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Principles

Inour pre-Budget statement to the House of Commons Standing Committee on Financeduringits
consultationson thefisca surplus, the Caledon I nstitute proposed threekey principlesagainst whichto
assessthe 2005 federal Budget: transparency, balance and purpose [ Torjman, Battleand Mendel son
2004].

Itisonly through transparency that it is possibleto makeintel ligent decisionswith respect to public
finances. Tothisend, Caledon proposed the creation of aParliamentary Budget Officeto determinefiscal
projectionsin amore accurate and non-partisasnway. Clearly, the government hasnot gonethat far inthis
Budget —at least not yet. But the House of Commons Standing Committee on Financeisexploring
possible options (discussed below).

The second guiding principlethat weidentified in the pre-Budget consultation wasbalance. We
used the concept to refer to rel ative expenditure on spending, tax relief and debt reduction. If thisBudget
could be summed upinoneword, ‘ balance’ would probably be appropriate, though not apolicy balance
among spending, tax relief and debt reduction.

Thegovernment sought instead to engineer inthisBudget apolitical balance among the demands of
the opposition parties, regionsof the country and outside groups—literally hundreds of competing interests.
Badanceactudly evolvedinto*baancing act.’

We recognizethat any government inaminority position with anal-party confidence vote hanging
over itshead likely would do the samething. The need to secure House voteswasthe primary determinant
of spending. Budget 2005 will be remembered for theimperativeto ensureapositive vote (or abstention)
rather than anegativeveto.

Our question: Wastheresult acceptable social policy? Theanswer isahighly qualified yes—or
perhaps—aqualified OK. Qualified mainly becausethe Budget bestowed two tax cuts—asmall increase
inthebasic personal amount for all taxpayers, rich and poor alike, and ageneroustargeted-to-the-affluent
enrichment of thetax deduction for RRSP contributions—that we believe arewasteful and unnecessary. A
bigger and better return for the buck could have been achieved had much-welcometax relief been targeted
tolow- and modest-income households. Qualified also becausethe Budget failed to take advantage of the
federal surplusto addressmorefundamentally some of thecritical issuesfacing Canada.

Findly, our pre-Budget submissionidentified purposeasthethird principlethat should guidetheuse
of thesurplus. Purpose meansthat policy proposals should be shaped by desired objectives. Inour view,
these obj ectives should includereducing poverty and inequalitiesin the distribution of income, ensuring the
hedlthy development
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of children, and enhancing self-sufficiency by investing in human and community capita formation. Wecan
giveonly reserved approval onthe 2005 Budget's progresstowardstheselong-standing and crucia aims.

From asocia perspective, the Budget sought to achieve severa important objectives. These
includeimproving accessto early learning and child care, providing modest ass stanceto seniorsand
personswith disabilities, and enhancing thequality of lifein communities. Thelatter focused primarily upon
greenand clean.

Themeasuresintroduced in the 2005 Budget will make someimprovementsin social policy. But
the Budget's social measures do not go far enough. Andinsomekey areas, such asreform of income
security policy for working age Canadiansand an accel eration of the schedul e of increasesto the Canada
Child Tax Benefit, there are substantial piecesthat aremissing.

But single Budgetsareonly stepsalong alonger pathway. Thelitmustest for any particular Budget
iswhether it moves policy development in theright direction and at apacethat can makeapositive
differenceinthelivesof Canadians.

Our votefor this Budget outweighs our veto —though we put forward several concernsand caveats
that we hope can guidetheformulation of government prioritiesand associ ated expendituresin future.

Fiscal Policy
The debt will go down on its own

Thefirst question about the 2005 Budget isnot whether itisgood, but whether itiscredible. Inthe
2004 Budget, we weretold that therewould berevenue of $187.2 billion for the 2004-05fiscal year.
Instead, as of the 2005 Budget, revenue of $195.8 billionisexpected for the 2004-05 fiscal year.

Thesurplusfor the 2004-05 fiscal year had been forecast at $4.5 billioninthe 2004 Budget. It
now appearsthat, had the government not undertaken specia measuresto build added spending into the
present 2004-05 fiscal year, thereal surpluswould have been closer to $13 billion.

The 2005 Budget forecastsasurplus of $4 billion for the 2005-06 fiscal year, but why should we
believeit? After repeated huge underestimates of the Budget bal ance, what makesthisyear any different?
Theanswer is: nothing. Thisyear’sBudget isaslikely to beinaccurate asany Budget of the past few years.
Without the capacity to devel op forecastsin exacting detail for each revenue source, we have no way of
knowing
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whether thereisabuilt-in hidden fudge-factor. We cannot haveinformed debate about prioritieswithout
some confidence of our understanding of thefisca Situation.

To addressthisissue, the Caledon I ngtitute had proposed the establishment of an independent
Parliamentary Budget Officea ong thelinesof the Congressional Budget OfficeintheUS. Wearepleased
that the House of Commons Standing Committee on Financeis considering thissuggestion. Webelievethat
all parties, including the government party, can gain from having an independent source of fiscal information.

A Parliamentary Budget Office not only will promote better public policy debate and empower
Parliament. 1t asowill savethe government of theday from chargesthat it is‘ cryingwolf’ whenthetime
comes—asit certainly will —that areal fiscal problem confrontsus.

Inthe meantime, we must try to make sense of thisBudget’sforecast of a$4 billion surplusin
2005-06, $5 billionin 2006-07, $6 billion in 2007-08, $6.5 billionin 2008-09 and $7 billion in 2009-10—
for atotal forecast surplusof $28.5 billion over the next fivefiscal years. The Budget planisto useat least
$3hillion of that amount every year to pay down the debt, while reserving theremainder asacontingency
fund which, if not spent, will also go to reducethedebt. Sowe have between $15 billion and $28.5 billion
going to pay down the debt over the next fiveyears. Isthisawiseway to spend thesefunds? Or arethere
other usesthat would have moreimpact on socia well-being?

Many Canadiansthink that paying down the debt isagood ideabecauseit reducesthe burden of
thedebt. However, theeffect of additional debt repayment isactually very small. Witha$15 billion debt
repayment, the debt-to-GDP ratio will drop to 30.6 percent in 2009-10; without the $15 billion repayment,
the debt-to-GDPratio would fall to about 31.5 percent in 2009-10. Either way, Canadawill havethe
lowest public debtinthe OECD. Either way, wewill soon meet thefederal government’ starget of 25
percent of GDP. Thedifferenceisamatter of ayear or so at most.

We do not seehow thissmall acceleration of debt reduction will significantly benefit Canadain the
future. Thereare dozensof pressing needsthat thesefunds could address. We could invest much moreto
rebuild the crumblinginfrastructure of our cities, ease the heavy burden on Canadianswith disabilitiesand
their families, build vastly expanded and modernized public transit systems, substantially reducetherisk and
depth of child poverty, tackle pressing environmental concerns, fund adequately our education system and
reduce student debt —and on and on.

Webdievethat Canada s GDPmight be significantly higher ten yearsfrom now with some of these
investment optionsthan it would bewith the debt repayment plan presented inthe Budget. Theresult could
well bethat the debt-to-GDPratio would actually belower if weinvest thismoney properly inour own
future. Thereturnsfrom
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well-conceived and needed socia investment may be much higher than the cost of carryingthedebt. In
both economic and social terms, thisdebt repayment plan may not besensible.

Tax Cuts
Personal income tax cuts. Mini-manna for the masses, pearlsfor the wealthy

The 2005 Budget combinessmall general tax cutswith atargeted-to-the-affluent tax break.
Caledon, by contrast, proposestargeted tax reductionsfor low- and modest-income Canadians.

The 2005 Budget announced an increasein three nonrefundabl e tax credits—the basic personal
amount, theamount for adependent spouse or common-law partner, and the amount for wholly dependent
relatives.! TheBudget alsoincreased thetax deduction limit for contributionsto Registered Retirement
Savings Plans (RRSPs) and money-purchase Registered Pension Plans (RPPs). These changeswaste
money that could better be used to bol ster tax relief to working poor and modest-income Canadians
srugglingtoearnaliving.

Our analysisfocuses on the changesinincometax that result from the Budget’ stax provisions. In
other words, we cal culateincometax with and without the new tax measures, and then show thedifference
between the two to gauge theimpact of the Budget. Notethat these resultsare not the amount of income
tax that Canadians pay, but rather the differenceintheir tax billsbefore and after the changesannouncedin
theBudget.

Figure lillustratestheimpact on singletaxpayersof the Budget’sincreaseto the basic personal
amount and RRSPdeduction limitin 2009. All taxpayerswill get the sametax reduction from the higher
basi ¢ persona amount, whichwill lower their combined federa and average provincid/territoria income
taxesby an estimated $278.

But in addition to thetax reduction from the higher bas ¢ persona amount, the elite group of
taxpayersearning $120,000 will enjoy an $809 increasein tax savingsresulting from the higher tax
deductionlimit for contributionsto RRSPs. Thischangewill bring their total incometax reductionto
$1,087 —four timesgrester than thetax cut for thelarge mgjority of singletaxpayers.

Raising the basic personal amount: A little for everyone

The persona incometax system doesnot levy tax onthefirst several thousandsof dollarsof
income, allowing taxfilersto receiveabasic amount of incomethat istax-free. The'basic personal
amount,’ asitistermed, exemptsfrom taxation thefirst $8,148 of taxableincomefor the 2005 tax year.
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Figure 1
Federal/provincial income tax savings from higher
basic personal credit and higher RRSP deduction,
single person, by earnings, 2009
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Thisfigureisasoknown asthe ' federa taxpaying threshold’ sinceit marksthelevel abovewhich
Canadians pay federa incometax.

The 2005 Budget will phaseinincreasesto thebasic personal amount by $100in 2006, another
$100in 2007, $400 in 2008 and the boost required ($600 or more) to bring it to $10,000in 2009. These
enhancements come on top of theincreasesrequired to index the personal incometax system’sbrackets
and creditsfully tothe cost of living.

TheBudget also will raisetheamount that ataxpayer can claimin respect of adependent spouse or
common-law partner, or afully dependent rel ative, by $85in 2006 and in 2007, $340in 2008 and the
amount required toraiseit to $8,500 by 2009. For simplicity’ssake, wewill term the dependent spouse or
common-law amount and the dependent rel ative amount collectively asthe* dependentsamounts.’

Theboost inthebasic persona and dependentsamountsis progressivein oneimportant respect: It
will raisethefederal taxpaying threshold, thusremoving an estimated 860,000 |ow-income Canadians
(240,000 of them seniors) from thefederal tax rollswhen theincreaseisfully implemented by 2009.
Previoudy, an estimated 1 million poor Canadianswerefreed from thefederal tax net thanksto tax relief
measurestaken since 2000 —lower tax rates, ending the surtax, boosting the Canada Child Tax Benefit and
restoring full indexation.
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These changes hel ped ease the burden of years of mounting annual federal incometax hikessince
1988 —imposed mainly by meansof stealthy changesresulting from partial deindexation of theincometax
system —that had scooped some 1.4 million poor peopleinto Ottawa sincometax net and pushed another
2.5 milliontaxpayersinto higher tax brackets[OECD 1997: 112]. Partia deindexation and theimposition
of surtaxes hel ped furnish therising revenuesthat Ottawaneeded to put an end to thefedera deficit.

If theprovincia andterritorial governmentsfollow suit by raising their own basi ¢ personal and
dependentsamounts, the taxpaying threshold for provincid and territorial incometax alsowill riseand
substantial numbersof low-incometaxpayersno longer will haveto pay provincid or territorial incometax.
However, the provincesand territories now can design their own tax credits, bracketsand rates (though
they must continueto usethefederd definition of taxableincome), soit cannot S mply beassumed that they
will changetheir tax systemsexactly in step with Ottawa' s plans.

Boosting the basic persona and dependentsamountsiscostly intermsof reduced tax revenuesand
may not suit someprovinces' prioritiesand preferences. For thisreason, wefocusmainly on changesin
federa incometaxes (with the exception of the boost to the maximum RRSP and RPP deduction limits,
which automatically reduce provincia/territoria incometaxesbecausethey involvetaxableincome).

Figure 2
Federal income tax threshold, single person,
in constant 2009 dollars, 1988-2009

$12,000

$10,000

$8,000 -

$6,000 -

$ constant 2009

$4,000 -

$2,000 -

88 | 89 | 90 | 91 | 92 | 93 | 94 | 95 | 96 | 97 | 98 | 99 | 00 | 01 | 02 | 03 | 04 | 05 | 06 | 07 | 08 | 09
9742|9380 9103 | 8775 | 8888 | 8731 | 8713 | 8526 | 8301 | 8250 | 8503 | 8782 8778 | 8770 | 8838 | 8735 | 8846 | 8820 | 8926 | 8924 | 9228 10000

$0

@

6 Caledon Institute of Social Policy



Figure2illustratesthefedera taxpaying threshold for asingle person from 1988 through 2009.
Thefiguresare expressed in constant 2009 dollars, to show real trends.

Partial deindexation lowered thefederal taxpaying threshold steadily each year, which declined from
$9,742in 198810 $8,259 by 1997. Ottawathen put ahalt to the didein the taxpaying threshold by means
of targeted tax relief for lower-incometaxfilersthrough a$500 geared-to-income supplement to the basic
personal and dependentsamounts, phased in half ($250) in 1998 and half ($250) in 1999. Thetaxpaying
threshold rosefrom $8,259 in 1997 to $8,503in 1988 and $8,782in 1999.

Thefedera government subsequently extended theincreasesin the basic persona and dependents
amountsto all taxpayersin 2000 and —most importantly —reindexed thefederal incometax systemto put a
stop to annual hidden tax hikesfrom credit corrosion and bracket creep [Battle 1999]. Theincremental
increases announced in the 2005 Budget will lift thefederal taxpaying threshold for asingle Canadian
starting in 2006 to reach the planned $10,000 in 2009.

