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Action summary

This paper attempts to propose an agenda of
improvements in nationwide social programs that
could be put in place during a term of progressive
federal government. The reforms would embody a
national purpose: to make the opportunities open to
all Canadiansmoreequal. Theresultswould be both
a fairer society and an economy more efficient in
the development and employment of the skills of
Canadians.

The principal measures proposed are:

anational investment in the development of our
prime resource, our children; this would be
intended as a cooperative federal-provincial
undertaking, but designed so that it could oper-
ate nationwide even if a province chose not to
opt into the program

for this purpose, replace the present child care
expense deduction by arefundabletax credit, on
adliding scalerelated to income, to a maximum
of $7,000 a year per child

with this significant scale of financing, the fed-
eral government would negotiate with the prov-
inces for the operation of child centres providing
early childhood care and development, access-
ible for all children irrespective of parental
income

even if a province chose not to opt into the pro-
gram, therefundabletax credit still would be paid
to parents of children, so that they could pay the
fees for developmental care of the same high
quality

to combat child poverty, increase the federal
Canada Child Tax Benefit to amaximum $4,000
ayear, initialy for preschool childrenandinlater
stages for all

anew form of joint federal-provincial financing
of medicare, assuring the provinces of perma-
nent reimbursement from the federal government
of 25 percent of the costs of their medicare pro-
grams

in conjunction with the new financial part-
nership, establishment of a publicly operated
national information system for health and of a
federal-provincial joint process to improve the
operation of health services

scrapping of the CanadaHealth and Social Trans-
fer (CHST). Of its$12.5billion ayear, $7.5 bil-
lion to beincorporated in the new medicarefinan-
cing; the remaining $5 billion to be transferred
to other programs

reduction in personal incometaxation by increas-
ing the basic personal credit and the tax brackets
in order to benefit all taxpayers while providing
proportionately largerelief to those with low and
lower-middle incomes

taxation of capital gains and inheritances at the
same rates as earnings, initially using the pro-
ceeds chiefly for quick reduction of debt and
subsequently to increase revenues available to
finance public services

establishment of a revolving fund to finance
interest-bearing loans to able postsecondary stu-
dents, theloansto be repayable at rates scaled to
subseguent income

subgtantially increased federal funding of research,
particularly in universities

employment-oriented economic policies, includ-
ing consistently low interest rates, to be main-
tained despite any fluctuations that international
money markets may impose on the exchangerate
of the Canadian dollar.

Sinceattention isheavily concentrated on tax
and spending changes in the next federal budget, it
must be emphasized that thisis a multi-year agenda
for progressive government. Restoring medicare is
thefirst priority. The major program for early child-
hood development is an investment that we cannot
afford not to make, but its timing can be adjusted in
line with the revenue increases arising from moder-
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ately good economic growth. In conjunction with
the proposed fairer base for taxation and reduced
interest charges (thanks to debt reduction and low
interest rates), there will be room for other important
reforms during the government’ s term.

| suggest that it is possible to marshal aclear
public will for anational program of thiskind, awill
strong enough to overcome the main obstacle - the
disarray of our politics- that hasto berecognizedin
the paper.

At the beginning

Canadaisnolonger, asit was described some
decades ago, the unknown country. It still is, and
would be even if there were little separatist senti-
ment in Quebec, an awkward country. We do not
have the long habits and traditions, the cultural iden-
tity, of older states. We have too much geography
for our numbers, too great regional differences, too
much diversity of origin, to come easily together. We
divide our government between Ottawa and prov-
inces greatly different in size, resources and nature.
We ponder about our identity, made less distinct by
the enormous influence of our southern neighbour.
We find our nationhood only in the relatively few
things we do together; we become most conscious of
it in intermittent national projects as diverse as the
railway, wars, medicare.

It is the mark of our contemporary confu-
sion that, perplexed by constitutional wrangles, we
have not undertaken asignificant new national project
since medicare 30 years ago. And medicare is fal-
tering.

The underlying theme of this paper is the
need for anew project to which we can agreetorally,
an agenda for the turn of the millennium that will
embody astrengthened purpose and enhanced confi-
dencein Canada.

