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Abstract 

Despite the lack of specific consideration of rurality in the tax-transfer system, the 1990 
tax-transfer system actually imposes lighter tax burdens and significantly more cash transfers to 
rural residents than to urban residents mainly because of federal programs. With the exception 
of social assistance, rural Canadians as a group receive higher transfers in every transfer cate-
gory, especially unemployment insurance and payments for children. Provincial tax and transfer 
programs, despite their formal relationship to federal taxes, tend to impose a much more 
consistent burden across urbanization class because they have a higher proportion of regressive 
commodity taxes. 

Many factors give rise to lower income tax liabilities and higher sales tax payments in rural 
Canada. Families living in rural communities tend to have slightly lower incomes, less employ-
ment income and more farm income, larger family sizes and older families than their urban coun-
terparts. They spend a greater proportion of their income on food, electricity, home heating 
fuels, and automobiles and less on rent, hotels and restaurants and personal business. They show 
higher rates of self-employment and unemployment. 

The evolution of the tax-transfer system between 1984 and 1990 does not change the rela-
tive balance between urban and rural Canadians vis-a-vis the burden of net taxes and transfers on 
individuals and families. It has however shifted rural Canadians on average from net gainers 
from the system to net contributors to the system. 

Key words: taxes, transfers, rural, microsimulation 





Introduction 
In Canada, the federal and provincial governments levy significant income taxes and pay 

substantial cash transfers to families and individuals. Particular taxation provisions and transfer 
programs are highly interconnected and in effect form a single tax-transfer system. Embodied in 
this system there are judgements about fair treatment of families and individuals in different cir-
cumstances. These judgements rarely consider degree of urbanization but rather are the implicit 
outcomes of historical processes of political debate and compromise. 

This paper examines the program specific and cumulative impact of the tax-transfer system 
on Canadian families. Emphasis is placed on the differences between families living in rural and 
urban areas. No major government programs are based explicitly on urbanization. The taxes 
paid to governments and transfer benefits received from them are determined by the rules of the 
tax-transfer programs. These rules are applied to individuals with a variety of individual and 
family characteristics. The characteristics are not evenly distributed across the urbanization con-
tinuum and give rise to differing relative mixes of taxes and transfers as well as differing overall 
tax-transfer burdens. 

The study first outlines the various types of programs in the tax-transfer system. This is 
followed by an examination of the characteristics of families and individuals which determine 
their taxes and transfers across urbanization categories. Next, the distribution of specific tax-
transfer elements and the overall system as legislated in 1990 is examined. Finally, at an aggre-
gate level, the 1990 system is contrasted with the tax-transfer system as legislated for 1984. 

Public Sector Taxes and Transfers 

The system of federal and provincial taxation has three main kinds of taxes borne directly 
by households; personal income taxes, sales or commodity taxes, and payroll taxes. Households 
additionally pay many other forms of taxes to governments (e.g. property taxes, utility taxes and 
various licence fees). These other sub-provincial taxes, while likely to vary between rural and 
urban centres, have not been included in this analysis because of insufficient data. In general 
they would tend to result in higher tax burdens in urban areas and reinforce the general findings 
of this study. 

In 1990, personal income tax accounted for about sixty percent of all direct federal and 
provincial taxes paid by households. An individual's tax liability is largely determined by the 
level and sources of income as well as by family situation. 

Commodity or sales taxes are also levied by both levels of government and accounted for 
about one quarter of direct federal and provincial taxes in 1990. Different goods and services are 
taxed at different rates. As such, the proportion of a households income spent on sales taxes will 
depend on the amount and relative mix of goods purchased. These taxes, to the extent that they 
are levied at intermediate levels in the production process, are assumed to fully shift forward to 
consumers. 





Payroll taxes are collected from employment earnings. The major such taxes are contrib-
utions to fund the Unemployment Insurance program and the Canada Pension Plan. Individual 
earning levels and employment status are taken into account when determining payroll taxes. 

