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Robin Boadway is a Professor of Economics at Queen’s University and the
author of many books and articles on fiscal federalism, including Inter-

governmental Transfers in Canada.
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An Overview

Ronald L. Watts

Comme par le passé, cette nouvelle édition de "Canada: The State of the Federation”
traite de questions d'importance touchant le fédéralisme canadien. En premiére parn'e
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4 Ronald L. Watts

INTRODUCTION

The previous volume in this series, Canada: The State of the Federation,
1987-88, departed from the format of earlier volumes to concentrate upon the
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6 Ronald L. Watis

" portrayal by the opposition parties of the trade agreement as threatening these
programs. It may also be explained in part by the active support and advocacy
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FOCUS ON THE PROVINCES
—Intﬁ_restinﬁ deVGIODmDES of relevance to the evalntinn of Canadian fadaraliom
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Consequently, during 1988 the salience of the minority languages issue was
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12 Ronald L. Walts
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leadership, the development of national standards in social policies, a national
a Broach g Rrgt;gﬁng_ the rights of natianal and nravineial linmrictia minae
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14 Ronald L. Waltts

the concerns of territorially based interests which find their focus in such issues
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16 Ronald L. Watts
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use whatever tools it has at hand 1o ensure its distinctiveness. Meech Lake has
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18 Ronald L. Watts

conscious and extraordinary effort. Over the years, sometimes at the last
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. The Election of 198% and Canadian Federalism

/I rreB R. Reid
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Quebec government ought to invoke Section 33 of the Constitution Act, 1982—
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For their part, those federal Liberals who had voted for the Accord complained
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ment, there was little provincial challenge to the status quo ante in environmen-
tal matters during the election campaign.

REGIONAL DEVELOPMENT




30 Darrel R. Reid

For the Conservatives, the announcement of such major commitments before
the election had two main advantages: first, having formally committed them-
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32 Darrel R. Reid

There were clearly some advantages to the proposal: First, there were
obvious cost advantages to having both levels of tax collected at the national
level this would avoid the costly duplication of having to maintain tax collec-
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36 Darrel R. Reid

Opposition to this view came in two forms, cach passionately opposed to the
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party’s 5 per cent of the popular vote may have cost the Conservative Party four

seats.
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The Election of 1988 and Canadian Federalism 41

Ontario

As in the West, support for the federal Tories fell, but not as far as some
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42 Darrel R. Reid

society provision to the Quebec government and the frankly nationalistic tone

of federal politicians campaigning in Quebec.
As in the Atlantlc provmces the New Dernocranc Party failed to win any
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relations; manage the economy, encourage regional economlc development
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The Election of 1988 and Canadian Federalism 45

Tax Reform

How the government will proceed with its tax reform plans, and whether the
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The Election of 1988 and Canadian Federalism 47

9. On a campaign swing through Quebec, for example, Broadbent, when
asked if the Quebec government should invoke the notwithstanding
clause, asserted "It’s not up to me. Quebec has the right to use the clause
if it wants to." Montreal Gazette, 15 October 1988, C1.

-10. Montreal Gazette, 9 November 1988, B4.

11, Edmonton Journal, 27 September 1988, Al.

12. In one of the more colorful responses Quebec Liberal MP Jean-Claude
Malepart called Getty a "stumbling dinosaur wallowing in an intellectual
swamp" Edmonton Journal, 29 September 1988, Al.

13. Financial Post, 21 October 1988, p.14.

14. See, for example, "Getty is just telling the truth about bilingualism,"
Winnipeg Free Press, 3 October 1988
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language double standard."

16. Ibid.

17. The margins of victory of the two candidates were as follows: Rodriguez,
8,296; Marlean, 5,971, Source: Globe and Mail, Nov. 23, 1988, A14-15:
"How Canada voted 1988",

18. Globe and Mail, 16 November 1988. 49
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55. Ibid.
56. Globe and Mail, 24 November 1988, A4,
57. Winnipeg Free Press, 24 November 1988, p.2.

