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Introduction

Fragile growth. Strong headwinds. We know
how hard it has been for governments, many
businesses, and people to make progress
these days. But we can do better.

With the federal government a willing
partner, Canadians can seize the opportun-
ities presented by growth, and counteract
the factors that are increasing inequalities
between generations and between regions.
In order to do this, the next federal budget
needs to offer a plan for how everyone in Can-
ada can prosper.

The 2008 global financial and economic
crisis continues to plague the prospects for
recovery five years later. Europe and Japan
are mired in recession. The Canadian and
U.S. economies are struggling with sluggish
growth and high unemployment. The emer-
ging economies of Asia and Latin America
are slowing.

Fiscal stimulus is over in most industrial-
ized nations, and yet private sector expansion
has not resumed. Many nations have turned to
expansionary monetary policy to bring about
growth. It’s not working. From the U.K. to
Greece, austerity plans have done the oppos-
ite of what governments said they’d accom-
plish. By cutting spending to reduce budget
deficits, the resulting job and income losses
have slowed the economy further, which has
not only widened the budget gap between rev-

enues and expenditures but triggered another
round of recession across Europe.

Even the International Monetary Fund
has admitted that they got it wrong: the ef-
fects of austerity on economic recovery were
much worse than anticipated.

Despite this evidence, the Harper gov-
ernment is sticking with austerity, a position
it has promoted for years. Only after it was
threatened with political defeat, and pushed
by the international community, did it imple-
ment a stimulus program in 2009. However,
it was a flawed program with poorly target-
ed tax cuts that outpaced spending by three
to one. Moreover, tax cuts were made perma-
nent while spending increases were tempor-
ary, inadequate, and also poorly targeted.

The government’s so-called Action Plan
for Jobs and Growth — referenced endlessly by
government spokespeople and reinforced by
a massive advertising campaign — has been
unable to document how the action plan cre-
ated jobs or growth that was unrelated to
the global demand for commodities. Today,
the Conservatives only priority is to elimin-
ate the deficit which, once achieved, will al-
low them to bring in a whole new round of
tax and spending cuts. This strategy doesn’t
take advantage of either the power of the
market or the power of government to help
us do better, together.

Doing Better Together: Alternative Federal Budget 2013



Despite scaremongering from business,
media pundits, and government spokes-
people, it bears repeating: Canada faces no
fiscal deficit crisis. But we do face plenty of
other deficits —infrastructure deficits, defi-
cits in how we have invested in future gen-
erations.

The federal budget deficit is entirely man-
ageable at 1.5% of GDP. Debt servicing costs
are at historic lows. This leaves the federal
government plenty of fiscal room to jump-
start the economy and make the necessary
investments in our social, economic, and en-
vironmental future.

We are unlikely to see a solid recovery
until they do. Household debt continues to
grow, breaking all historic records of indebt-
edness. People are borrowing more just to
stay in place. Trade deficits continue to be a
drag on economic expansion, as more Can-
adian cash goes offshore than is brought in.
Companies are sitting on almost $600 billion
in cash reserves but are not investing, fear-
ful that there will be insufficient demand for
their products. Provincial and municipal gov-
ernments have done more of the heavy lift-
ing in this recession than in the recessions of
the 1980s and 1990s. Today the federal gov-
ernment is the only major sector which has
the fiscal room to expand.

Alternative Federal Budget 2013 shows
how we can use a federal budget plan to do
better, together.

AFB 2013 says it’s time to end the fiscal
fantasy that we can do better without paying
for the world we want. AFB 2013 sets out a
plan that builds fiscal capacity responsibly.
It phases in tax increases, as recovery per-
mits, and asks those with the greatest abil-
ity to pay — the fortunate businesses and

Canadian Centre for Policy Alternatives

households with the highest profits and in-
comes —to contribute their fair share.

Since the mid-1990s, tax cuts at all lev-
els of government (which have dispropor-
tionately benefited wealthy corporations
and the very richest among us) have reduced
governments’ revenue-raising capacity. Yet
the demand on government-provided servi-
ces is escalating. Businesses, communities,
and families alike require the repair and ex-
pansion of their physical and human infra-
structure if they are going to be able to con-
tinue to contribute to the Canadian economy
to their fullest potential.

If the overall tax level were simply restored
to what it was in the mid-1990s, Canadian gov-
ernments would have $90 billion more per
year to invest in the public services essen-
tial to our collective health and well-being.

We think of Canada as a kinder, gentler
country. Since the mid-1990s, however, Can-
ada has fallen from 14" most equal nation
to 22" among 32 OECD nations (a more rap-
id decline than even the U.S.). Meanwhile 15
OECD nations — including peers such as Nor-
way, Italy and the U.K. —were reducing in-
equality. Why can’t we do better?

AFB 2013 Spurs economic recovery, cre-
ates jobs, invests in infrastructure, boosts
green industries necessary for the transition
to alow-carbon economy, strengthens the tax
system, and reduces inequality.

AFB 2013 allows us to take back our fu-
ture. It shows how we can restore a sense of
the public good — a sense that we can do bet-
ter together rather than continuing on the
dead-end path of austerity and market-driv-
en “solutions” that don’t benefit the major-
ity of Canadians.

Alternative Federal Budget 2013 stands in
solidarity with the Occupy movement, with



Idle No More, with the labour movement,
with the environmental movement, and with
all who work for social, environmental, and
economic justice.

As Alex Himmelfarb, former Clerk of the
Privy Council, speaking at a recent cCpPA
forum, said: “How did fiscal health become
more important than human health? How

Doing Better Together: Alternative Federal Budget 2013

can the health of the so-called job creators
become more important than the health of
the rest of us? How do we put people and the
natural world that sustains all else, at the
centre of the agenda?”

Alternative Federal Budget 2013 says we
can meet these challenges and do better,
together.
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Macroeconomic Policy

Canada on Austerity Auto-Pilot

Since the expiry of Canada’s stimulus pro-
grams two years ago, little thought has been
put into getting the country back on its feet
again. Instead of focussing on sustaining a
fragile recovery by putting Canadians back
to work, governments have switched rapid-
ly into “austerity mode” by cutting govern-
ment services when they are needed the most.

Growth is the problem in Canada, not defi-
cits. Austerity is not the answer to growth.
In fact, austerity provides just the opposite
of growth, pulling much-needed spending
out of the economy just when it is recover-
ing. With 1.4 million Canadians still unem-
ployed, and the country still in a strong fiscal
position, further depressing weak economic
growth is not the answer.

Without intervention, stagnant growth
appears to be the new normal for Canada.
Instead of seeing 3% real growth, as was
traditionally the case in the 2000s, 2% real
growth is projected going forward. This con-
straint on growth slows job creation, it slows
deficit reduction, and it makes the economy
more vulnerable to future depressions be-
cause it leaves so little wiggle room.

Despite it being now five years since the
Great Recession started, the Canadian econ-
omy still hasn’t closed the output gap. That
is to say the economy is still operating below
its potential, leaving Canadians out of work
and governments with large deficits. The
gap did appear to be closing, but the latest
Bank of Canada estimates show it is open-
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ing back up again as government austerity
bites into growth.

While the government is fond of laud-
ing Canada’s economic growth since the re-
cession, an international comparison puts
our performance into better relief. From a
Gross Domestic Product (GDP) perspective,
Canada’s economy has returned an annual
average of 0.9% growth between 2008 and
2011, the most recent year for which the Or-
ganisation for Economic Co-ordination and
Development (OECD) has consistent data.
This is slightly better than the OECD aver-
age of 0.4% over the same period. Develop-
ing countries like China, Turkey and Mexico
performed better than Canada.

GDP by itself is only part of economic
prosperity. The economy needs to not only
grow but to at least keep up with Canadian
population growth. Despite growing inequal-
ity, as long as GDP keeps up with population
growth there is at least the same or more GDP
per Canadian over time.

Once GDP is adjusted for population and
compared to other OECD countries, however,
the picture is less flattering. Between 2008
and 2011, Canadian GDP per capita actually
fell by 0.7%. In effect there is less wealth to-
day per person than in 2008. In the midst of
the extreme levels of inequality that already
exist, negative GDP per capita will widen
this gap further.

Canada’s GDP per capita growth is slight-
ly better than the OECD average, which lost
0.9% between 2008 and 2011. However, many
of the world’s developing countries are do-
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ing substantially better than Canada on this
front. China, Poland, South Korea and Tur-
key have all managed GDP per capita growth
of over 8% despite strong population growth.
Developed European countries such as Ger-
many and Sweden have managed GDP per
capita growth of over 2% despite the ongoing
European financial crisis. Perhaps Canada’s
closest comparator in terms of population
size, geography and reliance on trade, par-
ticularly in raw resources, Australia has man-
aged GDP per capita growth of 1.9%.

Internationally speaking, Canada’s recov-
ery looks downright average. Our ongoing
stagnation isn’t keeping pace with popula-
tion growth.

Stagnant growth won’t be solved by aus-
terity. One of the largest real world experi-
ments in austerity is currently underway in
southern Europe and the British Isles. The ex-

periment is long-term and extreme. Follow-
ing the Great Recession of 2008-09, south-
ern Europe was hit hard by a collapsing real
estate bubble. Economic growth plummeted
and deficits soared. Government bonds in
Greece and Portugal and to a lesser degree
Spain and Italy came under attack, with in-
terest rates spiking to unsustainable highs.

The European Commission, the European
Central Bank and the International Monetary
Fund stepped in to buy government bonds
from euro members who couldn’t obtain sus-
tainable bond rates on private markets. In re-
turn for this support, countries such as Portu-
gal and Greece were required to make drastic
reductions in government spending in order
to rapidly reduce their deficits. Extreme aus-
terity was imposed on European countries in
exchange for lower-cost government bonds.

Doing Better Together: Alternative Federal Budget 2013



FIGURE 2 Fiscal Drag Selected Sectors (% Change Q3 2011 to Q3 2012)

8%

6%

4%

2%

0%

2%

-4%

GDP Households Housing

Source Statistics Canada and author’s calculations

10

In the case of the U.K., austerity was im-
posed voluntarily out of a misplaced belief
that draconian cuts to social services and
health care would impress bond traders,
who weren’t particularly concerned in the
first place given record low interest rates on
British government bonds.

Instead of shrinking government defi-
cits, as the International Monetary Fund
(1mMF) and others imagined, extreme aus-
terity caused economic growth to plummet
and deficits to become ever larger. The IMF’s
Chief Economist Olivier Blanchard, in a sud-
den turnaround, points out that austerity is
acting as a “brake” on economic recovery.?
He notes that “recent efforts among wealthy
countries to shrink their deficits — through tax
hikes and spending cuts —have been caus-
ing far more economic damage than experts
had assumed.”

Canadian Centre for Policy Alternatives

Business Investment Governments

For southern Europe extreme austerity
has been devastating, leading to plummeting
GDP for Greece of 14%. The U.K. is now in the
midst of a triple-dip recession following sig-
nificant cutbacks there. Austerity has led to
depression-level unemployment rates of 26.6%
in Spain, with youth unemployment at 55%.

While Canadian austerity is not as severe
as that in Europe, similar principles apply.
When governments cut back during a fragile
recovery they act as a drag on growth. In the
Canadian situation, at least some of the sav-
ings expected from austerity will not be real-
ized as lower government spending leads to
slower growth. As Canadians make less, they
pay less in taxes, resulting in lower govern-
ment revenues.

Over the past year in Canada, government
austerity policies at both the federal and prov-
incial levels have been a drag on economic

Exports



FIGURE 3 Full-Time Employment Ratio
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growth. As Figure 2 shows, over the past year
Canadian governments have reduced econom-
ic growth by 0.8%. Austerity has slowed the
recovery instead of encouraging it.

Households directly and through real es-
tate have continued to be an important source
of recovery although this spending power is
being built on record-high household debt
levels. Canadian exports continue to fall as
they have for over the past decade, exposing
the impotence of the current free trade agree-
ment signing spree undertaken by the federal
government. The strongest driver of econom-
ic growth over the past year has been busi-
ness investment. However, at the same time
as corporations are investing a small amount
in the economy they have continued hoard-
ing most of their cash.

With such weak prospects for continued
growth, government cutbacks through the aus-

2011 2012

terity agenda can only lead to weaker growth
and the potential for another recession.

Canadian Employment:
Treading Water

Although there have been some recent improve-
ments in Canada’s employment statistics, there
has yet to be a sustained jobs recovery since
the 2008-09 recession. In January 2013, the
unemployment rate dropped to 7.0% down
from 7.1% the month previous, although this
was entirely due to discouraged Canadians
giving up their job search. Unemployment
lows of this sort have been seen before, but
have not been sustained. In September 2011,
unemployment was also at 7.1%. However,
this lower rate did not last. Just one month
later the rate jumped back up to 7.6%.

Doing Better Together: Alternative Federal Budget 2013
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The overall full-time employment rate has
remained stuck at approximately 50%. That
is to say, only 50% of the Canadian popula-
tion of working age is in fact working in a full-
time position. This rate is nowhere near the
52% that Canadians enjoyed during the late
2000s. Put another way, there are 570,000
Canadians that would have had full-time em-
ployment in 2008, but who today are either
working part-time, are unemployed or have
given up looking for work.

In broader terms, the current unemploy-
ment situation means that 1.4 million Can-
adians continue to look for work but can’t
find it. Despite some small declines in the
unemployment rate, the actual number of
Canadians who are looking for work has been
fairly consistent at 1.4 million since late 2010.

Youth unemployment has had no substan-
tial change at all since mid-2010; it remains

Canadian Centre for Policy Alternatives

2011 2012

at or above 14%, approximately twice the
general unemployment rate. Approximate-
ly 400,000, or about one-third of all unem-
ployed in Canada, are youth who are active-
ly looking for work but who cannot find it. In
fact, the unemployment rate for those aged
25 or older has been coming down relative-
ly steadily and now sits just below 6%. At
the other end of the spectrum, employment
rates for Canadians over 65 have been rising,
likely due to the pension crisis not allowing
them to retire. In part, the pension crisis is
also causing the youth unemployment crisis.

While the unemployment rate has seen
some improvement since the worst days of
2009, wages for employees have seen little
if any improvement. Median hourly wages
(smoothed over 12 months) remain near their
recession low of $16.50/hr.



FIGURE 5 Median Hourly Wages ($2002, 12-Month Rolling Average)
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Corporate Canada:
The Party Continues

Corporate Canada has never had it so good.
Combined federal and provincial statutory
tax rates (before tax loopholes and exemp-
tions) have fallen from 42% in 2000 to 26%
today. Combined effective tax rates (that cor-
porations actually pay) have fallen even fur-
ther from 30% in 2000 to 16% today. The dif-
ference between what companies should pay
(statutory) and what they do pay (effective)
is how effectively they can use tax loopholes
that reduce their tax bill. This may take the
form of tax havens or using the myriad of gov-
ernment programs that can reduce a com-
pany’s tax bill.

KPMG’s semi-annual 2012 tax report ranked
Canada lowest in corporate taxes. We had the
lowest overall net tax rate, which includes

2011 2012

corporate income tax, tax benefits and other
taxes like property tax. Canadian governments
only take 15% of corporate profits in tax, ac-
cording to KPMG. This puts us four percent-
age points below the nearest jurisdiction, the
Netherlands. Canada is 11 percentage points
below the nearest G8 country, the U.K., which
charges its companies a 26% tax. Canada’s
effective rate, according to KPMG, is a mere
third of what the U.S. charges its companies
at 41% of profits.

Itis clear from these types of internation-
al comparisons that Canada has “won” the
global race to the bottom. However, we still
have our foot on the gas, with one final cut
to the federal corporate rate introduced last
year reducing it to 15%. Many other coun-
tries, like Germany and Australia can main-
tain solid economic growth and do so with
double our current corporate tax rate.

Doing Better Together: Alternative Federal Budget 2013
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FIGURE 6 International Comparison of Corporate Tax and Benefit Levels
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Despite the generosity of Canadian gov-
ernments over the past decade, corporate
Canada has been downright miserly. The sav-
ings from corporate tax breaks have not gone
into new machinery or R&D, as corporations
promised. Instead that money has ended up
in corporate bank accounts being complete-
ly unproductive. The Governor of the Bank of
Canada, Mark Carney, aptly called it “dead
money” that does nothing to improve the
productivity of individual companies or of
the economy as a whole.

Last year saw the corporate cash stash
reach a new record of $584 billion in the
second quarter. To put this into perspective,
there is now enough money in corporate bank
accounts to almost completely pay off the
federal debt. The amount in those bank ac-
counts could have paid off almost every sin-
gle cMHC-insured mortgage in the country.

Canadian Centre for Policy Alternatives

Russia

India Mexico Germany Italy us

Despite substantially lowered corporate
tax rates, Canadian corporations are increas-
ingly turning to tax havens to pay even lower
rates. In fact, five of Canada’s top eight des-
tinations for foreign direct investment are tax
havens.* In 2011, a quarter of Canada’s “in-
vestment” abroad was with tax havens, up
from 10% in 1987. Paying corporate taxes in
Canada should not be optional.

The combination of lower tax rates on cor-
porate profits and depressed median wages
has led to another year where profits are up
and wages are down. Corporate profits took
up 14% of Canada’s GDP at the end of 2012,
down slightly from the high of 16% in late
2011. At the same time wages make up 44%
of Canada’s GDP, down substantially from
where they sat in the 1980s.

