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Executive Summary

We estimated in our earlier papers that because of the low average incomes
of recent immigrants, the low taxes they pay and the government services
they absorb, the fiscal burden on Canadian taxpayers was over $6,000 per
capita in fiscal year 2005/06, and that the total fiscal burden in that year was
between $16.3 billion and $23.6 billion. The basic methodology employed
in our studies has not been challenged and Jason Kenney, the Minister of
Employment and Social Development cited our studies in a speech as pro-
viding the evidence for “why we [the Government] fundamentally reformed
our immigration system”.

New data now available from the 2011 National Household Survey
(NHS) has allowed us to update our earlier estimate in order to shed light on
the success of the recent major steps taken by the Federal Government to
improve the selection of new immigrants to improve their economic pros-
pects. We found that the annual net fiscal transfer to recent immigrants is
significantly lower at $5,329 per capita than the $6,000 we had found in
our previous analysis. However, because the number of immigrants receiv-
ing this transfer has increased substantially, the total fiscal burden has risen
from $16 to $24 billion in 2005, to $20 to $28 billion in 2010, to $27 to $35
billion in 2014.

One of the government policies that have led to the reduction in the
per-capita fiscal burden involved the elimination of the backlog of hundreds
of thousands of immigrants who had already met the specified points criteria
established for admission. Since this points system had produced the poor
economic performance of recent immigrants that led to the fiscal burden we
had calculated and because a number of other problems were associated with
this backlog, the government basically terminated the automatic admission
of around one million already approved immigrants.

More important, the government introduced a number of policies
to improve the economic prospects of immigrants. These policies involve:
improved selection criteria in the Federal Skilled Worker program; the intro-
duction of the Canada Experience Class, which gives preference to immi-
grants who have already demonstrated their labour-market skills in Canada
as Temporary Foreign Workers or students; the implementation of the Federal
Skilled Trades program for immigrants in 43 targeted occupations with job
offers in their trades; an expansion of the Provincial Nominee Programs,
whereby provincial government are able to identify immigrants with skills and
experience needed in provincial labour markets; and reform of refugee policy.
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While these new policies are in the spirit of the recommendations we
had made in our earlier studies, they failed to implement the more radical
policy we had proposed. We had suggested a more complete reliance on
private-market information to select economic immigrants only if they pos-
sessed a job offer from a Canadian employer paying at least the average wage
of Canadians in the region where the employer is located.

Most important, these reforms did not address the fundamental issue
facing Canadian immigration policies: it left unchanged the total number
admitted annually. As a result, while the new criteria lower the per-capita
burden, the total fiscal burden continued to rise and will continue to do
so in the future. The 260,000 to 285,000 planned immigrant admissions
announced by the Immigration Minister for 2015 will add from $1.4 billion
to $1.5 billion to the burden annually, with a similar increment every year
thereafter as long as the high targeted level of immigration is maintained.

We conclude that the new policies adopted by the government serve
Canadians well by reducing the per-capita fiscal burden of immigrants but
suggest that more policies in this spirit are needed and that the number of
annual immigrants needs to be reduced to bring about a substantial reduc-
tion in total fiscal burden imposed by new immigrants on Canadian taxpayers.



Introduction

As Milton Friedman so wisely observed: “You cannot simultaneously have
free immigration and a welfare state” (Friedman, 1999). This, of course, is an
observation based on pure free-market economic theory. If people can immi-
grate, they will as long as they can improve their standards of living enough
to offset the economic and non-economic costs of moving. The higher social
benefits usually offered in the destination country contribute to higher living
standards for immigrants just as wages do and are thus part of the economic
benefits of immigration weighed by immigrants. But unlike wages, which
reflect the immigrants’ contribution to the destination country’s output, fiscal
benefits must be paid for by the population already living in the destination
country, creating a net fiscal burden on the country’s existing residents and
consequently reducing their living standards. The tendency of immigrants to
be attracted by social benefits is based on the economic theory of maximizing
utility, where it is posited that more after-tax income including social benefits
is preferred to less. The extent to which immigration generates a net fiscal
burden, however, is an empirical question that depends largely on the extent
to which immigrants earn less than other Canadians and thus pay less tax
for the services they receive, which, as a general rule, are the same as those
received by other residents. The exact magnitude of any net fiscal burden is
an empirical question that can only be answered by the type of analysis (and
resulting estimate) offered in this paper.

Our previous estimate (Grubel and Grady, 2011, 2012) that recent
immigrants coming to Canada between 1987 and 2004 received fiscal trans-
fers of over $6,000 per capita in fiscal year 2005/06 and that the fiscal burden
in that year was about $16 to $24 billion per year gave rise to much contro-
versy because of its obvious implications for a restrictive immigration policy
(Javdani and Pendakur, 2011)." But our methodology remains the only one
yet offered that is capable of producing credible estimates of the net fiscal
cost of immigration and so can serve as a guide for the development of an

1. Our earlier estimates produced using census data were made to refine the cruder esti-
mates first produced by Grubel (2005). It is our intention to update the estimates when-
ever significant new data is released or new information comes available. And we will
continue to refine our methodologies based on the comments we receive. For that reason,
we welcomed the criticisms of Javdani and Pendakur (2011), which we believe helped
us to improve the quality of our estimates. Moreover, since we believe that our meth-
odology is the only credible scientific approach that has been offered, we were pleased
that they adopted it even though they made some assumptions we regard to be highly
questionable. »
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evidence-based immigration policy. Indeed, the Minister of Employment
and Social Development cited it as providing the evidence for “why we [the
Government]| fundamentally reformed our immigration system” (Kenney,
2014:17). This indicates that no plausible alternative methodology for assess-
ing the fiscal implications of immigration exists.