N —

>

’

SR il .. . . LT ot Aot




I1

Focus on the
Provinces

[

=

I



THREE

Ontario and Confederation: A Reassessment
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56 Donald W. Stevenson

The boommg condltlons in Ontario, and in the Toronto area in pamcular
T . a Hﬂ‘!ﬁhﬁ&.‘htﬂqﬁ ‘ = b )




Onfario and Confederation: A Reassessment 57

that had been arrived at over the four post-war decades by provincial Conser-

vative governments with mainly Llhqw_}ﬂmd Aler
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Ontario and Confederation: A Reassessment 59

Ontario’s isolation and, as he admits, in part because the economist in him

suggests that the province is not driven by altruism!
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collaborate with each other and the various sectors of the economy to take
advantage of the opportunities and protect against some of the downsides of

free trade. Mr. Peterson disappointed some of his supporters but eased the
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GG Donald W. Stevenson

¢ still more concerned with social issues than the market-oriented govern-

ments in Ottawa and Quebec but moving towards more of an economic
agenda;
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economic regions, of global economic pressures that will put great strains on
102 vetigd Jubiiomiemean s ool emiirani ool Wb

E

automotive industry, and of a requirement for rapid public and private adapta-
tion to a more knowledge-based economy and an aging population.
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70 Donald W. Stevenson

+ do not hesitate to think and propose in national terms, on the premise
that Ontarians have little sense of Ontario loyalty but want to see the

~ LI At 1 o . ™t . Y L A L3

b

is seen to be acting constructively on the national scene;

¢ recognize clearly and forthrightly that the days of a protected Canadian
market supplied primarily by Ontario are over and that the test of
industrial and economic policy will increasingly be global competitive-
ness;

e acarme a4 more derantralized and collabhorative antreach to the
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Notes
1. Toronto Star, 14 January 1989,
2. The 1988 Robarts Lecture, York University, Toronto, 26 April 1988,
3. Ibid., p. 54.
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15. TIbid.

16. Toronto Globe and Mail, 2 February 1989.
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Manitoba: Stuck in the Middle

Paul G. Thomas
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made the Meech Lake Accord the dommant issue of provincial politics during
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76 Paul G. Thomas

Two years into its second term, the New Democratic Party administration led
by Premier Howard Pawley was defeated in the Legislature when a disgruntled
government backbencher voted against the budget. In the ensuing provincial
election, a minority Progressive Conservative government led by Premier Gary
Filmon took office, even though the party secured fewer seats than it started
with. Many saw the real winner in the election as Sharon Carstairs, the energetic
leader of the Liberal Party, which staged a remarkable political comeback, After
two decades of political decline, the Liberals elected 20 MLAs and became the
official opposition.

Among other impacts, this realignment of political forces within the province
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—

THE ECONOMY
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decline in 1988 when the major capital projects neared completion and the
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the leaders present agreed to promote the Accord back in their own provinces,
Mr. Pawley’s commitment in this regard was more qualified than the others.
Back home the NDP government was situated precariously. In the 1986
provincial election, it had won 30 seats compared to 26 for the Progressive
Conservatives and one for the Liberals, In the fall of 1987 a long serving MLA
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the Accord was building. In June, the Winnipeg Chamber of Commerce had
written to all MLAs urging them to reject the Accord.'® Resentment over the
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Manitoba: Stuck in the Middle 91

hearings, to 11 men sitting around the poker table deciding the country’s future,
to all night sessions, to the exclusion of advisers, to the lack of clear information
about all the implications of the Accord, and to the insistence that amendments
would be acceptable only if "egregious errors” could be found. For many
Manitobans, the Meech Lake process symbolized the worst excesses of secrecy
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92 Paul G. Themas

committee hearings have been held? A second question is whether they will
attempt to use the approach of companion amendments described earlier, which
could be used to tie Manitoba’s assent to the Accord to actions in other

jurisdictions. It shou1d be noted that there is all-party agreement that passage
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social spending. The government began slowl;v by marketing the need for
restraint in_an attempt to reduce expectations.?

During the receseion of the

L

J earlv 1980s the covernment noinfed to nihlic enanding acnacially tha Taka




94 Paul G. Thomas

amount than in the February budget. There were no increases in personal,
corporate and sales taxes, Outside consuliants were brought in to review the
overall financial situation of the province, Forecasted spending was about $4.5
billion, slightly higher than the NDP estimate. Borrowing was down 16 per cent
from the level of the previous vear. The deficit for 1988-89 was proiected to be
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leaders travelling to Ottawa to protest. The group was told by the federal
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government. It was heralded at the time as representing "a new kind of federal-
provincial cooperation, based on shared understanding of Manitoba’s
economy.” There were very close working relations between Mr. Lloyd

Axworthy, regional minister for Manitoba in the federal cabinet, and the Pawley
adminioteatinn 'T'lnzv'r anllahnrotian nnundand n atander Flow ~F Pndun'q‘l_kn_ol‘:a...

