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INTRODUCTION 

Canada was founded and remains a federation with interdependent fiscal systems. Under this type 

of constitutional and administrative arrangement, the federal government affects the economic well-

being of the residents of different regions through three main fiscal channels: (a) the expenditures 

it makes directly for the benefit of all Canadians, (b) the grants it provides to provincial and local 

governments and (c) the revenues it raises to finance its direct spending and intergovernmental 

grants. The extent of federal fiscal redistributions among provinces is usually measured by 

calculating federal fiscal balances by province.' These balances are calculated by allocating to each 

province a portion of the revenues raised and the expenditures made by the federal government. 

These calculations involve a variety of assumptions which often differ depending on the authors. 

This paper expands on this body of literature and serves three main objectives. First, it identifies 

the major methodological issues. Second, it estimates federal balances under five different sets of 

assumptions in order to determine the sensitivity of the results. Finally, it estimates the degree of 

fiscal redistribution among provinces generated by the federal government. Since federal balances 

for a single year may be affected by transitory components, our calculations are based on the average 

over 1992-96, a period which includes the latest years for which data are available. 

Our findings show that federal balances differ depending on the method of calculation. In 

particular, when taxes are allocated to those who bear their burden and federal purchases are 

allocated to the province where factor income is generated rather than where consumption takes 

place, the net gains to the poorer provinces are substantially lower than those shown in the balances 

'Examples of these calculations for past years are found in Banks (1977), Glynn (1977), McCraken (1993), 
Horry and Walker (1994), and Mansell and Schlenker (1995). 
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provided annually by Statistics Canada. They also show that, under all approaches, the degree of 

redistribution among provinces is fairly modest. These results suggest that, in the debate about 

reforming intergovernmental fiscal relations, we should keep in mind that we start with a system that 

delivers limited redistribution. 

The article is organized as follows. Section II discusses the methodological issues. Section III 

presents the fiscal balances calculated under different assumptions. Section IV contains some indices 

of federal redistribution among provinces and section V provides some concluding comments. 

METHODOLOGICAL ISSUES 

Limitations of Balance Sheets 

Federal fiscal balances involve accounting exercises which describe how federal revenues and 

expenditures are distributed by province. They provide a snapshot of only one aspect of the economic 

dimensions of the federation. Because of their limited scope, these balances cannot be used to draw 

general conclusions about winners and losers in the Canadian federation. Their main purpose is to 

provide an indication of the extent to which income is transferred among provinces through the 

intermediation of federal spending and taxation. 

The federal government can generate different economic gains or losses by province through a 

variety of non-fiscal activities, such as regulatory policy, competition policy, environmental 

regulation, and monetary policy. Trade policies, for example, may have both interregional and 

international effects because the potential effects of these policies depend on a province's economic 

structure and the pattern of its trade flows. Federal policies towards the energy and resource sectors 

may also have important interregional effects because these resources are not distributed evenly 
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among provinces. Direct federal expenditures as well as indirect subsidies through special tax breaks 

(tax expenditures) are fully captured in the balance sheets. However, the interregional effects of 

policies aimed at controlling the price of those resources, as was done under the National Energy 

Program, are not directly captured in those balances. Differential economic effects may also be 

generated by interregional trade barriers. These barriers may produce economic costs, which may not 

be distributed equally among provinces, by impeding the free flow of labour and capital and by 

distorting prices of inputs and outputs. Differential economic effects may also result from monetary 

policy, which has increasingly been used as the primary instrument of economic stabilization. For 

example, the economies of the various provinces may have different sensitivities to changes in credit 

conditions and business cycles may not be fully synchronized across the country. Therefore, a given 

change in monetary policy will not affect all provinces in the same manner. Also, policy decisions 

by the Bank of Canada may be influenced by the relative size of provincial economies. For example, 

overheating of the New Brunswick economy will unlikely raise concerns at the national level. 

Overheating of the Ontario economy, on the other hand, may elicit a monetary policy response. 

The quantitative effect of the non-fiscal effects of federal policies is difficult to measure and may 

vary through time. A general equilibrium analysis of these effects was conducted by Whalley and 

Trela (1986). They found that in the early 1980s   the interregional effects of tariffs were quantitatively 

small. These effects are likely to be even smaller after the rounds of tariff reductions that have been 

introduced since 1981. Whalley and Trela, however, found strong interregional effects for federal 

policies towards the energy and resource sectors, primarily because of the National Energy Program. 

Those effects no longer exist since the program has been terminated. Although it seems that major 

elements of the non-fiscal dimensions of federal policies may have small interregional effects, it is 
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worth stressing that not all non-fiscal aspects of federal activity are measurable. 

Even within the framework of fiscal transactions, a number of issues are not addressed in the 

calculation of federal balances. The first issue involves the excess burden of taxation. As 

compulsory payments, taxes impose on society a cost in excess of the revenue they generate because 

they distort private choices. This excess burden of taxation is not captured in the estimates of federal 

balances because only the revenue collected is allocated among provinces. The relative balances by 

province, however, are affected by the relative size of the excess burden by province and not by its 

total magnitude. Therefore, only differential excess burdens will affect the degree of redistribution 

among provinces. Second, these balances are based on annual records of revenues and expenditures 

and do not capture their inter-generational effects. For example, financing capital expenditures 

entirely through current taxation in a given year will underestimate the benefits of federal spending 

in future years. Conversely, financing current expenditures through borrowing will underestimate 

the current costs because only the revenue collected is allocated in a given year. Third, confining the 

analysis to the federal government fails to capture the possibility of tax exporting by province 

through the federal fiscal system. For example, the deductibility of payroll taxes provides a benefit 

to the residents of provinces that make use of these revenue sources. In the federal balances these 

residents are implicitly assigned a share of the federal tax increase needed to offset the revenue loss 

from payroll tax deductibility, but are not assigned the benefit from the lower effective provincial 

payroll taxes that they end up paying. Similarly, there is no accounting of the spillovers of provincial 

expenditures which are partly financed through federal grants. To the extent that there is a 'brain 

drain" from poorer to richer provinces, part of the benefits of the federal transfers for post-secondary 

education to the former accrue to the latter. All these issues serve as a reminder that we should be 



careful in interpreting federal fiscal balances as indicators of the amount of gain or loss from the 

federal system. 

Approaches to Measurement 

Two basic approaches have been used in the calculation of federal fiscal balances: the benefit and 

the cash-flow approach.' The benefit approach focuses on the residence of those who receive the 

benefits of government services and make contributions for their financing. Revenues and 

expenditures are allocated to the province where residents bear the costs of federal revenues and 

benefit from federal expenditures. The cash-flow approach focuses on the location where revenues 

are collected and disbursements are made. The difference between the two approaches can be 

illustrated by the following example. Let us consider the case where the federal government collects 

$10 million of custom duties in province A (where the collection facilities are located) and uses the 

funds to purchase equipment produced in province B for use in province A to monitor air quality as 

part of a national program. The benefit approach would allocate the revenues to all Canadians on the 

basis of some measure of personal consumption, and the expenditures also to all Canadians, perhaps 

on a per capita basis. The cash-flow approach would assign the revenues to province A and the 

expenditures to province B. In practice, different allocations apply only to a portion of the federal 

budget. On the revenue side, all taxes where the taxpayer is also the agent bearing their burden would 

be allocated in the same manner under both approaches. These revenue sources include personal 

income taxes, direct taxes on consumers (such as the GST) and social insurance levies. They 

2A detailed comparison of these two approaches and its application to the federal balances in Quebec is 
found in the C.D. Howe Institute (1977). 



represent over 80% of federal tax revenues during the 1992-96 period. Differences in the allocation 

of revenue are confined to corporate income and capital taxes and indirect taxes. On the expenditure 

side, intergovernmental transfers and transfers to persons, other than interest on the debt, are 

allocated in the same manner under both approaches. These federal expenditures represent over half 

of the total. Different allocations apply to transfers to business, interest on the debt and purchases 

of goods and services. 

