News and information for supporters and friends of the Fraser Institute

Quarterly

Summer 2016

GOVERNMENT PéLICIE-S TH REA‘I;IE NING
% '?:"':-i-f-?ANADA’S TREMENDOUS
- INCOME MOBILITY

CANADIAN PUBLICATION MAIL SALES PRODUCT AGREEMENT NUMBER 40069269

ALSO INSIDE Budget Canada’'s True Canada’s Lack of
Roundup Environmental Record Tax Competitiveness



FRASER
INSTITUTE

Niels Veldhuis
President, Fraser Institute

i
f ) o §
! .-'. ..l L
._? ! Figra ";
f fa AL

i

Dear Fraser Institute Friends and Supporters,

| hope you are enjoying these warm spring days. | must say that this
winter was tougher than most, not because of the weather, but as

a result of the policies that were enacted by governments during
budget season. This was particularly true at the federal level.

In his budget speech, the federal Finance Minister painted a rather
gloomy picture of Canada being a place where hard work is not
rewarded and will not get Canadians ahead: “A fundamental change
must happen: Canadians need to believe that hope and hard work will
be rewarded again.”

Of course, the Finance Minister is completely wrong.

To understand how wrong the federal government’s view of Canada
is, consider an important study recently published by the Institute,
Measuring Income Mobility in Canada, depicted on the cover of this
issue of The Quarterly and summarized on page 10.

The focus of government policy should be about expanding
mobility rather than stoking fears of a problem that doesn’t exist.
Unfortunately, as we highlight on page 16, the federal government’s
2016 Budget was long on pro-growth rhetoric but short on policies
that would actually improve Canada’s economy and lead to greater
opportunity for Canadians to move up the income ladder.

This issue of The Quarterly also contains a series of excellent
commentaries highlighting budget issues across the country from
infrastructure spending at the federal level (page 24), to Alberta’s debt
accumulation (page 8) and Ontario’s excessive spending (page 22).

Finally, | highly recommend an important commentary by my
colleagues Deani Van Pelt, director of the Barbara Mitchell Centre
for Improvement in Education, and Jason Clemens, on school
choice in Alberta (page 20). Parental choice in education has been
hotly debated in Alberta’s legislature and our research showing
how much private education saves taxpayers most definitely
influenced the debate.

As always, | encourage you to pass this issue of The Quarterly on to
your friends, family and/or colleagues when you’re through reading it.

Thank you for your ongoing support.

Best, s el

F

¥

Niels
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Canada’s Personal
Income Taxes Now Among

the Highest

Charles Lammam, Hugh Macintyre, Feixue Ren, Ben Eisen, and Milagros Palacios

Canada’s Rising Personal
Tax Rates and Falling Tax

In December 2015, Canada’s
new Liberal government in-
troduced changes to Cana-
da’s personal income tax sys-
tem. Among the changes for
the 2016 tax year, the federal
government added a new in-
come tax bracket, raising the
top tax rate from 29 percent
to 33 percent on incomes over
$200,000. This increase in the
federal tax rate is layered on
top of numerous recent pro-
vincial increases. Starting with
Nova Scotia in 2010, at least
one Canadian government has
introduced one or more new personal income tax
brackets with higher tax rates in every year except
2011. Over this period, seven out of 10 govern-
ments increased tax rates on upper income earn-
ers. As a result, the combined federal and provin-
cial top personal income tax rate has increased in
every province since 2009.

he largest tax hike has been in Alberta, where the
combined top rate increased by 23.1 percent, in part
because the new rates were added to a relatively low
initial rate. Alberta has traditionally had Canada’s most

Competitiveness

Charles Lammam, Hugh Macintyre, Feixue Ren, Ben Eisen, and Milagros Palacios

competitive top tax rate but
now has a higher combined
top tax rate than neighbour-
ing British Columbia. In On-
tario, the combined top rate
increased by 15.3 percent; in
Quebec it increased by 10.6
percent.

These increases have im-
portant consequences for
Canada’s economy. In par-
ticular, high and increasing
marginal tax rates—that is,
the tax rate on the next dollar
earned—discourage people
from engaging in productive
economic activity, ultimately
hindering economic growth and prosperity. This oc-
curs because marginal tax rates reduce the reward
of earning more income and, in the case of personal
income taxes, more labour income. There is general
agreement in the economic literature on this point;
the debate is about the magnitude of the effect.

The federal and provincial increases to Canada’s mar-
ginal income tax rates from 2009 to 2016 have put the
country at a greater competitive disadvantage for at-
tracting and retaining skilled labour and, less directly,
investment and entrepreneurs. Even before the chang-
es, the country’s combined federal and provincial top

2 | The Quarterly: News and information for supporters and friends of the Fraser Institute



marginal tax rates compared unfavourably to those in
the United States and other industrialized countries.

TOP COMBINED PERSONAL INCOME-TAX RATES IN
CANADA (2016), G7 COUNTRIES AND AUSTRALIA
(2014)

France 54.5%
Canada (2016) 53.5%
Japan 50.8%
Italy 49.1%
Germany 47.5%
Australia 46.5%
United States 46.3%
United Kingdom 45.0%
60

Out of 61 Canadian and US jurisdictions (including the
provinces, states, and Washington, DC), Nova Scotia
currently has the highest combined top statutory mar-
ginal rate (54.00 percent), followed by Ontario (53.53
percent), and Quebec (53.31 percent). Six Canadian
provinces occupy the list of 10 jurisdictions with the
highest top combined marginal income tax rates and all
provinces are in the top 20. There are a total of 42 US
jurisdictions with combined top tax rates that are lower
than all Canadian provinces.

The fact that Canada’s top tax rates are often applied
to lower levels of income than is the case in other coun-
tries further erodes our tax competitiveness. To adjust
for differences in income thresholds, we compare the
combined statutory marginal tax rates at various in-
come levels in Canadian dollars for each Canadian and
US jurisdiction. At an income of CA$300,000, the high-
est threshold in which a Canadian combined top rate is
applied, Canadians in every province face a higher mar-
ginal income tax rate than Americans in any US state.
Results are similar at an income of CA$150,000 and
Canada’s marginal tax rates are also uncompetitive at
incomes of CA$75,000 and CA$50,000.

Taken together, Canada’s personal income tax rates are
decidedly uncompetitive compared to those in the Unit-

ed States. And, Canada also competes with other indus-
trialized countries for highly skilled workers and invest-
ment. To measure the competitiveness of Canada’s top
tax rates, the study compares the combined top statu-
tory marginal income tax rates with rates in 34 industri-
alized countries. In 2014 (latest year of available inter-
national data) Canada had the 13th highest combined
top tax rate out of 34 countries. The federal change to
the top rate in 2016 has markedly worsened Canada’s
competitive position. The new 2016 Canadian top tax
rate (53.53 percent) is sixth highest relative to the 2014
international rates.

Canadian governments have put the country in this un-
competitive position, in part, to raise more revenue as
they grapple with persistent deficits and mounting debt.
However, the tax increases are unlikely to raise as much
revenue as governments expect since taxpayers—par-
ticularly upper income earners—tend to change their
behaviour in response to higher tax rates in ways that
reduce the amount of tax they might pay. Federal and
provincial governments would do well to consider revers-
ing the trend towards higher marginal tax rates on upper
income earners, and lower personal income tax rates. [Hl

HUGH MACINTYRE

BENEISEN

FEIXUE REN MILAGROS PALACIOS
Charles Lammam, Hugh Maclintyre, Feixue Ren, Ben Eisen,
and Milagros Palacios are all policy analysts with the
Fraser Institute. They are the authors of the study
Canada’s Rising Personal Tax Rates and Falling Tax
Competitiveness.
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How Saskatchewan
Dramatically Reduced

Wait Times

Janice MacKinnon

Based on marked reductions
in medical wait times in Sas-
katchewan (see accompany-
ing figure) in the Institute’s
annual Waiting Your Turn
survey, the Institute con-
tracted with former NDP Fi-
nance Minister Prof. Janice
MacKinnon to analyze the
causes of the province’s im- FGoT

TOIMPROVE WAIT TIMES IN CANADA

BY JANICE MACKINNON

SSI, Saskatchewan worked with
and learned from other provinc-
es, belying the image of Canada
having a fragmented health care
system where leadership must
come from the federal govern-
ment. Saskatchewan built upon
its previous initiatives to reduce
waiting lists.

