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1 INTRODUCTION levied the average of all provinces’ tax rates.
Increasingly, it appears that the common
critiques of Equalization relate to the mechanics
of the RTS approach, and the incremental
reforms of previous years may no longer be
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Equalization is sometimes called the “glue” that
. holds the Canadian federation together. Perhaps,
but those bonds have been loosening in recent










Michael Smart, Redistribution, risk, and incentives in Egqualization

policies. It is sometimes suggested that entitlements, If the province is not in the
non-transparency is desirable, in that it standard (the obvious example is the offshore oil
sublirnates political conflict and negotiation over categories), the problem is extreme: since the
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Table 2: Transfers and stabilization
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3 TOWARDS A MACRO FORMULA Notice that the current system calculates the
FOR EQUALIZATION entitlement for each revenue source in exactly

: this way, where the deficiency variable is the
Based on these considerations, it may be that the level of tax base and the scale factor is the

time has come to consider a fundamental change national average tax rate. In what follows we
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Table 3: Alternative transfer formulas
Income Revenue Sharing  Stabilization
Formula Formula Formula
Scale Factor -0.175 -0.970 -0.115
Average shortfall in simulated
transfers ($ per capita):
Newfoundiand 6 -6 586
Prince Edward Island -6 -12 533
Nova Scotia -61 =70 348
New Brunswick 42 37 469
Quebec 54 51 245
Manitoba 266 260 464
Saskatchewan -116 =117 42
Standard deviation of change -
| in net revenues ($ per capita) 172 177 149
EL " Notes: “Income formula™ refers to the transfer system that is nrovortiongl o gifferepees in GDP ner
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Table 4: Percentage distribution of equalization entitlements, 1980-99

Tax base:
Business Sales Property Resource
Province PIT taxes taxes taxes taxes
Newfoundland  36.4 10.7 10.1 21.1 1.5
PEI 332 11.2 9.8 18.7 8.2
Nova Scotia 32.3 15.0 5.5 21.5 10.2
New Brunswick 36.9 114 8.6 224 2.8
Quebec 385 2.5 11.9 18.9 8.3
Manitoba 37.2 16.2 114 133 6.1

Saskatchewan 80.5 253 10.7 21.9
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federal system of government: A synthesis and
extension of recent results,” Canadian Journal '
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