Since new data for 2010 is now available from the 2011 National
Household Survey (NHS), which, we note, is itself a subject of some contro-
versy (Grady, 2015a), we have updated our earlier estimate to incorporate this
most recent information. This is important because the Federal Government
has taken a number of major steps to improve the selection of immigrants
from the point of view of their labour-market readiness and it is important
to determine if they are sufficient to halt the growing fiscal cost of immigra-
tion identified in our earlier papers. An assessment of the impact of these
measures on the various immigration streams is provided in Grady, 2015b.

Since we support the main thrust of the Government’s immigration
policy reforms to refocus immigration policy more on economic class immi-
grants who are more likely to succeed in the competitive Canadian labour
market, we are pleased to report that our new estimate of the net fiscal trans-
fer to recent immigrants is significantly lower at $5,329 per capita per year
in 2010 than our previous estimate of $6,051 in 2005, subsequently revised
to $6,329 (Grubel and Grady, 2011, 2012).

The Federal Government’s efforts to select immigrants who are pre-
pared to succeed in Canada’s labour market must be given full credit for their
ambitiousness. Indeed, they encountered much resistance and were severely
attacked by the immigration lobby, which strongly opposes any actions to
restrict unimpeded mass immigration. The most important measure intro-
duced was the elimination of the growing backlog of immigrants who had
met the specified points criteria established for admission and who hence
had to be admitted under the legal interpretation of the phrase “shall be
admitted” in the Immigration and Refugee Protection Act. The prospective
immigrants already selected numbered around a million and been waiting
to be admitted for years and were not getting any younger. The problem was
that the Government had determined that, if admitted, they would be likely

Specifically, the difference between our estimates and Javdani and Pendakur’s
can be attributed to two assumptions. First, Javdani and Pendakur used estimates of
the incomes of immigrants that arrived over the period from 1970 to 2004, which were
higher than the incomes of the 1987—-2004 immigrant cohort used in our study because
the immigrants admitted in the earlier period came mostly from traditional source coun-
tries and earned much higher incomes than more recent cohorts of immigrants. Second,
they assumed that 10% of total government spending involved “pure public goods” such
as defence, to which they believe immigrants need not contribute. It is noteworthy that
in spite of making these unreasonable assumptions, they still ended up with a significant
cost of recent immigration.
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to experience labour-market difficulties stemming from their inadequate
employment and language skills, thus exacerbating the growing income gap
between recent immigrants and other Canadians.

The wide-ranging reforms introduced by the Government refocused the
selection of immigrants more on employability and less on education, following
the Australian and New Zealand models (Hawthorne, 2011) and moving mod-
estly in the direction we discussed in our earlier papers (Grubel and Grady, 2011,
2012). This included: improved selection criteria in the Federal Skilled Worker
program; the introduction of the Canada Experience Class, which gives prefer-
ence to immigrants who have already demonstrated their labour-market skills
in Canada as Temporary Foreign Workers or students; the implementation of
the Federal Skilled Trades program for immigrants in 43 targeted occupations
with job offers in their trades; and an expansion of the Provincial Nominee
Programs, whereby provincial government are able to identify immigrants with
skills and experience needed in provincial labour markets.

While it is a source of concern that the per-capita improvement in the
net fiscal burden identified in this paper is relatively modest given the relative
ambitiousness of the reforms in selection introduced (which however stopped
short of basing admission on a job offer paying higher than the average wage
as recommended in our earlier papers even for economic class immigrants),
it is even more worrying that the overall net cost of fiscal transfers to recent
immigrants has continued to grow, reaching $20 to $28 billion in 2010 (and
$27 to $35 billion in 2014), up from our earlier estimate of $16 to $24 billion in
2005. To put this number in perspective, it is large enough to account for a sub-
stantial proportion of the $56.9 billion Canadian consolidated government-
sector net borrowing in 2013 (the latest year available at the time of writing).

On the other hand, it is encouraging to note that the Government has
introduced a new Express Entry Program effective January 2015 (Government
of Canada, 2015). This program promises further improvement in the per-
formance of immigrants by allowing prospective immigrants to submit pro-
files and then inviting the top-ranking candidates to submit applications for
permanent residence under several existing federal programs designed to
attract the most able immigrants with job offers and/or skills and experience.
(It also makes the applicant inventory available to provincial and territorial
governments for use in their Provincial Nominee Programs.)

Obviously, however, the success of this Express Entry Program cannot
be evaluated until enough time has passed to generate reliable data on the
performance of those selected. A concern we have with the Express Entry
Program is that it is not clear if it puts an adequate emphasis on selecting
high-wage immigrants. If not, it could still allow applicants to qualify who
would impose a net fiscal burden on Canadian taxpayers. There is also the
question of the number and performance of family-class immigrants admit-
ted that accompany or are sponsored by the Express Entry immigrants.
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The Data

The new data that is now available in the convenient form of a Public Use
Microdata File (PUMF) on CD comes from the 2011 National Household
Survey (Statistics Canada, 2014a). This was a voluntary survey that replaced
the long-form census questionnaire. While such statistical changes are usu-
ally boring affairs only noted by statisticians and economists, this replacement
turned out to be anything but, triggering the resignation of the Chief Statistician
and igniting a controversy that is still raging more than four years later, with
a bill to reintroduce the mandatory long-form questionnaire being debated
and angry op-ed pieces still appearing in the Globe and Mail (Jacobsen, 2014).

When the new National Household Survey (NHS) was published, like
most economists and commentators, we had fairly low expectations. We
thought that it would probably turn out to be fairly useless as claimed by many
economists because of the low response rates often associated with volun-
tary surveys and because of the difficulty of making comparisons of data of
interest across time given the change in methodology. We recognized that
the long form had the advantage of consistency of approach across time and
that this facilitated intertemporal comparisons of data.