When the economy grows, more of that
growth is being funnelled through corporate

Brazil

Japan



FIGURE 7 Canada’s Corporate Cash Stash ($Mil)
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Source Cansim 378-0121 Total Currency and deposits of non-financial corporations
profits instead of through wages. Thisenrich- ~ The Alternative:
es corporate managers and those who hold Doing Better, Together
large quantities of stocks, but does little for
middle-class families that rely on wages to ~ Government austerity is already biting into
make their living. economic growth. Other key drivers of growth,
While Corporate Canadaisawashin cash, such as households and real estate, are rely-
Canadian households are awash in debtasthey ~ ing on ever more dangerous levels of house-
continue to rack up larger and larger mort-  hold debt. Signing marathons for free trade
gages. Households’ ratio of debt to disposable  agreements have only weakened exports, and
income has topped 160% this year —double  corporations for the past decade have been
the 1990 level of just over 80%. much more interested in hoarding cash than
As of 2012, Canadian households have investing in Canada.
now surpassed the indebtedness level of It is time for the federal government to take
Americans at the peak of their real estate  a more active role in the economy, to turn off
bubble in 2007. With households now mak-  the auto-pilot and steer Canada away from
ing up 56% of GDP at the end of 2012, are-  austerity-weakened stagnant growth. Such
verse wealth effect caused by falling house  a plan needs to put Canadians first and ac-
prices could have a substantial impact on  knowledge that government cuts and austerity
economic growth going forward. can only worsen an already weak economy.
Doing Better Together: Alternative Federal Budget 2013 / 15




FIGURE 8 Corporate Profits and Wages as a Proportion of GDP
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As shown in the federal government base
case, real economic growth remains well
below 3%, its level for most of the 2000s.
The government’s plan over the next three
years will leave between 1.3 million and 1.4
million Canadians unemployed. At the same
time, as small deficits are being run, the debt
burden or debt-to-GDP ratio is actually fall-
ing. Put another way, the federal government
does not have a debt problem, but the econ-
omy has a growth problem.

The A¥B would take the economy off aus-
terity auto-pilot. Deficit reduction will take a
backseat to job creation and more, not less,
government spending in the economy. New
programs such as national child care, com-
munity-based health care, and long-term care
facilities will provide Canadians with much-
needed services while driving employment
in these areas. New funding for water sys-

Canadian Centre for Policy Alternatives

1997

1999 2001

tems on First Nation reserves and in our cit-
ies, along with longer-term transfers to mu-
nicipalities for infrastructure to repair our
crumbling roads, will be provided.

While the AFB does run a larger deficit
compared to the base case, particularly in
years one and two of the forecast, the debt
to GDP ratio declines throughout the forecast
horizon. In economic terms, the AFB doesn’t
have a debt or deficit problem. In fact the debt
burden declines under the AFB plan.

The real benefit of the AFB can be seen on
the employment side where between 200,000
and 300,000 full time jobs are created in any
given year.

For a complete list of all AFB programs,
see Table 4.

2003 2005 2007 2009 2011



FIGURE 9 Maxing Out On Debt

180

160

140

120

100

80

60

40

20

0]

1990

U.S. Personal Debt to Disposable Income Credit Market Debt to Disposable Income

1992 1994 1996 1998 2000

Source U.S. Federal Reserve, Cansim 378-0123

Notes

1 GDP figures are at purchasing power parity, in constant dollars. They can
be found at http://stats.oecd.org/Index.aspx?DatasetCode=SNA_TABLE1

2 http://blog-imfdirect.imf.org/2012/01/24/driving-the-global-economy-
with-the-brakes-on/

3 Brad Plummer, IMF: Austerity is much worse for the economy than we
thought, The Washington Post, October 2012 (http://www.washingtonpost.

Doing Better Together: Alternative Federal Budget 2013

2002 2004 2006 2008 2010

com/blogs/wonkblog/wp/2012/10/12/imf-austerity-is-much-worse-for-the-
economy-than-we-thought/)

4 For a fuller discussion see http://www.progressive-economics.
ca/2012/08/16/canadian-banks-use-of-tax-havens-keeps-growing/

5 The AFB is using the Parliamentary Budget Officer’s estimates of gov-
ernment revenues and expenditures from the Parliamentary Budget Office,
Economic and Fiscal Outlook Update, October 29, 2012, p. 7.

2012
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TABLE 1 Macroeconomic Base Case®

Macroeconomic Indicators ($Mil) 2012 2013 2014 2015
Nominal GDP 1,822,000 1,895,000 1,984,000 2,074,000
Nominal Gbp Growth 4.6% 4.0% 4.7% 4.5%
Real Gbp Growth 2.1% 2.0% 2.5% 2.5%
Participation Rate 66.70% 67.10% 67.20% 67.30%
Labour Force 18,963 19,344 19,644 19,949
Employed (000s) 17,579 17,951 18,308 18,632
Employment Rate (As % of Working Age Population) 61.8% 62.3% 62.6% 62.9%
Unemployed (000s) 1,384 1,393 1,336 1,317
Unemployment Rate 7.3% 7.2% 6.8% 6.6%
Budgetary Transactions ($Mil) 2012-13 2013-14 2014-15 2015-16
Revenues $257,000 $267,500 $279,300 $295,900
Program Spending $244,100 $249,800 $254,400 $261,700
Debt Service $31,100 $31,200 $29,700 $31,000
Budget Balance -$18,200 -$13,500 -$4,800 $3,200
Closing Debt (Accumulated Deficit) $600,300 $613,800 $618,500 $615,300
Budgetary Indicators as Percentage of GDP 2012-13 2013-14 2014-15 2015-16
Revenue/GDP 14.1% 14.1% 14.1% 14.3%
Expenditures/Gpp 13.4% 13.2% 12.8% 12.6%
Budgetary Balance/GDP -1.0% -0.7% -0.2% 0.2%
Debt/GDP 32.9% 32.4% 31.2% 29.7%
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TABLE 2 AFB Case

2012-13 2013-14 2014-15 2015-16
Nominal GDP 1,822,000 1,933,038 2,014,505 2,095,247
Nominal GDP Growth 4.6% 6.1% 4.2% 4.0%
Revenues ($Mil)
Basecasez57000 .................. 2 67500 .................. 279’300 .................. 295,900
Net AFB Revenue Measures 20,126 26,168 39,927
Multiplier Effect 5,522 4,777 4,271
Total 257,000 293,148 310,245 340,098
Expenditures ($Mil)
BaseCasez44100 .................. 2 49800 .................. 254400 .................. 261700
Net AFB Program Measures 39,069 39,800 45,636
Total 244,100 288,869 294,200 307,336
Debt Service 31,100 31,554 30,602 32,255
Budget Balance (Deficit) (18,200) (27,275) (14,557) 507
Closing Debt (Accumulated Deficit) 600,300 627,575 642,132 641,625
Budgetary Indicators as Percentage of GDP
Revenue/GDle% ..................... 1 52% ..................... 1 54% ..................... 1 62%
Expenditures/GpP 13.4% 14.9% 14.6% 14.7%
Budgetary Balance/GDP 1.0% 1.4% 0.7% 0.0%
Debt/cDP 32.9% 32.5% 31.9% 30.6%

TABLE 3 AFB Job Creation
2012 2013 2014 2015
AFB Jobs Created (000s) 312 279 207
Employment Rate (As % of Working Age Population) 61.8% 63.3% 63.5% 63.4%
Unemployed (000s) 1,384 1,196 1,174 1,199
Unemployment Rate 7.3% 6.2% 6.0% 6.0%
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TABLE 4 AFB Program List ($Mil)

Program Name 2013-14 2014-15 2015-16

Aboriginal Women

Inquiry Into Missing and Murdered Aboriginal Women 10 10 10
National Strategic Framework to End Violence Against Aboriginal Women 10 10 10
Arts & Culture

Canada Council for the Arts 120 120 120
Ensure Increases in Canadian Heritage Funding to Cover Cost of Living 21 41 62
Develop Artistic and Cultural Markets in Canada and Abroad 25 25 25

Cities and Communities

Rebuild Canada Program: Public Transit 1,350 1,350 1,350
Rebuild Canada Program: Core Infrastructure 2,250 2,250 2,250
Community Economic Development Framework 2.5 2.5 2.5
Neighbourhood Revitalization Program 100 100 100
Defence

Military Spending Back to Pre-9-11 Levels -1,280 -2,600 -4,000
Stopping Growth of National Security Establishment -547 -1,094 -1,641

Early Childhood Education and Care

Expand Affordable Child Care 2,393 3,409 4,237
Cancel the Universal Child Tax Benefit -2,786 -2,817 -2,873

Employment Insurance

Renew Extended Employment EI Benefits Pilot 400 400 400
Working While on Claim Exemption 200 200 200
Continued Support for Long Tenured Employees 100 100 100
Extended Training Benefits 300 300 300
Pilot Universal Entrance of 360 Hours 300 300 300
Environment

National Conservation Plan 175 135 145
Expand Environmental Law and Science Capacity 7 7 7
Sustainable Energy R&D 562 562 562

First Nations

First Nations Education 800 800 800
First Nations Housing 1,000 1,000 1,000
First Nations Safe Drinking Water 470 470 470
Non-Insured Health Benefits Program 470 637 805
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Food Sovereignty

National Food Policy 10 20 20
National Student Nutrition Program 200 250 300
Sugary Drink Tax -150 -150 -150
Cultivating Agriculture (Family Farm Supports) 650 650 650
Food Security for Northern Communities 100 100 100
Health Care
Natmna[pharmacare3,3903,3005_500
Community-Based Health Care 2,600 2,652 2,705
140 New Community Health Centers 300 0 0
Long Term Care Facilities 2,300 2,369 2,440
Dental Health for Children 50 100 200
Aboriginal Health Care providers 50 50 0
Cancel Centers of Excellence for Commercialization and Research -73 -73 -73
Expand Women’s Health Contribution Program 10 10 10
Community-Based Mental Illness 30 30 30
Interim Federal Health Program 20 20 20
Community Health Innovation Fund 1,000 1,000 0
Housing
NEWAﬁordableHousmgsupply2’0002’0002,000
Immigration

Equ]tyseekmgGroupmtemsmps ..................................................................................... 10 .......................... 1010
Incentives for Employment Equity 10 10 10
Court Challenges Program 3 3 3
Reform the Temporary Foreign Worker’s Program 5 5 0

International Development

Maintain Development Funding at 0.31% of GNI 401 661 961

Internet Communications

Modernize Broadband 400 450 500
National Public Access Program 40 40 40
Official Languages

MmomyLanguage Arts and cu[ture ................................................................................. 05 ......................... 05 ......................... 05 .
Minority Language Media 10 10 10
Youth Outreach 10 10 10
Extend the Roadmap Canada’s Linguistic Duality 200 204 208
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Post Secondary Education

Reduce Tuition to 1992 Levels 1,700 1,751 1,804
Create New Income Tested Grants 1,519 1,560 1,599
Cancel Textbook Tax Credit -41 -41 -41
Cancel Scholarship Tax Credit -43 -43 -43
Cancel Tuition Fee and Education Tax Credit -510 -510 -510
Cancel RESP -155 -155 -155
Cancel Canada Education Savings Grant -770 -811 -850
Increase Research Funding by 10% 231 231 231
Add 3000 New Canada Graduate Scholarships 17 17 17
Poverty/Inequality

PovertyReductlonTransfertoProvmces200020002000
Increase CCTB/NCB to $5,400 for First Child 1,489 1,422 1,343
Double Refundable GST Credit 4,258 4,456 4,524

Sectoral Development

Sectoral Development Councils 50 50 50
Extended Producer Responsibility 300 300 300
Green Car Levy -300 -300 -300
Green Energy Manufacturing Tax Credit 50 50 50
Sustainable Forestry and Skills 300 300 300
Green Skills Development Program 100 100 100
Eliminate Biofuel Crop Subsidies -200 -200 -200
Reinstate 28% Rate on Oil and Gas Industries -1,000 -1,000 -1,000
Capitalize Canadian Development Bank 1,000 0 0
Seniors

Bring All Senior Households to Poverty Line (LIM) 1,411 1,701 1,574
Limit RRSP Contributions to $20,000/Year -232 -289 -364
Tax Chapter

New Income Tax Above $250,000 (35%) -2,710 -2,884 -2,971
Reinstate 2007 Corporate Tax Rates 0 -4,000 -6,000
Eliminate Tax Loopholes and Simplify Tax System -10,000 -10,200 -10,404
Financial Transactions Tax -4,000 -4,080 -4,162
Inheritance Tax on $5 Mil+ Estates 0 -1,500 -1,530
Carbon Tax 0 0 -11,250
National Green Tax Refund 0 1,875 7,500
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National Public Water and Wastewater Fund 2,600 2,600 2,600
Implementation of Wastewater Systems Effluent Regulations 1,000 1,000 1,000
Great Lakes Action Plan 500 0 0
Clean Up Priority Waterways 950 950 950
Implement Water Quality and Quantity Monitoring Frameworks 109 109 109
Reinstate the Experimental Lakes Area 2 2 2
Environmental Assessments for All Energy and Mining Projects 50 50 50
Study on Water Effects of Tar Sands and Fracking 28 2 2

Woman'’s Equality

Implement National Plan to Address Violence Against Women 127 127 127
Implement Equal Pay at the Federal Level 10 10 10
Cancel Pension Income Splitting -1,035 -1,066 -1,098
Youth

YouthEmp[oymentMeasures100100100
Youth Voting study 10 0 0
Total AFB Expenditure Changes 39,069 39,800 45,636
Total AFB Revenue Changes -20,126 -26,168 -39,927
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Fair and Progressive Taxation

Background

The tide is finally turning.

After decades of tax cuts that largely bene-
fited the most affluent and large corporations,
there is now growing recognition around the
world that these policies have failed. Regres-
sive and unfair tax cuts have done little to
grow the economy. Instead they’ve reduced
revenues, increased deficits, increased in-
equality and led to cuts in public services.

Public pressure and political change have
finally led to the introduction of progressive
tax measures by many governments to help
raise higher revenues and make tax systems
fairer. But it’s not just the public and polit-
icians who are now advocating progressive
tax measures. Economists and traditionally
conservative organizations such as the Inter-
national Monetary Fund (1mF) and the Or-
ganisation for Economic Co-operation and
Development (OECD) are advising govern-
ments to eliminate regressive tax loopholes
and introduce progressive tax measures to
raise revenues and improve the effectiveness
of their tax systems. Business organizations
and some of the world’s wealthiest individ-
uals have also urged politicians to increase
taxes on business and top incomes.

The Alternative Federal Budget (AFB) has
called for progressive tax measures in Canada
for many years. There is even greater urgency
to reform our tax system now. These meas-
ures must take account of current economic
circumstances and not undermine econom-
ic recovery, while establishing a fairer, more
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equitable tax system that supports sustain-
able economic growth based on the princi-
ples of good tax policy.

Good tax policy demands that our taxes
be designed as an integrated system. Income
from different sources —whether from em-
ployment, business, or investments — should
be subject to relatively similar rates of tax;
otherwise those with the means to shift in-
come to lower-taxed areas will do so. This is a
deadweight loss for the economy and under-
mines the integrity of the tax system.

To prevent widespread tax avoidance, tax
collection must be supported by fair, effect-
ive enforcement. Regressive taxes that fall
more heavily on lower incomes —such as
sales, property, and payroll taxes — should
be balanced with much more progressive in-
come taxes and tax credits to make the over-
all tax system fair.

The tax system also needs to be simpli-
fied by eliminating ineffective and unfair de-
ductions and loopholes. In many cases dir-
ect public support —e.g., for children’s sports
and recreation, public transit, research and
development, post-secondary education, and
child care —is much more cost effective and
fair than tax deductions and benefits for these
activities. Some tax preferences — such as for
stock options —have not only been highly in-
equitable, but have also had a perverse and
negative effect on the economic behaviour of
CEOs and their companies. Reforms to sim-
plify these aspects of the tax system will not
only make it more effective economically,
they will also reduce the costs of adminis-



tration and compliance for the government
and public alike.

The following sections summarize ma-
jor tax measures included in this year’s AFB.
More details on specific measures and esti-
mated revenues are included in a background
document.

Introduce A New Federal
Tax Bracket of 35% on
Income Over $250,000

Canada’s richest 1% has taken the lion’s share
of income growth over the past decade, but it
pays a lower overall rate of tax than all other
income groups, including the poorest 10%.

Three decades ago, before a succession
of Conservative and Liberal governments cut
their tax rates, Canada’s top federal income
rate was 43% for taxable income over $119,000
(equal to about $290,000 today) and 39% for
incomes over $77,400 (about $190,000 in cur-
rent dollars). Now Canada’s highest income
tax rate is only 29% for taxable income over
$135,054. This applies whether your taxable
income is $150,000 or $15 million.

Canada’s top federal income tax rate is far
below the top U.S. federal income tax rates.
These were raised from 35% to 39.6% for in-
come over $400,000 in President Obama’s
recent budget agreements with the Repub-
licans. Effective income tax rates on top in-
comes in the U.S. are even higher because
the value of personal exemptions are phased
out for higher incomes and because payroll
taxes aren’t capped.

The AFB will restore badly needed pro-
gressivity to Canada’s tax system by intro-
ducing a new federal tax rate of 35% for tax-
able income over $250,000. This new rate will
only affect the less than 1% of Canadians who

make more than $250,000 and will only apply
to their income above this level.

Estimated revenue: $2.7 billion (explicit-
ly accounts for elasticity and other impacts,
e.g., capital gains).!

Restore Corporate Tax Rates

The federal government has slashed tax rates
for business over the past decade, cutting the
corporate tax rate in half from 29.12% in 2000
to 15% in 2011 while also eliminating capital
taxes and reducing taxes on capital gains.

These and other cuts for business were
supposed to stimulate investment and trickle
down in the form of higher wages for work-
ers, but instead the opposite has happened.
Corporate profits have escalated along with
CEO and executive compensation, while busi-
ness investment as a share of the economy
has declined and productivity along with real
wages have been stagnant. As a result, cor-
porations have stockpiled over $600 billion
in cash and short-term securities — equiva-
lent to more than a third of Canada’s annual
economic output.>

Little of this has trickled down to ordin-
ary Canadians and increasing amounts are
flowing out of the country.