The SSI changed the way wait-

provements. In April 2016,
the Institute published Pro-
fessor MacKinnon’s study
Learning from the Saskatchewan Surgical Initia-
tive to Improve Wait Times in Canada, which is
summarized below.

A ccording to the Fraser Institute’s annual Waiting
Your Turn study, Saskatchewan had some of the
longest wait times for medical treatment in the coun-
try in the late 1990s and throughout the 2000s. In re-
sponse, in 2010 the Saskatchewan government made
the bold promise that by 2014, no patient would wait
more than three months for elective surgery as part of
the province’s wait time reduction strategy, the Sas-
katchewan Surgical Initiative (SSI). In developing the

ing lists were managed: waiting
lists were centralized, patients
prioritized, and referrals pooled
so that patients now armed with knowledge about the
length of their wait for treatment could use the Internet
to choose their physician.

The SSI also fundamentally changed the province’s
health care culture and decision-making process. The
2015 Health Canada report on health care innovation
cited three factors that drive innovation and all were
central to the SSI.

One was leadership, provided by the provincial govern-
ment, which set the target. Another was a patient-cen-
tered focus, which included patients in decision-making,
and a better integration of the various components of

4 | The Quarterly: News and information for supporters and friends of the Fraser Institute



SASKATCHEWAN’S SURGICAL INITIATIVE REDUCED WAIT TIMES
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the system so that patients could be moved through it
in record time.

The SSI also included the use of private for-profit clin-
ics to deliver day surgery procedures covered by Medi-
care. In response to criticism of the clinics, the govern-
ment was transparent about the selection process for
companies that would run the clinics and the standards
they had to meet. Also, government communications
focused on patients and their right to timely care rather
than on the significant savings that were going to be
achieved by moving procedures from hospitals to clin-
ics. (On a per-procedure basis, the private clinics deliv-
ered care at a cost that was, on average, 26 percent less
than comparable public hospitals).

In March 2014 the government declared victory when it
announced a 75 percent reduction since 2010 in patients
waiting more than three months for surgery. In 2015, the
Fraser Institute Waiting Your Turn survey showed that
Saskatchewan had the shortest waiting lists (from GP
referral to treatment) for elective surgery in Canada.

Though the SSI dramatically reduced wait times for
elective surgery, long waits remained in other areas and

capacity had to be increased, which meant more money
for an already expensive health care system.

Neither did the SSI tackle what international studies
cite as a major cause of Canada’s long waiting lists: the
structure and funding of Medicare. Thus, the SSI treated
the symptom—the waiting lists—rather than the root
problem—Medicare’s structure and funding.

But the SSI was not designed to fix Medicare. Its goal
was to relieve the suffering of patients who were wait-
ing far too long for surgery. In that, it succeeded. Hl

Professor Janice MacKinnon is

a former Saskatchewan NDP
finance minister and current
professor of fiscal policy at the
University of Saskatchewan
School of Public Health. She

is the author of the Fraser
Institute study Learning from the
Saskatchewan Surgical Initiative
to Improve Wait Times in Canada.

JANICE MACKINNON
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Energy Poverty on the Rise

in Canada

Kenneth P. Green, Taylor Jackson, lan Herzog, and Milagros Palacios

Energy is the basis of our
modern lives. It fuels our
economy, generating the
economic production that
underpins the high living
standards Canadian house-
holds have achieved. But en-
ergy costs have been rising
for Canadians in recent years,
potentially burdening Cana-
dian families.

From 2010 to 2013, electricity prices have risen by
an average of 1.31¢ per kWh, with increases of over
4¢ occurring in some Canadian cites. Electricity prices
are also higher in Canada than in the United States, with
wide variances in the amount of tax applied contribut-
ing to this difference. Prices have risen for gasoline as
well, increasing by 53¢ per litre in real terms from 1994 to
2013. Canadians also pay on average 31.2¢ per litre more
for gasoline than their American counterparts. Growth in
energy prices has outpaced both income growth and the
rate at which household energy intensity is declining.

Our study, Energy Costs and Canadian Households:
How Much Are We Spending? begins by estimating av-

MARCH 2016

erage energy expenditure as a
percentage of total expenses
in Canada as a whole, and for
seven regions across Canada.
Estimates throughout the paper
were calculated in two ways:
first, including energy used just
in the home—electricity, natural
gas, and other heating fuels; and
second, these sources of energy
plus gasoline, an important en-
ergy expenditure that has often
not been factored into previous analyses.

Energy use within the home represents a relatively mod-
est portion of total expenses. The Canadian average in
2013 was 2.6 percent, ranging from a high of 4.0 percent
in Atlantic Canada to a low of 2.1 percent in British Co-
lumbia. Adding vehicle fuel to energy expenditures has
a substantial impact on the percentage of expenditures
being devoted to energy. In 2013, the share of the aver-
age Canadian family’s expenditures devoted to all en-
ergy goods was 5.8 percent. Atlantic Canada was again
the highest, with 8.2 percent of expenditures on average
being devoted to energy.

6 | The Quarterly: News and information for supporters and friends of the Fraser Institute



This study also used a benchmark measure of 10 percent
or more of expenditures going to energy goods—com-
monly referred to as “energy poverty”’—to determine
how many Canadian households are facing relatively
high energy costs. Energy poverty is an issue because
of the effect of high energy expenditures on consump-
tion and discretionary income, an effect that places a
burden on households. When a household’s high ener-
gy bills force them to substitute away from consuming
other goods, this is, in a sense, a deprivation of access.

COMPARATIVE GROWTH IN PRICES, INCOME, AND
ENERGY USE IN CANADA, 1994-2013

=100

INDEX, 1994

94 9596 9798 9900 010203040506 07080910111213

== Consumer Price Index for energy

== Personal disposable income per person

== Consumer Price Index for all items excluding energy
Residential energy use per square metre

When only energy used within the home was included
in the calculation, 7.9 percent of Canadian households
were classified as being energy poor in 2013, up slightly
from 7.2 percent in 2010. Atlantic Canada had the high-
est incidence of energy poverty in 2013—20.6 percent of
households—while British Columbia had lowest, 5.3 per-
cent. Energy poverty using this basket of energy goods
has risen in most Canadian regions since 2010.

When the gasoline expenses of Canadian households
are also included in the calculation, the incidence of en-
ergy poverty increases substantially. In 2013, 19.4 per-
cent of Canadian households devoted at least 10 per-
cent or more of their expenditures to energy. Alberta
had the lowest incidence of energy poverty in 2013 at
12.8 percent. Five out of seven Canadian regions experi-
enced a decline in the incidence of energy poverty from
2010 to 2013 when gasoline expenditures are included.

Estimates of energy poverty were also calculated for in-
come groups or quintiles. Energy poverty disproportion-
ately affects lower income Canadian households. The in-
cidence of energy poverty in 2013 was estimated to be
over 15 percent of households in each of the two lowest
income quintiles. Once gasoline expenditures are includ-
ed, those costs further exacerbate energy poverty in the
low income groups and uncover a prevalence of high en-
ergy spending amongst middle-income Canadians.

The high incidence of energy poverty in Canada, partic-
ularly when gasoline expenditures are included, should
be of central concern when policies regarding energy
are being devised. Policies that raise prices could exac-
erbate problems for families who are in energy poverty
or those on the cusp of energy poverty. [l

- =

=

TAYLOR JACKSON

KENNETH P. GREEN IAN HERZOG

Kenneth P. Green is senior director
of natural resource studies. Taylor
Jackson, lan Herzog, and Milagros
Palacios are research analysts

at the Fraser Institute. They are
the authors of Energy Costs and
Canadian Households: How Much
Are We Spending?

MILAGROS PALACIOS
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Alberia’s Debt Could
Exceed $36 Billion

Steve Lafleur, Ben Eisen, and Milagros Palacios

HOW MUCH, HOW FAST?

ESTIMATING DEBT ACCUMULATION
IN ALBERTA THROUGH 2019/20

Steve Lafleur, Ben Eisen, and Milagros Palacios

2007/08

Net
Financial
_Assets

Alberta’s NDP government re-
cently delivered its 2016/2017
budget. Unfortunately, the
budget failed to deliver need-
ed spending reforms, with the
government committing to in-
creased spending. This will re-
sult in a string of deficits and
more debt. These outcomes
could be avoided with a different approach. In our
study, How Much, How Fast? Estimating Debt Ac-
cumulation in Alberta through 2019/20, we show
that if the provincial government fails to restrain
its spending, Alberta’s debt burden will grow even
more quickly than is currently projected in the
years ahead.

or the first time since the 1999/2000 fiscal year, the
F government of Alberta is poised to reach a nega-
tive net financial asset position in the 2016/17 fiscal year,
down from a $35 billion positive net financial asset posi-
tion in 2007/08. This simply means that the province’s
debt will soon exceed its financial assets, a situation that
is sometimes referred to as being in a net debt position.