But when we actually looked at the 2011 NHS, we were pleasantly sur-
prised. The first thing we noted about the PUMF was that it was free, which is
something as economists we cannot ignore. This was a particularly welcome
development as the 2006 Census PUMF we used in our previous estimate
cost $1,150 plus 5% GST, which we had to pay out of our own pockets. It can-
not be emphasized too much that Statistics Canada’s new policy of making all
its data available free of charge to all Canadians is a great improvement over
its previous policy of restricting access through high user fees. In our view,
this should be quite helpful in encouraging researchers to actually use the
data and not just result in the collection of data for its own sake. The previ-
ous policy of spending vast sums of money on collecting data that were too
expensive for many researchers to use did not make much sense. Once the
data was collected, they were in effect a public good, which could and should
be provided to all at a zero marginal cost.

Statistics Canada notes in the user guide (2014a: 5) that the content
of the 2011 PUMEF is largely the same as that of the 2006 PUME. It cautions,
however, that there are various changes, resulting from content changes in
the 2011 NHS, as well as the creation of new variables from existing questions
or the use of updated classifications on existing questions. These include: the
addition of 20 new variables; the removal of 13 old variables; and a change of
universe to Mobility, Generation status, and Place of birth of parents variables.
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On examining the data, we were pleased to discover that the basic structure
of the long-form questionnaire had been retained and that a key question was
included allowing respondents to link their responses to their tax forms as
had been done in the census long form. This resulted in the preservation of
most of the data series collected in the census and in a database that even used
the same names for most of the 124 variables included. Thus, the computer
code we had previously used to process the long-form data only required
relatively minor adjustments to work with the NHS data. The sample size
included in the PUMEF of 887,012 was also comparable, representing 2.7% of
the Canadian population.

A concern we had in using the data was that its integrity would be com-
promised by a low response rate. This concern, happily, was alleviated by the
rigorous reliability checking carried out by Statistics Canada and reported in
the dictionary and PUMEF user guide. A very sophisticated statistical meth-
odology was used for sampling and weighting to ensure that the sample was
representative of the population. This is the approach that Statistics Canada
has pioneered and used with great success with all its voluntary surveys to
produce reliable information. Statistics Canada’s statisticians are definitely
professionals capable of getting the most information out of voluntary surveys.

With a sampling rate of about three in 10 and an overall response rate of
68.6%, Statistics Canada estimated that about 21% of the Canadian population
participated in the NHS (2014b: 12). Not coincidentally, this is comparable to
the population participating in the long-form census questionnaire in 2006,
which was provided to one in five households. Thus it is hard to argue that
Statistics Canada did not obtain information from enough people.

While the response rates to the individual questions were lower than
in the 2006 Census as expected with a voluntary survey (59.3% compared
to 67.4% for income; and 57.6% ccompared to 76.6% for income tax paid),
the data was judged to be of publishable quality by Statistics Canada after
its usual rigorous editing and consistency checks and comparisons with the
Survey of Labour and Income Dynamics (SLID)? and the Annual Estimates
for Census Families and Individuals or T1 Family File (T1FF), an income tax
data file prepared for the Canada Revenue Agency (CRA).

According to Statistics Canada (2014c: 15-16), the estimates of the
number of income recipients from the NHS estimates of 2010 income are
between the estimates from the 2010 SLID (3.2% lower) and the 2010 T1FF
(2.7% higher). But the NHS estimate of median total income was 4.0% greater
than that from the 2010 SLID and 2.3% more than in the 2010 T1FF. Estimates
of income tax from the NHS are also between the SLID and the T1FFE.

2. Incidentally, the last release from the Survey of Labour and Income Dynamics was
June 27, 2013. Thus, this source of information will not exist as a crosscheck for future
National Household Surveys.
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Based on the relative closeness of these comparisons and Statistics
Canada’s confidence in the reliability of the data as evidenced by their will-
ingness to publish the survey results, albeit with the usual caveats about the
reliability of the more granular data based on fewer observations, we are def-
initely comfortable enough to use it in this paper to update our estimates of
the net fiscal cost of recent immigration.

A remaining issue with the NHS data is that it does not provide a break-
down by year of immigration prior to 1990, but instead groups the data for
all immigrants admitted between 1985 and 1989 together. Since our previ-
ous estimate was for recent immigrants admitted after 1987 because this was
the year that immigration was stepped up with a larger proportion of immi-
grants coming from non-traditional source countries, we have revised our
definition of recent immigrants to include immigrants admitted after 1985.
This means that immigrants admitted in 1985 and 1986 are included in our
sample this time when they were not in our earlier papers. This will bias our
estimate of per-capita net fiscal cost downward and our estimate of total fis-
cal cost upward. Correspondingly, the category “Canadian residents exclud-
ing recent immigrants” includes everybody else, that is, the native born and
immigrants landing before 1985.

While the NHS data did not pose any problems when we were preparing
our estimate, we did have to overcome a significant data gap in seeking to obtain
the Consolidated Government Sector data from the Financial Management
System that is also used in our calculations. The last fiscal year published is
2008/09, which was released in May 3, 2010 (Statistics Canada, 2010). This
government-sector data, which is no longer published, is important because it
provides a functional breakdown of expenditures, which can be used in allocat-
ing spending to beneficiaries. Unfortunately, Statistics Canada has now moved
to publishing Government Finance Statistics using the international standard
system developed by the International Monetary Fund. While this data is useful
for many international comparative purposes, it lacks the detailed program-
matic breakdown of spending by function derived from program budgeting.