It may be argued that this proposed national
project is premature, even dangerous, when we can-
not be sure that Canada as we know it will continue:
Quebec may leave. There could hardly be aweaker

excuse for inertia. To suspend national policy until
Quebec makes adecision would beto invite Quebec
to leave; it would play to one of the separatists
strongest arguments - that federal Canada works
badly for everyone. It would also leave the rest of
the country ill prepared to hold together if Quebec
went.

Thedelicacy of Quebec’ spositionin Canada
does, however, underline what is in any case an
essential conditionfor anational agenda. Unlesspro-
gramsareinexclusivefederal jurisdiction- and, war
apart, those are not numerous - they must be, as
medicare was, programs in which the federal gov-
ernment can exercise effective leadership by meth-
odsthat do not invade provincial jurisdiction and do
gain the cooperation of the provinces. Thisdoes not
mean that Ottawa hasto be deterred when provinces
grumble. In thelarger provinces, particularly, there
isalways some political and bureaucratic resentment
of the feds. Provincia governments of a political
stripe different from Ottawa’ s will always probe for
faults in federal plans. Such jousting is part of the
ritual of thefederal-provincial relationship. Cooper-
ativefederalism doesnot requirean *all palstogether’
pretence by politicians who inevitably are in some
respects competitors. It does require the substance
of cooperation in action.

There is a second necessary condition for a
national agenda. Its purposes must fit with basic
values shared by most Canadians, with a predomi-
nant concept of what society should be. Such con-
cepts are, of course, diverse. But on one point at
least amost everyone can agree: The good society
isasociety inwhich al citizens start with opportuni-
tiesfor agood life.

In Americanorth of the Rio Grande, the era
of settlement created a sense of opportunities so
manifold asto be almost universally accessible with
will and work. * Equality of opportunity’ gained some
credibility as a political slogan, provided that black
people and aboriginal people were kept out of mind.
Its relation to any possible reality is also subject to
more general limitations. There cannot be equality
of outcomes, of income and wealth, of knowledge
and power. And inequality of outcomes is inevita-
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bly transmitted as inequality of opportunity. The
children of the well-to-do start with advantages
denied to the children of poorer families. In Orwell’s
biting phrase, “ some are more equal than others.”

Nevertheless, the time-honoured slogan has
a resonance that makes it useful shorthand for a
national objective. Public policieshave doneagood
deal to lessen the disparities of opportunity. They
can and should do much more. They cannot level
the playing field but they can make it less uneven.
While equality of opportunity can be only approxi-
mated, almost everyone will say that it is the right
direction for our society, and most people mean it.

This paper therefore starts from the assump-
tion that the overarching purpose of the national
agenda Canadians will support is to improve the
opportunitiesfor agood life of those who are now at
a disadvantage.

I dentifying the broad purposeisthe easy part.
The difficulties are in method, in perceiving the pri-
oritiesand devel oping the practical programsthat can
best move us aong the path to a more equitable and
equable society.

Retrospect and change

Thisis, for me, a repeated task, though the
previous time was in very different circumstances
that provided higher expectations of effectiveness.
In 1960 L .B. Pearson, then leader of the Liberal party
in opposition, proposed the Kingston conference, a
gathering of “liberally-minded thinkers’ not restricted
to formal adherents of the party. Though known as
a critic of the former Liberal government, | was
invited to contribute amajor paper to the conference.
Its title, Towards a Philosophy of Social Security,
was incomplete. The paper went on to draw from
the philosophy the outline of an agendafor eight years
of progressive government.

Consequently, as concern for social security
took hold in the Liberal party of the 1960s, | became
deeply involved in the planning and implementation

of the programs of the 1963-68 Pearson government.
Itisfair to say that Canadian society wasthen trans-
formed, particularly for people with low and middle
incomes, to a degree that has not distinguished any
other five years.

Nostalgia is not, however, constructive.
Thereareonly two reasonsfor recalling the past. The
obviousoneisto draw such lessonsfrom experience
as are still relevant in greatly changed times. The
other, more important, is that present problems are
blurred if we see them only as they have recently
evolved; our view may be clearer if we can look at
the present in sharper contrast with other times.