Federal and provincial governments provide substantial cash transfers to households in 
Canada; over $50 billion in 1990. These transfers may be classified into three main groups: 
employment related programs, means tested programs, and demogrants. 

Employment related programs are the largest group and accounted for about 40% of all 
government cash transfers to households in 1990. There are three programs in this group, unem-
ployment insurance, the Canada Pension Plan and the Quebec Pension Plan (CIQPP). Individual 
unemployment benefits are paid to the unemployed depending on the level of earnings and work 
history within the past two years. Self-employed persons such as farmers are not eligible for 
benefits. As such, a region's aggregate unemployment benefits will be largely determined by the 
unemployment rate. C/QPP retirement benefits are based on an individual's lifetime earnings 
history as well as the age at which benefits commence. The aggregate Canada pension plan 
receipts in a given region will be determined mainly by the size of the elderly population. 

Means-tested transfer programs take into account the financial resources (usually income) 
of a family when determining benefits. They include social assistance, the guaranteed income 
supplement(GIS) for OAS beneficiaries and the spouses allowance(SPA). The child tax credit 
and federal sales tax credit are also considered means-tested transfer programs in this analysis. 
In 1990, means-tested programs accounted for almost 30% of federal/provincial cash transfers to 
households. These programs largely depend on family income; the lower the income the higher 
the benefits. Social assistance benefits also take into account a wide variety of other factors, 
such as asset levels and specific expenditure requirements, in determining benefit levels. 

Demogrants are cash transfers based solely on the demographic characteristics of individu-
als(once they are deemed Canadian residents). There are two such programs in Canada, Family 
Allowances and Old Age Security (OAS). Eligibility and benefits are determined by age and 
immigration status. 

Data and Methods 
The analysis uses the Social Policy Simulation Database and Model, a microsimulation 

model publicly available from Statistics Canada. The SPSDIM is a micro-computer based prod-
uct designed to analyze the financial interactions between governments and the household sector 
in Canada (See Bordt et. al. (1990) or Wolfson et. al. (1990), for a description of the SPSDIM). 
The SPSM calculates the taxes and transfers of a sample of individuals and aggregates them to 
represent the Canadian population. Using the rules of the 1990 tax transfer system, the simulated 
incidences of taxes and transfers are examined. 
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The SPSDIM is based on the Survey of consumer finances and as such on the Labour 
Force Survey sampling frame. Consequently, the definition of rural is the Labour Force Survey 
definition; non-self reporting enumeration areas. Towns of several thousand people may thus be 
considered "rural", as may the fringes of large urban centres. Furthermore, the Labour Force 
Survey frame does not include large geographical areas of rural Canada. Excluded from the 
frame are the Yukon and Northwest Territories as well as persons living on reservations. These 
areas are, however, sparsely populated and their omission does not greatly affect the overall 
results. The final breakdown of the Canadian population may be seen in Table 1. Note that rural 
Canada under this definition is the second largest group with over 1.6 million families. Almost 
50% of the population is in large urban centres. 

Table 1: Census Families by Urbanization Class 

Urbanization Class 
Census Families 

(000's) (%) 

500,000 & Over 5,119 49.0 
100,000 - 499,999 1,085 10.4 
30,000-99,999 1,218 11.6 
Urban under 30,000 1,416 13.5 
Rural 1,618 15.5 

The analysis is based on census families including "families" of size one. They are defined 
as a married couples or single adults and their never married children. This is the family defini-
tion used in the determination of most taxes and transfers. 

Microsimulation allows us to answer certain hypothetical questions in the absence of cur-
rent data. For example, the rules and regulations of the tax-transfer system are known in 1990. 
However, because of delays in survey collection and processing no current data is available to 
describe the population on which that system actually operated. Therefore, microsimulation is 
used to apply the rules of the 1990 tax-transfer system to the population as it was in 1986; the 
most current year of data available at the time of this study. Similarly, the rules of the tax-
transfer system in 1984 will be applied to the identical 1986 population. 