Canada’s average combined federal and
provincial corporate tax rate, at 26%, is low-
er than most other major industrialized na-
tions, and notably lower than the United States
combined average federal-state corporate tax
rate of 39%. Corporate income tax rates in
Ireland, Iceland, Greece and some Eastern
European countries remain at 20% or lower.
These countries led the race to the bottom
with corporate tax cuts during the last dec-
ade. These corporate tax cuts helped fuel an
unsustainable boom and then financial crisis
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and bust in their economies from which they
are still trying to recover. Our federal govern-
ment should learn from their mistakes and
not continue to try and emulate them. Even
business groups, such as the New Bruns-
wick Business Council have called on their
government to increase corporate tax rates.

Tax rates on corporate income that are
significantly lower than personal income tax
rates also fuel wasteful tax avoidance activ-
ities by those with the ability to channel and
retain income through corporations taxed at
a lower rate. This makes it appear that low-
er tax rates stimulate economic activity and
higher revenues, when in fact much of it is
just accountants shifting income to take ad-
vantage of lower rates.

The Alternative Federal Budget will ramp
up the federal general corporate income tax
rate to 21% by January 1, 2016. This is the
same rate that applied in 2007 but without the
1.12% surtax that was in effect until that year.

The corporate income tax rate on the oil,
gas and minerals sector will be restored to
the higher rate of 28% outlined in the Sector-
al Development chapter. These are the most
profitable in Canada, yet they benefit from
large direct and indirect subsidies —including
tax preferences and low royalty rates — with
a large share of the profits going to foreign
owners. Canada’s wealth of non-renewable
resources should be shared, and not exploited
and exported as rapidly as possible at the ex-
pense of future generations. Higher tax rates
on this sector will also help to stabilize the
economy by moderating the boom-bust epi-
sodes they generate.

Estimated revenue: $8 billion.
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Eliminate Tax Loopholes and
Simplify the Tax System

Canada’s tax system has become riddled with
an array of ineffective, regressive, and expen-
sive tax preferences and loopholes. While some
tax credits and deductions are effective and
progressive, others do little more than bene-
fit the wealthy and distort our tax system.

In most cases, providing direct funding
for public programs — such as public transit,
child care, post-secondary education, research
and development, sports and arts programs,
and services for the disabled —is much more
effective than tax preferences or benefits in
these areas. The 2012 Federal Budget took a
positive step in this direction by limiting and
reducing the value of the Scientific Research
& Experimental Development tax credit and
increasing direct grants —as the AFB and the
federal Expert Panel on Support to R&D had
recommended.

Eliminating costly tax preferences would
not only supply funds to provide more effective
and targeted programs in these areas, it would
also simplify the tax system. This might mean
less work for tax accountants, but it will also
mean fewer headaches and less time spent
filling out tax forms for Canadians.

One of the most egregious tax loopholes
is the stock option deduction, which allows
high-paid executives to pay tax on their com-
pensation at half the rate ordinary Canadians
pay on their employment income. Not only is
it highly regressive, but it also helps fuel the
kind of reckless speculation and stock ma-
nipulation that resulted in the financial crisis.

The related capital gains deduction al-
lows investment income to be taxed at half
the rate of employment income, but it doesn’t
adjust for inflation or encourage longer-term



TABLE 5 Tax Loopholes and Preferences

2013 Revenue

Eliminate stock option deduction, which costs the federal government an estimated $760 million a
year, with 90% of the benefits of this loophole going to the top 1% of tax filers.

Tax personal and corporate capital gains at the full rate, instead of at half the rate of ordinary
employment and business income. However, the gains would be adjusted for inflation so taxpayers
don’t pay taxes on increases solely due to inflation.

Eliminate the corporate meals and entertainment expense deduction. This allows businesses to
deduct the cost of meals and entertainment, such as private boxes at sports events.

Eliminate mining and fossil fuel tax subsidies. The fossil fuel and mining industries, which benefit
from low provincial royalty rates, also continues to benefit from significant federal tax subsidies.
These include the accelerated depreciation, the Canadian exploration expense, the development
expense and flow-through share deductions. The federal government has promised to reduce some
of these subsidies, but these are limited.

Cap Tax Free Savings Accounts (TFSAS). TFSAs, which now provide taxpayers with $20,000 in
tax-sheltered investment room and are increasing every year, could eventually cost the federal
government over $6 billion a year in foregone revenues. The AFB will cap TFSAs at a total lifetime
amount of $20,000. The savings from capping this program may be relatively low in the first year,
but they escalate in future years.

Withholding tax on assets held in tax havens. Wealthy Canadians and businesses hold over $160
billion in tax havens, kept there both to avoid scrutiny and taxes. Applying a modest 1% annual
withholding tax to these assets would generate $1.6 billion annually and encourage those with
funds offshore to bring their assets back home.

Total

$760 million

$6,300 million

$400 million

$1,400 million

$100 million

$1,600 million

$10+ hillion

investment. The AFB would make the tax sys-
tem fair by taxing income from capital at the
same rate as employment income after ad-
justing for inflation.

The AFB would eliminate a number of
other tax loopholes and preferences. These
include tax preferences for meals and enter-
tainment expenses, fossil fuel tax subsidies,
and other areas. The AFB would increase the
effectiveness of public spending by eliminat-
ing these tax expenditures while increasing
program funding in these areas.

In addition to eliminating costly, regres-
sive and ineffective tax preferences and loop-
holes and simplifying tax returns, the AFB
will make filing taxes much easier and less
expensive by providing online software for

free filing for all tax returns through the Can-
ada Revenue Agency. Canadians shouldn’t
have to spend money to file their taxes.

Estimated revenue: approximately $10
billion.

Increase Taxes on
Banks and Finance

Canadian banks are racking up another year
of record profits. Not only have banks and
other financial institutions benefited more
than any other industry sector from corpor-
ate tax cuts, but they also benefit from the
exemption of financial services from value-
added taxes such as the GST and provincial
Harmonized Sales Taxes.
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Following the global financial and eco-
nomic crisis, there’s been a strong revival of
interest around the world in financial trans-
actions taxes (FTTs) and other forms of taxing
finance. These are being implemented to pay
for some of the costs of the crisis, to reduce
excessive financial speculation and activity,
steer more resources into productive invest-
ments, and reduce the risk of further finan-
cial crises. Taxes on finance are also highly
progressive, since they are paid almost en-
tirely by the financial sector and by wealthy
individuals, and thus reduce inequality.

France and Hungary have just introduced
FTTs at a national level over the past year
while Italy, Spain and Portugal have also an-
nounced their intention to do so. The Euro-
pean Parliament also overwhelmingly voted
to allow 11 member states to proceed with
a harmonized FTT through the European
Union’s process of “enhanced cooperation.”
The European Commission estimates that a
European-wide FTT at rate of 0.1% on stocks
with even lower rates on bonds and deriva-
tives could generate $85 billion annually.

Financial transactions taxes can be more
effective if they are implemented through inter-
national agreements at a global level, but that
hasn’t stopped numerous countries — includ-
ing Switzerland, the U.K. and China among
many others — from having very effective fi-
nancial transactions in place for decades
(and for centuries in the case of the U.K.).

The Alternative Federal Budget would seek
an agreement with provinces to introduce a
broad-based financial transactions tax at a
rate of 0.5% on transactions of stocks — the
same rate as exists in the U.K. —and at low-
er rates on bonds and financial derivatives.
This would generate over $4 billion a year in
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annual revenues (assuming a 50% reduction
in volume, largely high-frequency trading).
If there are obstacles to introducing a fi-
nancial transactions tax as a result of provin-
cial jurisdiction over securities, the AFB will
proceed with a Financial Activities Tax on the
financial sector, as proposed by the IMF to
compensate for the exemption of financial
services from value-added taxes. A Finan-
cial Activities Tax at a rate of 5% on finan-
cial sector profits and compensation would
generate approximately $5 billion annually.
Estimated Revenues: $4 billion.

Introduce Smart Green Taxes,
Including a Progressive
Harmonized Carbon Tax

Following the failure of the Kyoto Protocol,
which was based on an international cap-
and-trade scheme, worldwide greenhouse
gas emissions are now 58% higher than they
were in 1990 and not five percent less as was
set out in the climate change treaty.

It’s not just the Kyoto Protocol that has
failed, but regional emission trading schemes
such as Europe’s have had numerous prob-
lems, including high price volatility, fraud and
windfall profits. Some suggest that, despite
costing close to $300 billion, they have had
almost no effect* in reducing emissions; at the
same time, providing carbon credit funds to
certain projects has often had perverse and
negative’ consequences for impoverished and
indigenous people in the developing world.

It’s time for a new approach.

Canada should move forward with a na-
tional carbon tax integrated with provin-
cial carbon taxes, with a large share of the
revenues going towards a strongly progres-
sive green tax refund. This will ensure that a



majority of Canadian households would al-
ways be better off after accounting for their
increased costs as a result of the carbon tax.

Carbon taxes are more transparent, less
corruptible and economically more efficient
mechanisms for putting a price on carbon
than quantity quotas through cap-and-trade
schemes. Carbon taxes also provide a clear
price signal for business, organizations, and
consumers, and avoid the speculation, un-
certainty and unfair windfall gains associat-
ed with cap-and-trade systems. Many Euro-
pean nations have effective carbon taxes and
there’s increased interest in the United States
for carbon taxes, with a proposal for a $30/
tonne carbon tax from MIT even endorsed by
David Frum, the Canadian-born U.S. Repub-
lican party advisor.

A national carbon tax would also include
border tax adjustments on imports and ex-
ports to ensure Canadian industry isn’t put
at a competitive disadvantage.

Imports from countries that don’t have
similar measures will be taxed at an appro-
priate rate to reflect emissions associated with
their production, processing and transport,
with an exemption for imports from high-
ly impoverished nations. Exporters to coun-
tries without similar climate change meas-
ures would be provided rebates. These border
tax adjustments would put pressure on other
countries to enact climate change measures.

As with all forms of carbon pricing, car-
bon taxes are regressive. They most hurt
those on low incomes, who also have the
least ability to adapt and invest in more ef-
ficient measures. Hence a large share of the
revenues raised would be devoted to a pro-
gressive green tax refund which would pro-
vide a majority of Canadians with a larger an-
nual credit than they pay out in carbon taxes.

To maximize its effectiveness, a nation-
al carbon tax will be combined with comple-
mentary investments in research and develop-
ment, energy efficiency, renewable energy,
incentives, regulations, and education and
other measures to help industry, commun-
ities, and workers adapt.

A national carbon tax at a rate of $30/
tonne would be introduced on July 1, 2015,
raising approximately $10 billion a year from
the 350 megatonnes emitted from transpor-
tation, heating and other relatively small
sources. It would generate another $7.5 billion
annually from the approximately 500 large
industrial facilities responsible for 250 mega-
tonnes, or more than a third of Canada’s total
greenhouse gas emissions. The federal tax
would apply where provincial carbon taxes
are not in effect or are at a lower rate. Gross
revenues net of provincial adjustments and
border tax adjustments would be approxi-
mately $15 billion annually.

A green tax refund would be introduced
earlier on January 1, 2015, at an approximate
cost of $7.5 billion annually, with cheques sent
out for $300 per person and amounts phased
out for family incomes above $100,000. This
annual amount is higher than the quarter-
ly GST credit payments and would be avail-
able for family income levels at twice the
maximum GST income threshold. Additional
credits would be provided for those living in
northern and rural communities where fuel
and energy use is generally higher.

It would be increased as necessary to
meet Canada’s greenhouse gas reduction tar-
gets. The credit would be increased together
with increases in the carbon tax at a rate of
$10 per $1/tonne increase in the carbon tax.
This would ensure that a majority of Can-
adian households would always be better off.
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Gross revenue: $15 billion
Green Tax refund: $7.5 billion
Net income: ~$8 billion

Inheritance tax

Unlike the United States and most European
countries, Canada has no wealth, inherit-
ance, or estate tax. Capital gains taxes may
be levied on some portion of inheritances,
but they don’t apply to the base amounts
and are often avoided. This means those who
are lucky enough to be born into a privileged
family can benefit from enormous inherit-
ances without paying any tax.

The AFB proposes a minimum inheritance
tax of 45% on large estates that are passed on
to the heirs of wealthy families on amounts
in excess of $5 million. It would apply in a
similar way as the Estate Tax in the United
States, prior to and integrated with capital
gains taxes, and at similar rates that have
applied there.®

Estate and Gift Taxes have generated be-
tween $20 billion and $30 billion in revenue
annually’ in the United States. It is reason-
able to assume that a similarly designed es-
tate tax in Canada would generate approxi-
mately $1.5 billion a year in revenues.
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This inheritance tax would only apply to
amounts in excess of $5 million (e.g., after a $5
million deduction). Capital gains taxes would
continue to apply for inheritances below $5
million, but at the full rate and indexed for
inflation. This means for inheritances of cot-
tages or other property that have been held
in the family for decades, taxes would like-
ly be lower than under the existing system.

Revenue: approximately $1.5 billion in
2014-15.

Notes

1 This analysis is based on Statistic Canada’s Social Policy Simulation Data-
base and Model (spsp/m). The assumptions and calculations underlying
the simulation results were prepared by David Macdonald and the respon-
sibility for the use and interpretation of these data is entirely that of the
authors. The sPsD/M simulation “morning after” estimate is $3.9 billion.
However, the AFB assume only 70% will be collected, leaving $2.7 billion.

2 Stanford, Jim. (2013). “The Failure of Corporate Tax Cuts to Stimulate
Business Investment Spending” in The Great Revenue Robbery, Between
the Lines Publishing.

3 Sanger, Toby. (2013). “Financial Transaction Taxes: The Battle for a Small
but Important Tax” in The Great Revenue Robbery, Between the Lines Pub-
lishing; also Fair Shares: How Banks, Brokers and the Financial Industry
Can Pay Fairer Taxes, (2011). CCPA.

4 http://www.theaustralian.com.au/national-affairs/europes-287bn-
carbon-waste-ubs-report/story-fn59niix-1226203068972

5 http://www.thecarbonrush.net/

6 The U.S. Estate Tax was at a 55% rate for estates above $675,000 in 2001,
but has been reduced since then. It was gradually reduced to a 45% rate
that applied from 2007 to 2009, but has been temporarily re-introduced
at a 35% rate for estates over $5 million for 2011 and 2012.

7 http://www.cbo.gov/ftpdocs/108xx/doc10841/Estate_GiftTax_Brief.shtml



Aboriginal Women

Background

Strategic investments in equality and em-
powerment for Aboriginal women are not
only integral to the development of a more
just society, they are likely to prove more cost-
effective than current efforts to manage the
negative effects of inequality. Despite signifi-
cant progress, inequality between men and
women in Canada remains, and the gap be-
tween First Nations, Métis, and Inuit people
and the rest of the Canadian population per-
sists —with predictable results.

While historic and continual exploita-
tion and abuse of Aboriginal people have re-
sulted in a persistent and pervasive lack of
access to economic opportunity, education,
health care, housing, and even clean water
in many communities, there are dispropor-
tionately more Aboriginal women and chil-
dren living in poverty, facing hunger and
homelessness. In fact, compared to immi-
grant women and visible minorities, Aborig-
inal women face greater levels of poverty
resulting in a “higher risk of violence and
depression” and increased vulnerability to
exploitation and abuse.! Given that many
Aboriginal mothers — often the sole provid-
ers — struggle to raise their children in less
than ideal circumstances, the fact that a dis-
proportionately high number of Aboriginal
children are apprehended by child welfare
authorities is also predictable.

It is in the context of historic, ongoing per-
secution of Indigenous nations that we must
understand the current marginalization of

Aboriginal women and children. Although
billions of dollars are spent each year for
programs and support services, inadequate
allocation of funding, piecemeal approach-
es, and band-aid solutions have failed to ac-
knowledge, much less address, the unique
needs of Aboriginal women. Until there is a
genuine political commitment to provide sig-
nificant, strategic, long-term investments pro-
moting equity, self-sufficiency, and safety for
Aboriginal women and their children, feder-
al budgets will continue to bear the ever-in-
creasing costs of health care, child protec-
tion services, welfare assistance, policing,
justice, and corrections services in order to
manage the results of poverty. Increased in-
vestment in Aboriginal women is therefore
not only ethically preferable it is also finan-
cially prudent.

Current Issues

Ending Violence

October 4 has become a day of remembrance
as communities across Canada hold vigils to
honour the memory of the almost 600 mis-
sing and murdered Aboriginal women iden-
tified through the Sisters in Spirit initiative of
the Native Women’s Association of Canada.
Such tragic loss of life is the direct result of
the alarmingly high rates of violence against
Aboriginal women in Canada.? There exists a
glaring disparity as First Nations, Métis, and
Inuit women are significantly more likely to be
victims of violence, more likely to experience
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more severe and potentially life-threatening
forms of violence than their non-Aboriginal
counterparts, and less likely to receive jus-
tice.3 Furthermore, due to the continued fail-
ure of governing bodies, policy-makers and
the justice system to adequately address on-
going exploitation, the majority of domestic
victims of human trafficking are Aboriginal
women and girls.“

Even though the 1996 Royal Commission
on Aboriginal Peoples identified violence as
one of the most important issues faced by Ab-
original communities,> the shameful lack of
an adequate response by the Canadian gov-
ernment has drawn international attention
and is increasingly being viewed a human
rights violation. Although the Canadian gov-
ernment voted in favour of the Universal Dec-
laration of Human Rights in 1948, enacted the
Canadian Bill of Rights in 1960, and included
the Canadian Charter of Rights and Freedoms
with the Constitution in 1982, it would seem
the belief that “everyone has the right to life,
liberty and security of the person”® has been
conveniently forgotten in the case of Aborig-
inal women and girls. Indeed, the role of the
state as protector of such basic human rights
is affirmed by the United Nations Declaration
on the Rights of Indigenous Peoples, where-
in Article 22.2 clearly demands: “States shall
take measures in conjunction with Indigenous
Peoples to ensure that indigenous women and
children enjoy the full protection and guar-
antees against all forms of violence and dis-
crimination.”” By endorsing this Declaration
in July 2012, the Canadian government, offi-
cially and publicly, accepted its obligation to
protect Aboriginal women and their children.