The cash-flow approach has served as the basis for the federal balances published annually by 

Statistics Canada in the Provincial Economic Accounts (PEA) and has also been used, with minor 

modifications, in studies by Mansell and Schlenker (1995) and McCraken (1993). The benefit 

approach has been used by Hony and Walker (1994). For the purpose of this study we used the PEA 

balances as an example of the cash-flow approach. As alternatives we recalculated federal balances 

under four different sets of assumptions, all involving a variation of the above two approaches which 

we call the aggregate transfer approach. Under this alternative approach, the focus is on measuring 

the contribution that a province makes to the federal coffers through the tax burden borne by its 

residents and the contribution that federal expenditures make to the economic position of that 

province. On the revenue side, the aggregate transfer approach is equivalent to the standard benefit 

approach. Expenditures, on the other hand, are assigned to the province where federal spending 

generates factor income. Therefore, federal wages and salaries are allocated on the basis of location 

of employment (as in the PEA), but the non-wage component of federal purchases is allocated to the 

province of production (where factor income is generated) rather than the province of consumption 

(as in the PEA). 
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In our calculations, we started with the PEA data and made a number of adjustments.3  On the 

revenue side adjustments were made to corporate income tax (CIT) and indirect tax revenue. CIT 

revenue was allocated 25% to consumers and 75% to owners of capital. A portion of the latter was 

assigned to non-residents according to the share of dividends received by them. From the portion 

assigned to Canadian residents we subtracted the dividend tax credit, a tax expenditure aimed at 

reducing the CIT liability on dividends from Canadian corporations. The dividend tax credit was then 

added to personal income tax (PIT) revenue. Indirect taxes were allocated on the basis of 

consumption. Specifically, custom import duties were allocated according to the provincial share of 

personal consumption expenditures. Excise duties are levied on alcoholic beverages and tobacco 

products, therefore, they were allocated on the basis of the provincial share of these products. Excise 

taxes are imposed on gasoline and other motor fuels and were allocated to the provincial consumers 

of refined petroleum products used in transportation. Miscellaneous indirect taxes are levied partly 

on tobacco products, partly on alcoholic beverages and partly on a mix of goods. Accordingly, they 

were allocated partly to consumers of tobacco products, partly to consumers of alcoholic beverages 

and partly to personal consumption expenditures. 

On the spending side, we used PEA data for transfers to persons and business, intergovernmental 

transfers and the wage component of federal purchases. We made two adjustments to the interest on 

the federal debt. First, we subtracted the amount paid by non-residents based on data on the 

ownership of federal bonds. Then we allocated the remainder on the basis of interest received rather 

than on a per capita basis as is done in the PEA. The non-wage component of federal purchases was 

3Details of the allocations under the aggregate transfer approach and the differences from the PEA cash-
flow approach are found in the Appendix A. 
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allocated according to each province's share of private output, measured by national income at factor 

cost minus total government wage and salary payments. 

Balanced Budget and Primary Balances 

The federal budget was not balanced during the 1992-96 period, therefore, part of the federal 

expenditures that were allocated to the provinces and territories was financed through borrowing. As 

a result, one may end up with balances that show all provinces to be net beneficiaries from federal 

fiscal activity. There may still be redistribution among provinces, but this redistribution depends on 

the relative gains rather than on a comparison of gains by some provinces and losses by others. 

According to some studies (for example, McCraken (1993)), the deficit should be excluded from 

the calculation of federal balances. Balanced-budget balances are an attempt at bypassing the 

intergenerational issues created by deficit financing. In doing so, however, they require the use of 

arbitrary assumptions about the way the deficit is eliminated. For example, McCraken (1993) and 

Mansell-Schlenker (1995) assume that the federal budget is balanced through tax increases. Since 

federal tax revenues represent a higher proportion of income in richer than in poorer provinces, this 

approach tends to magnify the losses to the former and the gains to the latter, thus artificially 

inflating the degree of redistribution among provinces generated by the federal fisc. Different results 

will be obtained if the deficit is eliminated through reductions in all federal spending or selected 

components. In order to provide an indication of the sensitivity of the calculations to different 

assumptions for eliminating the federal deficit we calculated federal balances under the assumption 

of a proportional increase in tax revenue and a proportional reduction in total federal spending. 

Allocating the interest on the debt raises more complex issues. Some authors, for example 
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McCraken (1993), have argued that federal balances should be calculated only for primary balances, 

i.e., excluding the interest on the debt, because these federal payments do not bestow benefits on the 

recipients. These agents would have purchased private securities if government bonds were not 

available, therefore, they receive no special benefits from the federal debt. In our view, this argument 

is unconvincing. The cost of servicing the federal debt in a given period is paid by taxpayers through 

tax payments that are allocated by province. The amounts paid must also be allocated. The debt 

accumulates because taxpayers, through their elected representatives, decide to receive a certain 

level of public services in a given year but postpone the full payment to future years, perhaps in the 

hope of shifting the burden to future generations. The interest on the debt may be viewed as a 

measure of the benefit of consuming public goods before they are fully paid. In theory, these 

payments should be assigned to the beneficiaries of the public services financed through borrowing. 

Identifying these beneficiaries, however, is not an easy task because borrowing finances both current 

public consumption and public investment. The latter expenditures benefit future generations and 

the postponed tax payments do not involve an inter-generational shift in tax burdens. 

In the absence of a reliable method of allocating the interest on the debt to its beneficiaries, 

approximations such as those employed by the PEA or in this paper have been used. Alternatively, 

one can follow McCraken's argument by excluding the interest on the debt from the balances. In this 

article, in addition to the basic balances, we have also calculated balanced-budget balances as well 

as primary balances to determine how these balances are affected by the elimination of interest 

payments. 

We present five sets of federal balances for the average of the 1992- 1996 period (a): PEA 

balances under the cash-flow approach, (b) basic balances under the aggregate transfer approach, and 
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three variations of the latter, namely (c) a primary balance approach and two versions of the balanced 

budget approach, i.e. (d) financed through proportional tax increases or (e) financed through 

proportional spending cuts.4  

FEDERAL FISCAL BALANCES 

The estimated federal balances for the average of the 1992-96 period are shown in table 1. In order 

to explore different dimensions of these balances we also present them on a per capita basis (table 

2), as percent of personal income (table 3) and as percent of GDP (table 4).The differences in the 

estimates of federal balances are discussed below. 

Basic Balances versus PEA Balances 

The differences between basic and PEA balances are shown in tables 5 and 6. Starting with the total 

amounts in table 5, we notice a systematic pattern in the differences between the two estimates: basic 

balances under the aggregate transfer approach for the "have not" provinces are lower than PEA 

balances, quite substantially in the case of Nova Scotia, and those for the "have" provinces are 

higher. The biggest difference between the two balances occurs in the Atlantic provinces. Their net 

gain is reduced by a total of almost $4 billion or 47% of the gains under the PEA approach. For the 

"have" provinces, a net loss of $5.4 billion is reduced to a loss of $406 million. In the case of 

Ontario, table 3 shows that a loss of $3 .3 billion is transformed into a gain of nearly $600 million.. 