To reiterate, all figures expressed in this study are in constant 1986 dollars. The descrip-
tive label of 1990 applied to distributions should be interpreted as the 1990 system of taxes and 
transfers applied in 1986. 

This paper addresses three central questions: If the 1990 tax and transfer system were in 
place in 1986; what would the distribution of tax-transfer expenditures be in rural vs. urban Can-
ada? How would this compare to the 1984 system as it would have applied in 1986? In terms 
of disposable income, would legislated changes affect the relative position of rural versus urban 
Canadians? 
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Determinants of Taxes and Transfers 
The individual and family characteristics used to determine taxes and transfers are distrib-

uted unevenly across the urbanization continuum. The major determinants to be considered are 
income, family characteristics, expenditure patterns, labour force status, and other geographic 
factors. 
Income 

Personal income taxes, payroll taxes and cash transfers have a progressive structure; higher 
income individuals receive fewer transfers and pay more taxes as a percentage of their income. 
Thus systematic differences in income distributions across urbanization levels would give rise to 
differential taxes and transfers. Figure 1 shows the distribution of income for five different 
urbanization classes. The top of each box corresponds to the income of the families at the 75th 
percentile. So, for example, 75 percent of Canadians living in large cities have total incomes less 
than $48,000. The mean is indicated by the star. The dashed lines are set at the levels of rural 
areas to facilitate comparisons. 

Distribution of Census Family Total Income 

Urbanization Class 

Figure 1: Distribution of Census Family Income 
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The distribution of total income does not vary a great deal across five different urbaniza-
tion categories (Figure 1). By examining the dashed line for the 25th percentile (the poorest 25% 
of census families) we see a virtually no difference across urbanization categories with a slight 
exception for towns under 30,000. In other words, the poorest 25 percent of families make less 
than $13,000 to $14,000 regardless of the size of urban or rural centre they live in. Average 
incomes vary by only a few thousand dollars across urbanization classes. It is only in the high 
end of the income distribution that there is a significant difference. Comparing urbanization 
classes at the 95th percentile, to be among the richest 5% of rural families requires a total income 
in excess of $70,000 while to be one of the richest 5% of metropolitan families requires a total 
income of almost $90,000. On average rural Canadian families have less income than urban 
Canadians and this results mainly from the influence of higher incomes among "rich Canadians 
in urban areas. 

The source of income affects tax-transfer liabilities and benefits as well as the level of 
income. Certain types of employment earnings, investments and transfers are subject to different 
rules in the tax system. Table 2 shows the composition of income from various sources as a per-
centage of total income. For example, wages and salaries represent 70 percent of total income in 
large urban centres but only 59 percent in rural areas; an 11 percentage point difference. 
However, rural families have a larger share of total income from self-employment in both the 
farm and non-farm components. This narrows the gap in overall employment earnings to 6.5 
percent. Net  employment earnings receive the same treatment for purposes of personal income 
taxes. 

Government transfers represent a higher percentage of total income for rural families. On 
average of 17% of rural income comes from government transfers compared to 10% for urban 
areas. The gap of 7 percentage points approximately offsets the gap in earned income. Not all 
government transfers are taxable and therefore tax liabilities will be greater on average in large 
urban areas. Investment income shows a "U" shaped curve. The investments in more rural areas 
are more retirement pensions and annuities while large centers experience more interest and divi-
dend income. Other income shows no definite trend. 
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Table 2: Census Family Income Composition (1990) 

Urbanization Class 
500K lOOK 30K 30K 
Plus 499K 99K Less Rural Canada 

Income Corrcosion (0/0) 

Wages 
Self-Employment 

70.2 72.8 69.9 65.1 58.6 68.2 

Non-Farm 4.8 3.0 3.3 3.6 5.7 4.5 
Farm 0.2 0.1 0.2 0.4 4.4 0.8 

Investments 103 8.9 8.7 9.8 10.6 9.9 
Transfers 10.2 11.6 13.2 16.7 17.1 12,5 
Other 4.3 3.6 4.7 4.4 3.6 4.1 
Head's Percent of Total Income 81.2 82.0 81.1 80.7 78.8 80.8 
Average Number of Earners 1.2 1.2 1.2 1.1 1.3 1.2 