- & L 4

‘Iiarticularly to Wimnnipeg. On a per capita basis Manitoba had done very well
unaer & tie Lirst round of ERDA sub-agreements compared to other provinces.
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98 Paul G. Thomas

of funds had been jointly agreed to. Manitoba’s Finance Minister told the press
that he was prepared to review the program, but the province opposed any
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detailed procedure manual, we need to have systems to ensure that all proposals
are judged the same way.38

Given the discretion granted to officials of the WD, it is perhaps not surprising
that there were charges that Manitoba was not getting its "fair share” of project

funding, Becauge the WDF spending is based on the ﬂgw 2£ apnlicatiops. the | ,
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be located when the next redistribution is completed. The Liberals and the NDP
will fight over the remaining 60 per cent of the vote
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18. The Liberal Caucus of the Manitoba Le glslature Discussion Paper on the
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104 Faul G. Thomas

39. Interview with an anonymous official in the Western Diversification
Office in Winnipeg, 9 June 1989,
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1989.
41. Frances Russell, "Improbable coalition sets up shop in Manitoba" The
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42. Hon. Clayton Manness, Minister of Finance, The 1989 Manitoba Budget,
p. 26.




LA AT

111

Focus on the
Issues



Federal-Provincial Fiscal Relations in the Wake of
Deficit Reduction

Robin Boadway |

Le dernier budget Wilson, en s' attelant 4 la réduction du déficit national, aura peut-étre
marqué du méme af--afp i ‘RFMMCI’U e rolatinne ficrnlae €4A4untne mmnie
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INTRODUCTION
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federal government budget options are presented, Finally, some of the i important
constitutional and economic policy changes with implications for federal-
provincial fiscal relations are discussed. Subsequent sections consider current
policy issues and options in light of these stylized facts and their implications

for federal-provincial fiscal relations.
THE INSTITUTIONAL AND POLICY SETTING

Although it will be well known to most readers, it is useful to begin with a
summary of the main components of the system of federal-provincial fiscal
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110 Robin Boadway

degree of tax harmonization has been achieved in the sense that common bases
have been adhered to by the federal and most provincial governments for both
the individual and the corporation income taxes. The system undoubtedly owes
its existernice to the Wartime Tax Rentals Agreements when the federal govern-
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interest costs are much higher as a proportion of federal revenue in 1988-89
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in the past. Debt service charges (i.e., interest payments to holders of the debt)
are larger than the deficit itself. In other words, tax revenues are more than
enough to cover all non-interest expenditures of the government, including
spending on goods and services as well as transfers to individuals and govern-
ments. Thus, it could be argued that from a long-run structural point of view,
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expectation that tax increases would tend to come more at the expense of the

better off and transfer reducnons at the expense of the worse off. However that
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transfers. As discussed in the following section, given the underlying expendi-
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for the use of the spending power in areas of health, education and welfare. The
Meech Lake Accord provisions pale by comparison. As with Section 36(2) itis
not altogether clear that this interpretation was foreseen when the amendments
were being implemented. However, that dangcr always exlsts when constxtu-
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harmonization which avoids many complexities of tax administration and
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132 Robin Boadway

control the base in any case, it is not as important that federal tax room exceed
provincial tax room.
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8. The admissibility of the tax credlts is determined by ofﬁcnals in the

arnnetimant of Thenomas A dunmt Lt e Tt L a1
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INTRODUCTION
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140 Yvon Fontaine

D’un cdté, le Canada anglais se demande s’il sera jamais possible de satis-
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sociales communautaires qui font partie de cette tmle de fond qui est I’espace
francophone hors Québec.
Si les propos qm précedent portent a croire que I’avenir est assuré, ce n’est
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148 Yvon Fontaine

11. Loi constitutionnelle de 1867, 30 & 31 Vict, ¢, 3 (R.-U.) [S.R.C. 1970],
Appendice II, no. 5. {mod. par 1a Loi de 1982 sur le Canada, 1982, c. 11
(R.-U.), annexe de la Loi constitutionnelle de 1982, no. 1), art. 133.

12. Supra, note 2. Le Conseil de la langue frangaise au Québec et certains

groupes tel le mee.w“ i]!ﬁ“ ttanr‘.ﬂimnt. aynrimé imn avic rnntraire
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34. 1d., chapitre I, article 1.
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