However, under both approaches the net contribution by the "have" provinces is only a small 

4Although we show the balances also for the Territories, our discussion will be limited to the province 
because the territories have very different fiscal arrangements with the federal government. 
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fraction of the net gains by the "have not" provinces. These results suggest that, during the 1992-96 

period, federal fiscal redistribution among provinces was financed largely through borrowing. Table 

6 breaks down these differences into their main components. For the Atlantic provinces, the 

difference between the basic and the PEA balances is explained almost entirely by changes in federal 

purchases and transfers to persons. The differences on the revenue side are negligible. This result 

suggests that in calculating federal fiscal balances for the Atlantic region special attention must be 

paid to the spending side. In Quebec there are fairly large but offsetting differences in revenues and 

transfers to persons resulting in a small overall change in balances. In Ontario, the difference 

between the two balances is due overwhelmingly to changes in the revenue component. The 

differences in the other provinces are relatively small and are explained by changes in revenues in 

some cases (Alberta) or expenditures (Manitoba and B.C.). 

Turning to per capita values (tables 2 and 5), we notice that, within Atlantic Canada, the net gains 

(from basic balances) vary from $5,076 in Newfoundland to $2,518 in Nova Scotia. (an average of 

$3420 for the region). The average net gain for Manitoba and Saskatchewan is about $2,600, similar 

to the average for New Brunswick and Nova Scotia. For Quebec and Ontario, the net gains are 

$1,424 and $52, respectively. Only Alberta and B.C. are net contributors with per capita amounts of 

$292 and $50, respectively. The per capita gains and losses are quite different under the PEA 

approach. The net gains are nearly 50% ($1,653) higher in the Atlantic region, and 15% ($383) 

higher in Manitoba. The differences are much smaller in Saskatchewan ($55) and Quebec ($29). The 

net contributions by the "have" provinces are higher under the PEA approach. The difference varies 

from $356 in Ontario to $197 in Alberta and $142 in B.C. 

The ratios of federal balances to personal income are shown in tables 3 and 5. Basic balances 
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under the aggregate transfer approach vary from 30% in Newfoundland, 24% in PEI, 16% in New 

Brunswick, about 13-15% in Nova Scotia, Saskatchewan and Manitoba and 7% in Quebec. A small 

gain of two-tenths of one percent was recorded for Ontario. The largest contributor was Alberta with 

1.3% of personal income followed by B.C. with two-tenths of one percent. These ratios are different 

under the PEA approach. In particular, the net gain of the Atlantic provinces increases by about 10 

percentage points on the average, Ontario's small gain turns into a loss of 1.3%, and the net 

contributions by Alberta and B.C. increase by 0.86% and 0.61%, respectively. The ratios for Quebec, 

Manitoba and Saskatchewan are not greatly affected. 

Finally, the average balances as a percent of GDP are shown in tables 4 and 5. The patterns are 

similar to those for the ratios to personal income although the values are slightly lower. According 

to PEA balances, during the 1992-96 period, the fiscal activity of the federal government produced 

a transfer of about one percent of GDP from the three "have" provinces to the rest of the country. 

Under the aggregate transfer approach, net contributions were made only by Alberta and B.C. and 

amounted to less than half of one percent of GDP, on the average. 

Basic Balances versus Primary Balances 

In this section we evaluate the implications of eliminating the interest on the public debt from the 

calculation of federal balances. Referring to table 1, the first effect is a shift from a deficit of about 

$25 billion to a surplus of nearly $11 billion. Instead of $25 billion of unpaid federal expenditures 

we now have $11 billion of revenues which do not finance allocable expenditures. All provinces are 

made worse off by his change, because a major component of federal expenditures has been 

eliminated, but not to the same degree. Table 1 shows that the primary balances present a more 
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marked demarcation between "have" and "have not" provinces. The former make a net contribution 

of nearly $25 billion while the latter receive collectively a net gain of nearly $14 billion. As shown 

in table 7, the major shift occurs in Ontario which becomes a large net contributor ($14.8 billion) 

instead of being a net gainer of $.6 billion. The net contributions by Alberta and B.C. increase by 

$3.7 billion and $5.4 billion, respectively. While "have" provinces appear to be much worse off 

under the primary balances, "have not" provinces appear to receive smaller gains, with the net 

transfers in their favor dropping by $1 1.7 billion. Nearly two-thirds of that drop is recorded for 

Quebec. 

In per capita terms, primary balances reduce the net gain by $700 on average for the Atlantic 

provinces, by $1,015 in Quebec and by approximately $1,200 in Manitoba and Saskatchewan. At the 

same time, they increase the net loss by $1,403 in Ontario, $1,350 in Alberta and $1,477 in B.C.. The 

changes in federal balances as a ratio of personal income are fairly uniform among provinces. They 

range from 6.7 percentage points in Saskatchewan to about 3 points in Newfoundland (about 4 points 

in the Atlantic provinces). A similar pattern is noticed for the ratios to GDP, but with lower absolute 

values. The changes in those ratios range from about five percentage points in Saskatchewan to 

nearly 3 points in Newfoundland. 

Basic Balances versus Balanced Budget Balances 

Balanced budget balances are an intermediate case between basic and primary balances as they 

eliminate both the deficit in the former and the surplus in the latter. We calculated two polar sets of 

balanced budget balances: budget balancing through proportional increases in tax revenues and 

through proportional reductions in total spending. 
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Proportional Tax Increases 

Eliminating the federal deficit through tax increases produces maj or shifts in the federal balances 

by province: it reduces the gains by recipient provinces and increases the losses to contributing 

provinces. This result is determined by the dominance of the personal income tax in the federal tax 

mix and its progressive pattern of effective rates. Table 8 shows that the biggest change occurs in 

Ontario with a swing of nearly $11 billion. The contributions by Alberta and B.C. also increase 

substantially, rising by $2.7 in the former and $3.6 billion in the latter. The net gain is cut in half (a 

reduction of $4.8 billion) in Quebec, drops by a quarter in Manitoba and Saskatchewan (an average 

loss of $800 million), and falls by 23% (about $500 million) in the Atlantic provinces. In per capita 

terms, the increases in contributions by "have" provinces are almost identical at close to $1,000. The 

reduction in net gains by "have not" provinces are also very similar ranging from $620 in 

Newfoundland to $775 in Nova Scotia and Manitoba. The changes in federal balances as percent of 

personal income and of GDP have an even more uniform pattern than the per capita balances. The 

changes in gains or losses range between 4.3 and 3.2 percentage points for the ratios to personal 

income and between 3.8 and 2.8 for the ratios to GDP. 

Proportional Spending Cuts 

The changes in the federal balances due to spending cuts are not dramatically different from those 

under the tax increases. As table 9 shows, they are moderately lower, but follow the same pattern. 

