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Editor's Note

ssues relating to the future of family pol-

icy in Canada have received a great deal of

attention from academia, governments
and the media. Many analysts outside Quebec
have concluded that the “Quebec Model” of family
policy is the most ambitious and innovative in
Canada and should form the basis of any new pol-
icy at either the federal or provincial level. High-
lighted as a particularly significant achievement
is the Quebec government’s decision to provide
child care at a rate of $5 per day for all children
aged two to four years irrespective of their parents’
income. This new government measure was
accompanied by reduced and more selective mon-
etary assistance to families. The new Integrated
Child Allowance is targeted at low-income fami-
lies and replaces several provisions that had pre-
viously been offered to all families.

Interestingly, the praise for the “Quebec Model”
in the rest of Canada has come precisely at a time
when recent analyses of the Quebec government’s
initiatives have questioned whether or not families
are actually better off financially under the new
system. For instance, calculations by professor
Claude Laferriére at the Université du Québec a
Montréal show that families with an income of less
than $32,000 were financially better off before the
reforms when their payments of $20 per day for
daycare services were eligible for federal and
provincial income tax relief.

This Choices paper, originally published in 1997
by IRPP under the French title La politique familiale:
ses impacts et les options, presents arguments that
suggest that governments in the rest of Canada
should not strive to emulate the “Quebec Model” too
eagerly. Atthe time of its publication, this study had
a marked impact on the policy debate in Quebec,
even provoking a detailed public response from the
Quebec Ministry Responsible for Family Affairs. We
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believe that this English version of the study will
also make a useful and very timely contribution to
the debate on family issues within the policy com-
munity across Canada.

The study, prepared by Robert Baril, a former
research director at IRPP, and by Pierre Lefebvre
and Philip Merrigan, professors of economics at
I’'Université du Québec a Montréal, provides great
insight into various aspects of family assistance
programmes, both before and after Quebec’s Sep-
tember 1997 reforms. The authors assessed the
impact of provincial government programmes on
the budget of Quebec families and estimated that,
compared with the pre-reform situation, 72 percent
of families would receive less financial assistance
from the provincial government in 1998 — findings
in sharp contrast with the claim advanced by the
Quebec Minister Responsible for Family Affairs
that 95 percent of families would gain from these
reforms. The study also shows that the amounts
allocated to families under Quebec’s family
allowance programme are clearly inadequate in
the fight against poverty: people receiving social
assistance were allocated no additional benefits,
and low-income families received no more than $60
per month in additional support.

Certainly, the authors endorse the government’s
decision to invest more in child care, which they
see as an essential element of any policy aimed at
the development of young children. However, they
strongly question the funding arrangements. In
particular, they believe that the decision to offer all
families, irrespective of income, access to daycare
at a reduced rate was financially risky and is likely
to lead to an increase in the overall cost of services
as a result of wage parity demands and potential
pressures in favour of unionization. The authors’
predictions were proven correct in the spring of
1999 when the Quebec government granted day-
care educators a 35 percent increase in remunera-
tion. This is not to say that the increase was not
socially desirable but, from a fiscal point of view,



it will exert considerable pressure on public
resources as the promised number of places climbs
to 200,000 by 2005. This commitment to daycare
may become such a large financial obligation that
it may eventually preclude any other efforts in
family policy. In fact, in Quebec, every additional
dollar coming from the federal National Child Ben-
efit initiative will most likely have to be invested
in the daycare programme.

Quebec’s new family programmes, with highly
subsidized child-care services as their cornerstone,
channel financial assistance primarily to families
in which both parents work at regular 9-to-5 jobs
and whose children are cared for in accredited cen-
tres. Supporting working parents is a worthy and
necessary goal of a modern family policy. But fam-
ily policy should be more neutral with regards to
personal choices, provide more options to parents,
and should not penalize those who do not follow a
particular pattern. It would be more efficient to pro-
vide families with assistance that would not unduly
influence their choices.

Considerations such as the long-term benefits of
building women’s attachments to the workforce or
the educational value of child care are often used as
justifications for the Quebec approach. But if, for
instance, the Quebec child-care programme does,
in fact, aim to build female labour market attach-
ment, it appears that the government is preaching
to the converted by creating a subsidized daycare
programme that supports even those educated pro-
fessional women who already have a strong attach-
ment to the labour market. Moreover, there is no
strong evidence at this point in time that universal,
subsidized daycare generates greater social and
economic benefits than other possible government
programmes aimed at the development of young
children. Indeed, it is difficult to argue that the ben-
efits generated by daycare services exceed those
generated by parental care.

The Quebec government’s decision to provide
universal child-care assistance (at least in prin-
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ciple) but selective monetary assistance is ques-
tionable. There is a growing consensus that tar-
geted programmes for children that focus prima-
rily on the needs of lower-income families do not
reach the majority of children in need. In fact, a
high proportion of children who need assistance
are not poor but come from middle-class fami-
lies, as the middle class constitutes a larger seg-
ment of the population. As government officials
all across Canada prepare to bring forth a new set
of policies for children under the National Chil-
dren’s Agenda, they must be mindful of the social
and economic implications of the crucial policy
choices they are making.

Carole Vincent
Research Director, IRPP
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Introduction

n September 1997, the Quebec government

implemented a major reform of its family

assistance programmes. The reform was
significant in that it had implications for family
policy asawhole. Direct financial assistance would
henceforth be aimed almost exclusively at low-
income families, while indirect assistance, such as
subsidized daycare services, would be offered grad-
ually to all families in Quebec. In addition, the gov-
ernment was planning to create its own parental
insurance programme. With the exception of this
programme, the new initiatives were to be
financed from within the same budgetary enve-
lope that had been allocated to family policy pro-
grammes prior to the reforms. The government
also opted to finance from within this same enve-
lope the extension of access to pre-school to
include part-time kindergarten for four-year-olds
from disadvantaged backgrounds and full-time
kindergarten for five-year-olds, at least for the first
year of this programme.

With these reforms, it is clear that the govern-
ment is pursuing several social policy objectives.
Not only does it want to simplify government assis-
tance to families and improve the accessibility of
daycare services, it also wants to fight poverty,
improve the incentive for work among low-income
families and extend the school system to four- and
five-year olds. To achieve these objectives, it has
overhauled not only its family policy, but also its
social assistance programmes and its education
policy — changes that have all been financed out of
the government’s family assistance budget.

The multiple objectives that the government has
set and the numerous measures that it has intro-
duced to meet them make it extremely difficult to
assess the impact of these new provisions on the
family budget. Thus, although the reforms have
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generally been well received in the press and by the
government’s partners, they have become the cause
of much concern among families that find it diffi-
cult to predict how these reforms will affect their
budgets. Some analysts have argued, sometimes on
the basis of information made public by the gov-
ernment in piecemeal fashion, that families with
young children and families with modest incomes
will be hardest hit financially as a result of these
reforms. But, despite these warnings, the Minister
Responsible for Family Affairs, insisted, after hav-
ing made a few adjustments to the programmes,
that 95 percent of families would benefit from the
government’s initiative.

The federal government also embarked on a
major reform of its family assistance policy in 1993
and created the Child Tax Benefit. The new initia-
tive eliminated family allowances as well as the tax
credit for dependent children, and replaced them
with assistance aimed at low-income families.
Thus, family assistance has changed dramatically
over the past few years. Universal family assistance
is, by and large, a thing of the past. Governments
tend now to opt for policies aimed at low-income
families. As a result, these reformed government
assistance programmes are effectively creating
winners and losers among Canadian families.

The first objective of this article is to provide an
estimate of the impact of these new policies on the
finances of Quebec families for 1998, and identify
which types of families are gaining from them and
which types are actually receiving less govern-
ment support. The results show that families
claiming social assistance are barely affected by
the reforms. Families with an income ranging
from $10,000 to $25,000 constitute the principal
beneficiaries of the new programmes, while fami-
lieswith an income above $25,000 have become the
programmes’ principal contributors. This means
that almost 70 percent of families have had to deal
with a reduction in governmental financial assis-
tance to facilitate the increase in levels of support



for approximately 30 percent of families. The
results also show that the financial loss for families
increases with the number of children.

Second, this article develops an alternative
approach to government assistance for Quebec fam-
ilies, based on the same funds spent by the federal
and provincial governments in Quebec. The pro-
posed approach, largely inspired by Northern Euro-
pean models, would allocate universal family assis-
tance averaging $3,000 per family annually.
Estimates of the impact on family budgets of the
targeted approach implemented by the govern-
ments in 1998 are compared with those of the
impact of the proposed alternative. The results of
the comparison enable us to demonstrate what
could be an alternative family policy based on soci-
etal choices other than those favoured by the fed-
eral and Quebec governments. We then propose
modifications to the financial assistance that is
allocated for child-care services as well as a new
work incentive programme.

Why do governments assist
families?

here is no well-defined consensus on

what constitutes a family policy. How-

ever, we can identify a number of objec-
tives that can be pursued through family assistance
measures as well as certain principles that might
be observed. But the first question is this: Why
would the state intervene financially to assist fam-
ilies? On the basis of what logic are all taxpayers
called upon to subsidize people who have made the
private choice to have children?

From an economic standpoint, children are the
source of renewal of the human capital of an econ-
omy. Society as a whole has an interest in seeing
that this human capital is of the highest possible
quality so as to improve the quality of life of the col-
lectivity. However, the transformation of a child
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into an accomplished adult is an undertaking that
is full of pitfalls and requires much investment of
time and money over a long period of time. Given
the difficulty of this task, in spite of all the good will
of parents, there is an obvious risk of underinvest-
ment in the human capital of children.

Investment in human capital begins well before
school starts. Right from birth, children are exposed
to various stimuli that will be determining factors
for their academic, personal and professional
future, which is why it is so important that the col-
lectivity ensures that families have a minimum of
financial resources and access to services to support
them in their parental undertaking.

Thus society can choose to compensate families
for the fact of having children, regardless of par-
ents’ income, by virtue of the principle of defray-
ing costs relating to children’s upbringing and edu-
cation. In this case, society decides that it needs
children, that families are in the best position to
educate them, and, consequently, it partially offsets
the private cost of raising children. The governing
principle here is that of horizontal redistribution
from individuals and couples without children to
families with children.

Society can also choose to ensure the bare min-
imum and guarantee a minimal expenditure per
family for children’s upbringing. This is the idea
of equal opportunity of children. Regardless of the
size, income or structure of their families, chil-
dren have the right to a minimal upbringing. The
dominant principle here is that of vertical redis-
tribution from rich families, individuals or cou-
ples to poor families. The selective nature of the
assistance contributes to the objective of redis-
tributive justice by reducing monetary poverty
and income inequality.

Finally, the collectivity can choose to remove
some of the obstacles to family life by facilitating
the reconciliation of work and family life. Poli-
cies can attempt to encourage work-family rec-
onciliation by subsidizing daycare costs or off-



setting the loss of income from the actions of a
parent who devotes more time to child rearing. It
can also favour labour market involvement and
work incentives as a means to improve families’
standards of living.

Most of these objectives are complementary and,
as such, no one is better than another. There are,
for example, as many good reasons to favour the
objective of vertical redistribution as that of hori-
zontal redistribution. It is all a question of values:
the choices have to reflect the type of society one
wants to build. For several years now, Canada and
Quebec have elected to completely remodel their
assistance to families. While before the recent
reforms the objective of horizontal redistribution
was relatively important, governments now favour
vertical redistribution; the government of Quebec
has even described these changes as a “moderniza-
tion” of its approach.

Family assistance programmes
before the reforms

n 1995, the two levels of government paid a
total of almost $4 billion in direct and
income tax assistance to Quebec families.

Government of Quebec

Since 1986, the Quebec government has regu-
larly increased its financial support to families by
improving existing measures or implementing
new ones like the allowances for newborn chil-
dren (“bébé-bonus”) and young children. In
December 1987, the Quebec government issued a
statement of direction on family policy that pro-
vided the basis for increasing the budget allocated
to families. This budget consisted of several pro-
grammes and numerous fiscal measures. In total,
the cost of the Quebec government’s 1995 family
assistance measures was estimated to be $2.7 bil-
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lion. The whole package combined horizontal
redistribution and vertical redistribution meas-
ures as well as family-work reconciliation provi-
sions. Nevertheless, the objective of horizontal
redistribution was clearly dominant.

Family allowances

Before the reforms, Quebec offered three princi-
pal programmes of direct financial assistance to
families, for an annual outlay of around $580 mil-
lion in 1995:

 anallowance for newborn children that

could reach $8,000 for the third child;

e a family allowance for all children

under 18 years; and

< an allowance for young children, that

is all children under six years of age.

These three family allowance programmes rec-
ognized a number of principles:

i) They were universal. Thus, they recog-
nized that each child has the same
social value and the same basic needs.

The principle of horizontal redistribu-
tion very clearly prevailed.

They increased according to the rank of
the child. Thischoice can be interpreted
in two ways. First, it may have reflected
the objective of supporting or even
increasing natality. Second, it may have
recognized the fact that the cost associ-
ated with the birth of a second or third
child is greater than the economies of
scale resulting from an increase in fam-
ily size. Thus, a second child can use the
same crib as the first, play with the
same toys and wear the same clothes.
The birth of the second child is thus less
costly (economies of scale) than that of
the first. However, the birth of the sec-
ond child increases the parental burden
to the extent that one parent might



Table 1

Allowance for newborn children, family allowance and allowance for
young children, annual amount per child, Quebec, 1995 (dollars)

Child’s rank Newborn Family Allowance for
child allowance* allowance young children
1st 500 130.92 1724
2nd 1,000 174.48 234.36
3rd 8,000 218.16 585.96
4th and subsequent 8,000 261.32 585.96

Source: Ministére de la sécurité du revenu, Government of Quebec.

! For the first child, the allowance is paid at birth, for the second child, it is paid in two annual installments of $500, and for the third child and

subsequent children, it is paid in quarterly installments of $400.

decide to leave the labour market for an
extended period or the couple might
resort more frequently to outside help
for domestic tasks, etc. When one con-
siders the fiscal measures described
below, the first interpretation seems to
be operative here.

iii) They offered more money for young chil-
dren. They thus acknowledged that
young children have specific needs
that involve additional costs.

Income tax assistance

In distributing the tax burden, the income tax
system acknowledged that parents have specific
costs that taxpayers without children do not have,
thus decreasing parents’ capacity to pay taxes. Fam-
ilies can claim a nonrefundable tax credit for
dependent children equal to 20 percent of the
amount of the recognized essential needs, evalu-
ated at $2,600 for the first child and $2,400 for the
second. The tax credit is thus based on the assump-
tion that the economies of scale are greater than the
costs related to the birth of a second child. A spe-
cific tax credit is also offered to single-parent fam-
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ilies and to the parents of children pursuing post-
secondary education. In 1995, the cost of these
three tax credits was $790 million.

Social safety net or minimum income

Families in financial need received government
assistance for their basic necessities, thus providing
them with a safety net in the form of a guaranteed
minimum income. Together with the family
allowances and federal Child Tax Benefit, social assis-
tance programmes financed the essential needs of
children in cases where family resources were insuf-
ficient. The estimated cost of these social assistance
programmes in 1995 was about $500 million.

Work incentive

The income tax system gave families an income
tax reduction by increasing the taxpaying thresh-
old. Not only did this measure lead to a reduction
in the income taxes payable by low-income fami-
lies (vertical redistribution) but, combined with
the Parental Wage Assistance (PWA) programme, it
also gave low-income families a financial incentive
to work. The PWA programme provided benefits to
working low-income families to compensate for



Table 2
Summary of the cost of the Quebec government’s
family assistance measures, 1995 (millions of dollars)

Tax reductions Transfers Total % of total

Recognition of essential needs:
Income tax* 788 788 285
Last-resort assistance? 510 510 184
Tax reduction for family 375 375 135
Parental Wage Assistance 61 61 2.2
Refundable tax credit for child care expenses 163 163 59
Financial assistance for child care services 209 209 7.6
Basic family allowance* 226 226 8.2
Allowance for newborn children 190 190 6.9
Allowance for young children 136 136 49
Maternity allowance 9 9 0.3
Housing assistance® 98 98 35
Refundable tax credit for adoption expenses 2 2 0.1
Total financial assistance 1,328 1,439 2,767 100.0

Source: Ministére des Finances, La fiscalité des particuliers et les programmes de transfert, Document 11, Fiscalité et financement des services
publics, Government of Quebec, p. 42.