It is clear that the province will
Finr::‘t:ial return to a net debt position in

Debt 2016/17, but an important ques-
tion remains: how much debt
will Alberta actually accumulate
in the next few years? Our study
documents the recent deterio-
ration in Alberta’s net financial
asset position over time, and es-
timates how much net debt the
province could accumulate in the years ahead under a
range of scenarios.

2019/20

Currently, government forecasts suggest that Alber-
ta’s net debt will reach $19.8 billion by 2019/20. How-
ever, these forecasts likely understate the amount of
debt Alberta will accumulate in the years ahead.

There are two important sets of risks to the government’s
fiscal plan. The first is that Alberta’s revenue outlook has
weakened considerably since the publication of the gov-
ernment’s October 2015 budget. The prospect of reduced
revenue rightly received considerable attention in recent
months, given that lower than projected revenues in the
years ahead could cause the province’s debt to increase
significantly faster than is currently projected.

Our study, however, makes a new contribution to public

8 | The Quarterly: News and information for supporters and friends of the Fraser Institute



INDEX COMPARING GROWTH IN ALBERTA’S
PROGRAM SPENDING, GDP, POPULATION, AND
INFLATION, 2004/5—2014/15
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discourse on these issues by focusing primarily on anoth-
er set of risks that have received much less attention—
those found on the spending side of the ledger. Specifi-
cally, this paper analyzes the extent to which Alberta’s
debt will grow faster than currently expected if the gov-
ernment fails to restrain spending in the years ahead.

These risks are deserving of careful attention because
they are, to a much greater extent than revenue, under
the government’s control. Regardless of whether the
government’s current revenue projections materialize,
the government’s spending choices in the years ahead
will play an important role in determining how quickly
the province acquires debt.

The budget calls on the government to restrain spending
growth to significantly less than the rate of inflation plus
population, less than the rate at which it has increased
spending in recent years, and less than the rate of eco-
nomic growth. This paper considers the implication for
Alberta’s pace of debt accumulation if the government
does not adhere to these spending targets.

The paper examines three scenarios where spending di-
verges from budget plans. In the first alternative scenar-

io, program spending increases by 3.9 percent annually,
in line with the projected average increase in population
growth plus inflation. That scenario would result in the
province accumulating $7.0 billion more in net debt than
it currently expects by 2019/20, when the province’s net
debt would stand at $26.8 billion.

The second scenario assumes that program spending
increases at the same average rate as it did in the past
five fiscal years, 3.8 percent. In that case, the provincial
government’s net debt would be $6.2 billion larger than it
currently expects by 2019/20, totaling $26 billion.

Finally, the third scenario assumes that program spend-
ing increases at the same rate as GDP growth, which is
expected to be 4.7 percent annually. In that scenario, the
province’s net debt will be $11.3 billion larger than would
be the case if spending targets were met, resulting in to-
tal net debt of $31.1 billion in 2019/20. Because the min-
ister of finance recently announced that the deficit for
2016/17 could be $5 billion greater than projected in the
budget, the paper also considers the impact of a one-
time revenue loss of $5 billion in 2016/17. This is likely a
conservative estimate, given that further revenue losses
could occur in future fiscal years. [El

STEVE LAFLEUR BENEISEN

Steve Lafleur, Ben Eisen, and
Milagros Palacios are policy
analysts at the Fraser Institute.
They are the authors of How
Much, How Fast? Estimating
Debt Accumulation in Alberta
through 2019/20.

MILAGROS PALACIOS
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Income Mobility—Public
Policy in Canada Can't Ignore

the Facis of Life

Charles Lammam and Hugh Macintyre

Measuring

Income Mobility
in Canada, 2016

It may be hard for Canadians
to believe, but a key feature
of our society is regularly ig-
nored in the discussion and
setting of public policies.
Whether we’re talking about
taxes, income inequality, pov-
erty, or the minimum wage,
policy often ignores the ob-
vious yet important fact that
where people are today isn’t
where they’ll be in five, 10, or

20 years from now.

We cannot have meaningful policy debates about
these and other issues without understand-
ing how the incomes of individuals naturally change
over time.

Most Canadians have life experiences along the follow-
ing lines.

In our youth, most of our work is informal: we cut a
neighbour’s lawn, sell lemonade, or deliver newspapers.
In our teen years, this informal work progresses to for-
mal part-time work, often at restaurants or retail stores.
For many of us, this is our first experience not only with

Charles Lammam
Niels Veldhuis
Milagros Palacios
Hugh Macintyre

getting a paycheque, but hav-
ing formal responsibilities, such
as showing up to work on time,
doing reasonable work, and be-
ing a good employee. That ba-
sic work experience is extended
when we attend college or uni-
versity, and then augmented as
we complete our formal educa-
tion and enter the workforce
full-time.

FRASER

PETITTE

Almost all of us start out at the

bottom when we first enter the
full-time labour force. However, as we gain real-world
experience and put our education to use, we move up
in our organizations, or perhaps vault to the next step
by leaving one company for another. With each step
our responsibilities increase based on our greater ex-
perience, knowledge, and productivity, which is reward-
ed with higher compensation. This period extends for
decades as we work through our prime earning years.
Eventually we start scaling back our work time as we
approach retirement.

This experience, to varying degrees and depending on

10 | The Quarterly: News and information for supporters and friends of the Fraser Institute



9 out of every
10 Canadians

in the lowest income group
moved up

e
%
88%
moved up to
HIGHER
income groups
LOWEST

income group

|

10 years later

one’s age, is familiar to the vast majority of Canadians.
And critically, it’s supported by the data. In our recent
study Measuring Income Mobility in Canada 2016, we
used Statistics Canada data to follow a sample of a mil-
lion Canadians to see how their incomes change over
time. The study put individual Canadians into five in-
come groups (from lowest to highest) with each group
comprising 20 percent of the total. It then tracked the
movement of people between income groups over
time. The results are striking, especially when it comes
to those who start out in the lowest income group.

For instance, from 1993 to 2003, nine of every 10 Ca-
nadians (88 percent) who started out in the lowest in-
come group moved up to higher income groups.

Upward mobility is even more pronounced over a lon-
ger time period. Notably, one of every four Canadians
(24 percent) who began in the lowest income group in
1993 reached the very top income group by 2012.

Again, these results demonstrate the natural progres-
sion that most Canadians experience over the course
of their lives. People can and do better themselves by
completing (and continuing) their education, acquiring

job skills, and gaining work and life experience. They
naturally move up the income ladder over time as their
circumstances change.

When policymakers ignore the natural progression of
people’s lives, they risk producing public policies that
are based on a static and inaccurate view of our society.
Indeed, there is a real threat that by ignoring mobility,
policies may worsen or even limit the degree of mobil-
ity in Canada—and that outcome won’t help anyone. [Hl

CHARLES'LAMMAM

HUGH MACINTYRE

Charles Lammam is director of fiscal studies and
Hugh Maclintyre is policy analyst at the Fraser
Institute. They are co-authors of Measuring Income
Mobility in Canada 20]6.
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Government Spending on
Aboriginals Up Dramatically

Ravina Bains and Kayla Ishkanian

INSTITUTE
MARCH 2016

Government
Spending and
Own-Source
Revenue for

With average unemployment
rates on reserve above 20
percent and graduation rates
below 40 percent, there is a
clear gap in outcomes be-
tween Aboriginals and non-
Aboriginals in Canada. This
is sometimes blamed on
funding disparities. Our
study, Government Spending
and Own-Source Revenue for
Canada’s Aboriginals: A Comparative Analysis
provides a fact-based evaluation of the oft-heard
claims that spending on Canada’s aboriginal pop-
ulation is not comparable to spending on other
Canadians. It uses data from the federal depart-
ment of Indigenous and Northern Affairs Canada,
Health Canada, and provincial governments—
sources where aboriginal spending was clearly
identified in the public accounts.

Canada’s
Aboriginals:
A Comparative
Analysis.