The biggest change still takes place in Ontario with an increase of $9.3 billion in net contribution, 

nearly $1.5 billion lower than under the tax increase. The contributions by Alberta and B.C. at $5.2 

billion combined are about $1 less than under the tax increase. The gains by recipient provinces are 

also lower. Compared to the tax increases, the net gains are $1 billion lower in the Atlantic 
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provinces, about $600 million lower in Quebec and in Manitoba and Saskatchewan combined. On 

a per capita basis, the net losses are higher under the spending cuts for "have not" provinces and 

lower for "have" provinces. For the former they increase by about $1,200 for the Atlantic provinces 

and for Manitoba and Saskatchewan, and $748 for Quebec. For the latter, they fall by about $900. 

The changes are also more pronounced when expressed as a percent of personal income and GDP. 

For the Atlantic provinces, the loss from balancing the budget through spending cuts is more than 

fifty percent higher (over 2 percentage points) than under the tax increases. For Manitoba and 

Saskatchewan the difference is about one-third (1.5 percentage points) while in Quebec the 

difference is quite small at about a quarter of percentage point. Similar differences are noticed for 

the ratios to GDP. 

Summary of Results 

The results presented in the proceeding sections show that the distribution of federal balances among 

provinces is sensitive to the approach used in the measurement. When we focus on the actual flows 

of revenues and expenditures, including deficit financing and the interest payments on the debt, the 

aggregate federal balances for the averages during the 1992-96 period are almost identical under the 

PEA approach and the aggregate transfer approach (table A-i), but the distribution among provinces 

is not. According to the PEA balances, all provinces and territories except Ontario, Alberta and B.C. 

received net gains amounting to a total of $30 billion while the three "have" provinces contributed 

a total of$5 .4 billion. Under the aggregate transfer approach, the net gain of the "have not" provinces 

and the territories is reduced to $26 billion, Ontario becomes a small net gainer and the combined 

contribution of Alberta and B.C. is less than a billion. One may conclude that the net gains by "have 
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not" provinces and territories were financed through borrowed funds and not through contributions 

by "have" provinces. These contributions were relatively small and represented approximately one 

percent of GDP for the three "have" provinces under the PEA calculation. According to the aggregate 

transfer approach only Alberta and B.C. were net contributors on average during 1992-96 and their 

contributions amounted to nearly one percent of GDP for Alberta and one-fifth of one percentage 

point for B.C. 

The above results change dramatically when we exclude interest payments on the federal debt. In 

this case, there is a large change in the aggregate balance which turns from a deficit to a surplus: 

instead of having $25 billion of allocable benefits not financed with current revenues we now have 

$11 billion of extra revenue which does not produce allocable benefits. The first major effect of using 

primary balances is a major reduction in the net gains by "have not" provinces and territories to a 

total of$ 14 billion, less than half the value under the PEA approach. The second effect is an increase 

in the contributions of the "have" provinces which rise to $25 billion. The province most affected 

by the change in approach is Ontario whose net contribution increases by $11.4 billion from the PEA 

approach and $15.4 billion from the basic aggregate transfer approach. 

Imposing a balanced budget on the federal government represents an intermediate case between 

actual balances and primary balances. This approach eliminates the deficit, but prevents the creation 

of a surplus. All revenues are used to generate allocable benefits, but all current expenditures are 

assumed to be paid in the year they are made or they are reduced to the level that can be financed 

through current revenues. When the deficit is eliminated through proportional tax increases, the 

aggregate contribution by Ontario, Alberta and B.C. amounts to $17.5 billion and is used entirely to 

finance the net gain to the other regions. This contribution represents an average of about 3.6% of 
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GDP. When the deficit is eliminated through proportional spending cuts, the net contribution by the 

three "have" provinces is reduced to $15 billion which represents an average of 3 percent of GDP. 

FEDERAL FISCAL BALANCES AND REDISTRIBUTION 

The previous section provided some evidence that, during the 1992-1996 period on the average, 

federal fiscal activity shifted a certain amount of income from the richer to the poorer provinces, 

although the amount of the shift varied considerably depending on the approach used. The results 

suggest that federal fiscal activity tends to reduce income disparities among regions. In this section 

we provide some estimates of this redistribution by using two different indices to compare a measure 

of provincial income which includes the redistributional impact of the federal fisc (called actual base 

income) with a measure that assumes fiscal neutrality by the federal government ( called neutral-fisc 

base income). Detailed estimates of these two concepts of income are found in appendix table A-2. 

The first index is the Gini coefficient, a wdely used global index for measuring changes in the 

concentration of income resulting from selected policy measures. This index is based on the 

relationship between the cumulative shares of population by province, where provinces are placed 

in ascending order of per capita income, and the respective shares of income. This index takes the 

value of 1 for perfect inequality and 0 for perfect equality where each province's share of income is 

equal to its share of the population. By comparing the Gini coefficient calculated from actual base 

income with the coefficient calculated from neutral-fisc base income we can determine the 

redistributional effect of the federal fisc among provinces. 

The estimated Gini coefficients for the two concepts of income are shown in table 10. Three 

general observations arise from this table. First, the room for fiscal redistribution among provinces 

18 



is limited because average incomes among provinces are not highly concentrated. The estimated Gini 

coefficient for neutral-fisc income is about 0.05 which represents only 5 percent of the maximum 

degree of concentration. Second, federal fiscal redistribution reduced the degree of income 

concentration by roughly one-half. Third, the estimated degree of federal redistribution differs 

depending on the approach used for calculating federal balances. For the full balances, which include 

both deficit financing and interest payments on the federal debt, the reduction in the concentration 

of income is higher under the PEA than the basic aggregate transfer approach because, as shown 

earlier, the former records larger gains to "have not" provinces and larger contributions by "have" 

provinces. 

Among the variants of the aggregate transfer approach, the higher degree of redistribution is 

obtained under the primary balances. In this case, all provinces are made worse off because a large 

share of allocable federal expenditures, i.e., the interest on the public debt, is eliminated from the 

calculations. However, the loss is relatively larger for richer than for poorer provinces because this 

component was allocated on the basis of a proxy for interest received. 

The balanced-budget experiments also make all provinces worse off, but not as much as the 

primary balances, because they eliminate the immediate gains from deficit financing. When the 

deficit is eliminated through proportional tax increases, the richer provinces are made relatively 

worse off and the degree of redistribution among provinces increases moderately. When balanced 

budgets are achieved through proportional cuts in federal spending, the "have not" provinces are 

made relatively worse off and the degree of redistribution falls moderately. Overall, however, the 

differences in the degree of redistribution through the federal fisc, as measured by the Gini 

coefficient, are not large. 
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As an alternative measure, we also derived a disaggregated index, based on the approach used by 

Manse!! and Schlenker (1995) and called the relative share index (RSI), in order to evaluate the 

relative degree of redistribution among provinces. The calculation of this index involves the 

following steps for province i: (a) calculation of per capita federal revenues by province (Ri) relative 

to the national average (R); (b) calculation of per capita federal expenditures by province (Ei) relative 

to the national average (E); and (c) calculation of per capita neutral-fisc base income by province (Yi) 

relative to the national average (Y). The index is calculated as the ratio of (a) divided by (b) to (c) 

as follows: 

(RiJR)/ (EiIE) 
(1) 	 RSIi = 	--------------------- xlOO 

(YiIY) 

where RSIi stands for relative share index for province i. A value of 100 indicates that the province's 

contribution to the financing of federal expenditures is commensurate to its share of neutral-fisc 

income. Therefore, it incorporates a degree of redistribution associated with the proportional 

relationship between the share of federal expenditures paid by a province and its share of income. 