The degree to which a families income is split among different family members will also 
affect tax liabilities. Because earners can each claim personal deductions, families with split 
incomes will experience lower marginal tax rates on average. No real difference exists in the 
average number of earners per family and a slight difference exists in the proportion of total fam-
ily income attributable to the head between urban and rural families (Table 2). For example, on 
average the total income of the head of rural families accounts for 79 percent of total family 
income compared to 81 percent for urban families. As such, rural families have their incomes 
slightly more evenly distributed among family members. This will in part reflect the rules for 
income splitting for self-employed farm income. The net effect is one of reducing the tax burden 
for rural families. 

Family Characteristics 

Many federal transfers and tax credits are based on the numbers and ages of children. 
Some provinces, (notably Quebec) have strong pro-natalist tax-transfer policies which favor fam-
ilies with large numbers of children (Wolfson and Murphy 1990). On average, families living in 
rural areas have two thirds again as many children as urban families (Table 3). This will result in 
more transfer payments per family under the family allowance program and the child tax credit. 
It also allows more tax credits per family for dependant children and potentially more child care 
expense deductions. 
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Table 3: Census Family Characteristics by Urbanization Class (1986) 

Urbanization Class 
Canada 500K lOOK 30K 30K Rural 

Plus 499K 99K & Less 
Average Size 2.23 2.36 2.38 2.39 2.82 2.37 
Average # Kids 0.51 0.62 0.61 0.64 0.86 0.61 

% Families With Eldest 
Under25 10.0 10.6 10.2 8.1 5.0 9.0 
25-44 44.2 41.9 41.9 38.3 41.4 42.5 
45-64 27.5 28.2 28.7 28.2 31.5 28.4 
65 & Over 18.3 19.3 19.2 25.4 22.1 20.1 

Rural families, or at least the married couples in them, tend to be older (Table 3). The 
eldest member of a census family is either the head or the spouse. Only 5% of rural families 
have all members under the age of 25 compared to twice that percentage in large cities. At the 
other end of the scale, 22% of rural families have the eldest member over age 65 compared with 
18% in large urban centres. Note that the highest percentage of old families is 25.4% in urban 
centres under 30,000. This blip in the trend may be partly explained by the sparseness in rural 
areas of medical and other services required by the elderly. These demographics will result in 
higher average payments of transfers to the more rural elderly (OAS/GIS/CPP) and somewhat 
lower tax liabilities (due to, for example, the age exemption). 

Expenditure Patterns 

The amount of sales taxes a family pays will depend, in part, on the relative mix of com-
modities purchased; some commodities having higher sales tax rates. For example the effective 
retail equivalent sales taxes (the average amount of expenditures collected under a specific tax) 
on tobacco in Newfoundland in 1986 was 127% while the comparable number for federal import 
duties was less than 5% in all 40 expenditure categories. Federal commodity tax rates do not 
vary significantly across urbanization classes (less than half a percent except for excise taxes at 
almost one percent). 

Different provinces have different rates of sales taxes. Provincial retail equivalent rates 
vary more across urbanization, up to two percentage points. Rates for gasoline and tobacco are 
higher in rural areas while amusement taxes and liquor taxes are higher in urban areas. 

