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Introduction

ver the last two decades, children and fami-

lies have become a focus of concern for gov-

ernments in Canada and throughout the
developed world. Though benefits such as family
allowances and maternity leave have long been
directed at them, only recently have children and
families come to be a key focus of public policy and
to occupy a prominent place in social policy dis-
course. In November 1989, for instance, the House of
Commons adopted a unanimous all-party resolution
to strive to eliminate poverty among Canadian chil-
dren by the year 2000. In December 1990 the
Canadian government signed the United Nations
Convention on the Rights of the Child, and 12 years
later it signed the UN Declaration “A World Fit for
Children.” As signatory to this Declaration, Canada is
obliged to develop a national plan of action to ensure
that its children have first call on the public resources
needed to advance their well-being. This commitment
has been reiterated again and again in throne speech-
es, the latest occasion being September 2002 when
the government vowed to “put in place a long-term
investment plan to allow poor families to break out
of the welfare trap so that children born into poverty
do not carry the consequences of that poverty
throughout their lives.™

This interest in children on the part of the govern-

ment may have come as a surprise to some, since in
many respects children in Canada are better off than
they have ever been. They are more likely now than
ever before to have been planned by their parents and
to survive infancy and childhood. They also complete
more years of schooling, have more material goods,
and have fewer siblings with whom to compete for the
time and attention of their parents. Their parents, in
turn, are better educated, work more hours and have
their children later in the life cycle when their earning




power is greatest.? According to many experts, most
children in Canada are physically, emotionally and
socially healthy® and a large majority perform well in
school and have good academic outcomes.*

For some children, however, the trends are not so
favourable. Recent reports on the well-being of
Canadian children reveal some alarming statistics:
child abuse and neglect have increased, as has juve-
nile crime. Compared with the previous generation,
today’s children consume more alcohol and drugs
and are more likely to commit suicide. A substantial
number of children also experience emotional,
behavioural, social and academic difficulties and are
likely to be assessed as “developmentally delayed” in
terms of motor and social skills, school readiness, and
academic performance. According to one study based
on Cycle 1 (1993-94) of the National Longitudinal
Survey of Children and Youth (NLSCY), approximate-
ly 28 percent of Canadian children aged 0-11 can be
considered “vulnerable” — that is, are likely to have
poor developmental outcomes.® These children may
well remain on the negative developmental trajecto-
ries of their early years unless prolonged interven-
tions are instituted to set them on a life course more
conducive to positive outcomes.

Although poor developmental outcomes are scat-
tered across the socio-economic spectrum, some well-
identified factors such as growing up in a
single-parent family, having poorly educated parents
or living in poverty are associated with vulnerability.®
The proportion of children living in single-parent
families has markedly increased with the rise in mari-
tal disruption rates.” In 1991, meanwhile, 37 percent
of Canadian youths failed to graduate from high
school at the typical age,® while 35 percent of 16- to
25-year-olds have been found to score particularly
low in terms of literacy.® In contrast to the remark-
able improvement in the status of elderly Canadians
over the last 25 years, poverty among children has
not been reduced. Changes in the economy have con-
tributed to rising poverty among families with chil-
dren,” as illustrated by an increase in the proportion
of families that depend on social assistance.” Thus,
despite some progress, many children are exposed to
at-risk situations known to decrease their chances of
realizing their full potential.

Some argue that many of the problems experi-
enced by children and families are the result of
recent transformations in the family. They contend
that fundamental family mechanisms have been
altered by the increased employment of women, ris-
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ing separation and divorce rates, more permissive atti-
tudes, an increased emphasis on self-fulfilment, and
urbanization with its less supportive social networks.
Others blame the problems on the rise in poverty that
has resulted from changes in the economy. Increasing
earnings inequality and greater economic insecurity
have all added to the numerous stresses that society
places on parents.

In and of themselves, these various factors help to
explain why children and families have become a
focus of public concern. But developments in the more
general political, social, economic and demographic
fabric have added a sense of urgency to these issues,
giving them a national and very public profile. A
declining birth rate, an aging population, and new
educational imperatives linked to new technologies
and the new labour market have all combined to bring
children and the family to the top of the policy agen-
da. Recent research in neuroscience showing the
importance of early childhood development for adult
performance® and a policy research community that is
actively promoting a children’s agenda have also been
instrumental in bringing these issues to the fore.
Indeed the buzz around children has been such that
some experts are now speaking of a new policy para-
digm when it comes to family and government respon-
sibilities toward children.®

All of these various developments raise fundamental
questions. What should the response be? No govern-
ment policy can undo the social changes that have, for
instance, produced more single-parent families. Many
argue convincingly that government has a responsibili-
ty to improve the status of children at risk for negative
outcomes. But what can governments do? The current
debate focuses on one proposal: providing additional
income support to low-income families with children.
But there appears to be a need for programs tailored
specifically for children. A strategy that includes care-
fully designed programs can not only make a difference
in the lives of children and their parents but also repre-
sent an investment in the future with high rates of
social return.

Over the last decade Ottawa and the provinces have
actively sought to improve the circumstances of vulnera-
ble children. Public policy on family issues has evolved
rapidly across the country. In 1993 the federal govern-
ment reformed its family benefits package by replacing
family allowances with the Child Tax Benefit (CTB),
while 1998 saw the introduction of the National Child
Benefit (NCB), an intergovernmental initiative aimed at
preventing and reducing child poverty, promoting
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labour-market attachment, and reducing overlap and
duplication across jurisdictions. These initiatives cul-
minated in the September 2001 Early Childhood
Development Agreement (ECDA), signed by all govern-
ments except that of Quebec. Many other programs
have been established at both levels of government
(for instance, Quebec’s $5-per-day child-care program),
while existing ones have been reformed (for instance,
maternity and parental leave program).

Despite this major overhaul, there has been no
attempt by researchers to look globally at the newly
emerging family policy and assess whether the pic-
ture looks brighter for the Canadian children who are
meant to be its main beneficiaries.

This study is a first attempt at such an assessment.
Its purpose is to describe, analyze and evaluate fami-
ly policy across Canada while proposing an alterna-
tive strategy for public support to families with
young children. While every individual in a society
will value policies differently, any policy evaluation
must compute the distribution of gains — if there are
gains to be observed — particularly when altruistic
motives are used to justify the policy. Therefore, we
pose the following questions regarding the changes to
family policy since 1996:

« What proportion of families benefit from the
changes?

« How are the gains distributed — who wins and who
loses?

« What are the gains for each income group?

In responding to these questions, we find that the
changes have not efficiently addressed the problems
of child poverty, particularly extreme poverty, and
the consequences for the children themselves and
society at large. We also find that several types of
families are not being treated fairly.

We argue that family policy should have two com-
plementary bases: a life-cycle perspective and a
human capital investment strategy. Children are poor
because they live with adults who are poor. To under-
stand child poverty, one must look at the causes of
adult poverty, such as economic and demographic
forces, and the factors that influence individual earn-
ing power. Thus the problems associated with poverty
and welfare dependence are human resources issues.
A life-cycle perspective means that policies must
address not only the child’s current status but also his
or her long-term outcomes.

After years of decreased social spending, more fed-
eral resources are now being devoted to programs
that serve poor children and their families. However,

choices still have to be made about how these
resources are to be spent. We will show that recent
federal and provincial initiatives, mainly those that
are part of the NCB, which can be classified as
human capital initiatives, do not meet the usual crite-
ria for efficiency (the largest possible benefit for each
dollar spent), sound social investment (the largest
social return), providing incentives (encouraging
desirable behaviours), equity (equal treatment of fam-
ilies) or fairness (equality of opportunities for chil-
dren). The initiatives fail to meet these criteria mainly
because they are based on strategies that are myopic
and do not adequately consider the nature of the
problems being addressed.

Although we propose several avenues of reform,
we stress the following: the federal government
should take the lead in setting policies that substan-
tially reward the employment efforts of low-skilled
parents while decreasing the costs of working; the
CTB policy is a dead end and should be replaced by
a generous universal allowance for each child in the
family; and, finally, high-quality in-kind services is
the best way to provide immediate assistance to
young children for the purpose of preparing them
for school.

We have attempted to provide reasonable estimates
of the costs for all of our proposals, as well as the
financial implications for both levels of government.
The results lead us to conclude that our proposals are
well within the range of current budgetary con-
straints. We also discuss the savings that could be
made through the reform of long-standing programs
that are, from our point of view, inefficient.

A Brief Tour of the Study

In part 2 we describe the mechanisms of human capi-
tal formation and explain why families and societies
should invest in children. Here, we enunciate the
roles that families must play in providing the
resources for the proper development of their children
and the type of investments they must make. We also
discuss the trade-offs that inevitably result when par-
ents choose to spend less time at home with their
children and more time at work, or vice versa. We
stress the view that although long-term investment in
children is absolutely essential, each child’s immedi-
ate needs must be addressed as well.

In this section we also reflect on the role of gov-
ernments and the investments that governments
should make on behalf of children. This is a crucial
part of the paper, because our main purpose is to
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evaluate family policies in Canada, particularly feder-
al policies since 1996, and to propose an alternative
strategy, including costs. Here, we establish our posi-
tion with regard to why governments should support
families with children and provide the basis on which
family policies should be evaluated. We believe that
family policies should be guided by principles of
equity and efficiency. Family policies are generally
designed to increase investments in children — that
is, the human capital of children. These investments
can be seen as annual flows that increase the stock of
assets in a society’s portfolio of human capital. The
return on these investments must be compared with
the return on other investments, in order to determine
the right mix of investments for Canada.

Part 3 is essentially descriptive. First, we put
some of the recent policy choices in perspective by
comparing them with policies developed and imple-
mented in 1974 and 1985, periods representative of
a different approach to family policy. We show how
the federal government progressively disengaged
itself from family support in historical terms and is
now trying to make the pendulum swing in a more
generous direction. We also discuss the distribution-
al issues that are inherent in such changes. We then
present the main features of federal family policy
since the last major reform, in 1993. We explain
that family support is now inextricably linked to
family income. We also describe the process by
which a work income supplement was established
by Ottawa and then revoked, with the creation of
the National Child Benefit Supplement (NCBS) in
1998, for the purpose of increasing provincial
autonomy and spending in the area of family policy.
We describe in detail the new provincial programs,
including their budgetary requirements, as well as
the particulars of the ECDA.

In part 4 we assess the financial impact of federal
and provincial NCB initiatives on 1996 families using
Statistics Canada’s Social Policy Simulation Database
and Model (SPSD/M) simulation software and data-
base. Using a representative sample of Canadian fam-
ilies with children under 18 years of age, we simulate
the financial impact of the federal and provincial
changes in family policy for each year from 1997 to
2000. We then compute (for Canada and each
province), assuming no changes in behaviour follow-
ing the changes, the average increase in family sup-
port for different income ranges.

In part 5 we use these results to illustrate the limi-
tations of the NCB in terms of the objectives set in
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1997: to prevent and reduce child poverty, to promote
greater incentives for labour-market participation, and
to reduce overlap and duplication of programs. We
show that child poverty has been reduced only negligi-
bly, and that, given the evidence on the effects of
income on child development, the increased income
from the NCB cannot make a difference for impover-
ished children, while the additional work incentives are
too weak to induce low-skilled parents, particularly
welfare mothers, to enter the labour market. We con-
clude by discussing the inefficient and inequitable
dimensions of current policies.

In part 6 we situate our proposed policies within a
larger class of policies that, as the economist and Nobel
laureate James Heckman puts it, “foster human capi-
tal.” In this section we pinpoint the major weaknesses
of Ottawa’s global human capital policy. We then lay
the foundations of a profitable human capital strategy
for Canada that is inspired in part by a review of inter-
national policy choices and recent empirical work on
programs that have been effective in providing work
incentives as part of an anti-poverty strategy, treats all
families equitably and addresses the needs of children.

In part 7 we develop an alternative strategy for all
governments, both federal and provincial. This strate-
gy is based on the discussion in part 6 and on further
research-based evidence for each program identified.
Central to this strategy is the importance of matching
children’s needs with their abilities, with a focus on
each child’s circumstances and stage of development,
whether infant, toddler, preschooler or schoolchild,
and on offering parents more opportunities to bal-
ance work and family responsibilities at all income
levels, while also addressing the issue of economic
hardship.

Ethically and morally, our agenda is framed by the
beliefs that parents should have a large set of options
to respect the diversity of economic and social con-
texts; each child is unique; benefits of equal value to
families and children is a standard of fairness; and
reducing disparities in skills and outcomes among chil-
dren contributes to a nation’s future well-being.

We provide elaborate details on parameters and
costs for all the programs we advocate as well as the
economies that can be created by the shift in strategy.
We provide short-term scenarios that fall within the
budgets for family expenditures and a longer-term sce-
nario wherein economic growth will yield the modest
sums necessary to implement the programs.

Finally, in the last part of the paper we sum up our
strategy and offer some closing remarks.
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An Investment-in-Children
Framework

ny assessment of policies on families and

children can be cast in terms of an “invest-

ment-in-children” framework. Robert
Haveman and Barbara Wolfe base their empirical
analysis of children’s attainments and outcomes on a
well-thought-out theoretical framework in which
investments in children occur at three levels.*

First, because children develop within families,
especially in their early years, their psychological and
developmental outcomes are likely to be affected by
family environment and functioning.* Parents estab-
lish the environment in which their children are
raised through their decisions regarding consumption
and saving, work and leisure, allocation of income
and time, and family structure (number of siblings,
separation, remarriage). These choices determine the
extent and nature of parental investments in children.

Second, parents’ choices are constrained by their
financial and time resources. Parents function within
a social and economic environment in which society
sets constraints and restrictions and in which govern-
ments also render decisions and exert influence. By
devoting resources to schooling, preschool care or
family-income support, society provides for the nur-
ture and development of children. Governments also
devote resources to children in a variety of indirect
ways: by ensuring that the economy performs effi-
ciently so that parents are provided with employment
opportunities, by controlling crime and drugs, and by
ensuring the safety of neighbourhoods and schools.
Thus, a society determines the extent and nature of
its social investment in children.

Finally, in this process children are third actors.
Armed with the opportunities and resources made
available by their families and by society, children
embark on their life course, during which they make
choices about education, work and family structure,
including choices regarding reproduction. As Haveman
and Wolfe state, “it is the outcomes of these choices
and opportunities that we observe” and that we use to
assess “the extent to which children succeed or fail”
and to understand the main determinants of these out-
comes, in which luck also plays a role.*

A problem with the “investment framework” is that it
emphasizes outcomes once children reach adulthood. It
sees children not as persons in their own right but as
appendages of their parents.” Focusing on children as

persons introduces two other issues. First, the well-being
of a child is different from that of an adult. The differ-
ences are particularly pronounced in infants and toddlers.
Very young children, being totally dependent on adults,
can make known only their most primary needs and can-
not assess whether their needs are adequately met. Needs
evolve with age. For the very young, however, well-being
implies being adequately nourished, housed and cared for,
protected from undue risk of illness or injury, provided
with adequate language and cognitive skills, and emo-
tionally attached to a family and its adult members. The
second issue relates to the impact of social policies on
children as children now. For example, insofar as the
early years of life are critical to development and form
the basis for the child’s future well-being, if policy inter-
ventions are to make a difference for young children they
must be effective from birth.

Roles of the Family

A person may decide to have children for any number
of reasons: to perpetuate or recreate the joy of child-
hood, to ensure support and companionship in old age,
or to produce an heir to one’s accumulated human or
financial capital. One might think of children as the
source of a “flow of services” that are essentially emo-
tional in nature: their love and affection, the joy
derived from their presence, their nurturance, their
education, the satisfaction of seeing them succeed as
adults. Success has at least three dimensions: economic
(the ability to earn a steady income and thus ensure an
adequate standard of living), social (the respect of
peers and stable relationships with family, friends and
members of the community) and psychological (self-
esteem and control over one’s life).

Research in the social sciences has shown that the
immediate family environment is an important deter-
minant of children’s cognitive and social development
as well as health status. Children who receive high lev-
els of cognitive stimulation are likely to develop good
language skills — a key factor in school readiness,
which is the ability to fully exploit the learning oppor-
tunities available within the education system.* The
cognitive ability of young children is also a predictor
of high achievement in the early and later years of
schooling.” Social development implies that children
have internalized behavioural norms and accumulated
social skills that will allow them to perform compe-
tently at school. Social adjustment relates to emotional
health, a positive approach to new experiences, social
knowledge and social competence, which are dimen-
sions of school readiness. Children’s ability to learn in

10




school, in turn, influences their academic performance
and the likelihood of their completing high school.
High-school completion is likely to be the minimum
requirement for gaining entry to higher education.
Furthermore, the link between high-school completion
and a good living wage is well established. Economic
and social success in later life is strongly linked to the
ability to compete successfully in the job market. Thus
educational attainment, occupational status and earn-
ings are strongly linked.?

The familial factors that have been shown to influ-
ence children’s lives and outcomes are both direct
and indirect. One direct familial factor in child well-
being is socio-economic status — financial, human
and social capital. Financial capital enables parents
to provide adequate food, shelter and materials for
cognitive stimulation. The parents’ own characteris-
tics — especially those of the mother — such as family
background, general skills and educational attain-
ment shape the family environment in which the
child is raised. Social capital refers to the relation-
ships among parents, children, and other family
members, the time and effort that parents invest in
their children,* and interactions within the local
community. A strong bond between parents and chil-
dren is a form of social capital that demands the
attention and involvement of the parents, as well as
their physical presence. Social capital can take many
forms. These include obligations, expectations, infor-
mation channels and norms.

Familial factors can also be indirect. Socio-economic
status influences parents’ social experiences and occu-
pations, which, in turn, influence their aspirations for
their children and the values they instil in them.
Parents also influence their children through the time
and material resources they dedicate to them. Such
familial factors as a parent’s child-rearing attitudes and
practices, behaviour toward the child, and psychologi-
cal and medical health can greatly affect a child’s life
course. Families differ in terms of their basic parenting
abilities and skills, their endowments of physical and
human capital, their values and their motivations.
Parents from different socio-economic situations will
raise their children differently, largely because of differ-
ences in parenting values and life experiences.

Parents with meagre economic resources can still
use these resources efficiently in the child-rearing
process. For instance, less educated parents or those
who do not possess abundant material resources can
nevertheless spend time interacting with their chil-
dren, be involved and affectionate with them, and
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devote a large proportion of their material resources on
them, so that the children have access to whatever cap-
ital they do possess, including personal resources and
ties to the community. In contrast, high levels of
parental distress, limited material resources and low
levels of human capital can hinder children’s develop-
ment and decrease their chances of achieving success
in young adulthood.

Obviously, employment status affects a family’s
financial well-being. The employment choices of the
mother can affect the family in conflicting ways. Her
wages can make the difference between self-sufficiency
and dependence on welfare, especially in the case of a
single-parent family, or between a low-income and a
middle-class standard of living. On the other hand, a
poorly paid, stressful job with long hours and atypical
work arrangements can place demands on parents’ time
and energy and thus affect the quality of their parent-
ing. Both the positive and negative working conditions
that parents experience are reflected in the family envi-
ronment they create for their children.

Family employment decisions determine not only
the allocation of family members’ time between work
and non-work activities, but also the allocation of time
on various non-work activities such as leisure, educa-
tion and household production. It is reasonable to
expect that a parent’s employment will affect house-
hold-production technology and the allocation of
available time. For instance, if the mother participates
in the labour market, family members will generally
move away from labour-intensive home-production
techniques and toward goods-intensive techniques.
Time given up for paid work may have low returns,
and employed mothers may substitute for it other kinds
of time that have higher returns. On the other hand, to
spend time on a low-wage job instead of dedicating it
to child care may also have low returns. We know little
about parents’ time spent with children in activities not
directly related to child care, and about the process by
which direct or indirect time spent with children relates
to child development. We do know that in the 1980s in
families in which the youngest child was under five
years of age the proportion of total time spent with
children rose, whether or not the mother was
employed.? The increase is related to the high payoff of
investing time in children, particularly when they are
very young. Thus working parents who place a high
value on child development are likely to allocate more
of their resources to young children.

Finally, the “black box” of household decisions and
resource allocation has come under increased scrutiny by
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Box 1
The Roles of the Family

1.

Raising a child from birth to young adulthood is a difficult and risky enterprise.

2. A child’s well-being has a large number of determinants: the financial resources available and how they are allocat-

ed among family members; child-related goods and services that are purchased by the family, provided by the gov-
ernment or produced within the family; the time-allocation decisions of parents; the child’s genetic endowment
regarding abilities and health; the parents’ endowment of human capital, psychological stability and resiliency;
decisions regarding family structure. All these factors affect decisions about the extent and nature of the family’s
investment in their children.

Separating parental choices and family circumstances from the many environmental factors (such as neighbourhood,
peers, school, teachers) that influence a child's development and achievement-related outcomes is a difficult but not
impossible task for social researchers. All too often, the direction of causality for certain relationships between observ-
able family characteristics and outcomes is taken for granted. Distinguishing between the influences of poverty and
the influences of parental choices and family circumstances is crucial for public policy formulation.

. The well-being of children is different from that of adults. The differences are more pronounced in newborns,

infants and toddlers than in schoolchildren and teenagers. Thus young children have a lesser voice in household
decisions and are more dependent on adults for their well-being. This implies that children’s well-being depends
on parental choices regarding intra-family allocation of resources and potentially on policy interventions target-

ing child well-being.

economists, leading to several important theoretical and
empirical contributions to the literature.” The results of
the empirical studies suggest that, ceteris paribus, as a
woman’s bargaining power within the household
increases, household-consumption and time-allocation
patterns change for the benefit of children. For example,
some researchers have found that, as the bargaining
power of women within the household increases, a larger
share of resources is allocated to children’s clothing, toys,
furniture and health (with sons and daughters being
treated more equally, according to findings for develop-
ing countries), while a smaller share is allocated to what
might be considered male goods (such as alcohol, car
maintenance or sports entertainment).* To the extent
that differences in preferences drive mothers and fathers
to invest different amounts and types of resources in the
human capital of their children, it may matter which
parent (in two-parent families) controls public benefits
targeted toward children. The empirical studies in this
area have produced another noteworthy result: house-
holds do not pool their income for most expenditure cat-
egories. This implies that members of a family bargain
for a “fair” share of the higher standard of living that is
usually generated when persons form a committed part-
nership. However, children have a lesser voice in shaping
household decisions, which makes their well-being
dependent on whether their parents allocate resources in
their best interests and how they share these resources.

Roles of Government
Why should governments support families? Why
should childless taxpayers support those who freely
choose to have children? Some would argue that the
answer depends on whether such support is viewed as
a consumption expenditure or an investment expen-
diture. Services provided to dependants, particularly
children, might be considered as consumption by the
dependant or investment in the dependant. If children
are considered no different from any other “consumer
good,” parents should not be given subsidies or tax
relief for a type of consumption that they have freely
chosen. However, if the care of children is considered
an investment in human capital, neutrality as well as
equity would argue for treatment at least similar to
that provided for other types of capital investment.”

We prefer to take a social perspective and argue
that the bearing and rearing of children is of tremen-
dous importance to society. If the integrity of society
depends on a stable population, children can be
viewed as the source of renewal of human capital for
society. From this perspective, childrearing appears
less a form of private consumption and more a vital
public service. In other words, children generate posi-
tive “externalities” or social-consumption benefits —
that is, third-party benefits.

According to this view, members of society share in
the benefits of children being brought up well. We are
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all, during the course of our lives, dependent upon
those who rear children, for their ability to find caring
friends, an affectionate spouse, trustworthy neigh-
bours, devoted employees. This type of intergenera-
tional dependency is not properly recognized by
society, even if many social programs in effect social-
ize some of the costs and risks of childrearing. There
are no market mechanisms for getting all the benefici-
aries to pay parents or others who rear children. When
a service qualifies as a public good, as for example
with national defence or civilian protection, the state
steps in to collectivize the costs. Since parents devote
an enormous amount of time to their children, which
usually results in a significant reduction in their
employment hours or the withdrawal of one parent
from the labour market, society, particularly non-par-
ents who devote little or no time and energy to child-
rearing, is “free-riding” on unpaid parental labour.?

The same kind of social benefits apply if we adopt
the investments-in-children perspective.?” When par-
ents spend time and money on their preschool chil-
dren, the resultant “quality” (in terms of health, social
development, learning and social skills, etc.) enhances
the child’s chances in life as well as giving immediate
satisfaction to the parents and the child. These intan-
gible benefits, usually referred to in economics as
human capital, also accrue to society as a whole. A
young adult who is well adjusted and well educated
is more likely to earn a good wage, which is — and
this must be emphasized — mostly a private benefit
but also produces public value. Through old-age
security, public debt and health care, all citizens
enjoy the earnings of young adults. A young adult
who becomes a self-sufficient citizen generates socie-
tal benefits, and policy makers must take this into
account. If families had to rely strictly on their own
resources to cover all the costs of childraising, there
would likely be severe under-investment in children’s
human capital. This is why the two most critical
functions of governments are funding health care and
funding elementary and secondary education.

It is thus reasonable to assume that governments
should provide families with childraising assistance.
Having said that, it does not follow what the gov-
ernment’s role should be. Furthermore, if more pub-
lic resources should be invested in children, to what
areas and to which children should such invest-
ments be directed, and who should be doing the
investing? Public policy on the role of government
in assisting families should be influenced by a num-
ber of economic and social considerations. Although
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overlapping, these can be divided into two groups:
equity considerations and efficiency considerations
(or incentives).

Equity considerations

Equity considerations fall into two categories: those
related to the ability of different families to pay taxes,
and those related to assisting families to maintain some
minimum level of well-being for each dependent child.
These issues include the targeting of family benefits in
order to alleviate poverty — through income-tested bene-
fits and other categorical criteria — and comparisons of
inter-temporal tax burdens over the life cycle.”

A fundamental issue in public finance is how tax bur-
dens should vary between individuals and families and
how they should reflect the number of dependants with-
in the family unit. The standard ability-to-pay principle
holds that units with equal ability to maintain a standard
of living before tax should have an equal ability after
tax. This traditional criterion for tax design is known as
“horizontal equity”: treating people in equal positions
equally. Some observable index of ability to pay taxes,
such as income or expenditure, can be defined. However,
these measures represent outcomes of people’s choices
and behaviours and thus cannot be considered exoge-
nous indicators of ability to pay taxes. Indicators of abil-
ity to pay taxes are easily disputed. Do the Joneses who
have one child have the same ability to pay taxes as the
Smiths who have no children? Some would say that if
the Joneses have a child, it is because they have chosen
to, and that if the two families have the same level of
income they have the same ability to pay taxes. This is
true before the fact — that is, before the Joneses or the
Smiths decided to form a couple and extend their family,
considering family income to be unrelated to these deci-
sions. But does this equality in ability to pay still hold
after the fact — that is, after these decisions are made,
with changes in family income caused by the emergence
of a child in the household?

The answer to this classic problem has been to rec-
ognize that a family’s ability to pay taxes is lessened
by the presence of a dependant. Consequently various
fiscal instruments (deductions, exemptions, tax credits
or non-taxable transfers conditional on presence and
number of dependent children, which can be viewed as
a tax credit paid in advance)® or some form of income
splitting for tax purposes are often used to lower the
tax burden of families with dependants. This fiscal dis-
crimination is based on the premise that a large family
will not be able to maintain the same standard of living
as a small family with the same income.® The
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approaches to horizontal equity vary substantially
among developed countries and have changed over
time.®* A less traditional approach recognizes that
public policy must reflect the fact that society (for
historical, cultural or economic reasons) weights the
well-being of particular groups differently. There is
no consensus on the right weighting of groups in
terms of their importance. In the case of families with
dependants, a natural weighting is based on family
size.® Such a social judgement on the distribution of
well-being would give most weight to families with
the highest number of dependants, with single-parent
families likely positioned between a childless couple
and a couple with one or two children.

A tax system should also respect the principle of
“vertical equity” — that is, it should distribute the
burden fairly across taxpayers with different ability to
pay. Under this principle, if ability is measured by
income, some adjustment is made for subsistence
costs so that taxation begins at income levels above
the poverty line, however defined, and the amount of
tax paid increases with income level. Under this prin-
ciple also, an income supplement (or minimum
income guarantee or refundable tax credit) is paid,
based on family size, to ensure some minimum level
of well-being. If a tax credit is provided by the tax
system while a grant is provided by the welfare sys-
tem, the two systems may not be well harmonized,
especially with regard to those households that are in
the two systems concurrently. A common goal of
welfare and tax reform is to bring the two systems
together in some logical fashion, such as by replacing
personal and child income tax allowances with a per-
capita credit integrated into both systems. The same
problem arises when family allowances coexist with
some tax provision for dependent children. The gov-
ernment could take a wider view of social policy and
tax policy by amalgamating child income tax
allowances or credits with child benefits. This is the
approach taken in some European countries — the
United Kingdom, Netherlands, Sweden, Norway and
Denmark — which make a more generous universal
payment per child.*

A related issue is the implementation of programs
directed specifically at families with children, as
opposed to general welfare schemes in which pay-
ments increase with the number of dependants. In a
thoughtful analysis of targeting and family benefits,
Anthony Atkinson reminds us that the “argument in
favour [of targeting] has to be made explicit and crit-
ically examined...and calls for greater targeting need

to be treated with caution.”* Such an approach
assumes that the sole objective of programs for fami-
lies is the reduction of poverty. But other objectives
also merit consideration, such as the smoothing of
income over the life cycle in relation to need, redis-
tribution to favour those with dependent children,
measures to improve gender equality, the encourage-
ment of personal independence or incentives to have
children. Moreover, the relative efficiency of pro-
grams that target family income is open to question,
since they involve behavioural conditions (such as
disincentives to work or to marry) and entail prob-
lems similar to those encountered in the tax system
such as evasion and lack of compliance.

Finally, general family benefits are often viewed
only on the basis of differences between households
with and households without dependants over a given
period. However, the treatment of dependants is a
question of intertemporal distribution as well as redis-
tribution among households of different size. At some
point in their lives, most people were dependants in a
family and will care for dependent children or parents.
Therefore, one can argue in favour of a tax and trans-
fer system that takes into account differences in abili-
ty to pay and needs at different stages of life. The
question for family policy, then, is how to distribute
the net tax burden over the life cycle.

Efficiency considerations

A second group of economic considerations is based
on economic efficiency, which is a catchphrase for
the idea that policy decisions regarding taxes, trans-
fers or family allowances have incentive effects —
that is, they can affect decisions concerning employ-
ment, the amount of dependent care that will be pro-
vided, and whether to marry, divorce or have
children. Some of these decisions can have beneficial
or detrimental impacts on society. Good policy must
make sure that benefits outweigh costs.

Employment and earnings From the standpoint of
work incentives, the most critical income tax problem
is the fact that taxpayers can alter their behaviour
according to the tax-transfer system they face.
Imagine an economy in which individuals have an
innate ability to transform working time into a single
consumer good, which is called income. But the gov-
ernment or tax authority does not know the ability of
each individual (which depends on factors such as
education, intelligence, motivation, luck) nor can it
monitor the number of working hours a person choos-
es to work; it can only observe a person’s income. The
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government’s task is to choose a tax schedule (and
personal deductions or credits for the taxpayer and
dependants) and transfer programs into which society’s
values concerning equity and fairness are embedded,
taking into account the fact that most individuals will
respond in terms of labour supply. Although econo-
mists cannot be expected to provide definite answers
or a precise formula, economic analysis does offer
some guidelines. First, the marginal tax rate at both
ends of the income distribution should be “low” rather
than “high.” This argument is based on the fact that
tax revenue depends on the average tax rate, whereas
work disincentives depend on marginal tax rates. By
lowering the marginal tax rate for the highest earners,
the disincentive effect is reduced without reducing the
tax revenue from these earners or other taxpayers. At
the low end of the income distribution, reducing the
marginal rate enhances work incentives without com-
promising the distributional aims or tax revenue.
Second, a fraction of poor individuals are unemploy-
able either because they cannot work due to physical
or social disability or because society says they should
not work (such as mothers of very young children).
There is much debate about what form poverty relief
should take when it comes to the truly needy; if such
individuals can be identified at reasonable cost, they
can be “tagged” and offered more generous benefits.®
The appropriate incentives for recipients of poverty
support in general is a more significant grey area.*
Caring A reliance on family is a fundamentally
sound and efficient approach to the care of depen-
dants. Most parents are dedicated and committed
caretakers, providing their children with adequate
nurture, discipline, moral education and motivation.
Some do not meet the challenge of good parenting
due to deficiencies in family functioning, which are
exacerbated by lack of income and lack of social sup-
port. Although government does not provide care for
all dependants through programs such as universal
daycare for children of all ages or universal elder care,
it does provide welfare support, training programs for
parents and other kinds of support.*” To restate a pre-
vious argument, even without evaluating the time and
effort devoted to children in dollars and cents, an
argument can be made that public support to parents
could be insufficient in terms of the economic rewards
and costs to efficiency. Another pitfall of the “welfare
state” is that it encourages excessive production of
household services provided by public employees, to
the detriment of production of other goods or services.
The distorting effects of the marginal tax increases
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necessary to offer such services adds to the inefficiency
induced by the subsidies implied by the direct public
expenditures.®® A more balanced approach would be to
give families greater financial support and let them
decide which services to purchase.

Marriage and conjugal partnerships During the 1980s
and 1990s, high-quality longitudinal surveys produced
data on family structure and on the well-being of chil-
dren, adolescents and young adults. These data show
that growing up in a single-parent family or a stepfami-
ly is associated with a lower level of well-being and
poorer life outcomes than growing up in a family with
two biological or adoptive parents or with one widowed
parent.* This is not to say that all children who are born
to single mothers or who experience parental separation
are likely to have difficulties. Our purpose here is to dis-
cuss the consequences of “conjugal mobility” for chil-
dren, women and men, and society at large, and to
reflect on the proper public response.

From the perspective of economic well-being, demo-
graphic events are one of the main pathways associated
with the transition to and from poverty. The other
pathways are events linked to the labour market, non-
labour income and health.” How well off we are and
how our living standard changes from one year to the
next also depend on our domestic partners, what we do
and what happens to us — that is, on the events we
experience.

The decision to marry, or to partner, to use a more
modern word, is more than a lifestyle choice such as
whether to live alone, form a stepfamily or blended
family, have children within a long-term relationship
or, to complete the spectrum, form a gay, lesbian or
bisexual family. The empirical data on the relationship
between marriage® and longevity, health, wealth, earn-
ings and career, children’s achievements, happiness and
sex life indicate that marriage does matter.” Marriage
changes individuals’ commitments and behaviour for
the benefit of themselves and society. When individuals
make the decision to have a child out of wedlock,
marry, cohabit or divorce, they consider the costs and
benefits to themselves and their children, although the
weight given to children is not clear. Only with the
recent availability of longitudinal data has social
research been able to identify some of the long-term
negative consequences, for both men and women, of
social behaviours related to conjugal mobility.

From a public policy perspective, this raises thorny
questions that are neither escapable nor intractable.
Health policies may offer some lessons. Health research
has shown that behaviours such as smoking and seden-
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tary lifestyle have long-term health consequences.
The findings have been largely diffuse, with emphasis
on the consequences for others. Due in part to
increased sales tax on cigarettes, attitudes toward
smoking have changed, resulting in new social norms
such as the stigmatization of smoking. A case could
be made for promoting healthy maternal behaviour
during pregnancy in order to lower the incidence of
premature births and low birth-weight. The hard evi-
dence should be communicated to the public, and
policy makers should be made aware of the stakes
involved in changing the regulation of social institu-
tions governing relationships. This is not to suggest
that social policy should be less supportive of single
mothers or that tax policy should favour married
couples. However, all institutions are not equal in
terms of their public benefits, and a case can be made
for preserving marriage — whatever modern forms it
may take — as a social institution.

Having children Regarding behaviour associated with
fertility and population replacement, any fiscal adjust-
ment for family size that decreases the tax burden on
the family or increases family benefits lowers the net
cost of bearing children. As discussed earlier, adults do
not appear to have sufficient incentives to have chil-
dren, considering their positive social externalities.
Hence, there appears to be a presumption on efficiency
grounds for public policy favouring more births.

Pro-fertility policy could, in principle, encourage pro-
creation by commencing child benefits at conception.®
To have a significant incentive effect on fertility deci-
sions, the net costs (direct expenditures and opportunity
costs in terms of forgone earnings of mothers and
human capital depreciation) of raising children would
have to be decreased substantially, which could amount
to a fairly high percentage of income. There is some
empirical evidence that public policy can raise fertility
rates. For example, from 1986 to 1997 Quebec signifi-
cantly increased its financial support to families. It made
per-child benefits higher for low-income than high-
income families, with benefits increasing sharply with
each child (whatever the family’s income level).* The
1987 total fertility rate of 1.4 (children per woman)
increased rapidly, almost catching up with the rate of 1.7
for the rest of Canada by 1990. Some researchers have
credited Quebec’s financial incentives for this increase
(approximately 15,000 additional births per year).*

What types of families would respond to such
incentives? Would the incentives result in differential
fertility patterns, according to income level or family
structure? This point, which was raised some years

ago in the economics literature on the relative merits
of a child credit versus a tax deduction for depen-
dants,” could also be raised in terms of the quality of
the children Canadians want to raise. Are the social
benefits greater when a child is raised in (a) a two-
parent versus one-parent family (evidence cited earlier
suggests that, on average, child outcomes are better
for two-parent families); and (b) a higher-income ver-
sus lower-income family? Although the latter distinc-
tion may be contentious, it remains valid for policy
discussion. If these questions seem provocative, let us
add a further one: Do Canadians want to create new
incentives for procreation within disadvantaged
groups? Would they support a family policy that
resulted in increased out-of-wedlock births?