The RSI assigns a value of 100 to a province which has average income equal to 90% of the national 

average and contributes 90% to the financing of the federal expenditures assigned to it; the same 

value is assigned to a province with average income 10% greater than the national average and a ratio 

of federal revenues to expenditures equal to 110. A value greater than 100 indicates that a province 

contributes to the federal fisc more than the "standard" amount associated with the above 

relationship; a value less than 100 indicates that a province receives a net gain greater that 



the"standard" amount. 

The estimated values of the relative share index are shown in table 11. Although the results differ 

under the different approaches, it is possible to make some general comments. First, by this measure 

all three "have" provinces were net contributors above the "standard" amount under any of the 

approaches used. The apparent paradox for Ontario under the basic aggregate transfer approach, 

where a net gain in absolute terms is transformed into a net contribution highlights the relative nature 

of this index. During the 1992-96 period, the federal government financed a portion of its 

expenditures through borrowing, a policy choice which benefitted all provinces and produced a small 

excess of expenditures allocated to Ontario over the corresponding revenues. The value of the 

relative index of 104 for Ontario for the same period indicates that Ontario did not receive a share 

of deficit-financed expenditures commensurate to its share of income. Under all approaches, the 

larger relative contribution was made by Alberta, followed by B.C. and Ontario. All other provinces 

were net beneficiaries under all approaches with the exception of Nova Scotia. This province is a 

clear net beneficiary only under the PEA approach. According to the other approaches, the federal 

fisc delivers the "standard" net gain to this province. The provinces with the largest relative gain are 

Newfoundland and PEI, followed by Manitoba, New Brunswick, Saskatchewan and Quebec. For the 

latter province, the federal fisc is close to delivering the "standard" gain, except when the 

calculations are confined to primary balances. 

CONCLUSIONS 

This article identified the major issues in the calculation of federal fiscal balances by province, 

provided average estimates of those balances for the 1992-96 period and measured the degree of 
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redistribution by province generated by federal fiscal activity. The results show that the magnitude 

of these balances is strongly affected by the method used in the calculations. We found that, in the 

case of actual balances which include deficit financing and interest payments on the federal debt, 

there were large gains by "have not" provinces, but only modest contributions by "have" provinces. 

These results suggest that during the 1992-96 period the gains to "have not" provinces were largely 

financed through borrowing rather than transfers from "have" provinces. We also found that balances 

calculated using the aggregate transfer approach yield substantially lower gains to "have not" 

provinces and lower contributions by "have" provinces than balances based on the cash-flow 

approach. Eliminating the interest on the public debt or the federal deficit increases substantially the 

contributions by 'have" provinces and reduces the gains by "have" not provinces. 

Finally, we calculated two indices of redistribution among provinces generated by the federal fisc. 

We found that federal fiscal activity did redistribute income from the richer to the poorer provinces, 

but the degree of redistribution was modest under all approaches, primarily because the concentration 

of income among provinces under a distributionally-neutral federal fisc is rather small. In the debate 

about reforming Canada's intergovernmental transfers it may be helpful to keep in mind that the 

current arrangements deliver only a modest degree of income redistribution among provinces. 
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APPENDIX A 

This appendix provides details of the allocation of federal revenues and expenditures under the 

aggregate transfer approach and compares this approach to the cash-flow approach used in Statistics 

Canada's Provincial Economics Accounts (PEA). As a first step, however, it is useful to deal with 

two issues: the treatment of non-residents and the special fiscal situation of Quebec. 

The federal government collects revenue from non-residents and makes expenditures which 

benefit non-residents directly or indirectly. The PEA balances differentiate two groups of transactions 

with non-residents. They recognize a separate jurisdiction called "outside Canada" and assigns to it 

the taxes paid directly by non-residents as well as the transfer payments received by non-residents. 

Withholding taxes, however, are treated as revenue from domestic sources and are allocated to the 

various provinces. The PEA balances also assign to Canadians the interest on the public debt paid 

to non-residents as well as the portion of corporate taxes that may be borne by them. In our view, 

federal balances -should include only transactions with residents, measured as strictly as allowed by 

the data. The main purpose of calculating federal balances is to determine the degree of redistribution 

among provinces produced by federal spending and taxation. For that purpose, the appropriate 

approach is the one that limits the analysis to Canadian residents only. Taxes paid by non-residents 

do not impose a burden on the residents of a province. Similarly, payments to foreigners do not 

produce benefits to the residents of a province. Accordingly, under the aggregate transfer approach 

we excluded from the calculations withholding taxes on non-residents, the interest on the debt paid 

to non-residents and the share of corporate taxes borne by non-residents. Two major issues arise 

with respect to Quebec: (a) the special abatement of personal income taxes and (b) the replacement 
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of the Canada Pension Plan (CPP) with the Quebec Pension Plan (QPP). In estimating federal 

balances, two approaches can be applied to these two programs. Under one approach, the abatement 

can be treated as a transfer payment and the revenues and expenditures under the QPP can be treated 

as elements of the CPP. Under an alternative approach, the abatement is treated as a federal tax 

reduction and the QPP is treated as a provincial program. In this case the federal revenues and 

expenditures assigned to Quebec will be less than under the first approach, but the overall balances 

will be left unchanged. In our view, the second approach is a closer representation of the facts and 

gives recognition to the different choices made by the Quebec government. It will be used in our 

calculations as it is in the PEA. 

In our calculations we started with the PEA data and made a variety of adjustments as explained 

below. The federal government receives revenue from two major sources: Taxes and Investment 

Income. The former contains personal income taxes (PIT), corporate taxes (income and capital), 

contributions to public service pensions, employment insurance (El) contributions, CPP 

contributions, the goods and services tax (GST), the air transportation tax, custom import duties, 

excise duties, excise taxes and miscellaneous indirect taxes, including fees. Investment income 

originates from four sources: investment income of public service pension plans, interest and other 

investment income, remittances from government business enterprises and CPP investment income. 

PIT revenue was allocated on the basis of a taxpayer's residence. In the PEA, as well as in 

Revenue Canada's Taxation Statistics, federal PIT revenue is recorded net of the dividend tax credit. 

However, this credit is effectively a partial refund of the corporate income tax (CIT) paid by the 

recipients of dividends distributed by Canadian corporations. In our view, it is more appropriate to 

deduct the dividend tax credit from the CIT and restore PIT revenue by adding that amount. This 
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adjustment provides more realistic information on the relative amounts of federal PIT and CIT 

revenue paid by the residents of different provinces. The revenue from the three social insurance 

programs - contributions to public service pensions, El and CPP - was allocated, as is done in the 

PEA accounts, on the basis of the province of employment as determined for income tax purposes. 

The GST and the air transportation tax are direct consumption taxes and were allocated on the basis 

of the place of consumption, as in done in the PEA accounts. 