If so, we will see this as the time of uncer-
tainty. Though the threat of nuclear war hung over
the postwar world, otherwise most Canadians had
come by the 1960sto an unprecedented sense of both
security and opportunity, a remarkable confidence
that the future would bring continuing improvement.
This happy state faded in the 1980s. Many more
people are now worried about their jobs and their
incomes, about their homes and their safety, about
their futures and, even more, the futures of their chil-
dren.

In a confident society, concern for the pub-
lic good runs strong. With uncertainty comes frac-
tiousness. People are more defensive of their inter-
ests; groups that are strong enough become more
aggressive in asserting their rights, more vociferous
in claiming entitlements. A.E. Housman wrote of
people too unhappy to be kind; he might equally, if
lesspoetically, have said peopletooworried for them-
selves to be much concerned for the public interest.

This psychology of uncertainty isimportant
because it has been epitomized in the increased
acceptance of neoconservative ideology. The rea-
son is not that Canadians generally have turned
against their country’ shistory, haverejected therole
of government that had become so large in our soci-
ety. It is rather that the public interest gets less
attention because people do not feel government is
effective in lessening the uncertainties to which they
are exposed. Indeed many politicians, under the
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influence of neoconservatism and anxious to avoid
blame for themselves, take the lead in telling us that
markets rule and thereislittle they can do.

Thisdoesnot haveto be. For 20 years, how-
ever, Canadian social policy has been marked by
more retreats than advances. The reason for the
decline is not the reason articulated by bankers and
corporate executives, by conservativethink tanksand
other pundits, and endlessly repeated in the media.
Their familiar proclamationisthat, inanincreasingly
competitive, globalized economy, the nation cannot
afford the social benefitsit thought it could. We can
be sure that few of the peoplewho say thisare them-
selves less well off than their peers of a generation
earlier. The nation as awhole is better off.

It is true that the world is now aless kindly
place for the Canadian economy than it was in the
postwar period. It isalso true that for more than 20
years we have failed, and are till failing, to operate
theeconomy toitspotential. Nevertheless, our national
income per person, in real terms after allowing for
inflation, is more than double what it was at the
beginning of the 1960s. The reason why our social
policy isin disarray isnot that we are poorer than we
were.

What is true, of course, is that the finances
of government are more straitened. But that was not
forced upon us. It isthe outcome of a generation of
poor government, and a new generation can over-
comeit. Todo so, however, we must be clear about
what is cause and what is effect. Itisnotinthestars,
not because of forces beyond our control, that we
have faltered in national purpose, that our pursuit of
the public interest has flagged. It isin ourselves, in
the atrophy of our national palitics.

How to live with government by improvisation

In the 1960s, as on various other occasions
in Canadian history, anational purpose could be pur-
sued, asocial agenda could be devel oped and imple-
mented, within the party political process. It cannot
be today. The condition of our politics yields only
government by improvisation. The challenge today

isto find the practicable way to fulfil a national pur-
pose despite such politics.

In order to suggest how this could be done,
it is necessary in this paper first to assess some
aspects of the political condition.

Political parties should be the central agents
of democratic government by representation, by the
election of a Parliament. They are the voluntary
associations of people actively interested in public
affairs. Motives for the involvement are, of course,
mixed. Some are habitual, some trivial; more are
self-seeking. At the core, however, are people with
strong concern for the shaping of public actioninthe
public interest as they see it. They come to their
parties from viewpoints of the right, the left and the
middle. They preparethe ground for the electorate’ s
choice among alternative ways to deal with current
issues.

This is the main process by which public
purpose can be injected into what is otherwise poli-
tics as a contest for personal power. It isa process
that at present is not working. The core of policy
activists has withered. Both of the national parties
that have ever formed governments, Liberal and Con-
servative, have become hollow. Party stalwarts are
adiminishing band. Peoplewith active public inter-
ests have turned from party politics. They find more
congenial outlets for their energies in the burgeon-
ing organi zations devoted to the pursuit of particular
causes, as broad as the environment or women's
issues, as specific asthe remedy of injusticesto indi-
viduals and small groups. Itisrealisticto think that,
for most public purposes, lobbying from outside is
now more effectivethan work within apolitica party.