Two factors concerning children and parental
behaviour could be affected by public policy such as
tax and transfer provisions for children: (a) the
“guantity” of children (the number of children born),
and (b) the “quality” of those children (as measured
by the many criteria discussed above or simply by the
amount of spending per child). It may be that
enriched cash transfers or tax allowances encourage
low-income families to have more children. Hence, it
may be that enriched child benefits exert offsetting
effects in social benefits for children in low-income
families: there are more children of below-average
quality in low-income than in high-income families;
the benefits raise the quality of those children, but
not to the level of children in high-income families.

Enriched child benefits provided to high-income
families could also have positive effects on quantity
of children. These effects may be relatively slight,
since the benefits will amount to a smaller proportion
of total income for these parents than for low-income
parents. But the effects on quality may also be slight,
since the cash benefit per child will be small relative
to earnings. Therefore, the social benefits are still
greater if child benefits are targeted to low-income
parents, as the (positive) quality effects sufficiently
outweigh the (adverse) quantity effects.

Cash transfers versus in-kind child benefits A differ-
ent argument can be made for in-kind subsidies as
opposed to cash transfers. A nurturing environment and
exposure to a diversity of stimulating experiences are
necessary for a child to acquire social, language and
cognitive skills. These skills are sometimes described as
readiness to learn. Readiness to learn, in turn, influences
educational outcomes. Because high-quality daycare or
early schooling can foster such readiness, it can be
thought of as a “merit good” — something that all chil-
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Box 2

The Roles of Government and Principles Concerning Public Support of Families

. Society should support families essentially because children generate positive "externalities” or social consumption
benefits. Society does not sufficiently recognize the childrearing services provided by families even though many
social programs, in effect, socialize some of the costs and risks of raising children.

. Reducing the tax burden of families with dependent children relative to that of single persons or families without dependent
children, or allocating cash non-taxable allowances on the basis of the number of children in the household, is the simplest
way to help families with children reach a similar standard of living and to address the "free-riding" on unpaid parental
labour devoted to raising children. This traditional approach to tax-transfer design respects the principle of horizontal equity.
. The tax system should also distribute the burden fairly across people with differential ability to pay. Taxation according to
ability to pay, however measured (usually by income), respects, by implication, the principle of vertical equity or progressive
taxation. This principle calls for an income supplement (or minimum income guarantee or refundable tax credit) to ensure a
minimal level of well-being based on family size. A system of universal child benefits also preserves progressive treatment
since support will be proportionally greater for families with lesser ability to pay or with no tax liabilities.

. These tax and transfer policies should be designed so as to retain incentives, especially in the context of family support.
The policies should: encourage labour-market participation making earnings worthwhile and a substantial proportion of
family income; maintain and provide incentives for dependent care to be given by the family; offer sufficient incentives
for the bearing and raising of children; and avoid incentives for families to split into separate units, because long-term
marital relationships serve to enhance the well-being of men, women and children.

. It may be efficient and fairer to deliver some part of family support in-kind and still directly and positively serve child
development, recognizing that children are persons and their well-being is dependent on the sharing of resources

within the family.

dren are entitled to, whether or not their parents are
willing or able to pay for it. Therefore in-kind subsidies
aimed at low-income as well as middle- and high-
income families are justified, particularly if the positive
social externalities of the educational programs are
prevalent throughout the income distribution. Since
children have little or no say in how their parents spend
cash benefits, government, given its responsibility to
ensure that children are well cared for (especially while
their parents work), and given that high-quality early
education produces benefits that parents may not fully
consider when allocating their income, should consider
in-kind subsidy programs.

The argument can be restated more generally in
relation to the previous discussion on children as per-
sons and on the sharing of resources within families.
Since, presumably, society weights the well-being of
children on the same basis as it weights the well-
being of adults, and since the dedicated children’s
share of family resources depends on adults’ decision-
making processes, there is a case to be made for
directing a portion of public transfers in-kind to chil-
dren, instead of paying all of it in cash to the family
for the benefit of children. One potential problem with
this argument is that money is fungible: for example,
while some of the money saved on child care will
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likely be used to increase the child’s well-being, a por-
tion of it may be used to purchase a variety of house-
hold goods and services.

Conclusion

The decision to have children is an important one both
for the individual and for society. Though the child is a
person in its own right, with specific needs that must
be addressed immediately by both parents and govern-
ments, we stress here the human-capital-formation
aspect of raising a family. From this perspective, public
policy related to family and children should be based
on long-term considerations. Public support of families
should be designed so as to ensure the best possible
outcomes for children in terms of the life cycle. Today’s
children are tomorrow’s parents, employees, taxpayers,
entrepreneurs.

In the following section, we use this framework to
discuss Canada’s family policy, at both federal and
provincial levels, and evaluate it on the basis of two
principles: equity and efficiency. We argue that, despite
claims to the contrary, recent policy decisions fare
poorly on both counts.
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Family Policy in Canada:
An Historical Perspective and
Recent Choices

al, provincial and territorial governments in

1998, is described in its third progress report
as “an innovative and progressive approach to sup-
porting Canada’s children.” But the authors of this
report and its predecessors have a very short memo-
ry with regard to family policy in Canada, treating
the NCB as if it were a completely new policy filling
a void. In fact, there is a long tradition of family
support in Canada. Fiscal deductions for children
were introduced as early as 1918 and Family
Allowances in 1945. Since then, these two measures
have been the pillars of family policy. Box 3 pre-
sents the main family policy initiatives and the year
of their implementation.

T he NCB, launched as an initiative of the feder-

Box 3
Chronology of Family-Support Policies
in Canada

1918: Child Tax Exemption

1945: Family Allowances

1988: Non-refundable Child Tax Credit replaces the
Child Tax Exemption

1993: Child Tax Benefit (CTB) and Work Income
Supplement (WIS) replace Family Allowances and
Refundable and Non-refundable Child Tax Credit
1998: Child Tax Benefit renamed Canada Child Tax
Benefit (CCTB); National Child Benefit supplement
(NCBS) replaces WIS

1998: National Child Benefit (NCB) intiative

2000: National Children’s Agenda (NCA)

2000: Early Childhood Development Agreement (ECDA)

In the first part of this section we briefly
describe the evolution of federal financial support
for families, to remind the reader that over a period
of a decade and a half cash transfers for families
declined in real constant dollars while the horizon
of 1997 to 2000 saw federal spending on cash ben-
efits for children playing catch-up. We then
describe the recent choices made by the federal
government and the provinces and provide details
on family benefits.

Federal Support for Families Since the
Mid-1970s: A Story of Retrenchment and
Catching Up

With the 1997 budget, the federal government
announced its intention to increase support to fami-
lies, through the CCTB, by a total of $2 billion, bring-
ing its total annual commitment to more than $7.4
billion for fiscal year 1999—2000.% In 2001 Ottawa
announced that it would provide $2.2 billion over
five years to provincial and territorial governments to
support their investments in young children.

However welcome and impressive theses numbers
may seem, one must step back a little to fully appre-
ciate what these investments truly mean. It is impor-
tant to remember that from the late 1970s to the
mid-1990s the federal government substantially
decreased its cash transfers to families with depen-
dent children by targeting family income and not
fully indexing benefits to the cost of living.

In the 1970s the Family Allowance was tripled and
indexed for inflation (in addition to fiscal deductions)
but made subject to personal income tax. From the
mid-1970s to the mid-1980s, however, the guillotine
fell on public support to families as part of the fight
against inflation. In 1978 the Family Allowance was
cut back to finance a refundable Child Tax Credit
based on family income. Successive governments
have, from time to time, frozen or cut back the Family
Allowance and Child Tax Deduction while increasing
the refundable Child Tax Credit. From the mid-1980s
to the mid-1990s the guillotine fell a second time, as
part of an offensive in the fight against the deficit. In
1988, tax deductions for children were replaced by a
non-refundable child tax credit less beneficial to
high-income families. From 1989 until its abolition in
1993, the Family Allowance was subject to a clawback
provision, thus high-income families (those earning
more than $50,000) no longer received benefits.

In 1993, Ottawa radically altered its benefit package
to families with dependent children. The Family
Allowance and the Non-refundable Tax Credit were
abolished, while the Refundable Tax Credit became the
Child Tax Benefit (CTB) and had its benefits increased
and paid to families on a monthly basis. From its
introduction until July 1998, the CTB provided the
same basic benefit: $1,020 per child annually plus $75
for the third and each subsequent child. It also includ-
ed a supplement of $213 for each child under the age
of seven, an amount reduced by 25 percent of all
child-care expenses claimed as a tax deduction. As this
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basic amount was income-tested, only families with a
net income at or below $25,921 were entitled to the
full benefit.* For each dollar of family income in
excess of $25,921, the figure was reduced by 5 percent
(2.5 percent for one-child families). Therefore, one-
child and two-child families with an income in excess
of $66,721 received no child assistance, although they
could claim child-care expenses as a tax deduction.
For three-child families the income ceiling was
$88,621. Since inflation, measured by the CPI, did not
exceed the 3-percent mark, the benefits remained at
their 1993 levels until 1997. In 1998 the government

attempt at targeting, 1997 the era of targeting with a
CTB (benefits were similar from 1993 to 1997, and 1997
precedes the conversion of the WIS® to the NCBS in
1998, when the provinces reduced their cash spending
on children through social assistance cuts), and 2000
the reinvestment period. The first panel shows the bene-
fits paid under the programs in existence for the specific
year. The last line presents the total amount of benefits
in constant 1992 dollars — because 1992 is the year pre-
ceding the introduction of the CTB.

The bottom line of this brief overview is that, in real
terms, the government spent almost 40 percent less in

Table 1
Family Benefits for Dependent Children, 1974, 1985, 1997, 2000
Federal programs 1974 1985 1996—97 1999—-2000
Estimated benefits (million$)

Gross federal family allowances 1,824 2,450 -
Federal taxes -236 -460 - -
Provincial taxes* -92 -180 - -
Net federal family allowances 1,496 1,810 - -
Refundable child tax credit - 1,425
Federal child tax benefit 5,078 7474
Federal and provincial tax exemption for

dependent children 964 845 - -
Federal working income supplement - - 263 -
Total (current $) 2,460 4,080 5,341 7474
Total (1992 $) 7,910 5,440 4,963 6,585
Comparative statistics 1974 1985 1997 2000
Number of families with children under

18 years (thousands) 3,637 3,628 3,930 3,926
Number of children under 18 years in

families (thousands) 7,344 6,674 7,209 6696
Percentage of families with benefits 100 100 83 88
Percentage of children with benefits 100 100 82 87
Benefits per child (current $) 335 670 741 1,116
Benefits per child (1992 $) 1,077 962 689 984

Sources: Department of National Health and Welfare, and National Council of Welfare (for family allowances and refundable child tax credit); Department of Finance (for fiscal
expenditures); Canada Customs and Revenue Agency (for child tax benefits, working income supplement, and number of recipient children and families); and Statistics Canada's

Annual Demographics Statistics (for number of children and families).
* Number of census families July 1, 2000.

began to provide additional amounts according to the
parity of the child. In 1999 and 2000 the benefits were
increased, and as of January 2000 the benefits and the
thresholds of family income for the purpose of calcu-
lating benefits were fully indexed.

Table 1 displays federal cash benefits. It does not
show any possible offsetting of federal outlays by
reduced cash-transfer spending on children by the
provinces during parts of the periods covered, 1974,
1985, 1997 and 2000. These years correspond to four
key periods in the history of family policy in Canada:
1974 represents the pre-targeting years, 1985 the first
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child tax and transfer benefits in 1997 than in 1974.
After 1997 it did some catching up by increasing bene-
fits by 33 percent in real terms — comparing 2000 with
1997 — but real benefits in 2000 are still 17 percent
lower than in 1974. Moreover, there are fewer depen-
dent children and far fewer families are beneficiaries,
as shown in the second panel of table 1, which presents
the number of families with children under 18 (and the
number of those children) and the mean benefit paid
per child in nominal and constant (1992) dollars. Two
further observations are important. First, in nominal
dollars it appears that benefits per child doubled
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between 1974 and 1997 and tripled between 1974
and 2000. However, in constant dollars the govern-
ment decreased expenses by 36 percent on a per-
child basis between 1974 and 1997 (14 percent
between 1974 and 2000). The picture would be even
more compelling had families not had fewer children
in 1997 than in 1974 (200,000 fewer children under
18). Second, fewer families and children received
some cash benefits in 1997 or 2000 than in 1985 or
1974. Around 17 percent received no benefits at all.
Although the reduction in family benefits was
linked to recurrent deficits, we might ask whether the

$20,000. A family with an income of $50,000 or more
would have received about $1,000 in family benefits.
Although the differential between families may appear
justified in terms of vertical equity — less benefits to
higher-income families — the programs did not draw a
distinction between a welfare family with no earnings
and a family with earnings of $10,000 — that is, with
sufficient private income so that welfare payments are
almost completely phased out.

The next columns of table 2 show the benefits during
the 1997 (pre-NCB) regime for the same family-income
situations — that is, assuming that family-income levels

Table 2
Estimated Federal Family Benefits: Family with Two Children, Ontario, 1985 and 1997*

Total family Family income 1997 Total family Total family Total family
Family income benefits in 1985 (equivalent to 1985 benefits in 1985 benefits in 1997 benefits in 1997
1985 (19853%) in 1992%) (1992%) (1997%) (1992%)
0 1484 0 2,129 2,250 2,091
10,000 1,484 14,000 2,129 3,260 3,030
15,000 1,650 22,000 2,367 3,260 3,030
20,000 1,662 30,000 2,384 1931 1,795
30,000 1,626 43,000 2,333 1,301 1,209
40,000 121 57,000 1,737 681 633
50,000 1,007 72,000 1,445 21 20
60,000 997 86,000 1,430 0 0
80,000 1,047 115,000 1,500 0 0

Source: Authors’ calculation, based on National Council of Welfare, Opportunity for Reform (Ottawa, 1985), p. 60.

! For 1985 total benefits include after-tax family allowances, the value of the refundable child tax credit and tax exemption for dependent children. For 1997 total benefits include
benefits paid under the CTB and the WIS and the child's portion of the GST tax credit. It is assumed that one spouse earns 60 percent of the family income and the other spouse
earns 40 percent. Spouses can claim a tax credit for contributions to the Canada Pension Plan, premiums for employment assurance and the personal exemption. The spouse with
the higher income claims the tax exemption for dependent children and pays taxes on family allowances.

changes in family policy parameters were made in a
spirit of fairness. In particular, have the changes
introduced in the program over the years been con-
ducive to more equal treatment of families of similar
circumstances? This question is important, as one of
the main objectives of the NCB reform was to
increase benefits for low-income working families on
the grounds that these families received fewer bene-
fits than families on welfare.

Table 2 sheds some light on this issue. It presents
estimated federal family benefits by family income for
a family with two children in Ontario for the years
1985 and 1997. The choice of 1997 for the “after”
view of Ontario should be noted because it precedes
the 1998 switch from the WIS to the NCBS and social
assistance cuts. The second column presents total
family benefits for a family with two children living
in Ontario in 1985. A family without any earned
income (a welfare-recipient family) would have
received $1,484 a year, compared to $1,662 for a low-
income working family with a family income of

have increased at the rate of inflation. The third column
shows these indexed income levels in 1992 dollars and
the fourth column the indexed 1985 associated benefits
— that is, the benefits had the 1985 programs been main-
tained. The fifth column presents the 1997 benefits asso-
ciated with the income levels and the last column shows
these benefits in 1992 dollars.

One striking observation is that families receiving
welfare assistance would have been marginally better
off had the 1985 programs been retained. Low-income
working families (in the $14,000—$22,000 range) were
better off, in term of benefits, with the 1997 programs.
Families with an income of $30,000 or more appear to
be losers with the new NCB compared to the 1985
programs. In terms of fairness, equity has clearly been
reduced for two-child, two-parent working families:
some families with children are being asked to pay for
more generous benefits to other families with chil-
dren. Meanwhile, families without dependent children
have not been contributing directly to higher benefits
for low-income families.
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The National Child Benefit

In 1998 the CTB was crafted into a new program
under the NCB initiative. This new program, effective
July 1998, comprises a base benefit, the CCTB, and
the exact same parameters as those prevailing in
1993. The innovation is that the amount of working
income supplement was converted into an income-
tested National Child Benefit Supplement (NCBS),
independent of the source of income. The NCBS sup-
plemented not only income from paid employment in
excess of $3,750, as was the case under the WIS pro-
gram, but income from any source, including social
assistance. But — and this is important — families
receiving provincial social assistance (welfare) saw no
increase in their public financial support. All
provinces except Newfoundland and New Brunswick
cut their child-related social assistance benefits dollar
for dollar with the amounts provided to children in
social assistance families with no earnings as the WIS
was transformed into the NCBS.

For 1998, the NCBS provided the same maximum
amounts as had the WIS in 1997: up to $605 for one-
child families, with additional amounts for a second
child (up to $405) and each subsequent child (up to
$330). As with the WIS program, the NCBS was
reduced by 12.1 percent of family income over
$20,921 for families with one child, 20.2 percent for
families with two children, and 26.8 percent for fami-
lies with three or more children. The schedule of ben-
efits was, again, such that only families with an
income below $25,921 qualified for the supplement.

All child benefits were increased in 1999, 2000 and
2001, as shown in table 3, which provides the details
on the federal programs for financial assistance to
families since the introduction of the CTB in 1993. In
the 2000 budget, Ottawa announced that the CCTB and
the thresholds of net family income for the purpose of
calculating benefits would be fully indexed as of
January 2000. As of July 2001, the base benefit
reached a maximum of $2,372 for the first child (with
an additional benefit of up to $221 for children under
the age of seven) and $2,172 for the second child if the
family net income is $21,744 or less. Benefits are fully
phased out at a family net income of $76,000.

Despite these improvements, prospects have not
been good for all families. When the CCTB was
introduced in 1998, its level of financial support to
families was essentially the same as that of the CTB
five years earlier. With only partial indexation of
benefits in effect from 1993 to 1998 (no indexation
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if inflation was below 3 percent), financial support
actually decreased in real dollars. Furthermore, the
CCTB maintained financial support to families receiv-
ing social assistance at the level it had been 10 years
earlier, in 1988, when a supplement to the refundable
child tax credit was introduced for each child under
the age of seven. When the CTB was implemented in
1993, the schedule of benefits was set so as to be neu-
tral toward families receiving social assistance: no
gain, no loss. The CCTB of 1998 did exactly the same:
families receiving social assistance saw no increase in
their government support. Also, there is still very little
recognition of families that are not poor, especially
upper-middle-income families who do not incur child-
care expenses and high-income families. As with the
CTB, the NCB provides virtually no financial support
for those families: the only provision for high-income
families is the tax deduction for child-care expenses.
The increase in the basic CCTB benefit and in the
threshold of family income for maximum benefits in
2000 and further enhancements have slightly raised
the number of families receiving part of the CCTB.*
With full indexation of the basic benefit to the
Consumption Price Index and threshold since the
2000 federal budget, one can predict that the number
of supported families will hold steady. But in a posi-
tively growing economy, earnings and income usually
increase at a higher rate than inflation. Growth and
earnings increases over the life cycle of a family will
likely reduce the number of families with benefits
over the long term, even with full indexation for
inflation.

Provincial Reinvestment Plans

The merit of the NCB lies in its bringing the federal and

provincial and territorial governments together to

design programs for low-income families with children

that are inspired by three objectives:

« to help prevent and reduce the depth of child poverty

« to promote attachment of families to the work force

« to reduce overlap and duplication between Canadian
and provincial/territorial programs.

A national reinvestment plan has been developed,
indicating a commitment to the enhancement of chil-
dren’s well-being. The new and enhanced programs for
low-income families are generally aimed at providing
incentives for families to move from social assistance
to employment by assisting them with the cost of rais-
ing their children, and making it easier for low-income
parents to support their families through employment
without resorting to welfare. Table 4 shows provincial
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Table 3
Details of Federal Child Benefit Programs, 1993 to 2001

1993-96 1997 1998 1999 2000 2001

Base benefit

Maximum per child ($)* 1,020 1,020 1,020 1,020 1,104 117
Supplement for 3rd child
and up ($) 75 75 75 75 77 78
Threshold of family income
for maximum benefits ($)° 25,921 25,921 25921 25,921 30,004 32,000
Reduction rates (%)
1-child family 25 25 25 25 25 25
2-child-and-up family 5 5 5 5 5 5

Break-even level of family
income ($)* 66,721 66,721 66,721 66,721 74,164 76,000

Working income supplement/National child supplement

Maximum per child ($)

1st child 500 605 605 785 977 1,255
2nd child 0 405 405 585 771 1,055
3rd child and up 0 330 330 510 694 980
Threshold of family income
for maximum benefit ($) 20,921 20,921 20,921 20,921 21,214 21,744
Reduction rates
1-child family 10 12.1 121 1.5 ni1 12.2
2-child family - 202 202 201 199 225
3-child-and-up family — 26.8 26.8 275 278 321
Break-even level of family
income ($)° 25921 25921 25921 27,750 30,004 32,000
Minimum/maximum — — — —
family working income 3,750/ 3,750/
supplemented ($)° 10,000 10,000

Supplement rate on family
income (%)

1st child 8 9.7 — - — —
2nd child — 16.2 — — — —
3rd child and up - 21.4 — — - —

Sources: Government of Canada, The National Child Benefit (Ottawa, September 1997), and Department of Finance, Budget 1999, 2000 and Economic Statement and Fiscal Update
2000.

* A supplement of $213 ($221 in 2001) is available for each child under the age of seven. This supplement is reduced by 25 percent of all child care expenses claimed as a tax
deduction.

2 Provinces may ask the federal government to vary this amount payable to families in their jurisdiction. For instance, until July 1998 recipients in Quebec received different maxi-
mum amounts depending on the age and rank of their children. In Alberta, maximum amounts depend on the age of the child.

® The break-even level of family income reported here is for a family with one or two children.

“Income level beyond which clawback of benefits begins.

® The break-even level of family income reported here is for a family of up to three children.

¢ “Minimum” refers to the income needed for benefits and "maximum®” to the income needed for full benefits.

programs for families in 1996 and 1997 and new ini-
tiatives developed under the 1998 NCB.*

Most provincial initiatives have put the empha-
sis on improved child-care subsidy programs:
British Columbia, Alberta, Manitoba, Ontario, New
Brunswick and Prince Edward Island have all com-

mitted to enhancing their existing child-care sub-
sidy programs. In the case of Ontario, the new ini-
tiative is targeted at working families, as the
Ontario Childcare Supplement program is designed
predominantly as an earned-income supplement
program.
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Table 4

Provincial Programs Before and After NCB Agreement of July 1998*

Pre-NCB agreement programs

NCB initiatives

Expenditures (millions $)

1998-99 |1999-2000 | 2000-01
(estimate)
British Columbia « Social assistance Child benefits and earned 60 121 176
« BC Family Bonus income supplements
« Child-care subsidy program Enhanced child-care subsidy
« Surtax reduction program
« Healthy kids program Early childhood / children-
at-risk services
Alberta « Social assistance  Child health benefit 6 22 32
« Child-care subsidy program « Enhanced child-care subsidy
« Family employment tax credit program
Early childhood / children-at-
risk services
Saskatchewan « Social assistance Child benefits and earned 37 44 44
« Child-care subsidy program income supplements
« Low income child tax reduction Family health benefits
« Family income supplement
Manitoba « Social assistance Enhanced child-care subsidy n 20 32
« Child-care subsidy program program
« Child related income support Training and job placement
program programs
« Cost of living tax credit Early childhood / children-at-
* Low income tax reduction and risk initiatives
surtax reduction
Ontario = Social assistance Child-care supplement for 106 174 208
« Child-care subsidy program working families
« Sales tax credit Municipal initiatives
« Low income tax reduction
New Brunswick « Social assistance Enhanced child-care subsidy 0.6 6 7
« Child-care subsidy program program
« Child tax benefit Early childhood / children-at-
« Working income supplement risk initiatives
Nova Scotia « Social assistance Child benefits and earned 9 19 24
» Child-care subsidy program Income supplements
« Direct assistance program Early childhood / children-at-
* Low income tax reduction risk initiatives
Prince Edward « Social assistance Enhanced child-care subsidy 0.9 14 17
Island e Child-care subsidy program program
Early childhood / children-at-
risk initiatives
Family health benefits
Newfoundland « Social assistance Child benefits and earned 4 17 19

and Labrador

« Child-care subsidy program

income supplements
Enhanced child-care subsidy
program

« Family health benefits
« Early childhood / children-at-

risk services

Source: National Child Benefit Progress Report: 2000 (Ottawa: Federal/Provincial Territorial Ministers Responsible for Social Services, March 2001).
* Total expenditures are partly financed from NCB reinvestment funds and partly from the province’s own funds. For further details, see the National Child Benefit Progress Report, 2000.
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British Columbia and Saskatchewan have imple-
mented programs to supplement income from paid
employment. The BC Earned Income Benefit is being
implemented concurrently with the National Child
Benefit and features the same parameters as the FWIC
in effect before July 1998. The Saskatchewan
Employment Supplement is an employment-support
program providing supplemental employment, self-
employment and subsistence income for low-income
families with children. In addition, Saskatchewan —
as well as Nova Scotia — introduced a child tax bene-
fit. The Saskatchewan Child Benefit is delivered by
the federal government as an integrated payment
with the federal benefit.

All provinces have committed to some program of
early intervention and prevention and child and wel-
fare development services, contributing millions of
dollars in provincial funding, in addition to the
newly available funds corresponding to increases in
payments made under the modified federal programs.
Some programs offer basic coverage for dental and
optical care, ambulance services and prescription
drugs for children in low-income working families.
These plans are generally modelled on the coverage
provided to welfare recipients. Early-intervention
programs emphasize positive parenting, healthy child
development and children’s nutrition programs,
including new partnerships with community groups.

The Quebec government is not party to the NCB
initiative. Its family-policy reform implemented in
1997 is, however, compatible with the main objectives
and guidelines of the NCB, as financial support is tar-
geted to low-income families and child-care subsidies
have been enhanced. Quebec has chosen to move
toward universality by providing daycare at a fixed
subsidized price ($5 per day per child), whether or not
the parents are employed and regardless of total fami-
ly income. The $5-a-day program initially (in
September 1997) applied to four-year-old children
(five-year-olds receive full-day kindergarten) and was
extended, more rapidly than planned, to include all
preschool children (in September 2000). Social assis-
tance to families with children was reduced and
remodelled to exclude children as of July 1998. A new
Integrated Family Allowance, targeted on income,
replaced the various universal family allowances and
the “child’s portion” of social assistance payments. In
1998, 1999 and 2000, increases in benefits paid to
families with federal assistance were offset, dollar-for-
dollar, by the Quebec family allowance.®* However,
following Ottawa’s enhancements in child benefits

announced in October 2000, Quebec did not reduce
fully the amounts paid to families under the
Integrated Family Allowance program for 2001.

Reinvestment programs under the NCB reflect each
jurisdiction’s special needs and priorities. However,
this also means that, nationwide, there is a large vari-
ety of programs, including numerous program
parameters, various definitions of “family income”
according to which benefits are calculated, and a
complex schedule of rates at which benefits are
reduced when income is above some thresholds.
Therefore, it would appear that the third objective, to
“reduce overlap and duplication between Canadian
and provincial/territorial programs,” remains bureau-
cratic rhetoric, as the new program added another
layer of complexity — the coordination of federal and
provincial support levels. Many of the provincial pro-
grams do not duplicate or overlap with federal pro-
grams, especially not the provincial in-kind programs
and subsidies related to child-care expenses. The cash
supplements — child benefits — that some provinces
offer on top of the federal cash programs for children
do represent overlap with the federal transfer pro-
grams but not duplication, in that they provide cash
benefits beyond those of federal programs. For policy
makers, this cash transfer system may be complex,
but the complexity means linking parts in a logical
manner. The real drawback from the point of view of
families is lack of simplicity. Families who receive
provincial benefits do not understand why their
monthly provincial cheque decreases when federal
cash benefits increase.

Table 5 details the specific provincial programs that
assist families through the tax system, as of July 2001.>

For illustrative purposes, we have placed all pro-
grams into one of three categories: basic child bene-
fits; working-income supplements or child-benefit
supplements; and tax reductions, such as for low
income, and other tax credits. The table shows that
assistance to families varies considerably across
provinces. Also, within each province, the income
tests implicit in these tax and transfer programs
imply complex schedules of reduction rates, which,
when combined with federal programs and with both
federal and provincial personal income tax systems,
can lead to numerous brackets of very steep marginal
tax rates on earned income (see section Poverty Issues
below). Hence, all of these additional benefit clawbacks
and implicit marginal tax rates, and the associated
additional benefits focused on lower-income families,
augment tax-transfer progressiveness in that average
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Table 5

Details of Provincial Tax Benefit Programs, July 2001

British Columbia Alberta Saskatchewan Manitoba
Basic child benefit program BC Family Bonus - Child benefit Child-related
income support
Maximum per child $1,260 - $720 $360
Supplement for 2nd child and up — - $924 —
Supplement for 3rd child and up — — $996 —
Threshold of family income for
maximum benefits $18,000 — $20,921 $12,384°
Reduction rates (%) 8 — 15.1° 25
Working income supplement/ Earned-income Family employment Employment —
benefit top-up program benefit tax credit supplement
Maximum per child
1st child $605 $500 $2,100 -
2nd child $405 $500 $420
3rd child and up $330 - $420
Threshold of family income for
maximum benefits $20,921 $25,000 $12,900* —
Reduction rates per family (%) 12.1-20.2-26.8" 4 25 —
Minimum/maximum family $3,750/ $6,500/ $1,500/ —
Working income supplemented $10,000 $19,000 $9,900
($12,750)
Supplement rate on working income (%)
1st child 9.7 8 25 -
2nd child 6.5 — 5
3rd child and up 5.2 — 5

Low income tax reduction

Medical service

Child tax reduction

Tax reduction

plan premium
assistance
Maximum per child $345.60 - $250 $300
Maximum per parent $307.20 - $300° $370°
Surtax reduction High income — — Surtax reduction

surtax reduction

Maximum per child
Maximum per parent

$50

$25
$100

Other tax reductions

Sales tax reduction:
$55 per child

Cost of living tax:
credit: $25

Sources: New Brunswick: www.gov.nb.ca\finance\pubs\buddocs97\child.htm Nova Scotia: The National Child Benefit Progress Report (Ottawa: Public Works and Government

Services Canada, 1999), pp.40-41; Communications Section, Department of Community Services, Government of Nova Scotia. Quebec: family allowances

(www.rrg.gouv.qc.ca/fr/famille/nallfa.htm); "APPORT" (www.mss.gouv.qc.ca/serper/secrev/ apport/index.htm). Ontario: Income Tax-Related Program Branch, Ministry of Finance,
Government of Ontario. Manitoba: Policy & Planning, Manitoba Family Services, Government of Manitoba. Saskatchewan: Communications and Public Education Branch,
Saskatchewan Social Services, Government of Saskatchewan. Alberta: Communication Branch, Alberta Family and Social Services, Government of Alberta. British Columbia: Social

Policy Branch, Ministry of Social Development and Social Security (www.gov.bc.ca/sdes).

! The BC Earned Income Benefit is reduced by 12.1 percent of the family income over $20,921 for one-child families, 20.2 percent for two-child families and 26.8 percent for fami-

lies with three or more children.

2 The maximum amount of family working income supplemented under Alberta Family Employment Tax Credit is $12,750 for one-child families and $19,000 for families with two

or more children.

® The Saskatchewan Child Benefit is reduced by 15.1 percent per child (up to the third child) of family income in excess of $15,921 up to an income of $20,921. It is reduced by

2.95 percent of family income in excess of $20,921 for one-child families, 9.94 percent for two-child families and 18.4 percent for three-child families. For families with more than
three children, the reduction rate schedule is on a sliding scale for each subsequent child.
* The Saskatchewan Employment Supplement Program provides maximum benefits for family working income up to $12,900.

® For lone parents only.

® The Manitoba Child Related Income Support program is also family-assets tested (assets value below $200,000) and is not available to families receiving social assistance benefits.
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Table 5 (cont.)

Ontario Quebec® New Brunswick Nova Scotia Newfoundland
Basic child benefit program — Family Child tax benefit Child benefit Nfld.& Labrador
allowances child benefit
Maximum per child - $975 ($2,275)° $250 $324 $204
Supplement for 2nd child and up — — — $242 $312
Supplement for 3rd child and up — — — $210 $336
Threshold of family income for — $21,825 $20,000 16,000 $15,921
maximum benefits ($15,332)
Reduction rates (%) — 0-5-30-50* 5 5 41-103-17-242
Working income supplement/ Child care Eamed income Working income Direct -
Benefit top-up program supplement for supplement supplement assistance
working families (APPORTY
Maximum per child
1st child $1,100 $2,843 $250 $250 —
2nd child $1,100 ($1,948) — -
3rd child and up $1,100 — — —
Threshold of family income for $20,000 $20,921 $16,500% —
maximum benefits
Reduction rates per families (%) 8 42 5 100 -
Minimum/maximum family $5,000/ $1,200/ $3,750/ — —
Working income supplemented $10,100° $12570 $10,000
($8,990)
Supplement rate on family working income (%)
1st child 20 25 4 - —
2nd child 20 0 0
3rd child and up 20 0 0
4th and up 0 0 0
Low income tax reduction Tax reduction Tax reduction - Tax reduction Sales-tax credit
Maximum per child $309° — — $165 $60
Maximum per parent/family — - — $300 $40
Couple - $1,500% - — -
Single parent — $1,195* - —
Other tax reductions Lowincomesales | Dependentchildren | — — —
tax reduction non-refundable
tax credits
1st child $50 $540 — - —
2nd child and up $50 $498
Single-parent $270
Child in postsecondary school $685

7 The Ontario Child Supplement for Working Families provides benefits only for children under the age of 7.
® For families with working income below $5,000, the Ontario Child Supplement for Working Families provides benefits equal to 50 percent of child care expenses, with a maximum benefit of $1,020 per

child under the age of 7.

° Maximum benefits under the Ontario Tax Reduction increase to $334 per child in the case of a disabled dependant.

 The Quebec Family Allowances provides maximum benefits of $975 per child and a supplement of $1,300 for lone-parent families.
“ The schedule of reduction rates varies with brackets of family income. For lone-parent families, benefits are reduced at a rate of 50 percent of family income in excess of $15,332, up to an income of

$19,620. In the $19,620 to $50,000 bracket of income, benefits are constant: $131 for the first child, $174 for the second child and $975 for the third and each subsequent child. For two-parent families,
benefits are reduced at a rate of 30 percent of family income in excess of $21,825, up to an income of $24,638. In the $24,638 to $50,000 bracket income, benefits are constant at the same levels as for

lone-parent families. For all families, benefits are reduced at a rate of 5 percent of family income in excess of $50,000.

2 All parameters of Quebec Family Allowances and Earned Income Supplement (APPORT) programs are different whether the family is a two-parent or lone-parent. Numbers in parentheses refer to lone-

parent families parameters.

% Benefits under the Nova Scotia Direct Assistance program are provided to families with income below $16,500 who did not receive social assistance payments for more than three months in the previous year.
% The threshold of family income for maximum benefit is $26,000 and the benefit is reduced at a rate of 4 percent of family income in excess of $26,000.
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tax rates are negative for those who are net benefici-
aries of the tax-transfer system. On the other hand,
the system imposes very high marginal tax rates
(changes in net benefits and taxes when earnings and
non-labour income increases). It is the marginal tax
rates that matter for behavioural incentives and for
the costs to the system, and that add to the complexi-
ty of government policies.

The greatest drawback of the NCB is that the
exclusion of welfare families and their children from
its increased support has meant reduced support for
those families most in need. Indeed, Ottawa increased
its support for low-income families on the agreement
that provincial social assistance spending would be
clawed back dollar-for-dollar. The provinces agreed
to “reinvest” the money thus freed up in provincial
child benefits or services for children in low-income
families, whether on social assistance or not, and
gave their assurance that welfare families would not
be worse off after the change (in 1998). Subsequent
federal “investments” in the NCB supplement were
targeted at low-income families.

In practical terms, most provinces and territories
have reduced their social assistance support to fami-
lies with children (making these families, in principle,
neither winners nor losers) and have invested the
funds in benefits and services for children in low-
income families. Table 6 estimates the welfare income
for two types of family for the years 1997 (before the
NCB), 2000 and 2001, with percentage changes in
constant dollars (2000/1997 and 2001/1997).

Income support has increased significantly in
only two provinces, Newfoundland and New
Brunswick, whose governments have decided not to
systematically reduce social assistance. In all the
other provinces — except Quebec and Prince Edward
Island, where annual welfare income for a couple
with two children increased marginally in constant
dollars — the annual welfare income of the typical
family declined in real terms.

The strengths and weaknesses of the NCB as an
anti-poverty and pro-work approach — or how the
first two objectives fare in reality — are analyzed in
the following section.

27

The Financial Impact on Families of
the Federal and Provincial NCB
Initiative 1996-2000

Ithough the governments’ jointly produced
A Progress Reports® on implementation and out-

comes of the NCB initiative cannot be consid-
ered a serious program evaluation or an effective
assessment of outcomes, we present the results con-
tained in the 2001 Progress Report (2002) later, in the
section on Poverty Issues. The present section offers a
simple, conventional evaluation of the impact on fami-
lies of the initiatives taken to increase cash benefits for
children (combining federal and provincial benefits and
taking into account the reduction in social assistance)
over the years 1997-2000.