In most spending areas rural Canadians do not significantly differ from their urban counterparts 
in terms of relative commodity mix of purchases (measured as average percent of household 
expenditure devoted to certain commodities). The commodities which do display a difference of 
over half a percentage point across urbanization classes are shown in table 4. 
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Table 4: Household Expenditures as Percent Total Expenditure (1990) 

Expenditure 
Urbanization Class 

500K lOOK 30K 30K 
Category Plus 499K 99K Less Rural 
Food 12.5 13.1 13.6 14.4 15.4 
Housing 

Imputed Rent 13.5 16.3 15.2 14.8 16.7 
Paid Rent 6.4 5.1 5.3 5.2 2.4 
Electricity 2.0 2.2 2.3 2.5 2.8 
Other Fuels 0.6 0.9 1.1 1.2 1.3 

Transportation 
Automobiles 6,2 6.2 6.3 6.0 6.6 
Gasoline 3.4 3.4 3.7 3.8 4.1 
Inter-City 2.5 2.4 2.2 2.2 1.9 

Hotel & Restaurant 7.6 7.4 7.0 6.6 6.2 
Personal Business 1 	5.6 	1  5.8 	1  5.8 1 	5.2 5.3 

Source: Statistics Canada, 1986 SPSD/M 

The largest differences are found in food, a low tax item, and rents. Rural families have a 
higher proportion of homeowners and thus the lower percent expenditure on rents. Recall, how-
ever, that property taxes are not included in the analysis. While the lower taxed food is a higher 
percentage of rural spending the higher taxed items of energy and transportation also have a high 
share of rural expenditures. While there are offsetting items, there is no clear indication from 
these expenditure patterns what the net effect will be on urban versus rural Canada. 

Labour Force Status 

Labour force status has a significant effect on the net burden of the tax-transfer system on 
households. The payroll taxes and income taxes on employment earnings are borne by members 
of the labour force while over $10 billion of unemployment insurance is paid to the unemployed. 
Recall from Table 2 that a significant difference exists in the levels of wages as a share of total 
income; from 70% in large cities to 59% in rural areas. The labour force participation numbers 
for 1986 follow this pattern and show 71% of urban individuals aged 15-64 are employed com-
pared to 61% percent of rural individuals. This results in higher taxes for urban families. 
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The unemployment rate has a twofold effect on aggregate payments of unemployment 
insurance. The more unemployed the higher the number of beneficiaries. But the unemploy -
ment rate in a region will determine the maximum benefits available; more benefits being paid 
in high unemployment regions of the country. Table 5 shows the annualized unemployment 
rates by province and class of urbanization in 1986 -- the rates used for the analysis. Some 
urbanization classes are absent from the table due to the confidentiality measures of the SPSDIM 
from which this data is drawn. The clear trend is toward higher unemployment rates in rural 
areas, the prairie provinces being the only significant exception. 

Table 5: Annualized Unemployment Rate by Province and Urbanization (1986) 

Urban Class 
Province 

Nf Id PEI NS NB Que Ont Man Sask Ma BC 
500,000+ 0.0 0.0 0.0 0.0 10.8 7.5 8.5 0.0 12.1 13.2 
100,000 0.0 0.0 0.0 0.0 12.6 10.5 0.0 9.0 0.0 0.0 
30,000 0.0 0,0 11.5 10.0 14.5 10.0 0.0 10.8 10.2 14.3 
<30,000 15.5 12.8 13.2 14.4 15.9 12.0 8.4 7.9 8.9 17.0 
Rural 29.7 12.8 15.2 19.9 16.3 10.3 7.4 6.5 10.1 19.1 

Source: Statistics Canada, 1986 SPSDIM 

Several other factors which vary by urbanization can in part determine taxes and transfers. 
Different provincial tax-transfer systems will apply to areas with various concentrations of rural 
population. However, the bulk of the provincial systems of taxation are determined by the fed-
eral system and as such provincial differences will not be pronounced. Certain other measures of 
the tax-transfer system will vary but these make up a very small proportion of the overall 
tax-transfer system and are not explicitly considered. (For example the northern deduction will 
largely benefit rural families). 