Aboriginal families, communities, and
leaders are calling for both a National Pub-
lic Inquiry on Missing and Murdered Ab-
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original Women and Girls, and a National
Strategic Framework for Action to begin ad-
dressing this crisis more effectively. Through
an “unbiased, independent, and public in-
vestigation” it is hoped we can identify the
root causes and the factors that contribute to
the high levels of violence and the low levels
of response to such violence. The findings of
a comprehensive inquiry would inform the
development of an effective national frame-
work for the coordination and implementa-
tion of specific, appropriate, concrete actions
aimed at reducing violence directly and in-
creasing self-sufficiency, thereby reducing
vulnerability and violence indirectly.® While
the federal government has consistently de-
clined calls for a National Inquiry and a Na-
tional Framework, citing the prohibitive costs
of such undertakings, it has been argued that
conducting one comprehensive inquiry to pro-
vide the foundation of a more coordinated,
appropriate, and effective approach, would
be more cost effective than continuing to im-
plement piecemeal, time-limited, uncoordin-
ated actions.® Moreover, given the long-term
social and economic implications of the cur-
rent response to the crisis of violence, not to
mention the high cost in lost lives, immedi-
ate full funding of a National Public Inquiry
and a National Strategic Framework is jus-
tified. If the federal government can see fit
to spend $26 million for an inquiry into the
survival of the Sockeye Salmon in the Fraser
River, surely it can afford $30 million dollars
(over three years) for an inquiry into the sur-
vival of First Nations, Métis and Inuit women.

Child Welfare

There are arguably more Aboriginal children
currently in the care of child welfare author-
ities than ever before in our history. Figures



indicate that Aboriginal children comprise
30-85% of children in care (percentages
vary by province).”® Such massive overrep-
resentation is largely the result of pervasive
poverty, inadequate housing, and a lack of
food security, as children are removed from
families that cannot provide the basic neces-
sities. Any effort to address the overrepresen-
tation of Aboriginal children in care must
therefore begin with addressing the socio-
economic status of Aboriginal families and
communities. While recent legal arguments
suggest that the underfunding of Aborigin-
al child welfare authorities relative to non-
Aboriginal child welfare services constitutes
deliberate and blatant discrimination, allo-
cating increased funds for Aboriginal child
welfare services will not in itself provide an
adequate solution to the larger problem.
The continued focus on child apprehen-
sion as the primary form of intervention is
tragically short-sighted. The social and eco-
nomic costs of continuing to remove children
when their families cannot provide necessi-
ties (rather than ensuring that mothers re-
ceive adequate financial support in the first
place) are extremely high. A veritable army of
social workers, foster parents, group homes,
therapists, and, eventually, corrections work-
ers will be employed to “care” for the chil-
dren after they are torn from their homes
and communities, and to cope with the emo-
tional and psychological trauma as they ma-
ture into adulthood. Connections have been
established between the apprehension of a
child and the likelihood of subsequent poor-
er health and low educational success, as
well as an increased risk of experiencing vio-
lence, sexual exploitation, conflict with the
law, and involvement in the sex-trade." Clear-
ly, the social and financial cost of removing

children from inadequate living conditions
rather than working to improve living condi-
tions for the entire family is much too high.
Significant investments should therefore be
made to improve the socio-economic circum-
stances of Aboriginal people generally, and
Aboriginal women specifically.

Housing

While it is widely known that poverty, un-
employment, and low levels of educational
attainment put women at increased risk of
violence, the lack of safe and affordable hous-
ing has often meant a lack of opportunity for
Aboriginal women fleeing violence, increased
risk of homelessness, and increased risk of
child apprehension. The situation for Aborig-
inal single mothers is particularly troubling
as more than 40% of female-led Aboriginal
single-parent families were in core housing
need.” Although much of the research tends
to focus on younger female populations who
are more likely to report being the victims of
violence, we must acknowledge the unique
needs of elderly Aboriginal women. Given
their comparative financial insecurity, the
high rates of physical disability among the
senior Aboriginal population, and a lack of
appropriate housing in many communities,
many Aboriginal women are struggling to sur-
vive on fixed incomes in substandard homes.
Substantive investments must be made to
ensure all Aboriginal women are provided
basic human dignity and the opportunity to
choose a life free of violence.

Education

In the increasingly knowledge-oriented Can-
adian economy, lack of educational attain-
ment translates directly into lack of oppor-
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tunity, as formal education is critical for the
provision of the skills and credentials neces-
sary for success.”® While Aboriginal women
are increasingly achieving better education-
al outcomes than Aboriginal men, such ad-
vances do not necessarily reflect an equal-
ity of opportunity. In fact, one might suggest
the increase in educational attainment for
Aboriginal women is the result of a distinct
lack of equality of opportunity in Canadian
society. Aboriginal men who fail to com-
plete high school still earn approximately
three times the wages of Aboriginal women
with the same lack of education. However,
income differences lessen with increases in
education as women not only earn more in-
dividually, they begin to catch up with men,
and Aboriginals begin to catch up with non-
Aboriginals.

Aboriginal women with a university de-
gree actually have higher median incomes
than non-Aboriginal women possessing the
same level of education.” With anything less
than a university degree, Aboriginal peoples
as a group continue to earn much less than
non-Aboriginals with equivalent education
and Aboriginal women continue to earn less
than Aboriginal men.* Clearly, the potential-
ly liberating effects of educational achieve-
ment have greater significance for Aboriginal
women. Moreover, it is widely accepted that
increased levels of education for mothers re-
sultin a corresponding increase in education-
al attainment levels for their children, and
therefore a larger return for every AFB dollar
spent educating an Aboriginal woman gen-
erally, and Aboriginal mothers specifically.

Child Care

Although a desire to provide a better life for
their children is often the primary motivation

Canadian Centre for Policy Alternatives

for the pursuit of higher education, after the
increased costs of housing and food are taken
into account, lack of affordable child care is
often cited as the biggest barrier to educa-
tional success for Aboriginal women. While
lack of access to quality child care is a bar-
rier to employment and education for many
women in Canada, and low-income women
specifically, according to the Urban Aborigin-
al Task Force (2007),"7 affordable child care is
an absolute necessity for Aboriginal women
living in urban settings who hope to obtain
education, training, and ultimately employ-
ment and self-sufficiency. Moreover, quality
child care programs with proper early learn-
ing environments and educators have been
shown to actually benefit children by en-
couraging early literacy skills, school read-
iness, and long-term educational perform-
ance. However, for women with more than
one child, those with less income, or those
without a partner to share the financial bu-
rden, the exorbitant cost of daycare throws
into question the economic feasibility of at-
tempting to work or study as child care bills
surpass university tuition fees. (Tax credits
only benefit those who have the financial
wherewithal to pay upfront and wait for an-
nual returns.) Regardless of the eventual fi-
nancial payoffs, and the increased potential
for long-term economic security, the short-
term costs are often insurmountable.

Investment

Given the disproportionate level of Aborig-
inal women facing extreme poverty, hunger,
homelessness, violence, and other socio-eco-
nomic stresses, targeted funding is needed
to provide Aboriginal women with sufficient
personal safety and appropriate social sup-
ports to obtain the skills needed to provide



for their families and improve their circum-
stances. Such funding is not only an invest-
ment in individual women, but will be felt
in the larger communities and eventually in
our nations as a whole. Increased opportun-
ity for Aboriginal women and girls will gen-
erate stronger, healthier families, improved
circumstances for future generations of Ab-
original children and grandchildren, and ul-
timately stronger, healthier Aboriginal com-
munities.

AFB Actions

e The AFB directs 5% of child care and ear-
ly learning funding to Aboriginal-specific
programs to be developed, designed, and
implemented by local Aboriginal commun-
ities, utilizing leading practice examples
from across the country while acknowledg-
ing the unique needs of First Nation, Mé-
tis, and Inuit populations. These programs
will be designed to foster strong cultur-
alidentities, promote language preserva-
tion and/or revitalization, and the early
learning/literacy skills necessary for fu-
ture educational success. (See the Child
Care chapter on page 58.)

The AFB also invests $800 million a year
into alternative schools and learning pro-
grams and gender-specific supports so
that we can provide the kind of holistic,
flexible, culture-based, supportive learn-
ing environments necessary to allow First
Nation, Métis, and Inuit students to suc-
ceed. These schools will foster academ-
ic achievement for those students who
are simultaneously coping with the pres-
sures of pregnancy, parenting, full- and
part-time employment, and/or addic-
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tions, mental health issues or treatment
programs. (See the First Nations chapter

on page 77.)

The AFB directs 25% of the $1 billion in
a supportive First Nations housing pro-
gram specifically for vulnerable Aborig-
inal women, prioritizing those who are
homeless and/or fleeing violence, single
mothers, and senior Aboriginal women,
to be designed, implemented, and con-
trolled by the Aboriginal community or-
ganizations who are in the best position
to understand the unique needs of First
Nation, Métis, and Inuit families in both
urban and rural environments. (See the
First Nations chapter on page 77.)

The AFB invests $30 million (over 3 years)
for a National Public Inquiry into Missing
and Murdered Aboriginal Women across
Canada and $10 million annually for the
development and initiation of a Nation-
al Strategic Framework to End Violence
Against Aboriginal Women. The frame-
work will advance an integrated, com-
prehensive approach based on the prin-
ciple that all people affected by violence
against Aboriginal women (including the
victim, abuser, the families impacted and
the witnesses of the violence) need specif-
ic and appropriate supports. The capacity
of Aboriginal communities and govern-
ments to respond to violent crimes com-
mitted against Aboriginal women must
be strengthened. Adoption and imple-
mentation of the framework will involve
changes in research, legislation, policy,
programs, education, community de-
velopment, leadership, and accountabil-
ity. Gender-based analysis must underlie
all work involved with this strategy.
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Arts and Culture

Background

For generations of Canadians, arts and cul-
ture have been a source of inspiration and
national pride. Countless Canadian children
have thrilled at the opportunity to meet and
learn from artists in schools. Musicians, dan-
cers, and actors have led us in celebration
and moved us with works that reminded us
of the depths of our humanity. We have been
awed by the work of our visual and media art-
ists and captivated by Canadian films. We are
transported by Canadian books that tell our
stories the world over.

Today, more than ever, sustaining a vi-
brant cultural sector is a strategic means
of ensuring that Canada remains one of the
best places in the world to live, invest, innov-
ate, and compete. A thriving arts and culture
sector is an integral part of Canadian soci-
ety and a key contributor to Canada’s eco-
nomic vitality.

The arts sector is poised to play a key role
in the prosperity of Canadian communities
as an efficient engine of job creation across
many sectors including industry, hospitality
and transportation. Indeed, there is a grow-
ing consensus among leaders in all econom-
ic sectors that arts investment is a cost-effect-
ive catalyst for high economic returns. In a
2008 report entitled Valuing Culture: Meas-
uring and Understanding Canada’s Creative
Economy, the Conference Board of Canada
noted that cities rich in cultural resources
are hotbeds of creativity, economic wealth
generators, and magnets for talent. But the

arts cannot flourish without adequate, stable,
sustained investment.

Investments in arts and culture benefit
our country as a whole. The sector is a sig-
nificant employer, with an estimated 616,000
workers in 2003, including 140,000 artists.
The sector —which includes for-profit cre-
ative and cultural industries, not-for-profit
arts organizations, and independent entre-
preneurs — comprises 3.9% of the overall
labour force. This is double the level of em-
ployment in the forestry sector (300,000)
and more than double the level of employ-
ment in Canadian banks (257,000). Accord-
ing to the Conference Board of Canada, the
arts and culture sector directly contributes
$46 billion to Canada’s gross domestic prod-
uct (GpP), and generates approximately $25
billion in taxes for all levels of government,
more than three times higher than the $7.9
billion that is invested.>

Current Issues

Each day Canadian artists and arts organiz-
ations create new works, push the envelope
of artistic practices, make our lives more en-
joyable and meaningful, engage larger and
more diverse audiences, contribute to educa-
tion, strengthen national identity, and help
us to better connect and understand each
other in an ever more pluralist and global-
ized environment. Sadly, the resources with
which they achieve this are at best stagnant,
and frequently diminished. The arts and cul-
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ture sector has not been immune from recent
global economic hardships. Artists, arts or-
ganizations, and government agencies have
all tightened their belts and contributed to
Canada’s emergence as an economic leader
on the world stage.

Public investment is the backbone of Can-
ada’s cultural ecosystem. All too often, Can-
adian artists struggle to get by and arts or-
ganizations struggle to keep the lights on.
The buying power of cultural agencies has re-
mained static for decades, and they current-
ly lack the resources to enable extraordinary
Canadian artists to fulfill their potential and
achieve their ambitions.

Investing in the arts is sound, strategic
economic policy. Research by the Conference
Board of Canada has shown that for every $1
of real value-added GDP produced by Can-
ada’s culture industries, $1.84 is added to
overall real GDP and that performing arts
organizations generate $2.70 in revenues for
every dollar they receive from governments.3

Sustaining Artists and
Arts Organizations

Jobs in the not-for-profit arts sector are creat-
ed and sustained by three revenue streams:
earned revenues (from admissions, product
sales, or fees), contributed revenues (from in-
dividuals, corporations or foundations), and
government funding (from all three levels of
government). While the ratios vary between
subsectors and regions, the cultural policy
and spending priorities of the Government of
Canada have a significant influence — whether
by facilitating the development of new mar-
kets and venues for arts and cultural products,
providing incentives for donations and spon-
sorships through the tax system or matching
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contribution programs, or subsidizing some
aspect of cultural production.

The federal government’s primary vehicle
for sustaining the work of artists and arts
organizations is the Canada Council for the
Arts. The Canada Council is a highly respect-
ed, accountable, and efficient arms-length
agency of the Government of Canada, with
a 54-year track record of fostering the arts
across the country. In 2009—-10, the Council
awarded 6,200 grants to artists and arts or-
ganizations, reaching more than 652 Can-
adian communities through a highly-com-
petitive peer review process. “

Increased investment through the Can-
ada Council will ensure that the core of Can-
ada’s cultural milieu — artists and arts organ-
izations —are supported in the shared public
purpose of exploring and expressing what
defines us as Canadians. It will also help to
ensure that Canadians have better access to
artistic work from all regions of Canada that
reflects our rich and multi-faceted cultur-
al landscape. Canadian communities of all
backgrounds will have the opportunity to
participate in and benefit from the broadest
possible range of artistic experiences.

Ensuring Access and Strengthening
Ties Across Canada

Arts and culture, creators and other cultural
workers are tremendous economic and social
assets. In order for arts and culture to con-
tinue to improve our quality of life, strength-
en our connections to one another, and pro-
vide us with valuable insights into who we
are as a country, government must nurture
these assets by investing in people at the
fore of Canadian innovation and creativity:
artists and arts organizations. Government
must also ensure that Canadians throughout



the country have access to a range of artis-
tic works and cultural products, reflective of
our nation’s contemporary cultural identity.

Along with the Canada Council for the
Arts, the Department of Canadian Heritage
(DCH) is a key source of government invest-
ment for arts and heritage organizations and
culture enterprises across the country. Funds
awarded through pcH directly sustain jobs
within the creative sector. Moreover, many
of the department’s programs strengthen
national identity, foster lasting cultural de-
velopment, and ensure that families across
Canada have increased, affordable access to
arts and culture. Canadian communities of
all backgrounds will have the opportunity to
participate in and benefit from the broadest
possible range of artistic experiences.

Access and innovation are intimately tied
to built infrastructure in the arts sector —new
and retrofitted facilities. Canadians deserve to
experience the arts in optimal settings. This is
achieved, in part, through the Canada Cultur-
al Spaces Fund. Maintaining and increasing
this investment in the future will ensure the
vitality of Canada’s cultural spaces for cur-
rent and future generations of Canadians. The
Canadian Arts Presentation Fund also sup-
ports access to cultural content through in-
vestment in the circulation of cultural prod-
ucts across the country. This program ensures
that Canadians have the opportunity to en-
gage in high-quality cultural experiences in
their home communities.

Over the coming year, a suite of fund-
ing programs managed by the Department
of Canadian Heritage —including the Can-
ada Cultural Spaces Fund and the Canadian
Arts Presentation Fund — will come to term.
These programs help extend public access to
the arts, build and diversify a resource base to

realize organizations’ artistic visions, leverage
private sector investment through matching
contributions to endowment funds as well
as build and maintain physical infrastruc-
ture. It is critically important that govern-
ment investments made through these pro-
grams be renewed.

Aligning Cultural Policy With
Canada’s Global Economic Policy

Historically, artists and arts organizations
have always been effective cultural ambassa-
dors for Canada on the world stage. Markets
developed abroad for Canadian arts and cul-
ture have diversified revenue streams for cul-
tural industries, created jobs here at home,
contributed to economic growth and sta-
bility, and fostered a broadly positive inter-
national perception of Canada. Whereas Can-
ada has more recently been lauded for sound
economic stewardship and robust econom-
ic policy, we have long been recognized as a
bold, diverse, and peaceful bastion of arts
and culture.

Canada’s track record of participation in
global commerce has already positioned us
as one of the most successful and prosperous
economies in the world. Expanding access to
global markets and networks for Canadian
cultural products is essential to furthering
Canada’s creative advantage in a global so-
ciety that values economic prosperity, social
cohesion, creativity, innovation and excel-
lence. Over the past several years, the govern-
ment has sought to multiply and strengthen
ties with strategic economic allies, notably
in Asia and Europe. Moving forward, it is
essential that Canadian culture and cultur-
al products be an integral part of Canada’s
Global Commerce Strategy, thereby distin-
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guishing Canada as a key trading partner in
identified markets.

In 2006, the United States accounted for
over 90% of Canada’s culture goods exports
and 78% of culture service exports.5 But inter-
national markets promise other opportunities
for greater market access and diversification,
thereby expanding the reach of Canadian cul-
ture. Expanding ties to the European Union
and Asia would be notable avenues for gain-
ing greater market access for Canadian cul-
tural products.