Financial Assessment of Impact

The analysis identifies which families have benefited
from these reforms, and by how much, using Statistics
Canada’s Social Policy Simulation Database and
Model (SPSD/M).*¢ The simulations use 1996 as a
baseline year and a representative sample of families
for that particular year (see box 4). The federal child
tax benefits that would have been paid are calculated
on the basis of 1996 family incomes and changes in
those benefits according to the new parameters of the
1997, 1998, 1999 and 2000 family benefit programs.
When a province changed or introduced its own cash

Box 4
Financial Assessment of CCTB Impact

1. The evaluation strategy is to use a representative sam-
ple of 1996 families to compute the financial impact
of the changes in family policy across Canada from
1997 to 2000.

2. To perform this evaluation, the family policy parame-
ters are updated each year to reflect policy changes
and to compute the amount of federal and provincial
assistance to families under the different policy
regimes. These computations are done for the same
sample of 1996 families and assume no behavioural
changes under the new regime. For example, earnings
and interest income, and income taxes or child-care
deductions, remain constant for all simulations.

3. Families of one or more children with at least one child
under 18 years of age in 1996 are used for the simula-
tion. The changes in social assistance are attributed to
those families receiving welfare payments in 1996.
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Table 6

Estimated Annual Welfare Income for Two Types of Family, 1997, 2000 and 2001, and Percentage Changes in

Constant Dollars (2000/1997, 2001/1997)

Basic Canada Provincial Federal Provincial
social Additional child tax child GST tax Total Change in
assistance benefits benefit benefits credit credits income percentage*
Newfoundland
Single parent/
one child
1997 11,260 — 1,233 — 494 100 13,087
2000 11,298 - 2,159 204 500 100 14,267 41
2001 11,400 — 2,447 204 520 100 14,670 59
Couple/
2 children
1997 12,209 — 2,040 — 608 200 15,057
2000 n,772 - 3,683 516 616 200 16,787 6.5
2001 11,880 — 4,250 516 628 200 17,474 9.7
PEI
Single parent/
one child
1997 9,972 — 1,233 — 480 - 11,682
2000 9,595 - 2,159 - 497 - 12,244 -26
2001 8,860 — 2,447 — 520 - 12,530 -0.3
Couple/
2 children
1997 14,976 175 2,040 — 608 - 17,799
2000 14,275 350 3,683 - 616 - 18,924 14
2001 14,171 350 4,250 — 628 - 19,399 10
Nova Scotia
Single parent/
one child
1997 10,560 — 1,233 — 480 - 12,273
2000 9,679 - 2,159 364 497 - 12,698 -23
2001 8,860 - 2,447 424 520 - 12,250 -75
Couple/
2 children
1997 13,992 — 2,040 — 608 - 16,640
2000 12,217 - 3,683 644 616 - 17,160 =27
2001 12,569 — 4,250 906 628 - 18,275 18
New Brunswick
Single parent/
one child
1997 8,772 900 1,233 168 459 - 11,532
2000 8,772 900 2,159 250 492 - 12573 36
2001 8,772 900 2,447 250 520 - 12,886 41
Couple/
2 children
1997 9,828 1,000 2,040 336 608 - 13,812
2000 9,828 1,000 3,683 500 616 - 15,627 76
2001 9,828 1,000 4,250 500 628 - 16,206 94
Quebec
Single parent/
one child
1997 9,429 738 1,082 924 497 - 12,670
2000 8,266 - 2,159 2,024 501 - 12,950 -31
2001 8,426 — 2,447 1,925 520 - 13,318 -26
Couple/
2 children
1997 11,304 877 1,869 853 608 - 15511
2000 10,399 139 3,683 1,448 616 - 16,285 -04
2001 10,592 199 4,250 1,250 628 - 16,919 0.1
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Table 6 (cont.)

Basic Canada Provincial Federal Provincial
social Additional child tax child GST tax Total Change in
assistance benefits benefit benefits credit credits income percentage*
Ontario
Single parent/
one child
1997 11,484 105 1,233 — 502 373 13,697
2000 10,603 105 2,159 - 506 385 13,758 -5.1
2001 10,368 105 2447 — 520 388 13,828 -7.0
Couple/2 children
1997 14,568 407 2,040 — 608 483 18,106
2000 13,009 407 3,683 - 616 499 18,214 -5.0
2001 12,539 407 4,250 - 628 506 18,330 -6.7
Manitoba
Single parent/
one child
1997 9,636 — 1,233 - 462 - 11,331
2000 8112 - 2,159 — 478 — 10,748 -104
2001 8,436 - 2,447 - 520 - 11,403 -73
Couple/2 children
1997 14,232 - 2,040 - 608 - 16,880
2000 12,707 — 3,683 - 616 _ 17,006 -4.8
2001 12,707 - 4,250 - 628 - 17,585 -4.1
Saskatchewan
Single parent/
one child
1997 10,381 - 1,233 - 477 - 12,091
2000 8,410 — 2,159 1,044 486 - 12,099 -54
2001 8,592 - 2,447 809 520 — 12,367 -6.2
Couple/2 children
1997 13,725 215 2,040 — 608 - 16,588
2000 1,793 215 3,683 1,455 616 - 17,762 12
2001 12,312 215 4,250 985 628 - 18,210 06
Alberta
Single parent/
one child
1997 9,258 80 1,148 — 453 - 10,869
2000 8,008 80 2,074 - 485 - 11,619 -02
2001 8,681 80 2,358 - 520 - 1,527 -33
Couple/2 children
1997 14,532 190 2,137 - 608 - 17,437
2000 13472 190 3,780 — 616 - 18,395 -16
2001 13,030 190 4,342 - 628 - 18,268 -45
British Columbia
Single parent/
one child
1997 10,548 80 1,233 1,236 503 50 13,650
2000 10,636 80 2,159 390 509 50 13,823 -20
2001 10,759 80 2,447 214 520 50 14,069 -19
Couple/2 children
1997 12,396 190 2,040 2472 608 100 17,806
2000 12,489 190 3,683 973 616 100 18,051 -19
2001 12,613 190 4,250 631 628 100 18,412 -15

Sources: National Council of Welfare, Welfare Incomes, 1997, 2000 and 2001; and authors’ calculation for changes in percentage.
Note: Welfare rates for families are based on the assumption that the child in a one-parent family is 2 years old and the children in a two-parent family are 10 and 15 years old.
Some provinces vary a family’s entitlement with the age of each child in the household.

*In constant dollars.
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benefit programs for families over the years
1997-2000, the algorithms implemented to calculate
these benefits separately are used. The main cash
programs and benefits are identified in tables 3, 5
and Appendix 1.

The results are presented according to net family
income as defined for CCTB purposes. The first three
net family income categories are chosen based on
the schedule of child benefit programs in 1996 (with
the appropriate income thresholds). It should be kept
in mind that this income is not disposable income or
income less income taxes, but as defined in the leg-

provincial cash transfer programs in our computations.
Table 8 shows the results of our simulations related to
the “reinvestment” cash programs in the provinces.
The figures take into account the fact that most wel-
fare families would see a reduction in their welfare
payment equal to the increase in the NCB.*

Table 7 presents average federal child benefits
paid under both the CTB and WIS for the years 1996
and 1997 and under the CCTB for the years 1998 to
2000. Families at all income levels received, on
average, increasing child benefits over this period,
due to the $2.2-billion increment in the federal child

Table 7
Average Federal Child Benefits Paid to Families with Children, 1996—2000, All Provinces (dollars)
Net family Percentage of Number of 19962 19972 1998 19992 2000?
income! all census census families

families
1-10,000 5.82 228,610 1,810 1,855 2,555 2,833 3178
10,001-20,921 1643 645,800 2,253 2433 2947 3273 3685
20922-25921 6.02 236,790 2143 2441 2,567 2,896 3,365
25,922-30,000 548 215,270 1,884 1,905 1,918 2,050 2502
30,001-40,000 1319 518,200 1724 1,730 1,738 1,752 2022
40,001-50,000 1255 493170 1,291 1,294 1,296 1,299 1,552
50,001-60,000 1145 450,170 938 939 941 943 1,200
60,001-75,000 1222 480,370 461 461 462 462 692
75,001 and up 16.33 641,890 106 106 106 107 157
Mean 1,294 1,340 1,479 1,580 1,856
Total
(millions) 100.00 3,930,160 5,085 5,266 5,814 6,211 7,294

Source: Tabulations by the authors based on simulations using SPSD/M.

* A small proportion (less than 1 percent) of families have negative net family incomes but positive total income. In our simulations, we retained these few special families for the

integrity of the data set, but the results are not reported in the table.

2 Includes the CTB, the WIS for 1996 and 1997, and the CCTB including the NCBS for 1998 to 2000.

islation pertaining to the CTB. Net family income is
family taxable income less specific deductions
(essentially, pension plan contributions, child-care
expenses, child-support payments where applicable,
and professional and union dues). Because most
programs use net family income, we present our
results using this definition.”

It is clear from table 7 that the CCTB benefits
implemented in 1998 represent an increasing source
of income for low- and moderate-income families.
The 1999 and 2000 CCTB enhancements, although
producing modest increases in average payments for
typical eligible families, substantially increased the
proportion of benefits paid to these families, regard-
less of their degree of attachment to work, thus mak-
ing work more financially attractive than welfare.

A different benefit-distribution pattern emerges
when we consider social assistance reductions and

tax benefit program from 1996 to 2000. Average
per-family benefits rose from $1,294 in 1996 to
$1,856 in 2000. However, the benefits are still tar-
geted at a narrow income range: most benefits go to
families with a net family income of less than
$26,000. This illustrates how much the new policy
of family cash transfer benefits is still dedicated to a
“vertical” redistribution objective.

As shown in table 8, federal child benefits paid to
families with a net family income under $26,000
increased by as much as $1,432, on average, between
1996 and 2000. Families in the $26,000-$30,000
range saw their federal benefits increase by only $618,
on average, and all other families experienced rela-
tively modest gains. When we consider the changes in
both federal and provincial benefits, the increases in
benefits are more broadly distributed over the income
levels. This occurs because provincial benefits are less
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targeted than the federal CCTB and, in many cases,
take the form of a work-income supplement. Note that
table 8 shows the variation in average federal and
provincial child benefits in all provinces, including
but also excluding Quebec, since this province radical-
ly transformed its program of universal family
allowances over the period. Therefore, if we exclude
Quebec the figures change considerably.*

Families in the $21,000-$26,000 income category
had the greatest gains, on average, in terms of provin-
cial child benefits only: between 1996 and 2000,

provincial benefits increased by $249, or $317 exclud-
ing the changes made in Quebec. For families in the
$26,000-$30,000 category, provincial benefit changes
added $212 ($370 excluding Quebec) on top of federal
benefits. These changes reveal a pattern that may seem
inconsistent with regard to the objectives of vertical
equity, reduction of poverty and promotion of employ-
ment. The three lowest family income classes comprise
just over one million families, or 28 percent of all fami-

lies with children. This is the group of families that most
would consider low income. For families with a net

Table 8

Financial Impact of NCB Initiatives on Average Child Benefits, 1996—2000, all Provinces (dollars)

Net Percentage of | Change in federal Change in provincial benefits Change in federal and provincial
family all census benefits from from 1996 to 2000° benefits from 1996 to 2000
income* families 1996 to 2000? All provinces* | All except Quebec*|  All provinces® All except Quebec®
1-10,000 582 1368 19 -107 1456 1330
10,001-20,921 1643 1432 -148 -134 1504 1518
20922-25921 602 1222 249 317 1616 1684
25922-30,000 548 618 212 370 853 1011
30,001-40,000 1319 298 51 192 357 4938
40,001-50,000 1255 261 -485 151 -222 414
50,001-60,000 1145 262 -53 16 pal 279
60,001-75,000 1222 231 -72 4 160 236
75001and up 1633 51 -92 52 -40 52
Mean 562 -36 53 525 767
Total (millions) 100.00 2209 -143 156 2,066 2,265

Source: Tabulations by the authors based on simulations using SPSD/M.
integrity of the data set, but the results are not reported in the table.
* Includes reductions in social assistance benefits where applicable.

* Weighted provincial family benefits.
® Weighted federal and provincial family benefits.

2 Includes the CTB, the WIS for 1996 and 1997, and the CCTB including the NCBS for 1998 to 2000.

* A small proportion (less than 1 percent) of families have negative net family incomes but positive total income. In our simulations, we retained these few special families for the

Figure 1a
Financial Impact of NCB Initiatives on Average
Child Benefits, 1996—2000, all provinces (dollars)
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Figure 1b

Financial Impact of NCB Initiatives on Average Child
Benefits, 1996—2000, all provinces except Quebec (dollars)
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income of less than $21,000 (22 percent of all fami-
lies), the average gain in both federal and provincial
child benefits is $1,456 ($1,330 excluding Quebec),
lower than that of the next two income categories, the
reason being that the great majority of these families
were receiving social assistance and saw their welfare
payments decrease because of the CCTB increases.
This is not the case for families with a net income of
$21,000-$30,000, which, on average, have more sub-
stantial but still modest earned income. The distribu-
tion of benefits clearly illustrates the intent of the
National Children’s Agenda: to provide more benefits
to working poor families and to provide incentives for
families receiving social assistance to join the labour
market. However, the incentives for families in the
other income categories are contradictory. Families
with a net income below $21,000 receive more bene-
fits if they do not draw welfare benefits, since they are
already in the labour market, thus creating incentives
to reduce hours worked. As for families in the
$21,000-$30,000 income category — the more they
work, the lower their benefits. The average decrease in
benefits may appear small, but the marginal tax-back
rates and personal income and payroll tax rates can
make a substantial difference at this income level.

The results for changes in provincial child benefits
show the modesty of the “reinvestment” cash pro-
grams and even of the in-kind transfer programs that
take the “savings” in welfare payments into account
(for details, see Appendix 1). Provincial child benefits
paid in all provinces except Quebec increased by $156
million, or only $53 per family (on average). Changes
in provincial child benefits are positive only for fami-
lies with a net income over $21,000. If Quebec is
included, provincial child benefits actually decrease
over the 1996-2000 period by $143 million.
Concerning the intention of the National Children’s
Agenda, it is not clear what was expected for the 1996
families in the 1997-2000 period. The joint strategy
(including the switch from WIS to NCBS) of Ottawa
and the provinces was to have the federal government
provide more of the cash benefits for children, includ-
ing those in families on social assistance, in order to
free up provincial funds for use in in-kind services
around child development (where Ottawa is limited
constitutionally as well as administratively from play-
ing an active, direct role). We would expect provincial
spending on child tax and transfer benefits to decline
over this period. However, considering two of the
objectives of the strategy (to prevent or reduce child
poverty and to promote the entry and the attachment

Figure 2
Financial Impact of NCB Initiatives on Average Child
Benefits, 1996—2000, Atlantic Provinces (dollars)
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Figure 3
Financial Impact of NCB Initiatives on Average
Child Benefits, 1996—2000, Quebec (dollars)
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of low-income families into the workforce), we would
also expect the provinces to increase their cash bene-
fits unless they thought the federal NCTB was entirely
covering the objectives. This raises the issues of pro-
gram co-ordination and efficiency, which are dis-
cussed in the next section.

Figures 2 to 6 (for detailed numbers, see Appendix
2) show the estimated financial impacts of the NCB
initiatives in each province or region. Reductions in
social-assistance benefits are taken into account for
the years when the provinces made such adjustments
following increases in federal child benefits.®® Quebec
and British Columbia preceded the 1998 CCTB in reor-
ganizing their programs, providing benefits to families
with children. In these two provinces, therefore,
reductions in social-assistance benefits took place
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before 1998. The “child portion” of social assistance
benefits was transformed into a targeted child tax
benefit under the new “integrated family allowance”
in Quebec and the family bonus in British Columbia.
In this way, when the benefit level of the CCTB
increases, the provincial child benefit decreases.

Figures 2 to 6 show that the impact of the NCB ini-
tiatives varies considerably across the country. In the
Atlantic provinces (figure 2), the change in federal child
benefits from 1996 to 2000 was, on average, $669 per
family, more than $100 higher than the national aver-
age increase of $562 per family. Provincial programs
added only $18 more in child benefits.

In the case of Quebec (figure 3), only families in
the lowest income category and in the
$21,000-$26,000 range received higher provincial
benefits in 2000 than in 1996. Families with a net
income of over $40,000 saw their provincial child
benefits reduced by as much as $683, on average.
However, although the province has substantially
reduced the extent of cash benefits to families to
finance its $5-per-day daycare program, all families
receive higher benefits than families in any other
province, either directly through the targeted family
allowance or through tax provisions (the targeted
family tax reduction and the non-refundable child
credit, which benefits higher-income families). The
impact of modifications in federal child benefits paid
under the CTB and the CCTB in Quebec is different
from that observed at the national level. This can be
partly explained by the fact that in Quebec in 1996
and 1997 federal child benefits paid under the CTB
program varied according to the rank of the child.
Also, because the number of children per family is
significantly lower, the benefits per family tend to be
lower. In fact, the increase in federal child benefits
between 1996 and 2000 was, on average, $486 per
family in Quebec, compared to $562 for Canada. For
families in the $21,000-$26,000 range, the average
increase in CTB and WIS was only $786 in Quebec,
compared to $1,222 nationally.

Not surprisingly, the estimated impact for Ontario
(figure 4) mimics the estimated impact nationally
(excluding Quebec). The only important difference is
in the variation in provincial child benefits for the
lowest-income families. Reductions in social assis-
tance benefits were substantial, and Ontario provides
a child-care supplement only for working families,
which clearly does not benefit families at the bottom
of the income scale. The average per-family increase
in both federal and provincial child benefits in
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Figure 4
Financial Impact of NCB Initiatives on Average
Child Benefits, 1996—2000, Ontario (dollars)
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Figure 5
Financial Impact of NCB Initiatives on Average
Child Benefits, 1996—2000, Prairie Provinces (dollars)
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Figure 6
Financial Impact of NCB Initiatives on Average
Child Benefits, 1996-2000, British Columbia (dollars)
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Ontario is only $1,188 for families with incomes
below $10,000 and $1,047 for families with incomes
in the $10,000-$21,000 range, compared to national
figures of $1,456 and $1,504.

The results for the Prairies (figure 5) are similar to
those for Ontario, although the changes in provincial
child benefits paid to low-income families were less neg-
ative, especially for families in the latter income catego-
ry. Although benefits paid under the CTB in Alberta in
1996 and 1997 varied according to the age of the child,
this variant of the program does not seem to affect the
impact of the NCB initiatives for the region.

Finally, in British Columbia (figure 6) the picture
is very different from that in the rest of the country
because of much more generous child benefits at the
provincial level. British Columbia increased its child
benefits for families of all income levels between
1996 and 2000 — by as much as $1,032 per family,
on average, for families with a net income in the
$21,000-%$26,000 range. The increase was due to

Conclusion

In terms of the objective pursued, the NCB is clearly
limited. Despite increased investment by both levels
of government, child poverty has been barely
reduced (see the next section Poverty Issues). In
September 2000, under the National Children’s
Agenda, Ottawa and the provincial and territorial
governments announced the signing of the ECDA,
which would “improve and expand the services and
programs...for children under 6 years of age and
their families.” As part of this commitment, the fed-
eral government is providing $2.2 billion over five
years to provincial and territorial governments to
support their investments in young children.
Funding began on April 1, 2001, through the
Canada Health and Social Transfer (CHST) and is
allocated, as with the CHST, on a per-capita basis
(based on provincial/territorial population esti-
mates). Table 9 presents commitments and total
transfers to each province over the five years.

Table 9

Federal Transfers to Provinces and Territories Under Early Childhood Development Agreement, 2001-06

(millions of dollars)

Total transfers by years

Transfers by provinces and territories

2001-2002: 300
2002-2003: 400
2003-2004: 500
2004-2005: 500
2005-2006: 500

Prince Edward Island
Nova Scotia

New Brunswick
Quebec

Ontario

Manitoba
Saskatchewan
Alberta

British Columbia
Yukon and Territories
Total

Newfoundland and Labrador

519.3
8442
81.3
724
218.0
2914
71
2,200

Source: Report on Government of Canada Activities and Expenditures 20002001, Early Childhood Development Agreement (Ottawa: Health Canada, Human Resources Development

Canada, and Indian and Northern Affairs Canada, November 2001).

benefits paid under the Family Bonus program and,
starting in 1998, under the more generous BC
Earned Income Benefit programs, but mainly
because in British Columbia the reductions in social
assistance benefits for families on welfare occurred
in 1996 and 1997. Since 1998, the province has not
adjusted welfare benefits to offset increases in pay-
ments under the CCTB, since it is the Family Bonus
benefits that perform the offsetting. The overall
strategy has substantially benefited low-income
families. Working-poor families also benefited from
the working income supplement: this adds approxi-
mately $400, on average, for families in the
$10,000-$26,000 income category.

The commitments of provincial governments to
date are only “a first step...to establish a ‘baseline’ of
their current early childhood development activities
and spending, against which their future progress can
be measured” — which also applies to the federal
government.® Our interpretation of this agreement
from a policy perspective includes the following
observations: (1) Governments seem to realize that
freeing up resources for reinvestment in families and
children and clawing back social assistance is an
approach that has exhausted its purpose and may be
a dead end (which we demonstrate in the next section
Poverty Issues). (2) Ottawa can use some of its surplus
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to enhance its image as an active supporter of poor
children. (3) Ottawa is preoccupied with its public
image, in Canada and internationally, concerning the
proportion of children living in poverty and the treat-
ment of welfare families by the NCB, an image that is
costly in terms of the United Nations report card. (4)
For constitutional and practical reasons, federal fund-
ing of in-kind services delivered by the provinces is a
positive aspect of co-operative federalism. (5)
Evidence in the scientific literature regarding the
promise of in-kind programs as one of several types
of policy directions is beginning to penetrate policy-
making circles.

In the following section we demonstrate that high-
er income from the CCTB cannot make a difference
for children living in poverty, while the additional
incentives for labour-market participation are too
weak to induce low-skilled parents (welfare mothers
in particular) to enter the workforce.

Poverty Issues

n Canada there is still no consensus on the mean-

ing of poverty and its appropriate measure. Since

the 1960s Statistics Canada has been designing
and computing a set of income thresholds (for differ-

ent households and community sizes), defined as Low
Income Cut-Offs (LICOs). Contrary to Statistics
Canada’s advice and interpretation of the measure —
which essentially traces an arbitrary relative frontier
between a comfortable and less comfortable standard
of living — several organizations have used the LICOs
as poverty thresholds to measure the number of poor
families and the depth of poverty.

In table 10, before-tax LICOs are used to measure
the incidence of low-income families in our sample.
Two benchmarks are used for each family: family
income less than its LICO (according to family size
and other characteristics) or 75 percent of its LICO.
Table 10 illustrates the task of fighting financial
poverty if we take literally the federal government
objective of “reducing the depth of children poverty”
according to LICOs. The difference between the total
income of these families and their LICOs measures the
“poverty gaps” in 1996: families in the first income
category would need, on average, more than $12,000
in additional income to attain the LICOs. From 1996
to 2000, the NCB provided them with slightly less
than $1,500, on average, in additional benefits (see
table 8). Given the importance of poverty gaps, the
new cash initiatives are too modest to have much
financial impact in terms of reducing poverty or nar-
rowing the poverty gap.

Table 10
Families Under Pre-Tax Low-Income Cut-Offs (LICOs), Canada, 1996 (dollars)
All families Families with total income less than LICOs
Net Number Average Number and percentage Average Total Number and percentage Mean
family of families earned of families under LICO earned income of families on welfare welfare
income income less LICO income per
welfare
family
1-10,000 194,670 2,691 186,500 95.80% 2,212 12913 82,500 45% 9,631
10,001-20,921 618,180 7,507 496,600 80.33% 5,654 8,161 322,480 65% 11,652
20,922-25,921 226450 18,269 73,400 32.41% 15,204 4,198 42,610 59% 11,932
25,922-30,000 207,640 25,029 29,600 14.26% 22,253 3,150 18,480 61% 12,435
30,001-40,000 506,930 32,969 8,100 1.60% 24,169 2,844 28,380 - 12,380
40,001-50,000 490,600 44,402 1,300 0.26% 44874 7373 15,790 - 11,102
50,001 and over| 1649450 82,082 0 0.00% - 0 29,840 - 13,084
Total 3,909,280 48,192 810,400 20.73% 6,478 8,984 539,910 67% 1,175
All families Families with total income less than 75% of LICOs
1-10,000 194,670 2,691 175,040 89.92% 1,852 7,593 82,500 45% 9,631
10,001-20,921 618,180 7,507 313,170 50.66% 3,899 3,988 322,480 65% 11,652
20,922-25,921 226,450 18,269 6,480 2.86% 7,618 3293 42,610 59% 11,932
25,922-30,000 207,640 25,029 1,130 0.54% 16,587 990 18,480 61% 12,435
30,001-40,000 506,930 32,969 220 0.04% 6,992 3,298 28,380 - 12,380
40,001-50,000 490,600 44,402 0 0.00% - 0 15,790 - 11,102
50,001 and over | 1,649,450 82,082 0 0.00% - 0 29,840 - 13,084
Total 3,909,280 48,192 510,300 13.05% 3,165 5,631 539,910 67% 1,175
Source: Tabulations by the authors based on simulations using SPSD/M.
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Table 11

Characteristics of Family with Dependent Children, Total Income Above Pre-Tax LICOs or Below 75% of Pre-Tax

LICOs, Canada, 1996

Characteristics

Two-parent families

Single-mother families

All <75% LICOs All <75%
LICOs
Male Female Male Female Female Female
Age!
1% 23 21 20 18 19 18
5% 27 25 24 21 22 21
10% 30 27 26 24 24 22
25% 34 31 32 28 29 26
50% 39 36 37 35 35 32
Mean 39 37 38 35 33 32
Schooling (in %)
<8 years 6 5 n 10 7 12
9-10 years 9 8 n 12 14 23
11-13 years 6 6 8 6 7 9
High-school diploma 21 26 22 31 22 17
Some post-secondary 7 8 7 7 12 14
Post-secondary diploma 33 32 29 26 28 21
University degree 19 15 13 9 10 4
Earned income (in current $)
10% 4,463 0 0 0 0 0
25% 17,748 154 0 0 0 0
50% 33,030 10,000 1212 0 4,502 0
75% 48,603 24,000 7,501 838 21,362 1,692
Mean 35,489 14,742 3475 1,339 12,492 1574
Number of weeks worked*
10% 17 0 0 0 0 0
25% 52 4 0 0 0 0
50% 52 52 15 0 25 0
Mean 46 34 22 u 26 10
Number of weeks unemployed*
50% 0 0 0 0 0 0
75% 0 0 32 0 1 10
95% 32 36 52 52 52 52
Mean 4 5 15 8 7 9
Main source of family income (in %)
None 0 1 0 0
Wages 84 33 46 12
Self-employment 8 10 3 2
Public transfers 7 51 45 79
Capital income 1 2 1 2
Pensions 0 1 1 1
Others 0 2 4 4
Number of families 3,132,772 215,973 565,893 223,075
Number of children® 6,856,692 441471 919,341 404,219

Source: Authors’ calculation using micro-data from Survey of Consumer Finances for 1996.

* These percentiles should be read as follows: column 2 informs us that 1 percent of two-parent families have a male that is 23 years old or less, 5 percent have a male who is 27

or under, and so on.

The 2001 Progress Report included a similar simu-
lation for 1999 low-income (pre-tax LICO) families. It
concludes that without the basic benefit and the NCB
supplement (1999 values): (1) 685,300 families would
have been low income in 1999, compared to the actu-
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al number of 668,800 (a difference of 16,500, or 2.4
percent); and (2) the narrowing of the low-income
gap is estimated at $400 million (or 6.5 percent of the
estimated $6.2 billion poverty gap).® Thus, according
to these 1999 “official” estimates, the impact of the



CCTB on the incidence and depth of poverty is also
extremely modest.

Table 10 is, of course, an oversimplified and static
picture and does not convey the significance and impli-
cations of poverty. Children are poor because they live
with adults who are poor. To understand child poverty,
one must look at the causes of adult poverty, such as
economic and demographic forces and factors that
affect individual earning capacity. The determinants of
adult poverty can be classified into two categories.

First, macroeconomic and demographic forces
affect overall income distribution. Cyclical variation
can be significant. Family and child poverty rose in
the recessions of the early 1980s and 1990s. They
declined to pre-recession levels by 1989, but did not
decline as much in the mid-1990s as the recovery
began to take hold. For the period 1984-97, there is
no distinct upward or downward trend in family and
child poverty.® Changes in the family-formation
process and the reproductive behaviour of young
adults have sharply reduced the risk of children grow-
ing up in low-income households, while the growth of
single-parent families has been an offsetting factor.*

Second, factors that affect an individual’s earning
capacity, such as age and education, can alter the
incidence of poverty. Age, which is an indirect indi-
cator of a person’s experience in the labour market,
and education level are good predictors of earned
income and success in the labour market.

According to micro-data from Statistics Canada’s
Survey of Consumer Finances pertaining to 1996 fami-
lies (table 11 supports the remarks that follow), parents
who report an income less than 75 percent of the
LICOs are younger and much less educated than the
general population of families. Not surprisingly, fami-
lies with incomes well below the LICOs report very low
earned income, work very few weeks in a year and
experience a high level of unemployment (and, espe-
cially with regard to single mothers, are out of the
labour force most of the year). Concomitantly, public
transfers largely offset their lack of earned income.
Since low-income families usually have unemployed
adult heads, the incidence of low-income families is
concentrated in groups with a low wage potential,
among whom the non-earned sources of income
become attractive as the payoff for working declines.

Does Poverty Matter for Children? When?
For Which Outcomes?

But what does poverty mean for children? How does

the relative lack of income influence their day-to-day
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lives? Poverty can be defined simply as the condition of
not having enough income to meet basic needs: shelter,
food, clothing and health care. Poverty can increase a
child’s risk for a wide array of problems: inferior hous-
ing, insufficient and poor-quality food, deficient health
care, exposure to environmental hazards, inadequate
learning experiences, family violence, inadequate
parental care, poor-quality education, and inadequate
access to friends and services.

Governments have developed programs to prevent
the likelihood of poor children doing without the goods
and services considered essential to their well-being.
The public assistance network and its programs —
including cash and non-cash transfers, be they targeted
or general or take a form other than income (subsidized
housing, reimbursement for medical/health expenses
not covered by public health insurance, subsidized
child care, refundable tax credits and personal tax
reductions, income supplements, etc.) — which consti-
tute the “social safety net,” alleviate the worst hard-
ships of poverty. Yet poor children still do not fare as
well as other children.

Many studies have examined the potential conse-
quences for children of the lack of material resources.
However, while the literature on the correlations between
income poverty and child well-being is impressive, few
studies identify precisely the mechanisms by which pover-
ty affects children. One must not only distinguish between
the effects on children of poverty and related events and
conditions, but also control for measured and unmeasured
parental characteristics that affect both income and child
outcomes. An important issue is whether the links
between poverty and child outcomes are due to income
per se or to other family conditions or circumstances that
often accompany poverty. For example, poor families are
likely to be headed by a parent who is single, has little
education, is unemployed, has low earning potential, is
young, and, perhaps, has health or behavioural problems.®
An alternative measure of poverty is parental workless-
ness (non-employment), which increases the likelihood
that the family will be dependent on social assistance to
meet its essential needs. Very poor families on welfare
may also differ from other families in ways that are not
observed. For example, parents in very poor families may
lack motivation or be discouraged because of misfortune.
These parental attributes, separately or in combination,
account for some of the observed negative consequences
of poverty for children. Underlying parental problems
such as mental illness or substance abuse might cause
acute poverty and welfare dependence as well as negative
child outcomes.
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Since the consequences of poverty per se can
become muddled by a constellation of other factors,
and since a family’s specific income at any point in
time is one of the many environmental conditions that
children will experience,® the timing of poverty over
one’s life course could be significant. Indeed many
social researchers, psychologists in particular, have pos-
tulated that the timing of events is critical to under-
standing their possible influences over the course of
adulthood. In other words, there are developmental
stages associated with age (infancy, early childhood,
childhood, adolescence, early adulthood) through which
one passes during one’s lifetime. Experiences of life and
events can accelerate or delay important life transitions.
Hence, in order to understand the potential conse-
guences of poverty, one must look at not only its tim-
ing over the entire childhood, but also its duration. The
experience of persons whose parents were poor once in
a given year is likely to differ from that of persons
whose parents were consistently poor or were non-
employed and dipped in and out of work throughout
their childhood. Moreover, timing, depth and duration
of poverty have implications for the types of policies
that should be adopted and for the appropriate timing
of an intervention.

The research literature indicates that certain criti-
cal outcomes should be assessed and observed. Some
of these can be interpreted as measures of certain key
components of the “human capital stock,” others as
measures of well-being. Outcomes can cover several
aspects and stages of life. Among outcomes to be
considered are: for preschoolers — body mass index,
cognitive and vocabulary skills, behavioural abilities;
for primary school children — academic performance,
friends; for adolescents — school expectations and
completion, self-esteem, health attitudes and habits,
self-worth and happiness; for young adults — age
upon leaving parental home, highest educational
attainment, early parenthood, economic inactivity,
behaviour such as smoking, psychological distress.
The more a child ages, the more factors come into
play — for example, peers and schools and other
institutions — some of which are partially under the
child’s control, such as friends, hobbies, and behav-
iours related to health and sex. Some outcomes are
imbedded one into another: ability to learn influences
academic performance, confidence, motivation and
subsequent graduation.

Hence, sorting empirically among several links, the
“true” causal effect of poverty on children can be
quite complex when one takes outcomes and timing

into account. The implementation of empirical mod-
elling that is conducive to relevant and reliable
results requires longitudinal survey data over a long
period with appropriate outcomes assessed or mea-
sured.®” Different studies have used different data sets,
focused on different outcomes measured at different
stages in a child’s development, applied different def-
initions of family income measured at different stages
in a child’s life, and included different socio-econom-
ic and demographic family control variables. Thus, it
is not surprising that there is little consensus on the
importance of family income for child outcomes.

We offer three contrasting “stylized facts” on the
association between parental income and various
outcomes from the most robust® results in the recent
literature. David Blau’s results on developmental out-
comes illustrate the first:

The empirical results from analysis of the
National Longitudinal Survey of Youth-Child
Supplement show that permanent family
income has effects on child development that
are too small to make income transfers a fea-
sible approach to achieving substantial
improvements in development outcomes of
low-income children. Family background
and other family and child characteristics
often have larger effects on child develop-
ment (as well as adult outcomes) than does
income, a finding consistent with the results
of previous studies.®

Susan Mayer’s findings on a wider range of child
outcomes (developmental, reading and mathematics
test scores; unwed pregnancy; low educational
achievement; male idleness and wages) offers two
explanations, with different policy implications.™
Government policies have been relatively effective in
maintaining the basic living standard of most poor
children, thus avoiding the worst consequences of
material hardship. Such results illustrate the impor-
tance of ensuring a minimum standard of living so
that a child can perform reasonably well.™ The other,
evidence-based, explanation is that if parents have
more money to spend (e.g., if the annual income of a
poor family were to increase from $15,000 to
$30,000), they will, on average, spend it on durable
goods, food (especially restaurant meals), larger
dwellings or cars. Whatever the impact of these
expenditures on a child’s well-being (likely indirect
and small), they will not necessarily affect parenting
patterns or result in a sufficiently stimulating envi-
ronment, higher expectations, determination or
motivation to do well in school and become educat-
ed. Children whose parents instil these qualities in
them tend to do well in life, even if the parents do
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not make much money. Other policies and interven-
tions (including reducing economic insecurity) are
necessary to improve a child’s life chances in the
short and long run.

A second “stylized fact” is that family poverty and
parental worklessness have associated risk factors
(such as poor home or neighbourhood environment;
parental discord; poor health; questionable peer
groups) or environmental disadvantages (such as weak
social support; poor quality of public schools; parental
values, norms and behaviours not conducive to socio-
economic success). Although such disadvantages may
be minor in isolation, their accumulation and repeti-
tion throughout the life course can have a consider-
able impact on some measures of a child’s ability and
achievement (excluding behaviour, mental health and
physical measures) that are critical to early adulthood
outcomes.” Social disadvantage and material hardship
during one’s formative years are likely to result in
intergenerational spillover — that is, children of poor
parents are likely to be poor when they grow up.

Although these two facts point to somewhat dif-
ferent results, the policy conclusions are similar:
increasing family income above the minimum
required to meet a child’s basic material needs is not
likely, in and of itself, to correct many of the prob-
lems associated with child poverty nor significantly
improve the child’s chances for success in life.