Incidence of Taxes and Transfers in 1990 
Table 6 shows taxes paid as a percentage of total income by type of tax, level of govern-

ment and urbanization class. As such, it presents a measure of the relative burden of taxation. 
For example, on average Canadians living in rural areas spent 10% of their total income on 
federal income, sales and payroll taxes compared with 12% in large urban centres; a two percent-
age point difference. As we would expect from the preceding discussion, the burden of federal 
taxation decreases steadily from urban to rural Canada because of the progressive rate structure, 
lower percentage of earned income, higher proportion of transfer income, and greater children's 
benefits. Federal sales taxes are higher in rural Canada mainly because of higher energy and 
transportation costs. Higher unemployment rates translate into lower unemployment insurance 
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contributions. The slightly higher C/QPP contributions in rural areas reflect the higher percent-
age of self-employment income. Self-employed persons contribute twice as much as employees 
who have their contributions matched by their employers. 

Table 6: Taxes as Percent of Total Income by Urbanization Class (1990) 

Urbanization Class 
500K lOOK 30K 30K 
Plus 499K 99K & Less Rural Canada 

Federal 12.0 11.6 11.4 10.6 10.2 11.4 
Income Tax 10.4 9.9 9.7 8.9 8.5 9.8 
Sales Tax 4.4 4.4 4.5 4.7 4.9 4.5 
Payroll (UI) 1.2 1.3 1.3 1.2 1.1 1.2 
Payroll(C/QPP) 1.1 1.1 1.1 1.1 1.2 1.1 

12.1 12.1 11.3 11.2 11.1 11.8 
Provincial 

Income Tax 7.8 7.4 6.8 6.6 6.5 7.3 
Sales Tax 4.2 4.6 4.5 4.6 4.6 4.4 

Provincially the story is different. Provincial taxes show about half the increase that fed-
eral taxes do between rural and urban areas. The income taxes follow the same general pattern 
as the federal taxes to which they are tied. However, they represent a smaller proportion of total 
taxes and the progressive rate structure is offset by the regressive provincial sales taxes. 

Federal transfers account for a much larger share(16%) of rural residents' total income 
than of urban residents' total income at 9% (Table 7). In other words, rural families receive on 
average over three-quarters again as much of their income in federal transfers than their counter-
parts in large cities. Much of the difference is accounted for by the unemployment insurance 
program, 3% in absolute terms or over twice as much as urban centers as a percent of total 
income. Children's benefits (family allowances and the child tax credit) as a percent of total 
income are 1% higher in rural areas than in urban areas because rural families have more chil-
dren on average and lower average incomes. This rural-urban difference represents a doubling 
of average benefits(as a percent of total income) for rural families compared to urban families. 
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Table 7: Transfers as Percent of Total Income by Urbanization Class (1990) 

Urbanization Class 
500K lOOK 30K 30K 
Plus 499K 99K & Less Rural Canada 

Federal 9.0 10.3 12.0 15.5 16.0 11.3 
Elderly 4.5 5.3 5.9 8.1 6.9 5.5 

OAS 2.0 2.3 2.5 3.6 3.1 2.5 
GIS/SPA 0.7 0.9 1.1 1.7 1.7 1.0 
C/QPP 1.8 2.0 2.3 2.7 2.1 2.0 

Children 0.8 1.0 1.1 1.3 1.9 1.1 
Unemployed 2.2 2.3 3.1 4.1 5.1 2.9 
Assistance 0.8 0.9 1.0 1.0 0.9 0.9 

Provincial 1.3 1.5 1.4 1.6 1.5 1.4 

The elderly transfer programs as a whole are 2.4 percentage points higher in rural areas 
than large urban centres, from 6.9% to 4.5%. However, in urban centres under 30,000, the 
urbanization class with the highest percentage of elderly families, the percent of income due to 
OAS/Gl S/SPA and the C/QPP rises to over 8%. Of the three individual elderly programs the 
C/QPP shows the least variation. The expected increase in relative rural benefits is offset by dif-
ferences in regional employment rates and average wages as C/QPP benefits are determined 
based on average annual earnings. Should these latter factors be even across urbanization classes 
the variation should be closer to the roughly 1% difference in OAS resulting from age composi-
tion differences. The Social assistance payments are roughly even across urbanization classes. 