Whiletherestoration and gradua improvement inthe basic persona and dependentsamountsare
welcomemeasures, theresultsare underwhelming. Thefederal taxpaying threshold for asingletaxpayer
didfrom $9,742in 1988 to $8,259 by 1997 and will reach $10,000 by 2009 —amere $258 better than
1988. Surely we can do better than that.

Evenwith theincreasessince 1998, thefedera taxpaying threshold for single Canadianstill falsfar
below low incomelevels. We use as our measure of low income Stati stics Canada s after-tax low income
cutoff, which for one personin ametropolitan centreisan estimated $16,992 in 2005, or $18,392in
constant 2009 dollars.

Figure 3 showsthat thefedera incometax threshold for singletaxfilersfell from 53.0 percent of
Statistics Canada’s after-tax |ow income cutoff in 1988 t0 44.9 percent in 1997. Evenwiththe
improvementssince 1998, thefederd taxpaying threshold will reach only 54.4 percent of the after-tax low
income cutoff for one person by 2009 —only dightly higher than it wasback in 1988 (53.0 percent).

The 2005 Budget promisesto ddliver incometax relief to virtually al taxpayersby increasingthe
basic personal and dependentsamounts. In order to assessthisclaim, wefirst must understand how these
‘amounts’ trandateintoincometax savings, sincethereis cons derable confusion about thisbasi c concept.

Thevaueof the basic persona ‘amount’ isnot the sameasthedollar anount itself. Thebasic
persona amount isused to calculatea‘ nonrefundable credit’ whosevaueintermsof incometax savingsis
the product of theamount and the lowest incometax rate, whichis 16 percent for federal incometax. For
example, in 2005 the basic personal amount of $8,148 will reducefederal incometax by $1,304 (16
percent of $8,148) over what it would bewithout the basic personal amount. Other familiar nonrefundable
creditsinclude thosefor dependents (al so being rai sed in the 2005 Budget), age, disability, contributionsto
the Canada Pens on Plan and Quebec Pension Plan, Employment | nsurance premiums, pension income,
caregiving, tuition and education, and medical expenses.
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Figure 3
Federal income tax threshold for single person,
as percentage of after-tax low income cutoff, 1988-2009
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The 2005 Budget’ s phased increasesto the basi ¢ personal and dependentsamountswill yield very
modest incometax savings. For singletaxpayers, federal tax savingswill cometo $16in2006, $16in
2007, $64 in 2008 and $189 in 2009.2

Figure4 showsfederal incometaxesfor singletaxpayersin 2009 before and after theincreaseto
thebasi ¢ persona amount; clearly thetax reductionissmall. With the exception of taxfilerswith very low
incomewho oweonly smal amountsof incometax and sowill seeasmaller tax reductionindollar terms,
incometax savingsfrom nonrefundabl e creditslikethe basic persona credit arethe samefor everyoneno
matter what their income—working poor, middleincome, affluent. However, inrelativeterms, theincreases
to the basi ¢ persona and dependentsamountswill yield tax savingsthat are progressivein distributional
impact because they decrease asincomesincrease, and viceversa. We provide two measures of the
relativeimpact of the higher basic persona amount announced inthe 2005 Budget.

Figure 5 showsthe percentage declinein federal incometax in 2009, whentheincreasetothebasic
persona amount will befully implemented. The reduction rangesfrom 100 percent for taxpayerswith
taxableincome of $10,000, who would pay federa incometax of $139 without the higher basic personal
amount but will owe no federal tax with the planned increase, to lessthan 1 percent (0.8 percent) for those
with taxableincome of $120,000. Thereason for the declining percentageincreaseisthat incometaxesgo
up asincomesrise.
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Figure 4
Federal income tax, before and after
higher basic personal amount, single person, 2009
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Figure 5
Percentage reduction in federal income tax due to the
increase in the basic personal amount, single person, 2009
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Incometax savingsfromthe higher basic personal amount arethe samefor virtualy all taxpayersin
the same demographic category (i.e., for al singletaxpayers, for al one-income couples, for al two-income
couples). But incometaxesrisewithincome, sotax savingsfrom the higher basic personal amount
represent asubstantial percentage of incometaxes (beforethe higher basic personal amount) for thosewith
smadl incometax billsand atiny proportion of theincometax of high-incometaxpayers.

A better measure of therelativeimpact of theriseinthe basic persona amountisgivenin Figure6,
which showstheresulting federal incometax reduction asapercentage of taxableincome. Federa income
tax savingsfrom thelarger bas c persona amount in 2009 will rangefrom ahigh of 1.72 percent for single
taxpayerswith $11,000 in taxableincometo amere 0.16 percent for those with taxableincome of
$120,000 shown on Figure 6 (the percentage keeps declining over $120,000).

Therearetwo waysto interpret the results of Figure 6. Onthe one hand, theincreaseto thebasic
persona amount will result inaprogressivedistribution of benefitsso that tax savingsinrelativetermsare
higher for thosewith lower incomesand viceversa. Onthe other hand, theamount of thetax reduction
relativetoincomeismodest even for taxpayerswith low incomes, modest for the middle-income majority
and apittancefor upper-income Canadians.

Figure 6
Federal income tax savings from higher basic personal amount,
as percentage of taxable income, single person, 2009
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The cost of thebasic persona and dependentsamountsto thefederal treasury, in termsof foregone
incometax revenue, islarge. 1n 2005, beforethe changesannounced in the Budget, the basic personal
credit would cost thefederal government an estimated $23.7 billion, with another $1.35 billion for the
spouse or common-law credit and $680 million for the dependant credit [ Department of Finance Canada,
2004b: Table1]. Evenamodest increasein theseamountswill trand ateinto sizeable costs, asthe Budget's
changesattet.

The 2005 Budget claimsthat theincreaseto the basi ¢ persona and dependentsamountswill cost
Ottawaatota $7.1 billion between fisca years 2005-06 and 2009-10, with “most of the benefit going to
thosewithlow and modest incomes’ [ Department of Finance Canada2005: 368]. Itisworthlooking
more closely at who will get what from thistax cut, sincethe numbersdo not support theclaim.

Themost recent taxation statistics, for 2002, show that the averageincome of Canadiantaxfilers
was$32,212. Assuming thisfigureincreasesby therate of inflation, and assuming thelatter is 2.0 percent,
then by 2009 the averagetaxfiler incomewill be about $37,000. Over thecourse of itsfive-year
implementation, 31 percent of thecumulative $7.1 billion federa tax reduction fromtheincreasetothe
basi ¢ persona and dependents amounts—an estimated $2.2 billion—will go to taxpayers under $30,000.
Another 17 percent or an estimated $1.2 billion will benefit those between $30,000 and $40,000, 14
percent or $990 millionwill go to those between $40,000 and $50,000, 10 percent or $707 millionto
those between $50,000 and $60,000, 20 percent or $1.4 billion to taxpayers between $60,000 and
$100,000, and the remaining 8 percent or $566 million to taxfilerswith incomes over $10,000.

Just under half (48 percent or some $3.4 billion) of the$7.1 billion worth of total federal incometax
savingsfrom the higher basi ¢ persona and dependentsamountswill go to taxpayers bel ow $40,000, which
infactisabit higher than our $37,000 estimate of averagetaxfilerincomein2009. Not even one-haf of
thetax savingsfromtheincreasesto the bas ¢ personal and dependentsamountswill goto taxfilerswith
incomesbelow theaverage. Just over half (52 percent) or some $3.7 billion of thetax break will goto
taxpayers above $40,000. Taxfilersover $50,000 will reap asubstantial 38 percent or $2.7 billionin
federal incometax breaksfrom theincreasesto the basic persona and dependentsamounts.

Isthisasensibleway to deliver incometax relief? Our answer isno.

Canadiansworking for low wageshavetheir meagre earnings eroded by incometaxesand payroll
taxes (they werehit hardest in relativetermsby the substantial hikein CanadaPension Plan contributions
between 1997 and 2003), aswel| asemployment-rel ated expenses such astransportation, clothingand, in
many cases, child care. Unlikewell-paid employees, Canadianswith below-average earningsrarely work
for employersthat provide supplementary health and denta care or employer-sponsored pensions.

L ow-income Canadians have been hit by substantial tax increasesover the past two decades.
Between 1980 and 2002, familiesin thelowest incomequintile(i.e., fifth) saw their averagefederal/
provincia incometaxesriseby 71.4 percentin real terms(from $700 to $1,200 in constant 2002 dollars) —
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thehighest increase of al groups—followed by familiesinthe highest quintile (48.9 percent), fourth quintile
(19.2 percent), middle quintile (8.1 percent) and second quintile (6.7 percent). Familiesinthebottom
incomegroup paid 3.5 percent of their incomeinincometaxesin 1980 and 5.1 percent in 2002.

Ottawa sdecisionto raisethe basic personal and dependentsamountsfor all taxfilersisacostly
andineffectiveformulafor tax relief becauseit spreadstheincometax savingsthinly throughout al of
taxland. Half of the notinconsiderable cost of the measureto thefedera treasury will berequired to fund
tax breaksthat are amere drop in the bucket for Canadianswith above-averageincomes—money that
could befar better spent to deliver much-needed tax relief to workers earning below-averagewages. The
federa taxpaying threshold could beraised higher andincometaxesreduced significantly for low- and
modest-income Canadiansif the $7 billion that will be spread thinly to al taxpayers—including the weal thy
—instead weretargeted to those who most need atax break.

What isrequired at thistimeistargeted, not universd, tax relief, which Caledon repeatedly has
proposed could be deliveredin oneor moreways:

» alowincometax credit for low- and modest-income Canadians, modelled on the geared-to-
incomeincreaseto the basic personal and dependentscreditsin 1998 and 1999

» anemployment expense credit to hel p defray the costs of employment (e.g., clothingand
transportation) for workerswith low or modest earnings

» anincome-graduated tax credit for CanadaPension Plan and Quebec Pension Plan contributions
and Employment | nsurance premiums, to easetheregressive burden of payroll taxeson lower-
income contributors (the substantial increasesto CPP contributions between 1997 and 2003 —
though necessary in order to sustainthisvital program fiscally and politically —wereimplementedin
such away that they made even heavier the aready regressive burden onlower-income
contributors)

* anincreaseintherefundable GST credit.

Boosting tax deduction limits for RRSPs and RPPs. Targeted tax relief for the well-off

The 2005 Budget doesdeliver onetype of targeted tax relief —amore generoustax break for well-
off Canadianssaving for their retirement through individual Registered Retirement Savings Plans (RRSPs)
and empl oyer-sponsored Registered Pension Plans (RPPs).

Canadianswho savein RRSPsor belong to Registered Pension Planscan claim anincometax
deduction that partly offsetsthe cost of their pension contributions. Over theyears, Ottawahasincreased
the RRSP and RPP tax deduction limits, though acouple of timesit dowed the schedule of increases. The
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latter move presumably wasintended to hel p save the substantial cost of more generoustax breakstothe
federa treasury, which wasapressing concern during thewar against the deficit.

The 2005 Budget announced yet another round of increasesto the RRSP and RPPtax deductions.
It justifiesthe higher limits on three grounds—hel ping Canadiansto better meet their retirement savings
needs, allowing employersin Canadato provide competitive compensation packagesto attract and retain
skilled workers (the US provides more generoustax savingsfor retirement savings) and encouraging
savingsto support investment, productivity and economic growth [ Department of Finance Canada2005:
368]. TheBudget isbanking onahighly targeted-to-the-affluent tax break to advancethesethree
objectives.

Table 1 showsthe maximum amount that contributorsto RRSPs can claim on their incometax from
2000through 2010.2 The previous schedul e planned to increase the RRSPlimit from $13,500in 2002 to
$14,500in 2003, $15,500 in 2004, $16,500 in 2005 and $18,000in 2006, after whichit would be
indexed to growth inwages. Thenew scheduleisthe sameasthe old until 2006 but then raisesthetax
deduction limit to $19,000 in 2007, $20,000 in 2008, $21,000 in 2009 and $22,000in 2010, after which
itwill beindexed to wage growth. Our calculationsof theold limits once they would have been indexedin
2008 assume annual wage growth of 2 percent.

Thetablea so showstheleve of earningsabovewhichthe RRSPtax deduction limit applies. Only
high-earning Canadians can benefit from the maximum RRSP deductions. (Thesame appliesto Registered
Pension Plans.) Inthecurrent (2005) tax year, only taxpayersearning $91,667 or more can claimthe

Tablel
Impact of higher tax deduction limitsfor RRSP contributions
tax earnings threshold federal/
deduction for maximum provincial
limit tax deduction tax savings
old new old new old new
$ $ $ $ $ $
2000 13,500 13,500 75,000 75,000 5,755 5,755
2001 13,500 13,500 75,000 75,000 5,755 5,755
2002 13,500 13,500 75,000 75,000 5,755 5,755
2003 14,500 14,500 80,556 80,556 6,181 6,181
2004 15,500 15,500 86,111 86,111 6,608 6,608
2005 16,500 16,500 91,667 91,667 7,034 7,034
2006 18,000 18,000 100,000 100,000 7,673 7,673
2007 18,360 19,000 102,000 105,556 7,827 8,100
2003 18,727 20,000 104,040 111,111 7,983 8,526
2009 19,102 21,000 106,121 116,667 8,143 8,952
2010 19,484 22,000 108,243 122,222 8,306 9,379

Caledon Institute of Social Policy

13



maximum RRSP deduction of $16,500. When the new limitsbeginin 2007, the earningsthreshold above
whi ch the maximum deduction applieswill risefrom $102,000 under the old schedul e to $105,556 under
the new schedule, and by 2010 will be $122,222 as opposed to an estimated $108,243 under theold
sysem.