A third noteworthy result is that early to middle
childhood appears to be the stage at which family
economic conditions have the greatest impact. Deep
and persistent poverty during a child’s early years
appears to affect academic performance (readiness to
learn and academic success in mid-childhood) more
than behaviour. However, parents’ income effects
vanish as children move through their school and
adolescent years and re-emerges in the differences in
outcomes when they are young adults.” Ermisch and
Francesconi conclude, based on the results of their
studies using British panel data, that care should be
taken to time interventions over the entire childhood:

Poverty during adolescence (ages 11-15)
seems to affect some crucial expectations
and attitudes toward school and health,
household formation, education, and the
risks of unemployment and, to a lesser
extent, early childbearing; poverty during
school years (ages 6—10) tends to affect edu-
cational achievement and the risk of having
a baby by age 21; poverty during early
childhood (ages 0-5) appears to affect the
risk of economic inactivity and early birth;
family structure during early childhood and
primary school years seems to have strong
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effects on educational attainment, economic
inactivity and early childbearing.”™

These findings clearly point to the need for an
approach whereby the most effective type of policy is
balanced with appropriate timing of the intervention.
Observing which children live in families above or
below a given poverty threshold at a given point in time
tells us little about the lifetime or long-term experience
of those counted as poor. Some policy issues cannot be
addressed by a metric that simply classifies families as
“poor” or “non-poor.” The differences in incomes
among poor families are not reflected in the simple
count of the poor. Families with financial resources well
below the poverty threshold represent different circum-
stances and policy challenges from those with incomes
just below the poverty threshold. The distinction
between the effects of poverty on child and adolescent
outcomes (such as academic success in mid-childhood,
high-school completion and job success in early adult-
hood) and the effects of variables correlated with pover-
ty are crucial not only conceptually but also for public
policy.”™

Three Approaches to Fighting Child Poverty
and Its Consequences

Policies to fight child poverty can be divided into three
broad approaches, to parallel the critical life stages
when interventions can be effective in reducing child
poverty, its effects and its perpetuation.’™ The first
approach, earnings policies, tries to prevent poverty by
increasing parents’ employability and earning power.
Substantially increasing market incomes will prevent
pre-transfer poverty. Labour-market interventions —
such as increasing the demand for low-wage workers;
improving the job readiness and skills of low-wage
workers; raising the minimum wage; improving the
accessibility, affordability and quality of child care; and
covering the cost of prescription drugs and dental care
— on one hand reinforces the distinction between the
rewards of work and the benefits of welfare, and on the
other hand increases recognition of the costs associated
with work. Some policies exert their influence through
more than one route. However, a collection of disorgan-
ized policies and programs can serve to aggravate exist-
ing inequities while failing to ensure positive child
development. For instance, subsidized child care is
designed to facilitate parental employment and eco-
nomic independence more than child development. For
low-income families, child-care expenses represent a
high proportion of their earnings, constraining both
their work choices and their preferred modes of care.
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This is especially true for parents of very young chil-
dren, for whom supply costs and transportation barri-
ers can be daunting. Moreover, low-income families
are more likely to have jobs that require them to work
weekends or odd hours, which limits their ability to
use formal, regulated child care. Child-care policies
must reflect the fact that a parent is simultaneously a
provider and a nurturer. To address the nurturing role,
policies have to treat families equitably, reducing the
inequities in access to child care and ensuring that
children receive safe, nurturing and stimulating care
whether at home or in other child-care settings.”

The second approach, income policies, reduces the
level of poverty generated by the market economy by
supplementing low market incomes with other
sources of income. These policies range from income
support programs (welfare), to tax policies (earned
income supplement or credit, tax reductions and
refundable credits, tax treatment of child care), to
policies regulating child support, in the case of sin-
gle-parent families, from the absent parent to the
caregiving parent. When examined separately the
existing tax and benefit transfers appear to perform
relatively well, but when analyzed as a system of
social security they appear to have a negative effect
on the work incentives and incomes of those with
low earnings potential. In particular, it can be argued
that labour-supply incentives are not sufficient to
make employment worthwhile and do not provide
adequate income for the poor — the unemployment
(or inactivity) trap. It could also be argued that the
high rate of taxation of benefits as income rises
deters low earners from seeking to increase their
earnings — the poverty trap.

The unemployment trap occurs when net income
after taxes and benefits that are tied to work is little or
no improvement over non-work income. The financial
gains from employment can be modest even for mod-
erate earners, particularly if they are lone parents. The
tax and benefit system plays a key role here. Those out
of work can claim welfare if they meet eligibility con-
ditions. Because other benefits (e.g., the federal GST
and child tax benefit credits and some provincial tar-
geted benefits such as non-medicare health services,
subsidized rent and daycare) are income tested, welfare
recipients automatically receive them. They may also
receive other “passported” benefits, such as free school
meals and prescription drugs. When welfare recipients
re-enter the labour market, a small portion of their
earnings is disregarded (some social assistance pro-
grams also disregard a percentage over a range of

earnings), but beyond that they lose their welfare enti-
tlements. They also lose other benefits as soon as their
family net income exceeds a certain threshold. The
return to work tends to be lower for those with low
earnings potential or with high costs associated with
working such as travel or child-care expenses (unless
child care is heavily subsidized). These factors make a
substantial difference in the earnings levels needed for
families to be markedly better off by participating in
the labour market.

The poverty trap occurs when working individuals
cannot appreciably improve their net income by
increasing their work hours or their wages, because any
increments are largely offset by income taxes (and
social security contributions) and, particularly, the
withdrawal of employment benefits and the gradual
withdrawal of the NCBS. The overall size of the effec-
tive marginal tax rate for a low earner (the proportion
of a small increase in gross pay that is nullified by an
increase in payroll taxes, income taxes and loss of ben-
efits) depends on the benefits that family members are
receiving. It can range from about 50 percent for those
whose tax contributions are strictly income and payroll
to high levels for those who receive benefits that are
contingent on family income. Because the withdrawal
of these benefits, and some others, is computed on the
basis of pre-tax family income, the effective marginal
tax rate can be very high over small ranges of income
(in some cases exceeding 100 percent).

A third approach to fighting child poverty seeks to
mitigate the adverse effects of poverty and to prevent
poverty-triggering circumstances and events. Policies
for investment in human capital of poor children
imply the provision of non-cash benefits to the poor
in such fundamental areas as health care, housing and
education. In particular, programs that deliver in-kind
benefits directly to infants and young children have
been shown to be effective. These include nutritional
counselling and food supplements for pregnant and
lactating lone mothers and their infants, as well as for
very young children, early education to improve the
skills of preschoolers and school nutrition programs.
Janet Currie summarizes the evidence concerning
interventions that have been evaluated and comments
on their relative strengths and limitations:

First, despite the a priori arguments in
favour of the efficiency of cash programs,
there is currently little evidence that existing
cash programs are effective in improving
child outcomes. In contrast, more evidence
exists concerning the efficacy of in-kind
[benefits]. These programs often improve
specific child outcomes, and the available
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evidence, while not definitive, suggests that
the most targeted programs, such as WIC (a
Special Supplemental Feeding Program for
Women, Infants and Children) and Head
Start (a preschool intervention program),
seem to have the biggest “bang for the
buck.” Second, with regard to incentives,
although all programs that provide benefits
conditional on income create incentives for
at least some people to keep their incomes
below the “target” level, it is likely that these
incentives are smaller for programs like WIC
and Head Start. These programs have higher
income cut-offs than the typical AFDC [wel-
fare] program; their benefits are not reduced
gradually with small increases in income,
and they provide a very limited set of bene-
fits that target children directly. Third, while
the programs reviewed and others are
intended to reduce social inequalities by
making sure that every child starts life on a
“level playing field,” some of the effective
in-kind programs are horizontally
inequitable because they have been funded
at levels that can serve only a fraction of the
eligible population.™

This preventive approach involve different strate-
gies and different target groups over different life
stages. Some events, such as family dissolution and
pregnancy among unmarried teenagers, are known to
trigger poverty, with negative consequences for chil-
dren. Increasing the proportion of children born to
and raised by couples who are married or committed
to a long-term relationship is a viable objective.” The
existing groups are the already married (cohabitants),
the about to be married, the unmarried with children
and the unmarried without children. The incidence of
divorce and separation can be reduced through mar-
riage counselling or training in interpersonal man-
agement skills and through peer support to married
couples or couples contemplating marriage or parent-
hood. A more promising strategy would be to prevent
childbirth among the young and unmarried (and to
help unwed fathers to support their children and/or
marry their child’s mother), especially among those at
high risk for unwed motherhood and dependence on
government assistance. The decline in teen childbirth
rates has been driven by sex education, better contra-
ception information, counselling among high-school
students and the provision of abortion services. More
advanced age at first marriage and spousal education
are the strongest predictors of marital stability.
Although the argument may sound commonsensical,
much more education is needed today than was need-
ed in earlier periods. When social policy offers
women opportunities to pursue post-secondary edu-
cation and a career, it contributes to a general trend
toward later age — for both men and women — at
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first marriage (or at first cohabitation, a preferred
arrangement among the younger generations). The
trend is favourable for children as well, since education
among mothers has been shown to produce better out-
comes for children, while enhanced earnings among
fathers (and couples) reduces family economic insecuri-
ty and lowers the dissolution rate for first marriages
and common-law unions.®

Work and Earnings Incentives

Traditionally, taxation and social systems have different
objectives such as increasing government revenues and,
among other goals of social policy, the meeting of
essential needs and the transfer of money to the poor.
The equity and efficiency of both systems in Canada
have been criticized in a series of recent studies.® One
issue that has attracted much attention is the combina-
tion of clawbacks on social transfer benefits with
income taxes and other taxes. The failure to distinguish
between social security and tax policy in designing both
systems has two major disadvantages: it does not pro-
vide the means to improve work incentives and increase
the earnings of less-skilled workers, and it supports
families with children while failing to respect the tradi-
tional criteria of horizontal and vertical equity.

The drawbacks of the strategy for families pursued
by the federal government and some of the initiatives
taken by the provinces can be shown by focusing on
one of the main objectives pursued, that of promoting
entry of families into the workforce. The case of family
policy in Quebec will serve to illustrate (see Table 12
and Box 5). For the last 15 years in Quebec, successive
governments have steadily and markedly increased
financial commitments to families with children. In
1995, there were four basic provisions available to
Quebec families: universal family allowances; non-
refundable tax credits for dependent children, post-sec-
ondary dependent students and single parents; a
targeted income-tax reduction for families; and a highly
targeted earned-income supplement for families with
children. Welfare benefits were contingent on family
size up to the first two children, while the needs of the
other children in large families were considered fulfilled
by other provincial and federal family-support pro-
grams. Child-care expenditures were subsidized, with a
fairly generous refundable tax credit that was also con-
tingent on family income (diminishing as income rose).®

In September 1997, Quebec implemented a major reform
(which took full effect in July 1998) with the objectives of
“getting children out of the welfare system” and abolishing
universal family allowances in order to finance a “new
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Table 12
Summary of Quebec Family Assistance Measures, 1995-2002 (millions of dollars)

Programs 1995 1999 2001 2002
Cash (transfer/tax) benefits
Non-taxable universal family allowance 579 — — —
Non-refundable tax credits for dependent children 773 748 647 609
Targeted benefits
Child's portion of welfare benefits (1st and 2nd child) 465 — — —
Child benefits (targeted on income) — 762 540 529
Working income supplement 61 50 38 33
Targeted income tax reduction 374 235 300 347
Total 900 1,047 878 909
Total 2,252 1,795 1,525 1518
Child Care
Refundable child-care tax credit 175 206 211 213
Direct subsidies to child-care services 209 615 1,020 1,205
Total 384 821 1231 1,418
Total benefits (cash and in-kind) 2,636 2,616 2,756 2,936
Total child-care benefits in percentage 14.6 314 44.7 483

Source: Fiscal expenditures and budget documents, Quebec Ministry of Finance, various years; Government expenditure plans, Quebec Treasury Board, various years.
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family allowance,” which, despite its name, is similar to
and co-ordinated with the federal child tax benefit
(British Columbia had previously taken the same
approach). In 1998, the maximum amount per child was
$975 plus $1,300 for a single-parent family, which, con-
sidering the federal child tax benefit, comes to a maxi-
mum of $2,600 for the first child ($3,900 for a
single-parent family) and $2,400 for each additional
child.®® Welfare schedules were revised to take into
account adult-only needs (and the earning disregards
were doubled), the non-refundable dependent tax credits
were retained (and slightly raised to diminish the impact
of a 1-percentage-point increase in the sales tax to
finance a “neutral” income tax reduction) and the $5-per-
day daycare program was introduced. The goals of the
reform were identical to those pursued by Ottawa: pover-
ty reduction, increased incentives to work and simplicity.®

Table 13 presents the schedule of effective margin-
al tax rates (combined federal and provincial) for
Quebec in 1999. The calculations, including welfare
benefits and the welfare earnings disregards, are done
for single-parent families (with one young child) and
two-parent families (with two young children).

The approach of “getting the kids off welfare” was
analyzed and critiqued by Jonathan Kesselman when
it was advanced by the Ontario NDP government in
its never-implemented Ontario Child Income Plan.®
He shows that reducing the effective marginal tax
rates (MTRs) implicit in welfare must involve some

combination of the following changes, all of which
have their own work/earnings disincentive effects: (a)
reproducing the effective MTRs in benefit reduction
rates of the newly created, or expanded, child bene-
fits programs; (b) extending the range of effective
MTRs for benefit reductions higher up the income
scale, thus diluting work/earnings incentives for
workers further up the income scale; and/or (c)
increasing the net costs to government, thus necessi-
tating higher MTRs even on upper-middle and high
earners. If child benefits are expanded or extended to
the working poor not on welfare, then the net rev-
enue costs must be increased. Another way to view
the “getting the kids off welfare” strategy is to see it
as getting these kids (as well as the kids of working
low-wage parents not on welfare) onto another pro-
gram that has some of the same disincentive features
as welfare but is not called “welfare.” Among such
programs are the New Family Allowance in Quebec,
the BC Family Bonus in British Columbia and the
Family Benefit in Saskatchewan.

Table 14 presents similar estimates of the marginal
tax rates including welfare (for a one-earner family
with two children) for the Atlantic provinces. In other
provinces, the marginal tax rates, excluding welfare,
are similar: for family earnings in the range of $20,921
to $35,000 they range from 55 to 70 percent.®

The tax rates shown in tables 13 and 14 illustrate
the structural problems associated with the interac-
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Table 13
Marginal Tax Rates for Families, Quebec, 1999
Earned income ($) Net contribution: Marginal tax rate? Number of families® Percentage of
transfers less income families
taxes ($)*
Single-parent family*
0-5,000 11,036 -15,7 56,700 359
5,000-10,000 11,819 278 14,400 91
10,000-15,000 10,429 275 14,300 91
15,000-20,000 9,053 60,2 11,200 71
20,000-25,000 6,045 435 9,400 59
25,000-30,000 3,868 79,0 11,000 70
30,000-35,000 -83 85,2 9,100 58
35,000-40,000 -4342 68,3 7,100 45
40,000-45,000 -7,754 551 6,100 38
45,000-50,000 -10,509 484 4,700 30
50,000-55,000 -12,928 52,9 3,800 24
55,000-60,000 -15573 51,0 2,900 18
60,000-65,000 -18,124 56,9 2,300 15
65,000-70,000 -20,969 59,1 1,300 08
70,000-75,000 -23,924 56,8 900 0,6
75,000 and up -26,764 52,2 2,700 18
Total — — 158,000 100
Two-earner family®
0-5,000 15,467 -29,8 4,800 18
5,000-10,000 16,956 353 5,500 20
10,000-15,000 15,191 53,3 7,900 29
15,000-20,000 12,525 335 9,000 33
20,000-25,000 10,850 388 11,200 41
25,000-30,000 8,911 38,8 13,500 50
30,000-35,000 6,972 73,7 15,500 57
35,000-40,000 3,288 694 16,500 6,0
40,000-45,000 -182 52,7 17,200 6,3
45,000-50,000 -2,816 56,1 17,300 6,4
50,000-55,000 -5,620 57,1 17,800 6,5
55,000-60,000 -8,474 52,0 17,400 6,4
60,000-65,000 -11,072 60,5 16,100 59
65,000-70,000 -14,098 59,0 15,800 58
70,000-75,000 -17,046 56,9 12,700 47
75,000 and up -19,893 45,6 74,800 275
Total — — 273,000 100
Source: Implicit Marginal Tax Rates, Quebec Ministry of Finance, October 1999.
* The amount is calculated at the minimum for the category.
2 The marginal rate is calculated for a $5,000 increase in earned income starting at the minimum for the category.
* Number of families in the income range.
* Single-parent family with one child under 6 years of age and $5,000 of child-care expenses.
° Two-earner family (60-40 percent) with two children under 6 years of age and $10,000 in child-care expenses.

tion between the tax and benefits systems and the
high burden of the personal income tax on families
with modest total earnings. Ignoring the prospective
increases in earnings over the life cycle, and peo-
ple’s expectations and time horizon planning, from
a static point of view we can see that it takes a fam-
ily with modest earnings or modest skills consider-
able effort to achieve any meaningful increase in its
disposable income from the levels guaranteed by
welfare and associated benefits. The rates imply that
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the marginal financial values of extra earnings are
very low over a wide range of annual earnings. These
disincentives give rise to the unemployment trap and
the poverty trap. Moreover, they are not conducive to
long-term attachment to the labour market nor to
seeking new employment in the event of job dissolu-
tion, pursuing jobs with higher wages (and greater
responsibilities), accepting offers of overtime or trad-
ing less pay for on-the-job training that will result in
increased future earnings.
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Table 14

Marginal Tax Rates for Single-Earner Couples with Two Children, Atlantic Provinces, 1999

Earned income ($) Marginal tax rate
Newfoundland Prince Edward Island Nova Scotia New Brunswick

No income $12,276" $14,646! $13,487* $10,838*
1-3,750 776 776 776 68.6
3,751-13,186 81.0 81.0 81.0 721
13,187-15,920 109.8 108.1 108.1 99.9
15,921-T? 116.5 105.6 107.6 96.8
T2-20,921 425 30.6 327 30.8
20,922-25,921 52.0 50.3 55.1 60.5
25,922-29,590 57.0 55.3 60.1 60.5
29,591-39,000 58.5 55.0 54.6 54.2
39,001-59,180 489 46.2 459 46.6
59,181-67,512 54.0 527 50.7 514
67,513-78,910 575 54.2 522 529
79,911 and up 525 492 488 493

Source: Adapted from tables 2 and 3 of Taking a Road Less Taxing: The National Child Benefit and the Atlantic Provinces (Halifax: Atlantic Institute for Market Studies, 2000).

* Includes welfare and family benefits.

2 Threshold level — level at which income earned is no longer subject to the welfare clawback rate: which is $16,368 in Newfoundland, $19,528 in Prince Edward Island, $17,983

in Nova Scotia and $14,406 in New Brunswick.

Tinkering with the Welfare Wall and Its
Height

There have been many analyses of the types of barri-

ers and disincentives that constitute the “welfare

wall” and its “height.” The welfare wall refers to the

financial barriers faced by social assistance recipients
when they try to become independent, as well as their
mirror image: the financial incentives for those not
on social assistance to stop working — the intermedi-
ate situation being to be employed while on social
assistance. Many solutions have been proposed, some
with a distinctive Canadian flavour: “taking children
off welfare,” increasing earning disregards, decreas-
ing clawback rates (and increasing them for higher
levels of earnings), introducing non-refundable
dependent tax credits, basing the welfare payments
for those who are able to work on their activities and
status (formal schooling, public training programs, in
the process of entering the labour market or seeking a
job), earning supplements, child-care subsidies, and
enhancing the NCB supplement or its provincial
counterparts. All of these options to change the barri-
ers or disincentives associated with welfare have been
pursued in one form or another.

How have the most recent NCB increases changed
the disincentives to enter or remain in the workforce?
In isolation, the NCB is only pottering and mending
about incentives, as indicated in tables 15 and 16. In
table 15, the first two columns show the minimum

income in 1998 for two types of family. This income is
defined as the welfare guarantee plus the other main
cash transfers available to a welfare family (NCB, GST
credits, provincial benefits) as calculated by the
National Council on Welfare. This measure ignores all
welfare ancillary benefits and services. The last column
presents a popular concept among government and
private analysts, both critics and supporters of the NCB
approach: the family earning threshold where it exits
from welfare (welfare payment to the family exhaust-
ed) in the case of a single-earner family with two chil-
dren. The threshold indicates the difficulty of escaping
from welfare.

Three typical situations can be discerned. First, a
“working very poor” family (earning $7,000-$10,000)
with one or two children may qualify for social assis-
tance but not apply for it. The NCB increases poten-
tially reward qualifying families for not applying for
or returning to welfare. As table 15 shows, a working
very poor family would have a higher standard of
living if none of its members participated in the
labour market. National surveys do show a small
number of such working very poor families that do
not seem to be maximizing their income levels. They
would be better off on welfare and not working. Such
families can be observed in census data for two pos-
sible reasons: the welfare stigma effect, or, more
credibly, they have access to other resources and/or
are in transition. Second, a welfare recipient family
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Table 15
Effective Minimum Income and Earnings Thresholds to Exit Welfare by Province (dollars)

Welfare plus other family cash benefits 1998 Earnings thresholds

(in parenthesis welfare only) 1998/1999
Single-parent one child Couple two children Single earner (single—parent or two-
parent family) with two children
Newfoundland and Labrador 13,466 (11,336) 15,629 (12,276) 16,368/16,368?
Prince Edward Island 11,675 (9,669) 17,799 (14,471) 19,528/19,528 (1999)
Nova Scotia 12,398 (10,257) 16,849 (13,487) 17,983/17,983 (1999)
New Brunswick 11,923 (8,772) 14,485 (9,828) 19,000/19,000*2
Quebec 12,778 (7,738) 15,810 (10,602) 13524/13,524*
Ontario 13,695 (11,181) 18,016 (14,063) 27,630/24,440
Manitoba 11,331 (9,333) 16,705 (13,552) 19,800/16,340
Saskatchewan 11,300 (8,628) 16,690 (12,320) 12,460/11,580
Alberta 11,088 (9,124) 17,716 (14,256) N/A
British Columbia 13,650 (10,245) 17,806 (12,396) 18,675/18,675*

(Toronto: C.D. Howe Institute, 1999 Taxation Papers).

fit program (BC family bonus; Quebec family allowance).

119,000/19,000, taking into account the welfare tax-back changes after six months.
2 There is no change because these provinces chose to pass the federal child tax benefit increase on to welfare recipients whereas the other provinces reduced their welfare pay-
ments by an equal amount. In the case of Quebec and British Columbia, the welfare payments do not take the children into account but they adjust consequently their child bene-

Sources: Welfare plus other family cash benefits 1998: Welfare Income 1997 and 1998, National Council of Welfare, Winter 1999-2000; Thresholds for Quebec: authors’ calcula-
tion; for Atlantic Provinces: see table 14 in this paper; for other provinces: see table 4 of Adil Sayeed, Improving the National Child Benefit: Matching Deeds with Intentions

has some options to (slightly) raise its living standard
without working much and having to leave social
assistance: accepting non-declared support from
friends and family, accepting non-declared earnings
from odd jobs or working minimally in order to max-
imize social assistance payments (taking into account
the earnings disregard). A comparison of columns 1
or 2 with column 3 of table 15 shows that this situa-
tion may be optimal for many welfare families, con-
sidering work-related expenses and in-kind benefits
associated with welfare. As seen in table 15, individ-
uals can supply small amounts of labour, increasing
their overall income while continuing to receive wel-
fare and its in-kind benefits.

Third, working will result in small net gains to dis-
posable income if earnings come to more than the
disregard so that the worker leaves welfare complete-
ly, if we factor in incremental work-related expenses,
taxes, El and CPP contributions, and loss of in-kind
welfare benefits. Again, comparison of the last three
columns of table 15 suggest that, in a single-parent
or two-parent family, full-time employment at more
than the minimum wage only modestly raises the
standard of living relative to welfare. The stigma
effect is more credible here. Although a low-earnings
family with a long-term planning horizon and posi-
tive expectations can accumulate work experience
and the associated wage growth, it then faces the
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hurdle of high and capricious marginal tax rates over
the $15,000-$30,000 family income/earnings range.

The last point merits further consideration. To “illus-
trate the argument that current programs introduce a
disincentive to leave welfare for full-time work,”
Poschmann and Richards® give the following example.
A single mother with two children living in British
Columbia would receive about $14,000 annually in wel-
fare payments and be eligible for about $2,500 more in
cash benefits, for a disposable income of $16,500. If she
worked full-time, full-year (50 weeks at 35 hours per
week) at above the minimum wage ($8 per hour), she
would earn $14,000 annually and be ineligible for wel-
fare but would receive about $6,100 in non-welfare
family benefits, for a disposable gross income of
$20,100. The difference of $3,600 is hardly an incentive,
considering that $675 in El and CPP contributions must
be deducted and assuming that this mother has relatives
or friends who could provide child care for free or has
access to fully subsidized child care and has no work-
related expenses. For that extra $3,000 after taxes, she
must sacrifice more than 1,750 hours and the ability to
care for her own children.

This example illustrates the British Columbia
approach of building upon the NCB with a provincial
child benefit (the BC Family Bonus) and no child bene-
fit component in welfare (excluding the housing com-
ponent of the BC Income Assistance benefits, which is
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a large portion of total benefits and remains depend-
ent on the number of children). The approach taken
by Ontario, Alberta and Saskatchewan was to reduce
the welfare benefit by an amount equal to the NCB
increase and allocate the savings (and extra
resources) to the implementation of an earnings sup-

plement (in the case of Alberta, this was already in
place).® Table 16 depicts tax and benefits for an
Ontario single-parent family with two children on
welfare, before and after the introduction of the NCB

and with and without earned income.

marginal tax rate (79.2 percent) because the family
does not receive welfare and pays a large sum in
taxes ($3,163). These situations illustrate once again
the disincentive effects of the “welfare wall.”

What is the impact of the NCB? By itself, almost
nothing when we compare pre- and post-NCB situa-
tions B and C: new NCB plus welfare benefits are nega-
tive for B (-$466) and slightly positive for C ($494).
Compared to a family that relies solely on welfare, a
working one is better off, by $7,153 in situation B and
$10,871 in situation C, but the parent in situation C is

Table 16
Tax and Benefits for an Ontario Single-Parent Family With Two Children on Welfare Before and After the
Introduction of the National Child Benefit, Without and With Earned Income
Earnings, benefits and taxes, Situation A Situation B Situation C
and disposable income (in $) Pre NCB Post NCB Pre NCB Post NCB Pre NCB Post NCB
Annual earnings 0 0 10,000 10,000 25,000 25,000
Plus welfare 13,242 11,532 8,993 7,283 291 0
Plus federal child benefit and GST credit ($608) 3,074 4,784 3,574 4,784 3,200 3,979
Plus Ontario credits (property and sales tax) 398 432 283 317 157 163
Plus Ontario earning supplement — 0 — 2,000 — 1,640
Less income tax + El and CPP contributions 0 0 -483 -483 -3,163 -3,163
Less work-related and child-care expenses 0 0 0 0 0 0
Total disposable income 16,714 16,748 22,367 23,901 25,485 27,619
Change in disposable income: Post NCB-Pre NCB 34 1534 2,134
1. Net change in welfare+child benefit+credits 34 -466 494
2. Net change in earning supplement 0 2,000 1,640
% of change in disposable from 1 100% -304% 231%
% of change in disposable from 2 0% 1304% 76.9%
Change in disposable income if situation changes
FromAtoBorBtoC 5,619 7,153 3,118 3,718
FromAtoC — — 8,771 10,871
Implicit tax rate 43.8% 285 79.2% 75.2%
Source: Adapted from figures presented by Adil Sayeed, Improving the National Child Benefit: Matching Deeds with Intentions (Toronto: C.D. Howe Institute, 1999 Taxation Papers), in tables 2 and 5.

Pre-NCB situations A and B indicate that a single
parent working full-time at the minimum wage or
part-time at a higher wage would be better off by
$5,619, in terms of disposable income, than a welfare
parent, assuming that there are no work-related or
child-care expenses and not considering the time
constraints of caring for two children. Most
Canadians would consider three persons living on
$22,367 in a large city in Canada to be poor. The

trade-off between working and not working while on
welfare is not clear-cut: there is an incentive to work
(the marginal tax rate appears reasonable at 43.8 per-
cent). But it is in this earnings range that a poverty
trap exists. If that parent had the opportunity to work
full-time or to work more hours or at a higher salary
(situation C, with annual earnings of $25,000), the
family’s standard of living improves by only $3,118,
compared to situation B, assuming the same child-
care expenses. And the parent now faces an excessive

barely better off than the one in situation B ($3,718 vs.
$3,118). The one factor most responsible for the
changes in disposable income is the earnings supple-
ment. In situation B, the $2,000 supplement (the maxi-
mum for net earnings of $10,100) is financed mainly by
the NCB (a $1,200 welfare saving for Ontario), a net
reduction in welfare benefits (about $500) and the
Ontario government ($200). In situation C, most of the
supplement comes from government budgets. If there
are more financial rewards for working, they come
from the earnings supplement. Of all the provinces that
have such a program, Ontario’s is the least targeted to
family income (see table 5).% Ironically, the conjunction
of the NCB increases and provincial earnings supple-
ments have considerably raised the marginal tax rates
of families in the $15,000-$45,000 earnings range.*
These are structural problems for which there is no
solution short of paying benefits to everybody or
nobody. As long as benefits are paid and then with-
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Box 5
Quebec Family Policy: An Example of Idiosyncratic Action

From the mid-1980s to the mid-1990s the Quebec government increased its financial support to families. The objective
pursued was to "adequately compensate families for the costs associated with children” (1988 Quebec Budget). The finan-
cial effort relative to the numbers of children in Quebec aged 17 or under was significant: in real terms, per-child benefits
were increased by a factor of 2.4, from $681 in 1985 to $1,619 in 1995. There was a bouquet of measures: three types of
non-taxable universal family allowance, tax deduction/non-refundable tax credits for dependent children, targeted income-
tax reductions, social assistance for the essential needs of the first two children and a decreasing (with income) refundable
tax credit for child care.

In September 1997 the government replaced the universal family allowance with an Integrated Child Allowance,
sharply targeted (income-tested) on family income, to complement the federal child tax credit. This new family
allowance was intended to "get children off welfare," and the scope of the tax reduction for families was decreased.

It simultaneously increased child-care services and assumed the cost of additional daycare places, which would be
largely subsidized (the $5-per-day policy), irrespective of family income. As these new expenditures would be spread out
over time, the new family policy still implied a short-term decrease in financial assistance to families.

The government estimated that, from its introduction to the year 2005 or 2006, when more child-care places would be
added for 0—4-year-olds, the new family policy would require additional funding. The policy radically changed the picture of
government support: monetary assistance would be reduced and the focus would be assistance in the form of services — uni-
versal in principle but for the most part benefiting working parents (see table 12 for transformation of support over the years
1995 to 2002). The motivation was "to help prevent and reduce the depth of child poverty" and "to promote attachment of
families to the work force."

The distributive pattern of the tax treatment of child care was accentuated in Quebec with the switch from the
refundable child-care credit to the $5-per-day policy. Families with an income under $40,000 were financially better off
before the implementation of this policy, when their $22 per day (the mean rate in Quebec in 1997) for daycare services
earned them a generous provincial refundable tax credit and a federal tax deduction. These families now pay more fed-
eral income tax, and because their net family income is higher, their federal child tax benefit is reduced (as is their GST
credit). Thus, the $5-per-day formula implies distributive effects whereby dual-earner, high-income families gain at the
expense of low-income families (and Ottawa makes some monetary gains at the expense of Quebec).

In terms of in-kind services, the government has partly given back, to different families (mainly those who work, have
young children and use child-care services), what it took away by targeting aid to low-income families. Its commitment
to universal $5-per-day child care is exerting considerable pressure on public resources, since it has promised that the
number of places will reach 200,000 by 2005. In September 2002 there were approximately 135,000 subsidized places
for children aged 0—4 years (the total number of children aged 0—4 was slightly under 400,000 on July 1, 2001) at a cost
of $7,000-$10,000 per place. Table 12 shows that public subsidies for child care will have increased by a factor of 3.7
between 1995 and fiscal year 2002—-03; child-care services now represent 48 percent of all expenditures for family sup-
port as it is usually measured, in contrast to 14 percent in 1995; just over 40 percent of family support is in the form of
child care today, in contrast to 8 percent in 1995. In-kind child-care services are directed only at 0—4-year-old children.

In fact, Quebec’s commitment to universal daycare has become such a financial obligation (for fiscal year 2002-03, in-kind
child-care services will cost $1.2 billion, to which must be added $213 million in tax expenditures for the refundable child-
care tax credit) that it precludes any other initiatives, such as early childhood development programs. For instance, every addi-
tional dollar coming from the federal government under the NCB has been diverted to sustain the daycare program.* With
highly subsidized child care as the cornerstone of its family assistance programs, the Quebec model of child care channels
public resources primarily to families in which both parents work at regular 9-to-5 jobs and whose children are cared for in
accredited centres. These policy decisions unduly distort parental choices with regard to work and child-care arrangements.

The government affirms that this policy not only supports parents’ work efforts but contributes to equality of oppor-
tunity for poor children. The logic of this argument is weak. Only half of all children in the 04 age group receive subsi-
dized daycare. The children most at risk — those with chronic welfare mothers or unemployed parents — do not benefit
from this policy.
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drawn, there will be high effective marginal tax rates
with bumps at certain points. There is room for
improvement in the modelling of benefits. The princi-
pal strategy for “getting the kids off welfare” is to
simply recreate the disincentives of the welfare sys-
tem elsewhere. The federal government regularly
touts the recent increases in the CCTB as added
financial incentives for single mothers who are not
working and on welfare to join the labour force. It is
indeed possible (as of July 2000), in the best of cases,
for a single mother of two to increase her income by
$750 by working. Nevertheless, work incentives
remain small relative to the welfare amounts allocat-
ed to non-earning single mothers. A more detailed
analysis is offered in Appendix 3.

Inequities and Inefficiencies

From a tax-policy perspective, two equity issues are
not addressed in the current tax and social systems.
First, the tax system does not recognize that the cost
of raising children is a non-discretionary expense
that should be tax exempt. The fact that approxi-
mately 20 percent of high-income families are
excluded from the NCB implies that these families
pay the same amount in taxes as families with the
same income and the same number of adults but no
children (except in Quebec, which still has a non-
refundable income tax credit for all dependent chil-
dren). Kesselman comments on the Canadian position
with regard to the irrelevance of children to a house-
hold’s ability to pay taxes:

This approach reflects a view...in effect, that
the costs of raising children are simply con-
sumer outlays like the childless family’s
choice to purchase a fancy boat. It further
“abstract[s] from the well being of children,
treating them as objects rather than individ-
ual[s]”...Canada’s removal of all fiscal recog-
nition for children in families at upper
incomes — in both the personal tax and cash
transfer systems — is almost without parallel
among the OECD countries.®

Without tax recognition or a cash subsidy for chil-
dren in families at all income levels, the current sys-
tem is horizontally inequitable with regard to families
with and without children. Moreover, the current pro-
visions represent inefficient treatment of investment
in the human capital of children.

In addition to work disincentives and the efficien-
cy losses caused by high marginal tax rates, the
existing tax and cash transfer systems affect the
incentive to (re)marry, separate or have children.
Further increases in child benefits, if still highly tar-
geted on family income, could affect conjugal behav-

iour by offering greater compensation for the absence
of a spouse or of a breadwinner (when these benefits
are paid for children per se). Amongst modest-income
single parents, the child benefit brings an income
supplement that would be lost if they partnered with
a modest-income spouse. This gives rise to strategic
behaviour relative to one’s official marital status and
could encourage conjugal mobility.

The level of child benefits is not likely to be a sig-
nificant factor in reproductive decisions at the top of
the income scale, but less social recognition of the bur-
den of childraising could have a negative impact on
the fertility rate at middle incomes. More dubious
incentives can result if the strict approach of targeting
benefits to lower income families is pursued. For
example, Battle and Mendelson suggest a maximum
benefit of $4,000 per child for low-income families
(e.g., an income under $30,000),* which would equal
the basic costs of raising a child.* These costs would
be recognized on a universal basis to only one class of
families, those below the income threshold for the
phase-out of benefits. Would social assistance families
be denied the full benefit? Even though most provinces
have denied increases in the CCTB benefit levels to
welfare recipients by a dollar-for-dollar reduction in
social assistance for children, if the maximum CCTB
were raised to $4,000 per child, even social assistance
families would receive the benefit (unless provinces
start reducing welfare amounts guaranteed for adults).
These families would gain financially by having more
children when they do not have the financial resources
to raise them (see the discussion in part 2 An
Investment-in-Children Framework).*

Finally, provincial initiatives, depending on the
type and design of policy interventions, will set up
their own incentives. In addition, standards and enti-
tlements may raise concerns about horizontal equity,
which requires that families in similar circumstances
be treated in a similar fashion. Quebec’s family policy
illustrates the argument.

Conclusion

We have shown that the federal CCTB will not induce
any significant change in poverty rates, as computed
with 75 percent of the LICOs levels, and that its finan-
cial incentives are too modest to make paid work a
credible alternative for families with low earnings
potential. The empirical literature also suggests that
the CCTB will not substantially improve child devel-
opment in low-income families. However, direct in-
kind interventions targeting at-risk children do show
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some promise. They tend to shield children from the
negative impact of living in a poor or dysfunctional
family. Finally, the interaction of CCTB policy and the
income-tax structure does not result in worthwhile
work incentives. The empirical evidence suggests that
financial-incentive programs can increase workforce
participation and raise incomes.® There are two main
approaches to the creation of financial incentives.
First, operating within the welfare system, earnings
disregards can be increased or the implicit tax rate on
earnings can be reduced. Because of “windfall” bene-
ficiaries (mainly those who opt into the program), it
can be very costly to obtain significant results and
meaningful behavioural responses unless eligibility is
subject to strong work requirements (such as manda-
tory employment) and behavioural requirements.
Second, operating outside the welfare system appears
to offer more interesting approaches to the creation of
financial incentives. One approach is a large tax credit
for earned income such as found in the United States
and the United Kingdom (reviewed in the next sec-
tion). A similar approach is being tested in two
Canadian provinces with the Self-Sufficiency
Program, an experimental program targeting single
mothers who are long-term welfare recipients.”