By Ravina Bains and Kayla Ishkanian

ccording to Indigenous and Northern Affairs
Canada (INAC), which has data from 1946/47

through 2013/14, the increase
in spending on Canada’s ab-
original peoples has been sig-
nificant. In real terms, total
department spending on Can-
ada’s aboriginal peoples rose
from $82 million annually in
1946/47 to over $7.9 billion in
2013/14 (all figures in this re-
port are inflation-adjusted to
2015 dollars). It grew from $939
per registered First Nation indi-
vidual in 1949/50 to $8,578 in 2013/14—an increase of
814 percent.

In comparison, total federal program spending per cap-
ita, on all Canadians, rose by 376 percent, from $1,532 in
1949/50 to $7,295 in 2013/14.

The data from Health Canada is from 1994/95 (the earli-
est year available) through 2013/14. In inflation-adjust-
ed terms, Health Canada spending on First Nations/
Inuit health care jumped from just under $1.4 billion in
1994/95 to $2.6 billion as of 2013/14. The amount that
Health Canada spent per First Nations or Inuit person
rose from $2,358 in 1994/95 to $2,823 in 2013/14.

12 | The Quarterly: News and information for supporters and friends of the Fraser Institute



Included in the $2.6 billion figure for 2013/14 is the $1
billion cost of supplementary health care benefits for
808,686 First Nation and Inuit people, the Non-Insured
Health Benefits Program. This Health Canada program
delivers health care benefits to First Nations and Inuit
peoples that other Canadians normally receive from an
employee benefit package or for which they must pur-
chase extra insurance, or purchase out-of-pocket, in-
cluding vision care ($31.5 million); dental care ($207.2
million); medical transportation ($352.0 million); phar-
maceuticals ($416.2 million) for drug claims not covered
by private, public, or provincial/territorial health care
plans; and other health care including medical supplies
and equipment, short-term crisis intervention, and men-
tal health counselling ($14.2 million).

Adjusted for inflation, spending per registered First
Nations person rose by 1,235 percent over 20 years. In
comparison, provincial spending per capita, on all Cana-
dians in the provinces, rose by only 31 percent over the
same period.

Adjusted for inflation, spending per
registered First Nations person rose
by 1235 percent over 20 years. In
comparison, provincial spending
per capita, on all Canadians in the
provinces, rose by only 31 percent
over the same period.

OWN-SOURCE REVENUE

Finally, publicly available audited financial statements
for 2013/14 for First Nation communities in Canada show
that in total, First Nations communities in Canada gen-
erated over $3.3 billion dollars in claimed own-source
revenue. Only 11 percent ($386.6 million) was identified
as natural resource revenue; the rest was classified as
from other sources.

In 2013/14, over 100 First Nations communities in
Canada were generating more own-source revenue for
their communities than they received in government
transfers. For example, Tsuu T’ina Nation in Alberta was
the top earner of own-source revenue in 2013/14; it gen-
erated over $113 million in own-source revenue that fis-
cal year—over five times the amount it received in gov-
ernment transfers for 2013/14.

In 2013/14, Frog Lake First Nation in Alberta gener-
ated the most natural resource based own-source rev-
enue in the country—over $45.6 million in one fiscal
year. On a per-capita basis, Yale First Nation in BC
generated the largest natural resource revenue in the
country. Their small community of just over 100 peo-
ple generated $45,557 per capita in natural resource
revenue for 2013/14.

Our study reveals that spending on Canada’s aborigi-
nal population has risen substantially in real terms—
in total, per capita, and compared with overall gov-
ernment program spending. Meanwhile, in one year
alone, First Nations communities in Canada were able
to generate over $3.3 billion in own-source revenue,
and many First Nations communities in Canada are
generating own-source revenue that surpasses their
government transfers. [Hl

-

RAVINA BAINS

KAYLA ISHKANIAN

Ravina Bains is the former associate director of the
Centre for Aboriginal Policy Studies and Kayla Ishkanian
is a researcher at the Fraser Institute. They are the authors
of Government Spending and Own-Source Revenue for
Canada’s Aboriginals: A Comparative Analysis.
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EDUCATION PROGRAMS

While this past quarter the Centre for Education
Programs concluded its post-secondary student
seminar program for the 2015-2016 academic
year, its engaging work with high school students
and teachers continues.

STUDENT SEMINARS

tudents in attendance at the Montreal and Calgary
s post-secondary seminars in March enjoyed a Satur-
day filled with engaging presentations and discussions
about policy issues relevant to students in Canada. Our
seminars not only enable students to become better in-
formed about the important policy issues of the day, but
to engage with policy experts and talk with their peers
about what they have learned from a market perspective.

Philip Cross answers a student’s question regarding the speed
of Canada’s economic growth at the Montreal Student Seminar
in March.

The Montreal seminar offered students the unique op-
portunity to hear Don Boudreaux, economics professor
at George Mason University, explain how government
regulation can cause more harm than good; Philip Cross,
columnist at the Financial Post, detail how slow eco-
nomic growth is not the new normal for Canada if gov-
ernments adopt better and more predictable policies
that encourage investment; and Youri Chassin, econo-
mist and research director at Université de Montréal,
make key climate change concepts easier to understand
while discussing public policy options for battling these
changes. Not only did local students attend, but over 40

students from Ottawa (with more on a waiting list), who
took advantage of the bus transportation that we offer
to enable students attend the Montreal seminar at no
cost. In Calgary, students came out to discover, among
other topics, how life-extending discoveries could dra-
matically change our future social and economic worlds
from Sonia Arrison, best-selling author and associate
founder of Singularity University; ways we can help the
developing world out of poverty from Fred McMahon,
Dr. Michael A. Walker Research Chair in Economic Free-
dom at the Fraser Institute; and how we can preserve
Canadian culture without taxpayers footing the bill from
Steve Globerman, Kaiser Professor of International Busi-
ness at Western Washington University.

It was great to have such engaging
and enthusiastic presenters!

MONTREAL POST SECONDARY STUDENT

In February and April, over 450 students participated in
three student seminars held in Vancouver and Burnaby
(two senior high school and one junior high school).
Through the use of exceptional instructors, short lec-
tures interspersed with videos clips, activities, and lots
of incentives, students are engaged throughout the day
and keen to participate as they learn how economics is
relevant to their lives.

The seminar was very informative!

| am glad we were able to talk about
contemporary issues concerning
Canada and Alberta.

CALGARY POST SECONDARY STUDENT

Our program tailored for junior high school pupils
(grades 7-9) is called Economics is Everywhere! Ap-
plying Basic Concepts to Everyday Life. The seminar
uses appealing and concrete activities to demonstrate
economic concepts. After a day filled with events that
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include eating candy, singing, and fishing for Goldfish
crackers, among other things, students return to their
schools having learned to think critically about deci-
sions they make today, the future consequences of
those decisions, and how their behavior influences the
world around them.

Why Do People Behave the Way They Do? An Intro-
duction to Economic Reasoning is our seminar for high
school students (grades 10-12). Students apply economic
thinking to common situations and scenarios. From hit-
ting the “snooze” button on an alarm clock, to balancing
a budget or saving for university, students learn how ev-
ery decision they make stems from an economic choice.

TEACHER WORKSHOPS

n March, the centre held an /ssues of International
I Trade workshop in Toronto, funded by the Barbara
Mitchell Centre for Improvement in Education. The same
workshop was held in Edmonton in April and was jointly
supported by the Barbara Mitchell Centre for Improve-
ment in Education and the Lotte and John Hecht Memo-
rial Foundation.

Issues of International Trade is one of our most popular
workshops and provides teachers with topical informa-
tion on trade deficits, free trade zones, sanctions, and
tariffs. Teachers take part in the very popular “trade
game,” designed to illustrate the complex marketplace
in which goods and services are traded. Each person
receives a brown paper bag containing a simple inex-
pensive item (such as a pencil or candy) and is asked
to take it out, examine it, and then rate their level of
satisfaction with the item on a scale of 1-5. This rating
is recorded and totaled for the group. In the second
round, each person can trade their item with the person
on their immediate right (representing restricted trade).
They again rate their item and the total for the group
gets recorded. In the final round, participants are free to
go to any other person to trade as often as they wish in
the allotted time (representing free trade). Again, each
person’s level of satisfaction is recorded and tallied
for the group. Overall, we see that with no barriers to
trade the satisfaction level of the group increases. Par-
ticipants learn that voluntary trade occurs only when all

participating parties expect to gain, and that without
trade barriers, people are able to take full advantage of
the opportunities of the international marketplace.