Statistics Canada’s decision to no longer publish functional detail of
expenditures is surprising as most analysts require such detail to develop
an understanding of what governments are actually spending their money
on. A breakdown by economic object does not suffice to fill this gap. It is
important to know if governments are spending on such areas as education,
health or social programs, and not just on such categories as compensation
or non-wage goods and services. And the problem is compounded for federal
systems where the functional spending is divided among different levels of
government. In a unitary state, a functional breakdown can usually be easily
produced from the annual budget, but this is a much more difficult task when
there are many provincial and municipal governments, each with their own
budgets that need to be consolidated.
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It is ironic that every time we carried out a Public Expenditure Review
for the World Bank in some developing country we would have to either
obtain or prepare a functional breakdown of government spending as an
essential input to our review of public spending priorities yet Canada, with
arguably the world’s best statistical agency, no longer prepares such basic
information.

If we were to follow exactly the same methodology as we did in our
two previous estimates, we would use fiscal data for fiscal year 2010/11 with
our NHS data for calendar 2010. However, since the data for that year is not
available, we have to use the data on revenues and expenditures for 2008/09,
the latest year available, as a proxy. This probably biases downward our net
fiscal costs estimates of both per-capita and total costs.

The Estimate

Income

The tabulation of the income and tax data from the NHS is shown in table 1.
It covers the cohort of 3.7 million immigrants who arrived in Canada over the

period of 24 years from 1985 to 2009, as represented by the sample of 104,604

immigrants in the database.® In 2010, they had an average income of $32,922

on which they paid an average of $4,567 in income taxes. The comparable fig-
ures for all Canadian residents excluding recent immigrants were an average

income of $41,935 and income taxes of $6,885, based on the entire sample

of 774,210 individuals but only including those aged 15 and over for whom

data was also available. This represented 28.9 million people. The table also

shows the average employment income for the two groups (also used in the

per-capita cost calculations in table 2). The main differences between income

and employment income are that the former includes transfer payments as

well as earnings from investments.

3. Recent immigrants arriving in 2010 (and first four months of 2011), who were in the
full sample, were not included in the sample used as they were not in the country for a
full year in 2010 (or not at all) and would thus bias downwards the income and tax esti-
mates. Also not included in the income and tax compilations were: immigrants for whom
the income and tax data was not available; or immigrants under 15 for whom the data

was not applicable.
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Table 1: Income and taxes paid by recent immigrants and other Canadians in 2010

Average Average Average Income Number of Population
Income Employment Tax Paid Observations
Income in Survey
(1) Recent immigrants 1985-2009 $32,922 $27,230 $4,567 104,644 3,696,683
(2) All Canadian residents except $41,935 $30,581 $6,885 774,210 28,863,389
recent immigrants
@/ @ 78.5% 89.0% 66.3%

Note: Recent immigrants are compared with all Canadian residents excluding recent immigrants since they are the most relevant

comparator group.

Source: Calculations by authors made from the 2011 National Household Survey PUMF (Statistics Canada, 2014a). Total income is pro-
vided by the variable totinc in the file, and income tax by the variable inctax, both of which are averaged across individuals to calculate
averages. All recent immigrants and Canadian residients reporting income or income tax were included in the sample. The main differ-
ences between income and employment income are that the former includes transfer payments as well as earnings from investments.

fraserinstitute.org

The last row of table 1 shows the ratio of the average income of immigrants
to the average income of all Canadian residents excluding recent immigrants:
78.5%; and the ratio of employment income: 89.0%; and the ratio of income taxes
paid: 66.3%, which was derived by dividing rows (1) and (2). The income ratios
are larger than the tax ratio because the progressivity of the income-tax system
results in all Canadian residients except recent immigrants paying a proportion-
ately higher amount in taxes than recent immigrants because of their higher
incomes. The ratio for taxes paid of 66.3% is used in calculating income tax in
table 2. It is noteworthy that all of the ratios used are slightly higher than in our
previous estimates, indicating that the relative performance of recent immi-
grants has improved, undoubtedly because of the improved selection under
the Conservative Government’s reformed immigration policy.

Taxes

The data on income and taxes compiled from the NHS is used in table 2 to
allocate the government revenues in Canada that are raised not only through
the personal income taxes, but also through all the other taxes and revenue
sources. The types of taxes are shown in column (1), while column (2) gives
the total revenue raised by each type of tax. Column (3) shows the percentage
distribution of revenues among the various categories. Column (4a) translates
this total into per-capita amounts, based on the country’s estimated popula-
tion of 33.246 million on July 1, 2008, which corresponds most closely with
the 2008/09 fiscal year. Column (4b) adjusts this amount so that it represents
taxes paid by Canadian residents excluding recent immigrants.



Immigration and the Welfare State Revisted / 9

Table 2: Taxes paid by recent immigrants and other Canadians, all levels of
government, 2008/09

@ 2 3 (4a) (4b) 5) (6) @
Type of tax Total revenue Distribution of Total revenue  Total revenue Taxes paid by Taxes paid  Difference in
raised total revenue raised per raised per recent immigrants  per capita per-capita
($ millions) (%) capita, all  capita, Canadian as % of taxes paid by recent  tax; (6)-(4b)
Canadians residents by all Canadian ~ Immigrants %
€ excluding recent residents excluding [€3)
immigrants recent immigrants
®) 5
Personal income 196,632 33.9 5,914 6,150 66.3 4,079 -2,071
taxes
Health & social 93,850 16.2 2,823 2,823 100.0 2,823 0
insurance levies
General sales 67,001 115 2,015 2,066 78.5 1,622 -444
taxes
Corporate taxes 56,828 9.8 1,709 1,857 30.0 557 -1,300
Property and 52,460 9.0 1,578 1,617 78.5 1,270 -348
related taxes
Other taxes and 113,733 19.6 3,421 3,507 78.5 2,753 -754
revenues
Total 580,504 100 17,461 18,019 na. 13,103 -4,916

Note: The total taxes paid include those paid by recent immigrants. The dollars per capita figures paid by Canadian residents ex-
cluding recent immigrants were calculated taking into account the ratio of taxes paid by recent immigrants so that the sum of the
dollars paid by the two groups weighted by their share of the population equals the total taxes paid. Personal income taxes includes
taxes on payments to non-residents. Health & social insurance levies includes payroll taxes. Corporate taxes includes capital taxes,
and natural resource licenses and fees. Property and related taxes excludes capital taxes. Other taxes and revenues includes all other
revenues except for the sales of goods and services of $53,168 million, which are excluded. The total consolidated government rev-
enue reported by Statistics Canada including the sales of goods and services adds up to $633,672 million.