The challenge is to formulate a policy that avoids
these caveats and supports efficient child develop-
ment and work incentives while maintaining hori-
zontal and vertical equity. Our proposition on
financial incentives, the reduction of high marginal
tax rates and policies relative to child outcomes are
presented in the last part of the paper.

A Human Capital Strategy

hen considering policies to reduce the inci-

dence of low income and poverty, it is

imperative that we look into their causes.
The labour market has undergone great change in the
past 20 years. Changes in technology and in produc-
tion processes, international trade, competition and in
the way in which firms organize their employees all
affect labour demand, as do macroeconomic condi-
tions. In addition, the supply side of the Canadian
labour market and its institutions have undergone
many changes: significant increases in the supply of
highly educated workers and in the educational
attainment (particularly among women) and experi-
ence of the workforce, revisions to employment
insurance and federal-provincial transfer programs
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(social assistance, child benefit programs) and a drop in
the rate of unionization. Many of the common beliefs
about labour-market outcomes in relation to these
changes are not consistent with the facts.*® In particu-
lar, job stability did not fall, reduced hiring rather than
increased layoffs prevailed, and increasing job tenure
resulted in less turnover and thus lower quit and hiring
rates. These trends are not necessarily positive since
they reflect the weak job market and slow macroeco-
nomic growth that characterized Canada in the 1990s
except for the last two or three years of the decade.
International evidence supports the view that wage
gaps have widened across all skill levels as developed
economies make the transition to the “new knowledge
economy,” with a concomitant decline in demand for
low-skilled and less-educated workers.® These workers,
being priced out of the labour market, either enter a
state of long-term unemployment (if the economy and
labour market do not adapt rapidly) or remain
employed but at lower real wages. Although Canadian
evidence supports the hypothesis of a widening gap
between cohorts of college graduates and high-school
graduates,” it does not suggest that the relative pay or
unemployment patterns of various workers — younger,
older, men, women, at all education levels — were dra-
matically altered.* The steady increase in the demand
for skilled workers in Canada was offset by the remark-
ably steady increase in highly educated workers pro-
duced by an expanded post-secondary education
system. It matters little if, empirically, the returns of
schooling and skills training have increased. The mes-
sage is that the human capital invested in Canadian
workers has increased because of rising education and
experience levels — post-secondary education yields
healthy rates of return (particularly for women).*
Unless “a rising tide raises all boats,” the unskilled
and less educated will not see their situation improve.
They will likely experience increasing unemployment,

longer spells of unemployment and underemployment.

Declining demand for the least qualified is a problem
not only for youths without a minimal level of com-
petence such as basic literacy but also for displaced
adults, mostly primary workers laid off by restructur-
ing firms in declining sectors. Middle-aged workers
displaced from high-wage jobs are also at a disadvan-
tage in the new labour market that has emerged since
many of them took their first jobs.

Policy analysts have recognized these changes and
developed policies designed to prevent the negative out-
comes associated with them. Most of the proposed solu-
tions entail increased investments in human capital to
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raise the wage levels of the less skilled. Among the solu-
tions are training to upgrade the skill level of the work-
force, including “active” measures, and tax breaks and
subsidies for firms that establish higher training levels
for their workers and that hire displaced workers and
offer them on-the-job training. A pervasive assumption
behind these solutions is that welfare recipients and
other unskilled and low-skilled adults can be trans-
formed into market-worthy job candidates. In a recent
series of papers, James Heckman, the leading expert on
social experiments and human capital formation,
reviews the scientific evidence on the effects of publicly
funded programs designed to improve human capital
and concludes that the premises are not supported.’ We
now look at this area of research and the emerging con-
sensus on what constitutes a well-founded human capi-
tal investment strategy and policies.

Discovering What Works

There is much empirical evidence indicating that invest-
ments in low-skilled persons past a certain age have a
very low return, that public employment and training
programs are relatively ineffective, and that conventional
workforce training and work-welfare programs are not
sufficiently large to move most participants out of
poverty.** Earnings gains are modest and programs are
cost-effective for job-search assistance only. Training
solutions are costly. While the scale of investment
required to adequately train the low skilled can be quite
large, that required to narrow the wage gaps can be
enormous. The evidence suggests that government train-
ing programs can make, at best, only a modest contribu-
tion to aggregate human capital formation and should be
targeted at young adults, particularly women. It further
suggests that a focus on job-search assistance is the
strategy most likely to yield favourable, albeit modest,
returns. The bulk of the evidence indicates that, to the
extent that effective training can be produced on the job,
it should be produced in the private rather than the pub-
lic sector. But even though the best hope for reasonable
returns on job training is private-sector initiatives, pri-
vate-sector training typically excludes low-skilled per-
sons. Firms can be exclusive in a way that government
training programs for disadvantaged workers are
designed not to be. The lack of interest on the part of
private firms in training disadvantaged workers indicates
the difficulty of the task and its likely low return. Thus,
training is likely to represent both an inefficient invest-
ment policy for low-skilled workers and an inefficient
transfer policy. More efficient income-transfer policies
than human capital investment can be developed.

The most efficient policy may not be to train the
unskilled. As first noted by Jacob Mincer,*® there is
strong evidence of complementarity between post-
school investment and formal schooling. It may be
more economically efficient to invest in high-skilled
workers earlier in the life cycle, thus alleviating con-
cerns about income and earnings inequality through
income transfers. If the available evidence can be
taken at face value, the best economic strategy for
improving the incomes of the poor is to invest in the
highly skilled, tax them and then redistribute the tax
revenues to the poor. However, this would be politi-
cally unfeasible, as voters would not accept the idea
of cash transfers to individuals who do not work.
Moreover, traditional cash transfers have well-docu-
mented work disincentives.

An alternative method of transferring resources to
the poor is job subsidies. This strategy is only the
short-run part of the overall strategy supported in this
study. The other part is to divert resources from a
variety of programs (identified in the following sec-
tion) to more direct investment in children’s future
earnings capacity.

In the short run, job subsidies may be the most
palatable way to get low-skilled workers into the
labour market. Job subsidies may be perceived as
wasteful, in that they create low-productivity jobs
that a competitive market would not otherwise sus-
tain. Nonetheless, transfers to low-skilled persons
through work subsidies may be the most socially
acceptable, and in the long run the most desirable,
alternative given that they reward persons who
demonstrate a willingness to embrace the work ethic.
Moreover, to the extent that working fosters socially
desirable values, promotes the socialization of the
poor, leads to the accumulation of marketable skills
and may promote the future work efforts of subsi-
dized workers,*® it is desirable to invest in such jobs.
Also, these subsidies may overcome inefficiencies
introduced by minimum-wage laws or government-
imposed employer mandates (such as required cover-
age for health care, pensions, sick leave and
maternity leave). If value is placed on work as an act
of dignity, and if low-skilled persons, their families
and communities, and society at large are better
served by having such individuals work than receive
welfare, then all members of society may be prepared
to subsidize inefficient jobs. Job subsidies are not the
same as investment subsidies, however, and are more
socially desirable than welfare payments considering
the additional non-pecuniary returns.
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In contrast to the return on publicly funded job-
training programs, the return on early childhood pro-
grams is huge.”” The results are quite clear: expensive
programs that foster social skills, positive values and
cognitive abilities among young children who are at
risk of dropping out of school in the future (thus
strongly at risk of being unemployed, on welfare or
involved in criminal activities) have a very high rate
of return. According to James Heckman, “Early child-
hood interventions have lasting effects.”® The evi-
dence supporting this hypothesis is displayed in table
6 of his paper, which reveals that these interventions
“are highly effective in reducing criminal activity,
promoting social skills and integrating disadvantaged
people into the mainstream of society. The greatest
benefits of these programs are on socialization and
not 1Q.” In the case of the Perry School experiment,
which involved children aged 4 and 5, Heckman
reports a rate of return of $5.70 for every dollar
spent. In 1996 dollars, more than US$13,000 was
spent on each child in the Perry School experiment.

In the long run, significant improvement in the skill
levels of workers, in particular workers not attending
college or university, is unlikely to be made without
substantial improvement in primary and secondary edu-
cation. Much of the current discussion about financing
post-secondary education and graduate debt is mis-
placed. The real payoffs are from investment in the edu-
cation of young children.*® In fact, investment may be
more efficiently placed in the very young. Given the
complementarity of formal and informal education and
training, economically efficient programs would focus
on education and training at the primary and secondary
levels rather than at the post-secondary level.

From the child’s perspective, what matters is
whether a program improves his or her outcomes in
the long run. If society were not myopic it would
adopt the same life-cycle perspective. “Economic the-
ory demonstrates that the returns to human capital
investments are greatest for the young,” writes
Heckman, because “younger persons have a longer
time-span over which to recoup the fruits of their
investment and...skill begets skill. Early learning facil-
itates later learning...it pays to invest in the young.”

In the long run, investments in non-traditional early
childhood, middle childhood and adolescent programs
can increase a wide array of socially and economically
valuable non-cognitive skills and motivations for per-
sons from disadvantaged families or those in deficient
schools and environments. These investments are likely
to be economically efficient and have a high social rate
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of return, which supports the prescription of reallocating
funds for skills training from the old and least able to the
young and most trainable.

Weaknesses in Human Capital Strategy

We will briefly identify some of the ingredients in
Canada’s portfolio of interventions to develop skills
and the human capital that we consider over-empha-
sized. A downplaying of these aspects could in the long
run free up public funds for investment in other, more
urgent, needs.

Misplaced emphasis on subsidies for higher
education

Ottawa and the provinces heavily subsidize higher edu-
cation. According to the Organisation for Economic
Cooperation and Development (OECD) statistics, among
member countries the proportion of public expenditures
on post-secondary education was highest in Canada (in
1995-96, tuition and related fees paid by students were
only 14 percent of expenditures). Although fees have
doubled in the last 10 years, full-time university and
college attendance have grown by 27 percent and 17
percent, respectively. More than one million students
are enrolled in post-secondary institutions full-time
and almost 450,000 part time. One in three people aged
18-21 attend post-secondary school today, compared to
one in five 20 years ago. The relevant policy question
is not whether there should be any subsidy, but
whether it should be increased. Discussions on tuition
policy too often focus on credit-constrained students
and the myth that higher education produces substan-
tial positive externalities — benefits reaped by others
beyond those who are being educated.*

Educational loans and debts have indeed risen, as
has the proportion of graduates who are in debt (40
percent in 1997-98, against 8 percent in 1990). While
loans programs could be improved,*? the empirical evi-
dence shows that short-term debt does not hinder par-
ticipation in post-secondary education and that
long-term factors (preparation for post-secondary
schooling, earlier academic success, motivation, expec-
tations), shaped by families, institutions and non-insti-
tutional environments, best explain the positive
relationship between family income and post-second-
ary enrolment. ™

The increase in the economic return on higher edu-
cation is essentially captured by the graduates, whose
earnings rise throughout the life cycle and who are
very likely to be employed. Programs that are imple-
mented late in the life cycle are likely to be ineffective
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in promoting post-secondary enrolment and to be
wasteful of public funds.** Moreover, the distribu-
tional impact of such a high level of public subsidy
raises concerns. In 1995, according to the 1998 feder-
al budget, more than 32 percent of first-year univer-
sity students came from families with an income of
over $70,000, or 20 percent of all families. In the
United States, recently implemented federal and state
aid policies aimed at students from middle- and high-
income families have widened the gap in college
attendance between blacks and whites and between
high-school graduates from low- and high-income
families.

In this regard, the 1998 federal budget included
costly and dubious initiatives. Direct cash subsidies to
students and their parents and fiscal expenditures on
higher education were estimated to be $1.2 billion for
fiscal year 2000-01 (this figure will grow over the
years due to the fiscal component of the policy).”*
Ottawa’s latest dubious policy initiative is the Canada
Millennium Scholarship Foundation, which costs a
large sum with probably little social return. Direct
grants to students are considered bad public policy
relative to loans, whether income-contingent or not."*”
They are based on the premise that many high-school
graduates are denied access to university because
they lack funds. Where is the evidence for this? We
found none in the scientific literature. What is clear is
that tens of thousands of children across Canada will
never get the chance to even apply for such grants,
because they will have dropped out of school, having
been raised in a socially, culturally, economically and
morally impoverished environment. By far the largest
public expenditure on human capital formation is
that on public education. The evidence is that social
returns are very high when public spending on for-
mal schooling is low. Therefore, current levels of pub-
lic spending — full subsidization, through taxes, of
primary and secondary education and large subsidies
for higher education — will not significantly improve
academic performance nor increase post-secondary
enrolment. Any expansion of existing levels of edu-
cational subsidy could be based only on “massive
direct externalities but there [is] no such evidence.™®
Increasing these public subsidies will mostly benefit
individuals privately, producing little gains for socie-
ty. The strongest argument is for the indirect social
externalities of schooling: Lochner finds that, even
after controlling for ability, high-school graduation
substantially reduces criminal behaviour.*® This
implies not that additional education subsidies are

justified but that interventions are needed before high
school. The interventions that have been most effec-
tive in reducing crime are those that are implemented
early in life and require parental involvement (e.g.,
the Perry Preschool Project).

Misplaced emphasis on cash transfers to low-
income/low-skills families

For the last six years the main federal policy instru-
ment for addressing child poverty has been the NCB.
Transfers to poor families with children must be seen
as a means of fostering human capital by helping
parents to create environments and buy inputs that
are conducive to learning. Mayer and, more recently,
Blau have produced the best evidence to date on the
effects of income on child development.*®* Lefebvre
and Merrigan present less persuasive but similar evi-
dence for Canada.** Although much more work is
needed, the preliminary evidence shows that, except
perhaps for children in very poor families, income
has little effect on child development; once their
basic needs are met, increasing income by a few
thousand dollars will have little impact on children.
These findings are based on quasi-experimental
methods rather than on randomized social experi-
ments. They are therefore subject to caution.
However, even on what we consider to be the upper
bounds of income effects, these are relatively small.

Misplaced emphasis on training and work-
welfare programs

Based on research evidence showing that “active”
employment measures are better than passive ones,
Canada, like many developed countries, has reformed
its publicly financed training programs by way of
Employment Insurance (El) and a swelling of the El
account. This has opened the door for a new partner-
ship, in labour-market activities, between Ottawa and
the provinces. In 1999-2000, $1.9 billion per year
(including $800 million in reinvestment resulting
from EIl reform), exclusively from the El account, was
used to finance provincially managed programs. The
provinces could use the funds to undertake “active”
employment initiatives, tailor these to labour-market
priorities, provide individuals with employment ser-
vices, match local demand and supply through job
placement and help individuals to develop career
plans. The federal government, from the El account,
reserved $500 million per year to deliver El benefits
to claimants and participate in “active” measures, and
$250 million per year to fulfil ongoing commitments
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and undertake pan-Canadian activities (including
research and innovation). In addition to these
amounts, there is a one-time expense in the
Transitional Job Fund ($300 million from the
Consolidated Revenue fund over three years).

Considering that in Canada almost 60 percent of
expenditures on “active” labour-market programs
(i.e., programs that exclude income support) are spent
on job training,** Ottawa should seriously rethink its
allocation of funds to these programs. The federal
government should be reviewing its job-training pro-
grams and use some of its funds for early-interven-
tion programs. The imbalance between the funding of
these two types of program is absurd given the enor-
mous differential in the rates of return. The remain-
ing sums now wasted on job training should be used
to increase work incentives, through either more gen-
erous earned-income tax credits or wage subsidies to
low-productivity workers.**

Misplaced emphasis on programs to the
detriment of fiscal reform

Missing from the recent discussions on tax reduction
and reform of personal income taxes within a sound
economic framework* is an analysis of the effects
that various tax proposals may have on skill forma-
tion. Heckman, Lochner and Taber analyze these
effects within a general equilibrium framework (i.e.,
how policy affects all aspects of the economy) as well
as the effects of a tuition-reduction policy (to stimu-
late enrolment in higher education) on the accumula-
tion of both human and physical capital.** The
economy is generally one in which technological
change is skill-biased — one of the putative causes of
the recent increase in overall wage differentials.
Heckman et al. make two preliminary points. First,
they argue that the income-tax system is more
favourable to human capital accumulation when one
considers that a large part of the investment goes to
on-the-job-training, which is tax-deductible (these
costs are expenses for the employer and financed
through lower wages), and more favourable to highly
skilled and highly paid workers. Second, there is
some debate over whether the wage gap between lev-
els of formal education is attributable to an increase
in the return on education or an increase in the
return on abilities (cognitive and social), an old iden-
tification issue in the literature. From a policy per-
spective, this is an important question, because
abilities are more difficult to change — as many are
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innate or are acquired at a very young age, before the
individual joins the workforce.

The results of Heckman et al’s simulation suggest
that a flat tax on consumption (beyond a large deduc-
tion and some itemized deductions), compared to a
flatter tax on earnings, is slightly less favourable to
human capital formation but raises output, capital,
wages and consumption for all skill groups. Tuition
deductibility or subsidies (preserving revenue neutrali-
ty) have no effect on skill formation or anything else.
This type of result may not be sufficiently robust to
warrant major policy changes, but the findings do sug-
gest that a country’s choice of tax mix (relative
dependence on different types of taxes in its revenue
structure) and personal tax system can lead to
enhanced or reduced economic efficiency and long-run
growth.*® The research literature on public financing
reveals a parallel finding on the mix of public expendi-
tures: some expenditures, such as those strictly on pub-
lic goods and services and on human capital
accumulation, have a greater long-term impact on
growth than those involving cash transfers directly to
individuals.*

The Strategies of Other Countries

It is not our objective in this section to review family
policies in developed countries in terms of measures
that should be “imported.” Each country has it own
idiosyncrasies, which can be understood only in the
context of its unique culture, traditions and circum-
stances.'® We will, however, identify effective policies
that offer some lessons for Canadians. The first type of
policy has to do with financial support for children.
The second concerns financial incentives for increasing
employment and incomes among low-income families.
The third concerns in-kind benefits that may be effec-
tive in preparing children for school and adult life.

Universal financial support for children

UNICEF recently made public a “league” of rich nations
(the 23 member states of the OECD) in terms of child
poverty.*” The Nordic countries of Finland, Denmark,
Norway and Sweden have had child poverty rates
around 5 percent for the past two decades, despite a
recession and rising unemployment in the early 1999s.
This “5 percent club” falls under the Scandinavian
Welfare Model, which is often characterized as “univer-
salistic” because its income transfer and social service
systems feature wide coverage and relatively generous
cash benefits. Although these countries have a large
tax burden, in social policy they put the emphasis on
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Table 17

Universal Financial Support for Children in Selected European Countries, 2001 (all figures in Canadian dollars®)

Country Age limit Amount per child Other grants? Specific support for Income tax
per year single parent® provision
Finland 17 years 1st child = $1,512 Maternity benefit: $196; Per child: $571; None
2nd child = $1,848 home care allowances assured child support
3rd child = $2,201 for children under the of $1,898 per child.
4th child = $2,554 age of 3 not in day care
5th child and up = $2,890 provided by municipality:
$4,234 plus $1,411 for each
additional child under 3.
Denmark 18 years 0-3 years = $2,268 Birth grant until the Per child: $722 plus None
3-7 years = $2,066 7th hirthday; in $722 per household;
7-18 years =$1,613 case of birth of more than | assured child support of
one child: $1,176; $2,134 per child.
adoption allowance in case
of a foreign child: $6,784.
Norway 18 years $1,966; Cash Benefit for A child benefit equal to None
supplement for each children aged 1 to one more child;
child between 1 and 3 3 years not in state- supplement for each
years = $1,327. subsidized day child between 1 and 3
care: $6,064; years; assured child
maternity benefits support of $2,268 per
for the non-active child.
$5,417; adoption
allowance: $5,417.
Sweden 16 years (19 if $1,797; supplements: Student benefit payable for Assured child support of | None
attending 3rd child = $487 nine months if $2,218 per child.
secondary school) | 4th child =$1,445 attending high school:
5th child and up= $1,797. $145; adoption allowance
in case of a foreign child:
$6,300.
United Kingdom | 16 years (19 if Eldest Child = $1,730; - — None
in full time each subsequent child =
education) $1,159.

Source: Bulletin of the information system on social protection in the European Union (http://europa.eu.int/comm/employment_social/missoc2001).
* Benefits were expressed in euros and converted into Canadian dollars using the inter-bank exchange rate that prevailed in April 2002 (1 Euro = $1.40 Canadian).
2 Every country has maternity/parental leave benefits for a working parent. These benefits are not presented here.
® Assured child support applies to non-resident parents who do not pay child support or pay less than the assured benefit (the government makes up the difference).

supporting working people (reflected in high labour-
force participation by women) and families with chil-
dren. Table 17 shows financial support for dependent
children in the Nordic countries and the United
Kingdom. While most see the United Kingdom as fit-
ting the Anglo-Saxon Welfare Model, it has never
abandoned its tradition of universal non-taxable
family allowances.*®

Work incentives

Welfare institutions are being rethought in every
Western country. All governments are in the process
of reform, no matter how well established or compre-
hensive their welfare systems may be. At issue are the

structure of social protection and the role of the state.
At one pole, the United States and to a lesser degree
the United Kingdom have embarked upon radical
reform. The United States is not generally considered
a model in the fight against poverty. However, it has
transformed rather than abandoned its social policy,
with extraordinary increases in government support
for families with members who go to work. The
strong performance of the American economy and
the steps taken to assist low-income families offer
some lessons for Canada.

Recent years have seen enormous changes to US
tax and transfer programs for welfare recipients and
low-income families with children. Welfare entitle-
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ments have been curtailed and policy and program
responsibilities have been devolved to lower levels of
government, while some of the changes at the federal
level have had the effect of dramatically increasing
the incentive to work. The most important change in
the financial incentive to work for low-income fami-
lies has come from the federal Earned Income Tax
Credit (EITC), introduced in 1975. This began as a
modest program to offset the social security payroll
tax for low-income families with children but has
been greatly expanded over the years in terms of
maximum credit, credit rate and family size. The year

The results of empirical research show clearly that
the credit has a positive effect on labour-force partici-
pation. For example, one study estimates that with the
expansion of the EITC between 1993 and 1996 the
wages of single parents increased by 15 percent and the
probability of working increased by 5.6 percentage
points.**? Another study found that EITC explained 39
percent of the increase in the labour-force participation
of single mothers between 1984 and 1996.** The effect
of the EITC on hours of work is more ambiguous. In the
subsidy range of the credit, the wage effect (making
staying at home more expensive) provides incentive for

Table 18

Earned Income Tax Credit (EITC), United States, 2000 (in Canadian dollars)*

Parameters for
types of families

or household Credit rate Phase-in range Maximum credit Phase-out rate Phase-out range
1 Child? 34.00 0-11,178 3812 15.98 20,574-44,409
2 Children+ 40.00 0-15714 6,299 21.06 20,574-50,466
No Child? 7.75 0-7,452 572 7.65 9,396-16,156

Source: US Congress (http://frwebgate.access.gpo.gov/cgi-bin/multidb.cgi).

® If household members are between the ages of 25 and 65.

* In April 2002, the US dollar was equal to approximately $1.62 Canadian based on the inter-bank exchange rate.
2 The taxpayer must have a child under 19 or under 24 if full-time student, who lived with the taxpayer for more than half the year.

2000 parameters of the program are presented in
table 18. Between 1984 and 1996, real dollars
received through the EITC, which go primarily to
working families with children, increased more than
ten-fold: 18.5 million tax units received the credit,
with credits totalling over $26 billion in 1996 ($1.6
billion in 1984), compared to 4.6 million families
receiving a total of over $22 billion in (federal and
state) benefits from the Aid to Families with
Dependent Children (AFDC) program (US Congress,
1998).*** Single mothers received about two thirds of
the EITC funds, with most of the remainder going to
married taxpayers. Since 1994, a small benefit has
been made available to childless tax units.

The EITC is an earnings subsidy that is not count-
ed at all in most means-tested programs. Currently,
10 states have earned income credits that are calcu-
lated as some percentage of the federal EITC. To be
eligible, the taxpayer must have positive earned
income (see table 18 for the parameters). The credit
increases with earnings until it reaches a maximum.
Over a range of income, taxpayers receive the maxi-
mum credit, and then the credit is phased out with
additional income above a certain amount. The credit
is refundable so that a taxpayer with no federal tax
liability receives the full amount of the credit.
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individuals to work more, but the income effect (for
fixed number of hours worked, an increase in wages
increases income) provides incentive to work less. For
taxpayers in the flat range of the credit, the income
effect provides a clear incentive to work less; and for
taxpayers in the phase-out range of credit, the substitu-
tion and income effects combine to discourage working.
Secondary earners have reason to decrease their hours
or exit the labour force: their earnings would place the
family in the EITC’s phase-out range or leave the family
ineligible for the EITC. For the most part, the predictions
are upheld in the empirical literature. Some studies
found no evidence of a decline in hours worked for
female household heads during phase out;** others,
examining both the labour-force participation and
hours-of-work decisions of married couples, found that
the participation of married men was little affected and
the participation and hours worked among married
women was moderately reduced. In the aggregate, these
distortions are modest.*** In summary, the EITC is more
effective in inducing labour-force participation among
non-working individuals than in increasing aggregate
hours worked.

As for the distributional impact of the EITC, ignoring
any behavioural responses, according to the Center on
Budget and Policy Priorities the EITC moved 4.6 million
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people, including 2.4 million children, out of poverty
in 1996.**¢ This accounts for 8 percent of the pre-
transfer poor (14.5 percent of pre-transfer poor chil-
dren). One researcher estimates that the EITC offset
12 percent of the total poverty gap for households
with children.*

The EITC has become a major part of assistance,
along with AFDC and Food Stamps, to low-income
families in the United States. Almost all AFDC recipi-
ents also receive Food Stamps. Food Stamp real
expenditures increased by 40 percent between 1984
and 1995, from $19.5 to $27.4 billion, though most
of the increase was due to a rise in the number of
recipients, from 20.9 to 26.6 million. Real spending
on AFDC increased during the same period, from
$21.6 to $22.5 billion, even though the number of
recipients increased by almost a quarter, from 10.9 to
13.6 million.**® The theory is that AFDC and Food
Stamps decrease labour-force participation because
benefits are reduced as earnings increase.

In the 1990s the federal government authorized the
waiving of specified program requirements to allow
states to experiment with changes that would promote
the objectives of AFDC. Waivers were approved in 43
states. States made changes in nearly every aspect of
AFDC. They experimented with provisions regarding
work requirements and training, set time limits for
welfare benefits, expanded income disregards, or
extended transitional child-care or Medicaid benefits
for those who left AFDC. In 1997 federal spending
was shifted from the AFDC program to Temporary
Assistance for Needy Families (TANF), block grants to
states fixed at about $16 billion per year through
2002. This change allowed the states more discretion
in designing programs for low-income families and
devolved policy and program responsibilities to lower
levels of government. Every state is now experiment-
ing with its own programs. An evaluation of the myri-
ad initiatives is currently in progress.

Other policy changes are also worth noting. First, the
minimum wage was raised four times in the 1990s
(going from $3.35 in 1990 to $5.15 in 1997, an increase
of 16.8 percent adjusting for inflation). Second, child-
care subsidies and expenditures on early childhood edu-
cation have increased substantially (between 1990 and
1998, federal support went from less than $7 billion to
more than $11 billion in 1998 dollars).**Third, the
Medicaid program (costing $30.9 billion in 1994, for
24.8 million people), for those not aged or disabled but
with low income and not covered under employer-spon-
sored health insurance, has been greatly extended. Prior

to 1987, single mothers and their children had to be
AFDC recipients in order to receive Medicaid, and thus
were ineligible if they left AFDC. Since 1990, the states
are required to cover all children under the age of six in
families with incomes below 133 percent of the poverty
line. And as of 2000, all children under the age of 18
are covered if their family income is below the poverty
line. The Medicaid expansions are expected to have a
positive effect on the decision to work among those
families within the income limits, because families
remain covered even when they earn wages and are no
longer on social assistance.

From the mid-1990s to 2000, welfare caseloads
were cut in half, poverty rates were reduced, and
labour-force participation, employment and wage
growth increased among workers of all skill levels.
Rebecca Blank, a leading social policy analyst, draws
three lessons from the 1990s experience in the United
States for anti-poverty policy*®: (1) sustained eco-
nomic growth matters more than anything; (2) social
assistance programs can be designed to increase work
incentives; and (3) other policies, especially wage
subsidies, can reinforce welfare-to-work efforts. In
others words, the exceptionally strong economy with
its burgeoning jobs has created “winning conditions”
for low-wage workers and families. On the other
hand, people whose family situations prohibit them
from working outside the home have been left behind
by the welfare reforms. Blank also offers a word of
caution about the long-run sustainability of a strong
economy, and about the long-term effects of less
public support and more hours of employment on the
economic well-being of low-income families and
their children. And she restates earlier concerns:

The effect of increased parental work on
children’s well-being is unknown. Some
claim that children will benefit from seeing
their mothers go to work; others worry that
the decreased parenting time may leave chil-
dren at greater risk of negative peer and
environmental influences. Economists have
only recently become interested in this area,
but research on these effects should be a
high priority. If the legislation increases
poverty then the effects on children may be
even worse.'*

The United Kingdom has also “modernized” its tax
and benefit system. A comprehensive review of these
programs is beyond the scope of this paper.* Besides
traditional welfare and universal family allowances,
the United Kingdom has had a system of support for
working families with dependent children for almost
30 years. The Family Credit (FC), in its 1988 form, was
a means-tested benefit for families with children and
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Table 19

Working Families Tax Credit (WFTC), United Kingdom, June 2000 (in Canadian dollars)*

Elements and parameters Benefits per year
Earned income tax credits
Basic tax credit (one per family) $6,411
Tax credits for each child aged
0-16 $2,564
16-18 $3,178
Extra credit for working 30 hours or more a week $1,3572
Child-care tax credits addition $8,445 to $12,064°
Break-even level of gross earned income
For a two earner couple with two children and eligible child-care costs $54,288
One-earner couple with two children under 11 $48,720

Benefit System (London: The Institute for Fiscal Studies, October 2000).
*In June 2002, the British pound was equal to $2.32 Canadian.

benefits: $11,032. Reduction rate: 55% x (family net income less $11,032).

ber of children and eligible child-care costs): $12,064 to $36,192.

Sources: The Working Families Tax Credit and Work Incentives (HM Treasury, 1998) (http://www.hm-treasury.gov.uk), and Carl Emmerson and Andrew Leicester, A Survey of the UK

2 Threshold of family net income (defined as gross earnings less national insurance less gross income tax excluding working tax credits and universal child benefit) for maximum

? Eligibility: lone parent (and couples where both partners are) working 16 hours a week or more; maximum support one child (two or more child): 70 percent of $232 ($348) per
week available to the lowest paid. Reduction rate: same as earned income credits. Levels of family gross earned income for maximum benefits (depending on hours of work, num-

with an adult working 16 hours or more per week
(with a small addition for full-time work). The maxi-
mum amount was dependent on the number of chil-
dren in the family and the family’s net income (after
income taxes and social insurance contributions). The
maximum amount was payable if the family net
income was lower than a threshold (£81, or $187, per
week in 1999), thereafter clawed back at the rate of 70
percent for every pound earned. The credit was
payable for six months at a flat rate regardless of
changes in the claimant’s circumstances (to minimize
administrative and compliance costs and to “hide” the
effects of the high reduction rate). It was paid to moth-
ers even when eligibility depended on the father’s
earnings. In October 1999 the FC was replaced by the
much more generous Working Families Tax Credit
(WFTC) with an altered method of payment. The bene-
fit is administered by employers through the weekly
wage packet and is thus automatic.* Table 19 summa-
rizes the parameters of the WFTC. In-work support is
increased relative to the FC by virtue of larger credits
for children, a raising of the threshold (from £81 to
£90, or $183 to $208, per week), a new child-care
credit and a reduction in the withdrawal rate (from 70
to 55 percent). The motivations were to encourage
labour-force participation, reduce the stigma of wel-
fare, guarantee aid for those in need of immediate
assistance without their having to make a claim
(increased take-up rates), and increase support through
the tax system rather than through welfare spending.**
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For low-income families, the WFTC’s distributional
effects are likely to be greater than its behavioural
effects.’* The program clearly increases the financial
returns for working a given number of hours relative to
not working. But for those currently employed it has an
ambiguous impact on the total number of hours worked
and, in the case of women whose male partner is
employed, on the probability of working. Simulated
results indicate moderately positive labour-market
responses upon the introduction of the new tax credit.

This reform illustrates a potential tension between
redistributive and labour-market objectives. Because
benefits are delivered through the wage packet, they
are paid to the person who is employed instead of to
the mother (as under the FC). Even with the option of
the benefits being paid to the mother if the couple
agree, there is the risk that less money will be directed
to increasing the well-being of the children.

The French government has adopted a new measure
for low-income workers, an earned-income credit that
was to be increased over the years 2001 to 2003.* The
first credit was to be paid in September 2001 on the
basis of earned income in the previous year. Three con-
ditions must be met: (1) taxable income must be less
than 105,550FF ($23,854) per year for a single person
without children (269,440FF, or $60,893, for a family
with two children);* (2) at least one member of the “fis-
cal” household must have employment activity; (3) the
declared earned income for each employed family mem-
ber must be between 0.3 of the official minimum wage
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(called the salaire minimum de croissance (SMIC),
which is equal to 20,575FF, or $4,650) and 1.4 times
the minimum wage (96,016FF, or $21,700), for a two-
earner couple 2.4 times the SMIC. The credit depends
on earnings relative to the SMIC: for between 0.3 and
1.0 SMIC, the subsidy will be equal to 2.2 percent of
declared earned income (4.4 percent in 2002, 6.6 per-
cent in 2003). The credit will decrease for earned
income between 1 and 1.4 times the SMIC. Extra cred-
its will be paid to families in which only one spouse
works, based on the number of children. For benefici-
aries with a positive income-tax liability, the credit
will reduce the tax payable and will be refundable for
persons with no income tax payable.**® The govern-
ment estimates that nine million low-wage workers
will benefit from the credit, which was to cost 8.5 bil-
lion FF ($1.9 billion) in 2001. It is estimated that for a
person working full time and earning the minimum
wage, the credit will add an amount equal to one
month’s earnings in 2003.

Human Resources Development Canada has
embarked on randomized trials to evaluate programs
and assess new interventions. The Self-Sufficiency
Project (SSP), an experiment conducted in British
Columbia and New Brunswick, targets financial incen-
tives to work among a particular group of poor peo-
ple. The SSP offers a substantial three-year earnings
supplement to single mothers who have been on wel-
fare for a least a year and who work at least 30 hours
per week. In New Brunswick the annual payment for a
single parent earning the minimum wage is about
$7,200, much higher than the benefits the same per-
son would receive from the regular welfare system.
The supplement is equal to 50 percent of the differ-
ence between earned income and an earned-income
threshold. For British Columbia, the threshold in 1996
was $37,625. The clawback rate is 50 percent, and
unearned income (child support, child tax benefit
credits), earnings by other family members and num-
ber of children are not considered in the computation
of the supplement. Evaluation after 36 months indi-
cates that this welfare-to-work program has been suc-
cessful,*® with a significant impact on labour-force
participation and on family income and poverty rates.
In spite of the fact that the earning supplements are
high, net public transfers (supplement less welfare
payments less income taxes on earnings and supple-
ment and social insurance contributions) are less than
the cost of the earnings supplement.

The SSP is one of many ways in which financial
incentive programs can be implemented. The SSP

scheme restricts eligibility to full-time workers and
targets a particular group (long-term welfare recipi-
ents). The UK scheme targets those who work at least
on a part-time basis. The American EITC and some
provincial earned income tax credits create financial
incentives outside the traditional welfare system.
Another approach is to raise the labour-market par-
ticipation and incomes of welfare recipients by
enhancing earnings disregards (pursued by some
Canadian provinces and many American states in
their welfare reforms).

Programs that address the needs of children

The OECD recently conducted a thematic review of
approaches to early childhood education and care
(ECEC) with the goal of providing cross-national
analysis and information on policy development.*
Twelve countries agreed to participate in the project.
The comparative report shows a clear trend toward
providing all children aged 3 to 5 years with at least
two years of free, publicly funded part-day or full-day
education. Universal access to and development of
ECEC is shaped in part by the starting age of compul-
sory schooling. The policy for children under 3 is
closely linked to available parental leave arrangements
and to social and cultural views about the roles of
families and government in the care of young children.

Two approaches can be discerned from the OECD
report. The first is typical of the Nordic countries,
where compulsory schooling does not begin until age
7 and where daycare, both centre-based and family-
based, has been developed under the social welfare
system and is organized mainly at the local level.
Three Nordic countries provide full-day places for all
children from 3 to 6. Current coverage for these chil-
dren varies from about 65 percent in Finland to over
70 percent in Norway and Sweden and 90 percent in
Denmark. In all countries, the parents pay a fee, usu-
ally on a sliding scale according to income (parental
contributions to the cost of ECEC vary from a maxi-
mum of 15 percent in Finland to 20 percent in
Sweden, 33 percent in Denmark and 45 percent in
Norway). Policy orientation in Sweden and Norway is
slowly shifting toward a more universal right-to-edu-
cation approach whereby a free half-day preschool
program is offered for 4- and 5-year-old children, as
is the case for 6-year-olds in all four countries.