RUFEEIA

At the /ssues of International Trade workshop teachers indicate
on a map where the clothes they are wearing were made, which
demonstrates the very real presence of international trade in our
daily lives.

Every teacher who attends our workshops receives a
binder containing lesson plans and activities, online ma-
terials, and a PowerPoint presentation, all of which en-
able them to walk into their classrooms the day after
the workshop and put what they’ve learned into action.

Thank you for the opportunity to
have accessible resources and the
opportunity to have higher level
discussions and guidance from other
educators. Such opportunities

aren’t always available.

HIGH SCHOOL TEACHER

The impact of our workshops is sizable. Consider that the
63 teachers who participated in these two workshops
will each go on to teach the lessons we provided to an
average of 90 students a year. That’s 5,670 students an-
nually who benefit from our insights and materials. =
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In his budget speech, rookie Finance Minister Bill
Morneau went to great lengths to highlight that the
Liberal government’s budget would improve the
long-term growth prospects for the Canadian econ-
omy. His opening monologue started with, “Today,
we begin to restore hope for the middle class. To-
day, we begin to revitalize the economy,” and end-
ed with “[The budget] is an essential step in a sus-
tained, strategic effort to restore prosperity.”

APPEARED IN
BUSINESS IN VANCOUVER

21 FED g Ry
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G ood rhetoric to be sure.

Unfortunately, the budget lacked any real policy action
that will positively affect long-term economic growth.
Worse, many of its policies will hinder the Canadian
economy.

For starters, the budget proposes to ramp up spending
under the mistaken notion that governments can spend
our way into prosperity. This year alone, spending is pro-
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jected to increase by $20.5 billion, a 7.6 percent jump.
Add the 6.7 percent increase in spending last year and
spending will increase 14.8 percent over just two years.

While the government claims increased spending will
help the economy grow, the evidence from Canada and
around the world shows otherwise. For example, lead-
ing fiscal policy expert and Harvard University professor
Alberto Alesina conducted a comprehensive analysis of
stimulus initiatives in Canada and 20 other industrial-
ized countries from 1970 to 2007. He and his co-authors
found that “a one percentage point higher increase in
the current [government] spending-to-GDP ratio is as-
sociated with a 0.75 percentage point lower growth.”

The federal budget lacked any real
policy action that will positively affect
long-term economic growth. Worse,
many of its policies will hinder the
Canadian economy.

His findings do not bode well for the Liberal govern-
ment, which is planning to increase federal spending as
a percentage of GDP by almost two percentage points
by the end of next year (from 12.9 percent of GDP to
14.6 percent in just two years).

The dramatic ramp-up in spending will also materi-
ally increase the federal debt, leaving a larger bill for
the next generation. Specifically, the budget calls for a
$29.4 billion deficit this year and projects that total fed-
eral net debt will increase by $123 billion over the next
five years. Also troubling is that the Liberals have no
plan to bring the budget back to balance during their
first mandate. In other words, the budget leaves the task
of balancing the books to the next government.

The consequence of sustained government borrowing
will be heightened uncertainty for entrepreneurs, inves-
tors, and businesses, as it increases the risk of tax hikes
in the future, dampening the viability of current invest-
ment while endangering our future prosperity.

The Liberals have also increased taxes on highly skilled,
educated workers (such as entrepreneurs, business pro-
fessionals, engineers, and doctors), which will further
harm our ability to attract skilled workers and discour-
age Canadians from realizing their full potential. Canada
now has the second-highest personal income tax rate
on skilled, educated workers of any G7 country, behind
only France.

Canada now has the second-highest
personal income tax rate on skilled,
educated workers of any G7 country,
behind only France.

As both the previous Conservative governments have
acknowledged, Canada needs lower personal income
tax rates—not higher—to attract, retain and encour-
age entrepreneurship and investment. Unfortunately,
the Trudeau Liberals have chosen to ignore the evi-
dence regarding policies needed to improve the long-
term outlook for the Canadian economy. A genuinely
pro-growth agenda would have focused on prudent,
focused spending and competitive tax rates. Instead,
the budget commits the government to big increases
in spending and debt that will hamper future econom-
ic growth, making it harder for businesses in BC and
across Canada to succeed. &

S/

CHARLES'LAMMAM

Niels Veldhuis is president at the Fraser Institute and
Charles Lammam is director of fiscal studies.
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APPEARED IN
THE NATIONAL POST

Canada’s New Greenhouse
Gas Requirements W111

On Jan. 27th, the federal government injected
yet another syringe full of uncertainty into the
country’s oil and gas sector, announcing a neb-
ulous plan to overhaul Canada’s environmental
assessment process to incorporate concerns
over greenhouse gas emissions. As always, the
initial announcements were long on lofty goals,
and short on the devilish details. But some
things are clear.

e

irst, cue the climate accountants. A safe assump-
F tion is that whatever shakes out as the process of
defining how Canada defines “upstream emissions,”
it will be something roughly in line with the methods
used by the United Nations Framework Convention on
Climate Change, or UNFCCC. The UNFCCC defines up-
stream emissions as “GHG emissions associated with
the production, processing, transmission, storage and

distribution of a fossil fuel, beginning with the extrac-
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tion of raw materials from the fossil fuel origin and end-
ing with the delivery of the fossil fuel to the site of use.”

The UN graciously excludes “Other greenhouse gas
(GHG) emissions sources, such as those associated with
the construction of equipment [which] are relatively
small and therefore not considered.” So, oil and gas pro-
ducers won’t have to go all the way back to tally up the
GHG emissions associated with producing their drilling
equipment, trucks, pipeline segments, or the materials
used to build the materials used to produce said equip-
ment. That’s a silver lining, since one can only imagine
the recursive navel-gazing that would be required to
calculate the GHG emissions leading up to the fabrica-
tion of the staples used in the administration centers.

Canadian investors, consumers, and
those who benefit from the public
services funded from oil production
and trade will feel the pain of our
new greenhouse gas accounting
requirements.

Second, set a course to delay. Decisions on the pro-
posed twinning of the Trans Mountain Project will be set
back at least four months with additional consultations,
community involvement, and critically, this new process
that must “Assess the upstream greenhouse gas emis-
sions associated with this project and make this infor-
mation public.”

And what does this new process mean for Canada’s oil
and gas sector? Well, a self-inflicted public relations
problem, for one thing. The oil from Canadian oil sands
does take more energy to produce than many other
types of oil; the oil sands must be heavily processed be-
fore they can be used, and they must be transported for
long distances to reach markets. The new requirements
will almost certainly boost estimates of the greenhouse

gas intensity of oil sand production compared to alter-
native sources of hydrocarbons. ENGOs will latch onto
these upstream estimations with glee, further raising
the barriers that Canadian companies must overcome
to obtain what is an increasingly will-o’-the-wisp-like
“social license” to develop and export Canada’s oil and
gas resources.

And if these newly assessed upstream emissions wind
up being included in any carbon-pricing scheme, Cana-
dian producers will face a significant disadvantage to
competing oil-producing jurisdictions around the world
that do not implement such pricing schemes.

All of this, we’re told, is to “restore public trust” in the
environmental assessment process. Whether or not it
will do so is dubious: environmental groups have made
it plain that their goal is to halt fossil fuel production
altogether, and to start immediately. They will hardly be
appeased by new GHG accounting methods, but will
certainly be happy to use them to continue their attacks
on Canada’s oil-sands as “dirty fuel.”

Needless to say, at the end of the day, Canadian inves-
tors, consumers, and those who benefit from the pub-
lic services funded from oil production and trade will
feel the pain of our new greenhouse gas accounting
requirements. [Hl

KENNETH P. GREEN

Kenneth P. Green is senior director of Natural Resource
Studies at the Fraser Institute.
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Independent and Chatrter
SCchools Reduce the Strain
on the Alberta Budget

Deani Van Pelt and Jason Clemens

Barbara Mitchell Centre

FOR IMPROVEMENT IN EDUCATION

While parents in Alberta have more choice for
their children’s education than Canadians in most
other provinces, that level of choice may soon be
reduced by the current government in Edmonton.
In response, Ric Mclver, Progressive Conservative
Party leader, recently tabled a private member’s
motion, asking the government to affirm its com-
mitment to allow parents the choice of education
for their children, including home, charter, pri-
vate, francophone, separate, or public education

programs. A debate on the motion took place
in mid-April, highlighted by a heated exchange
between Mclver and the house speaker, and Mc-
Iver’s expulsion from the legislative assembly. So
what’s really going on here?

ecently, Public Interest Alberta, an advocacy group,
Rcalled for an end to the funding of independent
schools in Alberta and the absorption of charter schools
into the public school system.
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The group’s reasons follow the usual line of argument.
Public boards are strapped for cash; public dollars
should go to public schools. At a time where every bit
would help in the public education system, we have to
support public education. Education alternatives out-
side of the public system take money away from public
education. But is this indeed the case?