Nationally, the parties have become little
more than advertising machines, competing for pub-
lic support by much the same techniques of imagery
as businesses with almost identical products use to
compete for market share of detergents or banking
servicesor whatever. Theparties' political positions
are shaped less by the views of their membership
than by the devices of their professionals. the poll-
sters, public relations experts, image makers, adver-
tising experts, spindoctorsand - sincethetechniques
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areexpensive - thefundraisers. Such peoplearethe
mechanicsof political power. A viciouscirclecomes
into operation. People of purpose find the party
becoming uncongenia. Thedominance of themechan-
icsincreases. Moremembersloseinterest. The party
as an agency of public purpose is increasingly hol-
lowed out.

The consequenceisthat when aparty comes
to Parliament its members have no definite set of
ideas on current issues, generated in discussion and
pointing to policies around which they have coa-
lesced. If the party forms the government, its cabi-
net ministers are unrooted in any public purpose for
which they can be held accountable within the party
and by the country. They may have waved their Red
Books and the like, but those consist of little more
than generalitiesthat can beinterpreted, or set aside,
to fit whatever the cabinet subsequently decides to
do. We have government not by democratic man-
date but by improvisation.

Mr. Trudeau set the pattern. Elected leader
without experience within his party, he had scant
respect for its troops. Besides charisma, he offered
only the vague promise of ajust society. When chal-
lenged at the next election as to why he had not
delivered on that promise, his response was to tell
the heckler to ask Jesus Christ: “He promised it
before | did.” Mr. Trudeau’ s most definite election
campaigning, in 1974, was devoted to excoriating
his opponent’s proposal for price and income con-
trols - and soon after its reelection, his government
imposed such controls.

In opposition Mr. Mulroney, hewing to his
party’s traditional view, would have nothing to do
with continental free trade - and soon put it front
and centre in his government’s policy, along with
cutsto the social programsthat he had declared to be
asacredtrust. Mr. Chrétienin opposition wasagainst,
among other things, NAFTA, the GST, Tory cuts -
and in office has maintained the first two and inten-
sified the cuts.

There can be no surprisethat people of good-
will haveincreasingly turned in contempt from party
politics. Single-issue organizations have grown cor-

respondingly in numbers and strength. Those that
show best in the public opinion polls may now get
occasional results from their lobbying. But that is
far from areturn to purposeful government. On the
contrary, improvisation has been elevated to a phi-
losophy: Don't be seduced by any grand design; don’t
anticipate problems, however obvioustheir approach;
when one can't be delayed any longer, deal with it
by itself; and keep telling everyoneto be happy, grate-
ful to beinthe best country intheworld. A different
personality might modify the style, but the practices
of improvisation are now deeply embedded in par-
tiesand politicians. They will not be easily changed.

Politicsis a difficult and uncertain trade. It
is entirely understandable that its practitioners pre-
fer to giveno more hostagesto fortune than they must;
to make their policy declarations asloose asis com-
patible with getting elected; in office to avoid deci-
sions for which they will be criticized, either widely
by the public or particularly by the corporate execu-
tives on whom they are so dependent for party finan-
cing. All thisis understandable. It is not democ-
racy.

The function of the political system is to
assert the popular will in the shaping of public policy.
Todo s, it hasto disciplinethe politiciansinto greater
precision than most of them like, into saying more
clearly what they will do if elected and into doing it
if they are. The partiesare not now vigorous enough
to require any such commitment of their leaders.

Theinterest groupsto which energy hasbeen
transferred are important institutions in a pluralist
democracy. The need for them, in an increasingly
complex society the need for an increasing variety
of them, is unquestionable. They are not, however,
substitutes for effective political parties. That isnot
their purpose. Thebusinessof each group isto press
its particular cause, in competition with others. Itis
not the resolution of conflicting interests, the choos-
ing among claimsfor public action, the development
of programs to implement those choices, the build-
ing of agreement on the programs. Those are the
distinctive functions of politics. The decay of poli-
tics has created a democratic deficit in their fulfil-
ment.
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To close the deficit requires a new kind of
social activism.

