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| Introduction

This paper deals with direct taxes, which include income taxes and contributions to
pensions and social insurance. It does not cover indirect taxes such as sales taxes or
property taxes. In 1997, total direct taxes in the Canadian economy were about $200

billion while the indirect taxes were about $123 billion.

Now that the federal government budget has been balanced and surpluses, which are
otherwise called "fiscal dividends", are expected hereafter (see the extract from The Budget
1998 in Appendix I), policy makers, analysts, businesses, and other interested parties are

directing their attention towards distributing these surpluses or fiscal dividends.

In this context, interested parties are putting forward different proposals as to how the
government should distribute these fiscal dividends to taxpayers. Some argue that the tax
cuts should be implemented across the board for all taxpayers. Others propose that the
corporate sector of the Canadian economy should be given priority over other sectors. Yet
some others like the Finance Minister consider that the personal sector should be given top
priority in the implementation of tax cuts. (See the extracts from the Financial Post of April
8, 1998 in Appendix Il and the Globe and Mail NATIONAL NEWS of July 17, 1998 in
Appendix lIA). There may be others who argue that part of the fiscal dividend should be
used to pay off the public debt, leaving another part for social programs with no tax cuts.

Thus, different views are being expressed on the ways of distributing these fiscal dividends.
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Il The concept of sectors and "net taxation"

(i) Sectors

The concept of sectors is the same as the one used in the National Income and
Expenditure Accounts as recently revised in the 1997 Historical Revision. However, it is
briefly summarized below:

(a) Personal sector: All persons, households, non-profit organizations, unincorporated
businesses and farmers;

(b) Corporate sector: All incorporated companies and government business enterprises,
which operate for gain.

(c) Government sector: All levels of government (namely, federal, provincial, and local) and
organizations mainly financed by government such as universities, colleges, hospitals and
other health care entities which operate essentially on a non-commercial basis.

(d) Non-resident sector: While the previous three sectors are the resident sectors of the
economy, this one represents "rest-of-the-world". ~ All the three resident sectors deal with
the "rest-of-the-world" outside the economic territory of the country. The transactions that
take place between the resident sectors and the non-resident sector are grouped and

measured in the Non-resident sector.

(i) "Net" taxation
Traditionally, at the macro level of analysis, total income taxes paid by the three different
sectors of the economy (i.e. Persons; Corporations; and Non-residents) are examined and

analyzed as a proportion of each sector's total income or the total Gross Domestic Product
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of the country to observe the "gross taxation" trends. This type of analysis ignores the
"government tax expenditures” which represent "government transfer payments" to these
sectors (or transfer receipts from government by the recipient sectors of the economy) in
various forms such as subsidies to Corporations, Family and Youth Allowances to Persons,
and foreign aid to Non-residents. While “transfer payments” by sectors provide revenue
to the government, the “tax expenditures” of the government sector add to the income of
recipient sectors of the economy.  In essence, these “tax expenditures” constitute the end
result of the government’s role of redistributing income by taking money from some and
giving it to others in the form of transfers.  The traditional type of analysis ignores this sort
of redistributed income received by the recipient sectors of the economy. It reveals only
one side of the story, namely, what each sector paid to the government by way of income
taxes, but it does not reveal what the government gave back to each sector by way of "
government transfer payments". Therefore, to capture the net effect of both types of
transactions as well as the impact of structural changes in the outflows and inflows (i.e.
payments to the government and receipts from the government), it is appropriate and
relevant to use the "net taxation" concept for this study. In other words,. government
transfer payments have been deducted from the sectoral transfer payments to government
to derive the “net” taxation of each sector instead of using the traditional "gross taxation"
concept. The "net taxation" concept used here is believed to be more meaningful for the
analysis of relative tax burden levels of all sectors in the Canadian economy. Because the
data of both “transfer payments” to the government and “transfer receipts” from the

government are used at the aggregate level, this discussion using “net” concept is
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significant only at the aggregate level of each sector. The analysis of this study is therefore
not applicable to any sub-groups of the sectors concerned such as specific industries in the
corporate sector or different age groups in the personal sector, etc. More specifically, this
paper examines in the next section, the "net" tax levels and their trends by each sector of
the Canadian economy for the last four decades and highlights the relevant relationships

at the aggregate sectoral level.