Tax reductions represent reductions in taxes payable due to the following measures: nonrefundable tax credit for dependent children, tax credit
for single parents and tax credit for children pursuing post-secondary education.

2$34 million paid in the form of family allowance is included in last-resort assistance.

*Financial support does not include specific tax provisions such as the portion of the sales tax credit attributable to the presence of children or
the allowance for disabled children. The notion of financial support includes general measures for ordinary needs.

their loss of social assistance benefits (a reduction > low-income families and 26.4 percent

in the underlying marginal tax rate). Once they no ; for families with income above

longer receive social assistance, families could ben-  ° $48,000. In 1995, the cost of this tax
efit from a work-income supplement to boost their credit was about $160 million.

income up to the taxpaying threshold. In 1995, the  _ i) The Office des services de garde a I'en-

cost of the family income tax reduction and the i fance (OSGE), the office responsible

PWA programme was about $440 million. . for child-care services, granted subsi-

. dies directly to daycare centres, par-

Child-care assistance 5 ticularly for their operations. It also

; offered a programme of financial

The government also granted financial assis-

. relief and assistance to low-income
tance for child care through two channels:

families. In all, these measures cost
around $210 million in 1995.

i) A refundable tax credit for child-care
expenses that compensated for a por-
tion of the child-care expenses
incurred. The tax credit rate varied
according to income: 75 percent for




Table 3
The 1993 Child Tax Benefit (dollars)

Child’s Federal family Basic refundable Total Maximum tax
rank allowance in Quebec tax credit amount benefit in Quebec!
1st 268 601 869 869
2nd 399 601 1,000 1,000
3rd and subsequent 996 601 1,597 1,597

Source: Human Resources Development Canada.

!In addition to this maximum, supplements of $103 for each child aged 12 years and over, $75 for the third child and subsequent children

and $213 for each child under the age of 7 years are available.

The federal government

Before the introduction of the Child Tax Benefit,
the federal government provided three forms of
family assistance measures. Two were universal, the
federal family allowances and the nonrefundable
child tax credit, and one was targeted toward low-
income families, the refundable child tax credit.
Between 1984 and 1994, the federal government
reduced its family assistance budget by $810 mil-
lion, after taking into account the loss of purchas-
ing power due to inflation.

In 1993 these three provisions were replaced by
the Child Tax Benefit, an assistance programme tar-
geted toward low-income families. The goal of ver-
tical distribution had completely replaced that of
horizontal redistribution. Through its tax benefit,
the federal government offered a basic benefit of
$1,020 per child, which the Quebec government
elected to vary according to the rank and age of the
child. A working-income supplement of $500 per
family was also offered. The benefit was reduced at
rates of 2.5 percent for families with one child and
five percent for families with two children and
more when family income exceeded $25,921. In
1995, the cost of the federal government’s Child Tax
Benefit in Quebec was $1.2 billion.
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The 1997 reforms: from
universal to targeted
assistance

he Quebec government’s White Paper
on the new family policy, published in
January 1997, proposed the creation of
an Integrated Child Allowance (ICA) to replace the
following financial assistance measures offered to
families:
e the portion of social assistance that
covered the essential needs of the first
two children that were not covered by
other allowances;
e the basic family allowances;
« theallowances for newborn and young
children;
e the “child portion” of the sales tax
credit; and
e the refundable tax credit for child-
care expenses.
With respect to tax measures, the White Paper
proposed to
e maintain the refundable tax credit for
dependent children and the single-
parent family tax credit, and



Table 4

Maximum federal Child Tax Benefit for 1996 and 1998 (dollars)

1996 1996 1998
Number Basic child Including working- Child Tax Benefit
of children tax benefit* income supplement (including supplement)
1 1,020 1,520 1,625
2 2,040 2,540 3,050
3 3,135 3,635 4,475
4 4,230 4,730 5,900

Source: Government of Canada, Towards a National Child Benefit System, Department of Finance, Budget documents, 18 Feb-

ruary 1997, p. 21.

! In addition, a supplement of $213 is available for each child under 7 if no deduction is claimed for child care expenses. This
supplement is reduced by 25 percent of all child care expenses claimed as a deduction.

e decrease the scope of the tax reduction
for families and the Parental Wage
Assistance measures to take into
account the financial assistance
granted through the ICA.

The government estimated that the ICA would
cost $955 million in 1995.* Following the imple-
mentation of the ICA, the Quebec government’s
direct financial support to families with children
would decrease by around $295 million from the
pre-reform amount.? As compensation, the gov-
ernment undertook to assume the extra cost of the
new educational services and additional daycare
places that were available at lower cost. As these
new expenditures would be spread out over time,
the new family policy still implied, in the short
term, a decrease in financial assistance to fami-
lies. The government estimated that from its
introduction to the year 2002 or 2003, the new
family policy would require additional overall
funds of $235 million. This proposition radically
changed the picture of government assistance to
families: monetary assistance would be reduced
and applied more selectively in favour of assis-
tance in the form of services, universal in princi-
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ple but for the most part benefiting families
where the parents were participating in the
labour market.

The ICA has come under some criticism,
notably with respect to its effect on the income of
families receiving social assistance and those with
low-incomes. According to some impact studies,
these families would experience a decrease in
their disposable income, and those with children
under five would lose the most.* The government
has thus pledged to adopt transitional measures by
granting an entitlement to families receiving
social assistance: as long as they are claimants,
they will not be penalized.

The new family policy should be seen within
the wider context of changes to the income secu-
rity programme, the goal of which is to increase
the benefits provided to low-income workers rel-
ative to social assistance recipients. The new
policy explicitly pursues the objective of increas-
ing the financial incentive to work and encour-
ages labour market participation by offering
more accessible child-care services, both
through the number of places available and the
cost to parents.




At the federal level, changes were made in 1998
to the system of benefits for children through the
conversion of the Working Income Supplement
into an income-tested supplement to any source
of income (not only from employment) paid to
families whose net family income is below
$25,921. Thus,

- for families that draw the bulk of their
income from social assistance, the
amount of the federal Child Tax Bene-
fit increased substantially, but the
social assistance benefits paid by the
provinces decreased by the same
amount, so their financial situation
remained the same;

e  for families with an earned income of
between $10,000 and $20,921 and to a
lesser extent those with an income
between $20,921 and $25,921, the child
benefit has increased significantly, but
is clawed back at a much higher tax
rate than was previously the case in
this income range.®

Under the National Child Benefit initiatives, fed-
eral and provincial governments agreed that addi-
tional funds spent as part of the federal benefit and
clawed back by the provincial government from
families that live on social assistance will be allo-
cated to other programmes essentially targeting
low-income working families.®

The federal government’s change of direction
forced the Quebec governmentto review and adjust
the amounts and conditions of the ICA as outlined
in the White Paper, even before it was imple-
mented. The increased amounts provided by the
federal government gave the Quebec government
financial room to manoeuvre. The implementa-
tion of the reforms was postponed from July to Sep-
tember 1998 and, on the basis of the federal pro-
posal, a system of new family allowances with
transitional arrangements from September 1, 1997
to July 1, 1998 was implemented. The conditions
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governing this new family allowance are essen-
tially the same as those proposed for the ICA; only
the amount of the maximum allowance was
reduced to take into account the federal govern-
ment’s new measures.” The government estimated
that for 1998 the new allowances would cost $790
million annually instead of the $955 million
announced in the White Paper.

For this new family policy, the Quebec govern-
ment is making three policy choices which pursue
very specific objectives:

i) The policy emphasizes assistance to
families with very young children
(parental leave, subsidized child care
and full-time kindergarten). The gov-
ernment is thus aiming to establish
infrastructures that promote the devel-
opment of young children.

il) The policy targets monetary assis-
tance toward low-income working
families. The government thus wants
to reduce the monetary poverty of
families (and children) and increase
the incentive to work, pursuing verti-
cal redistribution objectives.

iii) The policy favours families with work-
ing parents. The government thus
intends to “modernize” its policy and
to promote the incentive to work,
principally among mothers.

The goal of horizontal redistribution is only pre-
served through the nonrefundable tax credit for
dependent children. The new Quebec family policy
is thus sacrificing its main universal component
and placing the emphasis on selectivity. These are
now the social choices promoted by our govern-
ments: limited responsibility on the part of society
for children. Within this responsibility, priority is
given to low-income families and families using
child-care services. This choice is not without con-
sequences for the family budget, which is the sub-
ject of the next section.



Table 5

Parameters of Quebec’s new family allowance,
September 1997 (July 1998 in parenthesis)

Parameters

September 1997 (July 1998)

Maximum allowance
1st child
2nd child
3rd child

Single-parent
family allowance

Threshold of family income
for maximum allowance

Reduction rate

$975

$975

$398 ($975)

$1300
Couples with children: $21,825

Single-parent families: $15,332

50% between the previous income threshold and $20,921*

Minimum allowance®

Null allowance*

30% between $20,921 and $25,9212
50% between $25,921 and the exit threshold

1st child $131

2nd child $174

3rd child $398 ($975)

Threshold of family income Couple with 1 child: $24,638
for minimum allowance Couple with 2 children; $26,754
(applicable to families with fewer Single-parent family with 1 child: $19,620
than 3 children) Single parent family with 2 children: ~ $21,423

Starting at $50,000, the allowance is reduced at a rate of 5%

Source: Ministére de I'Emploi et de la Solidarité, Government of Quebec.
Given that the threshold for couples with children is set at $21,825, the allowance paid to two-parent families begins to be reduced

at a rate of 30%.

2The threshold of $25,921 increases by $1,231 per child for families with 4 and more children.
*This is the term used by the government of Quebec. In fact, this allowance is paid at incomes between $25,000 and $50,000.
“This is the term used by the government of Quebec. In fact, this is an income threshold after which the so-called minimum allowance

is reduced.

But first, we should note that the government
is also explicitly pursuing the objective of sim-
plifying the system of financial aid to families.
Thus, the White Paper on the new family policy
states that “over the years the government’s pub-

lic assistance measures have been piled on top of
each other and have also been affected by adjust-
ments to taxes or transfer programmes. This has
increased the complexity of the whole system
and sometimes created situations of inequity.”



The government concluded that “several ele-
ments of the current public system of assistance
to families must be improved in order to make
financial assistance simpler, more coherent and
better adapted to needs.” Finally, the report of
the Commission sur la fiscalité et le financement
des services publics (Commission on taxation
and public service financing) also underlined
the low visibility of Quebec assistance, consider-
ing that it is spread over many programmes and
tax-related provisions.®

As can be seen in Table 5, the selective nature of
the assistance makes for a rather complex
approach. Reducing the number of programmes
certainly gives the impression of simplicity. But
the makeup of the new family allowance is actu-
ally quite complex. The allowance is reduced in
four distinct phases: the first three act very rapidly
with reduction rates of 50 percent, 30 percent and
then 50 percent again. Subsequently there is a
plateau up to income of $50,000, and then the
allowance is reduced again at a rate of five percent.
With this calculation method, it will be difficult for
families to understand how their level of assistance
has been determined and, above all, they may feel
that they have been unfairly treated when they
compare their family allowances with those
received by other families which they consider to
be in a comparable situation.” It is clear that sim-
plicity is a rather subjective notion: is it better to
have several small programmes with objectives
that are easy to understand, or one programme
with many objectives and a sophisticated system
of allocating assistance?

Despite this subjectivity, it also seems clear that
simplicity meshes better with the objective of hor-
izontal redistribution than with that of vertical
redistribution. To illustrate, if the government had
truly wanted to simplify assistance to families, all
it had to do was maintain a universal allowance by,
for example, merging together the three types of
family allowances and the nonrefundable child tax
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credit. Together, these four provisions would
involve spending $1.3 billion in 1995, that is, an
average annual amount of nearly $800 for every
child in Quebec under the age of 18. This gives one
just a small idea of the potential presented by the
budgetary envelope that the government of Quebec
allocates to families.

Finally, the government has stressed that the
objective of vertical redistribution will generate
considerable financial incentives to low-income
families entering the labour market. It is now
accepted that, compared with the situation prior
to the reform, the work incentive will be better for
families with an income that is slightly higher
than the level of income-security benefits. For low-
income working families, the new family
allowances combined with the new federal bene-
fit provide an assured and stable income in com-
parison with the previous situation, because the
benefit is paid automatically. Thus, the new
allowance enables the government to reach its
whole clientele, which was not the case under the
Parental Wage Assistance programme, for which
only a small proportion of families filled out the
application. Therefore, in principle, the objective
of inciting people to work should be easier to
achieve. This is a significant improvement,
because this is a critical group that is sensitive to
changes in income.

Nevertheless, the work-incentive effects of the
new family allowances will be less important for
families with incomes above $15,000 (single-parent
families) and $22,000 (couples with children). At
these income levels, for each additional dollar
earned, 50 cents or 30 cents will be clawed back by
the Quebec government, depending on the type of
family and the number of children. When the inte-
grated allowance reaches the level of the pre-reform
family allowances, families begin to pay taxes on
their earnings. At higher levels of income, the Child
Tax Benefitis clawed back and eventually, the entire
integrated allowance is clawed back. For family



income between $20,000 and $50,000, the underly-
ing marginal tax rate can be relatively high, such
that it is not clear whether the financial structure
of assistance to families will offer more of an incen-
tive to work than that under the pre-reform pro-
grammes. In recent calculations, Ruth Rose" pro-
duces results that confirm these concerns. For
example, she shows that the net disposable income
of a family with two children in daycare is just
about the same whether the family earns $20,000
or $15,000. Thus, the result of any additional effort
to work would be a decrease in the integrated
allowance or an increase in taxes with no working-
income supplement.

The impact of the reforms on
the family budget

t is rather surprising that the Quebec gov-

ernment has not published any analyses of

the global impact of its reform on families.
It did not publish an exhaustive critique of the
approach taken in its family policy before pro-
ceeding with the reform. Nor did it make public any
analyses dealing with the consequences of this real-
location of benefits for vertical redistribution
(between rich and poor families) and horizontal
redistribution (between families according to the
number and age of their children). Finally, no
study of the projected impact of the new policy on
the fight against poverty or the work incentive has
been made public.

One would think that a policy change as impor-
tant as this would be supported by data and analy-
ses that would contribute to an understanding of
the nature and scope of the impact on different
types of families and, especially, on specifically
targeted groups. The Green Book on income secu-
rity, the first document to present the Integrated
Child Allowance (ICA), was limited to a calcula-
tion of the benefits to be paid to certain families
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of a given type, earned income and number of
children. The White Paper on the family policy
was restricted to a presentation of the ICA scales
according to families’ working income. Finally, as
it announced the latest changes, the government
presented only the amount of the new family
allowances according to net family income. At no
time did the government present pertinent infor-
mation about the financial impact of the new pol-
icy on the family budget compared with the situ-
ation before the reform.

All we know is according to the Minister Respon-
sible for Family Affairs, 95 percent of Quebec fam-
ilies would come out as winners in one way or
another from this reform. In addition, the Régie des
rentes du Québec, responsible for the administra-
tion of the Quebec Pension Plan, has let it be known
that about 225,000 families will not be eligible for
the new family allowances, that is, 23 percent of all
families. It is hard to believe that despite the exclu-
sion of 23 percent of families from financial assis-
tance, 95 percent will still come out as winners as
aresult of the reform. Our own estimates, described
below, present very different results.

Data and estimation procedure

Since government figures are not available, we
used simulations that allowed us to estimate the
impact of the new measures implemented by both
the Quebec and federal governments. We cannot
claim to achieve the same level of accuracy as the
governments, especially considering we do not
have complete information on net (after tax) fam-
ily income. It is, nevertheless, a useful exercise
because itallows us to tackle the issue from an angle
that has, until now, been neglected because of a lack
of information. Beyond the question of the per-
centage of families that are gaining or losing, it is
interesting to pinpoint the types of families that are
benefiting from the reforms and those that are
experiencing an adverse economic impact. Given



the objectives being pursued, notably by the Que-
bec government, one would expect that low-income
families with preschool-aged children would bene-
fit the most and that high-income families would
be the contributors.