The rest of the tax revenue was allocated in a different manner than the PEA. In the PEA direct 

taxes on corporations and government business enterprises are allocated according to the distribution 

of taxable income by industry. The location of economic activity, however, has little connection to 

those who bear the burden of corporate taxation. This burden is borne, in different proportions, by 

owners of capital (corporate or total capital), consumers and workers. In tax incidence studies ( see, 

for example, Ruggeri, Van Wart and Howard (1996) and Vermaeten, Gillespie and Vermeaten 

(1994)), CIT revenue is usually allocated in part to consumers and in part to owners of corporate 

capital, although researchers differ on the proportions assigned to each. We used a compromise 

approach and allocated 25% of the revenue to the provincial share of personal consumption 

expenditures. The remainder 75% is distributed between residents and non-residents as follows: two-

thirds to residents and one third to non-residents based on the ratio of dividends paid to residents and 

non-residents as recorded in Statistic Canada's National Income and Expenditure Accounts. The 

value of the dividend tax credit (as reported in Revenue Canada's Taxation Statistics) is subtracted 

from the portion allocated to residents. The resulting amount is distributed among provinces on the 

basis of the provincial distribution of cash dividends and realized capital gains ( as reported in 

revenue Canada's Taxation Statistics, adjusted from taxable to cash amounts). 
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In the PEA, indirect tax revenue is allocated on the basis of where taxes are collected or where the 

taxed goods are produced. However, the burden of these taxes falls largely on those who consume 

the taxed goods. We followed the general practice in tax incidence studies and allocated these taxes 

entirely to consumers. Specifically, custom import duties are distributed according to the provincial 

share of personal consumption expenditures. Excise duties are levied on alcoholic beverages and 

tobacco products and, therefore, are distributed according to the provincial share of the consumption 

of these products. Excise taxes are imposed on gasoline and other motor fuels and are allocated to 

provincial consumers of refined petroleum products used in transportation. Miscellaneous indirect 

taxes are allocated partly to consumers of tobacco products, partly to consumers of alcoholic 

beverages and partly to personal consumption expenditures because they are levied on a variety of 

products. 

For the four components of investment income we used the PEA distribution which is based on 

the provincial distribution of federal wages and salaries for interest on the various public 

superannuation funds or the location of the use of the funds for those who pay interest on loans and 

advances. 

Federal spending contains three main categories: intergovernmental transfers, transfer payments, 

and purchases of goods and services. The first category includes the federal grants provided to 

provincial, territorial and local governments. The two major grants are the Canada Health and Social 

Transfer (CHST), which is provided to all provinces and replaces existing transfers for social 

assistance, health care and post-secondary education, and equalization grants provided only to "have 

not" provinces. The jurisdictions benefitting from these grants can be easily identified, therefore, 

we used the distribution contained in the PEA accounts. 
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The second category contains three main components: transfers to persons, transfers to businesses 

and interest on the public debt. The allocation of transfers to persons is made easy by the availability 

of information on the province of residence of the recipients. This information is incorporated in the 

PEA balances and we used the PEA data in our calculations. Federal transfers to businesses include 

subsidies and capital assistance. Subsidies are mostly provided for agriculture, transportation, 

housing and the Canadian Broadcasting Corporation. Capital assistance is offered in a variety of 

areas, such as railways and industrial development. In the PEA, transfers to business are allocated 

by program on the basis of the province of residence of the recipients or on the place where the 

assisted capital formation takes place. We also used the PEA distribution in our calculations. 

The allocation of the interest on the public debt is more complicated. In the PEA, this item is 

allocated among provinces on a per capita basis, an approach which, in our view has two major 

shortcomings. First, a portion of the interest is received by non-residents. As mentioned before, this 

payment yields no benefits to Canadians aside from the benefits of the federal spending it financed 

which are captured on the federal spending side. For that reason we subtracted that amount from the 

total payments according to the portion of holders of federal bonds that are non-residents as reported 

in Statistics Canada's data.5  Second, the amount of interest paid to Canadians should be allocated 

to those who receive it. We recognize that federal bonds may be held in both tax-sheltered and 

unsheltered form. Since the interest on the first component is not recorded as long as the saving is 

tax-sheltered, we used as an approximation of the provincial distribution of this tax-free interest the 

provincial distribution of RRSP contributions. Our allocation was then based on the simple average 

of the provincial shares of interest income and the provincial share of RRSP contributions, as 

5Statistics Canada, "Canada's International Investment Position," cat. No. 67-202). 



recorded in Taxation Statistics. 

The provincial distribution of federal purchases raises a variety of complex issues. Since this 

component accounts for 20% of federal spending, different approaches to its allocation may have 

a significant impact on the estimated federal balances by province. Federal purchases of goods and 

services are almost entirely in the form of general expenditures. Therefore the beneficiaries cannot 

be directly identified as in the case of transfers to persons. In the PEA, purchases of goods and 

services are divided into two major categories: (a) wages and salaries and (b) purchases of goods. 

The first component is allocated according to the location of employment so that a province is 

assigned a share of wages and salaries equal to its share of federal employment. The second 

component is distributed on the basis of where the goods are consumed. In our view, the PEA 

balances do not use a consistent principle in the allocation of federal purchases. If a province 

benefits by federal employment through the wages paid to federal employees, then the same province 

will benefit from federal purchases through the factor income that federal purchases generate. 

Alternatively, if a province benefits from federal purchases through the goods consumed, then it also 

benefits from the consumption of the programs for which federal wages and salaries are paid. We 

can apply either approach in a consistent manner, but it is not appropriate to mix the two. 

Under our aggregate transfer approach, the federal expenditures on goods and services are 

allocated according to where the goods and services are produced rather than where they are 

consumed. In particular, the wage component of federal purchases is allocated to the provinces and 

territories according the distribution used in the PEA (from unpublished data provided by Statistics 

Canada). The goods component is allocated on the basis of each province's share of private output, 

measured by national income at factor cost minus total government wage and salary payments. 



The aggregate values of the main components of federal revenues and expenditures used in the 

PEA and the aggregate benefit approach, averaged for the period 1992-1996, are shown in table A-i. 

As expected, the values under the aggregate transfer approach, called basic balances, are lower 

because a portion of some items was assigned to non-residents. However, the differences are fairly 

small and amount to 4% of revenues and 3% of expenditures. More significant differences are found 

in the approach to the provincial distribution of federal revenues and expenditures, identified by the 

asterisk next to the relevant items. For the same period, the allocation under the aggregate transfer 

approach differs from the PEA on average for 15% of revenues and 33% of expenditures. 
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Table A-I Federal Revenues and Expenditures, 1992 - 1996, PEA versus Basic, $ billion 

PEA Basic Difference 
Revenues 

Personal Income Tax .............................. 61.64 62.83 -1.18 
Corporate Income Tax* 12.32 7.72 4.60 
Direct Tax on Non-residents ......................... 1.81 0.00 1.81 
Contributions to Public Service Pension ................ 2.62 2.59 0.04 
Employment Insurance ............................. 18.94 18.89 0.04 
Canada Pension Plan 	............................. 10.22 10.19 0.03 
GST 	............................................ 18.80 18.77 0.03 
Air Transport Tax 	................................. 0.63 0.63 0.00 
Custom Import Duties* 3.38 2.61 0.77 
Excise Duties* 2.12 2.12 0.00 
Excise Taxes* 5.28 5.28 0.00 
Misc. Indirect Taxes and Other Transfers from Persons*.  0.73 0.73 -0.00 
Subtotal of Tax Revenue 	........................... 138.48 132.36 6.13 
Investment Income of Public Service Pension Plans 9.61 9.60 0.01 
Interest and Other Investment Income ................. 2.09 2.08 0.00 
Remittances from Government Business Enterprises 2.71 2.71 0.00 
CPP Investment Income 	........................... 4.39 4.39 0.00 
Subtotal of Investment Revenue ...................... 18.80 18.79 0.02 
Total Revenue 	................................... 157.29 151.14 6.14 