Provincial transfer payments do not vary significantly by urbanization. These payments 
are largely made up of social assistance payments as well as some children's benefits. 

Figure 2 compares the combined effect of taxes and transfers, (the net 'burden' of the tax-
transfer system) by urbanization and income. The horizontal axis divides the population accord-
ing to deciles (ten groups of equal size arranged by ascending income). The vertical axis shows 
average taxes minus transfers as a percentage of total income. There are five lines plotted on the 
graph, one for each urbanization category. Where the lines are below the "0' line parallel to the 
horizontal axis, on average families receive more transfers than they pay in taxes. So, for exam-
ple, the poorest 10% of families living in large urban centres receive on average about half of 
their total income in transfers from the federal and provincial governments. Or at the other end 
of the graph, the richest 10% of Canadians in all urbanization groups pay on average between 
25% and 30% of their total income in federal and provincial taxes. 
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Figure 2: Net Impact of Tax-Transfer System by Income Decile Group 

The general slope of the five curves shows the progressive structure of the tax-transfer sys-
tem: families with higher incomes pay a greater percentage of their income in taxes. About 45% 
of the poorest families living in large cities receive more transfers than they pay in taxes (Figure 
2). The comparable number for rural families is 55%, a significant gap of 10% of families. Also 
note that the bottom 10% of rural families receive, on average, over 70% of their income from 
transfer payments. With minor exceptions, rural families across all income classes have a lower 
net burden and the difference narrows the higher the income class. Note the fanning out of the 
difference between urban and rural as one moves from the high to lower income Canadians. 

Figure 3 separates the influence of the federal and provincial governments on the overall 
net burden. The majority of the progressivity results from the federal system. Also, the differ-
ence in net impacts between urban and rural families is mostly attributable to the federal system 
(mainly because of transfers in the lower dedile groups). Note that for federal taxes and 
transfers, over 65% of rural families are in a net gain position compared with just over 50% for 
families in large urban centres. This is a 5% larger gap than seen for the combined systems in 
figure 2. The corresponding provincial number shows about 25% of families in a net gain posi-
tion. 
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Taxes Less Transfers as Percentage of Total Income (1990) 
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Figure 3: Net Impact of Tax-Transfer System by Province & Income Decile Group 
A close examination also shows that for provincial net balance, the rural families are in a 

worse position than their urban counterparts in the bottom three decile groups; a reversal of the 
dominant federal trend. The predominance of regressive sales and commodity taxes at the low 
end of the income distribution is responsible. At the bottom decile this gap represents close to 
5% of income. 

Tax-Transfer Changes 1984-1990 
The Canadian tax system has undergone significant change between the 1984 and 1990 tax 

years. The wide range of changes included enrichment of the GIS, Phase I of tax reform, partial 
de-indexation of the income tax system, the redesign of the child benefit system the "repayment 
of social transfers" which apply to family allowances and old age security (the so called claw-
backs), changes to the unemployment insurance program, and many changes in commodity taxa-
tion. This analysis, as stated earlier, compares the tax-transfer systems in place in calendar year 
1984 with those in place in 1990. It should be noted that the differences are therefore not solely 
attributable to changes introduced by the Conservative government. (An analysis restricted to 
Progressive Conservative changes since 1984 was performed in Grady(1990)). Many of the 
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changes to the system have had immediate impacts while others will take some time for their full 
impact to be realized; in particular the partial de-indexation of the tax system (Murphy and Wolf-
son 1991). 

The following list gives a sense of the range of income-tax, payroll-tax, and transfer 
changes by indicating some of the adjustments to the tax system which have been incorporated 
into the analysis. 