The competing approach, and one that is becom-
ing increasingly common in other countries, is uni-
versal access to free ECEC for 3- and 4-year-olds —
that is, half- or full-day education administered by

58




the education system. The arrangements vary by
country, as follows: Australia — part-time preschool
for 4- and 5-year-olds in a school setting; Belgium —
part-time écoles maternelles/kleuterschool for 2.5- to
5-year-olds in a school setting; France — full-time
écoles maternelles for 3- to 5-year-olds in a school
setting; Italy — mostly full-time scuola maternal for
3- to 5-year-olds (free in public school); Netherlands
— part-time bassischool for 4-year-olds in a school
setting; Portugal — full-time (five hours per day)
jardim de infancia for 4- and 5-year-olds in a school
setting; and United Kingdom (England and Wales) —
part-time (2.5 hours per day) for 3- and 4-year-olds
in nursery schools and full-day “reception classes”
for 4-year-olds in a school setting.’* In contrast to
the Nordic countries, in these countries the provision
of out-of-school services (most school-based ECECs
are closed during the summer holidays) has received
less attention, with high levels of market-based pro-
vision and informal arrangements.

In the United States (as in Canada) almost all 5-
year-old children attend kindergarten under the
school system, although in most states (and
provinces) public kindergarten is half-day. There is a
trend in the United States toward universal access for
4-year-olds through state-administered initiatives.
The number of part-time state-funded pre-kinder-
garten programs has grown significantly: 43 states
now have some kind of early-education program for
3- and 4-year-olds,**? although most of these pro-
grams, like Head Start, are targeted to children who
require special support (i.e., children in low-income
families, those with special educational needs, and
those from ethnic, cultural and linguistic minorities)
because they are considered at risk for school failure.
Two states — Georgia**® and New York™* — have
developed universal pre-kindergarten programs for
all 4-year-olds regardless of family income.**

There is no sharp dividing line between child care
and early childhood education. Concerns about the
availability and quality of non-parental care are akin
to the question of when formal education should
begin. There is no hard evidence on the optimal age
for the commencement of formal schooling. School
readiness depends on each child’s aptitude (ability to
learn), health status and achievement level (what they
have learned from their parents and from their child-
hood experiences). Mayer and Knutson use random
variation in the amount of schooling and the timing
of school enrolment, which follow from schooling
regulations, in order to study the effects of early
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enrolment.**® Similarly, in every Canadian province
compulsory schooling starts at age 6 and finishes at
age 16. There is a birth-date requirement for enrolment,
however, such as 6 years on September 1 or January 1.
Therefore, some children begin at a younger age than
others, sometimes as much as a year, resulting in varia-
tion in the length of schooling. Mayer and Knutson
found that among children with the same amount of
schooling, those beginning earlier (at age 5) had higher
test scores. The effects of early enrolment subside by
the end of elementary school. Although there is ample
evidence that additional years of schooling raise
achievement levels, there are few credible studies of
long-run returns on full-time public pre-kindergarten
and kindergarten.*

Publicly administered kindergarten for 4- and 5-
year-olds has positive implications in terms of the gov-
ernment’s commitment to children, universal access to
education, monitoring and planning of curriculum and
activities, and detection of abuses. Access according to
age is equitable and avoids cultural or class bias.
Enrolment in free preschool programs is almost univer-
sal even when it is not compulsory. For example, when
Quebec instituted full-day instead of half-day kinder-
garten for 5-year-olds in 1998, the official participation
rate (calculated on the basis of eligible children) went
from 10 percent full day (offered in some private
schools) and 87 percent half day to 96 percent full day
(half day is no longer an option). In Ontario, where
school boards may offer free half-day (2.5 hours) junior
kindergarten for 4-year-olds, over 80 percent of chil-
dren were enrolled (1999-2000 school year). When pre-
school programs are available, parents enrol their
children.

Parental status provides the most telling evidence of
the importance of early childhood education. The pro-
portion of children from two-parent families with an
income over $60,000 enrolled in kindergarten is signifi-
cantly higher than the proportion from families with an
income under $60,000 (83 vs. 73 percent).**®* According
to data from cycle 3 of Statistics Canada’s NLSCY, 85
percent of 5-year-olds were enrolled in public or private
kindergarten in 1998-99." There is some variation
among the provinces, with Ontario at 95 percent and
the rest of Canada at around 85 percent. Prince Edward
Island is a special case, with no parents reporting that
their 5-year-old children attended kindergarten (which
is publicly funded). For the countries included in the
OECD study, enrolment (among the relevant age group)
in such programs ranges from 70 percent in Italy to
nearly 100 percent in the other countries.
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Conclusion

Canadian strategies are misguided. The resources could
be put to better use in a more integrated policy. In this
section we have discussed various human capital
strategies that show some promise. Some of these are
directly addressed to children. Head Start in the United
States, for example, is targeted toward children who
are at risk of failing in school. Other evidence shows
that financial incentives can be effective in promoting
participation in and attachment to the labour market
among parents who are low-skilled. These incentives
are most effective when earnings are supplemented in
a generous fashion. They can also give low-skilled par-
ents the human capital necessary to remain in the
labour market for longer periods, and the increased
earnings can improve inputs into the household, which
will be conducive to child development.

As for child allowances, most European countries
choose universal policies that give the same amount
to all children of the same age. These amounts are
high by North American standards. The allowances
preserve horizontal equity, particularly in the United
Kingdom, where vertical equity is also achieved
through working-income supplements.

Finally, given the increasing importance of academ-
ic performance early in life, the trend internationally is
to provide early childhood education within care. This
strategy combines the interests of parents (in terms of
their work requirements) with those of children (in
terms of providing care in safe, educationally sound
institutions). It also meets equity considerations,
because it provides for the enrolment of all preschool
children. Our own strategy, which has been inspired by
this discussion, is presented in the next section.

An Alternative Strategy

ur proposed alternative strategy stresses the

need for a coherent and efficient approach to

human capital investment. Rather than focus-
ing on one type of policy in isolation, this strategy
considers the entire portfolio of policies. In the first
section we present the kinds of programs that should
be given greater prominence in a comprehensive
investment strategy and the investments that should
be increased. In the next section we illustrate some of
the financial costs and benefits of our approach. We
consider a short-term (two-year) and a medium-term
(five-year) scenario.

Programs and Interventions

Central to our agenda is the importance of matching the
needs of children with their capabilities. The agenda
focuses on the child’s special needs and stage of develop-
ment, whether infant, toddler, preschooler or schoolchild,
and on offering parents more opportunities to balance
workplace and family responsibilities at all income lev-
els, while also addressing the issue of economic hardship.
It is framed by the following guidelines: (1) parents
should have a range of options and not be constrained in
their dual role as economic provider and nurturer; (2) a
wide set of choices is respectful of parents’ values and
preferences and of the diversity of their economic and
social situations; (3) acknowledging each child’s unique
characteristics and pace of development (which, in gen-
eral, parents consider when making choices regarding
work and home care) recognizes the ability of parents to
choose the type of care that best suits the needs of their
child; (4) the equalization of benefits provided to families
and children is a standard of fairness; (5) reducing dis-
parities in skills and outcomes among children of differ-
ent socio-economic backgrounds contributes to a
nation’s well-being.

Non-taxable universal child benefit graduated
according to age*®

The non-taxable universal child benefit is the cor-
nerstone of a family policy that places equal value
on all children, whatever their parents’ income. Fair
compensation for the private cost of raising children
is an indication of the importance that society
attaches to children and to the primary role that
parents play in their education. Our proposition is
oriented toward the principle of horizontal equity:
taxpayers, regardless of their family status, should
contribute, based on their ability to pay, to the
financing of government assistance to families. This
redistribution in favour of families allows for varia-
tion in ability to pay according to periods in the life
cycle when the taxpayer does or does not have
parental responsibilities.

The universal approach to family assistance has
the clear advantage of being much simpler than the
targeted approach, since it does not require thresh-
olds or reduction rates based on the particulars of
each family. It has the further advantage of not pass-
ing any value judgment concerning lifestyle. It pro-
vides the same financial assistance to a family with
one spouse at home as it does to a family with both
spouses working outside the home.
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Under the proposed policy, non-taxable benefits
would be highest for young children and decrease with
age, with no allowance for children over 17. The follow-
ing scales are based on the average standard of living in
Canada: short-term target: 0-5 years, $2,000 (annually);
6-17 years, $1,000; medium-term target: 0-3 years,
$2,500; 4-5 years, $2,000; 6-17 years, $1,500. There are
two reasons for these particular choices. First, parents of
children under 6 devote an enormous amount of time to
their children, which most often translates into a signifi-
cant reduction in employment hours or the withdrawal
of one parent from the labour market.*®* Second, the
parents of children in secondary school are generally
not at the beginning of their work lives but are estab-
lished in the labour market and thus are in a better posi-
tion to provide for their children’s needs, which explains
the lower child allowance.

This proposal not only extends benefits to upper-
middle- and high-income families for purposes of
horizontal equity, but also suggests that more public
funds be devoted to child benefits. As for social assis-
tance, we believe these proposed amounts added to
welfare benefits should cover the basic necessities of
life for families and children. This is not to say that
the levels or design of social assistance should not be
reviewed. However, any review should be undertaken
with other objectives in mind.

Enriched federal and provincial working income
credit

Work incentives are an objective not of family policy
but of social policy, in the area of income security.
The greatest challenges of such a policy in the “mod-
ern economy” are to improve the income of the poor,
especially low-ability, low-skilled persons and low-
wage workers, to facilitate employment and economic
self-sufficiency, and to break the intergenerational
cycle of poverty and inequality. Nevertheless, work
incentives do matter to family policy. Parents are the
first to make investments in children. Low income
appears to have an apparent negative impact on child
well-being, and there is no better way to raise the liv-
ing standard of children than to help parents move
into employment — in fact, failure to do so will exac-
erbate the political and social consequences of exclu-
sion and income inequality. In addition, the available
evidence suggests that outcomes, long-term (among
young adults) as well as short-term, are more positive
if young children are raised in working poor families
than in poor families in which the parents do not
work or work minimally.?
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What should be done to promote entry into and
long-term attachment to the labour force among low-
skilled workers? One way to make work more economi-
cally rewarding is to provide subsidies to employers
who hire certain workers or to workers who find suit-
able employment. (Another way is for governments to
offer these workers low-skill jobs in the public sector.)
The evidence for the positive effects of the EITC and
the SSP** on labour-market participation and dispos-
able income is compelling. A generous working income
credit (WIC) or general wage subsidy would promote
employment and might also impact positively on skills
formation. Skills are acquired through work experience
(as a by-product of work, or learning-by-doing) as well
as through formal training. By drawing persons into
the labour force and inducing some workers to work
more hours, the WIC can also serve to raise skill levels.
The WIC would stimulate employment among non-
workers and thus also their investment in human capi-
tal. Moreover, the economic literature shows that, in
general, wages rise with work experience, which sug-
gests that accumulated work experience among the less
skilled would generate an increase in their wages and
in their ability to move on to other jobs.

We propose a WIC along the lines of the British
WFTC: a family tax credit delivered through the pay
packet and paid only to those who work at least 17
hours a week. The number 17 is chosen because (1) it is
sufficient for individuals to gain worthwhile work
experience, (2) full-time jobs might be difficult to find
in certain areas of the country, and (3) the positive
effects associated with parents’ employment efforts will
be greater if they find at least part-time work.*** This
proposal allows for the federal government to play a
leading role in accordance with its responsibilities
under the social union, which are, it can be argued, to
redress income inequality, mitigate economic insecurity
and redistribute income. One dimension of a WIC
would be its impact on poverty and the standard of liv-
ing of low-income and low-skilled parents. In a federa-
tion, the federal government is the natural intervention
level to address the effects of a changing labour market
and the technological shocks associated with a world
economy. Provincial governments could add their own
earning supplement to reflect local labour-market con-
ditions and their own priorities regarding welfare
reform.

Such an approach would make both levels of gov-
ernment more responsible. Ottawa would have to
develop a more coherent strategy for human capital
investment and abandon “boutique programs” (such as
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the Millennium Scholarship Fund), which cater to
interest groups and are inefficient. On the other hand,
the provinces would be constrained to innovate and
to offer more efficient programs, an area in which
they have an advantage (mostly in the domains of
health, education, children’s services and welfare).

Higher maternity and parental leave benefits
and maternity allowances

A dramatic increase in the labour-force participation of
women with young children has led to increased use of
non-parental child care.*® Therefore, the challenge is to
provide young children with safe, good-quality care
when mothers choose to enter the labour market. This
issue entails complex questions that are addressed in a
later subsection on child care and toddlers. Here, we
focus on infants and, indirectly, pregnancy.

The increasing use of child care, especially in early
infancy, due to maternal employment has generated
debate about the effects of daycare on child develop-
ment and the mother-child relationship. There is
some concern that an infant’s early entry into day-
care will hinder the development of a synchronous,
affectively attuned mother-child relationship.
Developmental psychologists stress the importance of
attachment between infant and caregiver. Long hours
spent away may allow the mother/caregiver insuffi-
cient time to learn about the infant’s cues and
rhythms, appropriate and sensitive responses to
which are vital for optimal development. Although
the empirical evidence on daycare and maternal
employment is mixed, accumulating evidence based
on longitudinal analyses suggests that maternal
employment, in particular full-time work, in the
child’s first year has negative effects on cognitive and
behavioural outcomes and school readiness, with
some effects persisting to age 8.*° When controlling
for demographic, child and family variables, studies
indicate that daycare/maternal employment in the
first three years of life has a negative impact on
maternal sensitivity, child engagement in mother-
child interaction and later outcomes.* Further, the
evidence suggests that parental leave is a cost-effec-
tive means of enhancing child health.*®

Another concern is the labour-force transition of
women in connection with childbirth and maternity,
particularly with regard to motherhood’s causing them
to sacrifice financial independence or to lose contact
with the labour market over many years. Encouraging
women with older children to remain attached to the
labour force, instead of dropping out for prolonged

periods, serves to reduce: (1) the loss of market skills;
(2) the loss of earnings associated with work experi-
ence, job tenure and firm-specific training; and (3) the
gender gap in wages, which in large part follows from
the wage penalties associated with motherhood.**
Moreover, there is the issue of equalizing household
responsibilities between men and women. Maintaining
traditional gender roles tends to replicate gender dif-
ferences in labour-market outcomes.

The empirical evidence shows that policies and
benefit levels related to maternity benefits, paid
parental leave, pre- and postnatal job protection, and
subsidized daycare influence the labour-force transi-
tion of mothers and economic outcomes for women.*”
They may impact differently on mothers’ behaviours
and thus must be considered in light of the objectives
or outcomes pursued.

In most countries, maternal benefits and job secu-
rity are based on prior earnings and on the woman’s
employment record before confinement, thus provid-
ing strong incentives for women to work full time
prior to giving birth or even to postpone childbirth
until their earnings are sufficiently high.**

Entitlements render mothers much more likely to
resume employment after giving birth, or to do so
faster. The more education a mother has, the higher
her wages and thus her time opportunity costs (loss
of working hours and experience, human capital
depreciation). Less-educated women are more likely
to leave the labour market prior to giving birth and
never return. One of the obstacles to their return may
be the fact that market child-care costs make it more
profitable for a woman to care for her own child.
Thus, the long-term costs to society in terms of for-
gone income appear to be much higher for mothers
with low education levels.*? The recent empirical lit-
erature reveals three findings: (1) young children
have a strong negative effect on employment of
mothers; (2) education level has a strong effect on
employment among women with young children; and
(3) costs of children in terms of women’s lifetime for-
gone earnings and income are socially differentiated.
Moreover the burden of these costs are unequally dis-
tributed across the mothers, their partners and the
state, as women assume by far the greatest share.
Insofar as there are transfer payments through taxes
and family benefits, the reduction in gross earnings
associated with childbirth is greater for the high-
skilled than the low-skilled; the split of long-term
costs depends on the mother’s skills/education level
and marital status.’”
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This polarization of women has been influenced by
policy change. The causes are diverse but include less
stable conjugal unions, a tendency toward educational
homogamy (matchmaking) and selective sorting (mat-
ing) between high-earning men and high-earning
women. For example, more-educated women tend to
delay childbirth, enter into legal rather than common-
law marriage and have a lasting conjugal union with
an educated man.* Other causes include tax-
deductible child care, means-tested child benefits and
public-sector employment bias. Among the benefits of
maintaining a continuous full-time career or a strong
attachment to the labour market are higher current and
future earnings and employment pensions. Among the
costs are child-care expenses and child well-being. The
generation of partnered women and their families who
wish to balance parenthood and career face difficult
choices, reconciling long hours of paid work with nur-
turing care for their children. Although they have
many sympathizers, it must be acknowledged that
these couples, in particular those with high incomes,
have chosen their life course and are well established
in the labour market with interesting jobs and wages
that will rise over time. We must not neglect the other,
more numerous, women who follow a more traditional
and less remunerative path via intermittent part-time
employment or long periods out of the labour market.
Finally, at the low end of the socio-economic spectrum
are the lone mothers, divorced and separated women,
and women with unemployed partners and very low
rates of labour-force participation. Failure on the part
of these women to gain employment experience could
set them even further apart, contributing to the overall
inequality in well-being.

The federal government has already increased
maternity and parental leave from 26 to 50 weeks
(as of January 2001), with marginal changes to enti-
tlements. The preceding considerations suggest that
a well-designed policy would have the following
characteristics:

« Entitlements linked to labour-market participation.
In this regard, the existing El regulations appear to
be generally appropriate.

« Mandatory job-security provisions. These exist in
all provinces, with some variation.*” Unpaid leave
should not be long in duration. Lengthy leaves
impose high hiring and training costs on employ-
ers. They also discriminate against women of
childbearing age, in terms of hiring practices, and
against temporary, contract workers. One year
would seem appropriate.
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« Benefit levels linked to insured earnings. A guiding

principle here is the way in which provincial pro-
grams currently cover temporary loss of income
from a work accident or a car accident (in the
provinces where such public insurance exist). In
general, they replace 85 to 90 percent of net income,
considering that the individual does not have work
expenses and the benefits are non-taxable. They also
fix a maximum income level so that a large propor-
tion of workers in the earnings scale are covered.'™
Though publicly run, these are self-financing insur-
ance programs. The maternity and parental leave
program, on the other hand, is interwoven with the
El program, the results of which are not all positive.
However, some distinctive features are still possible
under the EI rules.*” There is no compelling reason
why the replacement rate for parental leave should
be the same as that for unemployment (55 percent).
A rate of 70 or 85 percent of gross insured earnings
would be more consistent with the objectives of
parental leave. Since the vast majority of time off
work is taken by mothers, the ceiling on insured
earnings for EI ($39,000 per year) would be suffi-
cient to cover earnings (the ceiling on the
Canada/Quebec Pension Plan for 2002 is also
$39,000). To adopt a high ceiling would be to redis-
tribute substantial benefits to a very small minority
of high-earnings parents. Nonetheless the ceiling
should be increased annually to match earnings
growth.

Paid benefit period sufficiently long for a mother to
bond with her child. Leave during the first months
after childbirth enables a mother to breastfeed her
infant, which is a health-protective factor with no
known substitute, during a stimulating period for the
child. However, the leave should be short enough to
preserve attachment to the labour market. The
German experience illustrates this point: the German
government simultaneously lengthened job-protected
leave and extended income support (24 months) to
non-workers, with the intended result that mothers
with young children are out of the labour market for
a very long period. A 50-week leave with benefits
that are taxable (to conform to El rules) and pension-
able (a departure from El) seems a good compromise.
Some provisions oriented toward fathers. One of the
objectives of such a program is to encourage moth-
ers and fathers to share responsibilities associated
with infants more equally. Men rarely use parental
leave. Even in Sweden, which probably offers more
incentives than any other country in this regard, few
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men take parental leave. One reason is economic.
Under the El rules, it is costly in forgone earnings
for fathers to take parental leave. Economic analy-
sis suggests that it would be efficient, short of
having a high replacement rate, to have a higher
rate for men than for women. A two- or three-
month parental leave for fathers at our preferred
rate (70-85 percent) may offer greater encourage-
ment. This leave would be more judiciously timed
for when the mother plans her return to work than
in the first months.

« Some benefits paid on a flat basis. To complete the
economics of parental leave, mothers with no enti-
tlements or insured earnings would receive a flat
monthly benefit for approximately six months,
with some benefits for the latter months of preg-
nancy or a lump sum, depending on other objec-
tives that might be pursued. For example, the
beneficiary could be obliged to accept social servic-
es, such as prenatal and perinatal nutrition coun-
selling or parental counselling for children at risk.
A sum of $800 per month (or four payments of
$1,200) seems reasonable for non-workers and
those with entitlements and modest earnings.'’®
Little is known about the effects of El
maternity/parental benefits on reproductive behav-
iour and labour-supply strategies among potential
mothers. The available evidence suggests that these
effects are minimal and that mothers with little
education, women who already have children and
women who are experiencing difficulty in the
labour market do not have access to El benefits.'”
This option of maternity benefits seems to be fair
treatment for Canadian women with newborns.
Finally, in the framework of El, insuring self-

employed mothers appears to be an intractable prob-

lem. Self-selection and verification issues preclude
their being treated on the same basis as wage
earners.’®

“Educare,” or full-time public kindergarten for
4- and 5-year-olds
The preceding discussion on maternal and parental
leave centred on the first year of life. We now turn to
the paramount question of child care, beginning with
the last stage of early childhood — preschool or
kindergarten — and then returning to the intermedi-
ate, or toddler, stage.

Kindergarten provides children with new learning
experiences. For many, it is the first transition from
the home to the school environment. Early childhood

is a time of rapid mental and social development.
Some children enter school with developmental
deficits that will become extremely difficult to reverse
at a later stage. A commitment to early education
gives priority to full-time publicly financed kinder-
garten for all children of near-kindergarten age.

We understand, from the Web site of each
province’s education ministry, that local school
boards generally set the schedule for kindergarten
and that in all provinces parents decide whether
their child will participate in kindergarten or in other
programs for children under 6. In most provinces
kindergarten is half-day and thus is less subsidized
by the province than elementary education. Offering
a full-day program is more costly than merely
changing the timing of entry, but the investment
should pay off in terms of educational outcomes.

Our early-education policy prescription follows
from three considerations. First, school entry is a
critical transition point. To benefit from this new
learning environment, a child must possess knowl-
edge and skills equal to those of his or her peers.
Disparities in knowledge and skills must be
addressed early on, before school entry, because
gaps in academic performance and skills very likely
develop as a result of out-of-school time and fami-
ly environment.

Second, the workforce participation of mothers
with young children is likely to remain high, even
considering the difficulty of balancing workplace,
parental and spousal responsibilities. Therefore,
more and more young children will spend consider-
able time in non-parental child care. This raises a
thorny issue for public policy, because it is difficult
not only to enforce quality in child care but also to
produce the quality that is essential for a child’s
development.*®

Third, studies that have compared “time” (chrono-
logical age of a child) and learning environment in
terms of the contribution to children’s competencies
(social, emotional, regulatory, cognitive) have found
substantial evidence for the advantages of a learning
environment.*®> Moreover, educational settings tend
to include children from diverse ethnic, cultural, lin-
guistic and socio-economic backgrounds.

To minimize skill inequalities, kindergarten should
be full-day for 5-year-olds, publicly funded and pro-
vided under the aegis of each province’s education
ministry along with before- and after-school care.
Then, for those provinces in which full-day care has
already been implemented, “junior” kindergarten
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should be gradually extended to 4-year-olds on a
full-day, full-year basis.

In kindergarten, 4- and 5-year-old children are
cared for by specialized teachers, auxiliary personnel
and administrators, all paid out of public funds.
Though usually located within or near a primary
school, kindergarten does not follow an academic
curriculum but rather provides care in a learning
environment that supports the development of a
range of abilities and skills.

A possible drawback of our kindergarten proposal
and the preceding one related to infants is the elimi-
nation of low-wage, low-skilled jobs for in-home and
out-of-home caregivers, who are usually women. The
provision of full-time ECEC for 4- and 5-year-olds
through the school system could lead to shortages of
qualified educators within private and not-for-profit
child-care services. These services could, in turn, find
it difficult to survive diminishing demand.

Early childhood intervention for infants and
toddlers in at-risk families

A common theme of the last decade across the full
spectrum of scientific research on human development
— in epidemiology, genetics, neurology, psychology, the
social sciences — is the importance of the early years,
from conception through formal schooling.’®** Genetic
endowment, maternal nutrition during pregnancy and
exposure to environmental hazards (such as lead, alco-
hol or cigarette smoke) affect the risk of disabilities at
birth and later health outcomes. Health status and
weight at birth have long-term effects on a child’s
learning ability. The empirical evidence from various
studies suggests that care and nurturing (stimulation
and active, responsible involvement by adults) have
decisive and sustained effects on child development
and on a wide array of skills (cognitive, social, emo-
tional). The processes affecting developmental out-
comes are not limited to the family environment. They
also involve the social environment, and they accumu-
late and interact, so that diverse setbacks have a cumu-
lative impact. The effects of one particular problem in a
given area may seem modest, but the sheer number of
such problems creates multiple risks for the child’s
future. Growing up with many separate risk factors
(such as health problems at birth, low birthweight,
chronic poverty, family stress and instability, parental
depression, poor parenting practices, unsafe neighbour-
hood, inadequate social support) creates deep-seated
problems that cannot be easily remedied — nor can
their consequences be reversed.
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In reviewing the evidence on early-intervention
models, Janet Currie concludes that although these
cannot alter 1Q, they can have positive and lasting
effects.’® The evidence on the long-term effects of
large-scale but relatively inexpensive programs (like
Head Start) is tentative. The findings reveal positive
effects on medium-term outcomes such as school
readiness and long-term outcomes such as academic
achievement, earnings and criminal behaviour.® A
study of Head Start using innovative and robust evalu-
ation methods found persistent gains for whites and
positive effects on health (immunization) and social
skills, with likely spillover effects for siblings.*®® There
is strong consensus among economists that investment
in early childhood is cost-effective in preventing
learning disabilities, school failure and social malad-
justment.*®” There is less agreement on the effective-
ness of remedial interventions later in life such as
education programs for high-school dropouts and
training programs for welfare recipients or disadvan-
taged workers. Heckman asserts that “adults past a cer-
tain age and below a certain skill level make poor
investments.”**® He makes the case for early education
using the logical argument that “learning begets learn-
ing. Skills acquired early on make later learning easier.
More able people find learning easier.”** In other
words, human capital accumulation is a dynamic
process. Abilities, contrary to the implicit model on
which much of social science prescriptions rest, are
not fixed at a young age. “Abilities are created in a
variety of learning contexts. Abilities beget learning.
The more able acquire more learning skills and the
more skilled acquire more abilities.”®

The lessons for the specifics of good program design
are less clear. When budgets are limited, should inter-
ventions be targeted to the most disadvantaged chil-
dren? What is the optimal timing of an intervention
(does any specific period between birth and preschool
warrant special attention)? What are the developmen-
tally appropriate components of early interventions
(should there be components for fostering parenting
practices conducive to child development)? What are
the characteristics of a good intervention (curricular
materials and activities, interactions with teachers,
classroom dynamics)? Currie concludes that the most
cost-effective model is the full-day, full-year Head
Start program.** We still do not know how to target
early interventions to those who stand to benefit most,
nor which eligibility criteria and model would generate
the most positive benefit/cost ratios. However, current
research on Head Start and pilot projects on Early Head
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Start do answer some questions about outcomes and
program design.**

Canada has seen many early childhood services
(ECS) initiatives over the years. All provinces have
“reinvested” funds from the NCB to provide new
services or enhance existing services such as subsi-
dized child care, intervention programs and commu-
nity-based prevention programs targeting children at
risk. The Quebec government, for example, offers
welfare recipients 23.5 hours per week of free educa-
tional care for children aged 3 and 4 and half-day
junior kindergarten for 4-year-olds in urban areas;
some 9 percent of 4-year-olds (including some handi-
capped children) are enrolled in junior kindergarten.
Program design and targeting vary across provinces,
but the objectives are the same: to prevent problems
and to support low-income families and children.
Two federal initiatives are the Canada Nutrition
Program (which has provincial counterparts) funded
by Health Canada, which focuses on lifestyle issues,
parenting practices and parenting education, and the
Community Program for Children.

We believe that government programs in this area
are too modest and too timid. The ECDA (see part 3,
“Family Policy in Canada”) illustrates what can be
considered as strategic investment in the future of
children. We propose that more financial resources be
invested, by both levels of government, in programs
such as Early Head Start and Head Start. The evi-
dence on compensatory preschool interventions for
disadvantaged children indicates that the effects are
lasting and the social returns high.

Reducing the cost of child care for low-income
families

The topic of child care for toddlers goes to the heart of
governmental and parental roles and responsibilities.
Obviously, employment contributes to a family’s finan-
cial well-being. However, maternal employment can
affect the family in conflicting ways. On the one hand,
the mother’s wages can make the difference between
self-sufficiency and dependence on welfare, especially
in the case of single-parent families, or between a low-
income and a middle-class standard of living. On the
other hand, poorly paid, stressful jobs with long, irreg-
ular hours can jeopardize the quality of family life by
placing demands on parents’ time, energy and atten-
tion. In many ways, the positive and negative working
conditions experienced by parents are reflected in the
environment they create for their children. All jobs are
not the same. Factors such as work hours and sched-

ules, job complexity and job security are all likely to
affect family life. It is reasonable to expect that the
more hours parents work the less time they will have
to spend with their children. A single mother working
long hours will have little time and energy left over for
her children. Finally, the environments and relation-
ships to which young children are exposed when not
in the care of their parents can either foster learning
and enhance their lives or leave them at risk for emo-
tionally troubled development and behaviours. The
outcome depends largely on both the quality of the
child-care setting and the influence exerted by parents
and the home environment — that is, on the intersec-
tion of the two influences.

There is no consensus among researchers on the
right balance between parental employment and child
care for children beyond infancy. Nor is there a self-
evident social standard on the right balance between
maternal employment, when children are young and
families start their quest for economic independence,
and a higher material standard of living. In parallel,
government efforts are focused on supporting the
economic role of families, giving little attention to
their caregiving role (and no visible encouragement
for childbearing).

Another issue is the quality of non-parental child
care, which is thought to affect not only children’s
health but also their cognitive, social and emotional
development. Developmental psychologists rate the
“process” quality of child care according to the
appropriateness of caregiver-child interactions, the
appropriateness of the curriculum, materials and
activities, and the environment in which the care is
provided. “Structural” quality (child:staff ratio, group
size, whether staff has specialized training in early
childhood) has been found to have some positive
effects on child development. There is ample empiri-
cal evidence in the psychology literature that “high-
er-quality” care, defined on the basis of “classroom”
dynamics (caregiver behaviour toward the children,
appropriateness of activities), contributes to cogni-
tive, social and emotional development, while “lower-
quality” care leads to poorer developmental
outcomes.*®

Some studies place children’s care experiences in
the context of other events and experiences in their
lives. Failure to control for factors such as child and
family characteristics and possible selection factors in
types of arrangements precludes firm conclusions
about the effects of child-care quality and variety in
child-care settings.’** Studies examining the additive or
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interactive effects of family factors, such as mother’s
education or family income, and various non-parental
modes of care have found that non-parental care tends
to magnify existing disparities in child-development
skills. The explanation offered is the synergy between
caregivers who initiate positive learning activities and
high-income, educated parents who reinforce such
activities as well as adult-child interactions in the
home. Hence, a common view is that, in general, chil-
dren in families with more financial resources and thus
more options are likely to benefit from caregivers and
settings that replicate parental care.

Some analyses suggest that low-income families
consider centre-based or paid home care when subsi-
dies are available, but otherwise tend to rely on rela-
tives or others for free care.*® There is no conclusive
evidence on whether centre-based care is more bene-
ficial than home care. Research suggests that the lack
of high-quality child care affects mainly low-income
families, especially those with intermittent employ-
ment or non-traditional work hours, and that such
parents are more likely to rely on a patchwork of
providers, including flexible and often unstable
arrangements with relatives, friends and neighbours.
Such arrangements and characteristics are not in
themselves conducive to high-quality care.

The important questions about quality were not
addressed empirically in Canada until very recently,
because there was no on-site survey or study designed
to collect data on process or structural quality in
either child-care centres or home settings.*** Data
recently collected non-randomly from 234 centres and
231 home settings — all regulated child-care
providers — across six provinces suggest that close to
half of centres provide care “of minimal to mediocre
quality” and a third of home settings provide “inade-
quate to minimal custodial care.”

All of these considerations point to difficult social
choices regarding parental employment, non-parental
child care and the extent of government commitment.
One option is to focus on the low-income population
and emphasize parental choice, with an employment-
oriented rather than child-development-oriented set of
measures. Another option, advocated mainly by child-
development experts, is to focus on universal coverage
and emphasize quality of care rather than employ-
ment, with public subsidies tied to quality, regulations
and enforcement of standards. If child-care services
were mostly state provided, with parents paying a low
fee (based on income), as in the four Nordic countries
(where fees do not generally exceed 10, 20 or 30 per-
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cent of costs),*® a more radical option would be to offer
cash grants to families with children under the age of 3.
The grants could be used to offset the costs of forgone
parental earnings or the costs of non-parental care. In
Finland and Norway such grants are available to all
families with a child under the age of 3 who do not use
publicly funded care; the amount in principle equals the
public subsidy (see table 17 for amounts and restrictions
on children’s ages) and can be used for private care.*® In
Norway, the purpose of the reform (introduced in August
1998) was threefold: to enable parents to spend more
time with their children, to give parents more flexibility
in their work and child-care choices, and to distribute
public transfers more equally between users and non-
users of subsidized care. Prior to its introduction, the
reform was fiercely debated and opponents warned of
several possible negative effects, mainly related to set-
backs in gender equality (by inducing mothers to stay
out of the labour force longer) and a shift of child-care
demand from high-quality public care to more informal
arrangements based on private care.?®

In Canada, since Quebec is the only province to guar-
antee the provision of child care and to have a dedicated
budget for child care, it is difficult to estimate the
amount of an early childhood cash grant for children
under the age of 3 (in Quebec it would be between
$7,000 and $10,000, calculated on the basis of current
subsidies to child-care centres). Since our other propos-
als entail greater support and wider choice for families
(universal allowance, cash benefits during an infant’s
first year of life and full-day public kindergarten for 4-
and 5-year-olds), our child-care proposal is focused on
parental employment and emphasizes cost reductions for
low-income families. The link with the earned-income
credit should be evident.

For single-parent families the cost of child care is a
deterrent to labour-force entry. If parents have to pay
full market price for child care, they have little incen-
tive to work for annual gross earnings of less than
$20,000. Without financial support or access to subsi-
dized child care, the only option for low-income work-
ers is informal care, which may be unreliable or even
unsafe, or care by siblings or other family members.
Child-care support for low-income families, whatever
its form (targeted subsidies or refundable tax credit),
can be considered a type of wage subsidy that indirect-
ly makes work pay. This is why every province has
implemented a subsidy program to permit mothers in
lone-parent or two-parent low-income families to pur-
sue employment or training while their children are
cared for in licensed, regulated settings. However, as an
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analysis by Gordon Cleveland and Douglass Hyatt
shows, policy makers have been concerned with pro-
viding safe and reliable child care at the lowest possi-
ble cost, giving little attention to the parent’s work
situation, related work incentives or efficiency
costs.”

The other element of child-care policy is the Child
Care Expense Deduction (CCED). It provides tax relief
for families who claim child care as a work-related
expense. Being a non-refundable credit, however, the
tax relief accrues only to families with income-tax
liabilities. A family is not eligible for the CCED until
its earnings exceed approximately $15,000,22 which
is the threshold for taxation. Carole Vincent and
Frances Woolley estimate that families with an
income over $50,000, representing 52.7 percent of
families with child-care expenses for tax purposes,
claim 70 percent of all child-care expenses and
receive 80 percent of all tax benefits; in contrast,
families with an income below $35,000, representing
21 percent of families with child-care expenses for
tax purposes, claim 7.6 percent of all child-care
expenses and receive just 3.3 percent of all tax bene-
fits.?® This situation is not surprising nor even partic-
ularly objectionable: it merely reflects the fact that
higher-income, double-earner families use more child
care in order to work, while low-income families
work much less and have fewer tax liabilities.

Three alternatives can be considered in addressing
child-care needs. Two are complementary and the
other is exclusive. Our proposal is to pursue the two
complementary alternatives.

The first alternative is universal public funding of
child care as a service to families, similar to health
care and education. Quebec has chosen to go in this
direction with a contribution of $5 per day, per child
(for 0—4-year-olds) by families, whatever their situa-
tion (in theory, access to care permits parents to
work, study or receive training), for accredited cen-
tre-based or home-based care. Due to space limita-
tions and long queues, places are restricted to those
who register and pay for five days. We find this solu-
tion too costly and also inequitable and inefficient in
terms of child-development outcomes. The govern-
ment is caught in the trap of its political promises: to
freeze the $5 fee and to increase the wages of child-
care workers (most daycare staff are unionized).> The
cost of the program has dramatically increased, far
beyond the available places, giving rise to a social
burden that we consider excessive.® The majority of
parents with preschool children who are not working,

studying or in training are denied an alternative to
this in-kind benefit. Finally, the scheme is based on
the dubious premise that care providers will do a bet-
ter job than parents, or at least as well as parents, in
advancing child development. It is questionable
whether this policy will reduce equality gaps in child
development.