Canadian artists, arts organizations, and
cultural products are important elements of
Canada’s “brand” —and this was nowhere
better demonstrated than during the open-
ing and closing ceremonies at the 2010 Van-
couver Olympics. Canadian artists, arts or-
ganizations, and cultural producers must be
equipped to serve as cultural ambassadors if
the Government of Canada is to leverage the
brand and build trade opportunities inter-
nationally. The Government of Canada must
ensure that Canadian Trade Commissioners,
diplomats and other key officials are trained
and resourced to position Canadian arts and
culture as a key asset in today’s integrated
global economy; and that artists and arts or-
ganizations are enabled to take their work to
foreign markets, to meet with potential pre-
senters and consumers of cultural products,
and to explore and establish innovative part-
nerships with foreign counterparts and col-
laborators.

Recently, the Canada Council announced
are-allocation of $2 million from its existing
parliamentary appropriation, directing these
funds towards international market develop-
ment. With an increased parliamentary ap-
propriation, beginning in 2013, the Council
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could play an even greater role in helping
Canadian artists and arts organizations cre-
ate arts jobs, engage with the Canadian pub-
lic (at home, and across the country), and de-
velop international markets as well.

AFB Actions

The 2013 AFB will:

e Increase the annual parliamentary allo-
cation for the Canada Council for the Arts
by $120 million so that the total alloca-
tion reaches $300 million.

e Renew investment in a suite of programs
delivered by the Department of Canadian
Heritage and insure that funds available
through these programs are increased
over time by indexing them to the an-
nual cost of living.

¢ Align Canada’s cultural diplomacy strat-
egy with Canada’s Global Commerce Strat-
egy, and capitalize on opportunities to pro-
mote Canadian values as well as business
and cultural interests in key markets by
investing $25 million annually in support
of artistic and cultural market develop-
ment initiatives in Canada and abroad.

Notes
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Cities and Communities

Background

Canada is an urban nation. Over 80% of us
now live in cities, which serve as centres of job
creation, immigration, and innovation critic-
al to sustaining our quality of life. But urban
communities large and small have been hit
hard by recent changes. As urban populations
grew, investment failed to keep pace and the
infrastructure deficit expanded. Aggravating
this neglect is increased traffic, congestion,
pollution, urban sprawl, an underperforming
economy, lost jobs, worries about loss of im-
migration status, declines in manufactur-
ing, and disappearing pensions. The health
of urban communities is of national concern
and federal investment is crucial to ensuring
cities continue to play their vital role.

The backbone of Canada’s current mu-
nicipal infrastructure system was built be-
tween approximately 1950 and 1980. Since
then, cities have been slowly starved. Cuts
in transfers and the downloading of respon-
sibilities have led to decay and an estimat-
ed replacement cost for aged infrastructure
of $171.8 billion.! The added costs associat-
ed with aging infrastructure make it harder
for cities to meet the needs of the most vul-
nerable, including single mothers, the work-
ing poor, immigrants and social assistance
recipients. Adding insult to injury, property
tax rates in some provinces are among the
highest in the world. Since property taxes are
regressive — lower-income households pay a
much higher share of their income, directly,
through property taxes or, indirectly, through

rent — vulnerable populations carry a dispro-
portionate share of the burden while receiv-
ing fewer benefits.

Unlike cities in other countries, Canadian
cities are severely restricted in how they can
raise revenues to fund operations. They can-
not levy income or sales taxes, and rely most-
ly on property taxes and user fees to provide
over 75% of their revenues. In contrast, most
major U.S. cities levy income and/or sales
taxes, and many European cities also rely
heavily on income taxes. Municipalities in
other countries also obtain a larger share of
their revenues through transfers from upper
levels of government.

Transfers from federal and provincial gov-
ernments in Canada provided approximate-
ly 26% of the revenues of local governments
in the early 1990s. After 1995, these trans-
fers were severely cut by the federal govern-
ment, but, more significantly, by provincial
governments that had their own transfers
from the federal government slashed. By the
year 2000, federal and provincial transfers
provided only 16% of local government rev-
enues. As a result:

e Local governments across Canada, espe-
cially in Ontario, ended up hiking prop-
erty taxes, increasing user fees and ser-
vice charges, reducing public services,
and delaying their investments in, and
maintenance of, public infrastructure.

¢ Transfers to local governments continued
to be squeezed even while federal and
provincial governments ran surpluses
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and cut tax rates on higher incomes and
businesses.

* Property taxes, especially in Ontario, in-
creased significantly while the municipal
infrastructure deficit grew larger.

Local governments, with rising popula-
tions and increased responsibilities, need
access to different and growing sources of
revenue. Likewise, cities suffering econom-
ic and population declines need help rein-
vesting in the infrastructure necessary for
urban revitalization. With few minor excep-
tions, Canada’s cities and municipalities are
dependent on higher levels of government
to fund the large-scale projects needed to
begin renewal.

In recent years —after much pressure, a
recession, and the collapse of a few bridg-
es — federal and provincial governments did
eventually increase transfers to local govern-
ments. The Building Canada Plan, launched
in 2007, saw $33 billion of new federal money
invested in infrastructure. While this certain-
ly represented an opportunity for desperate
cities in the short-term, it did little to fix the
flawed funding structure. Grants were still
awarded after application on an ad hoc basis
through a mysterious, lottery-style approval
process, which caused many to level accusa-
tions of pork barrelling and that grants em-
phasized publicity over functionality. More-
over, the lack of predictability meant cities
had to snatch up any funding they received,
regardless of how the project fit into their
long-term goals. Looking beyond 2014, only
the $2-billion Gas Tax Fund is guaranteed
to continue, meaning the modest gains of
recent years could easily be eroded if a new
plan isn’t put in place.
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At present, the federal government, the
provinces, the Federation of Canadian Muni-
cipalities and other stakeholders are crafting
“Canada’s Long-Term Infrastructure Plan.” It
is imperative that any new funding arrange-
ment take meaningful steps towards fix-
ing longstanding problems. It must provide
long-term, predictable funding and include
increased transparency and accountability
to prevent partisan channeling of funds. It
should be linked to national strategic plan-
ning that includes local government input on
key concerns such as climate-change mitiga-
tion and adaptation, national transportation
infrastructure, housing, child care strategies,
and social services improvements.

Current Issues

We are at a critical point. The wide reaching
benefits that healthy public infrastructure
affords are being eroded by a generation of
neglect. Municipal stakeholders are anxious
because they know there is no guarantee that
this brief period of investment will be sus-
tained long enough to correct problems in
a meaningful way. Underneath this anxiety
is a broader fear that the existing principles
that guide the provision of public infrastruc-
ture — equal access and universality — are
being replaced with a for-profit model that
often excludes those most in need and sub-
sidizes those most able to pay.

Funding Shortfall

The fundamental issue facing municipalities
today is lack of funds. Most improvements
made in the last four years are scheduled to
end in 2014. The only consistent source of
funding that cities have moving forward is



a fixed amount doled out annually through
the federal Gas Tax Fund — which loses real
value every year since no mechanism current-
ly exists to adjust for price increases. As aus-
terity rolls down hill and programs get cut,
the underlying problems remain and cities
are forced deal with the fallout. When times
are tough, residents rely even more on ser-
vices such as homeless shelters, food banks,
libraries, and public transit.? Cities are also
on the front line supporting new Canadians,
many of whom are low-wage earners.? Stable
municipal infrastructure needs to exist to
maintain the position of Canadian cities as
competitive engines of commerce but also to
prevent people from falling through the cracks.

Maintaining Public Ownership

Decaying infrastructure and the high cost of
replacing it present new opportunities for
profiteers. A by-product of the recent federal
stimulus was an attempt to increase reliance
on Public Private Partnerships (P3s) in muni-
cipal infrastructure projects. In practice, the
attempt failed but the inclination to provide
public services privately remains. Whereas a
publicly-owned, arms-length entity will use
its advantage to lower fees or increase access-
ibility, a private entity must extract a profit,
leading to either higher fees or reduced ser-
vice levels. If a community decides collect-
ively to invest in a project, the community
should reap the rewards.

Nurturing Community Ownership

Well-established community enterprises and
organizations provide much-needed social
services, training, and employment to dis-
invested communities. Providing the finan-
cial leverage for these entities to develop

community resource centres, daycares, and
other physical assets creates employment
and enhances the well-being and productiv-
ity of citizens. Matching funding programs
are often the only resources available to com-
munity enterprises. Generating the required
matching funds can be extremely difficult
for organizations that represent disinvested
communities. In order for these valuable or-
ganizations to flourish there needs to be more
flexibility for non-profits to access matching
funds programs.

Public Transit

Canada has no national transit strategy. As
of 2011,we were the only country in the OECD
without one. Canadian cities have some of the
longest commute times of anywhere in the
world.* Transport Canada estimates the an-
nual cost of unnecessary congestion to be $5
billion per year.> As the population increas-
es, so does ridership, putting added strain
on underfunded systems. As a percentage
of the population, ridership has remained
relatively constant,® meaning policymakers
have not instituted the improvements need-
ed to encourage Canadians to leave their cars
at home. The lack of a national plan means
that public transit advocates compete for the
same pool of infrastructure money as every-
body else and that one-off, band-aid projects
are often favoured over meaningful, long-
term investments.

Wastewater

In July 2012 new federal wastewater regu-
lations came into effect. As a result, cities
across the country are now required to up-
grade their wastewater facilities to meet the
more stringent requirements. It is expected to
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cost municipalities $20 billion over the next
20 years. Without federal funding, this will
increase the national infrastructure deficit
by over 15%.” Without independent control
over a predictable stream of income, muni-
cipalities could be forced to privatize waste-
water treatment, even if communities prefer
the service to remain public (see the Water
chapter on page 151).

Sustainable Asset Management

A disadvantage of the current ad hoc, appli-
cation-style funding formula is that it dis-
courages proper asset management. Muni-
cipalities, especially small ones, barely have
the resources to prepare a professional ap-
plication, let alone develop and implement
a methodology for managing the coordinat-
ed integration and maintenance of multiple
infrastructure investments over time. Even
if they did have a plan, there’s no guaran-
tee that the application “lottery” would re-
sult in funding that matches their long-term
strategy. The end result is poorly maintained
infrastructure with a shorter lifespan and a
patchwork of disjointed projects that cost
much more than necessary. A lack of organ-
ization also permeates other allocation prac-
tices. For example, urban sprawl often occurs
on inexpensive land far away from existing
infrastructure, resulting in additional ongoing
costs, loss of prime agricultural land, and
the expense of reinvesting in older brown-
fields. Similarly, natural resource develop-
ment in remote areas often requires signifi-
cant investment beyond the limits of existing
infrastructure, resulting in added costs and
urban planning designed for extraction of raw
materials rather than long-term use. Muni-
cipalities establish development charges as
a source of revenue and to share the burden
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of added costs with developers. As of now,
the formulas used to set these development
charges only take into account the immediate
costs of production, not any dynamic long-
term costs.® The lack of a national strategy
for municipal asset management costs cities
money and is a barrier to building smarter,
more sustainable communities.

Community Economic Development

Canadian communities understand that chal-
lenges such as unemployment, urban and
rural decline, income inequality, poverty,
social exclusion, and environmental deg-
radation can only be effectively addressed by
community-led strategies that take a multi-
faceted and integrated approach. The Com-
munity Economic Development (CED) mod-
el provides that approach.

CED is community-led action that cre-
ates economic opportunities while enhan-
cing social and environmental conditions.
Through social enterprises, co-operatives,
and other CED organizations, Canadians are
working together to strengthen local econ-
omies, while providing access to child care
services, housing, local food, capital, train-
ing, skill development opportunities, and
much-needed services that enable marginal-
ized people to overcome barriers and develop
capacity. Their efforts build fairer, stronger
local economies, and create sustainable, re-
silient communities.

Communities working together are the
primary drivers of CED initiatives. However,
governments have an important role to play
in supporting CED given the significant re-
sources, capacities, and policy levers at their
disposal as well as their mandate to ensure
the well-being of their citizens and the com-
munities they live in.



Canada can play a lead role in supporting
CED, addressing complex community challen-
ges, and improving the quality of life for all
Canadians by developing and implementing
a federal cED Policy Framework along with
a Neighbourhood Revitalization Program.

An effective, national CED Policy Frame-
work can be modeled after the one employed
by Manitoba. It would pose a series of ques-
tions to help departments assess how well
they incorporate CED principles into govern-
ment initiatives. This would ensure that CED
principles, such as local skills development
and employment, are incorporated into gov-
ernment initiatives to better respond to the
economic, social, and environmental needs
of local communities.

AFB Actions

ReBuild Canada Program

The AFB will introduce the ReBuild Canada
Program to address Canada’s crumbling
infrastructure after the Building Canada
Plan expires. The ReBuild Canada Program
will provide municipalities with $16 billion
annually for the first six years and $13.5 bil-
lion for the following 14 years from all lev-
els of government.

The ReBuild Canada Program, like other
programs, will require matching funding from
other levels of government. However, given
the disproportionate burden that municipal-
ities have born for infrastructure costs, the
AFB requires the federal government to pay
40% of costs, the provinces to pay 40% and
municipalities to only pay 20% (except for
First Nations water systems which are en-
tirely a federal responsibility).

Funds will be allocated on a modified per
capita basis, affording small and remote com-
munities the opportunity to invest in new
infrastructure. The plan will also dedicate a
portion of the funds for urgent, needs-based
investment in smaller communities.

Projects will be proposed by municipal-
ities based on each city’s individual long-
term priorities. Different categories of infra-
structure will be divided into separate pools
of dedicated funds. The federal government
will commit:

¢ $1.35 billion per year dedicated to public
transit infrastructure. Projects must be de-
signed to increase ridership and reduce
commute times for public transit users.

e $2.25 billion per year for core economic
and sustainable infrastructure. Projects
must facilitate economic development
with an emphasis on sustainable build-
ing practices or make existing facilities
more environmentally sustainable.

¢ $470 million per year will go to on-re-
serve waste water systems (see the First
Nations chapter on page 77).

e $2.6 billion per year to replace and up-
grade aging water infrastructure (see the
Water chapter on page 151).

The federal government will be obliged
to approve proposals provided the basic cri-
teria are met. Funds will be guaranteed and
carried over if unused in any given year. All
projects will abide by a set of sustainable
asset management principles to be admin-
istered by the federal government.

Doing Better Together: Alternative Federal Budget 2013

45



46

Office of the Commissioner of
Cities and Communities

The AFB will create the Office of the Com-
missioner of Cities and Communities (occc)
within the Transport, Infrastructure and Com-
munities Portfolio. The occc will coordinate
federal actions in cities, develop community
economic development strategies, adminis-
ter funding and provide oversight to protect
against corruption. The occc will establish
a more formal and permanent link between
federal and municipal governments, maxi-
mizing the positive impact of increased fund-
ing. The occc will develop and administer
Sustainable Asset Management criteria, en-
suring that investments are sustainable and
assets are managed in a way that best serves
the community over the long run. It will also
ensure that those who profit from infrastruc-
ture investment pay their fair share of de-
velopment costs.

The occc will ensure that future fed-
eral infrastructure programs maximize po-
tential benefits for local communities and
citizens by adopting a Community Benefit
Clause Policy. This will provide a framework
along with guidelines and templates for in-
corporating social benefit analysis into the
evaluation processes for federal infrastruc-
ture projects. These contractual clauses will
help ensure projects generate economic and
social value that benefits local communities
and their citizens. Community Benefit Clauses
can be used to boost training, apprenticeship
and employment opportunities for designat-
ed groups that are under-represented in the
workforce and/or that have multiple barriers
to employment.
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Community Economic Development
Policy Framework

The AFB will develop and implement a fed-
eral CED Policy Framework housed within
the Office of the Commissioner of Cities and
Communities. Sufficient resources will be pro-
vided to ensure there is capacity within the
department to research and develop CED in-
itiatives based on best practices, and to deliv-
er an internal communications strategy that
will facilitate implementation of the frame-
work throughout the department.

It will create and invest in a roundtable
mandated to develop a working relationship
with all three orders of government and cit-
izens in order to encourage the ongoing co-
construction of public policy in support of
CED. (Cost: $2.5 million)

The A¥B through the CED Policy Frame-
work will develop and implement a purchas-
ing strategy that incorporates social and en-
vironmental value weighting in all Requests
for Proposals and Community Benefit Agree-
ments on contracts over $500,000. The strategy
will also include a Living Wage requirement
for all contractors, including subcontractors,
on all government contracts.

The traditional “price prevails” purchas-
ing analysis does an injustice to the taxpay-
er. Greater return on investment to taxpayers
can be achieved by using a blended value an-
alysis in government purchasing that incor-
porates price, quality, environmental, and
social considerations.

Neighbourhood Revitalization Fund

The AFB establishes a Neighbourhood Revital-
ization Fund as part of a federal Neighbour-
hood Revitalization program. This fund will
provide multi-year core funding to support



the establishment and ongoing operations
of Neighbourhood Renewal Corporations
(NRcs) in under-invested urban commun-
ities throughout the country. NrRCs will be
locally-governed, democratic organizations
responsible for coordinating ongoing revital-
ization efforts within their communities. Re-
vitalization efforts will be based on five-year
neighbourhood revitalization plans that take
a CED approach and are developed with the
community. In addition, NRCs will assist
community-based organizations within their
neighbourhoods to develop proposals and
apply for funding to support projects con-
sistent with the neighbourhood’s five-year
revitalization plan. (Cost: $100 million per
year for five years.)
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Communications

Background

A National Communications Strategy
is an Economic Building Block

Canada continues to fall behind peer nations
in the strategic policy area of information and
communications technology (1cT) and infra-
structure. A recent report from the Internation-
al Telecommunications Union (ITU), Meas-
uring the Information Society 2012, ranked
Canada 32" out of 155 countries according to
their level of 1ICT access, use, and skills. The
top five were Korea, Sweden, Denmark, Ice-
land and Finland. According to the 1TU, all
top-30 countries are “high-income countries,
underlying the strong link between income
and 1CT progress.” It is becoming increas-
ingly clear that a national communications
strategy is an essential part of long-term eco-
nomic planning.