Source: Statistics Canada, 2010; calculations by authors.

The crucial estimate for our analysis is the taxes paid per capita by
recent immigrants in each of the types of taxes, as shown in Column (6). It
is unfortunate that this information is not available from publically available
sources, nor can it be extracted from the PUMF database. Therefore, the
ratios shown in Column (5) are based on assumptions spelled out below, but
are deliberately biased in favour of overstating rather than understating the
amounts of taxes paid by immigrants. Thus, the ratio for health and social
insurance levies is assumed to be 100% on the grounds that these taxes are
levied on only a maximum level of income that is reached by most immi-
grants. The ratio for general sales taxes is assumed to be 78.5% on the grounds
that the federal value-added tax and provincial sales taxes are levied on con-
sumer expenditures that are related to average income ratios. The ratio for

fraserinstitute.org
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corporate income taxes is assumed to be 30% because recent immigrants
are judged likely to hold only small amounts of common stocks that bear the
burden of the corporate income tax. In support of this assumption, we note
that according to the PUMF data the immigrants’ investment income is only
a fraction of the average for all Canadians and that this probably includes
a disproportionate amount of investments other than corporate stocks. It
was assumed that the amounts paid as property and related taxes and other
taxes were related to total income. The last row in table 2 shows the sum of
all taxes paid by the average recent immigrant ($13,103) and the average of all
Canadian residents excluding recent immigrants ($18,019) in the fiscal year
2008/09 (ending March 31, 2009). Thus recent immigrants paid on average
$4,916 less than non-recent immigrants, which gives us the tax part of the
net cost of recent immigrants to the fisc.

Benefits received

Our updated calculations of the expenditure component of the net fiscal
transfer to recent immigrants are presented in table 3. Column (1) lists the
different types of spending programs, column (2) total expenditures, and col-
umn (3a) expenditures per capita for all Canadians based on a population of
33.2 million as of July 1, 2008. The amounts in table 3 represent the spend-
ing by all levels of Canadian government, consolidated so as to remove inter-
governmental transfers. Program spending excludes debt-service payments
of $43.634 billion, which do not provide current services for Canadians and
immigrants. This exclusion is considered reasonable on the grounds that, to
the extent that the past deficits necessitating the interest payments resulted
in the creation of tangible assets like infrastructure and the maintenance of
intangible assets like freedom and the Canadian way of life, they provide bene-
fits that accrue equally to Canadians and immigrants. Column (3b) adjusts
these figures to make them applicable to non-recent immigrants.

The figures in column (4) are central to the calculation of net fiscal
costs presented in the next subsection. They show the percentage assumed
to apply to the benefits received on average by recent immigrants relative to
the benefits received by all Canadians under each type of program. In most
columns, this figure is 100% and reflects the view that recent immigrants
benefit as much per-capita as do other Canadians. In some cases, such as
in the category, Environment, the underlying rationale should be obvious.
Most readers will agree that all persons in Canada benefit equally from the
maintenance or improvement in the quality of the environment. Most of the
other spending categories to which the 100% figure has been applied should
be similarly obvious and were discussed in our previous papers, which we do
not propose to duplicate here (Grubel and Grady, 2011, 2012).
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Table 3: Benefits received by Canadian residents excluding recent immigrants,
all levels of government, 2008/09

(€h) () (3a) (3b) 4 %) (6)
Type of government expenditure Total Per-capita  Per-capita Benefits received Per-capita Difference in
(program spending) expenditure  benefits benefits by recent benefits per-capita
($ millions) received by received by Immigrants (% of  received benefits
all Canadian non-recent Canadian residents by recent (5)-(3b)
residents immigrants excluding recent Immigrants $
(€] (€] immigrants) (€]
General government services 22,822 686 686 100.0 686 0
Protection of persons and property 50,790 1,528 1,566 78.5 1,229 -337
Health 121,577 3,657 3,657 100.0 3,657 0
Social services 190,276 5,723 5,723 100.0 5,723 0
Education
Elementary and secondary education 50,941 1,532 1,510 113.0 1,706 196
Post-secondary education 39,670 1,193 1,134 146.0 1,656 522
Special retraining services 3,615 109 109 100.0 109 0
Other education 1,506 45 45 100.0 45 0
Recreation and culture 16,306 490 490 100.0 490 0
Labour, employment, and immigration 2,395 72 70 120.0 85 14
Housing 6,120 184 182 110.0 200 18
Regional planning and development 2,775 83 83 100.0 83 0
Transportation and communication 32,197 968 968 100.0 968 0
Resource conservation; industrial development 19,975 601 601 100.0 601 0
Environment 16,933 509 509 100.0 509 0
Foreign affairs and international assistance 6,508 196 196 100.0 196 0
Research establishments 2,268 68 68 100.0 68 0
Other expenditures 945 28 28 100.0 28 0
Total 587,619 17,675 17,628 18,042 414

Note: Spending categories for which the immigrants are estimated to receive lower or higher benefits are shown, e.g., Protection of

persons and property.