For our simulations we used the Survey of Con-
sumer Finances (SCF), which is the dataset used by
the Quebec government to conduct its (unpub-
lished) impact analyses.”? On the basis of a repre-
sentative sample, the SCF provides information on
the various sources of revenue of Canadian house-
holds and families. It is released every year by Sta-
tistics Canada; the most recent survey available was
conducted in 1995 and pertains to 1994 data.®

For Quebec, the SCF provides information on
financial indicators for 949,000 families with chil-
dren under 18 years of age* according to specific
socio-demographic characteristics (e.g., type of
family, number and ages of children). Statistics
from the Régie des rentes du Québec indicate that
around 960,000 families were eligible for family
allowances in December 1995, which is 11,000 fam-
ilies higher than Statistics Canada’s figure.** (For a
complete description of the estimation and simu-
lation procedures, see the Appendix.)

Results

All families

Our results for all types of families are presented
according to net family income class in Table 6. The
first result is striking: compared with the pre-reform
situation, 72 percent of all families receive less
financial assistance from the Quebec government.
This result is far from the figures announced by the
government, to the effect that 95 percent of Quebec
families would benefit from the new family policy.
The differences in the results are large enough to
prompt the government to disclose the methodol-
ogy of its simulation. For the moment, we can only
hypothesize as to explanations for this difference:
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iii)

We underestimated the assistance
coming from the Quebec government
by $115 million in 1998. Moreover, for
some programmes, no amount could
be attributed. (Details are provided in
the Appendix.) Therefore, part of the
difference in the results can be
explained by the fact that we underes-
timated the number of families that
are benefiting from the reform.

Since the scope of our analysis is to
measure the impact of the new family
allowances on the finances of families,
we did not incorporate in our simula-
tions elements of the tax reform
announced in the Quebec budget
speech of 1997. It seems that the gov-
ernmentdid include in its analysis the
income tax reduction but did not take
into account the increase in the Que-
bec Sales Tax (QST). Recall that from
1998 the tax reform applies to all tax-
payers and not just to families. This
reform is evidently completely inde-
pendent of the family policy: it aims
to shift a portion of the individual
income tax burden onto consumer
taxes. It is a tax reform based on prin-
ciples of economic efficiency. To
include a portion of this tax reform
(the reduction in income taxes pro-
posed for all taxpayers) without taking
into account the increase in the QST
gives a misleading impression of the
impact of the new family policy.*®

In our simulations, we took into con-
sideration all the tax-related meas-
ures, such as the tax reduction for
families and the nonrefundable tax
credit for children. It is also possible
that the government limited its
analysis to a comparison of direct



Table 6
Financial impact of family assistance reforms,

by net family income class, all families, Quebec, 1998 (dollars)

Net family Number Quebec Federal Total
income of
class (%) families
1998 1995 A Diff. | 1998 1995 A Diff. | 1998 1995 A Diff,
soc. soc. soc.
assist.! assist.! assist.!
10,000 and under 125,334 2403 578-1,715 110 (2,731 2,142 -554 @ 355,134 2,720-2,269 145
10,000 to 20,000 85,784 2,557 1,250 -392 915 (2,740 2475 -80 185 |5,097 3,725 -472 1,100
20,000 to 25,000 54,773 2,112 1,640 -42 430 (2,477 2,306 -15 156 |4,589 3,946 -57 586
25,000 to 30,000 74,588 2,690 2,850 0 -160 [1,750 2,075 0 -324 4,440 4,925 0 -485
30,000 to 40,000 146,741 2,191 2,525 0 -334 (1,379 1434 0 -553570 3,959 0 -389
40,000 to 50,000 152,778 1,661 2,156 0 -495 (1,046 1,107 0 -61|2707 3,263 0 -556
50,000 to 75,000 215,904 1,259 1,750 0 -490 | 494 581 0 -87|1,753 2,330 0 -577
75,000 and over 92,881 943 1,491 0 -549| 26 86 0 -59| 968 1576 0 -608
Total 948,783 1,867 1,790 -264 -187 1,3861,343 -82 -39 3,252 3,133 -346 -226

Source: Calculations by the authors.
! Variations in social assistance payments.

financial assistance in the form of

family allowances.
iv) It is possible that the government’s
analysis includes the reduction in the
costs of daycare services to a wide
range of families, which would coun-
teract the negative effect of reductions
in family allowances. Our simulations
do not take into account this element
of the reforms; this issue is the subject
of the next section. We will see that the
impact of lowering the costs of day-
care services does not quite make up
for the effect of the decrease in direct
financial assistance.

Taking into account the financial assistance

from the federal government does not change the
picture of which families gain or lose. As shown
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in Table 6, itis not surprising that the families that
gain are those with a net income between $10,000
and $25,000, since the new programmes specifi-
cally target them. Families with a net income
below $10,000 are only benefiting marginally
from these reforms, when one takes into consid-
eration what is being clawed back from those
claiming social assistance. Families with middle
or higher income are being expected to pay for it.
In fact, families with income between $25,000 and
$30,000 are contributing more than those in the
$30,000 to $40,000 income bracket. This can be
explained mainly by the fact that under the
reform, the income tax reduction for families are
now less generous.

These results show to what extent the new fam-
ily assistance policy will now pursue an objective
of vertical redistribution. The financial assistance



formerly paid to families with a net income above
$25,000 has decreased in two ways. First, the assis-
tance they received for their children has been
reduced, in part to finance the net additional sup-
port of $115 million paid to families with lower
incomes. This decrease in transfers is the equiva-
lent of an income tax increase, a financial demand
that is not being made of other Quebec taxpayers.
Second, the net financial support they received has
been cut by at least $215 million. This “net loss”
(everything else being equal) implies that families
who have children under 18 and who are in this
income category deserve less financial support
from society, despite the fact that they had already
embarked on the responsibility of parenthood,
believing that there was still a collective commit-
ment toward parents.

However, even in its vertical redistribution, the
new policy does not, in fact, respect the principle
of equity. Vertical equity and the objective of
fighting severe poverty suggest that low-income
families should be able to count on additional
funds for their children. This is not the case with
the reform. In addition, for families with net
incomes above $25,000, one can barely differen-
tiate average total loss between income classes.
The average total loss is

e $608 for families with net incomes
above $75,000, which represents 0.6
percent of the average net family
income in this class;

e  $389 for families with net incomes
between $30,000 and $40,000, which
represents 1.1 percent of the average
net family income in this class;

e  $485 for families with net incomes
between $25,000 and $30,000, which
represents 1.8 percent of the average
net family income in this class.
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Two-parent families and large families

Because they have higher average income than
all other families, two-parent families are most
affected by the new family assistance policy. Of
this group, 81 percent have a net family income
above $25,000 and nearly 20 percent have a net
family income of about $45,000, which is the aver-
age for two-parent families. As shown in Table 7,
two-parent families with a net income between
$40,000 and $50,000 lose more than those in the
$50,000 to $75,000 class, and nearly as much as
families with incomes of $75,000 or more. (Tables
A.4 to A.6 in the Appendix present the financial
impact of the reforms on two-parent families
according to family size.)

The Quebec government’s decision that the fed-
eral Child Tax Benefit, paid in Quebec, would no
longer vary according to the rank of the child (as
was the case from 1993 to 1997), produced undesir-
able redistributive effects. For instance, two-parent
families with incomes between $25,000 and $30,000
were losing out under these new federal Child Tax
Benefit parameters, even more so than two-parent
families with higher incomes. Note also that the
main beneficiaries of this change in policy have
been families with two or more children and an
income over $30,000 (see Table A.8 in the Appen-
dix for details).

It must be recalled that one of the objectives
being pursued by Quebec before the 1997 reforms
was to encourage a higher birth rate. To accomplish
this, it gave strong financial incentives to parents
of a third child by virtue of three provisions: the
allowance for newborn children, increased
allowances for young children and a substantially
higher federal Child Tax Benefit for the third and
each subsequent child. By eliminating these provi-
sions, the government has inevitably created hori-
zontal inequities. This does not necessarily suggest
that the changes were not desirable, especially if



Table 7

Financial impact of family assistance reforms,
by net family income class, two-parent families, Quebec, 1998 (dollars)

Net family Number Quebec Federal Total
income of
class ($) families ; ; ;
1998 1995 A Diff. | 1998 1995 A Diff. | 1998 1995 A Diff.
soc. soc. soc.
assist.! assist.! assist.!
10 000 and under 51,358 1771 662 -692 416 |2,974 2,367 -379 228 |4,745 3,029 -1,071 645
10,000 to 20,000 53,481 2,207 1111 -328 768 |3,048 2,762 -86 200 5,256 3,873 -414 969
20,000 to 25,000 41,060 2,149 1462 -62 6252632 2453 -16 163 4,781 3915 -78 788
25,000 to 30,000 55,787 2,512 2,648 0 -135|1913 2,304 0 -391 4,426 4,952 0 -526
30,000 to 40,000 132,721 2,133 2,465 0 -331|1,409 1,474 0 -65 3,543 3,939 0 -396
40,000 to 50,000 145,779 1,620 2,131 0 -512 |1,054 1,117 0 -63|2,673 3,248 0 -575
50,000 to 75,000 209,203 1,212 1,710 0 -498 | 497 588 0 -91 1,710 2,299 0 -589
75,000 and over 92,185 919 1,468 0 -549 24 79 0 -55| 943 1547 0 -604
Total 781,594 1,657 1,832 -71 -246 (1,250 1,263 -32 -45 (2,908 3,096 -103 -291

Source: Calculations by the authors.
! Variations in social assistance payments.

one considers that they enhanced vertical equity
while proving ineffective in increasing the number
of births.*” Nevertheless, the problem of horizontal
equity posed by the transitional phase between the
two systems cannot be ignored, especially since
families relied on the existing measures in the
course of their family planning.

For a given income class, the financial loss gen-
erally increases with the number of children. For
example, two-parent families with a net family
income above $75,000 would lose an average of $189
if they have one child, $457 if they have two chil-
dren and $2,704 if they have three or more children.
On average, two-child families with an income
between $40,000 and $50,000 would lose $476, com-
pared with $392 for one-child families in the same
income class. Their loss would be even higher than
that of one-child families in the next income class
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(between $50,000 and $75,000), where the loss, on
average, would be $235 (see Tables A.4, A.5and A.6
for details.) Clearly, these results contradict the
principles of horizontal and vertical equity.

We note also that the financial gains decrease
considerably with the number of children. This
reflects the fact that the reforms assume
economies of scale that increase rapidly with the
number of children. However, as mentioned
before, this approach does not recognize the
increase in parental tasks as a result of a greater
number of children. The two-parent families who
are most affected are those that have three or more
children, since 77 percent of them have family
income above $25,000 and over 55 percent of them
will not receive, whether in part or in whole, the
minimum allowances because their family
income is above $40,000.



Table 8

Financial impact of family assistance reforms, by net family income class,
families with children aged 6 years and under, Quebec, 1998 (dollars)

Net family Number Quebec Federal Total
income of
class (%) families

1998 1995 A Diff.| 1998 1995 A Diff.| 1998 1995 A Diff.

soc. soc. soc.
assist.! assist.! assist.!
Families with 1 child of 6 years and under
10,000 and under 33,704 1,788 482 -891 415/1,805 1,333 -322 150 3,593 1,814-1,213 565
10,000 to 25,000 29,541 1,704 1,339 0 365/ 1515 1,364 0 150 3,218 2,703 0 515
25,000 to 40,000 36,357 1,669 2,061 0 -392| 842 763 0 79| 2511 2824 0 -313
40,000 to 50,000 27,000* 941 1,558 0 -617| 578 461 0 1171518 2,018 0 -500
50,000 and over 45214 622 1,051 0 -429 186 116 0 70| 808 1,167 0 -359
Total 171,816 1,309 1,282 -175 -149| 932 761 -63 108| 2,241 2,043 -238 -41
Families with more than 1 child of 6 years and under

10,000 and under 25,944* 3,086 1,237-1,374 475| 4,220 3,592 -466 162 | 7,307 4,829-1,840 637
10,000 to 25,000 19 533* 3,042 2,611 0 432 3,906 3,898 0 86,949 6,509 0 440
25,000 to 40,000 38,433 2,817 3,472 0 -655|2,085 2,453 0 -368| 4,901 5,924 0-1,023
40,000 to 50,000 20,967* 2,261 3,147 0 -886|1518 1,714 0 -196 | 3,779 4,861 0 -1,082
50,000 and over 64,240 1,513 2,676 0-1,163| 655 846 0 -190| 2,169 3,522 0-1,353
Total 169,117 2,320 2,687 -211 -578/2,010 2,092 -72 -155(4,330 4,780 -283 -733

Source: Calculations by the authors.
! Variations in social assistance payments.
* Less than 100 observations.

Families with young children

Families with one child or more of six years of
age and under represent 36 percent of all families.
Their average net family income is lower than or
equal to that of all families and markedly lower
than that of all two-parent families in all other cat-
egories. However, most of them are not considered

“poor” since 63 percent of one-child families and 62
percent of families with two or more children aged
six years and under have net family incomes above
$25,000. Our results presented in Table 8 show that,
on average, families with an income ranging from
$25,000 to $40,000 incur a financial loss due to the
reforms. Considering the Quebec government’s sig-
nificant policy commitment to young children,
this result is rather surprising.



Table 9

Financial impact of family assistance reforms, by net family income
class, female-headed single-parent families, Quebec, 1998 (dollars)

Net family Number Quebec Federal Total
income of
class ($) families
1998 1995 A Diff. | 1998 1995 A Diff. | 1998 1995 A Diff.
soc. soc.
assist.! assist.! assist.!
0 45,243 2,893 557-2,336 02,664 2,026 -637 0 | 5,557 2,584 -2973 0
1to 12,500 38,018 2,814 596-1,050 1,168 | 2,259 1,836 -200 223 | 5,073 2,432-1,250 1,391
12,500 to 25,000 36,731 2,753 1,855 -189 709 |2,254 2,061 -41 153 |5,007 3,915 -230 862
25,000 and over 47,197 2,915 3,180 0 -266 | 1,021 1,065 0 -43 3936 4,245 0 -309
Total 167,189 2,850 1,592 -912 347 |2,018 1,719 -227 -72 (4,869 3,312-1,139 419

Source: Calculations by the authors.
! Variations in social assistance payments.

Families with young children and a net family
income under $10,000 are mostly income-secu-
rity claimants, and a considerable proportion of
them are female-headed single-parent families.
Their average financial gain is minimal if one
takes into account the clawback from families
claiming social assistance.

Only 15 percent of families with young children
are in the $10,000 to $25,000 income class. When one
combines financial assistance paid by the two levels
of government, it is these families who are benefit-
ing from the reform among all families with young
children. Their financial gain amounts to $23 mil-
lion. Families with young children also gain from
the extension of low-cost child-care services, to the
extent that parents in these families work outside the
home. But they are also contributing significantly to
the funding of this new provision through a decrease
in direct financial assistance. The aggregate loss for
families with young children with an income of
more than $25,000 is as high as $190 million.

We should note once again that principles of hor-
izontal and vertical equity are given short shrift in
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the case of families with young children. On the
one hand, families with one child under six years
of age and income between $40,000 and $50,000 are
losing more than families with higher income. On
the other hand, for any given level of income, fam-
ilies with two young children or more who are los-
ing out under the reforms are losing much more
than families with only one child. This is particu-
larly true in the case of families with an income of
$50,000 or more.

Single-parent families

In our sample, female-headed single-parent
families represent 18 percent of families. Their
average net family income is 34 percent of that of
two-parent families. For 42 percent of female-
headed families, the principal source of income is
social assistance. As a group, single-parent fami-
lies are benefiting the most from the new family
policy as they are gaining, on average, $419 from
the reforms (see Table 9).

However, single-parent families on social assis-
tance are neither gaining nor losing since the



reforms were designed precisely to be financially
neutral for them. Single-parent families with a net
family income of up to $25,000 gain financially in
the amount of $85 million. Finally, families with
an income above $25,000 face an aggregate loss of
$15 million. Considering the fact that single-parent
families have relatively low income, the financial
assistance from the reforms remains quite modest.
In particular, many children of such families, in
which the mothers’ only source of income is social
assistance, still grow up in poverty.