The inertia, short sight, neoconservatism of
politics will not stand against a clear public will.
What clear will requires has, however, changed. The
responsibility of social activists hasincreased. Itis
no longer enough for them to formul ate and popul ar-
ize objectives. The political process will not take
over from there, asit did in the 1960s. Those who
want reform must themselves take the further step,
sorting out prioritiesand formulating programs. They
cannot stop at objectives. They need to formulate
means aswell asends. And, for national social pro-
grams, the means require new techniques of coop-
erativefederalism, new mechanismsof public action.

The process is underway through the work
of some of the so-called think tanks, Caledon nota-
bly. It needs to go beyond the development of par-
ticular programs, to illuminate the priorities that can
be embedded in arealistic, multi-year agenda. The
dominant public wish is undoubtedly for purposeful
national government. Thereisapolicy vacuum wait-
ing to befilled. The question is whether reformers
can muster enough coherence of objectivesand prac-
ticability of methods.

This paper attempts to suggest how the
opportunity might betaken. It offersideasthat could,
| hope, help to lessen confusion about priorities. It
proposes, for the priority reforms, programs that, |
believe, fit the politics and economics of the present
times.

The medicare partnership

There isno doubt what social concern today
comes first in the minds of Canadians. Itisto pre-
serve and improve our faltering system of health care.

For some years, most people blamed their
provincial governments for cuts to health services.
Of late, however, there has been growing public
awareness of the extent to which reduced federal

funding hasundermined medicare. Thepolitical pres-
sure is now on Ottawa. If it has more revenue, the
federal government’s first priority will amost cer-
tainly be to put money back into medicare.

But how can that be done, when the mecha-
nism there was has been dismantled?

An answer was suggested in my earlier
Caledon paper, Medicare: How to Keep and Improve
It, Especially for Children, published in December
1997. At that time, the Prime Minister was still say-
ing that “we” spend enough on health. The casefor
more federal funding had to be argued. Ottawa has
since been shaken by public opinion. Inthe changed
climate, discussion of how, not whether, can be
updated; the proposed answer can be improved.

The federal government has regulatory
responsibilities related to health; it can finance
research; it can provide health servicesin areas- the
territories, Indian reserves, military bases - outside
provincial jurisdiction. That isall. We cannot have,
constitutionally, a national health service. We have
ten provincial medicare programs that are based on
common principles and are therefore consistent
enough to provide the same kind of service to all
Canadians.

We have that national standard because
Ottawa put the principles of medicare into federal
legidlation and induced the provincesto establish pro-
grams based on those principles. The inducement
was the federal government’s undertaking to reim-
bursethe provincesfor half of the coststhey incurred
in providing such programs.

The problem with cost-sharing is now well
known. Inthe 1960s, it was used not only for medi-
carebut also for the financing of postsecondary edu-
cation and of social servicesand welfare. For adec-
ade it worked well. But cost-sharing depended on
federal politicians dedicated to national social policy,
dedicated enough to take revenue from taxes they
imposed and hand it over to provincial politiciansto
spend on services they deliver to the electorate.
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Thededicationdid not last. InitsEstablished
Programs Financing (EPF) legidation of 1977, the
Trudeau government abandoned 50 percent sharing
of costs for medicare and postsecondary financing.
Federal taxation was largely replaced by provincial
taxation (the so-called ‘tax points' that Ottawa ceded
to the provinces), supplemented by block funding,
according to aformula not tied to the provinces' ac-
tual expenditures and designed so that the transfer
would gradually diminish. In practice, the diminu-
tion was accelerated by a series of belt-tightening
changes. The Mulroney government extended the
retreat from federal commitments. Its‘cap on CAP
limited federal cost-sharing in the third major area,
welfare and social services, for Ontario, Albertaand
British Columbia.