Source: Statistics Canada, 2010; calculations by authors.
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Turning now to a discussion of the spending categories for which the
recent immigrants are estimated to receive lower or higher benefits. For pro-
tection of persons and property, we assume that the benefits from protection
are proportional to income. Since the income of recent immigrants is 78.5%
of that of Canadian residents excluding recent immigrants, this figure is used.
It should be noted that this is a conservative assumption as a case could be
made for using a figure of 100% since it could be argued that recent immi-
grants benefit just as much as other Canadians from the prevention of crime
and many live in urban areas with higher crime rates that require higher per-
capita expenditures on police.

The percentage for spending on education is based on an analysis of
the underlying components, most notably primary and secondary education,
and post-secondary education (Statistics Canada, 2010). For primary and
secondary education, it is assumed that recent immigrants obtain a benefit
of 113% of the amount for Canadian residents excluding recent immigrants.
This reflects the fact that, according to the NHS, recent immigrants received
a per-capita share of child benefits that is almost double that received by non-
immigrant families, but it also makes a generous allowance for the fact that
the child benefit is income tested, inflating this number somewhat. For post-
secondary education, it is assumed that the benefit is 146% of the average of
non-recent immigrants, reflecting the fact that school attendance above the
age of 19 for recent immigrants is correspondingly above the Canadian aver-
age, as noted by Javdani and Pendakur (2011).

Spending on labour, employment, and immigration is assumed to
benefit immigrants 20% more than other Canadians because they have more
dealings with the government on immigration issues related to the family
reunification program, the processing of refugee claims, and related issues.
The low average incomes of immigrants also lead to the use of more benefits
under programs that deal with labour markets and employment.

Housing is the final category of spending that recent immigrants are
assumed to use more than other Canadian residents. The assumption is that
immigrants benefit by 10% more on the grounds that upon arrival many have
temporary access to free or heavily subsidized housing while they settle and
find employment. Furthermore, the many low-income immigrant families
benefit disproportionately from government programs designed to make
housing more affordable, particularly in the urban areas where they tend to
settle. Again, it could be argued that these are fairly conservative assumptions.

In total, the difference in the average per-capita amount of benefits of
recent immigrants is $414 (shown in the last row of table 3). This is equal to
the $18,042 in total benefits received by recent immigrants minus the $17,628
received by other Canadian residents.
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The net fiscal cost

The net fiscal cost imposed on other Canadian residents by recent immigrants
through provisions of the welfare state can be calculated by adding the lower
taxes paid by recent immigrants to the higher spending benefits, that is, the
$4,916 in lower taxes plus the $414 in higher benefits for a total net fiscal bene-
fit of $5,329. This estimate of the per-capita net fiscal cost in 2010 of recent
immigration over the period from 1985 to 2009 is the most important find-
ing of this paper. Note that it results primarily from the lower taxes paid by
recent immigrants and not from higher fiscal benefits from greater spending.

There are two possible estimates for the number of recent immigrants
in the country in 2009 who were admitted over the period from 1985 to 2009.
The first comes from the NHS itself. According to it, there were 3,696,683
recent immigrants arriving between 1985 and 2009 who were still in the coun-
try in 2010. If this is multiplied by the per-capita cost, the total cost of recent
immigrants in 2010 would be $19.7 billion (excluding immigrants admitted
in 2010 and not residing in the country for the complete year). Alternatively,
the second estimate of recent immigrants comes from the administrative data
from Citizenship and Immigration Canada. It shows that 5,307,597 immi-
grants were admitted from 1985 to 2009. This figure is higher than that from
the NHS because it includes all immigrants who legally entered the country
and makes no allowance for those who subsequently emigrate. It is also based
on administrative data that is comprehensive and not subject to sampling
errors like the NHS. If this administrative figure is multiplied by the per-
capita cost, the total cost of recent immigrants in 2010 would be significantly
higher at $28.3 billion.

Further, if you add the 1,298,449 immigrants arriving between 2010
and 2014 from the administrative data, the total fiscal cost of immigration
would be increased by another $6.9 billion, yielding an estimated range of
$26.6 to $35.2 billion.

Barring a miraculous improvement in earnings, the net fiscal cost of
recent immigrants will continue to grow as more immigrants are admitted. At
a per-capita net fiscal cost of $5,329, the 260,000 to 285,000 planned immi-
grant admissions announced by the Immigration Minister for 2015 should
add another $1.4 billion to $1.5 billion to the cost, with a similar increment
coming every year thereafter as long as the high targeted level of immigra-
tion is maintained. All this is, of course, subject to the proviso that there is
no dramatic further improvement in the labour market performance of new
immigrants that is sufficient to offset their growing numbers.
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Conclusions

The net fiscal cost of immigration has continued to increase in spite of the
extremely ambitious immigration policy reforms introduced by a Conservative
Government committed to ensuring that immigration produces benefits and
not costs for Canada. Reforms to immigrant selection like those introduced
since 2006 by the Conservative Government can be, and have been, success-
ful in reducing the per-capita cost of immigration. Nevertheless, based on the
results so far, it is hard to see how such reforms can produce large enough
reductions in the per-capita fiscal cost of newly admitted immigrants to stem
the growing absolute net fiscal cost of mass immigration. This is because the
improved selection criteria only apply to the principal applicants admitted
and not to the related family class immigrants who are much more numer-
ous and tend not to be as economically successful.

fraserinstitute.org



References

Friedman, Milton (1999). Interview given at the 18" Annual Institute for
Liberty and Policy Analysis (ISIL) World Libertarian Conference, San Jose,
Costa Rica (August 20-22).

Government of Canada (2015). Express Entry. <http://www.cic.gc.ca/english/

immigrate/express/express-entry.asp>.

Grady, Patrick (2015a). Time to Face the Fact that the National Household
Survey Is Just the Compulsory Long-Form Census Made Voluntary.
February 6. <http://www.global-economics.ca/NHS_comments.htm>.