TheriseintheRRSPtax deduction limit will increasefederal and provincial/ territoria incometax
savingsonly for high-incometaxpayers. In 2005, total incometax savings (federal and average provincia/
territorial) for RRSP contributorswith incomes high enough to claim the maximum deduction of $16,500
comesto an estimated $7,034.

Under theold schedul e, thetax break would have been $7,673 in 2006 rising to $7,827 in 2007,
$7,983in 2008, $8,143 in 2009 and $8,306 in 2010. Under the new schedule of increasesto the RRSP
deduction limit, total federal and average provincid/ territorial incometax savingswill beamaximum
$8,100in 2007, $8,526 in 2008, $8,952 in 2009 and an estimated $9,379in 2010. Taxpayersclaiming
themaximum RRSP deductionwill enjoy increasesintheir total incometax savingsof $273in 2007, $543
in 2008, $809in 2009 and $1,073in 2010. Notethat RRSP contributors between the old and new
maximum earningsthresholdsa so will seeincometax reductions.

However, the changes announced in the 2005 Budget will not enrich tax assistancefor most RRSP
and RPP contributors. Only contributorsearning morethan theold earningsthreshold starting in 2007 (i.e.,
over $102,000in 2007, $104,040in 2008, $106,021 in 2009 and $108,243 in 2010) will enjoy more
federal and provincid/territorial incometax savingsthan they would have under theold system.

Incometax assistancefor contributionsto RRSPsand Registered Pension Plansiscostly relativeto
most other tax expenditures. In 2005, the net cost of tax assistance for RRSP contributionswill amount to
an estimated $8.6 hillion—$7.6 billion for the deduction of contributionsplus$6.1 billion for the non-
taxation of investment income earned on the RRSP savings|ess $5.1 hillion for thetaxation of withdrawals
from RRSPs. Thenet cost of tax assistancefor RPP contributionswill amount to an estimated $7.3 billion
in 2005—$5.8 billion for the deduction of contributions plus$9.4 billion for the non-taxation of investment
income earned on the RRSP savings|ess $8.0 billion for thetaxation of withdrawal sfrom RRSPs
[Department of Finance Canada2004b: Table 1].

Theincreaseinthe maximum RRSP and money purchase RPPtax deductionswill cost thefedera
treasury acumul ativetota of $610 million over six years—an estimated $15 millionin 2004-05, $70 million
in 2005-06, $85 millionin 2006-07, $115 million in 2007-08, $145 million in 2008-09 and $180 millionin
2009-10. By way of comparison, theimprovementsannounced in the Budget for tax assistanceto
Canadianswith disabilitiesand their caregiverswill total $180 million over six years—just 30 percent of the
$610 million required to pay for the higher RRSP and RPPtax deduction limits.

Figure7illustratesthetrend in expendituresfor thetwo formsof tax assistance. Whilethesetax
provisonsareintended for different purposes, itisof interest that thererarely seemsto be aproblem of
aufficient funding when it comesto conferring tax breaks on wealthy Canadians.
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Figure 7
New federal spending on higher RRSP and RPP
deduction limits versus disability tax benefits,
2004-05 through 2009-10
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Thetargeted-to-the-affluent tax cutsannounced in the 2005 Budget will widentheexisting
inequalitiesin tax assistancefor private penson savings. Thetax deductionsfor contributionsto RRSPs
and RPPs produce aregressivedistribution of benefitssinceincometax savingsincrease astaxableincomes
rise. Therearethreereasonsfor thefavour-the-wealthy character of these expensivetax breaks.

Firg, higher-income Canadiansrely uponindividua retirement savingsand/or empl oyer-sponsored
pension plansfor most of their retirement income and so are much morelikely to contributeto RRSPsor
belong to RPPsthan arelow- and middlie-incometaxpayers. 1n 2002, the most recent year for which data
areavailable, the percentage of taxfilerscontributing to RRSPsranged from 2 percent for thosewith
incomes under $10,000 to 10 percent for those between $10,000 and $20,000, 25 percent for those
between $20,000 and $30,000, 39 percent for those between $30,000 and $40,000, 49 percent for those
between $40,000 and $50,000, and 60 percent or higher for those above $50,000 (e.g., 69 percent for
those between $80,000 and $100,000 and for those over $250,000).

Second, average RRSP contributionsalso increasewith income. 1n 2002, average RRSP contri-
butionsranged from $1,079 for thetiny group of contributorswith incomes under $10,000 to $15,660 for
those over $250,000; the average contribution was $4,283.

Third, thevaueof anincometax deductioninfedera and provincia/territorial incometax savings
dependsonthetaxfiler’ stoptax rate. Thefederal incometax system hasagraduated rate structure ranging
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from 16 percent of taxableincomein thelowest tax bracket to 29 percent in thetop tax bracket.
Provincia andterritoria incometax regimesalso useagraduated structure but with lower and varying rates
—the exception being Alberta, which hasasingletax rate of 10 percent.

High-income RRSP contributorsenjoy greater incometax savings becausethey contribute moreand
areinthetop tax bracket, and middle-income contributors get moretax savingsthan averagelower-income
contributorsfor thesamereasons. 1n 2002, the estimated total (federal and provincia/territorial) income
tax savingsfor RRSP contributionsranged from $24 for claimantswith income bel ow $10,000 to $255 for
those between $10,000 and $20,000, $456 between $20,000 and $30,000; $633 between $30,000 and
$40,000, $961 between $40,000 and $50,000, $1,565 between $50,000 and $80,000, $2,831 between
$80,000 and $100,000; $4,694 between $100,000 and $250,000 and $6,662 for those over $250,000.

In summary, with respect to the government’ sfirst obj ective—hel ping Canadiansto savefor
retirement —the taxpayers these measures help most are undoubtedly thosewho need it least. Withregard
to the second obj ective— competitive compensation to keep Canadiansin Canada—we doubt very much
whether theworkersattracted by substantialy higher salariesinthe US aregoing to be materialy affected
by these measures.

Wewould chalenge the government to demonstrate more than ahandful of caseswhere RRSP
limitsmattered. Doesit make senseto spend hundredsof millionsof dollarstotry and influenceafew
peoplewho might otherwise go to the US? While Canadadoes haveto competewiththe UStoretain
highly skilled workers, itisafantasy to think we can ever compete based on tax break-enriched
compensation packages. Wemust competeinstead on our quality of life. Itisthisvery quality of lifethatis
being undermined by inadequateinvestment in essentia public services, such aseducationand public
trangportation.

Finaly, Ottawaclaimsthat thesetax breakswill enhance savings. Many of the people affected by
thesemeasuresare dready saving morethan the new RRSPlimits. For these people, al that will happenis
atransfer of assetsfrom taxable savingsto non-taxable RRSPsavings. Thenet increasein savings, if any,
will beminiscule.

Of course, wewill hear little or no criticism of the RRSPchanges. Thefinancial industry, which
suppliesthe economistswho are most often cited by the media, standsto make good profitsby admini-
stering expanded RRSP accounts. Nonethel ess, thetargeted-to-the-wedlthy increasesin RRSP and RPP
tax deductionsannounced in the 2005 Budget are both unnecessary and regressive.
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Program Measures
Early Learning and Child Care: Strong bilateralism required to build a national system

The2005 Budget announced an additional $5 billioninfusionto helpthe provincesandterritories
build anational early learning and child care system. Thisfederal cashisnecessary, but money aonecannot
ensurethe high-quality system that Canadaso desperately needs.

It hastaken decades of effort on the part of parents, researchersand advocatesto convince
governmentsthat early learning and child care (EL CC) are crucid to Canada ssocia and economic health.
High-quality early learning and child care servicesarenot just * socid policy’: They equdly arecrucia
elementsof economic policy becausethey investinthecritical first yearsof human capita development and
enable parentsto work or study.

Thelargemgjority of Canadian families, including thosewith preschool children, have both parents
intheworkforce. Most single parentswork outside of thehome. Child careisnecessary if parentsareto
participateintheworkforce or undertake the education and training that employersdemand. Child careis
essential for poor familiesstruggling to climb over thewelfarewall and find and keep jobs.

Quality early learning and child care canimprove children’s subsequent performancein school,
lessen thelearning riskslinked to low income and enhance parents’ childrearing and coping skills. And
ELCCisnot just for familieswith parentsintheworkforce: Servicessuch asparental supportsand respite
also can helpfamiliesthat carefor their childrenat home.

But Canadalagsfar behind other advanced nationswhenit comesto early learning and child care.
Thedemand for quality, affordable EL CC far outstripsour supply. Servicesareuneven betweenand, in
most cases, within provincesand territories: Thereisnothing approaching anational system. Most families
rely on unregulated child care bought or traded on the market (typically from neighbourhood providers) or
provided by relatives.

I ncremental funding adds up over time

Recent federal Budgets have put money into early learning and child care services—put back, in
part, in compensation for previouscutsin federal transfersto the provinced territories. The 2005 Budget
continuesthis processof incrementa investment.

The 2001 Budget announced $2.2 billion over fiveyears (2000-01 through 2005-06) to fund the
September 2000 Early Childhood Devel opment Agreement through which Ottawawasto help the
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provincesandterritoriesincreasetheir investment in abroad range of early childhood devel opment services:
promoting hedlthy pregnancy, birth and infancy; improving parenting and family supports; strengthening early
childhood devel opment, learning and care; and strengthening community supportsfor families.

In 2003, thefederal government extended thisfunding at $500 million per year after 2005-06.
Moreover in 2002, Ottawacommitted $320 million over fiveyears (2003-04 through 2007-08) to early
learning and child carefor First Nationsand other Aboriginal children.

Advocatesand expertswel comed the Early Childhood Development (ECD) Agreement but were
concerned that the money camewith no stringsattached. Asaresult, provincesand territoriescould spend
thesefundsasthey liked within abroad range of services—and not necessarily on quality child care, one of
thekey servicesin scarce supply (initially Ontario, thelargest province, did not investinincreasingthe
supply of child care).

In March 2003, Ottawaand the provinces/territories announced another agreement —under the
catchy tittleMultilateral Framework on Early Learning and Child Care (EL CC) —intended to increasethe
supply of child careand preschool spaces, reducethe cost of such servicesfor low- and modest-income
families, andimprovethe quality of these services. The 2003 federal Budget allocated $935 million over
fiveyears (2004-05 through 2007-08) to financethe Early L earning and Child Care Agreement, consisting
of $900 million over fiveyearsto the provinces and territoriesand $35 million over four yearsfor First
Nationschildren.

Again, whilethisinitiativewaswe comeand significant, the schedule of paymentsunder the Early
Learning and Child CareAgreement all ocated rlatively smal amountsfor thefirst few years($25 millionin
2003-04 and $75 million on 2004-05) that resulted in even smaller sumsfor each province and territory.
The2004 Budget antied up another $150 million for Early Learning and Child Care ($75 million morefor
2004-05 and 2005-06), aswell asanother $10 million over four yearsfor early learning and child care
subsidiesfor First Nationschildren living on reserves. With thisadditional spending, Ottawa stotal
expenditures of $150 million in 2004-05 and $225 million for 2005-06 could create“ up to 48,000 new
child care spacesor provideup to 70,000 fully subsidized spacesfor childrenfrom low-incomefamilies’
[Department of Finance Canada2004a: 114].

The 2005 Budget announced an additional federal investment totalling $5 billion from 2004-05
through 2009- 10, phased in at $200 million in 2004-05, $500 million in 2005-06, $700 million for 2006-
07 and $1.2 billion for each of theremaining fiscal yearsup to 2009-10. All inal, thesevariousand rather
confusing federal spending initiativeson early learning and child caresincethe 2001 Budget add uptoa
cumulative $9.6 billion from 2001-02 through 2009-10. Of thissum, $465 million—just 4.9 percent —
goesto First Nationschildren and familieson reserve. Whilethe grand total |ooks substantial, on an annual
basis—$1.2 billion eachinthelast threefiscal years of the payment schedule, 2007-08 through 2009-10—
thisisareatively modest federa expenditurefor an areaof Canadian socid policy thatisso crucia yet il
so undevel oped and inadequate.
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Framework federalism allows flexibility

Certainly federal cashisessential to help fuel the construction of the national early learning and child
care system sketched in skeletal formin the October 2004 Speech from the Throne, but thereisfar more
tothestory than funding. Theearly learning and child care systemisto be based on four core objectives,
giventheacronym*“QUAD” —quality, universaly inclusive, bleand developmenta.

Quality entail s* evidence-based, high-qudity practicesrelating to programsfor children, training and
supportsfor early childnood educator and child care providers, and provincial/territorial regulation and
monitoring.” Thesystem should be* universdly inclusive—opentodl childrenwithout discrimination.” It
should be* accessible—available and aff ordabl e for thosewho chooseto useit.” And the system should be
“developmental, focused on enhancing early childhood learning opportunitiesand the devel opmental
component of EL CC programsand services’ [ Department of Finance Canada2005: 119].

Ottawaand the provinces/territories (Quebec abstaining) are negotiating how to trand ate these
broad objectivesinto programmatic reality. During thefirst two yearsof the 2005 Budget'sfinancia
commitment to early learning and child care, $200 million in 2004-05 and $500 millionin 2005-06, federa
fundswill be put into athird-party trust upon which the provincesand territories can draw on aper capita
basis. Thepurpose of thisarrangement isto get federal money out the door so that the provincesand
territories—which differ sgnificantly inthe state of progress (or lack thereof) informulating their early
learning and child care services—can start or keep building their systemswithout havingtowait until “a
framework for quality programsand servicesacrossthe country isdevel oped” [ Department of Finance
Canada 2005: 120].