As Albertans ponder this potential landmark education
reform, they should bear a few basic education spend-
ing facts in mind.

First, Alberta already has the third highest per-public-
school-student funding in the country, behind only Sas-
katchewan and New Brunswick. As our study, Enrolments
and Education Spending in Public Schools in Canada
shows, Alberta spent $13,234 per student (in 2012/13,
the latest year of comparable data). After adjusting for
increases in student enrolments and price changes (in-
flation), Alberta increased per-student spending by 31.2
percent over the previous decade, more than the aver-
age provincial increase for that period.

Second, consider, in contrast to public school spend-
ing, what Alberta spends educating students in private
schools. According to the office of Alberta Education
Minister David Eggen, in 2015/16, $151 million was spent
on students in accredited independent schools (most,
but not all, are funded). With 28,627 students in inde-
pendent schools, this translates into average government
spending of less than $5,275 per private school student.

Consider the same calculation for charter schools—gov-
ernment schools that operate with more autonomy out-
side of the local school district structure and with their
own board of trustees. Charter schools receive no capi-
tal funding, only funding for operations, and they may
not charge tuition. According to Minister Eggen’s office,
in the current school year, the Alberta government will
spend $83 million on charter schools. With total enrol-
ments of 9,275 students, the average spending per stu-
dent is under $8,950.

The logic of calls to cease this funding is difficult to fol-
low. If public schools require more than $13,000 tax-
payer dollars to educate a student while other forms
of schooling, such as independent and charter schools,

require substantially fewer public dollars, under $5,300
and $9,000 respectively, how is it cost-effective to dis-
continue funding these alternatives?

It’s easy to see how the reform touted by those such
as Public Interest Alberta could actually result in more
government spending to educate the same number of
students. For example, if we examine only operational
spending, the Alberta government would actually need
to spend more money educating the same number of
students if fewer than one in three students remained
in independent schools after funding was eliminated.
There’s little doubt that such a change would result in
public boards being even further “strapped for cash.”

Third, parents in Alberta want choice in education. Pub-
lic school enrolments as a share of total school enrol-
ments declined in Alberta from 2000/01 to 2012/13
while the share of students enrolled in independent and
charter schools increased.

Independent schools and charter schools don’t take
money away. They leverage public dollars so they can
provide cost-effective alternative approaches to educa-
tion—approaches that parents seem generally satisfied
with, if their increasing propensity to enrol their children
in these schools is any indication. If the current funding
arrangements are eliminated, those education choices
will be constrained in the future, particularly for low-
and middle-income families. El

DEANI VAN PELT

JASON CLEMENS

Deani Van Pelt is director of the Barbara Mitchell Centre
for Improvement in Education at the Fraser Institute.
Jason Clemens is the executive vice-president of the
Fraser Institute. They are co-authors, with Joel Emes, of
the study Enro/lments and Education Spending in Public
Schools in Canada.
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Ontario Budget:

Spending Growth /
4

Responsible
for Province’s
Fiscal Mess

Ben Eisen, Charles Lammam, and Milagros Palacios

In late February, Ontario tabled its 2016 bud-
get, and it continues to spill more red ink. This
is par for the course, given that the province
has run deficits in 10 of the past 13 years, aver-
aging $9.7 billion annually.

he big question is why Ontario has run these

deficits and racked up so much debt, particularly
since 2003/047? A popular narrative from Queen’s Park
holds that factors beyond the control of policymakers
are to blame, including slow revenue growth resulting
from global economic forces that have hampered On-
tario’s economic performance.

This narrative, however, does not withstand scrutiny. The
fact is that revenue growth in Ontario since 2003/04 has
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averaged more than four percent annually—that’s more
than enough to offset the cost pressures resulting from
price changes (inflation) and a growing population.

y

So if global economic forces and weak revenue growth
aren’t to blame for Ontario’s fiscal woes, what is? The
answer lies on the other side of the ledger, namely, pro-
vincial government spending.

Since 2003/04, program spending in Ontario (which
excludes interest payments on government debt), has
increased at an average annual rate of 4.7 percent. This
rate of spending growth greatly exceeds relevant eco-
nomic metrics. For example, over this same period, the
provincial economy has grown at an average annual rate
of 3.2 percent. In other words, government spending has
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grown at an average annual rate that is approximately
47 percent faster than the provincial economy over a
12-year period. The result: provincial finances have suf-
fered a major blow, with the government consistently
spending more than it takes in while racking up debt at
a dangerous pace.

To illustrate this point, consider an alternative scenar-
io where the government increased spending (since
2003/04) but at the same growth rate as the provincial
economy. Under this scenario, Ontario would actually be
enjoying a budget surplus of approximately $10.7 billion
this year, instead of a projected deficit of $7.5 billion. Fur-
thermore, instead of 10 budget deficits since 2003/04,
Ontario would have run just one during this period.

Ontario’s persistent deficit spending has rapidly eroded
the province’s financial position. Consider that in 2003/04,
Ontario’s net debt stood at $139 billion, equal to 27 per-
cent of the provincial economy. In 2015/16, debt is pro-
jected to reach $298 billion, or 40 percent of the provin-
cial economy. Today, Ontario’s provincial debt amounts to
more than $21,600 per Ontarian. Much of this economi-
cally damaging run-up in debt could have been avoided if
the province had restrained spending increases.

In very recent years, the provincial government has fi-
nally begun to exercise greater spending restraint, as
Premier Wynne’s government has slowed the rate of

spending growth compared to what it was under her
predecessor Dalton McGuinty. Unfortunately, the steps
taken so far have been inadequate to resolve Ontario’s
fiscal problems, which is why the province continues to
rack up debt at an alarming rate.

The Ontario government now confronts a self-inflicted
fiscal mess that has been years in the making. Spending
growth over a long period—not insufficient revenue—is
the reason for the province’s perennial deficits and rapid
debt accumulation. Hopefully the government will rec-
ognize the cause of its fiscal problems and begin to lay
out a credible plan to strike at its root by reforming and
reducing government spending. [El

.

CHARLES LAMMAM
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MILAGROS PALACIOS

BEN EISEN

Ben Eisen is associate director of provincial prosperity
studies, Charles Lammam is director of fiscal studies,
and Milagros Palacios is a senior economist with the
Fraser Institute. They are co-authors of Spending is the
Source of Ontario’s Deficit and Debt Problem.
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Infrastructure Spending Okay,
But That’'s Not What the
Liberals Proposed

Jason Clemens and Niels Veldhuis

PROMISED
infrastructure

spending to grow

economy

PROMISED
improve the core
infrastructure of the
country... roads, bridges,

and highways

The dust is settling from the Liberal govern-
ment’s first budget, which proposed large
spending increases, some tax hikes, and defi-
cits throughout their mandate with no balanced
budget in sight. Some of the details of the near-
ly 270-page budget are now emerging and are
leading to serious questions.

A s a number of researchers have already observed,
the rhetoric around the Liberal budget simply
doesn’t match the party’s specific plans. This gap be-
tween the budget’s rhetoric and its actual proposals is
front and centre in one of the budget’s signature sec-
tions: infrastructure spending.

The Liberal Party ran on a promise to improve the

long-term economic growth prospects of the Canadian
economy, which is a laudable goal. The rationale for in-
frastructure spending, both during the campaign and in
the budget itself, has focused on improving the ability
of the economy to grow over time.

The logic behind the argument is straightforward: invest
in infrastructure such as roads, bridges, highways, etc.,
to enable producers to more efficiently (i.e., at lower
costs) deliver goods and services to their customers.
Put differently, the economic rationale for infrastructure
is to reduce the costs of doing business.