Grady, Patrick (2015b). An Assessment of the Impact of Conservative
Immigration Reform on the Labour Market Performance of Immigrants.
Global Economics Policy Paper 2015-2. <http://www.global-economics.ca/
immigration_conservative_policies_2012.pdf>.

Grubel, Herbert (2005). Immigration and the Welfare State in Canada:
Growing Conflicts, Constructive Solutions. Public Policy Sources 84. Fraser
Institute. <http://www.fraserinstitute.org/research-news/display.aspx?id=13108>.

Grubel, Herbert, and Patrick Grady (2011). Immigration and the Welfare
State 2011. Studies in Immigration and Refugee Policy (May). Fraser
Institute. <http://www.fraserinstitute.org/research-news/display.aspx?id=17546>.

Grubel, Herbert, and Patrick Grady (2012). Fiscal Transfers to Immigrants
in Canada: Responding to Critics and a Revised Estimate. Studies in
Immigration and Refugee Policy (March). Fraser Institute. <http:/www.
fraserinstitute.org/research-news/display.aspx?id=18103>.

Hawthorne, Lesleyanne (2011). Competing for Skills: Migration Policies
and Trends in New Zealand and Australia. Prepared for the New Zealand
Department of Labour with funding from the Australian Government/
Department of Immigration and Citizenship. <http://www.border.gov.au/
ReportsandPublications/Documents/research/migration-policies-trends-fullreport.

pdff#tsearch=Hawthorne,%20Lesleyanne>.

fraserinstitute.org / 15


http://www.cic.gc.ca/english/immigrate/express/express-entry.asp
http://www.cic.gc.ca/english/immigrate/express/express-entry.asp
http://www.global-economics.ca/NHS_comments.htm
http://www.global-economics.ca/immigration_conservative_policies_2012.pdf
http://www.global-economics.ca/immigration_conservative_policies_2012.pdf
http://www.fraserinstitute.org/research-news/display.aspx?id=13108

16 / Immigration and the Welfare State Revisted

fraserinstitute.org

Jacobson, Paul (2014). Policy Making Suffering in Canada without

the Long-form Census. Globe and Mail (November 5): <http://www.
theglobeandmail.com/report-on-business/its-time-policy-makers-return-to-the-long-
form-census/article21462343/>.

Javdani, Mohen, and Krishna Pendakur (2011). Fiscal Transfers to
Immigrants in Canada. Metropolis British Columbia Working Paper No.
11-08. <http://mbc.metropolis.net/assets/uploads/files/wp/2011/WP11-08.pdf>.

Kenney, Jason (2014). Speaking Points for the Minister of Employment and
Social Development at the Toronto Region Board of Trade (November 6).
<https://www.bot.com/Portals/O/unsecure/Newsroom/Speeches/20141106JasonKenney.pdf>.

Statistics Canada (2009). 2006 Census Public Use Microdata File
(PUMEF) Individuals File Documentation and User Guide. Catalogue no.
95M0028XVB.

Statistics Canada (2010). CANSIM table 385-0001. Consolidated
Federal, Provincial, Territorial and Local Government Revenue and
Expenditures, Annual (Dollars) (Table). <http://wwwS5.statcan.gc.ca/cansim/
a26?lang=eng&id=3850001>, as of July 31, 2010.

Statistics Canada (2014a). 2011 National Household Survey Public Use
Microdata File (PUMF) Individuals File. Catalogue no. 95M00081.

Statistics Canada (2014b). NHS User Guide. Catalogue no. 99-001-
X2011001.

Statistics Canada (2014c). Income Reference Guide: National Household
Survey, 2011. Catalogue no. 99-014-X2011006.



Immigration and the Welfare State Revisted / 17

About the Authors

Patrick Grady

Patrick Grady is an economic consultant with globaleconomics.ca. He is a for-
mer senior official in the federal Department of Finance and Bank of Canada.
Mr. Grady has an A.B. in political science from the University of Illinois
and a M.A. and Ph.D. in economics from the University of Toronto. He has
written many articles and five books on economic and fiscal issues, includ-
ing The Economic Consequences of Quebec Sovereignty (Fraser Institute) and
(with Alan Freeman) Dividing the House: Preparing for a Canada without
Quebec (Harper Collins Canada). As a consultant, he has worked for govern-
ments and corporations across Canada and for the World Bank, IMF, United
Nations, and the Asian Development Bank in more than 35 countries in
Europe, Asia, Africa, Latin America, and the Caribbean.

Herbert Grubel

Herbert G. Grubel is Emeritus Professor of Economics from Simon Fraser
University in British Columbia. He has a B.A. from Rutgers University and a
Ph.D. in Economics from Yale University. He has taught full-time at Stanford
University, the University of Chicago, and the University of Pennsylvania. He
has also had temporary appointments at universities in Berlin, Singapore,
Cape Town, Nairobi, Oxford, and Canberra. Mr Grubel was the Reform Party
Member of Parliament for Capilano-Howe Sound from 1993 to 1997, serv-
ing as the Finance Critic from 1995 to 1997. He has published 16 books and
180 professional articles in economics dealing with international trade and
finance and a wide range of economic policy issues.

Acknowledgments

The authors acknowledge the helpful comments and insights of several an-
onymous reviewers. Any remaining errors or oversights are the sole respon-
sibility of the authors. As the researchers have worked independently, the
views and conclusions expressed in this paper do not necessarily reflect those
of the Board of Directors of the Fraser Institute, the staff, or supporters.

fraserinstitute.org



18 / Immigration and the Welfare State Revisted

About the Fraser Institute

Our mission is to improve the quality of life for Canadians, their families
and future generations by studying, measuring and broadly communicat-
ing the effects of government policies, entrepreneurship and choice on their
well-being.