The impact of the Quebec reform,
taking into account the new child-care
assistance strategy

An evaluation of the impact of the reform
should take into account the fact that a part of the
reduction of the family allowances is being used to
finance subsidized child-care services and the
extension of educational services (full-time
kindergarten for five-year-olds and part-time
kindergarten for four-year-olds from disadvan-
taged backgrounds).

Since these measures can only have a positive
impact on the development of young children, one
can only praise the government’s decision. A
child’s initial learning comes from the family, and
it appears that children from socio-economically
disadvantaged backgrounds or from families that
present serious psycho-social problems are more
likely to have weak academic results.”® This result
can be explained by the relatively strong relation-
ship between a low income and a family environ-
ment that is not conducive to children’s develop-
ment (e.g., the absence of the father, conjugal
violence, little reading, little stimulation).*

Evaluations of the impact of daycare (or kinder-
garten) infrastructures on the development of
young children is still at a preliminary stage in
Canada, mainly due to a lack of data on the sub-
ject. Fortunately, Statistics Canada recently con-
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ducted a longitudinal survey collecting informa-
tion on the type of care children receive and their
subsequentacademic results. A few American stud-
ies have shown that early contact with school (or
with daycare centres offering an educational pro-
gramme) can attenuate, if not eliminate, the dif-
ferences in academic results attributable to differ-
ences in socio-economic status.* However, it
appears that, for this to occur, a certain number of
conditions must be met, such as the availability of
highly qualified staff whose time is devoted to an
extremely limited number of children.? In this
respect, the government’s objective of promoting
children’s development through universal daycare
appears much too ambitious considering the
resources allocated. Moreover, for disadvantaged
families with children under four, there should be
a follow-up programme all through primary edu-
cation and a significant reduction in the educa-
tor/child ratio at daycare centres.

Nevertheless, the government’s decision to
invest in child-care services is understandable.
The availability of subsidized, high-quality child-
care services may constitute an essential first step
toward a policy of investing in the development
of young children from disadvantaged back-
grounds. The impact of child-care services on the
development of children from families of rela-
tively high socio-economic status has not been
extensively documented, but intuitively, it would
seem to be marginal.? There are, however, several
other good reasons to favour the expansion of
child-care services, regardless of the socio-eco-
nomic status of the children, if only to facilitate
the reconciliation of work and family life for fam-
ilies with young children.

However, the funding arrangements are much
less clear. First, with respect to the financing of
new kindergarten services, itis difficult to under-
stand why they are being financed uniquely from
within the budgetary envelope devoted to fami-
lies. Why are families alone financing this new



Table 10

Types of care of children aged 5 years and under, by age of children,
all children and children in two-earner families, Quebec, 1994-95 (percent)

All children aged 5 years and under

Type of care Under 1 year 1 year 2 years 3 years 4 years 5 years
Total, regulated care 4.1 1.6 16.3 16.7 18.9 17.6
Other house by other person 14 4.3 5.0 3.0 4.0 338
Daycare or school daycare 2.7 7.3 1.3 13.7 14.9 138
Total, unregulated care 19.1 324 25.2 255 29.2 25.8
Other house, by other person or relative12.4 25.2 19.4 18.8 20.2 17.1
Own house, by brother, sister or 6.4 7.2 5.6 55 9.0 8.5
other relative
Other types 0.3 0.0 0.2 12 0.0 0.2
None 61.2 39.3 404 485 38.3 419
Do not work or study 15.3 15.7 155 8.7 135 131
Do not know, refuse, unknown 0.3 0.0 2.6 0.8 0.0 16
Total number of children 88,183 91,860 102,577 90,079 100,282 88,071

Children aged 5 years and under in two-earner families

Total, regulated care 6.3 17.1
Other house by other person 3.9 8.3
Daycare or school daycare 24 8.8

Total, unregulated care 36.9 61.2
Other house, by other person or relative23.9 47.8
Own house, by brother, sister or 12.8 13.4
other relative
Other types 0.2 0.0

None 56.7 21.2

Do not work or study 0.0 0.0

Do not know, refuse, unknown 0.0 05

Total number of children 29,253 42,201

229 28.2 29.4 25.2
104 3.9 5.0 6.0
12,5 243 244 19.2
47.2 38.4 47.4 48.0
39.0 245 333 33.0
8.2 1na 141 15.0
0.0 25 0.0 0.0
284 322 233 259
0.0 0.0 0.0 0.0
15 14 0.0 10
40,192 42,371 41,371 40,738

Source: Calculations by the authors based on data from the National Longitudinal Survey of Children and Youth, 1st cycle.

service? By virtue of what logic are all taxpayers
expected to finance the whole educational sys-
tem except for the expansion of kindergarten
services? Clearly, the expansion of kindergarten
services should be financed straight out of the
budget of the Ministry of Education and therefore
by all taxpayers.

Second, it is difficult to understand why child-
care services will be offered at the same price to all
families, regardless of their income. Two recent
Canadian studies® came to the identical conclusion
with regard to the impact of variations in salaries
and the cost of child-care services on the probabil-
ity of participating in the labour market. They con-




clude that on average a 10 percent decrease in the
cost of child-care services increases the probability
of one parent participating in the workforce by 3.9
percent, and a 10 percent increase in the mother’s
salary results in a two percent increase in the prob-
ability of using child-care services.” These studies
also indicate that the cost of child-care services has
a considerable impact on the probability of work-
ing, an impact that is particularly important
among low-income families. For given costs of
child-care services, higher income increases the
probability of using child-care services.

One cannot therefore conclude that, prior to the
reform, the cost of child-care services constituted
an obstacle to their use among high-income fami-
lies. Lisa Powell® shows that spousal income, as
soon as it reaches $50,000, becomes the most impor-
tant factor in determining participation in the
labour market. In this respect, one could criticize
the government’s plan: why be selective in mone-
tary assistance but universal in child-care assis-
tance? The argument for this choice has not been
clearly made, and on the basis of simple equity cri-
teria the opposite choice seems much easier to
defend and much more attractive from the stand-
point of its potential results.

Moreover, Powell reminds us very astutely that
cost is not the only issue that has to be taken into
account in the analysis of the impact of child-care
services on labour market participation. If the
goal is to reduce barriers to labour market entry,
the flexibility of child-care services is just as
important as their cost. An examination of data
from the National Longitudinal Survey of Chil-
dren and Youth (NLSCY) conducted by Statistics
Canada in 1994-95 on 22,000 children aged up to
11 years confirms this need for flexibility on the
part of Quebec families.®

Table A.10 in the Appendix indicates that the
parents of about half of Quebec children aged up
to five years were unlikely to use child-care serv-
ices, simply because one parent did not work. In
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Table 10 we show the types of care used by all fam-
ilies and by two-parent families in which both par-
ents work. It reveals a surprising variation in par-
ents’ preferences and broad heterogeneity in
child-care needs. Parents are looking for flexibility,
and they show great adaptability in reconciling
work and parental tasks. A majority of parents do
not make use of formal kinds of child-care, and less
than 20 percent of children aged three and four
attend daycare centres or receive regulated home
care.” Looking at four-year-old children, less than
20 percent (around 20,000) attended formal types
of child care in 1994-1995.%

In the case of two-parent, two-earner families, we
note that the older the children, the more likely
they are to attend regulated child-care services.
Nevertheless, a greater proportion of parents
elected to take care of their children at home. In
addition, we should emphasize that there is still a
high proportion of families (around a quarter) who
do not use any type of care.

In these circumstances, can one measure how
taking account of newly available subsidized child
care would affect which families are benefiting
from the reform and which are being made to con-
tribute? It is difficult to answer this question, prin-
cipally because the statistics that would enable out-
side observers to do the calculations are deficient.
In addition, the distinct time horizon that charac-
terizes child-care assistance and financial assis-
tance makes such an analysis very complex. Child-
care services are offered for the first four years of a
child’s life, whereas the family allowances cover an
18-year period.

However, a simple calculation reveals that the
new services offered are not likely to compensate
for the financial losses experienced by parents.
According to figures provided by the government,
in 1998 there would have been 30,000 regulated
child-care places for 90,000 four-year-old children.
We can thus assume that 60,000 children did not
have access to subsidized child-care places. In the



best-case scenario, parents using regulated child-
care services would have saved a total of $35 million
after the implementation of $5-per-day daycare,
which seems relatively low when one considers the
overall reform.” Recall that families with young
children and an income falling in the $25,000 to
$40,000 category were subject to a financial loss of
$50 million ($39.5 from the Quebec government)
following the government reforms.

An alternative proposal:
in favour of universal
assistance

e have seen that the two levels of gov-

ernment have adopted an approach

favouring financial assistance for
low-income families. In compensation for reduced
financial assistance, the government of Quebec has
offered new low-cost child-care services and the
extension of educational services. An analysis of
the impact of the new federal and Quebec govern-
ment proposals showed that they had undesirable
redistributive effects.

This approach is based principally on the will-
ingness to redistribute sums of money from rich to
poor families in the pursuit of two objectives: fight-
ing poverty and providing incentives to work. We
propose an alternative approach, using the
resources from the same budgetary envelope as that
used by the two levels of government. Our proposal
is based on the following features:

1) All children have an equal “minimum
value” to society. Their parents’
income does not determine the sup-
port provided for their development by
the collectivity.

2) The time devoted to the care of chil-
dren has an equal value for society. In
this sense, the collectivity recognizes
the various modes of care, including
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that by a parent at home, and does not
favour one mode of care over another.
3) The parental task requires invest-
ments of time and money throughout
a child’s development. While it is true
that more assistance should be
extended in the first years of a child’s
life, it is also undeniable that parents
need support through all the different
stages of their children’s development.

Family policies elsewhere in the world

The welfare states in developed countries have at
least one feature in common: they include a mix-
ture of direct financial assistance, tax relief meas-
ures and services intended to assist families with
dependent children. However, the objectives of
these systems, their structures and the levels of assis-
tance they offer vary from one country to another.

In general, the objectives of the services
offered are clear. Child-care services for pre-
school-aged children facilitate parents’ work and
support the development and socialization of
young children. In addition, social, health and
educational services are investments in the
future of children that promote the development
of society’s future human capital. The whole of
society is expected to contribute to the financing
of health and educational services, regardless of
who the recipients are.

The objectives pursued by financial assistance
programmes, whether they are paid directly to
families or whether they are provided through the
tax system, are more varied. These measures may
be aimed at promoting natality or contributing to
the cost of children’s education. Alternatively,
they might have the objective of redistributing
income horizontally and vertically over the fam-
ily life cycle, taking into account families’ needs
or size. They might be tax deductions to promote
the financial autonomy of mothers or care-giving



Table 11

Financial assistance to families in Denmark, Norway and Sweden, 1992

Country Age limit Amount per child Targed assistance to Tax provisions
single-parent families
Denmark 18 years 0-6 years:  $1,053 Guaranteed child None
support = $991/child
7-17 years: $796
Norway 16 years 0-3 years: $827 Allowance equivalent to None
+1st child:  $1,186 one additional child +
+2nd child:  $1,243 guaranteed child support =
+3rd child:  $1,407 $1,305/child
+4th child:  $1,479
+5th child:  $1,523
+ sub. children:  $1,523
Sweden 16 years Istchild:  $1,121 Guaranteed child support =  None
(20 years if 2nd child:  $1,121 $1,748/child
in secondary 3rd child:  $1,682
education) 4th child:  $3,251

Source: For Denmark and Norway, see Jonathan Bradshaw et al., Support for Children: A Comparison of Arrangements in Fifteen Countries,
London, Department of Social Security, report no. 21, HMSO, tables 4.1, 4.3, 4.5 and 5.3.

For Sweden, see Daniéle Bélanger, Fécondité et politiques familiales en Scandinavie depuis 1960. Report submitted to the Secrétariat a la famille
du Québec, October 1992. For purchasing power parity indices, see OECD in Figures, 1993.

parents, to ensure the economic security of chil-
dren when the parents terminate their conjugal
lives or to reduce child poverty. Or, they might aim
to supplement low incomes, increase the incen-
tive to work by allowing other social benefits (such
as employment insurance) to be paid regardless of
family responsibilities® or contribute to the social
contract where salaries, which do not take into
account parental responsibilities, are concerned.

The result of this multiplicity of objectives has
been that industrialized countries do not have
uniform public policies in this field, even though
they are all preoccupied with families’ living
conditions. Each articulates varying degrees of
horizontal and vertical income redistribution
and varying priorities regarding, for example,
targeted assistance to single-parent families and
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measures to encourage mothers to pursue pro-
fessional activities.® Table 11 summarizes the
common model of public support for children in
Scandinavian countries. In the three examples
here, Denmark, Norway and Sweden, the support
strategy is very simple: nontaxable family
allowances are paid for all children, with a sup-
plement for young children (in two out of the
three countries); there is no tax relief for chil-
dren; and there is a guarantee of public support
for single-parent families when the non-custo-
dial parent does not contribute financially to the
support of the children (or there is none). Our
proposition of a universal family allowance is
directly inspired by this model.



[llustration of the effect of a nontaxable
universal family allowance

On the basis of the principles that we have out-
lined, we propose, as an illustration, the imple-
mentation of a nontaxable universal family
allowance. This financial assistance measure con-
stitutes the cornerstone of a family policy that
grants a minimum equal social value to all chil-
dren, whatever their parents’ income. Such com-
pensation for the private cost of raising children,
would be an indication of the importance that soci-
ety attaches to children and the primary role that
parents play in their education. Our proposition is
clearly oriented toward the principle of horizontal
redistribution: taxpayers, regardless of their fam-
ily status, should pay taxes on the basis of their
financial ability to contribute to the financing of
government assistance to families. This redistrib-
ution in favour of families allows differences in the
ability to pay to vary according to periods in the
life cycle where taxpayers do or do not have
parental responsibilities.

This approach is also based on the economic
view that without state intervention there is a risk
of under-investment in the human capital of chil-
dren, particularly due to the size of the investment
in time and money required and the duration of
the investment. An adequate investment that pro-
vides high quality human capital for the future
will produce benefits for all of society.

The universal approach to family assistance
offers the undeniable advantage of being much
simpler than the targeted approach, since the lat-
ter has to establish thresholds and reduction rates
that take into account the particularities of each
family. What is more, the universal approach has
the advantage of not passing any value judgment
as to families’ lifestyle preferences.® It provides
the same financial assistance to families with one
spouse at home as it does to those with both
spouses working outside the home.
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To illustrate our proposition, we use the same
budgetary envelope as that devoted to families by the
two levels of government in 1995. (See the Appendix
for a more detailed description of the methodology
used.) In total, a budgetary envelope of $2.9 billion
is available, that is, a little less than the $3.1 billion
spent in 1995 and the $3 billion which would be
spent in 1998 after the reduction in the expenditure
on social assistance. The funds dedicated to families
as part of other targeted programmes are not brought
into the calculation, that is, approximately $200 mil-
lion for the Parental Wage Assistance programme
and the sales tax credits.

We illustrate our proposition with two family
allowance systems. In the first system, a family
allowance of $1,752 per child is paid for all children
under 18 years of age. In the second system, the
allowance is more generous for young children.
Thus, we suggest that a supplement of 40 percent
be paid for children aged six years and under, com-
pared with that for children aged seven to 15 years,*
and that no allowance be paid for children aged 16
and 17 years. The allowance would be $2,754 for
children aged six years and under and $1,377 for
children aged seven to 15 years. The exclusion of
children aged 16 and 17 from family allowance ben-
efits may seem harsh to families, as was the elimi-
nation of the nonrefundable tax credit for children
pursuing post-secondary studies and the additional
credit for single-parent families. This choice was
made for three reasons:

1) Parentsofchildrenaged four yearsand
under devote an enormous amount of
time to their children, which most
often translates into a significant
reduction in paid work time or the
withdrawal of one of the parents from
the labour market.*

2) The parents of children aged 16 and 17
years are generally not at the begin-
ning of their professional lives but
more likely at the peak, and are thus



Table 12

Financial impact of universal family allowance proposals,
average amount per family, all families, Quebec, 1998 (dollars)

Net family Total Universal Age-dependent Age-dependent
income assistance allowance allowance allowance (non-zero
class ($) amounts only)*
1995 1998 Difference 1998 Difference 1998 Difference
10,000 and under 2,720 2,877 157 3,090 370 3424 704
10,000 to 20,000 3,725 2,940 -785 2,789 -936 3,131 -594
20,000 to 25,000 3,946 3,045 -901 3,148 -798 3,51 -435
25,000 to 30,000 4,925 3,082 -1,843 3,185 -1,740 3,426 -1,499
30,000 to 40,000 3,959 2,967 -992 2,991 -968 3,413 -546
40,000 to 50,000 3,263 3,062 211 3,045 -218 3,324 61
50,000 to 75,000 2,330 3,229 899 3,206 876 3,514 1,184
75,000 and over 1,576 3,117 1,541 2,887 1,31 3,290 1,714
Total 3,133 3,056 =77 3,058 -75

Source: Calculations by the authors.