In 1995, the Chrétien government brought
this process to its logical conclusion when it
announced that EPF and CAP would be replaced the
following year by asingle block transfer, the Canada
Health and Social Transfer (CHST). There is now
no sharing of program costs. The CHST is not only
much smaller. Itisdifferent in nature. The transfer
is not related to the provinces' costs. It isfixed uni-
laterally by the federal government. It can bevaried
as the Minister of Finance chooses. It smells of
expediency, an improvisation to be abandoned as
soon as politics permit.

The other side of the coin is that the CHST
cannot be used to increase medicare funding. The
virtueclaimedfor itisthat itisan unconditional grant-
in-aid; the provinces can spend it however they
choose. In the present public mood, the provinces
must say that any increase would be devoted to extra
medicare spending. But there would be no way to
know whether the resources they put into medicare
were in fact greater than they would have been any-
way. Indeed, the provinceswould be wiseto be cau-
tious, since they cannot be confident that an increase
in the CHST would survive achangein political cir-
cumstances.

If the federal government cannot do better
than increasethe CHST, everyonewill recognizethat
it isincapable of constructive action for the future of

medicare, that it is merely improvising another
expedient inthe hope of dampening current criticism.

An alternative that has some support in
Ottawaisto put new federal money not intothe CHST
pool but into aspecial fund allocated to home care or
drugs for sufferers from hepatitis C or some other
hot spot of present discontent. The provincesrightly
object that such allocation isan invasion of their res-
ponsibility to operate medicare as they think best for
their people; it would distort the delivery of health
services instead of helping to maximize their effec-
tiveness; and, like much else improvised in Ottawa,
its continuation would be in doubt.

If the will of most Canadians is to be res-
pected, if nationally consistent health care is to be
maintained and improved, politicianswill haveto stop
trying to evade the reality imposed by the nature of
medicare. It is not, asit is now seen in Ottawa, a
matter of thefederal government legislating the prin-
ciples, making itsinterpretations of how they should
be applied, and compelling the provincesto conform
by threatening that otherwise it will withdraw some
of such money as it chooses to transfer to them.

That isnot how medicare began and not how
it can continue. The implementation of its princi-
ples, providing comprehensive, universal health care,
is necessarily very expensive, a dominant compo-
nent in the budgets of even the wealthiest provinces.
Consistent implementation in ten provincial programs
requires a genuine partnership; it requires the fed-
eral government to beright in there, sharing the costs.
That financial principleisjust as central to medicare
asthe health principles. Its abrogation has removed
the foundation on which medicare was established.

Theresulting shakiness of the building, now
SO apparent, is bound to get worse. By its nature,
precisely because of itsvirtues, thereisarising trend
in some of medicare’ scosts. With good health serv-
ices, people live longer; and as they age, they require
more care. This trend is accentuated by scientific
advances, increasing the range and sophistication of
medical treatments. While some are more cost-
effective than older treatments, many are expensive
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improvements. Provinceswith greatly varied finan-
ces will cope consistently with these trends only if
they are assured of a partnership through which a
reliable share of costsis nationally contributed.

Federal politicianscannot al beblind tothis.
Some must see that, if they persist in their present
stance, their claim to be the defenders of medicareis
empty rhetoric. Medicare hasaready been seriously
eroded. Itistoo popular to collapse suddenly. But it
can be further eroded, in ways and to degrees vary-
ing with provincial finances and ideologies. If
Ottawa fails to increase its contribution, nationwide
consistency will fade. By one device and another,
therewill bericher carefor therich and less adequate
carefor therest. The underlying, fundamental prin-
ciple - care according to need - will be lost to the
character of Canadianism.

Thisisthe disaster waiting to happen. It can
be averted, by areturn to partnership. That does not
mean areturn to cost-sharing as it was before 1977.
In the following section, | shall propose a different
relationship and contribution ratio. Much has
changed since the 1960s. In particular, the roles of
provincial governmentshave grown, and so - thanks
in part to the EPF transfer of 1977 - has their pro-
portion of total taxation in Canada. No one could
now expect to return to federal taxes for 50 percent
of medicare costs. A sufficiently significant contri-
bution would now be 25 percent, which would
require $5 billion a year of new federal money. In
our economy of $900 billion a year, there are many
$5 hillions being used to less good purpose.