Put aside the argument advanced by a wide range of
economists that such investments could be achieved
without public funds by using tolls and other pricing
mechanisms. The problem with the Liberal plan is that
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very little of the nearly $12 billion in new infrastructure
spending is intended for these types of investments.
The Liberal budget proposes to spend the money on
“infrastructure” as follows:

* $3.4 billion over three years to upgrade and improve
public transit;

* $5.0 billion over five years for green infrastructure,
which includes:

- $518 million for climate change adaptation and
mitigation projects;

- $250 million for municipal capacity-building;
- $2.0 billion for clean water and wastewater; and

- $2.2 billion for water, wastewater, and waste
management infrastructure for First Nations
communities.

¢ $3.4 billion over five years for social infrastructure,
which includes:

- $1.2 billion for social infrastructure in First Nations
communities;

- $342 million for cultural and recreational
institutions;

- $400 million for early learning and child care; and
- $1.5 billion for affordable housing.

Without debating the specific merits of any of these in-
dividual initiatives, it’s fairly clear that most of the “infra-
structure” spending is not aimed at improving the core
infrastructure of the country such as our roads, bridges,
and highways. In other words, simply calling the spend-
ing delineated above “infrastructure” doesn’t mean the
spending is actually on infrastructure.

In addition, there are genuine guestions about the “mul-
tipliers” included in the budget as a rationale for this
spending. The argument, which is rooted in Keynesian
economics, is that the governments can spend one dol-
lar and generate more than one dollar’s worth of eco-
nomic activity. The narrative employed in the budget,
which combines the concepts of both improving the
long-term performance of the Canadian economy and
the multiplier of infrastructure spending, is that such
spending pays for itself.

The problems with this argument are twofold. One, as
outlined above, almost none of the spending referred to

as infrastructure is actually on infrastructure. And two,
the concept of multipliers has been rigorously discussed
in economics and there is genuine debate about their
validity. For instance, economist Valeria Ramey of the
University of California, San Diego, has been one of the
leading researchers into government spending and mul-
tipliers over the last decade. Her extensive research in-
dicates that multipliers of government spending above
1.0, which means $1.00 of government spending actu-
ally results in more than $1.00 of economic activity, are
arguable at best. There is substantial evidence that the
multipliers are actually less than $1.00, meaning that the
government spending actually results in a reduction in
economic growth rather than an expansion.

Compensation decisions must be
made in the context of the fiscal
realities facing the province, and the
ability of the taxpayer to foot the bill
for further wage increases.

As is the case with so much of the first Liberal budget,
the rhetoric is not matched by actions. In this case,
a laundry list of social and environmental-related
spending is couched as infrastructure when actual in-
frastructure spending is largely absent from the pro-
posed spending. Hl

JASON CLEMENS

Jason Clemens is executive vice-president and Niels
Veldhuis is president of the Fraser Institute.
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Ontario in
No Position to
Increase
Teacher
Salaries

Deani Van Pelt and Ben Eisen

Barbara Mitchell Centre

FOR IMPROVEMENT IN EDUCATION

N

The Ontario Secondary School Teachers’ Federa-
tion, one of Ontario’s largest teachers’ unions,
wants to bolster its strike fund, apparently ready-
ing itself for possible labour action when its cur-
rent contract expires in August 2017. For the sake
of students, parents, and rank-and-file teachers
who would rather focus on their classroom du-
ties than labour action, let’s hope the union lead-
ership considers recent education spending in-
creases in Ontario and the fiscal realities facing
the province.

A

ntario is simply in no position to increase teacher
OSaIaries. The province will run its ninth consecutive
budget deficit in 2016/17, and will see its net debt climb
to more than $300 billion. Simply put, provincial financ-
es do not permit further increases to teacher salaries.

Furthermore, despite misguided rhetoric about “cuts”
in funding and inadequate spending on education, the
reality is that rapid spending increases in the public
education sector—and specifically on teacher compen-
sation—have been major drivers of overall provincial
spending growth in recent years. For example, between
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2003/04 and 2012/13 (the last year of available compre-
hensive data), spending on education in public schools
in Ontario increased by 50 percent. Almost $25 billion
was spent on public school education in 2012/13, $8.3
billion more than was spent a decade earlier.

It’s important to put this spending in context by taking
inflation and changes to enrolment into account. During
the same 10-year period, the number of students en-
rolled declined by almost five percent. Adjusting spend-
ing by inflation and the number of students reveals
that expenditures per student increased to $12,299
(inflation-adjusted) from $9,193, a 34 percent increase
in per-student spending in a single decade. These data
demonstrate that the reality of education spending in
Ontario has been a story of dramatic increase—not of
cuts or spending restraint.

And where did all of these extra dollars for education go?

Unsurprisingly, a large chunk went to increased spend-
ing on compensation for public school employees
(mostly teachers). Spending on wages and salaries for
public school employees grew by 48.4 percent during
that decade. In fact, the single fastest growing compo-
nent of education spending during this time was money
directed to teacher pensions, which more than dou-
bled—growing by more than 100 percent.

Of course, everybody agrees that teachers are an ex-
tremely important part of our community and need to
be paid a fair wage. However, compensation decisions

must also be made in the context of the fiscal realities
facing the province, and the ability of the taxpayer to
foot the bill for further wage increases. Given that On-
tario has dedicated tremendous additional resources
to education over the past decade, any demands for
further increases by teacher unions should be met with
skepticism by Ontario taxpayers.

If teachers’ unions across Ontario consider the history
of recent growth in education spending in Ontario and
adjust their expectations to match the fiscal realities
facing the province, perhaps new negotiations can re-
sult in deals that are fair to Ontario taxpayers and don’t
result in labour disputes that hurt students, parents,
and teachers. &l

DEANI VAN PELT BEN EISAEN

Deani Van Pelt is director of the Barbara Mitchell
Centre for Improvement in Education and Ben Eisen
is associate director of provincial prosperity studies
at the Fraser Institute.
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It would hardly be an Earth Day (which took place
on April 22nd) without the publication of a new
report damning Canadians as environmental lag-
gards. In prior years, these reports would have
come from the Suzuki Foundation. But this year,
the Conference Board of Canada has taken on the
role of Canada’s environmental scold, with their
publication of an environmental report card that
ranks Canada poorly among ostensibly compara-
ble countries, and gives us less than stellar letter
grades for environmental performance.

ut let’s consider the Conference Board’s “envi-
Bronmental” metrics, which were in four catego-

APPEARED IN
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v onmental

T il

ries—air pollution, waste, freshwater management, and
climate change—with several sub-metrics in each cat-
egory, such as emissions of conventional air pollutants,
considering water withdrawals as part of freshwater
management, and including factors such as low-emit-
ting electricity production under the climate change
category. Some of these indicators are valid, such as air
pollution, but other indicators are problematic.

Let’s start with air pollution. As we documented in the
study Canadian Environmental Indicators—Air Quality,
in most instances, Canadians currently experience sig-
nificantly better air quality than at any other time since
continuous monitoring of air quality began in the 1970s.
Most notably, concentrations of two of the air pollut-
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ants of greatest concern—ground-level ozone and ul-
trafine particulate matter—have generally decreased
across Canada since 2000. By focusing on per-capita
emissions, the Conference Board turns a great air pollu-
tion control story upside down. Of course Canadians are
likely to emit more per capita—we live in a huge, cold-
weather climate with vast transportation needs, and we
service a massive economy to our south with goods and
services, including natural resources.

Contrary to the Conference

Board’s gloomy report, Canada’s
environmental performance is one of
the country’s great success stories.

What’s important about air quality is not absolute
emissions per capita, but whether people and the en-
vironment are being harmed by air pollution. On that
front, the answer is “very few.” But don’t take my word
for it, go to www.yourenvironment.ca and view the air
pollution data for your city. What you’ll find is that air
quality in Canada rarely crosses the thresholds that in-
dicate significant health risk exist. And those thresh-
olds, one should add, are themselves highly conserva-
tive. Canadians need have little concern that breathing
is a dangerous act.

Now, let’s move onto waste generation. First, it’s un-
clear how a metric of waste generation per capita tells
us anything about environmental harm—that would all
depend on how waste is disposed of, not how much one
makes. But Canadians are hardly lackadaisical about
waste minimization and diversion. According to Statis-
tics Canada, 92 percent of households in Canada have
access to recycling programs, and 98 percent of those
households actively recycle: 94 percent recycle glass,
97 percent recycle paper and plastic, and 92 percent
recycle metallic waste.