Expenditures 
Transfers to Persons 	.............................. 68.77 68.77 0.00 
Interest on the Public Debt* 42.04 36.20 5.84 
Transfers to Business 	............................. 4.83 4.83 0.00 
Net Intergovernmental Transfers 	..................... 31.34 31.34 0.00 
Current Expenditures on Goods and Services .......... 31.85 31.85 0.00 
Investment 3.43 3.43 0.00 
Total Expenditures 	............................... 182.26 176.42 5.84 
Note: The * indicates the items that were allocated in a different manner than in the PEA 
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APPENDIX B 

In our analysis of the redistributional effect of federal fiscal activity, we derived, as a first step, the 

concept of income that would represent the economic status of each province under the assumption 

that federal spending and taxation do not redistribute income among provinces. The first part of this 

income concept includes only private components of income. We started with the income side of 

national income at factor cost: wages, salaries and supplementary labour income net of the federal, 

provincial and local government components; accrued income of farm operators; net income of non-

farm unincorporated business; interest, dividends and miscellaneous investment income; and current 

transfers from corporations. Then we added a number of income sources which are received by 

persons but are not generated from current production. For the following income components, we 

used the data from Revenue Canada's Taxation Statistics: superannuation pensions, RRSP 

withdrawals, realized capital gains (grossed-up from the taxable values). Finally we added the 

amount of taxes assigned to factor income, namely, the corporate taxes allocated to capital income 

and the employer portion of contributions to various social insurance programs. We call the sum of 

these income items, private income. The income concept associated with a distributionally-neutral 

federal fisc among provinces was derived by including the provincial and local fiscal components 

and by allocating federal revenues and expenditures to each province in proportion to its share of 

private income. We call this item neutral-fisc base income. When we add to private income the 

actual federal balances we end up with actual base income. As an illustration, table A-2 contains 

the calculations of these income measures for 1996. 
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Table A-2 Calculation of Private Income, Actual Base Income, and Neutral Base Income, 1996, $million 

NF PEI NS NB QC ON MB SK AB BC 	Total 

Wages and Salaries and Supplementary Labour Income 5718 1407 10603 8895 97014 175023 14547 11415 43879 58713 428952 
Government Components 2040 526 3154 2545 25947 38513 4203 3439 8989 13776 104029 

Private Wages and Salaries 3678 881 7449 6350 71067 136510 10344 7976 34890 44937 324923 
Accrued Income of Farm Operations 7 32 39 41 683 299 475 1338 556 -13 	3457 

Net Income of Non-Farm Unincorporated Business 621 269 1505 1028 10135 20685 1791 1479 4513 7326 	49491 
Interest, Dividends and Miscellaneous Investment 902 287 2110 1549 18540 38036 3265 2826 9049 12342 	89085 

Income 

	

Current Transfers from Corporations 	11 	3 	19 	15 	146 	221 	22 	20 	55 	76 	590 
Subtotal 5219 1472 11122 8983 100571 195751 15897 13639 49063 64668 467546 

Superannuation 376 111 1089 669 6016 12210 1044 839 2066 3781 28222 

	

RRSP Withdrawals 81 	24 	197 	146 1475 3034 	269 	221 	769 1073 7303 

	

Realized Capital Gains 	70 	41 	224 	128 2048 4613 	373 	521 	1992 2388 12421 

	

CIT Assigned to Capital Income 	30 	18 	116 	69 1028 2152 	163 	209 	894 1052 5743 

	

Employer Portion of Payroll Taxes 452 	81 	573 	433 11275 10699 	914 	550 1929 2579 29525 
Private Income 6228 1747 13321 10428 122413 228459 18660 15979 56713 75541 550760 

Federal Expenditures 4816 1158 7483 5802 38608 64442 8478 8081 14908 21719 177241 
Federal Revenues 2302 679 5166 3688 29557 68846 5814 4877 17330 24000 162924 

Net Federal Balances 2514 479 2316 2114 9051 -4404 2664 3204 -2422 -2281 14317 
Provincial Expenditures 3808 897 5142 5086 49582 61030 7062 6251 15573 24870 181256 

Provincial Revues 3888 776 5233 5057 47977 54354 7075 6967 16460 22838 172129 

	

Net Provincial Balances -80 121 	-91 	29 1605 6676 	-13 	-716 	-887 2032 9127 

	

Local Expenditures 981 174 1764 	524 16492 28598 2427 2012 6325 8623 68140 

	

Local Revenues 881 166 1548 	503 14600 29154 2234 1820 5692 6759 63553 

	

Net Local Balances 100 	8 	216 	21 1892 	-556 	193 	192 	633 1864 4587 
Actual Base Income 8762 2355 15762 12592 134962 230175 21504 18659 54037 77156 578791 

Actual Base Income Per Capita ($)15361 17176 16719 16518 18240 20415 18900 18332 19388 20068 19311 

	

Federal Balances Allocated to Private Income 162 	45 	346 	271 	3182 5939 	485 	415 1474 1964 14317 
Neutral Base Income 6410 1922 13792 10749 129093 240517 19325 15870 57934 81401 578791 
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Table I Average Balances by Province Under Alternative Approaches, 1992-1 996, $ million 

Aggregate Benefit Approach 

PEA Basic Primary 

NF.......... 3733 2936 2640 
PEI ......... 686 597 487 
NS 	......... 4596 2349 1606 
NB 	......... 3108 2288 1760 
QC 	........ 10591 10381 2983 
ON -3331 568 -14817 
MB 	......... 3334 2901 1578 
SK 	......... 2882 2827 1548 
AB.......... -1325 -791 -4453 
BC 	......... -702 -183 -5583 
TERR 1402 1412 1333 
Total ........ 24973 25284 -10916 

Balanced Budget 
Tax Increases Spending Cuts 

2577 2195 
505 422 

1626 1318 
1742 1463 
5576 4929 

-10194 -8733 
2032 1715 
2104 1788 

-3479 -2951 
-3827 -3291 
1336 1143 

0 0 
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Table 2 Average per Capita Balances by Province Under Alternative Approaches, 1992-1996, $ 
thousand 

Aggregate Benefit Approach 

PEA 	Basic 	Primary 	 Balanced Budget 
Tax Increases 	Spending Cuts 

NE ......... 6454 5076 4564 4456 3794 
PEI 5119 4453 3637 3767 3151 
NS 4926 2518 1721 1743 1413 
NB 4108 3024 2326 2303 1934 
QC 1453 1424 409 765 676 
ON -304 52 -1351 -930 -796 
MB 	......... 2961 2576 1401 1804 1523 
SK 	......... 2852 2797 1532 2082 1770 
AB .......... -489 -292 -1642 -1283 -1088 
BC 	......... -192 -50 -1527 -1047 -900 
TERR ....... 14727 14828 14004 14036 12007 
Total 854 864 -373 0 0 
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Table 3 Average Balances by Province Under Alternative Approaches as Percentage of Personal Income, 1992-1 996 

Aggregate Benefit Approach 

PEA Basic Primary 

NF.......... 38.44 30.23 27.18 
PEI 	......... 27.86 24.23 19.79 
NS 	.......... 25.99 13.28 9.08 
NB 22.34 16.44 12.65 
QC 7.14 7.00 2.01 
ON -1.27 0.22 -5.67 
MB 14.57 12.68 6.90 
SK 15.10 14.81 8.11 
AB.......... -2.14 -1.28 -7.18 
BC -0.82 -0.21 -6.53 
TERR 60.85 61.26 57.86 
Total 3.87 3.92 -1.69 