Communities with affordable high-speed
Internet access can attract businesses, en-
courage local entrepreneurship, and main-
tain high standards in education and health
services, all of which support local sustaina-
bility. The recommendations in this chapter
are designed to return Canada’s communica-
tions infrastructure to world-class standards.>
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Current Issues

Recognize “Effective” Connectivity
as an Essential Service

On May 11, 2011, the Canadian Radio-television
Telecommunications Commission (CRTC) set
a target for broadband Internet access ser-
vices across the country. By the end of 2015,
said the Commission, all Canadians should
have access to broadband speeds of at least
5 megabits per second (Mbps) for downloads
and 1 Mbps for uploads.?

But the target set by the CRTC is not enough
to fuel economic growth and job creation.
Rural respondents to a 2011 national survey
of economic development professionals in
the U.S. reported that 100—120 Mbps was the
minimum needed over the next three years.*
A study done for the U.S. Federal Communi-
cations Commission (Fcc) recognized broad-
band “as a key enabler of economic growth
that can benefit services such as telemedi-
cine in rural areas, allow better management
of transportation and energy systems and re-
duce infrastructure costs for businesses.”s

Modernizing such infrastructure is costly.
At the 2012 CRTC hearings that considered basic
service obligations, one telephone company
estimated it would cost $700 million annual-
ly® for 10 years to bring high-speed Internet
to all Canadians, including those who live in
the country’s most remote areas. “It’s a task
that can never be achieved by market forces
alone, [MTs Allstream Inc.] told the crTC,
in one of the first such estimates to be made



for Canada.” Experts agree that the market
alone will not resolve Canada’s communica-
tions infrastructure deficit.” Governments will
have to facilitate the transition with various
programs to bridge the gap.

¢ In order to return Canada to a leadership
role in the availability and use of new
communications technologies, “effective”
broadband that supports a wide range of
communications applications must be-
come a vital part of policy and programs
at the federal level. The AFB believes that
“effective” broadband means high-speed
Internet of 100 Mbps or more.?

Develop a National
Communications Strategy

The crTC, among others, has pointed out
the need for a comprehensive national digit-
al strategy to secure the nation’s economic
future.® Digital infrastructure planning else-
where has been on fast forward for years:
Australia (National Broadband Strategy),
2004; Great Britain (Digital Britain Report),
2009; Germany (Information Society Germany
2010), 2006; France and New Zealand, 2008;
and the U.S., 2010.

The benefits of a well-designed and im-
plemented plan are significant. According to
anew report by 1IBIsworld, Australia’s infor-
mation and communications technology in-
dustry, combined with the planned national
high-speed network, is expected to generate
around $1 trillion in revenue for 2050 — al-
most eight times the $131 billion it gener-
ates today.*

Canada still lacks a national plan for uni-
versal access to effective broadband. This
stalls our economy and negatively affects
productivity. In May 2010, after a six-week

online consultation about a digital econ-
omy strategy, then Industry Minister Tony
Clement offered an interim report with few
specifics.” The holding pattern continues.
Current Industry Minister Christian Paradis
suggested that a strategy might be released
at the end of 2012.

On the other hand, in its February 2011
report on emerging and digital media, the
Standing Committee on Canadian Heritage
“encouraged the Government of Canada to
proceed as quickly as possible with the de-
velopment of a national digital economy strat-
egy,” and recommended that the strategy be
reviewed every five years.?

The AFB agrees with the Heritage Com-
mittee and will immediately begin a nation-
al consultation on these issues. The process
will invite multi-stakeholder input on a wide
range of communications issues from copy-
right to infrastructure and access policies
through meetings across the country, online
and written submissions.

These discussions will also seek ways to
improve the environmental sustainability
of the ever-growing use of digital technolo-
gies. ICT devices currently contribute 2-3%
of global greenhouse gas emissions. As the
availability and use of “always on” broad-
band rises, this amount will likely increase.
Technical solutions such as “power saving”
devices, and upgraded standards for them,
will be explored. Incentives for telecommut-
ing and video-collaboration to support de-
creased use of fossil fuels for land and air
transportation will also be considered.

e The AFB allocates $250,000 to fund a broad
national consultation to modernize com-
munications policy in Canada. We will
present a transparent process that can
be implemented before September 2013.
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A comprehensive plan based on these dis-
cussions will be presented to Canadians
by April 2014.

Create Jobs With Next Generation
Broadband Networks

Growing evidence supports the connection
between jobs and modern information and
communications infrastructure. Although
there are no firm estimates of the number
of Canadian jobs that might be at stake, es-
timates from other jurisdictions can offer
some guidance:

e A 2009 study by the World Bank suggested
that an increase of 10% in broadband pene-
tration in high-income countries correl-
ates with GDP growth increases of 1.2%.4

e According to a 2011 report from global
management consultants McKinsey and
Associates, over the past five years, the
Internet has been responsible for 21% of
the growth in mature economies and has
created 2.6 jobs for every job it has dis-
placed.s

“Rural counties in the United States that
embraced broadband adoption at the start
of this decade enjoy access to more jobs
than those that did not,” states a 2009
study by the U.S. Department of Agricul-
ture. Their residents also make more money
than their less-connected counterparts.*

In 2008, the Communications Workers of
America predicted that a $5 billion stimu-
lus on broadband infrastructure would
create almost 100,000 new jobs directly
in the short term and 2.5 million jobs as
“network effects.””
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* A 2009 report by the Information Tech-
nology and Innovation Foundation (U.S.)
suggested that a broadband subsidy of
$10 billion would directly create or re-
tain 500,000 jobs.™®

In Canada, the most recent federal pro-
gram that addressed connectivity (2009) allo-
cated a scant $225 million over three years to
fund the expansion of rural broadband infra-
structure.? In this program, broadband con-
nectivity was defined as “access to Internet
service that supports data transmission at a
minimum speed of 1.5 Mbps to a household.”*
Although it is considerably better than no con-
nectivity, 1.5 Mbps is a short-term solution,
not enough to support applications such as
e-health or e-education or intensive e-com-
merce. This speed will not provide the kind
of Internet access that Canadian commun-
ities need to ensure their economic future.

By contrast, in April 2009 the Govern-
ment of Australia announced it would build
a national high-speed broadband network
to deliver up to 100 Mbps to 90% of its cit-
izens. The eight-year, Au$43-billion project
will be one of the largest state-sponsored In-
ternet infrastructure upgrades in the world.
The Australian Prime Minister has suggested
that the project will support up to 37,000 jobs
at the peak of construction.”

To bring Canadian communications infra-
structure up to such standards, the AFB ramps
up to $1 billion per year to make effective
broadband a reality for all Canadians. The
decade-long infrastructure project will start
in 2014—-15 and will be guided by the recom-
mendations of a National Communications
Strategy. Because it is such a major commit-
ment of public funds, Canadians will follow
the Australian example and retain majority
ownership of the resulting infrastructure.



e The AFB ramps up to $1 billion annual-
ly over 10 years to modernize Canada’s
digital communications infrastructure.

The Standing Committee on Canadian
Heritage recommended that the Government
of Canada reinvest some of the money it re-
ceives from spectrum auctions into the pro-
cess of designing and implementing a digital
strategy and into extending rural and remote
connectivity programs.? The AFB agrees with
these recommendations.

e The AFB will reinvest some of the pro-
ceeds from the upcoming spectrum auc-
tion (Spring 2013) to support the mod-
ernization of our digital infrastructure
according to the recommendations of a
comprehensive communications strategy.

e The AFB will immediately revive rural and
remote connectivity programs.

Rebuild the National Public
Access Program

National programs that provide access, edu-
cation and support for the effective use of
new communications technologies in com-
munities are considered essential in coun-
tries that rank high in their use of on-line
tools. In Korea, for example, such programs
are considered investments that generate
demand and build human capacity to meet
that demand.>

At the CRTC hearings on basic service
(2010), concerns were raised about the 25%
of Canadians who have no Internet service
even where service is available and questions
were asked about programs that might address
that gap.?* Sadly, in March 2012, the federal
government cancelled the one program that
addressed such issues. The Canadian Access

Program was a national network of 3,500
community technology centres that helped
thousands of people per day* incorporate
new technologies into their lives. These sites
and their young facilitators, along with a le-
gion of volunteers, provided job search and
software training, technology literacy pro-
grams, access to community services, and
cultural integration opportunities. They part-
nered with the local private and public sec-
tor to provide services and experienced per-
sonnel in diverse areas, from film editing to
website building. Along the way, thousands
of youth gained valuable job experience. Both
internal and external evaluators agreed that
this program had been successful and cost-
effective for years.”

Certain populations are particularly in
need of such programs. New research from
the U.S.-based Pew Internet and American
Life project shows that, while many sen-
iors are currently using e-mail and the web,
only 39% have broadband at home. They
use public access sites in libraries and com-
munity centres.?® In Australia, only 62% of
those with a reported disability are online
and just over one-half of those age 60 or over
have Internet access at home.* In Canada,
not only do we lack data on such issues, the
only program in place to address them, was
disbanded. The AFB would immediately re-
introduce and expand support for a nation-
al public access program.

e The AFB allocates $40 million to sup-
port new and existing national public
access sites.

The AFB also agrees with the Standing
Committee on Canadian Heritage, which rec-
ommended that the Government of Canada
work with provincial authorities to support
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programs that encourage the development of
a digitally literate population and that the De-
partment of Human Resources and Skills De-
velopment review its policies and programs in
order to ensure that priority is given to train-
ing in digital skills. The Committee also rec-
ommended that the Government of Canada
examine the proposal of the Canadian Asso-
ciation of Community Television Users and
Stations (cacTus) for the establishment of
community-operated multimedia centres and
access to its material online as a way of en-
couraging people to develop digital skills.>°

¢ The AFB will ensure that the Department
of Human Resources and Skills Develop-
ment continues to support digital literacy
with its CAP-Y1 youth initiatives program.

e The AFB will support community-oriented
multimedia centres as part of a digital lit-
eracy program.

AFB Actions

e The AFB allocates $250,000 to fund a broad
national consultation to modernize com-
munications policy in Canada.

e The AFB ramps up to $1 billion annual-
ly over 10 years to modernize Canada’s
digital communications infrastructure.

e The AFB allocates $40 million to support
new and existing national public access
sites in the 2013-14 budget year.
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Defence

Background

Canada is one of the 15 top military spend-
ing nations in the world, and the sixth-largest
military spender among the 28 members of
NATO. The level of Canadian military spend-
ing in recent years has been higher than at
any other time since the end of the Second
World War.

According to the federal government’s
latest budget figures, the Department of Na-
tional Defence (DND) plans to spend $20.5
billion this year (Fy2012—-13). That level is 2%
higher than it was before the beginning of the
global recession, 9% higher than at the end
of the Cold War, and 30% higher than im-
mediately before the terrorist attacks of Sep-
tember 11, 2001. While the current build-up
in spending began in 1999, Canada’s partici-
pation in the U.S.-led “global war on terror-
ism” has been the primary driving force be-
hind the increases.

By comparison, the actual amount spent
by DND in 2011-12 was $20.2 billion, or about
$20.8 billion in 2012 dollars. Similarly, the
2010-11 and 2009-10 figures were about
$22.0 billion and $22.2 billion respectively, in
2012 dollars.! These figures suggest that, like
many other government departments, DND
has undergone significant budget cuts, with
this year’s spending projected to be 1.5% low-
er ($0.3 billion) than 201112 spending, 6.8%
lower ($1.5 billion) than 2010-11 spending,
and 7.8% lower ($1.7 billion) than 2009-10
spending, after adjusting for inflation.
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For the moment, however, DND’s “cuts”
are more apparent than real. In fact, it can
be argued that although the DND budget has
levelled off, it has not yet undergone signifi-
cant reduction.

The apparent reductions of recent years
are almost entirely attributable to accounting
changes and the declining incremental cost of
Canada’s overseas military missions. The de-
cision to grant the Communications Security
Establishment (CSE) separate agency status
effective November 2011 and the creation of
Shared Services Canada (ssc) and the conse-
quent transfer of various IT responsibilities
out of DND and other departments were re-
sponsible for a large part of these apparent re-
ductions. According to DND’s Report on Plans
and Priorities (RPP), the removal of cSE from
the DND budget saved the department $387
million in 2012-13, while the creation of ssc
saved the department $306 million. DND re-
ceives the same services from these programs
as it received in earlier years, but their com-
bined $694 million cost in 2012-13 no long-
er appears in the DND budget.

The continuing decline in the scope of the
Afghanistan mission also has the effect of re-
ducing the department’s spending without
diminishing its ability to pay its core person-
nel, operations, maintenance, and capital ex-
penses. (In fact, it probably frees up resources
not fully accounted for in the department’s
estimates of the incremental cost of the mis-
sion, and thus improves DND’s budget pos-
ition.) DND is projecting that the incremental
costs of the Afghanistan mission will decline



by $435 million this year, and that the over-
all incremental costs of the Canadian Forces’
overseas missions will decline by $508 mil-
lion. Overall incremental costs are expected
to total $476 million this year, down from $1.9
billion (in 2012 dollars) in 2009-10.

Asaresult, although DND’s projected 2012—
13 budget is approximately $1.7 billion low-
er (in 2012 dollars) than its budget of three
years ago, the department’s ability to fund
its core programs could be as much as $400
million higher.

A new wrinkle has been introduced this
year by the government’s failure to provide
any details of the spending cuts it promised
in Budget 2012. According to data DND pro-
vided to the Parliamentary Budget Officer, the
department expects to make cuts related to
Budget 2012 totalling $319 million this year.
There is no way to know, however, whether
any or all of these cuts are already reflected
in the measures reported in the RPP (i.e., sav-
ings due to the winding down of the Afghan-
istan mission, savings due to establishment
of CSE as a separate agency, etc.). Some of
the budget-related “savings” reportedly will
come through the delay of certain procure-
ment programs, but the degree to which these
delays may already be built into the spend-
ing plans is not known.

Further reductions are supposed to be
made in 2013—-14 and 2014-15, ultimately
amounting to $1.1 billion, but again the ac-
tual effect of these plans on the department’s
budget remains to be seen.

Adjusted for inflation, Canada has devot-
ed roughly $70 billion to total national secur-
ity expenditures over and above the amount
it would have spent had budgets remained
in line with pre-9/11 levels, with military ex-
penditures representing the bulk of that in-

crease. This ambitious build-up over the last
decade has allowed large military equipment
programs to proceed without the department
adequately demonstrating their relevance to
the essential security of Canadians.

On the global stage, worldwide military
spending is estimated to have reached Us$1.7
trillion in 2011, about the same level as it was
the year before. Like Canadian military expendi-
tures, global military spending is now higher
than it was during the Cold War. Within this,
the 28 members of NATO collectively account
for about 60% of world military spending.

Current Issues

Afghanistan

DND documents indicate that the incremental
cost of Canada’s military operations in Afghan-
istan during the 12 years from 200102 to 2012—
13 has been about $8.6 billion. However, Par-
liamentary Budget Officer Kevin Page’s 2008
report on the cost of the Afghanistan mission
concluded that the actual incremental costs
of the mission were even higher than DND re-
ported — between $5.9 billion and $7.4 billion
just for the seven years from 2001-02 to 2007-
08 (the departmental figures show incremental
costs of just $3.4 billion during this period). If
the figures for 2008—09 through 2012-13 were
similarly underestimated, the incremental
costs for the Afghanistan mission are prob-
ably closer to $15-19 billion to date.

Even that figure arguably underestimates
the ultimate cost of the Afghanistan mission.
Canada’s presence in Afghanistan tied up not
just the troops deployed in the country, but
also many thousands of personnel preparing
for deployment, recovering from deployment,
or supporting the operation from Canada. If
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Canada had chosen not to participate in the
Afghanistan mission, we could have main-
tained smaller armed forces while continu-
ing to participate in other missions, such as
peacekeeping. Depending on the actual per-
sonnel level maintained, additional savings,
potentially as much as several billion dollars,
might have been realized over that period.

Peacekeeping

During the Cold War, Canada provided about
10% of all UN peacekeeping troops. The huge
growth in the number, size, and scope of UN
operations after the end of the Cold War made
this level of support no longer possible, but
Canada continued to provide about 1,000
peacekeepers (and sometimes more than
3,000) well into the 1990s. In 1997, however,
Canada began to dramatically reduce its con-
tribution to UN operations. The initial reduc-
tion can be explained in large part by the
extensive Canadian contribution to the NATO-
led Stabilization Force (SFOR) in Bosnia and
Herzegovina. SFOR was then followed by the
1999 Kosovo war, participation in the NATO-
led Kosovo Force (KFOR), and then the post-
9/11 Afghanistan mission.

By 2005, only 83 Canadian military per-
sonnel were assigned to UN peacekeeping
missions. Though the Canadian government
promised that year that the Canadian Forces
would “maintain their contributions to inter-
national organizations such as the United Na-
tions,” the decline continued unchecked. In
2008, Canada and other governments voted
to shut down the UN’s Multinational Standby
High Readiness Brigade (SHIRBRIG), an innov-
ative rapid-reaction peacekeeping unit that
had once been championed by Canada, and
the shutdown was completed in June 2009.
As of October 2012, Canada contributes a total
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of 30 military personnel (and 119 civilian po-
lice officers) to the cause of UN peacekeeping.