The same is true for water withdrawals and wastewa-
ter treatment—what matters is not how much we take
out of the environment, it’s whether those withdrawals

actually damage surface water and ground water. On
that score, Canada’s doing just fine. Our recent study,
Canadian Environmental Indicators—Water,
that Canada has made amazing progress in cleaning

showed

up our waterways and keeping withdrawals to ecologi-
cally safe levels.

Finally, about those greenhouse gases. As Environment
Canada points out, Canada’s greenhouse gas levels
have been declining since 2005 on a total mass basis,
on a per capita basis, and on the basis of emissions per
unit of economic productivity. By any measure, Cana-
da’s greenhouse gas emissions are in decline.

Slamming Canada based on an index that looks at in-
dicators tangential to actual environmental and human
health impacts while ignoring the massive progress Ca-
nadians have made in cleaning up and protecting their
environment will not further the cause of environmen-
tal and health protection. Indeed, to the extent that it’s
used to bludgeon Canadian governments into emulat-
ing Ontario’s green power fiasco (where high energy
prices constitute a monthly mugging for Ontario’s poor-
er citizens), the Conference Board report card is likely
to lead to reduced economic productivity for both the
private and public sectors, sapping the very revenues
that are needed to measure environmental progress and
deal with environmental problems that the private sec-
tor can’t, or won't.

Contrary to the Conference Board’s gloomy report, Can-
ada’s environmental performance is one of the coun-
try’s great success stories. It hardly justifies slamming
the country as some kind of environmental laggard and
international lay-about, as the Conference Board would
have us believe. [Hl

Kenneth P. Green is senior
director, Natural Resource Studies
at the Fraser Institute.

KENNETH P. GREEN
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Misguided Minimum Wage
Policies Miss their Target,
Hurt Low-skilled Workers

|

Robert P. Murphy and Charles Lammam

Governments across the country have been hik-
ing their minimum wage. Last year, every Cana-
dian province except for New Brunswick (which
has an increase planned for this year) hiked their
minimum wage. And campaigns are underway,
most notably in Alberta, to boost the wage floor
further, to $15 per hour.

Such a policy appeals to many Canadians because
they think it will help the poor. Yet as our new study,

Raising the Minimum Wage: Misguided Policy, Unintend-
ed Consequences shows, the minimum wage is a very
blunt instrument that arguably hurts the working poor
more than it helps them. It’s time to shift the debate to
more effective policies.

The first step in understanding the limitations of the min-
imum wage is to consider who actually earns the mini-
mum wage. In 2012, 88 percent of Canadian minimum-
wage earners did not live in low-income households, as
measured by Statistics Canada’s Low Income Cut-Off

30 | The Quarterly: News and information for supporters and friends of the Fraser Institute




(LICO), a widely used measure of relative poverty. On
the other hand, the vast majority of workers who lived in
low-income households (83 percent) earned more than
the minimum wage. Put differently, most Canadians
who earn the minimum wage are not “poor,” and most
of the working poor earn more than the minimum wage.

Besides being a blunt instrument

for helping the working poor, there
are outright negative consequences
of the minimum wage. Government
policies that make low-skilled labour
more expensive will cause employers
to hire fewer workers.

These surprising results occur because most minimum-
wage earners are teenagers or young adults. In fact,
nearly 60 percent of minimum-wage earners are aged
15 to 24, with the vast majority of them (85 percent)
living with parents or other relatives. And 20 percent of
minimum-wage earners live with an employed spouse,
meaning there are other earners in the household. Cru-
cially, just two percent of Canadian minimum-wage
earners are single parents with at least one child.

Besides being a blunt instrument for helping the work-
ing poor, there are outright negative consequences of
the minimum wage. A large body of evidence finds that
government policies making low-skilled labour more ex-
pensive will cause employers to hire fewer workers. Our
study reviews the Canadian research, which tends to
find that a 10 percent increase in the minimum wage will
likely decrease employment of teens and young adults
by three to six percent.

It is true that several studies in the United States since
the 1990s have challenged the traditional consensus
among economists that minimum wage laws cause un-
employment, but the Canadian evidence is much sharp-
er and more consistent, partly because of the wider
variance in policy experimentation across provinces.

In any event, there is more at stake than simply the to-
tal number of jobs available for low-skilled workers. If
employers are forced to pay higher wages to low-skilled
workers, then they have the incentive to cut back on
other forms of compensation (such as job training and
health benefits). They might also “pass along” some of
the higher costs of the minimum wage to their custom-
ers, which will have a disproportionate impact on the
poor in some industries (such as fast food restaurants).

In short, the minimum wage is neither an efficient nor an
effective strategy for helping the working poor. Fortu-
nately, there are better options available and with fewer
negative consequences. The Working Income Tax Bene-
fit (WITB), a federal program, represents one important
example. The WITB, first implemented in 2007, provides
a tax credit to low-income workers; it rises with income
up to a maximum refund. At a certain point, the WITB
begins to phase out with additional income, but only
gradually. The crucial advantage of the WITB is that it
more efficiently increases the income of the working
poor without making it harder for employers to hire less
skilled workers.

It is laudable that Canadians want governments to pur-
sue policies that will help the working poor. However,
minimum wage hikes are a blunt instrument that may
perversely hurt the poor by making it harder to find em-
ployment. The WITB is a much more sensible approach
that targets the working poor. Hl

ROBERT P. MURPHY

CHARLES'LAMMAM

Robert P. Murphy is a senior fellow and Charles Lammam
is director of fiscal studies at the Fraser Institute. They
are co-authors of Raising the Minimum Wage: Misguided
Policy, Unintended Consequences.
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What’s your role at the Institute?

My role as the senior economist
in the Centre for Health Policy
Studies is to assess the current
state of Canada’s health care
system and to identify those
policy options that will help
improve it. Research has
consistently shown that it is
possible to achieve a better
functioning universal-access
health care system, with more
freedom and choice, at similar (or
lower) cost—and | see it as part of
my job to help people understand
how to do it.

How did you arrive at the
Institute?

As an international student from
India, | had the good fortune of
being encouraged to enrol in the
co-op program while pursuing my
MA at Simon Fraser University.
And so, in 2009, | applied for,

and received the opportunity to
work as a research intern in the
Institute’s Calgary office. This

was the beginning of what has
developed into a long and fulfilling
career at the Fraser Institute.

Tell us something exciting that
you’re working on now for the
immediate future.

The Canada Health Act has long
been cited as a barrier to reform.
Over the next few months, we will
be undertaking a detailed look

at exactly how restrictive it really
is, and will identify those specific
portions that may need to be
amended in order to introduce the
sort of policies that have enabled
other countries with universal
healthcare to deliver more timely
services at similar or lower cost.

What do you enjoy doing in your
spare time that your colleagues
might not be aware of?

| have long been involved in
various aspects of the creative
and experimental arts. While

this can sometimes include
experiments with emerging
technology, | suppose the
simplest (but also most fun)
manifestation is a grunge band
in which | sing and play guitar.
It’s entirely possible that you
may see me up on stage with my
bandmates the next time you visit
a live music venue in Vancouver
on a weekend night.

32 | The Quarterly: News and information for supporters and friends of the Fraser Institute



No other Canadian think tank generates
as much media and web attention

woawgozmeee: 28 338 $716 MILLION

UP 69% IN 5 YEARS ESTIMATED AD VALUE

OF COVERAGE IN CANADIAN
PRINT, RADIO AND TV,
AND U.S. PRINT

36,500

STUDENTS FROM 1,804 SCHOOLS
WERE INVOLVED IN OUR
EDUCATION PROGRAMS

FRASER INSTITUTE RANK
AMONG 6,846 THINK TANKS
IN THE WORLD

TH 3 2 MILLION UNIQUE VISITORS TO
° FRASER INSTITUTE WEBSITES
UP 68% IN 5 YEARS
FACEBOOK AND
TWITTER FOLLOWERS 28,699

230”% INCREASE
IN 5 YEARS

2011 2015

760 000 PEOPLE REACHED
y BY OUR INFOGRAPHICS

ON FACEBOOK ALONE

CANADA'S #1 RANKED THINK TANK FRASER




Download the
Fraser Institute Mobile App

AVAILABLE NOW

FRASER

>> Google play Apple App Store

Copyright © The Fraser Institute, 2015. The views expressed in this document do not necessarily reflect the views of the supporters, trustees, or staff of the Fraser Institute.