! Average assistance to families with children of 15 years and under, excluding families with children of 16 and 17 years.

in a better position to provide for their
children’s needs.®
3) Quebec subsidizes post-secondary edu-
cation to a much greater extent than
do the other Canadian provinces. Con-
sidering the fact that the private prof-
itability of post-secondary education
isrelatively high, it did not seem exces-
sive to reduce assistance for it.

The universal family allowance would not be a
substitute for the “child portion” of social assis-
tance. We are making the judgment that social assis-
tance for families should cover essential needs,
while taking into account the assistance paid as
universal assistance to families. This does not
imply that the levels of social assistance should not
be revised. However, if they are, it should be to ful-
fill other objectives. It will become clear later how
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we propose to mitigate the disincentive effects on
labour market participation of social assistance.

The results of the two propositions are presented
in Table 12. If we look separately at the age-depend-
ent universal assistance,* which appears to be the
best proposition, we note the following:

1) On average, families would receive a
family allowance payment of nearly
$3,400 per year (slightly more than
$280 per month).

2) Families with net income under
$10,000 would see an increase over the
amount they received in 1995.

3) The families who would be losing the

most, compared with the situation in
1995, are those in the $10,000 to $40,000
income category. This is particularly
true of families with an income



4)

5)

between $25,000 and $30,000, because
they no longer benefit from the
income tax reduction for families. It is
in these income classes, as well as those
of $10,000 and less, that a combination
of complementary programmes such
as work incentives, highly subsidized
child-care services and programmes
specifically targeted at young children,
could come into play.

The pursuit of the objective of hori-
zontal equity means that families with
the highest incomes would gain the
most from this approach. However,
child-care assistance, which could vary
according to income, would compen-
sate for this effect. Note that more than
any other income class, higher-
income families are indirectly financ-
ing part of this assistance through
their income taxes.

Tables A.12 to A.20 in the Appendix
present similar results. Families with
income levels between $20,000 and
$40,000 would incur a financial loss
under this universal family allowance
programme. However, they would be
targeted by a complementary work-
incentive programme. Also, families
with three children or more would
receive less, on average, compared
with the 1995 situation. This is
because our proposition does not
include variation of allowances
according to the rank of the child, as
was the case in 1995. Finally, families
with children aged six years and
under are definitely the big winners
in this proposition, particularly those
with two or more children: at all
income levels, the financial assistance
they receive increases.
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This proposition illustrates the potential offered
by the budgetary envelope devoted to families by
governments. In particular, the funds available pro-
vide for a relatively generous universal approach,
if one compares it with the approach proposed by
the government and even with the amounts paid by
the Scandinavian countries. However, any addi-
tional proposition will reduce the amount paid in
family allowances. For example, reducing the age-
related allowance by $400 generates an additional
$340 million annually to finance other pro-
grammes directed at families.

A policy of support for child care

There are two arguments in the economic lit-
erature that justify the need for a government
child-care policy.* The first argument is one of
imperfect information: the quality of child-care
services is difficult to evaluate, making it hard for
parents to make good choices. The government
can improve this situation by regulating and sub-
sidizing these services. In principle, such inter-
vention would ensure that there is a minimum
quality of services and, in the interest of children,
encourage parents to use child-care services of a
certain quality.

The second argument rests on the efficiency of
choices between work, domestic production and
leisure. As we have seen, the cost of child-care serv-
ices could be a barrier to labour market entry, espe-
cially for those whose qualifications and profes-
sional experience are not well paid. People with
lower levels of education and few professional qual-
ifications have to turn to social assistance to meet
their needs and those of their children. In the long
term, this involves social and economic costs for
society. It is in society’s interest to reduce the cost
of entry into the labour market in order to facili-
tate labour market reinsertion or attachment, espe-
cially for those women with few professional qual-
ifications. For more educated people and those with



high professional qualifications or labour market
experience, the cost of child-care services has much
less of an effect. Other variables such as spouses’
income appear to be more important in determin-
ing labour market participation. Nevertheless, the
cost of child-care services is one of the fixed costs
of having a paid job, and, in general, the tax system
recognizes the existence of these costs by allowing
them, at the very minimum, to be deducted from
taxable income.

The creation of a regulated system would
encounter many more obstacles than would a pol-
icy of reducing the costs of entering the labour mar-
ket. While it is desirable and easy to establish
hygiene and safety standards, it is more difficult to
establish standards with respect to the require-
ments of care, types of activity, quality of educators
or desirable child-educator ratios. In short, why
should we expect the government to know more
about children’s needs than parents do? Parents
have shown themselves to be more interested in
having child-care services that meet their require-
ments in terms of the type of care that they want in
their absence. For example, some parents want
their children to be cared for according to their reli-
gious preferences. Others are opposed to any reli-
gious culture in the daycare centre. Some want
emphasis placed on cognitive development, others
on emotional development. Some are more inter-
ested in the proximity of the daycare centre, others
in the child-educator ratios. Therefore, it would
likely be difficult for governments to meet the
requirements of all parents.

The picture drawn earlier of types of care cho-
sen by Quebec parents for their young children
shows that they are looking for diversity and flex-
ibility and seem to be ready to pay for it. By the
same token, they are not looking for the lowest
possible cost but the availability of daycare centre
places that fit in with their employment. In its
reform, the government placed all the emphasis
on regulated care at the expense of other potential
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types of care. This approach introduces a signifi-
cant distortion in the child-care services market.
Through the reduction in price, parents will be
attracted to a type of care that does not necessar-
ily correspond with their needs. From the eco-
nomic and social points of view, it is more effi-
cient to let parents express their preferences
through the market. As we have seen, our univer-
sal family allowance proposal does precisely that:
it allows parents to express their preferences and
does not discriminate against families where one
parent chooses (or is forced as a result of a diffi-
cult work situation) to stay at home.

The objective of allowing low-income parents
to return to or stay in the labour market when
their children are young is relatively simple to
meet. It is not necessary to institute some form of
nationalization of daycare centres as chosen by
the Quebec government. This approach is proba-
bly going to involve a substantial increase in the
cost of offering the service as a result of demands
related to pay-equity and increased unionization.
From a social perspective, this is undoubtedly jus-
tified considering the salaries paid to daycare cen-
tre educators, but from a budgetary standpoint it
will exert enormous pressure on public resources.
The refundable tax credit for child-care expenses
that existed before the reform provided very
appropriate financial assistance to parents. This
assistance enabled government to better control
the resources they deployed by sharing the cost of
child-care services with parents, notably by
assuming a more reasonable portion of the child-
care costs of higher-income parents.

Our proposition consists of putting in place a
system of subsidies for parents that varies accord-
ing to their income (in the form of a refundable tax
credit), similar to the one that existed before the
reform and still applies for children who are not
covered by the $5-per-day programme. The zero-fee
policy would be extended to working families with
very low income and parents who want to go off



social assistance. Cleveland and Hyatt*® show that
such an approach, even if it appears to cost a little
more than what existed before the reform, is likely
to bring about an important reduction in social
assistance payments and significant gains in
labour market participation. They estimate that if
a single mother who seeks employment could earn
$20,000 annually, a fully subsidized child-care pro-
gramme would pay for itself. It would be difficult to
estimate the costs of the measures we suggest since
they depend heavily on its impact on labour-mar-
ket participation for families who depend on social
assistance. Nevertheless, it is realistic to suppose
that such a measure can be financed from within
the budgetary envelope that is currently dedicated
to families without appreciably reducing the uni-
versal allowance. An amount of $400 million,
almost equivalent to the value of the tax credit for
child-care expenses and the financial assistance for
child-care services before the reform, would be suf-
ficient. To finance it, the age-dependent allowance
would have to be reduced by around $470.

Finally, in addition to providing financial assis-
tance to child-care services, society would benefit
from offering various prevention programmes to
disadvantaged families, particularly those directed
toward isolated young mothers. As with the financ-
ing of education, the whole of society, not only fam-
ilies, must be called upon to contribute to financ-
ing these programmes. There are social advantages
to these programmes, such as a reduction in the
school drop-out rate or less social problems related
to growing up with a disadvantaged background
(e.g., drug addiction and delinquency).

Incentive to work

Work incentives are not an objective of family
policy but one of social policy that rounds out an
income security policy. For a given government
budget, it is preferable to aim to secure and finance
awork incentive measure from the budget allocated
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to social assistance rather than from the family
assistance budget. This was the objective of the
Parental Wage Assistance (PWA) programme. It was
harmonized with the tax system and the social
assistance programme. Theoretically, when com-
bined with its child-care expenses reimbursement
component, it was a well-conceived programme.
Unfortunately, it always had a problem reaching its
target clientele, especially low-income families
who were not collecting social assistance. In the
reform proposed by the Quebec government, the
scope of the PWA programme is reduced. Moreover,
it should be mentioned that the federal government
has decided to convert the working-income sup-
plement into a National Child Benefit Supplement,
a benefit that supplements any source of income,
not only income from paid employment.

In principle, there are advantages to using the
new Quebec family allowances to promote the
incentive to work because benefits are paid auto-
matically, allowing it to reach the whole of the tar-
get clientele. However, this approach makes family
assistance much more complex and gives rise to
inequities. In addition, since the objective is much
more in the domain of social than family policy, we
prefer to approach this issue separately and finance
it from other budgets.

Without claiming to exhaust this extremely com-
plex issue, we think that it would be useful to assess
the possibility of establishing a more flexible, more
generous, and more universal programme for fam-
ilies with low working income, actual or potential.
It could be financed in part by a reduction in social-
assistance benefits, funds already devoted to the
Parental Wage Assistance programme and a less
generous family allowance. This proposition is
directly inspired by the American Earned Income
Tax Credit (EITC), which is a key component of the
US strategy to overcome poverty and provide an
incentive to work. The tax credit is refundable for
all earned income from one dollar (US) to $25,078
of earned income (taxable income must also be



Table 13

Parameters of earned income tax credit (EITC),

United States, 1997 (income thresholds in $US)

Number of Rate of Maximum credit range Maximum Phase-out range
children credit (%) credit
Threshold Threshold Reduction Threshold
for maximum for beginning rate (%) for end of
credit of phase-out phase-out
1 child 34.0 6,333 11,610 2,151 15.98 25,078
2 children 40.0 8,892 11,610 3,556 21.06 28,495
Nonet 7.65 4,222 5,277 323 7.65 9,499

Source: John Scholz, "In-Work Benefits in the United States: The Earned Income Tax Credit," Economic Journal, Vol. 106 (January 1996),

pp. 56-69.
*With household members aged between 25 and 65.

under this threshold and investment income under
$2,200) for a family with one child. The parameters
of the 1998 EITC programme are shown in Table 13.

The empirical economic literature on the
effects of this programme®*shows that up until the
credit reaches the maximum amount, labour mar-
ket participation and hours worked increase sig-
nificantly as a result of the programme. It has a
negative but not very significant impact on dis-
posable income of individuals whose income is
higher than the threshold where the phase-out of
the credit begins.

British Columbiaand New Brunswick have intro-
duced the Self-Sufficiency Project (SSP) on an
experimental basis. This programme offers long-
term social assistance claimants a generous finan-
cial incentive to work full time. The first assess-
ments of the programme indicate that a large
number of beneficiaries are taking advantage of the
financial incentive to accept full-time jobs.®

These work-incentive approaches are comple-
mentary because they target two different client
groups: long-term social assistance claimants and
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workers with low income. In our opinion they are
a much better complement to an income-supple-
ment programme than using family allowances for
work-incentive purposes. We do not have informa-
tion that would allow us to estimate the cost of such
a measure for Quebec. However, our simulations
indicate that compared with the situation in 1995
the foregone revenue of families with income
between $10,000 and $40,000 is in the order of $230
million, which is an indication of the potential cost
of these measures.

Conclusion

amily assistance has changed radically
over the past few years. Governments
have abandoned little by little the uni-
versal nature of assistance to direct their financial
support toward low-income families. This is a polit-
ical choice that can be defended in terms of prin-
ciples as it targets assistance toward families who
need it more in the context of the reorganization of
public finances, contributes to the fight against



poverty and provides an incentive to work. The
objectives being pursued here are simplicity and
efficiency. Generally, the policies have been well
received. The public finance crisis of the 1980s and
1990s made taxpayers aware of the limits to gov-
ernment intervention to the extent that today, tar-
geted social policies appear normal, as long as they
are targeted for the right reasons.

The previously universal nature of family assis-
tance is not a matter of heresy. A family assistance
policy is not a policy to fight against poverty. Nor
is it a work-incentive policy. A family-assistance
policy is based on recognition by the collectivity of
the benefits accrued from raising children, which
is a complex task that is full of obstacles. Even if
there are several measures and programmes to sup-
port families in their task, a family policy should
nevertheless be based on financial assistance paid
to all families regardless of their income or socio-
economic characteristics.

Is universal assistance to families realistic?
The answer provided in this document is clearly
positive. Our assessment of the impact on the
family budget of the new selective policies intro-
duced by the Quebec and federal governments
showed the following:

1) The 1993 federal Child Tax Benefit
improved the financial situation of
around 15 percent of families, that is,
those with an income between $10,000
and $25,000. It is difficult to imagine
how this benefit, certainly more gen-
erous, will succeed in reducing child
poverty, the primary objective pur-
sued by the federal government. We
should recall that the federal govern-
ment significantly reduced its family
assistance budgets in the 1980s. By
increasing its budgets in 1998, the fed-
eral government has chosen to give
back to certain families — those with
income between $10,000 and $25,000
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2)

3)

— the sums of money it has taken away
from all families over the years. Fami-
lies in the $25,000 to $30,000 income
category will be subject to a higher
benefit clawback rate, which could
have a negative effect on the incentive
to work. In the end, families with an
income higher than $30,000 will be
only marginally affected by the new
federal policy. We should also note that
the federal government, after reducing
its transfers to the provinces for social
programmes, will assume a larger part
of the provinces’ expenditures on
social assistance programmes with its
National Child Benefit. It is asking the
provinces, in return, to use the budg-
etary savings accruing for the develop-
ment of the new programmes for the
benefit of families.

Quebec’s new family allowances
improved the financial situation of 28
percent of Quebec families. Large fam-
ilies and families with young children
lose most under the new Quebec pol-
icy. In our simulations, we were not
able to arrive at the figure released by
the Quebec government to the effect
that 95 percent of Quebec families
would benefit from the new family
policy. The budget allocated to the
Quebec families increased apprecia-
bly between 1985 and 1995, and the
Quebec government, to its credit, has
elected to preserve it. In contrast, it has
chosen to finance the extension of edu-
cational services from within the same
budgetary envelope and include work
incentive measures which clearly
should be financed by all taxpayers.
The new policy of highly subsidized
child-care services does not make up



for the loss of financial assistance
experienced by families. The choice of
paying targeted financial assistance
and offering child-care services to all
families at a reduced cost is debatable.
It has been clearly established that the
cost of child-care services constitutes a
barrier to labour market entry for low-
income families but not for middle-
and high-income families. Moreover,
the analysis of the types of care used
by parents shows that parents are first
and foremost looking for flexibility in
the provision of child-care services,
which is not necessarily offered by
regulated child-care services. Overall,
we can conclude that low-cost child-
care services and the extension of pre-
school services, to a large extent,
responds to the educational and child-
care needs of middle-class parents, but
this income bracket is expected to pay
a lot through a reduction in their
financial assistance.