TAXES 
Repayment of social transfers (OASJFA) 
High income surtax 
Introduction of minimum tax 
Increased tax on dividends 
Increase in disability deduction 
Increase in child care expense deduction 
Partial de-indexation of tax system 
Lifetime capital gains exemption 
Exemptions to credits and rate modification 
Increase in inclusion rate for capital gains 
Reduction of dividend gross-up and tax credit 
Elimination of investment income deduction 
Elimination of employment expense deduction 
Family Allowance reported by higher income spouse 

TRANSFERS 
GIS enrichment 
Partial de-indexing of FA & Child Tax Credit 
Increase in Child Tax Credit 
Reduction of Child Tax Credit threshold 
Modification of child exemption/credit 
Child Tax Credit supplement 
Extension of Widowed Spouses Allowance 
Introduction and enhancement of refundable sales tax credit 
Unemployment insurance benefits and contributions 
increase in C/QPP contribution rates 

Many changes to the commodity tax system occurred from 1984 through 1990. This anal-
ysis accounts for numerous increases in excise duties on tobacco, alcohol, gasoline and commu-
nications as well as increases in the manufacturers sales tax, the airport tax and a new tax on 
telecommunication services. Because of insufficient data, some changes were excluded from 
the analysis. These omissions include extensions of the federal sales tax to confectioneries, soft 
drinks, health foods, pet foods and insulation, and several exemptions and special provisions. 
These omissions have only a small effect on both the aggregate and distributional results. 
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Impact of Tax changes 1984-- 1990 
None of the changes during the 1984 to 1990 period were specifically targeted at the rural 

population. This analysis does not consider the individual impacts of specific measures. Rather, 
the aim is to ascertain whether the overall structure of taxation in rural versus urban areas has 
changed as a consequence of the cumulative effect of the changes. 

Taxes Less Transfers as Percentage of Total Income 
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Figure 4: Net Impact of Tax-Transfer System by Income Decile Group 
The changes introduced have not significantly altered the relative positions of urban versus 

rural families (Figure 4). This is expected since most changes were made to the tax system and 
the transfer system is largely responsible for the better net position of rural versus urban families. 

On average, families in large cities paid just over 20% of their total income in taxes in 
1990. Rural families paid about half that amount (11%). In 1984 the corresponding figures were 
16.5% in urban centres and again about half, or 7.5%, in rural areas. The findings are the same 
for both levels of government. The striking feature is the overall rise in the net burden of taxa-
tion; an almost 4% average increase in the percent of income devoted to taxes. The structure of 
this increase was itself progressive, (Grady 1990), and thus the relative positions of rural and 
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urban Canadians stayed the same. Note however, that the magnitude of the increase for federal 
taxes and transfers made an accounting change to rural Canadians. Under the 1984 tax-transfer 
system rural Canadians on average received almost two percent of total income as net transfer 
payments. Under the 1990 tax-transfer system the same families on average were paying two 
percent of that same income in taxes. 

Conclusions 
Despite the lack of specific consideration of rurality in the tax-transfer system, the 1990 

tax-transfer system actually imposes lighter tax burdens and significantly more cash transfers to 
rural residents than urban residents mainly because of federal programs. With the exception of 
social assistance, rural Canadians receive higher transfers in every transfer category, especially 
unemployment insurance and payments for children. Provincial tax and transfer programs, 
despite their formal relationship to federal taxes, tend to impose a more consistent burden across 
urbanization classes because they have a higher proportion of regressive commodity taxes. 

Many factors give rise to lower income tax liabilities and higher sales tax payments in rural 
Canada. Families living in rural communities tend to have slightly lower incomes, less employ-
ment income and more farm income, larger family sizes and older families than their urban 
counterparts. They spend a greater proportion of their income on food, electricity, home heating 
fuels, and automobiles and somewhat less on rent, hotels and restaurants and personal business. 
They show higher rates of self-employment and unemployment. 

The evolution of the tax-transfer system between 1984 and 1990 does not change the rela-
tive balance between urban and rural Canadians vis a vis the burden of net taxes and transfers on 
individuals and families. It has however shifted rural Canadians on average from net gainers 
from the system to net contributors to the system. 
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