Data sources, limitations and methodology
(i) Sources

All the terms used in this study are the same as those used in the Canadian System of National Accounts. This is a macro study
and needs the database of the entire Canadian economy. Such data are available only in the Canadian System of National
Accounts, which covers the universe of the entire Canadian economy. The Sector Accounts available in this source provide,
among other things, the sectoral breakdown of total incomes, "transfer payments to government' and "transfer receipts from
government” to calculate the "net" taxes which this study proposes to examine. The National Accounts also provide various
statistical tables such as Gross Domestic Product, which is a comprehensive measure of the value of goods and services
produced in the economy. These data are based on an internationally accepted conceptual framework and are available for the
last four decades (from 1981 to 1997) in the National Income and Expenditure Accounts and from 1961 to 1993 in the Input-
Output Accounts.

(ii) Limitations

There are, however, two minor limitations to the data.

(a) At the present time, the data of unincorporated business and farmers are combined with the Personal sector in the Sector
Accounts of the Canadian National Income and Expenditure Accounts. The same data are used here. The data for
unincorporated business and farmers contain two elements, namely, that which is attributable to persons and that which is
attributable to business. These two elements cannot be separated without considerable additional research into the structure
and operations of this area of the economy.

(b) The second minor limitation relates to the data for subsidies. In the National Accounts, the subsidy data have not been split
between incorporated and unincorporated businesses. As the Personal sector includes unincorporated business and farmers,
and as the government subsidy payments include the portion relating to these categories, it is essential to have the data also split
on the same basis for the purpose of this study. As this split is not available in the published data, estimates have been made
using assumptions that the amount of subsidies for agriculture and owner-occupied housing are related to unincorporated
business. The amount relating to the Personal sectar has been estimated on this basis. The remainder of subsidy payments
(i.e. after deducting the portion assigned to the unincorporated business from the total subsidy payments) is assumed to be for
incorporated business, namely, the corporate sector.  Further research is necessary to examine all subsidy programs and
classify the numerous recipients between incorporated and unincorporated businesses. This research would require
considerable time and resources to examine thousands of programs and transactions. In the meantime, however, the available
data of the National Accounts have been split using the assumptions mentioned earlier. As the latest available Input-Output
Accounts are only from 1961 to 1993, the relevant ratios of 1993 data have been used to estimate the subsidies relating to
agriculture and owner-occupied housing industries for 1997 as shown in tables 1 and 2.

It is believed that these data limitations do not contribute to any significant distortion to the overall trends highlighted in this paper.

(iii) Methodology

The methodology used here is explained below for each sector. As the analysis relates to four decades from 1961 onwards, the
data of five years, namely, 1961, 1971, 1981, 1991, and 1997 (which is the latest year for which data are available), have been
organized into 17 analytical tables.

(a) Personal Sector

Tables 1 to 4 relate to the Personal sector. Table 1 shows the subsidies and their allocation to unincorporated businesses and
corporations for the purpose of this study. The total direct taxes and other transfer payments to the government sector are
summarized in Table 3 while the transfer receipts are shown in Table 2. The net tax burden of the Personal sector as herein
defined has been calculated for each of the five years representing the four decades (namely, 60s, 70s, 80s, and 90s) in table 4.

(b) Corporate sector
Table 5 shows the three components, namely, total transfer payments to government, total transfer receipts from government,
and the net corporate tax burden for the five years in question.

(c) Non-resident sector

The data of total transfer payments to government and total transfer receipts from government have been obtained from the
Government Sector Accounts of the National Accounts. These items and the net tax burden of the Non-resident sector are
shown in Table 6.




Il Trend Analysis

A series of questions are addressed here.

(A) What is the total "net tax" burden and what has been the behavior of the relative
sectoral shares of the total "net" tax burden during the last four decades?

(B) What are the proportions of "net taxes” to the sectoral incomes?

(C) What are the proportions of the "net taxes” to the total Gross Domestic Product?