A better choice would be to transform the CCED
into a refundable credit for child-care expenses, mak-
ing it more “progressive” and generous. Neutrality,
in the narrow economic-efficiency sense of the choice
either to work in the labour market and purchase child
care or to self-provide child care, requires deductions.
For child-care expenses to be treated as work expens-
es, the transformation rate of the existing deduction
would have to equal the highest marginal tax rate in
the income tax code. One means of implementing
such a plan would be a sliding-scale refundable tax
credit,® for which family income would be defined as
total earnings, plus transfers from social programs,
less a deduction for basic family needs based on its
size and payroll tax contributions. The rate of the
credit would diminish with net family income — say,
from 90 to 50 percent — so that for low-income fami-
lies, with earnings and child-care receipts within the
expense limit per child, the cost would be 10 percent,
while for high-earner families it would be 50 percent.
The net fiscal burden of child-care expenses would be
linked to income, thus increasing work incentives
while leaving the choice of child-care mode to the
parents. In 1995 this formula cost the Quebec govern-
ment $241 million in tax credits.

One hurdle facing parents who must use child care
in order to work is the fact that they cannot always
obtain receipts for child-care expenses, as some
providers would be fiscally penalized if they declared
the income. Families who have a higher net income
and stand to benefit less from the child-tax benefit
incur also a tax penalty. Thus, child-care expenses
claimed under the CCED are much lower than the
amounts actually spent. There is no evidence on
which types of families do not have receipts. Receipts
are typically not supplied by a provider if withhold-
ing them is mutually beneficial — that is, if the mar-
ginal tax rate for the provider is above that for the
purchaser. This situation arises frequently, such as
when a provider receives income-tested cash or in-
kind benefits (which in some cases are also taxable).
In a reasonably competitive market, the absence of
receipts is offset by the provider’s willingness to work
for a lower rate than a provider who does supply
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receipts. Hence, the user of the service still benefits
from the overall tax provisions, albeit indirectly
rather than through a CCED claim.

The third alternative, complementary to the second,
would be to increase child-care subsidies targeted at
low-income families. Cleveland and Hyatt analyzed
the impact of changes to the typical subsidy system in
Canada, whereby the parental co-payment would be
zero, with lower tax-back rates and higher turning
points (level of net earned income at which the sub-
sidy ends).® Greater “generosity” evidently raises dis-
posable income and increases the financial benefits of
employment. They simulated the employment respon-
siveness of lone mothers to higher net wages under
changed subsidy rules. Their results suggest that such
a course may be self-financing (subsidies less changes
in social assistance), depending on the number enter-
ing the labour market and earnings levels.

Increasing efficiency by turning school resources
into educational results

Recent collective research published under the title
Securing the Future: Investing in Children from Birth to
College®™ reminds us that the need to support families
and children does not stop when a child starts school.
Children must cope successfully with many transitions
in order to become “successful” young adults. One dis-
turbing statistic is the number of students who drop out
of school before obtaining a high-school diploma, a
minimum requirement for the vast majority of jobs and
for eligibility for further education and training. Such
individuals are poorly trained for the job market; raise
the costs of training programs, social assistance and
crime protection; and increase the number of remedial
courses needed in colleges and universities.

To drive home the point of school quality and the
vulnerability of low-skilled youths, one piece of evi-
dence will suffice: Human Resource Development
Canada’s Essential Skills Project estimates that on a
scale of 1 to 5, the level of literacy required to fill the
lowest-skill jobs is about 3. According to compila-
tions based on Canadian data from the International
Adult Literacy Survey of 1996, approximately 36 per-
cent of those between the ages of 16 and 25 have a
literacy level of 1 or 2 (in contrast to 30 percent for
ages 36-45 and 40 percent for ages 26—35), whereas
only 26 percent of youths aged 16 to 25 with a high-
school diploma are ranked at level 1 or 2.%°

It is clear that inadequate education imposes a cost on
society as well as on the individuals who suffer its con-
sequences personally. There may not be a major problem
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with the functioning of elementary schools, but middle

and high schools are clearly under-performing. In the
United States, such features as educational vouchers, char-
ter schools, a choice of schools in larger cities and compe-
tition from private schools have drawn much attention, but
these are more panaceas than reforms.

No enterprise, public or private, is able to survive a
high rate of faulty products or services — with the
exception of monopoly public services, whose “exit and
voice” mechanisms are less efficient. Many assume that
better teachers, higher standards and more investments
will improve the effectiveness of schools in converting
resources into results. There is no doubt that some
schools are under-financed in terms of the educational
demands placed on them and the needs of their particu-
lar clientele. We believe, however, that the public school
system must change along the lines of private enterprise,
while taking into account the special nature of educa-
tional activities. The design and functioning of public
schools must incorporate features of efficient production.
Economic analysis shows that efficient firms share cer-
tain features: clear objectives and measurable outcomes;
incentives linked to success; access to useful, continuous
and systematic information on which to base decisions;
adaptability and flexibility with regard to changing con-
ditions; use of the most productive technology; and
“active” education and training.

According to these measures, schools do seem ineffi-
cient. The real obstacle to the transformation of schools
is not resource levels but organizational and manage-
ment methods. The features listed above require a shift
in the values and expectations of all participants. A
change in school culture will come not from any action
on the part of professionals within the system, but from
willingness on the part of ordinary people, especially
parents — former or current — to take responsibility for
making public schools places that encourage learning.

Financial Impact of the Proposed Strategy
We cannot estimate the full financial impact and costs
for our entire package of proposals. This would require
sophisticated modelling and different micro-data sets.
Nonetheless, on the basis of the data set already used,
we consider the costs given the federal government’s
financial commitments for the NCB and the ECDA. Our
simulations cannot capture the positive dynamic effects
of the overall decreases in marginal tax rates or increas-
es in real wages. Further, they do not take into account
existing provincial family benefits, such as earnings sup-
plements, or benefits that governments may offer as a
complement to the federal strategy. Table 22 on page 76
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Box 6
Summary of Proposals

Income support
1. Replace the NCTB with two plans:

« Non-taxable benefits that are most generous for young children and decrease with age, with no benefits for
children over 17 years (except for full-time high-school students). Short-term target: 0-5 years, $2,000; 6-17
years, $1,000. Medium-term target: 0-3 years, $2,500; 4-5 years, $2,000; 6-17 years, $1,500.

« Work Income Credit, a family tax credit targeting low earners, delivered through the pay packet, to those who

work (approximately) 17 hours or more per week.

2. Increase paid maternity and parental leave and maternity allowance.
3. Child care: transform the Child Care Expense Deduction into a refundable tax credit for child-care expenses, making

it more progressive and generous.

In-kind transfers

4. In order to support early learning (“educare”) and reduce skill inequalities, make kindergarten full-day for 5-year-
olds (publicly funded and under the aegis of provincial education ministries, along with before- and after-school
care). Thereafter gradually extend junior kindergarten to 4-year-olds on a full-day basis.

5. Redirect federal resources currently committed to the Early Childhood Development Agreement to provincial Early
Head Start and Head Start programs, with additional financial support from the provinces.

6. Increase expenditures on child-care subsidies targeted at low-income families.

Major changes in other areas

7. Enhance competition and change the culture of public education.
8. Reconsider policies on post-secondary education subsidies and public training programs.

shows the costs associated with each of the preceding
proposals, existing commitments or cash provisions for
children, and shortfalls, with some suggestions for cur-
tailment of existing programs over a medium-term
horizon. We will return to the table after presenting
specific financial impacts and costs.

Federal universal family allowances (FUFA)

Based on a Canadian population of 7.1 million chil-
dren aged 0-17 in 1996 (our base year and reference
population of families with its specific number of
children), a benefit of $1,200 per child per year (or
$100 per month) would cost $8.5 billion. That is $1
billion more than the cost of the CCTB in
1999-2000 ($7.5 billion) but less than the approxi-
mately $9 billion that the federal government plans
to spend on the NCB in 2003-04." If we adjust the
benefit per child according to age, as in our short-
term scenario, to $2,000 for children aged 0-5 and
$1,000 for children aged 6-17, the cost would be
$9.4 billion, or a little more than the figure commit-
ted for 2003-04.

Panel A of table 20 summarizes family characteris-
tics in terms of income and number and ages of chil-
dren. Column 4 of panel B restates our earlier results
on the financial impact of the CCTB in the year 2000.
Column 5 of panel B illustrates the financial impact of
the proposed federal universal family allowance
(FUFA) by net family income and according to chil-
dren’s ages, which can be compared to 2000 CCTB
impact. The simulation reveals that our design selected
for the FUFA benefit cannot replicate the distribution
pattern of the simulated CCTB as shown in column 6
(the difference between FUFA and CCTB). There are
three reasons for this: (1) the CCTB targets family
income while our proposal treats each family inde-
pendently of its income (except in the case of the ben-
efit contingent on age, since families with younger
children have, on average, lower incomes); (2) each
family with a net income of $60,000 or more, with, on
average, a small benefit from the CCTB, would receive
the average benefit per child, and such families (more
than a million in total) would have high net gains; (3)
the proposal has deliberately used all the money com-
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Table 20

Financial Impact of the Proposed FUFA and FWIC for 1996 Families, all Provinces (current dollars)

Panel A
Number of census family Number of children Average income
Net family All At least one | All children 0-5 years 6-17 years 0-17 years Total Employment
income child aged aged 6-17 income income
0-5 years years
@) &) 3 4 ®) (6) Q) (C)) ©)
1-10,000 228,610 135,140 93470 152,990 200,550 353,540 14,811 2,611
10001-20921 645,800 367,400 278,400 454,200 715,900 1,170,100 24,593 7,777
20922-25921 236,790 127,410 109,380 148,230 284,840 433,070 33,773 18,785
25922-30000 215,270 121,800 93470 142,820 233,120 375,940 37,883 25,382
30001-40000 518,200 260,550 257,650 332,870 626,660 959,530 44,751 33,656
40001-50000 493,170 254,920 238,250 305,540 604,360 909,890 54,057 44,897
50,001-60000 450,170 207,390 242,780 269,450 579,930 840,380 63,767 55,632
60,001-75000 480,370 212,550 267,820 249,400 616,910 866,310 75324 68,387
75001 and up 641,890 226,570 415,320 263,040 884,850 1,147,900 127,379 11,924
Total/Mean 3,930,160 1,925,950 2,004,210 2,321,900 4,766,550 7,088,450 59,066 47,037
Panel B
Net family Number of Number of CCTB Simulated Difference Simulated FUFA+ Difference
income children families where 2000 FUFA (0-5 | between FUFA FWIC FwiC between
aged 0-5 all children years: $2,000) | and 2000 FUFA+FWIC
years in % aged 6-17 (6-17 years: levels and 2000
years in % $1,000) of CCTB levels of CCTB
@ @) @) (4) (©) (6) @) ®) 9)
1-10,000 43 41 3178 2,216 -962 770 2,986 -192
10,001-20921 39 45 3685 2515 -1170 1560 4075 390
20922-25921 A 46 3365 2455 -910 2568 5023 1658
25922-30000 3B 43 2502 2410 -92 2552 4962 2460
30001-40000 35 50 2022 24% 472 1717 4211 2189
40001-50000 A 48 1552 2465 913 486 2951 1399
50,001-60,000 R ! 1200 2405 1205 156 2561 1361
60,001-75000 29 56 692 2323 1631 61 2384 1692
75001 and up 23 65 106 2198 2092 43 2241 2135
Mean 33 51 1,856 2,395 539 916 331 1351
Total (000$) 7294 9411 217 3601 13,012 5718

Source: Tabulations by the authors based on simulations using SPSD/M.

integrity of the data set, but the results are not reported in the tables.

Notes: A small proportion (0.5 percent or 19,000) of families have negative net family income but positive total income. In our simulations, we retained these families for the

mitted to the CCTB and ignores the impact of our sug-
gested earned income credit (WIC), which is explained
in the next subsection.

The simulations reveal that our proposal would
have other interesting effects as well. Columns 2 and 3
of panel B show that the proportion of young children
is much higher in families with low or modest
incomes, in particular those in the $1-$10,000 range,
and that the proportion of families in which all chil-
dren are age 6 or over generally increases with the
income level. With the FUFA age-modulated benefit,
families in the $1-$40,000 income range with very
young children are in the same financial situation,
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with variations of between -$100 and $300 only (these
figures are not presented in the table). One million fami-
lies, or 26 percent of all families, are in this income
range. These families would face significantly lower
marginal tax rates. Providing universal benefits to 2.1
million families with a net income of $40,000 or more is
costly. The price tag for this part of the proposal would
be $4.8 billion. Although these families generally have
older children, many (43 percent) do have young chil-
dren and thus would receive more benefits.

Comparison between the 2000 CCTB (panel 2, col-
umn 4) and the age-modulated FUFA benefit (column
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5) shows a significant difference in the distributional
financial impact of the two approaches. Evidently the
FUFA cannot reproduce the skewed pattern of the
existing benefit distribution. Thus, modulating bene-
fits provides more help to families with very low and
modest incomes (below $40,000) — who, being
younger themselves, have proportionally more young
children (54 percent of all young children) — without
targeting income and its associated tax-backs. One
disturbing observation is the large number of families
in the $10,000-20,921 net-income range who mostly
depend on welfare and other public transfers and
who have children aged 6 or over (44 percent of all
families in this income range). The modulation also
reduces the distributional gap between the CCTB and
the FUFA, but to the detriment of families with older
children. Fortunately, the distributional impact
changes when we consider the financial implications
of the FWIC.

Federal working income credit (FWIC)

Again, our data set does not allow us to simulate the
design of our proposal based on the requirement of a
specified number of hours worked per week, because
the needed data (usual number of hours worked per
week and number of weeks worked during the year
surveyed) are not available. Instead, we simulate a
simpler credit based on observed earnings that is sim-
ilar in design to the defunct FWIC (in 1997). The
maximum benefit per child is $2,000, $1,333 and
$1,100 for the first, second and third child (and up),
respectively; the supplement rate for family earnings
is 40 percent for a first child (50 percent for two chil-
dren or more); the range for family earnings where
the supplement is paid is $1-$30,000, with a reduc-
tion rate of 25 percent after $30,000 (see Appendix
4).#2 These parameters are somewhat arbitrary, but
are related to the situations of low-income families,
the earnings supplements implemented by some
provinces and the former CTB.

The results of the simulation are presented in
table 20, panel B, column 6. The total cost of the
proposal is approximately $3.6 billion. The total
cost of the two proposals is $13 billion (see column
8, which shows the total impact of the FUFA and
FWIC). The FWIC simulation reveals that the
amounts would significantly increase the disposable
income of families in the $10,000-$40,000 net-
income range. For families in the $1-$10,000 range,
to whom we return below, such a credit is low. In
some income classes ($20,000-$30,000), the

increase would be very significant, not considering
the greater work incentives. Considering both simu-
lations simultaneously, the distributive pattern is
also skewed, with a peak in the $20,000-$30,000
net-income range (instead of $10,000-$20,000, as
with the CCTB), with the result that the proposal
favours low- and modest-income families with
young children. In this simulation, families in the
$10,000-$20,000 range with older children would
fall dramatically behind, compared to the current
and forthcoming CCTB (for 2003-04).

Families with a net income of $10,000-$20,000 or
under $10,000, especially those with children aged 7
or older, pose a problem. Among the first group,
which is very heterogeneous, some families report
very low annual earned income (average $2,611, out
of a total income of $14,811). Inaccurate reporting
occurs at both ends of the income distribution.
According to the Survey of Consumer Finances, wel-
fare income is under-reported by 40 percent (of wel-
fare payments made) consistently over the years.
Many welfare recipients fail to report all of their
work income because it is irregular and can reduce
their welfare benefits. Inadvertent reporting errors
also occur. There is evidence suggesting that non-
workers have unreported sources of income such as
boyfriends, parents, siblings, absent fathers or off-
the-books jobs. One thing is clear: it would be hard
for a family to live as an independent household on
$5,000 or even $10,000 a year. A family that
depends on such a level of income should be directed
to a welfare office. The second group of families with
older children (276,000, or 7 percent of all families),
who depend largely on welfare and public transfers
and receive some in-kind benefits such as subsidized
housing, have low employment income (average
$7,777 for all families in the income group). These
families may constitute the hard core of welfare
recipients, with long periods on welfare, very few
skills and some disabilities prohibiting them from
working. They may require further income-enhanc-
ing strategies, in addition to the working-income
credit, such as short-term training or back-to-work
counselling.

The simulations support the financial credibility of
the proposal.?® In other words, the current budget
committed to family support is sufficient to provide a
reasonable annual benefit for each child in each
Canadian family, and to simultaneously provide a
federal earnings credit, making work a profitable pur-
suit. The proposal reproduces well the distributive
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impact of the CCTB of 2000. Moreover, it treats all
families fairly, reduces marginal tax rates and makes
employment a more attractive prospect. It paves the
way for a new, more promising phase of the anti-
poverty agenda.

Higher maternity and parental leave benefits
and maternity allowances

According to a Statistics Canada study,?* in 1998
one out of two families with newborns (49 percent)
received EI maternity benefits. El coverage did not
increase in the 1990s because the employment rate
among women of childbearing age remained stable
(at the relatively high level of 75 percent) through-
out the decade. For the same year, the average
maternity and parental benefit was $6,780. Using
longitudinal data, one study found that 87 percent
of wage-earning women, but only 15 percent of
self-employed women who gave birth in 1993-94
received maternity benefits.?*In Canada, there were
382,000 births in 1993-94, 341,000 in 1998-99 and
330,000 in 2000-01.

To estimate the cost of our proposal, we suppose
330,000 births in total, 175,000 (52 percent) to women
who are wage-earners and qualify for El and 155,000
to families who do not qualify; and an average benefit
of $13,560, because the El regime is extended from 25
to 50 weeks ($6,780 + $6,780). Providing benefits at a
rate of 75 percent of insured earnings for 50 weeks,
instead of at a rate of 55 percent, would increase bene-
fits (before income tax) from $13,560 to $18,491 for
50 weeks. This is a difference of $4,931 per birth, times
175,000 births, which amounts to $863 million over
current El expenditures on maternity benefits.

For families with no entitlements, we suppose
$4,800 per birth, times 155,000 births, which amounts
to $744 million. The total cost of the proposal is, then,
estimated at $1.6 billion in extra spending, or $4,848
per newborn, to support home care for families with
infants.

Full-time public kindergarten

In practical terms, all Canadian families are offered
early childhood education for 5-year-old children
within the educational system. Typically, the kinder-
garten program provides a half-day*® of “instruc-
tion,” five days per week, within the school
calendar, which amounts to 450-475 hours of edu-
cational services per year. There are notable excep-
tions. New Brunswick and Quebec have full-day
kindergarten (in the case of Quebec with before- and
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after-school care for a user fee of $5 per day).?’
Prince Edward Island has no publicly funded kinder-
garten, and in Ontario most school boards provide a
half-day junior kindergarten (for 4-year-olds). Quebec
and Manitoba have junior kindergarten limited to
inner-city schools, where enrolment may include chil-
dren with disabilities. In general, kindergarten classes
are limited to 20 children.

It is difficult to determine the exact cost of (1) full-
day relative to half-day kindergarten, and (2) full-day
junior kindergarten. On their Web sites, provincial edu-
cation ministries do not always separate kindergarten
costs from elementary school costs.*® The teacher-to-
pupil ratio influences the cost as well as the necessary
infrastructure and materials. Moreover, according to
the literature on early education, the adult-to-child
ratio should be higher for 4-year-olds. A two-adults-
per-child ratio (1:10) with a certified teacher (four-year
degree in early childhood education) and a teaching
assistant is considered an appropriate pedagogical
framework for young children.®®

In Quebec the transition to full-day kindergarten has
been estimated at $100 million to cover approximately
1,800 new teachers and a one-time investment in infra-
structure, taking into account the fact that the transi-
tion from half-day to full-day affected 87 percent of
some 91,000 children. For the 2001-02 school year, the
average cost (for all education boards) per kindergarten
pupil (which includes a number of pre-kindergarten
children) for education services was $2,775, to which
must be added $1,127 per child (non-ventilated by
grade) for support services (administration, books, spe-
cialized professionals), $347 per child for school board
administration, and $500 per child for infrastructure
and capital spending. Thus, the overall cost per student
enrolled in full-day kindergarten in Quebec is $4,749.2°

For 2002, the number of children in the age cohort
enrolled in kindergarten and junior kindergarten would
be 363,000 and 350,000, respectively (this calculation
ignores age eligibility, such as age 5 on September 1).2*
Based on Quebec figures, full-day kindergarten for all
Canadian children would add $662 million to provincial
education budgets, supposing that 100 percent of chil-
dren are enrolled (or $629 million for a more realistic
enrolment rate of 95 percent).?”? For junior kindergarten,
if we assume that education services per se are 50 per-
cent costlier because of a higher ratio of educators
($4,163) and add the other expenditures per pupil
($1,974), the cost per child for full-day school-based
kindergarten would be $6,137. For full coverage of all
4-year-olds, the added burden for provincial education
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budgets would be $1,802 million (except for Ontario,
which already offers half-day junior kindergarten) (or
$1,622 million for an enrolment rate of 90 percent).”*
Thus, the overall supplementary cost of school-based
public “educare” covering 90-95 percent of Canadian
4- and 5-year-olds would be $2,251 million, based on
current expenditures, quality levels and qualified edu-
cators within the Canadian public education system.

Early childhood intervention programs for at-risk
children and families

Potential costs can be delimited by focusing on the
number of young children living in at-risk environ-
ments. Disadvantage can be defined on the basis of
such factors as parental age, maternal education and
marital (partnership) status, and family income. Table
21 shows that the number of at-risk children aged
0-3 and 4-5 changes considerably on the basis of
one, two or three criteria (low family income, rela-
tively young mothers without a high-school diploma).
These figures do not imply that all at-risk children

families in the lowest quartile of the income distribu-
tion and 64 percent (397,000) are in families in the
three highest quartiles. Thus, family income is not of
paramount importance. At-risk children are widely
dispersed across socio-economic strata, even if the
risks are greater among those with particular identifi-
able characteristics. For example, children in single-
parent families face additional risks even if the family
income is not particularly low.

With the ECDA of November 2001, the federal
government committed $450 million per year for five
years, which covers approximately 110,000 children
at $4,000 per child. With the addition of reasonable
provincial investments, all low-income children with
serious problems would be covered. Learning or
behavioural problems among children in higher-
income families are more specific and may require
special professional services. Both levels of govern-
ment could offer a tax credit or deduction for fami-
lies using such services. This approach is similar to
the federal savings plan for the purpose of higher

Table 21

Number of Children with Different Risk Factors, by Age, Canada, 1994—95/1998-99

Risk factors

Number of children
aged 0-3 years

Number of children
aged 4-5 years

1. None

2. Family income less than $20,000

3. Mother’s schooling less than high-school completion
4. Risks 2 and 3.

1,537,807/1,414,487
260,289/172,219
200,232/175,108
186,201/160,772

797,823/761,992
123,515/88,119
101,505/89,513
30,674/25,658

Source: Authors’ calculation based on Statistic Canada’s National Longitudinal Survey of Children and Youth, Cycle 1 and Cycle 3 micro-data.

can be identified using these markers, but they do
illustrate that the cost of implementing targeted pro-
grams is affordable for Canadian society if the funds
are used wisely and objectives are prioritized. We
could target more widely and address issues in high-
er-income families, but we consider that wealthier
families will pay for the proper support.

Children are considered at risk or vulnerable if
they have a serious learning problem (poor outcomes
compared to others in their age bracket) or a serious
behavioural problem (requiring adult intervention).
Taking a wider look, analysis of developmental out-
comes from the Canadian NLSCY shows that the
prevalence of at-risk children (approximately 28 per-
cent) does not change over the years.?* However, at-
risk children do not remain the same from one cycle
of the survey to the next: 13.2 percent of children
under age 12 (620,000) in 1994 remain at risk over
the long term; of these, 36 percent (223,000) are in

education, which involves a cash contribution and a
tax exemption; this option is taken up mainly by
higher-income families.

Reducing the cost of child care for low-income
families

According to 2001 federal tax expenditures, in 2002
the CCED was to cost an estimated $390 million in
forgone federal tax revenues (to which must be
added approximately $200 million in forgone
provincial tax revenues).?® Vincent and Woolley
estimate that parents claim, on average, $2,593 in
child-care expenses ($1,620 per child).
Transforming the CCED into a refundable credit at
the highest marginal tax rate would not change the
tax cost for families whose tax liabilities are higher
than the value of the tax reduction. The additional
cost comes from families with no tax or tax liabili-
ties lower than the cost of child care.
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It is difficult to evaluate the cost of such a meas-
ure without a recent micro-data set on child-care
use by age and type of care (e.g., home care, cen-
tre-based care, summer camp) in relation to family
income. In 1994, the Quebec government trans-
formed its child-care deduction into a refundable
credit (the provision is still in place, in parallel with
the $5-per-day policy). The parameters of the fiscal
provision are the following: a $10,000 flat deduc-
tion is applied to family net income (defined as
earned income plus social assistance and compen-
sation from invalidity programs less payroll tax
contributions) before a sliding-scale credit kicks in
— from 75 percent of child-care expenses to 26.5
percent (corresponding to the highest marginal tax
rate) for a net family income of $48,000 or more.
The fiscal expenditure is evaluated at just under
$200 million.

If the other proposals (children’s allowances, mater-
nal benefits, kindergarten) are implemented simultane-
ously, there is no reason to believe that the total cost
(federal and provincial) of a child-care refundable tax
credit would be appreciably higher that the existing
provisions. For the sake of prudence, we propose
roughly $300 million as a contingent expenditure.

Turning school resources into educational results
Since there is no evidence that high-school dropout
rates can be reduced through marginal increases in
high-school or middle-school funding, other avenues
must be explored to resolve this problem. One promis-
ing approach inspired by the pioneering work of
Catherine Hoxby?" at Harvard University is to intro-
duce mechanisms that will encourage competitiveness
among public schools, particularly in metropolitan
areas.

The main conclusions from Hoxby’s empirical work
on the effects of choice on the quality and efficiency of
public schools in the United States are as follows: in
areas where parents have more choice about which
school, geographically, their children attend, academic
achievement is higher, productivity is higher and per-
pupil spending is lower. These results are particularly
strong in states where school districts have greater
financial independence, indicating a positive correlation
between competition and decentralization. In addition,
where households have more choice, parents are less
likely to choose private schools. This has a positive
effect on households, as parents do not have to pay
more than property taxes to finance their children’s
education. An indirect effect is that parents are motivat-

75

ed to participate in local school-board elections and other
political activities surrounding education issues.

A discussion of which institutional changes show
most promise for introducing competition among public
schools in Canada is beyond the scope of this study. We
believe, however, that the concepts of competition and
decentralization must be included in the discussion on
educational reform. Hoxby’s ideas are pertinent to the
public school system and by no means apply exclusive-
ly to privatization.?”® The fact that parents have a larger
set of educational options for their children will not
result in cream-skimming, as is commonly believed.
Hoxby argues that public schools can respond to this
threat by increasing their productivity. Just as the post
office increased its range of services when private enter-
prise entered the market, teachers who watch public-
school funding dwindle as students leave for choice
schools can act to raise the quality of education. Hoxby
provides three cases in which increased choice resulted
in greatly improved performance: the Milwaukee
voucher project, and two charter school projects, one in
Arizona and one in Michigan. “Schools that faced the
most potential competition from vouchers raised
achievement dramatically,” Hoxby concludes.®

Total cost of proposals, funding sources and other
considerations

The preceding cost estimation for our proposals shows
that a human capital investment strategy with an implicit
anti-poverty agenda is possible within the constraints of
the current federal and provincial budgets for family sup-
port. Costs are estimated for a short-term (two-year) and
a medium-term (five-year) scenario.

The short-term scenario entails a total additional
expenditure of $6.7 billion (table 22, first panel, column
4), comprising federal and provincial contributions of,
respectively, $5.1 and $1.6 billion. The federal universal
family allowance program would cost less than the cur-
rent commitment for the CCTB. To ensure that all fami-
lies gain from the program, a FWIC would be required,
estimated at $3.6 billion (this is the costliest federal
measure in both scenarios). The least costly federal
measure is larger parental-leave and maternity benefits,
at $1.6 billion. The only provincial measure is the exten-
sion of public education to 4- and 5-year-olds, which
would cost $1.5 billion.

For the medium-term scenario, the total additional
expenditure is estimated at $10.5 billion (table 22,
first panel, column 4), comprising federal and provin-
cial contributions of, respectively, $8.1 and $2.4 bil-
lion. This addition of $3.8 billion over the short-term
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scenario represents, for Ottawa, the higher cost of
universal family allowances more finely tuned to
children’s ages ($2.9 billion), and, for the provinces,
the final step in the extension of early childhood
education ($0.9 billion).

One idea defended throughout this study is that —
at current levels of human capital investment — effi-
ciency, equality of opportunity and developmental
outcomes would be enhanced if more resources were
allocated to the young. This would mean fewer tax
breaks and other measures targeting post-secondary
students and less support for myriad training pro-
grams and subsidies for people who depend on band-
aid solutions. The second panel of table 22 identifies
areas where the extra funds could be generated over
a five-year horizon. The first area is tax expenditures

relative to post-secondary education. At the federal

level, these expenditures will have jumped from $556
million in 1996 to $1,540 million in 2003, and it is
doubtful whether they all meet the usual equity stan-
dards.? In addition, “active” training programs and
related subsidies by federal regional development
agencies ($3.1 hillion in fiscal year 2001-02) could be
reoriented to a FWIC. Finally, part of the future
growth in fiscal revenues for both levels of govern-
ment could be used to finance human capital invest-
ment in children and to better support families.
Considering the gains that will be made in program
efficiency and the savings that will be made in other
transfer programs, an additional $6 billion could
become available for family support. It is also clear
that more serious restraints on overall government
spending would free up the funding necessary for our
proposal.

Table 22
Cost of the Proposals in the Strategy, Existing Commitments and Funding (millions of dollars)
Policy measures and funding measures Cost for proposal: Commitments Difference
short-term (medium-term) (F=federal) (P=provinces)
@ @ ®) (4)=3)-(2)
1. Federal universal family allowances
a. Short-term scenario* 4,346+4,523 = 8,869 (F2003-2004) 9,100 -231
b. (Medium-term scenario)? (3466+1572+6,784 =11822) (F2003-2004) 9,100 2,722
2.FwIC 3,601 — 3,601
3. Paid parental leave and maternity allowance
c. Parental leave: El from 55% to 75% 863 — 863
d. Maternity allowance 744 — 744
4. Public kindergarten (school year)
e. 5 year-olds: full day? 629 (P) Half-day 629
f. 4 year-olds: half-day (full-day)* (1,751) (P) Varies 811 (1,622)
5. Early childhood programs 2,200 (F2001-06) 2,200 0
6. Subsidized child-care services 300 — 300
7. Efficiency in schools No cost — —
Total: short term (medium term) 18 082 (21,910) 11,300 6,717 (10,481)
Federal government 16,427 (19,380) 11,300 5,127 (8,080)
Provincial governments 1,655 (2,530) 0 1,590 (2,401)
Savings
a) Restraint tax expenditures relative to
post-secondary education® 700
b) Cuts in “active” labour market programs
and regional development agencies® 2,000
c) El contributions 1,00
d) Spending from federal revenues’ 2,000
e) Spending from provincial revenues’ 1,500
f) Dynamic gains from programs efficiency,
savings in other transfers programs’ 3,000
Total 10,200

Source: Estimations by the authors (see text for details).

! Based on estimated number of children in 2000 (CANSIM Il table 051-001): 2.173 million aged 0-5 years ($2,000) and 4.523 million aged

6-17 years ($1,000).

2 Based on estimated number of children in 2000 (CANSIM Il table 051-001): 1.387 million aged 0-3 years ($2,500), 0.786 million aged 4-5 years ($2,000) and 4.523 million aged

6-17 years ($1,500).

? Based on 363,000 children in 2002 (from the 2000 cohorts of children) at $4,163 per child (see text).

* Based on 350,000 children in 2002 (from the 2000 cohorts of children) at $6,631 per child (see text).

5 Based on estimated 2002 federal tax expenditures relative to post-secondary education of $1.5 billion.

¢ Based on 2000-01 expenditures of $2.0 billion under Part Il of EI Act for “active” interventions for individuals who are without work and

2001-02 expenditures of $1.1 billion for federal regional development agencies.
" From the rate of growth of the economy and improved work incentives.
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Conclusion

anadian children live for the most part in nur-

turing environments that are conducive to

their current and future well-being. They live
in stable and warm family environments where adults
protect them and support their development. The
available evidence shows that parents who have the
resources are doing an excellent job of raising their
children, despite the fact that a large number of them
receive little help from the federal government and
the fact that balancing work and parenting is more
difficult now than ever before. Other parents, for a
host of reasons, cannot provide their children with
what they feel is best for them. A number of children,
across the socio-economic spectrum, are raised in an
environment less favourable to the promotion of their
cognitive, emotional, social and moral development.

For the last 10 years, governments at all levels have
been concerned about children living in poverty.
Despite recent growth in the main economic aggregate
indicators, there are no significant observable changes
in the intensity of poverty endured by children under
19 years of age. This intensity, constructed as one half
of the median income (adjusted for the number of
individuals in the household), after taxes and transfers,
was higher in 1996 than in 1989. It is not clear what
we can infer from this, but there is growing consensus
that a high level of income inequality is a predictor of
inequality among children. The level of inequality may
be even greater given recent labour-market trends,
whereby the returns on higher education and particu-
lar skills are increasing while the wages of the
unskilled are decreasing.

There is a strong political urge to reduce these
inequalities. The combination of an unprecedented
increase in the wealth of Canadians and large budget
surpluses is creating a window of opportunity to
address the issues of child poverty and disparities in
well-being. The long-term consequences of an
impoverished social, cultural and economic environ-
ment have now been established in the empirical lit-
erature on child development, particularly within the
field of early childhood development. However, until
recently there was no consensus on which public
policies show promise for reducing the negative
impact of poverty on children’s future. In the last 20
years considerable evidence has been generated on
the type of interventions that produce beneficial
changes — well-planned interventions that increase

7

the odds of favourable development outcomes for dis-
advantaged children.

Much of the scientific evidence on policies to
improve the human capital of children, adolescents and
adults is fairly reliable since it is based on longitudinal
studies and on social experiments that use randomized
procedures to evaluate the effects of different types of
state intervention. Paradoxically, most of the evidence
has been produced in the United States, where per-
capita spending on social programs is low relative to
that in Canada and extremely low relative to that in
Norway or Sweden. This should not be surprising, per-
haps, since in a society in which many are sceptical
about the positive effects of “paternalistic” state inter-
vention, policy makers require more solid scientific evi-
dence to justify expenditures on social programs.

On the basis of the available evidence regarding poli-
cies that are most effective in reducing inequalities, we
can determine the amount of public resources that
should be allocated to the programs. This issue is crucial,
since governments are wary of spending “too much” on
social programs given their overall mitigated success and
since, in the voter’s mind, large budgetary deficits are
the result of too much spending on inefficient social
programs. Hence, the political reality suggests that
increases in social spending will remain modest relative
to trends observed in the 1970s. The question is how best
to allocate existing funds, as well as additional sums
from the government surplus, in order to improve the
human capital of children.

We have argued that a winning strategy would be
to adopt a life-cycle perspective. From this perspec-
tive, it pays to invest in the young and in early child-
hood, and does not pay to invest in adults past a
certain age and below a certain skill level.
Employment subsidies are not only an efficient way to
promote work but also an alternative — though imper-
fect — way to transfer resources to persons with low
measured ability, one that generates social returns
beyond simply increasing disposable income (social
integration and promotion, accumulation of mar-
ketable skills, etc.). The current strategy is direct cash
transfers with their well-known, well-documented dis-
incentive effects in terms of employment. Neither way
represents a cheap solution. Finally, good policy is
based on good empirical evidence. There are some
things we know about program outcomes and some
things we do not know with any degree of confidence.
The available evidence does not support the current
choices being made among the possible strategies for
serving poor children and their families. A strategy
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such as that outlined in this study would result in
better social and economic returns.

We conclude by restating our main policy objec-
tives. The federal government should restore generous
family allowances to compensate all parents equally
for their contribution to Canadian society. As for par-
ents in need, generously supplementing their earnings
and greatly reducing the price of child care will induce
them to become permanently attached to the job mar-
ket, the only long-term means of reducing poverty. The
interaction of high-quality in-kind services with higher
earnings will also give them the tools necessary to
ensure the education of their children. The federal gov-
ernment should also increase the incentives for all
families so that at least one parent can stay at home
during the first year of an infant’s life, a critical period
for every child. These goals are all attainable, given
current levels of spending on human capital policies,
and do not infringe on provincial areas of competence.
In addition, they are easy to implement and are readily
understandable. Their political attractiveness should be
evident.

The purpose of this paper has been to offer policy
makers an alternative pathway — a more profitable
one from our point of view — to one of the most
important goals any government could pursue,
increasing the well-being of children.

Our financial analysis regarding the proposed
changes does not consider behavioural effects (such
as changes in fertility or labour-market supply) or
changes in the Canadian demographic structure over
the past seven years, as our simulations were per-
formed using a sample of 1996 families.