The Socia Development Minister has characterized thisfirst $700 million as“ good faith” money to
affirm Ottawa s continuing commitment while governments negotiatethe framework for an ELCC system
[Monsebraaten 2005]. Some socia advocates have criticized thisfeature as unaccountabl e, no-strings-
attached money that provinces can spend wherever they wish—whether on early learning and child careor
somewhereelse.

However, wethink it makes sensefor the new federal money toflow right away for political aswell
aspolicy reasons. Thelureof significant dollarswill exert political pressure—herethe advocacy community
hasakey watchdog roleto play —on the provincesand territoriesto invest themoney in ELCC. Onthe
policy front, additional federal money will help spur and enable actionin building EL CC systemsinthe
provincesandterritories.

Building an early learning and child care system throughout Canadaisamost asbig achalengeas
was building medicare back inthe 1960sand 1970s. Medicarewasthefirst example of what the Caledon
Ingtitute calls‘ framework federalism’ —acountry-wide system of provincia/territorial socia programs
founded on anationa framework of core objectivesand principles, and funded jointly by thefederal and
provincia/territoria governments.
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Framework federalism seeksto allow provincesand territoriesflexibility totailor their programsto
their needsand capabilities. The CanadaHealth Act enshrinesthefamousfive principlesof medicare—
universality, comprehensiveness, bility, portability and public administration. Theongoing Nationa
Child Benefit reform of child benefitsisanother example of framework federalism.

A similar set of coreprinciplesfor early learning and child care has been devel oped over theyears
by expertsand advocates|see, for example, Child CareAdvocacy Association of Canada2004; Battle
and Torjman 2000]. They havecalled for anational EL CC system built upon such tenetsasuniversal
bility, high quality, inclusiveness, comprehensiveness, affordability, public/non-profit administration
and accountability —reflected (though not intheir entirety) in the current initiative’ sfour QUAD principles.

However, negotiating abroad national vision and coreprinciplesisjust thefirst stageinbuildinga
nation-wide system of early learning and child care. Ottawaand the provinces/territoriesnow haveto put
flesh onthe bones of the skeletal national framework, elaborating thefour QUAD principles. They must
tacklethe contentiousissue of whether the new system should alow funding to for-profit EL CC services—
which advocates and expertsclaim can sacrifice quality for profit.

Most of thedifficult work required to build anational system of early learning and child care hasto
takeplaceat the provincia and community levels. Inaddition to hel ping out with badly-needed money and
negotiating with the provincesiterritoriesanationa multilateral framework, thefedera government should
play aleadership rolethrough strong bilateraism.

Srong bilateralism ensures adherence to national principles

Caledon urgesthefedera government to pursue astrategy of what weterm ' strong bilateralism.” In
returnforitslarger financia investment, Ottawashould negotiate detail ed, substantive bilateral agreements
with each province and territory so that strategic investments can be madetowards planning and building a
comprehensiveearly learning and child care system in each jurisdiction in accordance with theguiding
nationa principles.

Such bilaterd agreementswould interpret and implement the national framework withineach
provinceandterritory. Detailed planswould plot over anumber of yearsthe creation of an ELCC system
guided by and adhering to the broad nationa principles, but respecting each individua jurisdiction’s
priorities, state of development, needsand resources. Thebilateral agreementswould tacklethetough
policy devel opment work required to movefrom principlesand objectivesto delivering EL CC serviceson
theground, in communitiesthroughout Canada—including service delivery mechanismsand plans, multi-
year funding, parental fee structures, coverage, regulations, curriculum, staffing (e.g., education and training
targets, pay and benefits), rolesfor stakehol ders, eval uation and accountability processes, and public
reporting [Child CareAdvocacy Association of Canada2004].
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Bilateral agreements should be subject to public and stakeholder consultation and input beforethey
aresigned by governments. If aprovince or territory doesnot want to develop such aplan at thistime, it
need not do so: Federa fundswill beavailablewhen andif it decidesto proceed and establish aplan built
uponthenationa framework. But gpart fromtheinitia ‘ good faith’ fundsfor thisfiscal year and thenext,
no further federal EL CC fundsshould flow without abilateral agreement with each provinceandterritory.

Thefederal government hasastewardship roleto play inthe national EL CC system. Ottawamust
ensurethat each jurisdiction’sEL CC plan reflects and respectsthe QUAD principles.

Sustained federal funding

The 2005 Budget commitsfederal funding for EL CC through 2009-10. Thiscannot ssmply be
‘startup money’ that will endin 2009-10 once provincesand territoriesget their systemsup and running.
Ottawamust provide ongoing sustained funding for EL CC, the sameasfor hedlth care. Thisfunding should
be assured and indexed, not | eft asahanging question mark inhibiting provincial and territorial development
of services.

Multiple partnerships

Thenational EL CC system cannot be constructed by governmentsalone. Stakeholdersoutsidethe
threelevelsof government — EL CC expertsand advocacy groupsaswell as parents, employers, unions
and professional associations, schools, academicsand the voluntary sector —must play an activerole.

ELCC Council of Canada can act as a knowledge broker

Following thelead of therecently established CanadaHealth Council, thefedera and provincial/
territorial governments should set up an EL CC Council of Canadathat would play acrucia knowledge
broker rolein creating, devel oping, researching and eva uating early learning and child care syssemsand
servicesacross Canada. It would gather and analyze research evidence on high-quality practiceto be used
asabenchmark for ng implementation of EL CC services.

The EL CC Council would be made up of representativesfrom key stakeholders, including parents,
theresearch and advocacy sectors, and government.
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Parental fees are an important source of financing

Whilemost of thefunding for anationa early learning and child care system should be public, there
isalsoanimportant rolefor parental fees. Parental fees can contribute badly-needed funding to help grow
and sustainthe EL CC system. A well-designed parental fee schedule can help securevita politica buy-in
from the broad middle class (and upper-incomefamiliestoo), snce many familieswould pay lessthan they
do now.

Excluding Quebec, parental feescurrently averagejust under 50 percent of child care costs, ranging
between 34 and 82 percent. If provincesand territories adopted European parental fee schedules, they
would averagejust 25 percent of total costs[OECD Directorate for Education 2004: 72]. A recent
international report advocatesthat Canadaadopt afinancing system made up of 40 percent federal funds,
40 percent provincia/territoria fundsand 20 percent parental fees[ OECD Directoratefor Education 2004:
75].

Quebec employsaflat-ratefee schedule of $7 per day per child, along with subsidiesfor low-
incomefamilies. But flat-rate schemesareregressive, sincetheir burden declinesasincomesrise, and they
exacerbate the existing regressivity of payroll taxes(El premiumsand C/QPP contributions) and
consumption taxes (GST and salestaxes). We suggest instead agraduated, progressive parental fee
schedulethat takesinto account families' financial capacity and could collect morethan aflat-ratefee.
Parental feescould range, for example, from 0 to 50 percent of child care costs[National Council of
Welfare 1988; OECD Directoratefor Education 2004: 75].

However, werecognizethat the structure of parental feeslikely will differ fromjurisdictionto
jurisdiction. Thisdesignvariationisentirely appropriate solong asevery province and territory meetsthe
objectiveof maintaining bility.

While Quebec’sfee schedule might not be as progressive asonewould want, it doeshel p meet the
goal of accessibility, so we do not seeafedera rolein changing Quebec’smethod. Onthe other hand, we
do seeafedera rolein making the accessibility criterion sufficiently operationd that —if aprovince sfee
structure doesimpinge upon the princi ple—then some part of thefederal funding for EL CC caretothat
provincewould bewithdrawn.

Child care expense deduction should be gradually reduced

A significant but often overlooked element of the current child carefunding systemisthechild care
expense deduction. Thelesser-earning parent can claim asanincometax deduction two-thirdsof child
careexpenses up to amaximum $7,000 per child under age 7 and amaximum $4,000 for children ages7
to15, inrespect of receipted child care expensesincurred while the parent isworking or attending school .
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Thetax deduction ceiling is$10,000 for child care expensesincurred for children digiblefor the
disability tax credit.

Thenatureand quality of thechild carefor whichthetax deductionisclaimed arenot eigibility
requirements. All that mattersisthat the claimant hasareceipt fromthe caregiver.

Likethetax deductionsfor contributionsto RRSPsand Registered Pension Plans, thechild care
expense deduction hasaregressiveimpact, providing federa and provincia/territorial incometax savings
that risewithincomefor two reasons. Firg, child care expensesincreasewithincome. Second, thevalue
of the child caretax deductionintermsof incometax savingsgoesup asthe claimant’stop tax rate
increases.

In 2002, the most recent year for which tax dataare available, child care expense claimantswith
incomes under $10,000 claimed on average $1,224 for atotal federal-average provincia/territorial income
tax savingsof $29. Those between $40,000 and $50,000 claimed on average $3,180 and receivedin
return atax break of $867. Claimantswithincomesover $250,000 averaged child care expenses of
$5,583 and so reduced their total tax bill by an average $2,373.

Thechild care expensededuction isasignificant expenditurefor thefederal and provincia/territoria
treasuries. Thecost to Ottawain 2005 isan estimated $550 million [ Department of Finance Canada
2004b: Table 1]. Addinginaverageprovincia/territorial revenuelosses, the child care expense deduction
costsgovernmentsatotal of about $809 millionin 2005.

The child care expense deduction should be reduced gradually as Canadabuildsanational ELCC
system that isfunded mainly publicly. [Quebec providesachild care expense credit, but only for parents
using child care outside the public $7 aday system.] 1t would makelittle senseto alow parentstoclaim
parental feesasachild care expense deduction when such feesare needed to help fund what ischiefly a
publicly financed system.

But the child care expense deduction should not disappear altogether because not all parentswould
chooseto usetheir provincid/territorial system. Sincethey aretill paying taxesthat help fundthe ELCC
system, whether they usethat system or not, denying them the child care expense deductionwould bean
unwisemovein political —if not public policy —terms. Moreover, ELCC systemswill bephasedin over
timeand sowill not beimmediately accessibleto al who want them; the child care expense deduction can
defray some costsnow for parentswaiting to accessthe emerging public system. Asthe ELCC system
becomesmore accessible, the child care expense deduction can be reduced and the savingsredirected to
the publicly financed system.
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Employment Insurance: Financing changes threaten countercyclical protection

The 2005 Budget announced significant planned changesto Employment Insurance (EI) financing.
Under the proposdls, the Empl oyment I nsurance Commission woul d take over responsibility for setting the
El premium ratein light of an estimate by the Chief Actuary of the amount required to pay for El over the
coming year. Thegovernment would retainthe capacity to overridethe Commissionif it did not agreewith
therate. Becauseit would haveto do so publicly and withinastrict timelimit of onemonth, overriding the
Commissionwould not beastep undertakenlightly.

Thisproposal isasubstantia departurein policy: It would hand over the power to set ratesfor a
major revenue source ($17.2 billion in 2005-06) to anon-governmental Commission. Moreover, if these
planswereimplemented, the EI fund would not, in theory, bein surplusevery year, asthe premiumspaid
would bemore or less sufficient to cover the coming year’scosts. Additionsto thenotiona El account
(now about $46 billion—but actualy just abookkeeping entry in thefederal accounts) typically would no
longer accrueannually, except by incrementsof notional interest paymentson theexisting funds. El
premiumswould no longer contribute to government surpluses.

However, thischangeisalittlelessimportant initsfiscal impact thanit first appears. El premiums
and El costsaready havelargely been balanced. Whiletheannua increment of EI premiumscollected
over benefits plusadministration costswas approaching $7 billion in 2000, by 2003 thisamount had been
cut to about $1 billion dueto successive annual reductionsin El premiums.

Asforecast for 2005-06 and on, the amount of fundsnow collected by the El premium and the
amount paid out in benefitsand administration would have been moreor lessin balancein any case. Sothis
changewill havelittleor noimpact onthe government’sbottom lineinthisor futureyears.

Rather, our most important concernisthat thisproposed financing changewill remove atogether
any potentia countercyclical element of EI. When unemployment rises, EI premiumswill go up, not down.
Similarly, when unemployment goesdown, El premiumswill follow them and decrease. Instead of
mai ntai ning consumer demand in adeclining economy, El will accentuatethedecline. Rather than
dampening demand in arising economy, El premium cutswill add to demand.

The government proposes—inthewordsof the Budget —to “limit” thispro-cyclical effect by
restricting the changein premiumsin any oneyear to 15 cents (not saying whether thisis 15 centseach for
employersand employeesor 15 centsintotal). But 15 centsisnot insignificant and, inany case, still goes
inthewrong direction.

Noneof thisissmpleor straightforward. 1nan erainwhich governmentsare committed to
balanced budgets, no matter what the state of the economy, it may beimpossibleto implement counter-
cyclica policiesanywhere.
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It might be proposed, for instance, that the notional El fund could be used to stabilize EI premium
ratesby drawing downthefund rather than raising EI premiumswhen unemployment goesup. But, as
noted, thefundisonly notional, so apayment from thefund to El requiresabudgetary transactionthat isan
expenditure on the government books. A payment out of the El account addsto the government deficit or
subtractsfrom thegovernment surplus.

If thenotional El fundisusedfor rate stabilization, and if the government remainscommittedtoa
balanced budget, then apayment to EI out of thenotiona EI fund will result only in compensating budget
cutsor tax increases. Theprogramwill thereby remain aspro-cyclicd asif the El premiumitself had been
increased.