(A) Magnitude of Net Tax Burden and Relative Sectoral Shares

In 1961, the "net tax" burden of all sectors in the Canadian economy was about $2 billion.
(Table 7) The largest share was borne by corporations with about 68% of the total in that
year. By contrast, the Personal sector's share was about 31% while the non-residents’

share was only a negligible amount of about 1%. (Table 17).

By 1997, the position was reversed between corporations and persons. In that year, the
total "net tax" burden in the Canadian economy was about $84 billion with the Personal
sector bearing the heaviest burden of about 75%. Corporate sector's share, which began
to decline in the 1970s, had plummeted by 1997 to about 26% from the 68% level observed
in 1961. In fact, the corporate share of the net tax burden in 1997 (26%) was less than the
1961 share of the Personal sector (31%). This reversal of the trend between the two
domestic sectors of the economy is quite significant. (Chart A) The non-resident sector's
share which was the lowest in 1961 with a positive figure of $16 million (or about 1% of the

tax burden) declined to negative territory (-$29 million or about —0.3% of the tax burden) by
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1971. This means, the outflows of government sector to non-residents by way of transfer
payments far exceeded the tax inflows from non-residents. As foreign aid programs are
covered in the government transfer payments to non-residents, this trend in the net tax

burden is not surprising.

(B) Relationships to Sectoral Incomes

The relationships of net tax burden of corporate and personal sectors to their incomes are
presented in Tables 8 and 9 respectively. In 1961, the corporate net tax burden was about
18% of its total income level. However, by 1997, this level of tax burden declined to about
10%. (Table 8) This declining trend in the net tax burden is observed in the gross
payments also. In 1961, these gross payments by the corporate sector amounted to about

23% of their total income and they declined to about 13% by 1997. (See table 8)

In contrast, the Personal sector's net tax burden which was 2% of its income level in 1961
rose to 9% by 1997. (Tables 9 and 15)  This increasing trend of the net tax burden is

noticed in the gross payments also. In 1961, the gross payments by the Personal sector
amounted to about 10% of the income and they rose to about 25% by 1997. Here again, a
significant reversal of the trend between corporate and personal sectors is noticed. (Chart

B)

(C) Relationships to GDP

The relationship of net tax burden to the total GDP is presented in tables 10, 11, and 12 for
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each sector under examination. These relationships are summarized in Table 13.

It is noticed that the total net tax burden was about 5% of GDP in 1961 and it almost
doubled to about 10% by 1997. Within the sectors, the corporate sector's tax burden that
was about 3% in 1961 showed a slight decline to 2.6% by 1997. However, the Personal
sector's tax burden that was about 2% in 1961 increased to 7% by 1997. Here too, the
reversal of the trend between corporate and personal sectors of the Canadian economy
observed in the analysis of shares and relationship to income levels mentioned earlier has

been confirmed. (Tables 14 and 16; and Charts C 1,C2, and C3)

IV Summary and Conclusions

In summary, then, during the last four decades, a definite shift has taken place in the tax
burden from the Corporate sector to the Personal sector.  This shift began to emerge from
the 1970s. Corporations used to share the heaviest burden with about 68% in 1961. By
1997, this level of the corporate share shrank to about 26%. By contrast, the share of
Personal sector, which was about 31% in 1961 shot up to about 75%. It is clear from this
shift in trend that now, the heaviest tax burden is on the Personal sector. This trend is
confirmed in the analysis of shares and also in other analyses such as the relationships to
income levels and GDP. All in all, the non-resident sector is the net beneficiary due to the
foreign aid programs as the outflows to that sector far exceeded the inflows to the

government sector.



11
Besides bringing out these highlights, this paper laid the foundation for a new method of
analyzing the statistical information by using the "net" tax burden concept. It is hoped that

this analysis has provided some light for further discussion on the subject of distributing the

fiscal dividend.

Finally, it should be mentioned here that the following comments by Finance Minister Paul
Martin published in The Financial Post of April 8, 1998 (extract in Appendix Il) regarding

corporate tax cuts are noteworthy.

"Martin said the government won't get to dealing with corporate tax issue for “a long
time." "lts first priority is cutting personal income taxes, Martin said".

"Our No. 1 focus is going to be personal income tax and that's where, as a
government, we're going to be putting the bulk of our effort".