Controlled sharing

The obstacles to saving medicare are not
economic. They are political and bureaucratic. The
present generation of politicians does not like cost-
sharing. Finance officials have aways hated it. It
lessens their control. What provincial governments
decide to spend on cost-shared programs determines
how many dollars Ottawa has to find for them under
the sharing formula.

This was, indeed, a serious consideration
when three open-ended programs were shared 50
percent. But what is now at issue is sharing of one
program only: thelargest program, it istrue, but only
asto 25 percent. The uncertainty that will create for
the federal Finance department is minuscule beside
all the factors that so often result in actual revenues
and expenditures greatly different from the depart-
ment’ s budgeted predictions and plans. Officials as
well as politicians would be serving the nation badly
indeed if old attitudes, born in different times, were
to beinflexibly applied to a new proposition.

It is not, however, they alone who need to
takeafresnlook. Those of uswho wereinvolvedin
the establishment of medicare should recognize, in
the light of experience, that we made aserious omis-
sion. There should have been an additional princi-
ple, one that would give the federal government a
roleinthemonitoring of health care. Desirefor some-
thing of this kind has lately been floated in Ottawa,
in talk about ‘report cards.’

A developed proposal would havetwo parts.
The first would be to establish a detailed national
information system for health. The main purposeis
to relate cause and effect, to provide empirical evi-
dence asto what procedures are most appropriate for
which health problems, to assess the cost-effective-
ness of alternative treatments. There are, of course,
many research projects that bear on particular ques-
tionsof thiskind. But thereisno database for broad,
regular, systematic assessments of medical practice.
Present information collection is a by-product of
record keeping directed to establishing physicians
claims for payment on the fee-for-service basis. It
tells little about what benefit has accrued to the
patient. Evidence of results could be applied to
achieve efficienciesand to make major improvements
in the quality of health care.

The transition from private to public health
care could not have been made without maintaining
fee-for-service asthe principal method of remunera-
tion. While fee-for-service is not easy to improve
on, some of its effects in a public system are per-
verse. Somedoctorsarevery busy. A few areoverly
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concerned to make their practice, and henceits prof-
itability, as large as possible. These and other fac-
torsinevitably produce sometendency to follow habi-
tual procedures without close diagnosis of the par-
ticular case. Those are, indeed, the procedures that
most patients are happiest to accept, even in some
cases to demand. No one knows the extent of the
resulting waste, but undoubtedly some of the treat-
ment administered is of dubious value, some of no
value at al, alittle even harmful.

Provincial administrators struggle to lessen
this and various other problems in the delivery of
health care. They havethe support of large segments
of the health professions but it is often rather silent
support, not strong enough to counter the resistance
from established interests fortified by appeal to pro-
fessional autonomy. Comprehensive information is
crucial to effective sophistication of the standards of
best practice in many areas of medicine. It would
greatly strengthen the hands of reforming adminis-
trators. The federal government can help them by
attaching a condition to its improved financing.

The condition would be that the provinces
cooperate in the creation of a publicly operated
information system. It should be organized at the
local, provincia and national levels, providing the
information relevant to each level. The provinces
have everything to gain from it, provided they
obtain the cooperation of the health professions. That
will be easiest if the information system is formally
incorporated asasixth principlein the Canada Health
Act.

Theway would then be opened for a second
reform that would give thefedera government ahand
in, and considerably strengthen, further measures
to improve the cost-effectiveness of health care.
Ottawa should propose the creation of ajoint com-
mittee, federal-provincial in structure, to review and
oversee the operation of medicare.

Hitherto, the federal government hasaways
insisted that it aloneistheinterpreter of how the prin-
ciples of medicare, as set out in the Canada Health
Act, areto be applied in practice. The provinces, of

course, object. They demand ajoint process. Onthe
surface, it is a reasonable demand from the people
who provide the service and raise most of the taxes
forit. But Ottawahasawaysrejected it. At present,
thereisno choice. Withitsfinancial contributionin
the insecure form of the CHST, and small at that,
Ottawa sweight in ajoint process would be negligi-
ble. Ontario and Albertawould run the show, possi-
bly with some collaboration from Quebec. The out-
come would be a dilution of medicare.