4) For children from disadvantaged
backgrounds, it appears that their
supervision would have to be
increased in order for the new child-
care and kindergarten services to have
a permanent effect on their chances
of succeeding in school. This
approach is not included in the gov-
ernment’s plans.

We have also shown that it is possible, within the
government budgets in effect in 1998, to grant an
average nontaxable universal family allowance of
over $3,000 per year. Most families would benefit
from this approach, except those with income
between $10,000 and $40,000. For this income class,
we propose the introduction of a working-income
tax credit largely inspired by the American pro-
gramme. Finally, we propose backtracking where
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child-care subsidies are concerned. We suggest that
low-income families be given access to child-care
services at low-cost or even no cost for families on
social assistance and those with very low income.
Government assistance would nevertheless be
reduced as family income increases.

Government choices concerning family assis-
tance are not guided by budgetary necessities: the
federal government’s budget devoted to families
was recently increased while that of the Quebec gov-
ernment’s has been maintained. Rather, the two lev-
els of government have recognized society’s choice
to assist low-income families to the detriment of
other families. For us, this choice is debatable, as
much on the level of principles as that of the means
taken to achieve the objectives.



Appendix 1

Simulation and estimation
procedures and additional
results

he federal Child Tax Benefit and the new

Quebec family allowances are calcu-

lated from net family income as defined
for tax purposes. In calculating each family’s net
family income, we first estimated gross family
income using information on the different sources
of income from the Survey of Consumer Finances
(SCF), and then we estimated net income using
Quebec personal taxation statistics. The various
sources of income defined in the SCF and taxable
income defined by the Quebec Ministry of Revenue
and Revenue Canada correspond quite closely,
which enabled us to obtain each family’s gross fam-
ily income. To obtain net income, we designated for
each family an average deduction according to 1995
Quebec Ministry of Revenue aggregate taxation sta-
tistics by gross income class (by gross income of
both spouses in two-parent families).

The SCF provides the global amount of financial
assistance received by each family from the Quebec
and federal governments for their children but does
not distinguish the source (e.g., basic family
allowances versus allowances for young children).
The SCF also includes information on personal
income taxes paid by families. This information is
useful for calculating the "child portion" of the Que-
bec personal income tax deduction. In a second
step, several family benefits for 1995 are specifi-
cally attributed to each family, taking into account
their net family income and information available
on the age and number of children and parameters
of each specific program. The financial assistance
programmes included in the calculations are pre-
sented in table A.1. The first column identifies the
financial support programmes, the second column
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gives the total amount of support allocated to fam-
ilies according to our estimates and the last column
presents the governments’ estimates of their spend-
ing on these programmes in 1995. Our estimating
procedures underestimate the real assistance pro-
vided by the federal government by $78 million and
that provided by the Quebec government by $137
million. Note also that there are four programmes
for which our data base did not enable us to esti-
mate the amount for each family. These pro-
grammes are social assistance, the Parental Wage
Assistance (PWA) programme, the refundable tax
credit for child-care expenses and subsidies to child-
care services. Social assistance benefits are consid-
erably underestimated in the SCF, PWA benefits
cannot be distinguished from other Quebec gov-
ernment transfer programmes, and the survey does
not provide information on types of care chosen by
working parents.

In athird step, the parameters of the new Quebec
family assistance and the new federal Child Tax Ben-
efit are used to establish the financial support that
each family would receive in 1995 according to their
net family income. In the case of the Child Tax Ben-
efit, we assumed that the maximum allowances
would be those of 1997 (the basic allowance plus the
equivalent of the working-income supplement) and
that the rates of reduction would be such that fami-
lies with net family incomes higher than $25,921
would receive a benefit equal to that of 1997, that is,
the zero allowance threshold for the supplement.
This implies that the rates of reduction will be
increased (according to the number of children)
when net family income is between $20,921 and
$25,921. In addition, the refundable tax credit for the
Quebec Sales Tax (QST) remains the same. For the
new Quebec family allowances, the nonrefundable
tax credit for dependent children remains the same,
the rate at which the tax reduction for families is
clawed back is raised from four percent to six per-
cent, and the "child portion" of the refundable tax
credit for the QST is eliminated. For the various fam-



ily allowances, the only one retained is the
allowance for handicapped children. The results are
presented in table A.2. The first column identifies
the assistance programmes, the second column
gives the total amount of assistance allocated to fam-
ilies according to our estimates and the last column
presents an estimate of what government spending
on these programmes should be in 1998. When com-
pared with the estimate for 1995, our simulations
reveal that the new federal Child Tax Benefit
involves a spending increase of only $100 million.
With respect to the Quebec programmes, our simu-
lations underestimated Quebec’s spending esti-
mates by $115 million. We did not, however, take into
account what Quebec could collect from reductions
in social assistance assistance beneficits.

In all the steps, calculations are done on the basis
of each individual family. For the purposes of pre-
senting the results, families are grouped according
to their net family income class and the average
impact is calculated per family in the class (stan-
dard errors for each class are not presented).

To take into account the reduction in social assis-
tance benefits to low-income families, we calcu-
lated the number of families who collected social
assistance in Quebec in 1994. Table A.3 presents the
number of families, the rate of participation in
social assistance and the average amount of social
assistance payments reported by participants
according to net family income and certain family
characteristics. We note that a very large propor-
tion of families with net family incomes under
$5,000 had social assistance as their sole source of
income.” Thus, we estimate that around 118,000
families with a net family income under $10,000
received, on average, a little over $10,000 worth of
benefits. On average, these families’ situations
should not change following the implementation
of the new family benefits. The new benefits aim to
increase net assistance to families with low work-
ing incomes and to maintain the financial situa-
tion of families collecting social assistance.
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The additional simulation results are presented in
tables A.4 to A.9. Tables A.10 and A.11 present addi-
tional information taken from the National Longi-
tudinal Survey of Children and Youth (NLSCY).

The fourth step of our simulations allowed us to
measure the financial impact on family budgets of
two mutually exclusive types of universal family
allowances. These systems would replace the vari-
ous Quebec family allowances (including the
allowance for handicapped children), the income
tax reduction for families and the tax credit for
dependent children (for single-parent familiesand
children pursuing post-secondary education) as
well as the federal Child Tax Benefit (including the
working-income supplement). In 1995, financial
support given to families through Quebec pro-
grammes amounted to $1.8 billion, that is, $1,083
per child. In 1994, the federal government spent
around $4.950 billion in Canada as a whole on the
federal Child Tax Benefit and working-income
supplement, that is, $712 per child. For Quebec, we
estimate that the total expenditure by the two lev-
els of government is in the order of $2.9 billion per
year. The first universal family allowance model is
allocated uniformly to families for each child
under 18 years of age. The amount allocated is
$1,752, that is, a little less than the sum of that
spent by the Quebec and federal governments in
1995 on the aforementioned programmes. The sec-
ond universal family allowance model varies
according to the age of each child, in favour of the
youngest children: for children aged six years and
under, the allowance is $2,754, and for children
aged 7 to 15 years, the allowance is $1,377. For fam-
ilies with children aged 16 and 17 years, no
allowance would be provided. In both cases, the
total cost of the allowances is $2.9 billion.

Additional results are presented in tables A.12
to A.20.



Table A.1
Annual amounts allocated to families and spent under government
financial assistance programmes for children in Quebec, 1995 (millions of dollars)

Programmes Annual amount Annual amount Difference
allocated (A) spent (B) (B-A)

Federal government

Child Tax Benefit 1,140 1,202 62
Working-income supplement 71 81 10
“Child portion” of the GST tax credit 68 74 6
Total 1,279 1,357 78

Quebec government

Allowance for young children 136 136 0
Basic family allowance 257 260 3
Allowance for newborn children 12 190 78
Allowance for handicapped children 43 45 2
Income tax reduction for families 365 387 22
“Child portion” of the QST tax credit 21 28 7
Nonrefundable child tax credit* 763 788 25
Total allocated 1,697 1,834 137
“Child portion” of income security 0 465 465
Parental Wage Assistance 0 61 61
Child-care expenses tax credit 0 161 161
Child-care service subsidies 0 209 209
Total unallocated 0 896 896

Source: Calculations by the authors. For the amounts spent by the Quebec government, see Ministry of Finance, La fiscalité des particuliers et les
programmes de transfert, Document 11, Fiscalité et financement des services publics, Government of Quebec. The federal government figures were
provided by the Régie des rentes du Québec.

*For dependent children, single parents and children pursuing post-secondary education.




Table A.2
Annual amounts allocated to families and estimated cost of government
financial support programmes for children in Quebec, 1995 (millions of dollars)

Programmes Annual amount Estimated annual Difference
allocated (A) cost (B) (B-A)

Federal government

Child Tax Benefit 1,310 X 7
“Child portion” of GST tax credit 68 74 6
Total 1,378 ? ?

Quebec government

New family allowances 723 791 68
Income tax reduction for families 242 264 22
Nonrefundable child tax credit! 763 768 52
“Child portion” of the QST tax credit 0 0 0
Total credited 1,728 1,843 115

“Child portion” of income security 0 ? ?
Tax credit for child-care expenses 0 ? ?
Parental Wage Assistance 0 27 ?
Subsidies for child-care services 0 ? ?
Total unallocated 0 ? ?

Source: For amounts allocated, calculations by the authors. For estimated annual costs, data provided by the Régie des rentes du Québec.
*For dependent children, single parents and children pursuing post-secondary education.

X: The government has not made public its estimates of the cost of this measure.

?: Cost unknown.



Table A.3
Number of families, rates of participation in social assistance and average amount
of benefits received, by net family income class, Quebec, 1994

$5,000 and under $5,000-$15,000 $15,000-25,000 $25,000-$35,000 $35,000 and over

All families 100,591 67,594 97,594 145,840 537,052
Participation rate 0.94 0.37 0.12 0.04 0.01
Amount received ($) 10,497 5,235 3,710 3,826 4,901

Families with 1 child 52,404 41,076 46,762 67,619 213,206
Participation rate 0.90 0.40 0,10 0.03 0.02
Amount received ($) 10,034 5,382 2,954 4,194 6,532

Families with 2 children 35,027 17,375* 35,502 58,106 241,827
Participation rate 0.87 0.39 0.15 0.03 0.01
Amount received ($) 10,670 5,210 4,152 4,578 2,403

Families with 3 children o o o o 66,688
Participation rate ** ** b ok 0.01
Amount received (%) 11,322 ** b i **

Families with 1 child aged  22,982* b 20,443¢ 27,593* 85,000

0-6 years
Participation rate 0.87 b 0.07 0.02 0.01
Amount received ($) 10,285 b b ok **

Families with 2 or more 19,274* b b 25,580 100,378

children aged 0-6 years
Participation rate 0.87 ** ** 0.01 0.00
Amount received ($) 11,582 5,801 2,764 ki i

Total, two-parent families 36,902 39,174 69,823 119,314 516,381
Participation rate 0.87 0.37 1,14 0.04 0.01
Amount received ($) 12,162 6,244 3,772 3,593 4,900

Two-parent families,1 child 17,194* 20,418* 28,57T* 47,794 201,468
Participation rate 0.92 0.47 0.13 0.04 0.02
Amount received ($) 1,710 6,461 2,924 4,193 6,531

Two-parent families, 2 11,996* 11,693* 27,390 52,274 234,724

children
Participation rate 0.75 0.37 0.16 0.03 0.01
Amount received ($) 12,500 5,592 4,222 4,014 2,403

Two-parent families, 3 or ** ** ** 16,871 64,858

more children
Participation rate ** b b 0.08 0.01
Amount received ($) ** ** ** 2,206 4,928

Female-headed single-parent 63,689 28,420 27,883 26,526* 20,671*

families
Participation rate 091 0.36 0.07 0.02 0.0
Amount received ($) 9,574 3,781 3,419 6,500 0

Sources: Calculated by the authors based on Survey of Consumer Finances (SCF).
* Fewer than 100 observations
** Fewer than 50 observations.



Table A.4
Financial impact of family assistance reforms,* by net family income class,
two-parent families with 1 child under 18 years of age, Quebec, 1998 (dollars)

Net family Number Quebec Federal Total
income of
class ($) families
1998 1995 Diff. | 1998 1995 Diff. | 1998 1995 Diff.

10,000 and under 24,586* 981 237 743 | 1,768 1,286 482 | 2,748 1523 1225
10,000 to 20,000 23,926* 1,218 559 659 | 1,725 1,490 234 | 2943 2,049 894
20,000 to 25,000 17,677* 1,324 1,017 306 | 1491 1242 250 | 2,815 2,259 556
25,000 to 30,000 19,571* 1,776 1985  -209 997 1,080 -84 | 2,774 3,066 « -292
30,000 to 40,000 56,250 1,384 1701  -317 792 720 72| 2176 2421  -245
40,000 to 50,000 63,947 846 1334  -488 550 452 98| 1395 1,787  -392
50,000 to 75,000 75,603 635 937  -302 184 nv 67| 1518 1,054 « -235
75,000 and over 33,891 530 719  -189 0 0 0 530 719  -189
Total 315,951 981 1,117 -136 1 598 |« -113| 1,691 1,715 -23

Source: Calculations by the authors.

* Fewer than 100 observations.

* Does not take into account the reduction in social assistance payments.

Table A.5

Financial impact of family assistance reforms,* by net family income class,

two-parent families with 2 children under 18 years of age, Quebec, 1998 (dollars)
Net family Number Quebec Federal Total
income of
class ($) families

1998 1995 Diff. | 1998 1995 Diff. | 1998 1995 Diff.

10,000 and under 16,914* 2,029 628 1401 | 3292 2433 859 | 5322 3061 2261
10,000 to 20,000 18,435* 2392 1012 1,380 | 3243 2735 507 | 5634 3,747 1,887
20,000 to 25,000 15,730* 2,152 1,194 957 | 2,797 2471 327 | 4949 3,665 1284
25,000 to 30,000 23,852* 2,649 2806  -157 | 1,967 2172 = -205| 4,616 4,978  -362
30,000 to 40,000 58,929 2,257 2609 -353 | 1590 1573 17 | 3847 4183  -336
40,000 to 50,000 58,082 1678 2228  -550 | 1,084 101 74| 2,763 3239  -476
50,000 to 75,000 97,904 1135 1,714  -578 346 296 49| 1481 2010 -529
75,000 and over 48,231 1046 1503  -457 0 0 0| 1,046 1503 @ -457
Total 338,077 1679 1888 -210 (1,174 1,073 -101| 2,853 2961 -108

Source: Calculations by the authors.
*Fewer than 100 observations.
! Does not take into account the reduction in social assistance payments.




Table A.6
Financial impact of family assistance reforms,* by net family income class,
two-parent families with 3 children under 18 years of age, Quebec, 1998 (dollars)

Net family Number Quebec Federal Total
income of
class ($) families

1998 1995 Diff. | 1998 1995 Diff. | 1998 1995 Diff.
10,000 and under 9,858* 3,298 1,780 1517 | 5,438 4,948 489 | 8,729 6,729 2,006
10,000 to 20,000 11,120* 4,030 2464 1566 | 5574 5542 32 | 9,598 8,007 1,598
20,000 to 25,000 7,653* 4,051 3040 1,011 | 4927 5,213 -286 | 8,978 8,253 725
25,000 to 30,000 12,364* 3,415 3,390 25 | 3,258 4494 -1237 | 6,673 7884 -1211
30,000 to 40,000 17,542* 4124 4,429 -305 | 2,778 3,657 -778 | 6,803 7,886 -1,083
40,000 to 50,000 23,770 3,557 4,039 -482 | 2,334 3,165 -832 | 5,890 7,204 -1314
50,000 to 75,000 35,696 2,644 3,339 -695 | 1,578 2,388 -810 | 4,223 5,728 -1,505
75,000 and over 10,063* 1,624 3,828 -2,203 223 724 -501 | 1,848 4552 -2,704
Total 128,066 3,265 3448 -183 | 2,783 3405 @ -622 | 6,048 6,852 -805

Source: Calculations by the authors.
*Fewer than 100 observations.
! Does not take into account the reduction in social assistance payments.