Ontheother hand, it might be possibleto set up acountercyclica eement if the El Commissionis
empowered to establish anindependent El fund, aswas recommended by the House of Commons
Standing Committee on Human Resources, SkillsDevel opment, Socia Devel opment and the Status of
Personswith Disabilities. The Budget acknowledged thereport of the Standing Committeeand claimed
that it took into account the recommendations. However, the Budget proposal isactually not in accord with
the Committee’srecommendationsand issilent on anumber of critical issuesaround which the Committee
made specific recommendations—e.g., the establishment of anindependent El fund, the compaosition of an
empowered El Commission and the disposition of theexisting notional EI fund.

Given thedissonance between government plansand the Committee’ sreport, the minority status of
thegovernment and the poalitical sengitivity of anything to do with EI financing, it could well bethat the plans
proposed by the Budget will be significantly atered during the Parliamentary process. The Caledon
I nstitute urgesthat thisbe an open process, not abackroom bargain. Moreimportantly, we seethisdebate
asonly apreludeto amore profound discussion about the nature of El itself.

Webdlievethat the El programisnolonger serving itsprimary purposewell —namely, providing
adequatetemporary bridging ass stance to unemployed Canadianswhilethey look for work. Financing,
likeform, should follow function. Wewould hopethat any financing sol utions be seen astemporary and a
beginning to adeeper discussion about therole of the El program in the broader system of income security
for working-age Canadians. 1nthe coming months, the Caledon Institutewill be publishing proposalsfor
radical reform of Canada sprogramsfor working age people, including El and welfare, which wehopewill
beauseful contribution tothisdiscussion.

New Deal for Cities and Communities. Can it address the urgent need?

The 2005 Budget announced anew Dedl for Citiesand Communities. It buildsonthe agreement
introduced in the 2004 Budget, which afforded afull rebate on the Goods and Services Tax (GST) and the
federa portion of the harmonized salestax for municipalities. TheNew Deal aso addsto existing
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infrastructure programs, such astheMunicipa Rura Infrastructure Fund, al of whichthefedera
government has promised to renew.

Thenew Budget will deliver morethan $7 billionto municipaitiesover ten yearsto help fund
infrastructure priorities such asroads, sewers, transit and clean water. Revenuefrom thegastax, themain
source of new federa funding, will be ddlivered asfollows: $600 millionin 2005-06, $600 millionin 2006-
07, $800 millionin 2007-08, $1 billionin 2008-09 and $2 billionin 2009-10.

Thesefundsareintended for investment in physicd infrastructure and are crucial to repair, replace
and upgrade aging municipal hardware. Themoney isalso necessary for thegreening of buildingsand
physical plant aswell as processes, such aswaste management.

Over theyears, Caledon hasmadethe casefor direct publicinvestment in citiesand communities.
Thereare several social reasonsfor thisinvestment —improved healthisthe most immediate and apparent.
But there are other broader socia reasons, which wediscuss bel ow.

Thelinksbetween good health and aclean environment are both clear and obvious. Coststothe
health care system likely would drop significantly fromimproved air quality alone. Recent and regular smog
dertsinlargeurban centresare costly in both financia termsand in human suffering from debilitating
respiratory illnesses, such asasthmaand emphysema.

Fiscal imbalance has long been a problem

Municipalitieslong knew that theseinvestmentswererequired. But problemsconsistently arose
from thefact that thefiscal capacity of municipaitiestypically falswell below theinvestmentsthat they must
make.

Inmost provinces, municipalitieshaveonly limited fiscal instrumentsfor revenue-raising purposes.
They rely primarily on property taxes, license permitsand user fees—generaly not enoughto sustainthe
range of programsand servicesthat they operate—Iet alone support investment inrepair and upgrades.

Inbigcities, in particular, the need for physical repair and upgradingisurgent. Toronto alonehas
had a population of three million people since 1975 but has added only three new subway stopsin the past
30years. Afew dollarsfromthegastax will pay for only oneyear’sincreasein the Toronto Transit
Commission budget. Thecity’ssewer and water systemsarein desperate need of repair. Thereare now
hedlth threatsfrom rats dueto garbage proliferation.

Theneed for appropriatefinancing for citiesgoeswell beyond physical hardware. 1nsome
provinceslike Ontario, municipditiesareresponsiblefor socia expendituresin such areasassocia
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assistance, socid housing and home care. Theseareasof socia need generally have big pricetagsand
typically exceed the carrying capacity of most local governments.

The property tax baseistoo limited and regressive to address effectively thewiderange of social,
economic and environmental challengesthat most citiesnow confront. Canada scitiessmply do not have
thefiscal capacity to make necessary investmentsin green infrastructure, renewed transportation and
affordablehousing.

Some urban centresface additiona extraordinary costsarising from unique seriouseconomicand
socia problems. 1n some cases, they havelost their economic base or it has shifted dramatically, creating a
needfor retraining.

Many communitiesin Canadaexperience high rates of unemployment and poverty. Many
neighbourhoods also must copewith stressesrel ated to groupsat highrisk of margindization—e.g.,
Aborigind Canadianslivinginurban areas, highly skilled immigrantswho are unemployed or
underemployed, and personswith disabilitieswho are unableto find accessible housing or paid work.

Fundsannounced in other sectionsof the Budget may hel p address some of these problems. For
example, over thenext fiveyears, $398 million will beallocated in respect of settlement and integration
programsfor new Canadians. A portion of thesefundswill facilitate the recognition of credentialsacquired
offshoreand will enable recent immigrantsto obtain both basic and work-rel ated language skills. Whilethe
money may not go entirely or evendirectly toloca governments, they will benefit nonethel essthrough
improved employment and lower settlement costsin their respectiveregions.

Onthat note, the Budget signdled that investment of $2.1 billioninthecurrent year and over the
next fiveyearsto enhanceregiona development. Thefundswill bedispersed primarily through agencies
responsiblefor the socia economy and local economic devel opment inregionsthat have been hit hard by
trade-rel ated and resource-based shocksto the economy. However, thelargest urban areaof Canada, and
also the centre of much of itseconomic growth—southern Ontario —isexcluded from any of thesefunds.

In addition to tackling negative stresses, major urban centresincur additional costsresultingfrom
worldwide economic shifts. Inthecontext of globalization, they are under strong pressureto become
world-class playerson theglobal stagein the search for knowledgeworkers. Urban areasface new
demandsarising from the need to attract the best talent in theworl d.

Todraw the highly skilled workersthat they requireto compete economically, citiesmust offer not
only interesting and remunerative employment. They also mustimprovetheir ‘ qudity of place’
Municipalitiesmust pay far moreattention to socia and environmental factorsthan they might haveinthe
past. They areviableasurban regionsinagloba economy only to the extent that they have—and are seen
to have—agood quality of life.
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Thearts, recreation and librariesall makefor culturdly attractive communities. Theaccommoda:
tion of diversity and disability makefor inclusvecommunities. But perhapsthe centrepiece of high-quality
neighbourhoodsistheavailability of affordable, decent housing. Unfortunately, the 2005 Budget made no
new investment inthisregard.

Housing: A major disappointment

InaBudget heralded asbeing al thingsto al people, one of the few sectors|eft out was affordable
housing. TheBudget containsnofinancial commitment to expand the supply of affordable housing required
to accommodatethe 1.7 million (onein every seven) househol dsdeemed to bein corehousing need, as
defined by the Canada M ortgage and Housing Corporation (CMHC).

Thelack of investment inthisareawas abig disappointment, especially inlight of the expectations
raised by theLiberal election platform—i.e., the promiseof $1.5billioninnew funding over fiveyears. A
proactive Minister recently had been appointed and the Housing and Homel ess portfolios had been
integrated under hismanagement.

The Budget also came on the heel sof asix-week, cross-country consultation onthedesign of a
comprehensivenationa housing framework. Though the detail sof such anationa strategy must berefined
and articul ated, therewere high expectationsthat the Budget would at |east set asidethe funds necessary to
implement such aprogram.

Whilenot explicitly alocating fundsfor housing, the Budget didimply that current programswould
berenewed whenthey expirenext year. Potentialy thisrenewal includesthe Residential Rehabilitation
Assigtance Program ($384 million over threeyears) and the Supporting Community Partnerships|nitiative
(SCP!) homelessfunding program ($258 million over threeyears), both of which aredueto expirein
March 2006. Therenewal should alsoincludetheAffordable Housing I nitiative—though the $320 million
set asidein the 2003 federal Budget for phase 2 has not yet been spent.

Theonly new money announced in the 2005 Budget —$295 million—isintended for Aborigina
housing onreserve. The purposeof thisinvestment isto fund the construction and rehabilitation of 6,400
dwellingsonreserve. Thereisnot, however, aconcurrent commitment to Canada’ sgrowing non-reserve
population, who account for 70 percent of thetotal Aborigina population.

At first glance, the 2005 Budget doesnot look good for housing. But thereisaglimmer of hope. A
cryptic referenceto “the sameistruefor our housinginitiatives’ followsthe statement that the government
intendsto renew infrastructure programs dueto expire over thenext few years. The Budget makesasoft
but notable commitment to housing. Giventhelead timerequired to designand build new housing, itis
crucia toknow therewill beasource of funding in future so that work toward new development will
continue. TheMinister needsto clarify and emphasize thispoint.
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Thegpparent logic for not announcing new funding inthis Budget isthat thereremainsasignificant
amount of unspent moniesfrom previous Budgets. TheAffordable Housing Initiative (AHI), in particular,
initially had all ocated $680 millionin 2001, and subsequently $320 millionin 2003, for atota of $1.0
billion. Theinitiativewasdesigned asacapital fund to beallocated among provincesand territoriesona
50-50 cost-shared basis. Theprovincesand territorieswere expected to design and implement amenu of
programsto address affordabl e housing needs.

To date, lessthan $200 million of thispool hasbeen spent (in new housing completed and funded)
and up to an additiona $300 million hasbeen committed but not yet spent. At least $500 millionremainsto
be committed by March 2008.

Thedelay in spending thesefundsrel ates, in part, to thefact that it takesfrom two to three yearsto
carry out aplanning and approval processand to complete construction of new housing. Another
significant reason for the delay arisesfrom protracted negotiations on agreementsfor cost-sharing and
program design el ementswith anumber of provinces—most notably Ontario, withthelargest share of the
overall alocation based on population.

OncetheHousing Minister completesthe nationa consultation work, it isexpected that hewill go
forward to Cabinet with aproposal to establish and fund acomprehensive strategy, in partnership with the
provincesandterritories, to address need acrossthe spectrum. A comprehensive strategy wouldinclude
homelessshdlters, trangitional and supportive housing, and permanent affordable housing.

Will there be funds left for a meaningful commitment?

Thecritica questioniswhether therewill beany money | eft to fund ameaningful commitment to
housing and to have asignificant impact upon the substantial need that exists. Thisneedisdue, inlarge
part, to thefedera withdrawal in 1993 of funding for affordable housing and the absence of any federal
funding for new affordable hous ng between 1994 and 1999.

Thecurrent Budget iscomprehensiveand long termin estimating avail ablerevenuesand alocating
these acrossarange of significant spendinginitiativesand tax cuts, with much of theresourcesflowing
toward the back end of thefive-year fiscal framework. Thereislegitimate concernastowhether the
government hasleft any room for new priorities such asacomprehens ve national housing framework.

One source of funding may derivefrom the surpluses generated by thefedera housing agency, the
CanadaM ortgage and Hous ng Corporation (CMHC), under itscommercia mortgageinsurance activities.
In 2003, the CMHC recorded an after-tax profit of $667 million.
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The Corporation’sfive-year plan projectsthissurplusto exceed $700 million annually and to total
morethan $3.5 billion between 2004 and 2008. 1n 2003, the CMHC Board of Directors adopted apolicy
to set aside 100 percent of theannual surplusto meet acapitalization guideline established by the Office of
the Superintendent of Financial Ingtitutions (OSHI).

Essentially, thispracticemeansholding liquid capital reservesagainst unanticipated risk related to
mortgageinsuranceand securitization activities* Thefederal government hasthe option of backing
CMHC (and currently chargesafeeto CMHC specifically to cover the shortfall between CMHC total
capitalization and the OFS target), and utilizing theseannual surplusesto fund other initiatives.

Whilecurrent practice represents prudent financial management, itisapolicy decisonand not a
regulated requirement. 1t would be ana ogousto the Government of Canadaallocating the entirefederal
surplusto debt reductionwith nothing for program spending. Advocatesfor affordable housing suggest that
it would be appropriateto retain the bulk of such spending for affordable housinginitiatives.

Housing plays a central role in social well-being

Recent research hasincreased awareness about therole of housing in both supporting astrong and
productive economy and asacritical part of thesocial safety net —two areasthat figure prominently inthe
Budget. Without concurrent commitmentsto housing, the government’sgoalsin thesebroader areasare
weakened.

Whilethe Budget highlightsthe need, for instance, toinvest inearly learning and child care services,
child poverty isexacerbated by high housing costsand the unavail ability of affordablehousing. Familiesare
left with an untenablechoice. They either must livein housing that isin poor condition (with associated
negative health impacts) and in some casesin unsafe neighbourhoods, or they must pay so much of their
limited incomefor adequate housing that thereislittleleft for food and other necessities. Childrenwho are
undernourished and without safe housing cannot learn aswell asothers. Sound, affordablehousingis
actually akey eement for effectiveearly learning and care of children.

Thefederal paper Towards a New Canadian Housing Framework, prepared as background
tothenational consultations, highlighted thetypesof householdsmost in need. Prominent among theseare
seniors, Aborigina sand new immigrants—again, three groupstargeted by the 2005 Budget. Whilethe
Budget will enhance modestly the Guaranteed | ncome Supplement (discussed later), theincreaseislessthat
theriseinmonthly rental coststhat seniorshavefaced over the past four years.