The underlying trends of the database examined in this study also convey the same

messages as those contained in the above comments.
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The 1998 Budget: Overview

The government’s plan for a strong economy and a secure society is paying off. With the
budger deficit about to be eliminated, the nexr fiscal challenge is to bring down the debt.

e The 1998 budget continues sound economic and financial management, including a new
debt repayment plan.

* It proposes the Canadian Opportunities Strategy to provide Canadians with greater
access to the knowledge and skills needed for the job opportunities of the 21% century.

* This budget marks the beginning of general tax relief, starting with those who need it
most. Over the next three years, $7 billion in general and targeted tax relief will be
provided, primarily to low- and middle-income Canadians.

* Eighry per cent of new spending initiatives in this budget reflect two of the highest
priorities of Canadians - access to knowledge and skills, and support for health and
education through increased transfers to provinces.

i¢ A Strong Economy

Eliminating the Deficit
® The budget will be balanced in 1997-98 for the first time since 1969-70.

* The budgets for 1998-99 and 1999-2000 will also be balanced. This will mark the first
time in almost 30 years that the federal government will have balanced its books for
“three consecutive years,

* Using comparable rn_c;-sures, Canada has the best fiscal balance among the Group of
Seven (G-7) countries.

e
Reducing the Debt Burden

* The remaining fiscal challenge is to bring down the debt burden. Although the
debt-to-GDP ratio — what is owed relative to what is produced - has started to falt, it i§
still too high.

* In 1996-97, Canada’s debt-to-GDP ratio recorded its first significant decline in 25 years,
falling to 71.1 per cent from 71.9 per cent in 1995-96. This decline means that
economic growth began to outpace the growth of the debt, thereby reducing the burden
of the debt on the economy. The debt-to-GDP ratio will decrease again in 1997-98 and
will continue to do so in 1998-99 and 1999-2000.

I*l Department of Finance  Ministére des Finances iel

Canada Canada Canada



/&

-FEQOI ‘PRONpaJ 3q [ JINPIP UED
Aoty syunoure a1y 30ours ‘spesodosd
ZJW 9Y) J3pUN JAPNS OS[e p[nom

] o st . T . o N ket e e ey R L T g A b £oEI
- 'presi&d]  UUMIOO SIUULA I Je BUPICO0T, . sazjseyduws .110das DN, -areiodiod ijis Buieap:0)333 J,U0M
““§esodoad 5 sopn ABUETP HOM " "7 . ALJOUINM NEUIIID- JUINILIAAOY - A} . PIes | VR
onudAal xe) 9esodiod jelo) Jeyl. pinom SUOQEpPUAUNUOdAIZIUIN Ty . Apms Jayumy pue
e 2y} 'Jng — SIWONO DJIUWOU0II - sBuureay JOj SINMULOD Arejuaurer]

Juatuido[oAap- puE MBSy Ul jual -

saaul £ABIY Y sassaulsng

. ws1asse [eded o upum’

10j ‘sa2anosai 3soy) JuidojaAdp

Joj sainppuadxa J0] PIPnp.

P 2q UeD e} SJUNOUIE J1Y) U0 U
-OLsaJ € SI jey) aseq Xe) 3 Jo 3u
-uapeo.q € je Junjoo] aIe nog, "pres
~ A3reQO] ‘punoid 3sO| pInod SI0)
-09S J2INOSAU PUB ANIBNXS Y],
. "98e19AE U0 Q[ INOGE JO UOLONPII
2 ) 3unjoo] 3q p|nod saLOsnpui 3dlA
-13G "X¥) JO e JIAY} Ul UonoNpaJ
[Enuesqns e ANnb 93s pnom A3y
‘sloutlm 3q p[nom JOJI3IS Buum
-OEJnUBLI-UOU JY) UY SISSAUISNg,
‘INOJ, pue PR Ym Jawured xe)
‘£alTe)O 0TI PreS ‘el Xey el
-0d100 BALJ) UL UOTONP3AL B 39S P[NOM
sqof 33D YOIYM SISSAUISNq S0y}