Notre mission consiste a améliorer la qualité de vie des Canadiens et des
générations a venir en étudiant, en mesurant et en diffusant les effets des poli-
tiques gouvernementales, de 'entrepreneuriat et des choix sur leur bien-étre.

Peer review—validating the accuracy of our research

The Fraser Institute maintains a rigorous peer review process for its research.
New research, major research projects, and substantively modified research
conducted by the Fraser Institute are reviewed by experts with a recognized
expertise in the topic area being addressed. Whenever possible, external
review is a blind process. Updates to previously reviewed research or new
editions of previously reviewed research are not reviewed unless the update
includes substantive or material changes in the methodology.

The review process is overseen by the directors of the Institute’s re-
search departments who are responsible for ensuring all research published
by the Institute passes through the appropriate peer review. If a dispute about
the recommendations of the reviewers should arise during the Institute’s
peer review process, the Institute has an Editorial Advisory Board, a panel
of scholars from Canada, the United States, and Europe to whom it can turn
for help in resolving the dispute.

fraserinstitute.org



Immigration and the Welfare State Revisted / 19

*

-

*

-

*

Publishing Information

Distribution

These publications are available from <http://www.fraserinstitute.org> in Portable
Document Format (PDF) and can be read with Adobe Acrobat® or Adobe
Reader®, versions 7 or later. Adobe Acrobat Reader® DC, the most recent
version, is available free of charge from Adobe Systems Inc. at <http:/get.
adobe.com/reader/>. Readers having trouble viewing or printing our PDF files
using applications from other manufacturers (e.g., Apple’s Preview) should
use Reader® or Acrobat®.

Ordering publications
To order printed publications from the Fraser Institute, please contact:

e-mail: sales@fraserinstitute.org
telephone: 604.688.0221 ext. 580 or, toll free, 1.800.665.3558 ext. 580
fax: 604.688.8539.

Media

For media enquiries, please contact our Communications Department:

604.714.4582
e-mail: communications@fraserinstitute.org.

Copyright
Copyright © 2015 by the Fraser Institute. All rights reserved. No part of this
publication may be reproduced in any manner whatsoever without written
permission except in the case of brief passages quoted in critical articles
and reviews.

Date of issue
November 2015

ISBN
978-0-88975-365-5

Citation
Patrick Grady and Herbert Grubel (2015). [mmigration and the Welfare State
Revisted: Fiscal Transfers to Immigrants in Canada in 2014. Fraser Institute.

<http://www.fraserinstitute.org>.

fraserinstitute.org



20 / Immigration and the Welfare State Revisted

Cover design
Bill Ray

Credits for cover
©deniscristo, DepositPhoto™ (Business standing in a line).

Supporting the Fraser Institute

To learn how to support the Fraser Institute, please contact
+ Development Department, Fraser Institute
Fourth Floor, 1770 Burrard Street
Vancouver, British Columbia, V6] 3G7 Canada
« telephone, toll-free: 1.800.665.3558 ext. 586
+ e-mail: development@fraserinstitute.org
» website: <http://www.fraserinstitute.org/support-us/overview.aspx>

fraserinstitute.org



Immigration and the Welfare State Revisted / 21

Purpose, Funding, and Independence

The Fraser Institute provides a useful public service. We report objective
information about the economic and social effects of current public policies,
and we offer evidence-based research and education about policy options
that can improve the quality of life.

The Institute is a non-profit organization. Our activities are funded
by charitable donations, unrestricted grants, ticket sales, and sponsorships
from events, the licensing of products for public distribution, and the sale
of publications.

All research is subject to rigorous review by external experts, and is
conducted and published separately from the Institute’s Board of Directors
and its donors.

The opinions expressed by authors are their own, and do not neces-
sarily reflect those of the Institute, its Board of Directors, its donors and
supporters, or its staff. This publication in no way implies that the Fraser
Institute, its directors, or staff are in favour of, or oppose the passage of, any
bill; or that they support or oppose any particular political party or candidate.

As a healthy part of public discussion among fellow citizens who de-
sire to improve the lives of people through better public policy, the Institute
welcomes evidence-focused scrutiny of the research we publish, including
verification of data sources, replication of analytical methods, and intelligent
debate about the practical effects of policy recommendations.

fraserinstitute.org



22 / Immigration and the Welfare State Revisted

fraserinstitute.org

Editorial Advisory Board

Members

Prof. Terry L. Anderson
Prof. Robert Barro

Prof. Michael Bliss

Prof. Jean-Pierre Centi
Prof. John Chant

Prof. Bev Dahlby

Prof. Erwin Diewert
Prof. Stephen Easton
Prof. J.C. Herbert Emery

Prof. Jack L. Granatstein

Past members

Prof. Armen Alchian®

Prof. James M. Buchanan*"

Prof. Friedrich A. Hayek**

Prof. H.G. Johnson*

* deceased; ' Nobel Laureate

Prof. Herbert G. Grubel
Prof. James Gwartney
Prof. Ronald W. Jones
Dr. Jerry Jordan

Prof. Ross McKitrick
Prof. Michael Parkin
Prof. Friedrich Schneider
Prof. Lawrence B. Smith

Dr. Vito Tanzi

Prof. E.G. Pennance*
Prof. George Stigler**
Sir Alan Walters*

Prof. Edwin G. West*



	Executive Summary 
	Introduction
	The Data
	The Estimate 
	Income
	Taxes
	Benefits received
	The net fiscal cost

	Conclusions
	References
	About the Authors
	Acknowledgments
	About the Fraser Institute
	Publishing Information
	Supporting the Fraser Institute
	Purpose, Funding, and Independence
	Editorial Advisory Board