The Budget seeksto improvetheintegration of new Canadianswith specific emphasisonfacilitating
accessto thelabour market and earnings. But many jobs do not generate sufficient incometo afford
housing, especialy inthose marketswhereimmigration levelsare highest —large urban centres. Thefact
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that many new Canadiansface seriouschallengesre ated to housing affordability callsfor ahousinginitiative
to complement the settlement strategy.

Findly, intheareaof health care, community-based delivery isemerging asan approach to manage
risng costs. Thismode ispredicated upon theavailability of appropriate housing especidly to enablefrall
seniorsand adultswith disabilitiesto livein the community with accessto these new community-based
health services. A well-housed populationisahealthier population—with dividendsfor the health care
sysem.

Disability tax measures. Necessary but not sufficient

Thebulk of disability-rel ated measuresin the 2005 Budget focused upon the recommendati ons of
the Technical Advisory Committee on Tax Measuresfor Personswith Disabilities. The Committeewas
announced inthe 2003 federa Budget with amandateto advisethe Ministersof Finance and National
Revenueonwaystoimprovedisability tax measures, with aparticular emphasison thedisability tax credit.
Personswithimpairmentsin mental functionswere deemed to beespecially disadvantagedin digibility
determination because the symptoms and their associated impact have not been aswell understood as
impairmentsin physica function.

Caledon was pleased to see such strong support for thework of the Committee, having been
involved directly in thisprocess (Caledon Vice-President, Sherri Torjman, served asco-chair of the
Committee). TheMinister of Finance announced hisintention to proceed withvirtualy al the
recommendationsin the Committeereport [ Technical Advisory Committee 2004].

We agreewith the Committee’s conclusion that tax measures, whileimportant and hel pful, are not
themost effectiveinstrumentsto enabl ethe participation of personswith disabilities. Thegovernment must
focusfar moreattention on such areas asthe disproportionately high rates of poverty among personswith
disabilitiesand accessto disability supports, without which many Canadiansare unableto participatein the
community and society. Unfortunately, the Budget did not announceany measuresinthisregard. We
strongly urgethe government to turnitsattention to these areas.

The Committee’ srecommendationsfor reform of thetax system can be grouped into three major
themes. Firg, thereisapackage of proposed changesto clarify thelegidative and interpretive intent of the
disability tax credit and toimproveitsadministration. The second group of proposalsfocusprimarily upon
theitemizable costs of disability and, more specificaly, upon varioustax measuresthat enable personswith
disabilitiesto pursueeducation, training or paid employment. Thethird group of recommendationsare
intended to improvetax measuresthat recognize the additional costsof caregiving.
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Whiledisabilitiesvary widdly intheir nature and impact, they often giveriseto acommon problem.
Personswith disabilitiesarelikely to incur additional costsand to require specia assistancein order to
participate actively in and contributeto society.

Disability tax credit: Improved eligibility and administration

Thefirst themewithin the reform package proposes changesto the disability tax credit—the
primary tax measure concerned with the non-itemizable or hidden costsof disability. The Committee’s
proposalsregarding the disability tax credit call for legidative, interpretive and administrative changesthat
embody the principlesof fairnessand equity.

Thedisability tax credit providesincometax relief toindividualswith severeimparmentsinfunction
that restrict themintheactivitiesof daily living. Itisalsoavailabletothosewho require extensivetherapy to
sustainavital function. The credit isbased on the assumption that personswith severe and prolonged
disabilitieslikely incur arange of disability-related costs—such as expensesrelated to transportation,
specia clothing and additiona heating or cooling costs—which they are not ableto claim under themedical
expensetax credit. Theseare considered to bethe‘ non-itemizable’ or hidden costsof disability.

For 2004, thedisability tax credit was 16 percent of $6,486, which provided afederal incometax
reduction of upto $1,038. The credit can betransferred to asupporting relative. Familiescaring for
childrenwith severeand prolonged impairmentsmay receive additional tax relief through asupplement to
thedisability tax credit. For 2004, the supplement wasworth an additional federal tax savingsof upto
$605 (16 percent of $3,784).

Fromthe perspectiveof digibility, thecredit had anumber of seriouslimitations. Theimpairmentin
the " perceiving, thinking and remembering’ category, for example, did not capturethefull range of mental
functions, such asseriousmood disorders. Another problem arosefromthefact that individua swith
cumulativerestrictionsintheir ability to carry out basic activitiesof daily living often did not qualify for the
credit, even though the combination of their symptoms create aserious marked restriction.

Other shortcomingsrel ate to the provision that personswho requirelife-sustaining therapy may be
eligiblefor thedisability tax credit. But ‘therapy’ isnot definedinthelncomeTax Act. The Committee
proposed that theinterpretation of life-sustaining therapy adequately reflect thetimetaken for essentia
preparation, administration and necessary recovery asrecently interpreted in decisions of the Tax Court of
Canada

The Committee a so had made several recommendationsto improvethe administration of the
disability tax credit, including thetraining of staff and adherenceto policiesand procedureswhen
adjudicating claims. Anadvisory committeereporting directly tothe Minister of National Revenuewas
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proposed to overseetheimplementation and monitoring of theadministrativerecommendations. The
Minister of National Revenue actually began taking action to strike such aCommittee several weeksbefore
the Budget wasintroduced.

Tax measures to support education and employment

With respect to the education and empl oyment measuresthat comprisethe second theme, the
Technica Advisory Committee explored severd optionsfor enhancing existing and creating new incentives
towork. Canadiansof working agewith disabilitiestend, on average, to havelower incomesthan persons
without disabilities. Theformer typically have both lower level sof education and employment than other
Canadians.

The Committee had put forward aninterim recommendation in January 2004 that anew deduction
be provided for the cost of disability supports purchased by personswith disabilitiesin order to pursue
employment or education. Thefedera government did, infact, introduce adisability supportsdeductionin
its2004 Budget.

Thedisability supports deduction recognizes disability expensesfor the purposes of employment
and education more compl etely thanits predecessor, the attendant care deduction. The new deduction
allows personswith disabilitiesto deduct expensesfor disability supports, up to thetaxpayer’ stotal earned
income. Theattendant care deduction waslimited to two-thirds of thetaxpayer’searned income.

Theattendant care deduction also required that taxpayersbeeligiblefor the disability tax credit to
claimthededuction. Thedisability supportsdeduction, by contrast, expectsonly that the need for some
eligibleexpensesbe certified by ahedlth practitioner. Itisthereforeavailabletoal personswhorequire
disability supports, and not only tothosedigiblefor thedisability tax credit.

Another improvement embodiedin the new disability supportsdeductionisthat individualswill be
ableto deduct amountsthat thefederal or aprovincial/territoria government haspaid to them asacash
benefit intended explicitly for the purchase of disability supportsfor education or employment. If recipients
arerequired by agovernment program to count these paymentsasincome, they will beabletofully clam
theseamountsunder the new measures. Theintroduction of thedisability supportsdeduction putsin place
amechanismto ensurethat government assi stanceintended for disability supportswill nolonger betaxed.

Finaly, adeduction reducestaxpayers grossincome, leaving themwith alower netincomefor the
caculation of theirincometaxes. By reducing netincome, the new measure may also put moremoney in
the pockets of some Canadianswith disabilitiesby increasing their benefitsfrom net family income-based
programs, such asthefederal Canada Child Tax Benefit and GST credit and provincia/territorial child
benefitsand refundabletax credits.
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To further improvethe disability supports deduction, the Committee recommended initsfina report
that the cost of suchitemsasjob coachesand readers, Braille notetakers, pageturners, print readers,
voice-operated software, memory books, assistive devices used to access computer technol ogy, and
similar disability-related expenses be added to thelist of expensesrecognized by the deduction.

In respect of employment, another noteworthy provisionwithinthefederal incometax systemisthe
refundable medical expense supplement. It providesmodest financia aid tolow-incomeworkerswith
above-average medical expenses, including personswith disabilities. Themeasuretriesto compensate, toa
limited extent, for theloss of hedl th-rel ated benefitswhen individual swith high heath-related costs move of f
socid assistanceto enter theworkforce. Astheirincomerises, they frequently losedigibility for disability
supportsand supplementary health benefits—and end up paying for theseitemson their own.

For 2004, the maximum refundable medical expense supplement was 25 percent of thea lowable
portion of expensesthat can be claimed under the medical expensetax credit plus 25 percent of theamount
claimed under the disability supports deduction announced inthe March 2004 federal Budget, uptoa
maximum of $562. To ensurethat the supplement i stargeted to personsentering or currently in thelabour
force, itisavailableonly toworkerswith earningsfrom employment or self-employment above $2,809in
2004.

Unlikemost tax credits, the medical expense supplement isrefundable—which meansthat
individual swho do not oweincometax can benefit aswell. 1f theamount of aworker’ srefundable medical
expense supplement exceeds hisor her net federa tax, theindividual receivesthedifference.

The Technica Advisory Committee had recommended increas ng the medical expense supplement
from $562 to $1,000. The Budget responded to thisrecommendation by raising the maximum amount of
the supplement to $750.

Enhanced assistance for caregivers and families

Thethird cluster of Committee proposalsfocused upon the tax measuresthat afford some
recognition of the coststhat caregiversincur in providing support for personswith disabilities. Theextra
cost of raising achild with adisability can causefinancia hardship. Theneedsof thechild oftenforceone
parent to quit work or seek apart-time or lessdemanding job. Likemost families, these parentswant to
ensurethat they can providethe devel opmental opportunitiesthat areavailableto other children.

Intheareaof direct costs, the Committee recommended adoubling of thelimit of medical expenses
that caregiversmay claiminrespect of adependent withaseveredisability. Infact, the Budget went further
than the Committee proposal. It doubled thelimit of the expenses claimablein respect of adependent with
adisability from $5,000 to $10,000, assuggested. But it did not includethe requirement that the additional
amount beavailable only to those with dependentswho qualify for the disability tax credit —which means
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that the government choseto leavethedigibility criteriamoreflexiblethan had been proposed by the
Technica Advisory Committee.

The Committee a so recommended an increaseto the Child Disability Benefit, which buildsonthe
mainfederd instrument for providing financia ass stanceto familieswith children—the CanadaChild Tax
Benefit (CCTB). The CCTB isanincome-tested benefit delivered through thetax system. It consistsof
two major components. the CCTB base benefit paid to thevast mgority familieswith children, and the
Nationa Child Benefit supplement, which providesadditiona assstanceto low-incomefamilies.

The Canada Child Tax Benefit hasasupplement, the Child Disability Benefit, which wasintroduced
inthe 2003 federal Budget. Itispaidtofamilieson behalf of childrenwith severeand prolonged disabilities
who are€ligiblefor thedisability tax credit. Thebenefit hel psrecognizethe special needsof low- and
modest-incomefamilieswithachildwith adisability.

For the July 2004-June 2005 benefit year, eligiblerecipientsreceivetheir annua Child Disability
Benefit entitlement of up to $1,653 per qualified child aspart of their

monthly Canada Child Tax Benefit. The Committeerecommended that thefederal government increasethe
amount of the Child Disability Benefit by $600 to raisethetotal maximum annua benefit from $1,653to
$2,253 and that the amount continue to beindexed to the cost of living, asisthe casefor the Canada Child
Tax Benefit. The Budget announced the government’ sintention toincreasethe benefit to $2,000 beginning
inJuly 2005.

Findly, the Technical Advisory Committeerecommended amodest stepto alow greater flexibility
tofamiliessaving privately to ensureabetter quality of lifefor their children with severedisabilitiesand to
savefor their education. Familiescaring for these children have been calling for greater tax recognition for
private savings so that they can put aside somemoney for their relatives after the parents’ death.

Suchrecognition of private savingswould help moveaway fromthewelfare mentality inwhich
recipientsare expected to plead ‘ cap-in-hand’ for assistance. The encouragement of private savingscarries
for many familiesastrong message of self-sufficiency and resilience. TheBudget indicated the
government’ scommitment to review thisproposal.

I nvestments are required in the supply of disability supports

But whilethedisability tax credit isimportant and improvementsinitsscopeandfairnessare
essential, thecredit by itself cannot providethetype of recognition and supportsrequired by personswith
disabilitiesand their families. For example, familiesneed to build caring networksfor and around their
relatives, particularly children with severedisabilities. Some of themajor problemstheseindividuasface
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areisolation, lonelinessand the absence of caring rel ationships—which are often moreimportant to their
well-being than money.

The Committee recommended that any new substantial funding to promotefairnessandinclusionfor
personswith disabilitiesnot be all ocated to tax measures. The Caledon Institute supportsthe Committee’s
recommendation that future expenditure should be directed toward income security programsand disability
supportsrather than tax measures.

Onepossibility istoinvest inthe supply of supports so that theseare morereadily availableto all
personswith disabilities. Theinvestment-in-supply approach isparticularly important to low-income
individualsand Aboriginal Canadianswith disabilities, most of whom do not benefit from current tax
provisons.

Many Canadianswith disabilitieswho require assistanceto liveindependently or whowant to
participatein education, training or the labour market are unableto do so because they havelimited access
to these supports. Forty-four percent of personswith

disabilitiesarenot inthe paid labour force; they cite barriersand other disincentives, such aslack of
supports, asthereason. One-quarter of Canadianswith disabilities onincome support programs, such as
welfare, namelossof supportsasareason for not looking for work.

These same supportsarea so important for seniors, many of whom require some assistancewith
independent living asanormd part of aging. Witharapidly aging population, caregiving and relief for
caregiversarelikely themost pressing socia issuesthat Canadawill facein the coming decades. Thisissue
isdiscussed below.