Based on the condensed view of our policy
changes (see box 6), we conclude that our proposals
would cost less than estimated in the last part, “An
Alternative Strategy,” if we take into account changes
observed over the last seven years. First, fewer babies
are born today than were in 1996 and fertility rates
are decreasing over time, which indicates a reduced
need for child allowances and credits. Second, the
Canadian economy has grown rapidly over the last
seven years. The FWIC and the refundable child tax
credit are more generous for low-income families,
and the growing economy can be expected to reduce
the number of these families across Canada. There is
some evidence of this in the systematic over-estima-
tion in the annual federal budget of the amounts nec-
essary to finance the NCTB.?*2 Third, these policies
can be expected to have positive effects on labour
supply (FWIC, parental leave benefits based on earn-

ings, lower effective marginal tax rates), thus reduc-
ing the need for social assistance and expanding the
tax base.

However, some behavioural changes will result in
increased spending. If more parents work, more will
use the refundable tax credit for child care and more
will eventually use parental leave, given its increased
generosity. If more parents decide to have a child, or
to have another child, because of public policies that
are supportive of families, then social expenditures
will also increase. This would be a sign that
Canadians have faith in their future.
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Appendix 1

Federal and Provincial Benefit
Initiatives 1997-2000

Annual amounts allocated (in simulations) to families through income-support programs for children under the NCB

initiatives, federal and provincial, 1997—2000 (millions of dollars)

Provinces and Programs (1998-2000) and federal child tax
benefit (1996—2000)

Amount, 1998/1999/2000

Other in-kind benefits
1998-2000

Newfoundland and Labrador

Social assistance reduction (savings in 1999-2000)

Earned income supplement (from July 1999)
Prince Edward Island

Social assistance reduction (savings in 1998-2000)
Nova Scotia

Earned income supplement (from 1998)

Social assistance reduction (savings in 1998-2000)
New Brunswick

Working income supplement (implemented in 1997)

Child tax benefit (implemented in 1997)

Social assistance reduction (savings)
Quebec

Family allowances (ended in 1997/1998)

Family tax reduction

Earned income supplement!

Non-refundable tax credits

New child tax benefit (implemented in 1997 and 1998)

Social assistance reduction (savings in 1998)
Ontario

Working income supplement

Social assistance reduction (savings 1998-2000)
Manitoba

Social assistance reduction (savings in 1998-2000)
Saskatchewan

Child benefit (implemented in July 1998)

Working income supplement (from July 1998)

Social assistance reduction (savings 1998-2000)
Alberta

Family working income supplement (from 1997)

Social assistance reduction (savings 1998-2000)
British Columbia

Family bonus benefit (implemented in 1996 and 1997)

Working income supplement (implemented in 1998)

Social assistance reduction (savings in 1997)
Federal government

Child tax benefit and working income supplement

National child tax benefit

0/0/3.3
08

25

10/16/16
311

4/4/4
15/15/15
0/0/0

570(1997)/122/79/56
372(1997)/313/236/238
61(1997)/49/55/39
763(1997)/910/938/947
824/778/745

415

209/237/246
292

28

34/53/53
14127127
308

31(1997)/78/78/78
313

348(1997)/229/188/137
46/46/46
295

5,085(1996)/5,266 (1997)
5,814/6,211/7,294

Child care/health
benefits/Others (18.3)

Child care/health
benefits/others (2.3)

Child care/early childhood
(65)

Child care/others

(85)
Child care (618)

Health/early
childhood/parenting (57)

Child care/early childhood
(42)

Health benefits (2.5)
Health benefits/child
care/others (41.8)

Child care/early
childhood/others (47)

Sources: National Child Benefit Progress Report, 1999-2000 (http//socialunion.gc.ca) (for Quebec provincial budgetary documents for various years) and SPSD/M micro-data files.

* This program was too complex to be simulated.
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Appendix 2

Financial Impact of NCB Initiatives
on Averag hild Benefits,
1996-2000

Table 1
Atlantic Provinces (dollars)

Change in federal Change in provincial Change in federal and

Net family Percentage (number) benefits from benefits from provincial benefits
income* of all census families 1996 to 2000? 1996 to 2000° from 1996 to 2000*
1-10,000 8.76 (28,710) 1411 63 1474
10,001-20,921 17.95 (58,710) 1,409 52 1,461
20,922-25,921 8.12 (26,630) 1,110 -1 1,109
25,922-30, 000 7.33 (24,020) 645 -10 635
30,001-40,000 15.57 (51,060) 327 -2 325
40,001-50,000 12.78 (41,900) 300 5 305
50,001-60,000 9.53 (31,240) 298 3 301
60,001-75,000 9.50 (31,150) 257 0 257

75,001 and up 9.97 (32,680) 57 0 57

Mean 669 18 687

Total (millions) 100.00 (327,890) 220 6 226

Source: Tabulations by the authors based on simulations using SPSD/M.

* A small proportion (less than one percent) of families have negative net family incomes but positive total income. In our simulations, we have retained these families for the
integrity of the data set, but the results are not reported in the table. Number of these families: Newfoundland and Labrador, 82,010; Prince Edward Island, 10,130; Nova Scotia,
122,960; New Brunswick, 103,790.

2 Includes the CTB, the WIS for 1996 and 1997, and the CCTB, including the NCBS, for 1998 to 2000.

¢ Weighted provincial family net benefits. Includes the Newfoundland and Labrador family benefit (implemented in July 1999), the Nova Scotia child tax benefit (implemented in
1998), the New Brunswick child tax benefit and working income supplement (implemented in April 1997), and reductions in social assistance benefits where applicable.

+ Weighted federal and provincial family benefits.

Table 2
Quebec (dollars)

Change in federal Change in provincial Change in federal and
Net family Percentage (number) benefits from benefits from provincial benefits
income* of all census families 1996 to 20007 1996 to 2000° from 1996 to 2000
1-10,000 6.95 (67,900) 1,216 190 1,406
10,001-20,921 18.08 (176,670) 1278 -185 1,093
20,922-25,921 6.28 (61,350) 786 55 841
25,922-30,000 6.39 (62,450) 500 -173 327
30,001-40,000 14.37 (140,490) 197 -327 -130
40,001-50,000 13.93 (136,160) 166 -683 -517
50,001-60,000 11.33 (110,710) 164 -461 -297
60,001-75,000 8.94 (87,360) 128 -416 -288
75,001and up 13.45 (131,420) 26 -447 -421
Mean 486 -299 187
Total (millions) 100.00 (977,420) 475 -291 184

Source: Tabulations by the authors based on simulations using SPSD/M.

* A small proportion (less than one percent) of families have negative net family incomes but positive total incomes. In our simulations, we have retained these families for the
integrity of the data set, but the results are not reported in the table.
Z Includes the CTB, the WIS for 1996 and 1997 and the CCTB, including the NCBS, for 1998 to 2000.
# Includes Quebec family benefits (previous to 1997), the Quebec newborn allowance program (to be completely phased out in 2002), Quebec integrated family allowances (imple-

mented in September 1997), various tax benefits targeted at families and reductions in social assistance benefits.
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Appendix 2 (cont.)

Table 3

Ontario (dollars)

Change in federal

Change in provincial

Change in federal and

Net family Percentage (number) benefits from benefits from provincial benefits
income* of all census families 1996 to 2000? 1996 to 2000° from 1996 to 2000
1-10,000 3.48 (51,520) 1,429 -31 1,118
10,001-20,921 17.00 (251,360) 1,507 -460 1,047
20,922-25,921 5.70 (84,300) 1,215 221 1,436
25,922-30,000 4.87 (72,080) 627 337 964
30,001-40,000 10.89 (161,000) 339 135 474
40,001-50,000 11.50 (170,130) 308 97 405
50,001-60,000 11.77 (174,000) 319 25 344
60,001-75,000 14.42 (213,200) 265 2 267
75,001 and up 20.13 (297,720) 63 0 63
Mean 571 -30 541
Total (millions) 100.00 (1,478,770) 844 -46 798

Source: Tabulations by the authors based on simulations using SPSD/M.
t A small proportion (less than one percent) of families have negative net family incomes but positive total incomes. In our simulations, we have retained these families for the
integrity of the data set, but the results are not reported in the table.

2 Includes the CTB, the WIS for 1996 and 1997 and the CCTB, including the NCBS, for 1998 to 2000.

¢ Includes the Ontario child-care supplement for working families (implemented in 1998) and reductions in social assistance benefits.

Table 4

Prairie Provinces (dollars)

Change in federal

Change in provincial

Change in federal and

Net family Percentage (number) benefits from benefits from provincial benefits
income* of all census families 1996 to 2000? 1996 to 2000° from 1996 to 2000
1-10,000 7.30 (47,580) 1443 -323 1120
10,001-20,921 13.86 (90,350) 1498 -159 1339
20,922-25,921 5.36 (34,980) 1298 185 1483
25,922-30,000 4.77 (31,120) 742 220 962
30,001-40,000 15.53 (101,290) 307 265 572
40,001-50,000 12.95 (84,440) 240 92 332
50,001-60,000 11.65 (75,999) 228 7 235
60,001-75,000 12.28 (80,040) 21 7 218
75,001 and up 15.23 (99,320) 45 0 45
Mean 571 29 600
Total (millions) 100.00 (652,040) 372 19 391

Source: Tabulations by the authors based on simulations using SPSD/M.
* A small proportion (less than one percent) of families have negative net family incomes but positive total income. In our simulations, we retained these few families for the
integrity of the data set but the results are not reported in the table. Number of these families: Manitoba, 139,210; Saskatchewan, 135,190; Alberta, 377,640.

2 Includes the CTB, the WIS for 1996 and 1997 and the CCTB, including the NCBS, for 1998 to 2000.

¢ Weighted provincial family net benefits. Includes the Saskatchewan child benefit and employment support program (implemented in July 1998), the Alberta family employment
tax credit and reductions in social assistance benefits where applicable.
* Weighted federal and provincial family benefits.
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Appendix 2 (cont.)

Table 5

British Columbia (dollars)

Change in federal

Change in provincial

Change in federal and

Net family Percentage (number) benefits from benefits from provincial benefits
income! of all census families 1996 to 20002 1996 to 2000° from 1996 to 2000
1-10,000 6.66 (32,900) 1455 643 2098
10,001-20,921 13.88 (68,590) 1453 934 2387
20,922-25,921 5.98 (29,540) 1360 1032 2392
25,922-30,000 5.18 (25,610) 712 579 1291
30,001-40,000 13.02 (64,350) 368 372 740
40,001-50,000 12.25 (60,540) 337 42 379
50,001-60,000 11.79 (58,240) 304 9 313
60,001-75,000 13.89 (68,630) 280 u 291
75,001 and up 16.34 (80,730) 55 0 55
Mean 605 317 922
Total (millions) 100.00 (494,050) 299 156 455

Source: Tabulations by the authors based on simulations using SPSD/M.

* A small proportion (less than one percent) of families have negative net family incomes but positive total income. In our simulations, we retained these families for the integrity
of the data set, but the results are not reported in the table.

2 Includes the CTB, the WIS for 1996 and 1997, and the CCTB, including the NCBS, for 1998 to 2000.

# Includes BC family bonus and BC earned income benefit (implemented in 1998). British Columbia does not apply reductions in social assistance benefits.
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on the budget constraints of a family receiving

welfare. The simple analytical model shows that
it is doubtful the CCTB increase will produce signifi-
cant change in the participation patterns of single
mothers on welfare. It also produces simple empirical
computations to assess what gains in after-tax
income an average welfare mother could expect if she
entered the labour market and the number of hours
she would have to work to earn this amount. We con-
clude that work incentives are very weak.

Figure 1 illustrates the budget constraint of a fami-
ly receiving welfare benefits. If the family does not
work at all, it receives an income of OB, which is a
combination of social assistance (SA) payments, OA
and CCTB benefits, AB. When it does work, its
employment earnings are partially offset by the heavy
clawback of its welfare benefits, yielding a low effec-
tive wage rate, represented by the low slope of seg-
ment BC. Beyond work hours of “h,” all welfare
benefits have been clawed back, so the net hourly
wage is much higher from that point on, as shown by
the higher slope of segment CD. Between 1996 and
2000, the CCTB paid to welfare families increased, but
SA benefits were reduced dollar-for-dollar, keeping
the income AB of a non-working welfare family con-
stant, even though the share of CCTB in the income
mix increased. Holding all else constant, a welfare
family that begins working will have less welfare ben-
efits to be clawed back, so these will disappear after
fewer hours of work (h*). Beyond that point, no wel-
fare is received. The net disposable income of a wel-
fare recipient who works will change as a result of the
CCTB reforms only if the hours worked exceed h*.
Therefore, if a single mother was not working before
the CCTB increases and was working afterwards, she
must be working more than h* — that is, she must
work with all her welfare benefits expired. If the wel-
fare mother did not find it worthwhile to work on the
segment BC, she will not find it worthwhile to be on
the segment BE after the change. If the CCTB increases

T his appendix discusses the impact of the CCTB
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Appendix 3. _

Technical discussion of the
budget constraint of welfare
families and work incentives

Figure 1
Budget Constraint for Welfare Families,
1996 and 2000

Net
income

2000
CCTB >-> 1996 CCTB
>-> SAR =CTB=x

2000

Hours
worked

h* h

SAR: dollar-for-dollar social assistance reduction following the 1996-2000
increase in CCTB benefits.

h*: Number of hours worked for full tax-back of welfare benefits in 2000.
h: Number of hours worked.

by “x,” then disposable income will increase by “x” for
those working more than “h,” by less than “x” for those
working between “h*” and “h,” and by zero for those
working less than “h*.”

If we compare the situation in 1999 with that in
1996, “x” would be $114 per month in 1999 while it
would be about $144 after July 1, 2000. Here is an
example of how large “h” and “h*” would be for realistic
cases. For a welfare mother with two children, the CCTB
in 1996 was $170 per month. If monthly welfare benefits
are $1,000, the tax rate on benefits is 75 percent in 1997
and her wage is $10 per hour, then “h” is equal to 133
hours per month. After July 1, 2000, this mother will
receive $314 more per month from the CCTB, but her
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welfare benefits will be equal to $856 since total
income while on welfare will not change. Given this
amount of welfare benefits, “h” would equal 114 hours
per month. Given that the single mother was not will-
ing to work more than 133 hours per month before the
change in the CCTB, will she be willing to work at
least 114 hours a month to increase her income by a
maximum of $144 per month? Abstracting from child-
care costs, and given the fixed costs of work (travel
expenses and time, work clothing, meals away from
home) and the home production time that is depleted
by more than 114 hours (adding fixed time costs of
work) it is doubtful that the increase in the CCTB will
produce a significant change in the participation pat-
terns of single mothers on welfare.

However, we must also consider working income
supplement (WIS) at the provincial level. In several
provinces, given that federal funding is now used to
finance the child portion of welfare at the provincial
level, additional income is available for low-income
workers by way of provincial work income supple-
ments. However, these supplements depend on yearly
earnings so that if these measures are announced in
the spring, welfare mothers have to wait until they
file their income tax return the next year in order to
receive a WIS. Given the high personal discount rate
of individuals living in poverty and their liquidity
constraints, work income supplements will probably
not have a great impact on participation, even
though they will increase the participation incentives
of mothers on welfare.

Conversely, for a working mother who is already
below the $25,921 net income threshold in 1997
(where the CCTB remains unchanged compared to
2000) and who is not on welfare, the increase in the
CCTB should have an unambiguous negative effect
on hours worked, assuming she is not constrained
in the hours she can work. For her, this increase is
a pure income effect, represented by a leftward shift
of the budget line from CB to EF in figure 1. Given
her rising income, she would be expected to
increase her consumption of leisure, which is
assumed to be a normal good. Conversely, the new
or more generous provincial work income supple-

Appendix 3 (cont.)

ments will increase the net real wage and have a
positive effect on hours worked.

Since the unambiguous effects are only for wel-
fare mothers, we produced simple computations to
assess the relative empirical significance of the addi-
tional income from increases in the CCTB and new or
more generous WIS at the provincial level. We
assumed some simple cases that give us a rough idea
of the quantitative issues at hand. Using the Survey
of Consumer Finances for 1996, we computed the
mean after-tax income of single mothers who have
no earned income and no other adult earners in the
family to be $14,800 (see table 1). We then asked
what this average welfare mother could expect to
gain in after-tax income if she entered the labour
market and the number of hours she would need to
work to earn this amount. To produce this estimate,
we used a method that would theoretically give an
upper bound on this expected average income by
applying a regression analysis to predict this after-
tax income based on the sample of single mothers
who participated in the labour market and their per-
sonal characteristics (age, education, region of resi-
dence). The results are presented in table 1 alongside
comparable estimates for non-working mothers in
two-parent families.

We predict for the average Canadian welfare
mother an after-tax income of $21,800 if she enters
the labour market, which is approximately $6,000
less than the single mothers who actually earn some
earned income. To obtain this amount she would
have to work, on average, 1,400 hours per year.
Therefore, since she receives, on average, $14,800 not
working, her net gain is $7,000, about $4.50 per hour
worked. Given the increases in the CCTB and in the
fixed costs of working (e.g. child care, transporta-
tion), and the decrease in household production time,
we conclude that these incentives are very weak.
Also, given that the qualifications of welfare mothers
are very low, there will be a problem on the demand
side of the market as the necessary skills to enter the
labour market become more challenging.

These results are consistent with the survey on
financial incentives and work for low-income groups
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Appendix 3 (cont.)

Table 1

Observed and Predicted After Tax Income and Yearly Hours of Work for Non-Working Mothers who Enter the
Labour Market, Canada, 1996

Number of mothers

Observed mean after-tax
family income (when
mothers have no earned

Predicted mean after tax
family income when
joining labour market*

Predicted mean yearly
hours of work when
joining the labour

income) (dollars) (dollars) market! (dollars)
Mothers in one-parent
families 592 14,732 21,666 1,334
Mothers in two-parent
families 2,189 34,720 48281 1,492

Sources: Author’s estimation using micro-data from Survey of Consumer Finances for1997 (economic family income of 1996).

* The predictions were obtained in the following way: First, for working mothers, after tax family income and number of weeks worked were regressed by ordinary least squares on
seven independent variables (intercept, age, two schooling levels — post-secondary or university diploma and high-school diploma with some post-secondary education — the ref-
erence category being less than high school — and three regions — Atlantic provinces, Quebec and Western provinces — Ontario being the reference category. Then, for working
mothers, a probit estimation was performed with the same independent variables to estimate the probability of working full time or part time. Finally, the estimated coefficients
were used to predict, for the sample of non-working mothers, considering their characteristics, their family after-tax income and yearly hours of work (full time was calculated as

35 hours per week and part time as 16 hours per week).

conducted by Blank, Card and Robins.* Only pro-
grams with much stronger incentives than produced
by the CCTB will have strong effects on employment
for long-term welfare single mothers. The federal
Self-Sufficiency Program has produced strong
employment increases for single mothers randomly
selected to participate in the program. The program
adds $7,000 per year for three years for welfare
mothers who work full time. The American benefits
(earned income tax credits) which also yielded strong
positive work effects were also much more substan-
tial than what the CCTB produce.

We conclude that the additional financial incentives
produced by increasing the CCTB and by the creation
of modest WIS provincial programs will produce no
appreciable labour-supply effects. They will only slight-
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ly increase the income of low-income working families
who are in a very limited range of family net income,
since mothers on welfare or families on welfare, despite
receiving larger amounts of CCTB, do not experience any
increase in their net income. Therefore, one can easily
create a perception that the policy of increasing the CCTB
annually is more cosmetic than substantial. The aggre-
gate effect on labour supply may even have been nega-
tive, as some families may have decided to reduce their
earnings to fully benefit from the increase in the CCTB.

1  See Rebecca Blank, David Card and Philip Robins,
Financial Incentives for Increasing Work and Income
Among Low-Income Families (Chicago: Northwestern
University/University of Chicago Joint Center for
Poverty Research, 1999 — Working Paper #69,
http://www.jcpr.org/wp/).
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“The Canada We Want,” Speech from the Throne to
Open the Second Session of the Thirty-Seventh
Parliament of Canada, September 2002.

Among all children under age 7, the share of children
in two-earner families rose from 38 percent in 1973 to
62 percent in 1991. The proportion of children in fam-
ilies where the highest earner had at least some post-
secondary education rose from 25 percent to over 40
percent in the same period, and the percentage of
families with more than two children dropped from 40
to 29 percent. Finally, the proportion of families in
which the highest earner was under age 26 fell from
18 to 11 percent. See Garnett Picot and John Myles,
“Saocial Transfers, Changing Family Structure and Low
Income Among Children,” Canadian Public Policy, Vol.
22, no. 3 (1996), p. 253.

This conclusion and the following remarks come from
the first research papers based on the National
Longitudinal Study on Children and Youth (NLSCY).
See Growing Up in Canada (Ottawa: Human Resources
Development Canada and Statistics Canada, 1996 —
Catalogue #89-550-MPE 1).

Various surveys show that Canadian students perform
well in school and that their academic skills compare
favourably at the international level. For children’s
performance (reading, mathematics, written work and
overall) as rated by teachers based on Cycle 1 data
from the NLSCY, see Pierre Lefebvre and Philip
Merrigan, Work Schedules, Job Characteristics,
Parenting Practices and Children’s Outcomes (Hull:
Applied Research Branch, Strategic Policy, Human
Resources Development Canada, October 1998),
Working Paper W-98-#E (http://ideas.ugam.ca/CREFE/
publications.html). For results from the Third
International Mathematics and Science Study (TIMSS),
see D. Robitaille, A. Taylor and G. Orpwood, The
TIMSS-Canada Report (Vancouver: University of
British Columbia, 1996). The first results (2001) of the
OECD’s Programme for International Student
Assessment (PISA) measuring the literacy skills that
15-year-olds have and need in 32 OECD countries are
presented in Understanding the Rural-Urban Reading
Gap (Ottawa: Statistics Canada, 2002 — Catalogue
#81-595-MIE 1, www.statcan.ca). In Canada the
national average of literacy skills is 534; internation-
ally, scores ranged from 546 in Finland to 422 in
Mexico.

See J. Douglas Willms, “The Prevalence of Vulnerable
Children,” in Vulnerable Children: Findings from
Canada’s National Longitudinal Survey of Children
and Youth, J. Douglas Willms, ed. (Edmonton and
Hull: University of Alberta Press and Applied Research
Branch, Human Resources Development Canada,
2002), pp. 45-69. Measured developmental outcomes
vary according to children’s ages (infants, babies, tod-
dlers, preschoolers, children in primary and middle
school) and according to measures (motor and social
development, receptive vocabulary, mathematics com-
putation test, behavioural problems). Children are con-
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sidered vulnerable if their score deviates substantially
from the average for their peer group.

Research has shown that factors such as living in a sin-
gle-parent home, teenaged parenthood, low-income
family, low social support and low parental education
place children and youths at risk in a number of areas
of functioning. See “A Special Edition on Child
Development,” Applied Research Bulletin, Special
Edition (Human Resources Development Canada, fall
1999). In this area, however, there is the problem of
sorting cause from effect. For example, children living
in persistent poverty or in low-income families are more
likely to have poor developmental outcomes. However,
family income is a marker for other variables. Low-
income parents are more likely to be less educated,
which is associated with lack of employment success, to
show symptoms of depression, to have less self-esteem
and to adopt less competent parenting practices.
Causation could run in both directions. We will return
to this problem later.

Although the proportion of all Canadian women who
are lone mothers has been stable over the last two
decades (at around 6 percent), the proportion of all
mothers who are lone mothers has increased, especially
among those under age 25. The reason for the difference
is the decline in the likelihood of a Canadian woman
being married. See Martin Dooley, “Women, Children
and Poverty,” Canadian Public Policy, Vol. 20, no. 4
(1994), pp. 430-443; and Martin Dooley, Stéphane
Gascon, Pierre Lefebvre and Philip Merrigan, “Lone
Female Headship and Welfare Policy in Canada,” Journal
of Human Resources, Vol. 36, no. 3 (2000), pp. 587-602.
Administrative data suggest a leaver rate of 30 percent or
more. However, the 1991 School Leavers Survey found a
leaver rate of 18 percent among 20-year-olds. It also
found that, among youths who were high-school leavers
as of 1991, 25 percent returned and had obtained their
diploma by 1995. In addition, nearly nine in 10 (88 per-
cent) of those who were still attending high school in
1991 (high-school continuers) had graduated by 1995. By
age 24, only 15 percent of youths had left high school
without graduating. In absolute numbers, over 160,000 of
youths aged 22 to 24 in 1995 had left high school without
obtaining their diploma. See After High School: The First
Years. The First Report of the School Leavers Follow-up
Survey (Ottawa-Hull: Human Resources Development
Canada, 1995 — Catalogue #L.M-419-09-96).

See J. Douglas Willms, International Adult Literacy
Survey: Literacy Skills of Canadian Youth (Ottawa:
Statistics Canada, 1997 — Catalogue #89-552-MPE 1).
For figures, see Shelley Phipps, “Economics and the
Well-Being of Canadian Children,” Canadian Journal of
Economics, Vol. 32, no. 5 (1999), pp. 1135-1163.
Detailed national welfare caseload data are not collected
in Canada. The only indicator of welfare participation is
the proportion of persons reporting any social assistance
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Gascon, Lefebvre and Merrigan, “Lone Female Headship
and Welfare Policy in Canada,” the proportion of lone
mothers reporting welfare income increased from 38 to
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cepeue) Ul Ao1jod Ajtwe4 Buissassy

USIpPIIYD pue S3l|lwey IO} [B8d MAN V



June 2003

9, no. 5,

Vol.

IRPP Choices,

52

53

54

55

56

57

58

59

60
61

Quebec did not participate in the NCB initiatives
because it intends to remain solely responsible for its
family policy. Consequently, our description of
provincial initiatives does not include those of
Quebec. Initiatives of the three territories and those
under the purview of Indian and Northern Affairs
Canada are not reported here since they are not
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(summer 2002) incorporated year 2000 tax and trans-
fer program parameters. Since the increases in NCB
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Quebec family policy, see Robert Baril, Pierre Lefebvre
and Philip Merrigan, “Quebec Family Policy: Impact
and Options,” Choices, Vol. 6, no. 1 (Montreal:
Institute for Research on Public Policy, January 2000).
See note 58.

“Report on Government of Canada Activities and
Expenditures 2001-2002,” Early Childhood
Development Agreement (Ottawa: Health Canada,

62

63

64

65

66

67

Human Resources Development Canada and Indian
and Northern Affairs Canada, 2002), p.1.

NCB 2001 Progress Report, May 2002
(http://:www.nationalchildbenefit.ca), p. 21. The Report
also estimates that 33,800 fewer children lived in a low-
income family in 1999 because of the CTB but does not
give the total number of children living in families with
an income below the pre-tax LICOs. This figure can be
estimated at 1.4 million. Hence the decline in children
living in low-income families in 1999, as a result of the
CTB, would also be 2.4 percent.

For evidence based on more standard relative mea-
sures of poverty; used by poverty researchers and
accounting for taxes, depth of poverty and inequality
among the poor; see Lars Osberg and Kuan Xu,
“Poverty Intensity: How Well Do Canadian Provinces
Compare?”, Canadian Public Policy, Vol. 25, no. 2
(1999), pp. 178-195; and on child poverty specifically,
Phipps, “Economics and the Well-Being of Canadian
Children”; John Myles and Garnett Picot, Social
Transfers, Earnings and Low-Income Intensity Among
Canadian Children, 1981-96: Highlighting Recent
Developments in Low-Income Measurement (Ottawa:
Business and Labour Market Analysis Division,
Statistics Canada, March 2000 — Catalogue
#11FO019MPE 144).

See Myles and Picot, Social Transfers, Earnings and
Low-Income Intensity Among Canadian Children,
1981-96.

See McLanahan and Sandefur, Growing Up With a
Single Parent; Haveman and Wolfe, Succeeding
Generations; Greg Duncan and Jeanne Brooks-Gunn,
eds., Consequences of Growing Up Poor (New York:
Russell Sage Foundation, 1997); Sara McLanahan,
“Parent Absence or Poverty: Which Matters More?” in
Duncan and Brooks-Gunn, pp. 35-48; Susan Mayer,
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back rate (which would be tacked onto income taxes
and social benefits).

Shelly Phipps estimates equivalence scales for two-par-
ent families with selected numbers of children using
Canadian data on expenditures — that is, how much
more income a couple with children would need to be
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financing of post-secondary education that revolves
around ways to help students cover more of the costs
of their education (see “Misplaced emphasis on subsi-
dies for higher education” section).

Heckman, “Policies to Foster Human Capital,” p. 8.
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Poverty Research News, Vol. 6, no. 2 (2002), pp. 3-5
(Northwestern University/University of Chicago Joint
Center for Poverty Research); and Jeanne Brooks-Gunn,
Wen-Jui Han and Jane Waldfogel, “Child Cognitive
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Assessing Family Policy in Canada:
A New Deal for Families and Children
by Pierre Lefebvre and Philip Merrigan

u cours des dernieres années, I'enfance et la

famille ont occupé une place prépondérante dans

le discours social sur les politiques publiques.
Ottawa et les provinces ont tenté d’améliorer le devenir
des enfants, notamment ceux que I'on considére comme
vulnérables. Plusieurs programmes ont ainsi été modifies
et des nouveaux mis sur pied. Mais en dépit de I'impor-
tance de ces réaménagements, cette nouvelle politique
familiale n’a toujours pas été examinée globalement en
vue d'établir si elle offre un avenir vraiment meilleur aux
enfants canadiens, les premiers visés par ces initiatives.

Cette étude tente de relever le défi. Elle décrit, analyse
et évalue la politique familiale d’'un bout a I'autre du pays
et propose une stratégie alternative. En marge des
changements survenus depuis 1996, elle souleve ainsi
deux questions : quelles familles ont bénéficié des
changements, et comment se distribuent les gains suivant
les niveaux de revenu familial ? Des questions dont I'exa-
men permet de conclure a I'inefficacité des changements
opérés pour ce qui est de réduire la pauvreté chez les
enfants, en particulier la pauvreté extréme, et d’atténuer
les conséquences de la vulnérabilité socio-économique.

L'étude démontre que les récentes initiatives fédérales
et provinciales ne respectent pas les critéres habituels
d’efficacité (bénéfice aussi élevé que possible par dollar
dépensé), d’investissement social éclairé (rendement social
important), d’incitation (encouragement aux comporte-
ments souhaités), d’équité (traitement égal des familles)
ou de justice (égalisation des chances pour les enfants).
Elles échouent & ces tests parce qu’elles reposent sur une
vision a courte vue et ne considéerent pas adéquatement la
nature des problémes existants.

Pour en assurer la réussite, soutiennent les auteurs, toute
politique familiale doit reposer sur deux assises complé-
mentaires : une perspective de cycle de vie et une stratégie
d’investissement dans le capital humain. Dans cette per-
spective, les problémes liés a la pauvreté et a la dépendance
sociale deviennent des questions de ressources humaines,
alors que I'adoption du cycle vital comme cadre d’analyse
implique que les politiques doivent viser la situation
présente des enfants mais aussi leur situation a long terme.

Tout en proposant plusieurs réformes spécifiques, les
auteurs insistent sur les éléments suivants : Ottawa doit
exercer un leadership et adopter une politique qui récom-
pense fortement les efforts de travail des parents faiblement
qualifiés; la politique canadienne de prestations fiscales est
un cul-de-sac et doit étre remplacée par une allocation
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familiale universelle pour chaque enfant; et, finalement, la
meilleure approche pour apporter aux enfants une aide
immédiate qui les prépare a I'école consiste a fournir des
services universels d’éducation préscolaire.

Apreés une courte introduction établissant les enjeux de
la politique familiale, la partie 2 décrit les mécanismes de
formation du capital humain et explique pourquoi les
familles et la société devraient investir dans les enfants. La
partie 3 décrit les choix récents faits par les gouverne-
ments en matiére de politique familiale et les compare aux
politiques développées et mises en place en 1974 et 1985,
années représentatives de périodes ou des approches dif-
férentes de soutien aux familles étaient en vigueur, pour
illustrer comment, historiquement, Ottawa s’est progres-
sivement désengagé du soutien aux familles et comment
le mouvement de balancier s’est renversé depuis peu.

La partie 4 évalue I'impact financier des initiatives
fédérales et provinciales pour un échantillon représentatif de
familles de 1996 en utilisant la bangue de données associée
au modele de simulation de politique sociale de Statistique
Canada. Dans la partie 5, ces résultats servent a illustrer les
limites du programme canadien de prestations fiscales pour
enfants par rapport a ses objectifs, qui sont de prévenir et
réduire la pauvreté des enfants, de promouvoir la participa-
tion au marché du travail des familles pauvres, et de réduire
le chevauchement et la duplication des programmes.

La partie 6 met en lumiére les principales faiblesses de la
politique fédérale et pose les assises d’une stratégie profitable
de développement du capital humain. Des assises qui s'ins-
pirent notamment d’'un examen des politiques a I'égard des
familles aux Etats-Unis et dans plusieurs pays européens,
ainsi que des résultats de recherches récentes sur les pro-
grammes s'étant révélés efficaces en matiere d’incitation au
travail pour lutter contre la pauvreté, de traitement équitable
des familles et de satisfaction des besoins des jeunes enfants.

La derniére partie présente pour le Canada une stratégie
alternative détaillée s’appuyant sur trois grands axes :
faire coincider les besoins des enfants avec leur potentiel
en tenant compte des circonstances propres a chacun et de
leur stade de développement (nouveau-né, bébé, age pré-
scolaire ou scolaire); offrir aux parents un choix élargi en
matiere de conciliation travail-famille et ce, pour toutes
les familles sans égard a leur revenu ou a leurs activités
professionnelles; fournir une réponse au probléme de la
pauvreté. L'analyse s’accompagne d’une estimation raison-
née du codt de toutes les propositions et des conséquences
financieres de celles-ci pour Ottawa et les provinces.




ver the past few years children and families

have come to be a key focus of public policy

and to occupy a prominent place in social policy
deliberations. Ottawa and the provinces have actively
sought to improve the circumstances of vulnerable chil-
dren. Numerous programs have been established at both
levels of government, while existing ones have been
reformed. Despite this major overhaul, there has been no
attempt by researchers to look globally at the newly
emerging family policy and assess whether the picture is
brighter for the Canadian children, who are meant to be
its main beneficiaries.

This study is a first attempt at such an assessment. It
describes, analyzes and evaluates family policy across
Canada and proposes an alternative strategy for public
support to families with young children. Pierre Lefebvre
and Philip Merrigan pose several questions regarding
the changes to family policy since 1996. What propor-
tion of families benefit from the changes? How are the
gains distributed? What are the gains for each income
group? In responding to these questions, they find that
the changes have not efficiently addressed the problems
of child poverty, particularly extreme poverty, and the
consequences for the children themselves and society at
large.

The authors show that recent federal and provincial
initiatives, which can be classified as human capital
initiatives, do not meet the usual criteria for efficiency
(the largest possible benefit for each dollar spent),
sound social investment (the largest social return), pro-
viding incentives (encouraging desirable behaviours),
equity (equal treatment of families) or fairness (equal
opportunities for children). They argue that family poli-
cy should have two complementary bases: a life-cycle
perspective, and a human capital investment strategy.
Thus the problems associated with poverty and welfare
dependence are human resource issues. A life-cycle
perspective means that policies must address not only
the child’s current status, but also his or her long-term
outcomes.

Although Lefebvre and Merrigan propose several
avenues of reform, they particularly emphasize the fol-
lowing: The federal government should take the lead in
setting policies that substantially reward the employ-
ment efforts of low-skilled parents while decreasing the
costs of working; the Canada Child Tax Benefit policy is

a dead end and should be replaced by a generous uni-
versal allowance for each child in the family; and final-
ly, high-quality, in-kind services are the best way to
provide immediate assistance to young children for the
purpose of preparing them for school.

After a brief introduction of the general family poli-
cy issues analyzed in this essay, part 2 describes the
mechanisms of human capital formation and explains
why families and societies should invest in children.
Part 3 describes the recent policy choices and compares
them with policies developed and implemented in 1974
and 1985, periods representative of a different
approach to family policy. The authors show how the
federal government progressively disengaged itself
from family support in historical terms and is now try-
ing to make the pendulum swing in a more generous
direction.

In part 4, the financial impact of federal and provin-
cial initiatives on 1996 families is assessed using
Statistics Canada’s Social Policy Simulation Database
and Model. In part 5 these results are used to illustrate
the limitations of the Canada Child Tax Benefit in terms
of the objectives set in 1997: to prevent and reduce
child poverty, to promote greater incentives for labour-
market participation and to reduce overlap and duplica-
tion of programs.

In part 6 the major weaknesses of Ottawa’s global
human capital policy are pinpointed and the foundations
of a profitable human capital strategy for Canada are laid
out. These are inspired in part by a review of internation-
al policy choices and recent empirical work on programs
that have been effective in providing work incentives as
part of an anti-poverty strategy, that treat all families
equitably, and that address the needs of children.

In the last part, an alternative strategy, for both federal
and provincial governments, is presented in detail.
Central to this strategy is the importance of matching
children’s needs with their abilities, taking into consider-
ation each child’s circumstances and stage of develop-
ment — whether infant, toddler, preschooler or
schoolchild; offering parents more opportunities to bal-
ance workplace and family responsibilities at all income
levels; and addressing the issue of poverty. The analysis
provides reasonable estimates of the costs for all propos-
als, as well as the financial implications for both levels of
government.
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