Canada’s switch from major supporter of UN
peacekeeping to an almost exclusive focus on
U.S.-led or NATO-led “coalitions of the willing”
was not a result of the disappearance of UN mis-
sions. Notwithstanding the claim often heard
in Canada that UN peacekeeping is dead, the
demand for peacekeepers has actually grown
in recent years. As of October 2012, there are
83,700 UN peacekeeping troops and military
observers (and an additional 13,600 civilian
police officers) serving in 16 operations over
four continents. Of the 107 military contribu-
tors to UN peacekeeping, Canadians are tied
with tiny Brunei for 66" in terms of person-
nel. Peru, which has one-tenth of Canada’s
GDP, contributes more than 10 times as many
personnel. The only Canadian contribution
that remains substantial is a non-military
one: our cash contribution to the UN peace-
keeping budget, currently $228 million a year.
However, this payment, a legal obligation of
our membership in the United Nations, comes
out of the budget of Foreign Affairs and Inter-
national Trade, not National Defence.

In the meantime, the overwhelming bu-
rden of current UN peacekeeping operations
has been transferred to the poorer countries
of the world, whose soldiers are normally
much less well-equipped, and in some cases
also less well-trained. “Middle powers” such
as Canada are not bearing their share of the
burden of these operations, and the resulting
equipment and training shortfalls threaten
to undermine the effectiveness of the oper-
ations currently underway.

AFB Actions

The AFB resolves to take the following actions:



¢ Reduce Department of National Defence
spending, with a goal of returning to pre-
September 11, 2001 levels.

The DND budget must be brought in line
with the changed realities that Canada faces in
the world, a decade after the events of Septem-
ber 11, 2001. The most prominent threats facing
the security of Canadian citizens are econom-
ic, rather than military, and an attitude of un-
limited military spending only heightens the
challenges of high unemployment and large
deficits. With Canadian involvement in Afghan-
istan winding down and our commitment to
addressing the global financial crisis, an im-
mediate reduction in the defence budget and
an eventual return to pre-2001 levels are real-
istic goals that would set Canada on the path
to fiscal responsibility in the field of expendi-
tures. Prior to September 11, 2001, the defence
budget was the equivalent of $15.3 billion in to-
day’s dollars, $6.4 billion less than this year’s
estimated level. In order to return to pre-2001
levels in the next five years, the AFB will under-
take an immediate reduction of $1.28 billion in
the next fiscal year. This reduction is to con-
tinue every year until 2016-17.

e Review planned equipment spending to
ensure projects still meet Canada’s na-
tional defence policy priorities.

Given that a major element of defence
spending consists of materiel procurement, a
review of all major equipment spending pro-
grams currently in the works is needed to en-
sure a reversal of the trends of the last decade.
Many current projects have not been subjected
to the intense scrutiny faced by other depart-
ments and programs in the government. Ma-
jor Crown Projects such as the F-35 purchase
plan, the awarding of naval and Coast Guard

contracts, and the future of Canada’s subma-
rine fleet would all be subject to this review.
By comprehensively assessing whether these
major capital expenses are essential to Can-
adian security, and whether the contract pro-
cesses are producing the best value for pub-
lic dollars, important fiscal adjustments can
be made in line with current global realities.

¢ Increase oversight of DND equipment
spending by establishing a parliament-
ary committee or sub-committee respon-
sible for Major Crown Projects.

The Auditor General of Canada, the Par-
liamentary Budget Office, and other fiscal
monitoring agencies have repeatedly warned
about the dangers of unchecked spending
increases in the Department of National De-
fence, but have had little effect. The lack of
transparency and democratic mechanisms
affecting the current military procurement
regime must be addressed through great-
er parliamentary oversight. Contracts that
must go through a parliamentary committee
or sub-committee before receiving approval
are significantly more likely to guarantee job
offsets, include specific costs, and generally
involve a greater degree of open competition
for the public dollars involved.

¢ Freeze non-defence portions of the Na-
tional Security Establishment, including
Canada Border Security, cs1s, Corrections
Canada, Public Safety and related pro-
grams. Stopping their significant growth
will lead to incremental savings of ap-
proximately $500 million a year.

Notes

1 Public Accounts 2010, 2011, 2012.
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Early Childhood

Education and Care

Background

Canada’s Market-Based Child Care

We’re used to hearing that Canada has no
national child care program and that early
childhood education and care (ECEC) is se-
verely under-provided and under-funded.
While these criticisms are true, two import-
ant points are less often noted: first, how
much Canada relies on the market for child
care; and, second, the substantial negative
effects of this approach.

The market approach shapes every as-
pect of ECEC in Canada: market-based de-
velopment of services means that the private
sector — both for-profit entrepreneurs and
non-profit or charitable organizations —de-
termine when and where services are locat-
ed, often with little public planning. Private
non-profit and for-profit operators finance
much of the capital cost, and deliver most of
the regulated child care services across Can-
ada. Parents’ private funds pay the bulk of the
cost in both regulated and unregulated child
care, while public funding is spent primarily
through more market-oriented demand-side
measures such as vouchers, cheques, or fee
subsidies. There is little public management
of services or public planning for expansion
to meet needs. The role of governments is
largely limited to developing and minimal-
ly monitoring health and safety regulations,
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not standards for high-quality programming
that benefits children.

The results of this failed market approach
are visible, tangible and regularly docu-
mented. Not only is there significant varia-
tion, inequity, and gaps across Canada in af-
fordability, supply of services, and quality,
but many (if not most) families across Canada
cannot find or afford high-quality child care.

The Right Thing and the
Smart Thing To Do

Child care has long been considered a key re-
quirement for women’s equality, social jus-
tice, and equity and a key part of good family
policy aimed at work/family balance. More re-
cently, a consistent body of evidence! shows
that building a public ECEC system is not just
the right thing to do for parents and children
but the smart thing to do for Canada social-
ly and economically. In 2012, TD Econom-
ics, in a special report titled Early childhood
education has widespread and long lasting
benefits, also urged increased public spend-
ing when “finances move back in balance.”
The report observed Canada lags far behind
other countries but that “Overall, having an
efficient, high-quality early childhood pro-
gram in place, which is accessible for all
children and affordable for parents, would
be beneficial for children, parents as well as
the broader economy.”?



In its most recent review of Canada’s com-
pliance with the Convention on the Rights of
the Child, the UN confronted Canada over its
lack of a national child rights strategy and its
lack of progress on child care in particular.
The Geneva committee’s report noted con-
cerns regarding the “lack of funding directed
towards the improvement of early childhood
development and affordable and accessible
early childhood care and services” and the
“high cost of child care and lack of avail-
able places.”

Too Little Money, Too Little Policy

“We would but we can’t afford it” was the ex-
cuse for inaction on child care prior to 2000.
Then, as federal and provincial surpluses
began to mount annually —reaching a dizzy-
ing $30 billion combined in 20074 —a small
but increasing federal commitment to child
care funding finally emerged. However, at the
height of Canada’s economic success, the cur-
rent federal government terminated Canada’s
sole significant national child care initiative.
As aresult, federal transfers in 2007—08 were
reduced by 37% from 2006, and by 61% from
the previous government’s commitment for
2009.5 Canada’s public spending on ECEC
programs is only 0.25% of GDP —about one-
third the oECD average (0.7%) and far short of
the international minimum benchmark of at
least 1% of GDP for ECEC for 0—5 year olds.®

In short, child care in Canada can be
summed up by the comment “too little pub-
lic money, too little public policy.” Child care
today is plagued by stagnant provincial and
territorial budgets, expansion and contrac-
tion of services unconnected to planning or
community need, and shockingly unafford-
able parent fees. Fee subsidies are even more
inadequate than in the past; subsidy avail-

ability for eligible low-income families has
been relatively stagnant or even shrunk rela-
tive to 2001, although the supply of regulated
spaces has grown by about 400,000 spaces
since that time.

Comparing best policy practices with the
current state of Canadian early childhood
education and child care reveals a vast gap
between what we know and what we do. The
research suggests that delivering high-qual-
ity, equitable, accessible ECEC programs for
children and families requires a systematic,
coherent, integrated approach, with well-
defined public management,” while point-
ing out the pitfalls of relying on services that
are unplanned, fragmented, rely on private
methods of financing and operate on a for-
profit basis.® Overall, much good evidence
is readily available on which to build a solid
ECEC system but ECEC policy-making in 21
century Canada continues not to be based
on the best available knowledge, leaving an
extensive evidence gap.

Current Issues

Child care in Canada today demonstrates
multiple market failures®:

Parent fees are often higher than univer-
sity tuition, while subsidy programs in some
provinces/territories fail to make child care
financially accessible to the low-income par-
ents eligible for them. Parent fees range from
those in Quebec (at $154/month the lowest in
Canada), to Manitoba, which sets maximum
parent fees province-wide ($414/month for
a two-year-old), to other jurisdictions where
parents pay, on average, up to $700 or $800/
month for regulated child care. In large cit-
ies, child care costs are even higher. In Van-
couver, for example, commercial child care
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chain Kids and Company tops the chart with
parent fees of $1,915/month — almost $23,000
annually — for toddler care, while the non-
profit University of British Columbia Child-
care Services’ fee for a toddler of non-uBc-
affiliated parents is $1,570.%°

The supply of services is far below either
the demand or the need for child care yet ex-
pansion of child care spaces has been ex-
tremely slow, slowing to a crawl in the last
few years. More than 70% of mothers of young
children are in the paid labour force but in
2010 (the most recent available data) there
were regulated spaces in child care centres
for only about 21% of children o-5 years old.

While low staff wages have shown some
signs of improvement in some provinces/ter-
ritories, wage levels, benefits and working
conditions are still far too low to ameliorate
ongoing staffing issues such as recruitment
and retention across Canada.

Quality issues, which concern both regu-
lated services and the unregulated arrange-
ments that many parents are obliged to use,
persist.

For-Profit Child Care: Growing
Almost Everywhere in Canada

Although the benefits of a more publicly-man-
aged system are clear, and the failures of mar-
ket-based ECEC are in plain sight across the
country, from the perspective of quality and
access, it is disturbing to observe that the for-
profit child care sector is growing in almost
all provinces/territories. In 2010, for-profits
delivered 28% of all centre-based spaces,
up from 20% in 2004. The most recent data
show for-profit services dominating the lim-
ited overall expansion, accounting for more
than two-thirds of growth in six provinces/
territories between 2008 and 2010.
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Child care chains are growing in Can-
ada, but until recently most have been small-
scale, local endeavours. The last few years
have witnessed not only small chains be-
come medium (5-10 centres) and even large
(15 or more centres) chains but the addition
of mega-sized, for-profit corporations such as
Edleun, Canada’s first publicly listed big-box
child care chain, and the privately-held Kids
and Company. Each of these now operates
approximately 50 centres in multiple prov-
inces, and purports to be positioned for ex-
pansion, as venture capital and mainstream
investors provide significant capital. Business
analysts such as the Globe and Mail’s David
Milstead have questioned their profitability
potential, while a report authored by B.C.
Certified Management Accountant Gerald
Dragomir challenged the idea that the child
care chain business model can provide and
sustain the high-quality, affordable services
that families need."

Countries such as Australia, the United
Kingdom and the United States, where for-
profit big-box chains now dominate child care,
provide useful lessons for Canada about our
prospects if this threat isn’t addressed.”? In
other words, public funds will support private
profits rather than the public goals of quality,
affordability, and access. The threat of even
higher fees, lower wages, unmet demand, and
quality concerns should be a wake-up call to
governments about the fundamental ineffect-
iveness and inequity of their longstanding
market-based approach to child care servi-
ces. The evidence-based response to Can-
ada’s high rate of labour force participation
among mothers and contemporary knowledge
of the benefits of early childhood education
should be a national policy framework lay-
ing out a publicly managed, publicly fund-



ed system that blends early childhood edu-
cation and child care, and prioritizes equity
in both access and service provision.

A key barrier to advancing a system of ear-
ly childhood education and care in Canada
has been the federal government’s absence
from the table. The current federal govern-
ment has gone one step further than even pre-
vious governments by abandoning virtually
all responsihility for the file. Indeed, funding
for federal Aboriginal ECEC programs — for
which the federal government has consider-
able responsibility —has been largely stat-
ic since 2006, and even dropped in 2009."

Doing nothing is poor policy. The feder-
al government’s lack of leadership on child
care limits provincial, territorial and First Na-
tions progress today and restricts our ability
to act in the future.

AFB Actions

There is compelling evidence that public in-
vestment in early childhood education and
care — with its multiple benefits to multiple
groups — offers among the highest bene-
fits that nations can adopt. Studies have re-
peatedly shown that well-designed public
spending on ECEC promotes health, advan-
ces women’s equality, addresses child and
family poverty, deepens social inclusion, and
grows the economy.

But wishful thinking and a market-based
approach won’t make it happen. The feder-
al government must move to accountability
for results by beginning to build, with the
provinces/territories, a system of high-qual-
ity, affordable, inclusive, and publicly owned
early childhood education and care services
across Canada, with equitable access for all
children and families.

To protect and promote the public inter-
est, the AFB provides leadership and signifi-
cant funding support to provinces and terri-
tories that commit to building public systems
of early childhood education and care. The
goal of the AFB’s early childhood education
program is to reach at least 1% of GDP, start-
ing this year with a $2.3 billion investment
that increases over the next 10 years.

A reallocation of current expenditures
provides a starting place for realizing this
funding commitment. We propose to incor-
porate the $2.8 billion annual funds currently
spent through the Universal Child Care Bene-
fit (uccs) into federal expenditures both on
the early childhood education and care pro-
gram, as described, and on improvements to
the Canada Child Tax Benefit (ccTB), includ-
ing the National Child Benefit Supplement.
There is neither evidence that the consider-
able public expenditures on the uccs furthers
ECEC goals of improved access and quality
nor is the uccB an effective income support
program that can help lift families with chil-
dren out of poverty. Thus, these consider-
able public funds would be more effectively
spent on ECEC and on the ccTB and should
be moved into these columns.

The AFB will establish a policy frame-
work to guide collaboration with provinces
and territories, providing federal funds to
those that are accountable for developing
and maintaining:

e Public plans (including legislated univer-
sal entitlement, targets, and timetables)
for developing comprehensive and in-
tegrated systems of ECEC services that
meet the care and early education needs
of both children and parents.
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e Public expansion through publicly de-
livered and publicly managed ECEC ser-
vices (including integration of existing
community-based services into publicly
managed systems).

¢ Public funding delivered to ECEC sys-
tems, not to individual parents, designed
to create and maintain high-quality, ac-
cessible services.

¢ Public monitoring and reporting in the
legislatures (federal, provincial/ territorial)
on the quality of, and access to, the ear-
ly childhood education and care system.

Within these broad recommendations, the
AFB acknowledges the right of Canada’s First
Nations and Aboriginal peoples to design,
deliver, and govern their own ECEC services
while pointing out that Aboriginal ECEC pro-
grams have been especially neglected by the
federal government. The AFB also respects
Quebec’s right to develop social programs.
However, it is clear that additional federal
funding and more focused public policy are
required to further advance both quality in
and equitable access to Quebec’s system, so
the AFB encourages the federal government
to work with Quebec to achieve the province’s
goals for child care.

Finally, the AFB recognizes that, in addi-
tion to high-quality accessible child care, fam-
ilies with young children also require, and
have a right to, well-paid maternity/parental
leave. But many parents —mothers and fath-
ers — cannot afford to take or are ineligible
for the maternity/parental leave benefit as it
currently exists. An improved, better-paid,
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more inclusive, more flexible maternity/par-
ental leave benefit program, including ear-
marked paternity leave, should be developed
in the near future.
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Employment Insurance

Background

Employment Insurance (EI) is a vital part of
Canada’s social safety net. While prior AFBs
have criticized key gaps in Canada’s Employ-
ment Insurance program, EI and temporary
enhancements in the Economic Action Plan
helped hundreds of thousands of unemployed
workers and many hard-hit communities
to weather the worst stage of the economic
crisis. The number of regular EI beneficiaries
peaked at over 800,000 in mid-2009, equal to
53% of all unemployed workers. Some $12-14
billion in regular EI benefits were provided
to unemployed workers in each of 2009-10
and 2010-11, even though the average benefit
paid was well under $400 per week. Special
measures to support work-sharing under EI
helped prevent many layoffs, and some un-
employed workers benefited from extended
training benefits.

That said, even at the peak of the reces-
sion, most unemployed women and young-
er workers fell through the cracks, and one
in four workers who were laid-off and quali-
fied for EI exhausted their benefits before
finding a new joh.

Even though the jobs crisis is still a real-
ity, special EI measures introduced as part of
the Economic Action Plan in the 2009 budget
have come to an end. On top of that, amend-
ments to EI introduced in the 2012 budget,
such as changes to the Working While on
Claim Pilot Project, make the most vulner-
able beneficiaries worse off.

The basic parameters of Canada’s EI sys-
tem are notoriously ungenerous. The bene-
fit rate is low —just 55% of earnings aver-
aged over the previous six months, which
often include weeks of very low earnings. As
women still face a significant earnings gap in
Canada, their EI earnings are also lower. Be-
tween 2006 and 2011, women’s average week-
ly benefits were consistently about $60 low-
er than men’s.’

A worker qualifies for benefits based on
hours of work over the previous year, and
depend upon the local unemployment rate.
Fewer hours are needed to qualify in regions
with high unemployment rates, and claimants
in these regions receive more weeks of bene-
fits. The qualifying level for new entrants and
re-entrants to the workforce is 910 hours or
almost six months of steady full-time work.

In an average EI region with a 7% to 8%
unemployment rate, a worker needs at least
630 hours —about four months of full-time
work — to qualify for EI. That worker will be
eligible for between 17 weeks and 40 weeks of
benefits, depending upon how long they’ve
worked over the previous year. That leaves
out many workers who work part-time or in
temporary jobs, or combine such precarious
work with spells of self-employment.

El is not keeping up with the realities of
today’s job market in which one in five jobs
are part-time, and one in seven jobs are con-
tract or seasonal jobs. A key problem with
temporary and part-time employment is
that, when the job ends, a worker is unlike-
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ly to qualify for EI, or may qualify for as few
as 14 weeks of benefits.