Thefact that the Budget did not announce reformsto disability income programsor disability
supports should not stop the government fromworking inthesevita areas. A legacy of reportshasmade
the casefor improvementsin thethree building blocksthat are essential to enabling full citizenship: disability
supports, employment and income.

Themessagewasreinforced inthefederal-provincial/territorial 1n Unison document that preceded
thefederal 2005 Budget by sevenyears. Thereisapressing need to bring together the key playersboth
withinand outside of government to work on detail ed program and associ ated financing mechanismsfor
reformintheseareas. The casefor action haslong been made.

Supportsfor seniors

The Budget introduced someinitiativesregarding income support and servicesfor seniors. There
will beamodest increasein the Guaranteed Income Supplement that hel pslow-income seniors. The
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federal government wasfar lessdefinitivein theareaof services, announcing the expansion of the New
Horizons program and the creation of aSeniors Secretariat. Whilethefunctionsof thelatter were not
spelled out in the Budget, we offer some suggestions asto what such abody might do.

Raising the Guaranteed | ncome Supplement for poor seniors. Small patch on a flawed system

The 2005 Budget announced along-awaited increase in the Guaranteed | ncome Supplement for
low-incomeseniors. Caledon haslong called for improvementsinincome benefitsfor thelow-income
elderly, and so wewel comethischange. However, we also have recommended afundamental restructuring
of income security programsand tax benefitsfor el derly Canadiansto create afairer and moreprogressive
foundationtotheretirement income system.

Canadahasamixed public-private pension systemintended to achievetwo basi ¢ obj ectives—anti-
poverty (ensuring abasicincomefloor sothat no senior need livein poverty) and earnings-replacement (so
that Canadiansat al incomelevelscan achieveastandard of living in retirement comparableto that during
their pre-retirement years).

Threefederal programs make up thefoundation of our retirement income. Old Age Security
(OAS) isaquasi-universal program that servesalmost all (98 percent) Canadians 65 and older, excluding
only thetop 2 percent of affluent seniorswithincomesover $98,547.> The Guaranteed Income
Supplement (GIS) isageared-to-income program targeted to low-income seniors; 39 percent of OAS
recipientsqualify for the GIS. TheAllowance (formerly known asthe Spouse’ sAllowance) serves|ow-
income seniors 60 to 64 whose spouse or common-law partner (Same Ssex or opposite sex) recelvesor is
entitled to receive Old Age Security and the Guaranteed Income Supplement; theAllowancefor the
survivor helpslow-income seniors 60 to 64 whose spouse or common-law partner hasdied. The
Allowance excludes|ow-income seniorsaged 60 to 64 who never married or aredivorced or separated.

The second tier ismade up of the earnings-based Canada Pensi on Plan and Quebec Pension Plan,
which cover al working Canadians (employeesand the self-employed) throughout their working life. The
thirdtier iscomposed of employer-sponsored private pension plans (Registered Pension Plans or RPPS)
andindividua retirement income savingsplans (Registered Retirement SavingsPlansor RRSPs).

The persona incometax system also playsasignificant part in Canada spension system. It
providesanonrefundabletax credit that reducesincometax for Canadians 65 and older, aswell asa
nonrefundabl e credit for thosewithincomefrom private pensionsand retirement savings. Thetax system
includesanonrefundabl etax credit that reducesthe burden of the premiums(called * contributions’) that
employeesand employers pay to finance the Canada Pension Plan and Quebec Pension Plan. Theincome
tax system a so providesatax deductionthat partly offsetsthe cost of taxpayers annual contributionsto
RRSPsand Registered Pension Plans, and exemptsfrom taxation investment income accruinginthese
plans.
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The 2005 Budget announced increasesto the Guaranteed | ncome Supplement (GIS) and the
Allowance, Canada’s mgjor income programsfor low-income seniorsand near-seniors. Maximum GIS
benefitswill rise by $36 for single seniors ($18 on January 1, 2006 and $18 on January 1, 2007) and by
$58 for couples ($29 on January 1, 2006 and $29 on January 1, 2007). TheAllowancewill seea
corresponding increase.

Theseimprovementsareliteraly historic: Thelasttimethat the Guaranteed Income Supplement
wasincreased (over and aboveitsnormal quarterly indexation to the cost of living) wasway back in 1984.
Whentheraise beginsto take effect in 2006, it will bethefirst real increasein 22 years.

The Gl Sraiseismodest —though not insignificant —both intermsof dollar amount and impact on
poverty. Themaximum Gl Sfor single seniorswill increasefrom aprojected $6,780in 2005t0 $7,131in
2006 ($216 or 3 percent more than the $6,915 under the old rates) and $7,486 in 2007 ($432 or 6
percent morethan the $7,054 beforetheincrease). Maximum GI S paymentsfor elderly coupleswill go up
from aprojected $8,832 in 2005 to $9,367 in 2006 ($348 or 4 percent more than the $9,009 under the
old rates) and $9,885 in 2007 ($696 or 8 percent more than the $9,189 beforetheincrease).

Figure 8 tracksthe maximum benefit for single seniorsfrom Old Age Security and the maximum
Guaranteed Income Supplement. Old Age Security beganin 1952 and wasjoined by the Guaranteed
Income Supplement in 1966. Because benefitsareindexed tothe cost of living, inred (inflation-adjusted)
termsthey have remained level at about $12,900 (combined OA S and maximum GIS) since 1985. The
increasesto the Guaran-teed | ncome Supplement announced in the 2005 Budget barely show up onthe
graphintheupturnin 2006 and 2007. Figure 9 showsthe same picturefor elderly couples.

Theenrichment of the Guaranteed Income Supplement dightly favourselderly couplesover singles.
Maximum paymentsto single seniorswill be 3 percent higher than what they would have been under the
exigting systemin 2006 and 6 percent higher in 2007; elderly couplesédigiblefor the maximum GISwill
enjoy increasesof 4 and 8 percent, respectively. Currently, the maximum Guaranteed Income Supplement
for single seniorsrepresents 77 percent of the maximum paid to elderly couples. Theincreaseannouncedin
the 2005 Budget will reducethat percentage abit to 76 percent.

The enhancementsto the Guaranteed Income Supplement arerelatively small, but they still will
reducethelow income rate somewhat because el derly Canadians are concentrated on thelower rungs of
theincomeladder. Evenasmall improvement in the GISwill move enough seniorsabovethelow income
lineto makea(similarly modest) dent inthelow income statistics. However, the Budget did not provide
any estimates of the poverty reduction impact of the Gl Sincreases.

We can, though, gauge theimpact of the Gl Sincrease on thelow income gap —meaning the
number of dollarsthat Old Age Security and the maximum Guaranteed Income Supplement fall below the
low income cutoffs (we use Stati stics Canada s after-tax |ow income cutoffs, estimated by Caedon for
2007). Thelow incomegap for OAS/GI S benefitsto single seniorsisso deep that the Gl Sraise will
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Figure 8
Benefits from Old Age Security and maximum Guaranteed Income
Supplement, in constant 2007 dollars, single seniors, 1952-2007
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Figure 9
Benefits from Old Age Security and maximum Guaranteed Income
Supplement, in constant 2007 dollars, elderly couples, 1952-2009
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reducethe gap only modestly. By contrast, theexisting gap for OAS/GISto elderly couplesisso small that
the Gl Sincrease actually will raisethemjust over thelow income cutoffs.

Figure 10 comparestotal incomefrom OA Sand the maximum GI Sfor single seniorsin 2007,
before and after theincrease announced in the Budget, to the after-tax |ow income cutoff for single
Canadiansliving in metropolitan centresover 500,000. 1n 2007, OA S and the maximum GISwould
amount to $12,989 without the boost announced in the 2005 Budget —$4,689 bel ow the after-tax low
income cutoff. Withthe Gl Sincrease, thelow incomegap will decline by $432to $4,257.

Figure 11 showsthe same comparison for elderly couples. OASand the maximum Gl Swithout the
increasewould amount to an estimated $21,059 in 2007 —just $512 below the after-tax low income cutoff.
With the Gl Sincrease, maximum benefitsfrom OA S and the GI Swill reach $21,755—$184 abovethe
low income cutoff.

Figure 10
Old Age Security and maximum Guaranteed Income Supplement
versus after-tax low income cutoff, single seniors, 2007
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Figure 11
Old Age Security and maximum Guaranteed Income Supplement
versus after-tax low income cutoff, elderly couples, 2007
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The overall retirement system isresponsible for progress against poverty

Much hasbeen made of Canada’ s substantial progressin reducing therisk of poverty among
seniors, and rightly so—especially since poverty among children and adults 18-64 has seen no long-term
decline. Figure 12 showsthe percentage of seniors, children and non-aged adultswith low incomes, using
Statistics Canada’ s after-tax low income cutoffs. Thelow incomeratefor seniorsdeclined from 20.8
percent in 198010 6.9 percent in 2002. Infact, seniorsnow have alower incidence of poverty than
children and non-€lderly adults.

Familieswhose major earner is65 or older enjoyed asignificant reductioninlow income, from7.1
percent in 1980to 2.7 percent in 2002 —among the lowest of any category. The decreaseintheincidence
of poverty among unattached seniors—i.e., thoseliving aoneor with non-rel aives—isdramatic, faling
among women from 56.1 percent in 1980 to 19.5 percent in 2002 and for men from 45.5 percent in 1980
to 14.4 percent in 2002.

However, asubstantial percentage of unattached seniors—onein fivewomen and onein seven men
—dtill liveonlow incomesat last count. Moreover, thelow incomeratefor unattached women 65 and over
edged up from 18.1 percent in 2001 to 19.5 percent in 2002, while the trend among unattached el derly
men hasbeen rather erratic sincethemid-1990s, thoughit hasfallen steadily since 2000. Figure 13
illugtratesthetrends.
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Figure 12
Low income rate, Canadians, by age group, 1980-2002
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Asweargued above, the modest increasein the Guaranteed Income Supplement likely will
trandateinto amodest reductioninthelow incomerate among seniors, so should either accel eratethe
downward trend or —if thelow incomerateisrising (as happened among unattached aged women between
2001 and 2002) —dow theincrease somewhat. But one cannot expect miraclesfrom sosmall araisein
the Guaranteed Income Supplement.

Thelong-term progressagainst poverty among Canada saged isattributable not solely to the
Guaranteed Income Supplement, even though that programisvital to low-income seniorsand doubtless
reducesthe depth and incidence of elderly poverty. For onething, thelow incomeratefor the aged kept
declining significantly after 1984, whenthe GISlast saw areal increase. Canada'ssubstantial progress
againgt poverty among the el derly resultsfrom the maturation and growth of itsretirement income system
overal —not just the anti-poverty Guaranteed | ncome Supplement.

Public pension programs—0Old Age Security, the Guaranteed | ncome Supplement, theAllowance,
provincia/territorial income supplements, the earnings-based Canadaand Quebec Pension Plans—have
reduced the depth of poverty among low-income seniorsand hel ped many of Canada selderly riseabove
thelow incomeline. Theincreasing labour force participation of women, with their attendant retirement
incomefrom the earnings-based CanadaPension Plan or Quebec Pension Plan (and, though for relatively
few, private pensionsand savings plansaswaell), also has contributed to declining poverty among seniors.
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Figure 13
Low income rate, unattached elderly
women and men, 1980-2002
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The Budget’senrichment of the Guaranteed | ncome Supplement most obvioudy will enhancethe
anti-poverty objective of Canada sretirement income system, but it alsowill strengthen dightly itsearnings-
replacement capacity. While Old Age Security, the Guaranteed Income Supplement and theAllowanceare
protected frominflation, through quarterly indexation to the Consumer Pricelndex, they arenot linked to
changesin averageearnings. |nflation sometimes outpaceswage growth, and sometimesit isthe other way
around. If wagesrisefaster thaninflation, then the portion of seniors’ incomefrom OASand the GISwill
declineredativeto theearnings of Canadiansintheworkforce. Thisisamore seriousproblemfor lower-
incomeseniors, who rely on OAS and the Gl Sfor most or al of theirincome.

Maximum benefitsfrom OA Sand the Gl Sfor asingle senior in 2007 would represent an estimated
34.4 percent of average earningswithout the Gl Sincrease announced in the Budget but will climbto 35.6
percent oncethe GI S enhancementsare taken into account. For amarried pensioner, OASandthe
maximum Gl Swill be an estimated 28.8 percent of average earningsthanksto the GI S enrichment as
opposed to 27.9 percent beforetheincrease.

Why such amodest increasein the Guaranteed | ncome Supplement, especially onethat hastaken
solong—22 years—to deliver, despitethe urging of seniorsgroups? Theanswer, quitesmply, iscost.
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Even small increasesin Gl Sratesare expensive—for two reasons. First, theGlSisalarge
program, currently serving closeto 1.5 million seniorsat acost of $6 billion, so even modest enhancements
in benefitsentail significant costs. Theincreasesannounced inthe Budget will cost an additiona $755
millionin 2009-10.

Second, raising the maximum benefit in anincome-tested program likethe Guaranteed Income
Supplement extendsthe* disappearing point’ —theleve at which eigibility for partial paymentsends—
higher up theincomeladder. The maximum GIS benefit isreduced at therate of 50 percent of other
income (excluding Old Age Security) such as CanadaPension Plan and Quebec Pension Plan retirement
benefits, empl oyer-sponsored private pension plans, retirement savingsfrom RRSPs, and other sources
including employment earnings. Inthefirst quarter of 2005, digibility for the Gl Sfor single seniorsends
when other incomereaches $13,464.

