
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NET EENEFITS UNDEFR _ : '
ACTUAL EGUALIZATION

1372~73 TO 1983-30

ONT MAM  SA

[

D

r
-
>
'\-IT
1

S

1972-73 -503.36 =3, 06 77.65 -732,92 —117.
1373-74 —E81.44 £, 37 77.4% —129.18 —1E8.00
197475 =727.55 EE. 16 —d_ 43 —314,08 ~-181.9%
1975-76 ~B02.15 B5. 47 —&0. 32 1.8 —200, I3
1276-77 —87&5.03 23.87 -5Z.67 4,230 —-Z25.47
1977-78 —-11032.33 150011 {3,723 ~-2321.4 -227.4Z
1573-7% —1250.52 192,50 -55.91 —-223.83 -3321.30
15973-80 —-1413.20 . 234,35 -4, 2y -333,17 -388.25
1990-31 —-1543.18 =, 73 —107.17 -473.43 —438.83
1251-27 —-1783.28 TET.RE —-161.89 —-&53.01 -Z05.10
195372-233 -1934. 56 Z8T.3y  —171.2F% =787.0%3 -547.Z23
1353-84 79 —171.40 =728.4% -S59.032
1ag4-25 7 —-171.88 -733.1&6 -551.39
1325~35 £ —150.S0 —-£595.73%  -S20.Z8
1 BEE—-87 .87 —63%.&1  -533.7E
1987 -85 35,54 —-£11.71 -£323.18
1355-53 23w 67 —E&80.3F  —7795.83
1983—a0 430,80 —~5932.22 -S8&1.&Z
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ECUALIZATION EMTITLEMENTS

LT N
THRF--HE

+

e

£33

1

4

HFLO BEL na HE GE T bbb EBAGE LT L

1 HET EWTITLE M HF

[ERE ALTUSL EHTITLERERT




89

APPENDIX D




T

WMET BEMEFIT

THR -3

90

I

F,-—r-_r,:-
£ T IONe?

) i -
'
E 'll'l

LAt

=
- B i
]
-4k }-
}

—Efil
i

~ Bl

HELL B b

sy s s
{:' L At el Bl

LK.

HE i E T bl

i
5

HE:

— i} ”
et Dt THEH [Tom] MET Rl ZATI




-t

91

e
et

¥
i ;'L )

AT

HE HE bl E HT fofedd Gl

1o

TN MET ESLALIZATICN

Bl L2 TI0M

o p o
AL,

B




92

MET BENEFITS

THRI-H3F

i

L R

-1 .
&

N

B FLT FEL Wi bikt i E SHT kot BARK LT HE

)

[T LT UL bl LR THOH [FEme] MET EdlsLIZSTHH

it s




Q

o Syl
rEin?

H
i

: 148G

JE1i
b

LR

Ed

s
iis
cT

)

i

+3

it

N

=

R R

MET BEMEFITS

1HH7—HR

93

WL FED b5 i Sl E

RN

[T ALTIAL UL ST [

] ET Bl ZaTho i




94

BIBLIOGRAPHY
Boadway, R.W. (1992) The Constitutional Divigion of
Powers: An Economic Perspective Study prepared for
the Economic Council of Canada. (Ottawa: Minister

Supply and Services Canada) .

Boadway, R.W. and Flatters, F. (1981) The Role of
Equalization Payvments 1n a Federal System of
Government: A Synthesis and Extension of Recent

Results. (Kingston: Queen’s University Discussion
Paper #510).

Boadway, R.W., and Hobson, P.A.R. (1992)
Intergovernmental Fiscal Relations in Canada

(unpublished manuscript) .

Canada. (1939) Report of the Royal Commission on
Dominion-Provincial Relations. vVol.2. (Ottawa:
King’s Printer).

(1981) Parliamentary Task Force on Federal-
Provincial Fiscal Arrangements. Fiscal Federalism in
Canada. (Ottawa: Minister of Supply and Services
Canada) .

(1985) Report of the Rovyal Commission on the
Economic Union and Development Prospects for Canada.
Vol.3 (Ottawa: Minister of Supply and Services
Canada) .

Courchene, T.J. (1983) The Evolution of Equalization
Payments: The BNA Act to the Constitution Act 1982.
(Kingston: Queen’s University Discussion Paper 510).

(1984) Equalization Payments: Past, Present and
Future. (Toronto: Ontario Economic Council).
Cummings, P.A. (1985) "Federal-Provincial Fiscal

Arrangements and the Search for Fiscal Equity
Through Reformulation of the Equalization Program."
In Ottawa and the Provinces: The Distribution of

Money and Power. Vol.l, edited by T.J. Courchene, DW.

Conklin, and G.C.A. Cook. (Toronto: Ontario Economic
Council). :




95

Day, K.M. (1992) "Interprovincial Migration and Local
Public Goods". In Canadian Journal of Economics,
Vol.XXV, No.l, (February, 1992).

Economic Council of Canada. (1982) Financing
Confederation: Today and TOMOYrTroOw . (Ottawa:

Minister of Supply and Services Canada).

Johnson, A.W. (1985) "Federal-Provincial Fiscal
Relations: An Historical Perspective". In Ottawa and
the Provinces: The Distribution of Money and Power.
Vol.1l, edited by T.J. Courchene, D.W. Conklin, and

G.C.A. Cook. (Toronto: Ontario Economic Council).

Moore, M., J.H. Perry, and D.I. Beach. (1966) The
Financing of Canadian Federation: The First Hundred
Years. (Toronto: Canadian Tax Foundation) .

Perry, J.H. (1989) A Fiscal History of Canada- The Post-
War Years. (Toronto: Canadian Tax Foundation) .
Quebec. (1956) Report of the Roval Commigsion of

Inquiry on Constitutional Problems. (Quebec City:

Government of Quebec).

Reid, B., and T. Snodden. (1991) Redistribution Under
Alternative Constitutional Arrangements for Canada.

Paper prepared for the Western Centre for Economic
Research. (Edmonton: Western Centre for Economic
Research) .