*soxe) jeuossad 10 3

-21 3]} S2dol] JUIUILIDA damning _—

.+ “2pm3 0] Se] BAEY() [00) Jofew 3U0
~ a1 s wiANsAs xe} 9y "pausis sey
. . .EpEUER) SIUSWIILSE SpRx) SNOLRA

SR 10 95NBI3Q PIPLYSAU dre JuawdofaA

<p [euoidal pue D[HOUCII 10] ST
sjusunueaod sjooy forjod Auepy
“pres UL ,'Sedre

| osoy puiyaq snsuasuod Jofew e

S1 2191} JB1f) 2INS IHBW 0} JUBM ],

*apod xe) 3y ySnonp pod
<ins juUoW Op S10)03S pUE SILOSNP
U1 YDIYM UO eqap SNI0J [ uod

-red & 0} 08 03 paje[s st poda1 YUIN
Y[, 'SIEaK 0M) 1X3U 3 JIA0 e
-ap y1eds 03 [00] € “1a3ed Inq A7y
Juauroa0d jou st podad Ay Jey)
paziseydwd upUEjy ‘ABpINSIA
"SUORIIPSLM 19110 11 AR ILI0D
epeue)) doay| 0) %Ey WOL %EE 01 IND
2q p[noys Ijes Xe) awodul esod
-100 31y sAes podad si “ZJIN HoB[
JSIUOUO0D3 0JU0I0], JO ANSIOAIU[)
£q 1oda1 ay) sAes ‘AuI0u0d9 3y 10§

JUIIDYJO I0W PUB JAITE] 3G p[om

uonexe) PpIpuey-udA’ IO
‘shes podai ZJULN
3y} ‘saLnsnpul IDIAIIS pue Bu

1| -imoemuew vey jusuneax xe) qe

-JOAR] 210U JAI201 SuTuUNU pue sed
pue o Se Yons satgsnpul fApuaz

-7 “S°() Y} Ul IS0 YOJeul 0} 33

a3q Pnoys sl pres 'WASAS Xe) (e

- ayesodioo mo piodal WA UL

-nais 830} By, $abisaq Hopexe
- *SI910 TEY) A[qeI0AR] 31U PO
-Je9.) e SILNSNPUY JO 8J0]I3S 00 05
[enNaU Ipe 3q wshs xe) apetod
-100 S 2pEUL) 1eY) ALpUOJN ppUaw

w0931 90J0J YSB) Jeak-om) Y
"KepINsak 150 (01UDKL] Y] PIOY
ey eSemodud 0} Jyano AW
-LIBA03 S} Sease Je DY) JEI[D
A1oa 210094 )} "9durexs ue Se jJuatll
dooAsp PUE UPJEIS3 2 sBump
18 3j00] NOA UAYM Ing "oq 0} Sujod
are nok Jo Janaq Iy ‘waishs 3y U]

SUOTMIOJSIP JO JUNOWE Jamd) YL,
‘shes URIB [NgJ JNSIUIY JoUEU
4 ‘s403038 [ELOSNPUL PUE SINIAROE
ﬁ«..ﬂu._g&oauﬁooxsoﬁm&ms
anuTuod 0) Juem 0} U108 e SHUW
.u1eA03 jng ‘2And3Mqo djqepne]
e si A[enba pajean are saLnsnpul
T YoTyMm U1 winsks xej 3jetodiod y
i __ NMINOL NVTV A9

 shes UMJRJ\ JOUING FOB] UO INSS] XB) 33e10d 0]

Iy add



/3 A

APPENDIX T 4.

THE GLoBEAND MAIL. NATIONAL NEWS rrimay, yury 17, 1058

NATIONAL REPORT

CALGARY. Canadians will Pay less personal income tax next year if the federal
Finance Minister has his way. X :

In his first substantial comments on Ottawa’s 1999 budget, Paul Martin said |
yesterday that he favours a tax cut as long as it doesn’t push the government |
backinto thered.

“I believe that we have got to g€t . .. personal income taxes down in this
country,” Mr. Martin said in an interview. He said he favoured income-tax re-
lief over other cuts because it would benefit the largest number of people.

Unemployment-insurance ?remjums, the so-called payroll tax, could be
trimmed again, he said.
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