Table A.7
Financial impact of family assistance reforms,* by net family income class,
families with 1 child under 18 years of age, Quebec, 1998 (dollars)

Net family Number Quebec Federal Total
income of
class ($) families

1998 1995 Diff. | 1998 1995 Diff. | 1998 1995  Diff.
10,000 and under 66,822 1,837 293 1543 | 1,748 1,278 470 | 3,584 1571 2,013
10,000 to 20,000 46,763 2,022 945 1,057 | 1,710 1,519 191 | 3,712 2,464 1,248
20,000 to 25,000 26,657* 151 1,395 116 | 1,483 1,286 197 | 3,308 2,995 313
25,000 to 30,000 33,580 2290 2,509 -219 991 1,074 -82 | 3282 3583 -301
30,000 to 40,000 66,272 1,543 1,848 -315 796 723 73| 2,339 2581  -242
40,000 to 50,000 68,310 926 1,390 -464 551 456 95| 1478 1,847  -369
50,000 to 75,000 78,772 703 998 -295 186 19 65 969 1,198  -229
75,000 and over 33,891 530 719 -189 0 0 0 530 719  -189
Total 421,067 1,359 1,202 157 890 749 141 | 2,249 1,951 298

Source: Calculations by the authors.
‘Fewer than 100 observations.
* Does not take into account the reduction in social assistance payments.




Table A.8
Financial impact of family assistance reforms,* by net family income class,
families with 2 children under 18 years of age, Quebec, 1998 (dollars)

Net family Number Quebec Federal Total
income of
class (%) families

1998 1995 Diff. | 1998 1995 Diff. | 1998 1995  Diff.
10,000 and under 42,322 2,767 621 2,145 | 3271 2,430 841 | 6,037 3,051 2,986
10,000 to 20,000 25,984* 2,739 1169 1571 | 3233 2,724 509 | 5973 3,893 2,080
20,000 to 25,000 19,598 2,127 1,380 757 | 2,792 2,483 308 | 4919 3,863 1,056
25,000 to 30,000 28,220* 2,800 2,975 -175 | 1974 2,180  -205| 4,775 5155  -380
30,000 to 40,000 62,199 2316 2,668 -351 | 1,591 1,570 21| 3938 4238 -330
40,000 to 50,000 59,847 1,719 2,261 -542 | 1,087 1,013 74| 2806 3274  -468
50,000 to 75,000 101,436 1,203 1,775 -570 353 303 50 | 1,556 2076  -520
75,000 and over 48,231 1,046 1,503 -457 0 0 0| 1,046 1503 « -457
Total 387,837 1878 1,850 19 | 1,373 1,219 154 | 3,252 3,079 173

Source: Calculations by the authors.
"Fewer than 100 observations.
! Does not take into account the reduction in social assistance payments.

Table A.9
Financial impact of family assistance reforms,* by net family income class,
families with 3 children under 18 years of age, Quebec, 1998 (dollars)

Net family Number Quebec Federal Total
income of
class ($) families

1998 1995 Diff. | 1998 1995 = Diff. | 1998 1995 Diff.
10,000 and under 16,190" 3790 1640 2150 | 5380 4,957 423 | 9169 6596 2573
10,000 to 20,000 13,037* 4,186 2507 1,679 | 5453 5,410 43 | 9,639 7917 1,722
20,000 to 25,000 8,518 3957 3,004 053 | 4864 5093 @ -229 8820 8,096 724
25,000 to 30,000 12,788* 3496 3,468 27 | 3248 4474 -1225| 6,744 7942 -1198
30,000 to 40,000 18,270* 4117 4,465 -348 | 2,771 3545  -773 | 7,890 8,010 -1,120
40,000 to 50,000 24,621 3557 4,026  -469 | 2,319 3142 -823 | 5877 7,168 -1,291
50,000 to 75,000 35,696 2644 3339 -695 | 1578 2,388  -810 | 4223 5728 -1,505
75,000 and over 10,769 1,781 3,875 -2,095 226 738  -513 | 2,006 4,614 -2,608
Total 139,879 3,365 3,366 -1 |2914 3479 -565| 6,279 6,845 -565

Source: Calculations by the authors.
‘Fewer than 100 observations.
! Does not take into account the reduction in social assistance payments.



Table A.10

Number of children under 5 years of age and 6 to 11 years of age, by
type of family and employment status of parents, Quebec, 1994-1995

Two-parent families

Single-parent families

Mothers Fathers Mothers
Number % Number % Number %
Children 0 to 5 years of age
Parent works full time 196,621 40 398,638 83 13,497 20
Parent works part time 68,704 14 15,045 3 4471 7
Parent does not work 223,033 46 70,421 15 49,417 73
Total 488,358 100 484,104 100 67,385 100
Children 6 to 11 years of age
Parent works full time 193392 44 360,747 84 38,300 48
Parent works part time 71,052 16 12,486 3 7,796 10
Parent does not work 171,433 40 54,297 13 33,915 42
Total 435,877 100 427,530 100 80,011 100

Source: Calculations by the authors based on data from the National Longitudinal Survey of Children and Youth, 1st cycle.




Table A.11
Types of care of children under 5 years of age, by type of
family and age of children, Quebec, 1994-1995 (percent)

Children under 5 years of age in two-parent families

Type of care Under 1 year 1 year 2 years 3 years 4 years 5 years
Total, regulated care 34 15 15.4 17.6 20.6 15.3
Other house by other person 15 47 5.8 2.9 4.1 4.0
Daycare or school daycare 1.9 6.8 9.6 14.7 16.5 1.3
Total, unregulated care 20.5 35.6 29.2 24.2 31.6 28.7
Other house, by other person or relative 131 27.6 222 16.7 21.9 18.9
Own house, by brother, sister or other relative 7.1 8.0 6.8 6.2 9.7 9.6
Other type 0.3 0.0 0.2 13 0.0 0.2
None 65.6 436 479 515 42.6 476
Do not work or study 10.3 8.4 43 5.8 51 6.9
Do not know, refuse, unknown 0.1 0.9 31 0.9 0.1 16
Total 81,150 81,598 84,678 80,117 88,498 76,118

Children under 5 years of age in a female-headed single-parent family

Total, regulated care 12.7 12.8 21.1 7.8 5.6 33.2
Other house by other person 0.0 0.5 15 3.6 31 25
Daycare or school daycare 12.7 12.3 19.6 4.2 25 30.7

Total, unregulated care 3.8 55 6.2 35.5 1.3 7.1
Other house, by other person or relative 3.8 55 6.2 355 7.9 5.9
Own house, by brother, sister or other relative 0.0 0.0 0.0 0.0 34 12
Other types 0.0 0.0 0.0 0.0 0.0 0.0

None 9.2 18 4.9 24.3 6.2 54

Do not work or study 72.6 76.4 67.9 324 76.9 525

Do not know, refuse, unknown 17 35 0.0 0.0 0.0 13

Total 6,704 9,954 17,703 9.773 11,784 11,953

Source: Calculations by the authors based on micro-data from National Longitudinal Survey of Children and Youth, 1st cycle.



Table A.12

Financial impact of universal family allowance proposals, average
amount per family with 1 child under 18 years of age, Quebec, 1998

Net family Total Universal Age-dependent Age-dependent
income assistance allowance allowance* allowance (nhon-zero
class ($) amounts only)?

1995 1998 Diff. 1998 Diff. 1998 Diff.
10,000 and under 1571 1,751 180 1,705 134 2,086 515
10,000 to 20,000 2,464 1,751 -713 1,728 -736 2,068 -396
20,000 to 25,000 2,995 1,751 -1,248 1,702 -1,293 2,13 -882
25,000 to 30,000 3,583 1,751 -1,832 1,757 -1,826 2,083 -1,500
30,000 to 40,000 2,581 1,751 -830 1,572 -1,009 2,121 -460
40,000 to 50,000 1,874 1751 -123 1,736 -138 2,124 250
50,000 to 75,000 1,198 1,751 553 1,613 415 2,100 902
75,000 and over 719 1,751 1,032 1,379 660 1,910 1,191
Total 1,951 1,751 -200

Source: Calculations by the authors.
! Average assistance to families with children aged 15 years and under, excluding families with children aged 16 and 17 years.
2The average is calculated using non-zero amounts only.

Table A.13

Financial impact of universal family allowance proposals, average

amount per family with 2 children under 18 years of age, Quebec, 1998

Net family Total Universal Age-dependent Age-dependent
income assistance allowance allowance! allowance (non-zero
class ($) amounts only)?

1995 1998 Diff. 1998 Diff. 1998 Diff.
10,000 and under 3,051 3,502 451 3,955 904 3,955 904
10,000 to 20,000 3,893 3,502 -391 3,620 -273 3,588 -305
20,000 to 25,000 3,863 3,502 -361 3,621 -242 3,712 -151
25,000 to 30,000 5,155 3,502 -1,653 3,821 -1,334 3,821 -1,334
30,000 to 40,000 4,238 3,502 -736 3,714 -524 3,773 -465
40,000 to 50,000 3,274 3,502 228 3,570 296 3,592 318
50,000 to 75,000 2,076 3,502 1,426 3,599 1,523 3,624 1,548
75,000 and over 1,503 3,502 1,999 3,347 1,844 3,490 1,987
Total 3,079 3,502 423

Source: Calculations by the authors.
! Average assistance to families with children aged 15 years and under, excluding families with children aged 16 and 17 years.
2 The average is calculated using non-zero amounts only.




Table A.14

Financial impact of universal family allowance proposals, average
amount per family with 3 or more children under 18 years of age, Quebec, 1998

Net family Total Universal Age-dependent Age-dependent
income assistance allowance allowance* allowance (non-zero
class ($) amounts only)?

1995 1998 Diff. 1998 Diff. 1998 Diff.
10,000 and under 6,596 5,893 -703 6,548 -48 6,548 -48
10,000 to 20,000 7917 6,089 -1,828 5,518 -2,396 5,517 -2,397
20,000 to 25,000 8,096 6,042 -2,054 6,587 -1,509 6,587 -1,509
25,000 to 30,000 7,942 5,652 -2,290 5,527 -2,415 5,527 -2,415
30,000 to 40,000 8,010 5,560 -2,450 5,680 -2,330 5,680 -2,330
40,000 to 50,000 7,168 5,630 -1,538 5,401 -1,767 5,401 -1,767
50,000 to 75,000 5,728 5,716 -12 5,604 -124 5,604 -124
75,000 and over 4,614 5,693 1,079 5,572 958 5,572 958
Total 6,845

Source: Calculations by the authors.
! Average assistance to families with children aged 15 years and under, excluding families with children aged 16 and 17 years.

2 The average is calculated using non-zero amounts only.

Table A.15

Financial impact of universal family allowance proposals,

average amount per two-parent family, Quebec, 1998

Net family Total Universal Age-dependent Age-dependent
income assistance allowance allowance* allowance (non-zero
class (%) amounts only)?

1995 1998 Diff. 1998 Diff. 1998 Diff.
10,000 and under 3,029 3,128 99 3,367 338 3,824 795
10,000 to 20,000 3,873 3279 -5904 3,167 -706 3422 -451
20,000 to 25,000 3,915 3,238 -677 3,486 -429 3,780 -135
25,000 to 30,000 4,952 3,367 -1,585 3,582 -1,370 3,769 -1,183
30,000 to 40,000 3,939 3,034 -905 3,10 -829 3,495 -444
40,000 to 50,000 3,248 3,083 -165 3,10 -138 3,377 129
50,000 to 75,000 2,299 3,247 948 3,237 938 3,537 1,238
75,000 and over 1,547 3,101 1,554 2,888 1,341 3,295 1,748
Total 3,096

Source: Calculations by the authors.
! Average assistance to families with children aged 15 years and under, excluding families with children aged 16 and 17 years.

2 The average is calculated using non-zero amounts only.




Table A.16

Financial impact of universal family allowance proposals, average amount
per two-parent family with 1 child under 18 years of age, Quebec, 1998

Net family Total Universal Age-dependent Age-dependent
income assistance allowance allowance! allowance (non-zero
class ($) amounts only)?

1995 1998 Diff. 1998 Diff. 1998 Diff.
10,000 and under 1,523 1,751 228 1,725 202 2,300 777
10,000 to 20,000 2,049 1,751 -298 1,855 -194 2,080 31
20,000 to 25,000 2,259 1,751 -508 1,942 -317 2,236 -23
25,000 to 30,000 3,066 1,751 -1,315 1,942 -1,124 2,260 -806
30,000 to 40,000 2,421 1,751 -670 1,638 -783 2,164 -257
40,000 to 50,000 1,787 1,751 -36 1,788 1 2,167 380
50,000 to 75,000 1,054 1,751 697 1,645 591 2,124 1,070
75,000 and over 719 1,751 1,032 1,379 660 1,910 1,191
Total 1,715 1,751 36

Source: Calculations by the authors.
! Average assistance to families with children aged 15 years and under, excluding families with children aged 16 and 17 years.

2 The average is calculated using non-zero amounts only.

Table A.17

Financial impact of universal family allowance proposals, average amount

per two-parent family with 2 children under 18 years of age, Quebec, 1998

Net family Total Universal Age-dependent Age-dependent
income assistance allowance allowance* allowance (non-zero
class ($) amounts only)?

1995 1998 Diff. 1998 Diff. 1998 Diff.
10,000 and under 3,061 3,502 441 3,852 791 3,852 791
10,000 to 20,000 3,747 3,502 -245 3413 -334 3,693 -54
20,000 to 25,000 3,665 3,502 -163 3,799 134 3,920 255
25,000 to 30,000 4,978 3,502 -1,476 3,896 -1,082 3,896 -1,082
30,000 to 40,000 4,183 3,502 -681 3,735 -448 3,798 -385
40,000 to 50,000 3,239 3,502 263 3,611 372 3634 395
50,000 to 75,000 2,010 3,502 1,492 3,603 1,593 3,629 1,619
75,000 and over 1,503 3,502 1,999 3347 1,844 3,490 1,987
Total 2,961 3,502 541

Source: Calculation by the authors.
* Average assistance to families with children aged 15 years and under, excluding families with children aged 16 and 17 years.
2 The average is calculated using non-zero amounts only.




Table A.18

Financial impact of universal family allowance proposals, average amount per

two-parent family with 3 and more children under 18 years of age, Quebec, 1998

Net family Total Universal Age-dependent Age-dependent
income assistance allowance allowance! allowance (non-zero
class ($) amounts only)?

1995 1998 Diff. 1998 Diff. 1998 Diff.
10,000 and under 6,729 5,922 -807 6,627 -102 6,627 -102
10,000 to 20,000 8,007 6,197 -1,810 5,581 -2,426 5,581 -2,426
20,000 to 25,000 8,253 6,131 -2,122 6,522 -1,731 6,522 -1,731
25,000 to 30,000 7,884 5,666 -2,218 5,575 -2,309 5,575 -2,309
30,000 to 40,000 7,886 5,573 -2,313 5,732 -2,154 5,732 -2,154
40,000 to 50,000 7,204 5,644 -1,560 5,439 -1,765 5,439 -1,765
50,000 to 75,000 5,728 5,716 -12 5,604 -124 5,604 -124
75,000 and over 4,552 5,724 1,172 5,767 1,215 5,767 1,215
Total 6,852

Source: Calculations by the authors.

! Average assistance to families with children aged 15 years and under, excluding families with children aged 16 and 17 years.

2 The average is calculated using non-zero amounts only.




Table A.19

Financial impact of universal family allowance proposals,
families with children aged 6 years and under, Quebec 1998

Net family Total Universal Age-dependent Age-dependent
income assistance allowance allowance* allowance (non-zero
class ($) amounts only)?
1995 1998 Diff. 1998 Diff. 1998 Diff.
Families with 1 child aged 6 years and under
10,000 and under 1,814 1,751 -63 2,754 940 2,754 940
10,000 to 25,000 2,703 1,751 -952 2,754 51 2,754 51
25,000 to 40,000 2,824 1,751 -1,073 2,754 -70 2,754 -70
40,000 to 50,000 2,018 1,751 -267 2,754 736 2,754 736
50,000 and over 1,167 1,751 584 2,754 1,587 2,754 1,587
Total 2,043 1,751 -292 2,754 11 2,754 1
Families with 2 children aged 6 years and under

10,000 and under 4,829 4,443 -386 6,519 1,690 6,520 1,691
10,000 to 25,000 6,509 4,704 -1,805 6,558 49 6,558 49
25,000 to 40,000 5,924 4,234 -1,690 6,248 324 6,248 324
40,000 to 50,000 4,861 4,076 -785 6,081 1,220 6,081 1,220
50,000 and over 3,522 4,196 674 6,227 2,705 6,227 2,705
Total 4,780

Source: Calculations by the authors.
* Average assistance to families with children aged 15 years and under, excluding families with children aged 16 and 17 years.
2The average is calculated using non-zero amounts only.