Whenthe Gl Sraiseisfully implemented in January 2007, theincomeleve a which digibility for
partial benefits payments endswoul d have been an estimated $14,004, but the Gl Sincreasewill lift this
threshold to $14,868. Because so many seniorsare concentrated at thelower end of theincome spectrum,
even small increasesto the benefit will add more peopleto the GISrolls. The Gl Sraiseannouncedinthe
2005 Budget will improve benefitsfor 1.6 millionlow-income seniors—including 50,000 who would not
have quaified for the GI Sbefore but now will becomeéigiblefor partia payments.

Public policy changeinvolves choices—and the 2005 federa Budget exhibitsarather paradoxical
choicein spending s zeable sums on both poor seniorsand affluent contributorsto private pensionsand
savingsplans. TheBudget will raisethe maximum Guaranteed | ncome Supplement by $432 for poor single
seniorsand by $696 for poor elderly couplesin 2007. But high-incometaxpayers deducting the maximum
amount for their RRSP contributionswill enjoy alarger incometax break that will increase by an estimated
$273in 2007, $543in 2008, $809 in 2009 and $1,073in 2010.

The Gl Senhancement for poor seniorswill cost thefederal treasury $2.7 billion from 2005-06
through 2009-10. Theboost to the maximum tax deduction for RRSP and RPP contributionswill cost
Ottawaabout $610 million between 2004-05 and 2009-10—lessthanthe $2.7 billion for GI Srecipients,
but asubstantial amount nonetheless. Moreover, thetotal cost of the enrichment of the RRSPand RPPtax
breaks, once provincial/territorial incometax lossesarefactoredin, will cometo about $900 million. The
increaseto thebasic personal and dependentsamountsa so could incur provincia/territorial revenuelosses,
but only to the extent that they follow thefederal lead in changing their ownincometax systems—whichis
not assured.

Policy-makersmust think hard about the future consequences of changesto public programs, such
asseniors benefitsand tax assistancefor private pensionsand retirement savings. Canadahasan aging
population that is steadily driving up the cost of public pension programsand pension-rel ated tax
expenditures. Whilethese demographically-driven cost increasesare economically sustainable, they will
continueto exert mounting pressure on the public purse asthe baby boom generation reachesold age.
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The number of Old Age Security recipientsgrew from 671,240 in 1952-53 to 3,753,957 in 2003-
04, and expenditures (in constant 2005 dollars) rosefrom $2.4 billionin 1952-53 to $28.6 billion in 2004-
05. The Guaranteed Income Supplement served 703,550 |ow-income seniorsin 1966-67 and 1,463,093
in 2003-04, and costswent from $1.3 billionin 1966-67 to $6 billionin 2004-05. Thecost inforegone
federd revenue of tax deductionsfor contributionsto RRSPs and Registered Pension Plansgrew from $8.8
billionin 1988to an estimated $13.4 billionin 2005.

Whiletheincreasesto the Guaranteed | nhcome Supplement announced in the 2005 Budget are
welcome (though modest), they fail to addressabasic flaw inthe structure of the elderly benefitsthat form
thefoundation of Canada sretirement income—inequity in the paymentsto aged couples, resulting from
incompatibleprogram designs.

Old Age Security and the nonrefundabl e age credit (which reducesincometaxesfor low- and
modest-income seniors) are based onindividual income; thevalue of seniors Old Age Security
after subtracting theincometax paid on thisbenefit (and the repayment required of the small group with
high incomes) depends upon their ownincome and does not take account of theincome of their spousein
the case of couples. The pensionincome credit (which reducesincometaxesfor al but the poorest
taxpayerswith pensionincome) asoisbased onindividua income. But the Guaranteed Income
Supplement and theAllowance areincome-tested on the combined income of both spouses—i.e., family as
opposed toindividual income. Family incometesting isalso used by other major income programs
including the Canada Child Tax Benefit, refundable GST credit and provincia/territoria child benefitsand
refundabletax credits.

Theresult of these mixed incomedefinitionsisthat elderly coupleswith the sametotal income can
receivedifferent amountsof € derly benefits, depending on each spouse’ sshare of family income. Throughout
most of theincomerange, what can betermed ‘ two-income couples’ receive more benefitsthan do  one-income
couples’

One-income couples have the advantage over two-income couplesat thelow and high ends of the
income spectrum. Intheextreme case, an elderly spousewith little or noincome other than OldAge
Security, but livingwith awealthy spouse, could receive the maximum Old Age Security (paying noincome
tax and not subject to theincometest). By contrast, elderly single people or coupleswith even quite
modest incomes end up with lessafter-tax Old Age Security becausethey areintaxpaying range and must
pay tax ontheir benefits.

Thefederal government attempted to correct thisdesign flaw in the 1996 Budget, which proposed
a‘ SeniorsBenefit’ that would have replaced Old Age Security, the Guaranteed Income Supplement, and
the ageand pensionincometax credits. (Caledon earlier had proposed such areform to the architecture of
oldagepensions.) The proposed SeniorsBenefit |ayered atargeted-to-the-poor portion (essentially the
GIS) ontop of abroadly based portion (likethe current Old Age Security, but somewhat moretargeted),
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and eligibility for and the amount of benefit from the new program would be based on the combined income
of both spousesin the case of senior couples.

The proposed Seniors Benefit would have been financed partly by redirecting spending on higher-
income seniorsto lower-income seniors. It would have paid the majority of seniorseither morethan or the
sameasthey get under the current system: Threeinfour elderly householdswould have received moreor
the same. Elderly householdswithincome under $40,000 —about the averageincomefor couplesand
more than doubl e the averageincomefor single seniorsat thetime—woul d have been better off or no
worse off under the new program. Some couplesin the $40,000 to $50,000 incomerangewould have
received somewhat more and someless, depending on theincome mix of the spouses. Coupleswith
income over $45,000 (above the $40,000 averageincome) would have got less, and those above $78,000
(almost doublethe averageincome) no longer would have received elderly benefits. Nineintensingleaged
women would have come out ahead under the Seniors Benefit.

At theend of the day, Ottawadecided not to proceed with the Seniors Benefit, whichwas
criticized by interest groups on both theleft and right [ Battle 2003]. So the old age pens on foundation of
theretirement income system —even with the 2005 Budget’ slong-awaited increase to the Guaranteed
Income Supplement — continuesunchanged with itsirrationa mix of incometeststhat resultsininequitable
paymentsamong senior couplesand benefits going to some high-income seniors—money that should be
used to improve benefitsfor lower-income el derly women and men. Canadahas succeeded in creating the
architecturefor afamily income-based child benefits system that deliversit largest payment to low-income
familiesyet till servesthelargemagjority of familieswith children. The samearchitecture should beusedto
reform old age pensions.

Services for seniors should enable independent living

With regard to servicesfor seniors, Caledon and other organizationshave called over theyearsfor
enhanced investment in home supportsthat enableindependent living. Our pre-Budget consultation paper
identified home supportsasoneof threepriority areasfor expenditure. The Budget announced no new
direct spending inthisrespect, though we hope that some of thebillions of new health caredollarswill find
their way into home care supportsand services.

Home supportsrefer to arange of goods and services—technical aidsand equipment, home care,
homemaker servicesand attendant care—that help offset the effects of functiona limitation. These supports
areessentia not only for personswith disabilities, many of whom requirevariousformsof equipment and
servicesin order to carry out basic activitiesand participate actively in communities. They arealso essentia
for theentire population, sincemost Canadianswill require someform of assistance asthey age.
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We have noted in the past that there are several waystoinvest inthe supply of disability or home
supports|[ Torjman 2000]. One possibility isto craft afederal-provincial/territorial agreement based on
shared national principlesand objectives, asisthe basisof medicareand theemerging early learning and
child caresystems. Thefederd, provincia andterritorial governmentsalready invest inawiderange of
home supports, though the current (and growing) need far outweighstheir availability.

A fund of thisnatureisintended to help generate new and continued investment over asustained
period of timein the provision of arange of persona supports. Thefederal investment could lever smilar
provincid/territorial contributionsderived from acombination of sources: provincia revenues, municipalities,
community fundsand geared-to-incomefees.

Alternatively, we have pointed out that thefederal government couldinclude discussionsof thewide
range of home supportsin negotiationswith provincesand territoriesover homecare. Eventhough home
caredollarshaveincreased in recent years, the dice of funding for supportsat home and in the community
isminisculerelativetotheoverdl hedth carepie.

Aninvestment in disability or home supportsnot only would relievethe burden on the health care
system. It asowould help de-link disability-related equipment and servicesfromincome programs so that
thereisno need to remain on these programsin order to receivethese essential supports. Asdiscussed
earlier regarding the refundable medical expense supplement, socia assistancereci pientshave accessto
these essential goodsand services; theworking poor generally do not. Thisimbalance createsclear
disincentivesto moving off welfareand into theworkforce.

Such proposed funding arrangementswoul d have animpact upon theindividualswho requirethe
supports. But thereisanother group of Canadianswho should not beforgotteninthisstory —the
caregiversof ailing spouses, aging parentsor family memberswith severedisabilities. Whiletheseinformal
caregiversprovide 85 to 90 percent of care at home, they are often overlooked in any deliberationson
hedlth care.

The Seniors Secretariat announced in the Budget should pay specia attentionto the needs of these
caregivers. Oneof the most important concernsthat they haveidentified isthe need for respite or reprieve
from caregiving responghilities.

Thereisno one single program or servicethat can addressall needs. Rather, caregivershave
stated that the sense of reprievethey are seeking derivesfrom anumber of possibleinterventionsdelivered
withinor outsidethehome. Theseincludetemporary breaks, personal emergency system, information on
carereceiver needs, adult day carefor the carereceiver, housekeeping, outdoor home maintenance,
counselling and peer support. Even being abletowork afew hoursor daysaweek isaformof relief for
some caregiverswho may worry about their financial circumstancesor the security of their employment
[Torjman 2003].
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Thenewly announced Seniors Secretariat can do threethingsto hel p advancetherespite agenda.
It can devel op therelevant policy framework. It canwork on program design. And it can support the
learning and technical assistancerequired to promote good practice.

A policy framework isoften afirst stepin moving forward agiven agenda—especially inacaselike
respite, in which awiderange of approachesispossibleand, infact, desirable. A policy framework helps
Set out acommon statement of vision, values, objectivesand possible measures. Because many of the
solutionsfall within provincia andterritoria domain, acommon statement helpsensurethat all relevant
playersare‘onthesamepage.’” They should dl be singing from the same songbook and in the samekey
eventhoughtheir tunemay bedightly different.

Thework on respite has devel oped to the point where the government clearly isin aposition to
writesuch aframework document. Substantial work isalready under way which setsout the key elements
that would comprise such aframework. Caregiver ‘voice and ' choice’ have emerged asimportant
principlesthat should underpin any program or system.

We recognizethat the presence of such aframework doesnot necessarily resultinapolitica
agreement. That processtakesalong timeto negotiate. It typicaly isinfluenced by factorsonthefederal-
provincid/territorial scenethat may have nothing to do with theissue under consideration. But theremay be
individual jurisdictionsinterested in pursuing thisagenda. They can proceed, knowing they areadheringto
thevalues, principlesand objectivesthat caregiversthemsa veshaveidentified asessentid.

The Seniors Secretariat announced in the Budget can al so coordinate aprocessin which some of
theessential designwork iscarried out. Therearemany challengesto designing acomprehensive system of
respite, including thefact that the range of practice must bediverseto respond both to individual
preferencesaswaell ascultural sensitivitiesand geographic needs.

The devel opment of aprogram framework and program design may take sometime. Inthe
meantime, thereisplenty of work to do in supporting the many groupsacrossthe country aready actively
involved in providing variousformsof respite. The Seniors Secretariat could play animportant rolein
hel ping these diverse groupslearn from each other the elements of exemplary practice.

The Bottom Line

The 2005 Budget getsour votefor itssupport of early learning and child care, ahistoricincreasein
the Guaranteed Income Supplement for poor seniorsand tax measuresfor personswith disabilities. But we
vetoitscostly tax breaksthat benefit only high-income Canadiansand general tax breaks spread so thinly
astobewasted. Fundscould have been used far more effectively for social purposes such astargeted tax
relief, reducing child poverty, expanding the supply of affordable housing, and providing supportsfor
seniorsand personswith disabilities.
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Endnotes

1. Wholly dependent relatives include a dependent parent or grandparent, child, grandchild, brother or sister under 18,
or of any ageif they are mentally or physically infirm.

2. Tax savingswill be even smaller for low-income taxpayerswho owe small amounts of federal incometax. For example,
ataxpayer withincome of $10,000 will seefedera tax savings of $106 in 2009, whereastaxpayers above $10,000 all will
get a$189 federal incometax cut.

3. The maximum contribution that can be claimed as an income tax deduction is cal culated as the lesser of 18 percent of
earnings and amaximum amount (the‘limit’). The maximum deduction limitsare the same for money purchase RPP
contributors except that they are based on current year earnings and so are ayear ahead of the RRSP limits, which are
based on previous year earnings.

4. Securitization refersto CMHC mortgage-backed securities(MBS). Based on pools of CMHC-insured mortgages,
CMHC provides aguarantee of timely payment —i.e., that a holder of abond secured by amortgage will receive
monthly payment in full and ontime. CMHC receives afeein addition to the mortgage insurance premiums on the
underlying mortgages. Under MBS, alender can bundle avolume of individual mortgages (usually $75 million+) and
sell these as securities in the bond market. The lender then takes the cash and uses it to fund new mortgages, thereby
increasing the flow of fundsavailablefor mortgage financing. The competitive financing and CMHC/Government of
Canadamitigation of risk help keep mortgage rateslow compared, for example, to Canadafive-year bonds.

5. Theincome test on Old Age Security begins at $60,806; benefits decline above that level and end onceincome
reaches $98,547. About 3 percent of OAS recipients receive partial benefits and just 2 percent get nothing.
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