Balanced Budget 
Tax Increases 	Spending Cuts 

26.54 22.60 
20.50 17.15 

9.20 7.45 
12.52 10.51 

3.76 3.32 
-3.90 -3.34 
8.88 7.49 

11.02 9.37 
-5.61 -4.76 
-4.47 -3.85 
57.99 49.61 
0.00 0.00 
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Table 4 Average Balances by Province Under Alternative Approaches as Percentage of GDP, 1992-1996 

Aggregate Benefit Approach 

PEA Basic Primary Balanced Budget 
Tax Increases 	Spending Cuts 

NE .......... 36.59 28.78 25.88 25.26 21.51 
PEI 	......... 26.55 23.09 18.86 19.53 16.34 
NS 	......... 24.35 12.45 8.51 8.62 6.99 
NB 	......... 19.86 14.62 11.24 11.13 9.35 
QC 	......... 6.26 6.13 1.76 3.29 2.91 
ON 	......... -1.08 0.18 -4.82 -3.32 -2.84 
MB 	......... 12.80 11.14 6.06 7.80 6.59 
SK 	......... 11.83 11.60 6.36 8.64 7.34 
AB.......... -1.56 -0.93 -5.23 -4.09 -3.47 
BC 	......... -0.70 -0.18 -5.59 -3.83 -3.30 
TERR 38.13 38.39 36.26 36.34 31.09 
Total 3.27 3.31 -1.43 0.00 0.00 
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Table 5 Differences Between Average Federal Balances: Basic versus PEA, 1992-1996 

Total Balances Per Capita($) Percentage of Personal Income Percentage of GOP 
NE ............... -797 -1378 -8.21 -7.82 
PEI 	.............. -89 -666 -3.62 -3.45 
NS 	.............. -2247 -2408 -12.70 -11.91 
NB 	.............. -820 -1084 -5.89 -5.24 

-210 -29 -0.14 -0.12 
ON 	.............. 3899 356 1.49 1.27 
MB 	.............. -433 -384 -1.89 -1.66 
SK 	.............. -55 -55 -0.29 -0.23 
AB 	.............. 534 197 0.86 0.63 
BC 	.............. 519 142 0.61 0.52 
TERR 10 101 0.42 0.26 
Total 	............. 311 11 0.05 0.04 
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Table 6 Differences Between Average Components of Federal Revenues and Spending: Basic versus PEA, 1992-1 996 

Differences, $ million 
Revenues Transfers to Persons Intergovernmental Transfers Purchases Total Spending Balances 

NF............... 23 -534 0 -237 -771 -797 
PEI 	.............. -24 -83 0 -31 -114 -89 
NS 	.............. 88 -597 0 -1559 -2157 -2247 
NB 	.............. -29 -558 0 -289 -847 -820 
QC 	.............. -2396 -3072 0 442 -2629 -210 
ON 	.............. -3365 -372 0 871 499 3899 
MB 	.............. 21 -294 0 -116 410 -433 
SK 	.............. 22 -173 0 140 -33 -55 
AB 	.............. -447 -234 0 344 110 534 
BC............... 160 142 0 564 707 519 
TERR ............ -197 -58 0 -129 -187 10 
Total 	....... 	... 	.... -6145 -5835 0 0 -5835 311 



Table 7 Differences Between Basic and Primary Balances, Averages for 1992-1 996 

Total Balances Per Capita($) Percentage of Personal Income Percentage of GDP 
NF............... 296 512 3.05 2.90 
PEI 	.............. 109 816 4.45 4.24 
NS 	.............. 743 797 4.20 3.94 
NB 	.............. 528 698 3.80 3.38 
QC 	.............. 7398 1015 4.99 4.37 
ON 	.............. 15386 1403 5.88 5.01 
MB 	.............. 1323 1175 5.78 5.08 
SK .............. 1278 1265 6.70 5.25 
AB 	.............. 3662 1350 5.91 4.31 
BC 	.............. 5400 1477 6.31 5.41 
TERR 78 824 3.40 2.13 
Total 36200 1237 5.61 4.75 
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Table 8 Differences Between Basic and Balanced Budget Balances with Tax Increases, Averages for 1992-1 996 

Total Balances Per Capita($) Percentage of Personal Income Percentage of GDP 	- 
NF............... 358 620 3.69 3.51 
PEI 	.............. 92 686 3.74 3.56 
NS 	.............. 723 775 4.09 3.83 
NB 	.............. 546 721 3.92 3.49 
QC 	.............. 4805 659 3.24 2.84 
ON 	.............. 10762 982 4.12 3.50 
MB 	.............. 869 772 3.80 3.34 
SK 	.............. 722 715 3.78 2.97 
AB 	.............. 2688 991 4.34 3.16 
BC 	.............. 3644 997 4.26 3.65 
TERR ............ 75 792 3.27 2.05 
Total ............. 25284 864 3.92 3.31 
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Table 9 Differences Between Basic and Balanced with Budget Spending Cuts, Averages for 1992-1 996 

Total Balances Per Capita($) Percentage of Personal Income Percentage of GDP 
NF............... 741 1282 7.63 7.26 
PEI 	.............. 174 1302 7.08 6.75 
NS 	.............. 1031 1105 5.83 5.46 
NB 	.............. 825 1090 5.93 5.27 
QC 	.............. 5452 748 3.68 3.22 
ON 	.............. 9301 848 3.56 3.03 
MB 	.............. 1186 1053 5.18 4.55 
SK 	.............. 1038 1027 5.44 4.26 
AB 	.............. 2160 796 3.48 2.54 
BC 	.............. 3108 850 3.63 3.11 
TERR ............ 269 2821 11.65 7.30 
Total ............. 25284 864 3.92 3.31 
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Table 10 GIni Coefficients for Federal Redistribution by Province, Averages for 1992-1 996 

Aggregate Benefit Approach 

	

PEA 	Basic 	 Primary 	 Balanced Budget 
Tax Increases 	Spending Cuts 

Neutral-Fisc. Base Income 	 0.051 	0.051 	 0.051 	 0.051 	 0.051 

	

Actual Base Income ...........0.018 	0.027 	 0.022 	 0.025 	 0.029 

Difference 	 0.033 	0.025 	 0.028 	 0.026 	 0.022 
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Table 11 Relative Share Index Under Different Approaches, Average of 1992-1996 

Aggregate Benefit Approach 

PEA Basic Primary Balanced Budget 
Tax Increases 	Spending Cuts 

NE .......... 73.3 85.8 76.0 85.5 	 85.8 
PEI 	......... 79.5 84.3 75.1 83.0 	 84.2 
NS 	......... 75.9 101.1 94.8 99.4 	 101.1 
NB 	......... 83.8 96.0 87.3 95.2 	 96.0 
QC 	......... 94.9 94.0 89.7 94.5 	 94.0 
ON 	......... 109.4 103.9 105.7 103.9 	 103.9 
MB 	......... 83.4 88.5 87.6 88.0 	 88.5 
SK 	......... 91.1 92.7 93.7 92.3 	 92.7 
AB.......... 117.6 114.4 121.1 114.8 	 114.5 
BC 	......... 109.5 107.5 120.2 107.6 	 107.6 
TERR 42.0 31.9 24.8 31.9 	 31.6 
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