Table A.20

Financial impact of universal family allowance, average amount

per female-headed single-parent family, Quebec, 1998

Net family Total Universal Age-dependent Age-dependent
income assistance allowance allowance* allowance (hon-zero
class (%) amounts only)?

1995 1998 Diff. 1998 Diff. 1998 Diff.
0 2,584 2,776 192 3,037 453 3,298 714
1 to 12,500 2,432 2,414 -18 2,430 -2 2,776 344
12,500 to 25,000 3,915 2,539 -1,376 2,283 -1,632 2,692 -1,223
25,000 and over 4,245 2,431 -1,814 1,965 -2,280 2,393 -1,852
Total 3,312

Source: Calculations by the authors.
! Average assistance to families with children 15 years and under, excluding families with children aged 16 and 17 years.
2 The average is calculated using non-zero amounts only.
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Notes

Around $50 million was paid to families that, over the
course of the year, experienced marriage breakups and
ended up financially impoverished, and this was financed
from the income security budget devoted to families.

In 1995, Quebec’s direct financial support stood at $2.32 bil-
lion, that is, the sum of the following (in millions of dol-
lars): income taxes relating to recognition of the essential
needs of children (790), the “child portion” of social assis-
tance (485), tax reduction for families (382), Parental Wage
Assistance programme (60), basic family allowances,
allowances for newborn and young children (584), the
“child portion” of the QST credit (28). The proposed reor-
ganization should translate into total financial assistance
of $2.03 billion coming from the recognition of the essen-
tial needs of children through income tax measures (788),
the Integrated Child Allowance (955), the tax reduction for
families (264) and the Parental Wage Assistance pro-
gramme (27). The difference between the $2.32 billion in
1995 and the proposed reorganization is $295 million.

On this subject, see Ruth Rose’s submission to the Com-
mittee on Social Affairs responsible for evaluating the
income security reform project. Debates of the Committee
on Social Affairs, National Assembly of Quebec, Thursday,
13 February 1997, 5:00 p.m. This document was obtained
from the National Assembly’s Internet site

(www.assnat.gc.ca).

The new drug-insurance programme as well as the overhaul
in the integrated allowance of the "child portion" of social
assistance and of the Parental Wage Assistance programme
are part of this revision.

The QST tax credit remains the same.

In 1997798, it is estimated that the Child Tax Benefit
involved expenditures of $5.35 billion.

More technically, Quebec maintained the variable allowance
according to the child’s rank for the 1997/98 federal tax ben-
efit (as provinces were permitted to do). Starting July 1, 1998,
it returned to the formula used by the other provinces, a uni-
form benefit of $1,020 per child, plus the equivalent of the
amounts of the 1997/98 income supplement. As this partic-
ularly affects families with three or more children, it has
decided to increase the minimum allowance for three or
more children and to adjust the income threshold at which
the rate of reduction of the maximum allowance applies for
families with four children and more.

Government of Quebec, Familles en téte, Les nouvelles dis-
positions de la politique familiale, Les enfants au coeur de nos
choix (Quebec: Ministry of children and family, January
1997), pp. 8-9, from the version taken from the Internet site
(www.mfe.gouv.qc.ca).

Government of Quebec, Ensemble pour un Québec respons-
able, Quebec, Report of the Commission on taxation and
public service finances, October 1996, p. 97.

On October 21, 1997, the newspaper La Presse published a
letter from a single mother with three children and income
of $28,624. As a result of the new family allowances, she
received $58.58 per month, that is, the same amount as her
sister who had a partner and three children, but whose fam-
ily income was $49,002. Why, she wondered, do they get the
same family allowances as her even though she is single
and has a lower income? This illustrates the complexity of
the new approach.
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Ruth Rose, Politiques familiales pour les pauvres: suppléments
au revenu gagné et revenus minimums garantis, paper pre-
sented to I’Association canadienne-francaise pour I'a-
vancement des sciences (ACFAS), Université du Québec a
Trois-Rivieres (UQTR), May 1997.

The government also has micro-data from the Ministry
of Revenue.

This was true at the time the French version of this paper
was published in 1997.

The SCF had, before universal weighting, some 2,900
records on Quebec families with children aged under 18,
which limited the range of family income classes that could
be defined for certain types of families. Recall that Statis-
tics Canada considers that a sample of under 100 records is
not statistically significant.

Our use of the economic family file meant that we lost a
certain number of families considered secondary (who
lived with a parent, parents or a relative), especially single-
parent families whose head was very young. We thus have
aslightly lower number of families (11,000, or one percent)
than that used by the government in its estimates, and they
are more likely to be single-parent families.

One provision of this reform could slightly modify the
financial impact for families where the mother stays at
home. By increasing the exemption for married persons
from $5,900 to $8,250 (while the nonrefundable credit rate
associated with it went from 20 percent to 23 percent), the
tax reform will reduce the taxes payable by families with
one working income. It will thus attenuate the negative
impact of the new family policy for families that do not use
child-care services.

The question of the effect of financial assistance on fertil-
ity is beyond the scope of this paper. Economic studies sup-
portthe ideathat the effect is positive, although modest. See
Pierre Lefebvre, Liliane Brouillette and Claude Felteau,
“Comportements de fécondité et de travail des Québécoises,
allocations familiales et impots: résultats et simulations
d’'un modele polytomique séquentiel de choix discrets,”
L'Actualité Economique: Revue d’analyse économique, Vol. 70,
no. 4 (1994), pp. 399-451. In addition, analyses of fertility
between 1986 and 1993 indicate that financial assistance
had a significant effect on third births in Quebec. See
Philippe Kearns, Pierre Lefebvre and Philip Merrigan, “The
Effect of Tax-Transfer Policies on Fertility by Rank in
Canada and Quebec: A Probit Analysis with Grouped Data,”
UQAM, 1995, mimeo.

See Robert Haverman and Barbara Wolfe, Succeeding Gen-
erations: On the Effects of Investments in Children (New York:
Russell Sage Foundation, 1994); Sara McLanahan and Gary
Sandefur, Growing Up with a Single Parent: What Hurts, What
Helps (Cambridge: Harvard University Press, 1994); and
Ginette Paquet, “Investir aupres des enfants défavorisés,” Le
Devoir, 13 August 1997, p. A7.

Camil Bouchard explains that psychological research data
concerning relationships between cognitive development
and parents’ incomes are unambiguous. He cites Ameri-
can studies that show that the gap between children from
well off families and very poor families can be as much as
15 intelligence quotient points. See Camil Bouchard,
“Politiques familiales et pauvreté des enfants: Le Québec,
un cas a part en Amérique du Nord,” Le Devoir, 8 Novem-
ber 1997, p. All.

See Richard Tremblay and Christa Japel, "The Long-Term
Impact of Quality Early Child Care," Policy Options, Vol. 19,



21

22

23

24

25

26

27

28

29

30

31

no. 1 (January-February 1997), pp. 7-10. The authors also
present decisive experiments conducted among parents
from disadvantaged backgrounds to improve the quality of
care given to children and promote their development.

Ginette Paquet notes that for intervention in a disadvan-
taged environment, there must be an average of one
employee for three children. See Paquet, “Investir aupres
des enfants défavorisés.”

The income of parents being a determining factor in
explaining academic performance, we can conclude that
the impact of daycare on the academic performance of chil-
dren from more advantaged environments is, on average,
quite marginal. Daycare can, however, have other positive
effects such as promoting better communication through
more socialization.

Gordon Cleveland, Morley Gunderson and Douglas Hyatt,
“Child care costs and the employment decision of women:
Canadian Evidence,” Canadian Journal of Economics, Vol.
29, no. 1 (February 1996), pp. 132-51; Lisa Powell, “The
Impact of Child Care Costs on the Labour Supply of Mar-
ried Mothers: Evidence from Canada,” Canadian Journal of
Economics, Vol. 30, no. 3 (August 1997), pp. 577-94.

Cleveland, Gunderson and Hyatt also estimate that a 10
percent reduction in the cost of daycare services increases
the probability of using child-care services by, on average,
11 percent.

Lisa Powell, “Family Behaviour and Child Care Costs: Pol-
icy Implications,” Policy Options, Vol. 19, no. 1 (January-
February 1997), pp. 11-15.

Based on data from the 1988 national survey of the care of
children, Roderic Beaujot concludes that the child-care pol-
icy has to be flexible by supporting three systems of child
care: the immediate family and the formal and informal
sectors. See Roderic Beaujot, “Parental Preferences for Work
and Childcare,” Canadian Public Policy, Vol. 23, no. 3 (Sep-
tember 1997), pp. 275-88.

It is likely that the reduction in fees in child-care services
will change this picture. We must recall, however, that dur-
ing the presentation of the project at the Summit on the
Economy and Employment, the government had men-
tioned responding to wishes expressed by parents during
surveys. The Statistics Canada survey does not seem to pro-
duce the same results.

The distribution of total hours of child care among four-
year-old children indicates that around 50 percent of them
were in child care for between 1 and 20 hours per week and
50 percent for more than 20 hours (including around 30
percent for between 20 and 40 hours per week).

We assume that 30,000 children are in child care 240 days
per year at an annual cost of $4,800, and that the parents
are taxed by the two levels of government at maximum mar-
ginal rates. In addition, the exercise does not take into con-
sideration that the parents of four-year-olds who, from this
year, are paying $5 per day are going to lose a good part of
the federal tax deduction for daycare expenses and are thus
going to incur a tax increase.

This form of support enables government assistance to be
kept at a reasonable level without work disincentive
effects and without drawing beneficiaries into the unem-
ployment trap.

Another study drew a picture of public assistance to children
in certain developed countries, identified the various mod-
els of intervention and their results with respect to child
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poverty and single-parent families. See Michel Leblanc,
Pierre Lefebvre and Philip Merrigan, “Comment accrottre le
soutien public en faveur des enfants,” Institute for Research
on Public Policy, Choices, vol. 2, no 6 (August 1996).

A commentator remarked that a nontaxable allowance could
also have an influence on the standards of living desired by
parents. If leisure is a normal good (its consumption
increases with income), one might expect such a policy to
encourage the labour market withdrawal of a certain num-
ber of individuals, particularly low-income workers.

Ouir first choice is to offer a more generous allowance for
pre-school-aged children (under six years) and to keep as
the exclusion criterion the normal age at which children
finish their secondary education (that is, 16 years), but the
SCF only identifies children of zero to six years and does
not permit children of 16 and 17 years to be distinguished.

See Pierre Lefebvre and Philip Merrigan, Arbitrages du
temps quotidien des péres et des meéres de famille au Canada:
une analyse économique sur données individuelles du budget-
temps (1986 et 1992), paper presented at the 4" Symposium
québecois de recherche sur lafamille, Université du Québec
a Trois-Rivieres (UQTR), 29-31 October 1997.

The simulation of the assistance proposed by the govern-
ments in 1998, the result of which is not presented here, indi-
cates that families with children of 16 and 17 years are con-
siderably penalized compared with the situation in 1995,
because their average net family income is relatively high.

The age-dependent universal assistance had the effect of
excluding around 100,000 families with children aged 16
and 17 years. In the first simulated system, the average assis-
tance is a little more than $3,000 per child and is paid to all
families. With the age-dependent allowance, the average
assistance would be around $3,400 for families with chil-
dren aged 15 years and under.

Alan Duncan and Christopher Giles, "Should We Subsidize
Pre-School Childcare, and if so, How?" Fiscal Studies, Vol.
17, no 3 (1996), pp. 39-61, present some other economic
arguments that are not presented here: externalities,
imperfect information on financial losses associated with
the extended absence of the mother from the labour mar-
ket and the imperfections of the capital market. They also
tackle the issue of the redistributive impact of child-care
services on the equality of educational chances.

See Gordon Cleveland and Douglas Hyatt, Subsidizing Child
Care for Low-Income Families: A Good Bargain for Canadian
Governments, Institute for Research on Public Policy,
Choices, Vol. 4, no. 2 (May 1998).

See Edgar Browning, “Effects of the Earned Income Tax
Crediton Income and Welfare,” National Tax Journal, Vol. 48,
no. 1 (March 1995), pp. 23-43; John Scholz, “In-Work Bene-
fits in the United States: The Earned Income Tax Credit,”
Economic Journal, Vol. 106 (January 1996), pp. 56-69.

See David Card and Philip Robbins, “Do Financial Incen-
tives Encourage Welfare Recipients to Work? Evidence
from a Randomized Evaluation of the Self-Sufficiency Pro-
ject,” (Cambridge, Mass.: National Bureau of Economic
Research, 1996).

The SCF underestimates considerably the number of per-
sons who have received social assistance benefits and the
amounts reported by respondents are also underestimated.
The overall underestimation of assistance received would
be around 40 percent compared with the amounts paid by
provincial programmes.



Summary

Quebec Family Policy: Impact and Options
Robert Baril, Pierre Lefebvre and Philip Merrigan

In September 1997, the Quebec government
implemented a major reform of its family assis-
tance programmes. This reform involved the cre-
ation of an Integrated Child Allowance to replace
several financial assistance measures offered to
families. With the implementation of the reforms,
the government now provides direct financial sup-
port almost exclusively to low-income families. As
compensation, the government undertook to
assume the extra cost of new educational services
and additional daycare places available at $5 per
day. This reform radically changed the picture of
government assistance to families: monetary assis-
tance was reduced and applied more selectively,
while assistance in the form of daycare services,
universal in principle but largely benefiting fam-
ilies where both parents participate in the labour
market, was increased.

It would be anticipated that a policy change of
this importance would be supported by data and
analyses that would contribute to an understand-
ing of the nature and scope of the likely impact on
different family types and, especially, on specifi-
cally targeted groups. However, at no time did the
Quebec government publish any such research
dealing with the consequences of this reallocation
of benefits. This study aims to fill this void by pro-
viding thorough insight into various aspects of
family assistance programmes in Quebec, both
before and after the 1997 reforms.

The authors estimate that, compared with the
pre-reform situation, 72 percent of families
would receive less financial assistance from the
provincial government in 1998 — findings in
sharp contrast with the claim advanced by the
Quebec Minister Responsible for Family Affairs
that 95 percent of families would gain from these
reforms. The families that gain from the reforms
are those in the $10,000 to $25,000 income cate-
gory. Families with middle or higher incomes
are expected to pay for it. Large families and

families with young children lose most under
the new policy. Finally, families benefiting from
social assistance neither gain nor lose, with the
result that many children still grow up in
poverty. Considering the Quebec government’s
commitment to young children, these results
are rather surprising.

A portion of the reduction of the direct financial
assistance is being used to finance subsidized child-
care services and the extension of educational serv-
ices. However, the new services offered are not likely
to compensate for the financial losses experienced
by parents. Even though these measures can only
have a positive impact on the development of young
children, it is difficult to understand why child-care
services are offered at the same price to all families,
regardless of their income.

This paper also presents an alternative
approach to government assistance for Quebec
families, assuming the same funding levels from
the federal and provincial governments. This
approach involves the implementation of a non-
taxable universal family allowance that grants a
minimum equal social value to all children,
whatever their parents’ income. Complementary
measures such as work incentives, subsidized
child-care services for lower and middle-income
families and programmes specifically targeted at
young children could also come into play. A uni-
versal allowance for the private cost of raising
children reflects the importance that society
attaches to children and the primary role that
parents play in their education. The universal
approach offers the undeniable advantage of
being much simpler than the targeted approach.
What’s more, it has the advantage of not passing
any value judgment as to families’ lifestyle pref-
erences since it provides the same financial
assistance to families with one spouse at home
as it does to those with both spouses working out-
side the home.