Today there are still almost 1.4 million
unemployed workers in Canada and the
unemployment rate has been around 7.4%
throughout 2012, well above the pre-reces-
sion level of 6.0%.

It is troubling that the number of regular
El beneficiaries has fallen much more rapid-
ly than the number of unemployed workers
over the course of the recovery. Between June
2009 (when the recession was at its worst)
and August 2012, the percentage of unem-
ployed workers collecting regular EI benefits
fell sharply, from over 50% to a low of 37%.
This is a lower proportion than before the re-
cession, even though the national unemploy-
ment rate is higher than in 2008.

Unemployed workers find themselves in-
creasingly ineligible for EI benefits for two
key reasons. First, many (about 25% of all
claimants) run out of benefits before they can
find a new job. Second, many unemployed
workers are laid off from temporary and part-
time jobs that don’t provide sufficient hours
of work to qualify, or only qualify them for
very few weeks of benefits.

The situation is especially grim in Ontario.
Fewer than one in three (26%) of unemployed
Ontario workers received regular EI benefits
in August 2012. This is well below the nation-
al average of 37%, even though the Ontario
unemployment rate was above the national
rate (7.9% compared to 7.4%).

Current Issues

There remains significant slack in the Can-
adian labour market, with over five unem-
ployed workers to every job vacancy,? reach-
ing just over 11 unemployed workers for every
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job vacancy in Newfoundland and Labra-
dor. There were nearly 300,000 more Can-
adians looking for work in October 2012 than
there were in October 2008, at the start of the
Great Recession. In October 2008, 63.5% of
Canadians were employed. This number has
been at or below 62% since February 2009.

Fewer than 40% of Canada’s 1.4 million
unemployed workers collect regular EI bene-
fits. This is a lower proportion than before the
Great Recession, even though the national
unemployment rate is higher than in 2008.
Our El system fails the unemployed and fails
to reflect the new realities of the job market.

In 2010 and 2011, 54% of new jobs for
persons aged 25-44 were temporary, 57%
of new jobs for women were temporary and
95% of new jobs for women aged 25-44 were
temporary.

In 2011, the rate of eligibility for regu-
lar benefits from EI was the lowest since
2003, the earliest year that there is compar-
able data. The reason for the lower eligibil-
ity rate in 2011 was an increase in the num-
ber of workers without sufficient qualifying
hours. And the reason for this, Statistics Can-
ada says, is an increase in the proportion of
unemployed workers who last worked a tem-
porary, non-seasonal job.

Changes to EI made in the 2012 feder-
al budget will result in lower wages and
worsening working conditions for workers,
by changing the definition of suitable work,
and creating three categories of EI benefici-
aries based on their claim history.

The definition of suitable work was re-
moved from the legislation and placed in
regulations. The clear intent of having suit-
able work defined in legislation was to allow
for a period of job search to find a job match-
ing previous employment wages and condi-



tions, making sure to appropriately match
skills and work and to prevent the unemployed
from driving down wages and conditions.

Instead, what constitutes suitable work
is now dependent on a claimant’s EI history.
All three categories of claimants will be ex-
pected to accept work at lower wages at some
point during their claim, or risk being cut off
from benefits. Frequent claimants must ac-
cept work at a 20% pay cut immediately, and
this rises to 30% after six weeks.?

The pan-Canadian Working While on Claim
Pilot Project allowed claimants to earn 40% of
weekly benefits without benefits being clawed
back. This project had the greatest effect on
women, single parents, part-time, and tem-
porary workers.* The 2012 budget amended
the clawback to start at 50% of all earnings.
This makes work more expensive for those
who can only find part-time employment.

Finally, as recently emphasized by the Or-
ganisation for Economic Co-operation and
Development, there is a danger that the long-
term unemployed will lose touch with the job
market and current skills and become perma-
nently unemployed. This would be especial-
ly regrettable in both human and economic
terms, given that few new workers are pro-
jected to enter Canada’s workforce in the years
ahead as the baby-boom generation retires.

AFB Actions

e The AFB renews the Extended Employ-
ment Insurance Benefits Pilot Project,
phasing regions out only when their un-
employment rate falls below 8% for 12 con-
secutive months. (Cost: $400 million/yr.)

e The AFB replaces the Working While on
Claim Pilot Project with an earnings exemp-
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tion on the first $100 per week or 50% of
weekly earnings, whichever is greater.
(Cost: $200 million/yr.)s

The AFB provides an additional benefit
extension to long-tenure displaced work-
ers who face the most difficulties finding
new jobs, and often experience large in-
come losses due to a permanent layoff.
The government’s own Expert Panel on
Older Workers recommended special EI
measures to support this group as a perma-
nent feature of the EI system. (Cost: $100
million/yr.)

The AFB continues extended training
benefits under EI for unemployed work-
ers, and promotes work-sharing arrange-
ments that have a training component.
The Economic Action Plan provided spe-
cial training benefits to 12,000 long-ten-
ure unemployed workers under programs
that have now expired. Extended income
replacement is especially needed by dis-
placed workers who lack the literacy and
numeracy skills needed to enter vocation-
al skills training programs. (Cost: $300
million/yr.)°

The AFB also introduces a pilot project to
establish a uniform national entrance re-
quirement of 360 hours. Only about four
in ten workers now qualify for regular
EI benefits due to the disproportionate
growth of temporary and part-time jobs.
The annual cost of a national 360-hour
entrance requirement has been estimat-
ed by the Parliamentary Budget Officer
to be $1.1 billion. The pilot project will
allow the government to judge whether
concerns about the labour-market impli-
cations of a lower entrance requirement
are well-founded. The lower entrance re-
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quirement should also apply to new labour
force entrants and re-entrants, who now
must jump over a 910-hour hurdle. ($300
million/yr.)
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week for 36 weeks.



Energy

Background

The “bitumen boom” is fundamentally reshap-
ing Canada’s economy, our federation, our en-
vironment, and our place in the world — for
decades to come.

Within the past 10 years, Canada has under-
gone an historic shift from being a country
with a diversified export base, the majority of
it value-added products, to being an export-
er of predominantly unprocessed and semi-
processed goods. The decline of manufac-
tured exports has outweighed the expansion
of resource exports, and hence Canada’s trad-
itional merchandise trade surplus has turned
into a deficit. Indeed, with the exception of
the U.S., Canada has trade deficits with all
its major trading partners. Since 2008, it has
also registered large current account deficits
(including goods, services, travel, and invest-
ment income).

The Harper government is reinforcing
Alberta’s efforts to accelerate the extraction
and export of unprocessed bitumen, includ-
ing through proposed new pipelines to the
U.S. and the Pacific coast.

Canadians, including Albertans, have
been short-changed by the current develop-
ment model, which deliberately suppress-
es the incomes flowing to workers and com-
munities, and shows no interest in leveraging
long-term opportunities associated with sup-
ply-chain deepening and other secondary
development associated with the industry.

Interprovincial Disparities

Income flows from commodity industries,
as currently managed, are increasing inter-
personal and interprovincial inequality and
heightening social, economic and politic-
al tensions within Canada. Through its ac-
tions and inactions, the federal government
is reinforcing these inequalities and econom-
ic imbalances.

In the wake of the petro-boom, Alberta
is rapidly distancing itself from other prov-
inces in its revenue-raising capacity and its
income per capita. (It should be noted that
inequality among Albertans is growing fast-
er than the Canadian average and there is an
increasing concentration of the super-rich
in Alberta.) Rather than strengthen the fed-
eral-provincial transfer system to mitigate
this growing interprovincial inequality the
federal government has weakened it further.

The Harper government’s recently an-
nounced cuts to health transfers and espe-
cially to the equalization transfer program
will make the Government of Canada less
able to fulfill its constitutional obligation to
ensure that all provinces have sufficient rev-
enues to provide a comparable level of pub-
lic services at comparable levels of taxation.

The federal government’s only direct ac-
cess to petroleum revenues is through the 15%
general corporate income tax (CIT), which has
been gradually lowered from 29.1% in 2000.
Factoring in tax subsidies, the oil and gas
sector’s effective federal tax rate is just 7%.
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Climate Change

Along with fossil fuels generally, the bitumen
industry has become Canada’s fastest grow-
ing source of greenhouse gas (GHG) pollu-
tion. As carbon emissions from bitumen pro-
duction continue to grow, they swamp efforts
to reduce GHG emissions in other sectors of
Canada’s economy.

Canada has broken and formally aban-
doned its Kyoto commitments and will not
likely meet even its much weaker Copenhagen
commitments. The federal government refus-
es to put a price on carbon, either through a
carbon tax or through an emissions trading
system. Its regulations on the petroleum in-
dustry are weak, postponed and easy to avoid.
Through its omnibus Bill C-38, the Harper
government gutted the federal environment-
al review process in order to facilitate rapid
resource and pipeline development.

Its current climate “plan” calls for per-
formance standards for each of Canada’s
industrial sectors. Its recently announced
regulations to cut emissions from coal-fired
power plants will allow them to run for up to
50 years without any limit on their GHG emis-
sions. Regulations for GHG emissions from oil
and gas operations continue to be delayed.

Bill C-38, the 2012 budget implementa-
tion bill, and its sequel, Bill C-45, amended
dozens of pieces of legislation. Many of these
changes were aimed at facilitating faster un-
impeded development of petroleum projects
and associated export infrastructure, such as
pipelines and shipping terminals. The im-
plications of these unprecedented and far-
reaching measures are only now becoming
understood — sparking, for example, the Idle
No More campaign’s efforts to expose the im-
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pacts of C-45 on environmental protection of
First Nations lands.

Serious concerns exist about the infusion
of public funds to help already-profitable pet-
roleum companies develop carbon capture
and storage (ccs) technology, which, without
a realistic price on carbon, is not economic-
ally viable (not to mention the many technic-
al and environmental safety obstacles facing
the technology.) ccs funding is not remotely
matched by support for conservation, renew-
able energy, or energy efficiency initiatives.
Moreover, it is highly unlikely that existing
ccs projects will make any meaningful con-
tribution to meeting Canada’s climate targets
for 2020 and beyond.

With the increase in political power of the
petroleum industry, the federal government
has acquired the characteristics of a classic
“petro-state”: an industry-dominated lobby
system, tight control over information, vilifi-
cation of perceived enemies, unprecedented
foreign lobbying, and general denial of the so-
cial and environmental problems associated
with the bitumen boom (e.g., climate change
and the impact on First Nations). The over-
all policy mentality of government seeks to
reaffirm and reinforce the power and profit-
ability of the petroleum industry.

Government politicians downplay the
international scientific consensus on the ser-
iousness of the climate threat, muzzle govern-
ment scientists, exaggerate the effectiveness
of their own measures and pit environment-
al priorities against the economy.

Current Issues

The Alternative Federal Budget addresses the
negative impacts of the current unregulat-
ed approach to energy extraction and ex-



port through a portfolio of measures aimed
at managing and mitigating the economic
and environmental side-effects of energy de-
velopments —and enhancing the net bene-
fits of those projects that are allowed to pro-
ceed. The broad goals of the AFB’s energy
strategy include:

¢ Macro-economic measures to proactively
monitor and regulate Canadian currency
fluctuations, stimulate capital investments
in value-added non-resource sectors of the
economy, and generate funds required to
finance these public investments.

» Measures to achieve energy security for
eastern Canadian provinces that are heav-
ily dependent on insecure, expensive
sources of imported oil.

* An energy policy that asserts more demo-
cratic control over Canada’s petroleum in-
dustry by regulating the export of oil to
achieve energy and environmental con-
servation objectives, puts a moratorium
on the construction of new pipelines for
the export of bitumen, and redirects pet-
roleum supplies to Eastern Canada.

A foreign investment review process that
provides a clearer definition of the “net
benefit” to Canadians from foreign take-
overs, specifies performance measures
used to evaluate net benefit, and desig-
nates energy as a strategic sector in which
foreign control is limited.

A just transition strategy for workers af-
fected by energy regulations that promotes
the development of new green industries,
which can adapt and use the knowledge
and skills acquired in that industry, and
that provides coordinated skills training
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and upgrading for workers along with
adequate income and mobility support.

¢ A long-term plan to transition to a low-
carbon economy, shifting Canada’s econ-
omy from over reliance on the resource
sector to a more balanced sectoral struc-
ture, and to a greater reliance on renew-
able energy sources. Some specific policy
measures toward this end are described
more fully in the following chapter on
Sector Development Policy. They include:

Sector development councils that bring
together stakeholders in strategic sectors
to develop plans for the transition to a
low-carbon economic future. These coun-
cils will access eco-industrial expertise,
and assist in supporting the implemen-
tation of such plans through capital-fi-
nancing, public procurement and relat-
ed incentives.

¢ A plan to develop new clean or green
technologies through, for example, a na-
tional low-carbon energy grid, renewable
energy (e.g., wind, solar, geothermal) in-
dustries, a high-speed public rail network
in selected corridors, and the manufac-
ture of greener products.

¢ Bold actions on energy conservation and
efficiency by setting green building stan-
dards and retrofitting residential, com-
mercial, and public buildings in Canada
over the next 20 years.

AFB Actions

e Initiate a process to develop a nation-
al energy plan in collaboration with the
provinces, territories and First Nations to:
slow the pace of bitumen development,
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use petroleum production for domestic
needs first, upgrade and refine resour-
ces in Canada before export, and develop
stronger linkages to upstream and down-
stream energy-related activities (thereby
sparking more investment and employ-
ment in secondary and supply-chain in-
dustries). This plan would address and
mitigate the effects on the climate and
interprovincial inequality of bitumen de-
velopment.

To ensure that production and distribu-
tion of petroleum to eastern provinces is
part of a clearly defined and timed tran-
sition strategy from oil dependency to a
renewable energy future, a surtax will
be applied (e.g., based on the difference
between the lower cost of Alberta bitu-
men and the higher cost of current oil
imports), with the revenue that is gener-
ated earmarked for public investments
in renewable energy development in the
eastern provinces. Such a plan would
have clear phase-in and phase-out per-
iods. To be effective, the initiative will be
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conditional on the bitumen industry in-
stituting a targeted plan for progressive
reductions in carbon emissions in their
bitumen production to ensure Canada
meets and exceeds its international cli-
mate commitments.

Reverse federal corporate income tax cuts
on petroleum producers (both upstream
and downstream) and restore the former
28% federal CIT rate that prevailed before
2000. This rate change is justified by both
the extraordinary and excessive profitabil-
ity of the sector, and by the need for the
industry to internalize (via government
fiscal policy) the broader external costs of
their operations, including environment-
al costs. The proceeds of this higher cIT
rate will help to capitalize the proposed
National Investment Fund described in
the next chapter on Sector Development
Policy. Additional AFB measures (de-
scribed in the Environment chapter be-
ginning page 71) will seek to eliminate
remaining fossil fuel subsidies and imple-
ment a harmonized national carbon tax.



Environment

Background

Canada’s environment is central to Canadians’
prosperity. It provides clean air and water for
daily living, natural resources that power our
lives and economy, and unique wild spaces
and species.

Delaying action on environmental sus-
tainability will result in missed business
opportunities, increased financial and eco-
nomic costs for future environmental protec-
tion, and greater risks to Canadians’ health
and the climate.

Two fiscal strategies are of particular im-
portance:

Subsidy Reform for Natural Resource
Exploration and Development

Governments need to “level the playing field”
for natural resource exploration and develop-
ment (including recycling and conservation
options) so that the fiscal treatment of dif-
ferent natural resources is equitable, or so
that fiscal policies favour resources whose
life-cycle and human health impacts are
more positive.

The first step in implementing such re-
form is to end subsidies for energy sources
that are non-renewable or whose develop-
ment or use is significantly environmental-
ly damaging.

Market Prices That “Tell the
Environmental Truth”

Market prices do not currently “tell the en-
vironmental truth.” Indeed, as Sir Nicholas
Stern has pointed out, “climate change is the
greatest market failure the world has seen.”
Canada’s economy will only be truly sus-
tainable when market prices for goods and
services reflect the true value of the resour-
ces they consume, and the full costs to the
environment and human health created by
their development, production, transporta-
tion, sale, use and disposal.
Adherence to the “polluter pays” prin-
ciple? is central to both of these strategies.
Such policies will reward environmental
business leaders, preserve natural resources
for higher-value uses, stimulate environment-
al innovations with global export potential,
and expedite the development of economies
where success leads to concurrent environ-
mental and human health benefits.
Implementing a well-designed price on
greenhouse gas (GHG) emissions? is the most
crucial step towards matching Canada’s econ-
omy with a healthy environment, because it
will set a price on pollution that spurs emis-
sion reductions throughout the economy. But
market-based economic instruments alone
cannot do the jobh. They must be combined
with government leadership, strong regula-
tions, education and R&D, pro-active indus-
trial policies, and significant public invest-
ment. The necessary change will lead to job
losses in some sectors, and gains in others.
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Full-cost pricing to protect our climate and
other resources will impose proportionate-
ly greater costs on lower-income families,
who are less financially able to adapt to
change. Polluter-pay and user-pay policies
must therefore be balanced with the ability-
to-pay principle.

Current Issues

The Government of Canada has made some
progress over recent years on conservation,
subsidy reform, fresh water, and green infra-
structure for First Nations communities. How-
ever, much more is needed to complete these
efforts, and to strengthen Canada’s crucial en-
vironmental law and science capacity. Tak-
ing these actions sooner rather than later
will increase their benefits and decrease the
related costs.

The AFB believes the best current budget
opportunities in this area relate to:

e Implementing a price on greenhouse gas
emissions through a carbon tax;

¢ Subsidy reform in the extractive industries;

¢ A national conservation plan: securing
Canada’s natural advantage for future
generations;

¢ Strengthening Canada’s environmental
law and science capacity; and

¢ Sustainable energy for Canada: from re-
search to deployment.
Implementing a Price on Greenhouse

Gas Emissions Through a Carbon Tax

Tackling climate change will involve an on-
going switch away from using fossil fuels such
as coal, oil, and natural gas, and towards the
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efficient use of clean