With areturn to financial partnership, how-
ever, the balance of power would be very different.
Ottawa could maintain the medicare principleswith-
out being afraid to join in consideration of the many
practical issues that have gone unresolved. Exactly
what are the services necessary for health that should
be covered consistently in provincia programs? How
can provinces collaborate more effectively, with each
other and with the federal government, in the use of
scarce resources, in dealings with pharmaceutical
companies, in the prompt adoption of better and more
efficient techniques? The tragedy of the blood sup-
ply hasdemonstrated clearly enough the costs of con-
fusion. The hepatitis C imbroglio has shown how
much better it would be to have regular consulta-
tions rather than ad hoc confrontations.

Perhaps most important of all, collaboration
could make it significantly easier for provinces to
undertake pilot projects directed to more efficient
ways of delivering health care; of adjusting theroles
of physicians and paramedical personnel; of remu-
nerating all personnel; and of staffing and adminis-
tering hospitals. In such matters as these, provinces
individually have made little progress against estab-
lished interests and attitudes. It isthe kind of situa-
tion whereamingling of responsibility, through joint
process, can be turned to advantage. A federal-pro-
vincial authority monitoring medicare could well
serve as an empowerment for provincial administra-
tors to act more decisively for the effectiveness and
efficiency of medicare. The beneficiarieswould not
be, in addition to the public, provincial governments
aone; the federal government would gain an active
rolein ensuring that thedollarsit contributesto medi-
care are effectively used.
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The establishment of such an agency would
not be easy. It would make explicit issues of juris-
diction that are often fudged. No federal govern-
ment could cede to the provinces a decision-making
rolein relation to the medicare principl es established
in the federal legislation of the Canada Health Act.
But how the principlesare applied in detail, in chang-
ing circumstances, isvery much the provinces' busi-
ness. Thereisno reason for Ottawato shrink froma
processthat, while consultative not executivein form,
could result in effectively joint decisions for the
improvement of medicare.

Visibility and reliability for medicare

Such optimism isdependent, however, onthe
form of the new financial partnership. To be accept-
able, it must satisfy two conditions that the old cost-
sharing did not. For federal politicians, the new
financial arrangement has to remain visible, so that
they get continuing political credit for their money.
For provincia poaliticians, it has to be reliable; they
do not want to be let down again, to establish pro-
gramswith the promise of federal funding that islater
withdrawn.

Lega certainty, guaranteeing to the prov-
inces that a federal contribution to medicare will in
future be proof against downloading of financial dif-
ficulties, would require entrenchment in the consti-
tution. Otherwise, a sovereign Parliament can dways
undo what it has done. Constitutional amendment,
however, isnot at present in the cards. It would not
in any event be satisfactory to federal politicians. If
providing funds for medicare were a constitutional
requirement that they had to fulfil, they would not
get any political credit for it.

Sincethe new financial partnership for medi-
care cannot be legally guaranteed, we haveto find a
political way to ensurethat it is visible and reliable.
It needsto bein such aform that itswithdrawal would
bring too much political discredit for any government
toincur. | have previously suggested that a way to
do thisisto identify the federal share of costs with
some of the beneficiaries of health care - specifi-
cally, with children.

Thefinancia dealings between governments
are an arcane subject. A sharing arrangement that
appears as simply an outcome of their bargaining
scores low in both visibility and reliability. Aswe
have learned, understandings can be broken, under-
takings set aside, with little public discredit, at least
in the short run. It develops, if at al, only as conse-
quences accumulate over the years; and about those,
politicians struggling with the troubles of the day
rarely have much time to worry.

A federal commitment identified with the
health of the nation’s children would be very differ-
ent. It would have the continuing visibility, the
returnin political credit, that federal politicianswant.
By the same token, the provinces could be confident
that the arrangement would hold. Ottawa can get
away with breaking promises to the provinces, but
not with letting down young Canadians.

In my 1997 Caledon paper, | thought it tact-
ful to leave the CHST - Mr. Martin’s recent crea-
tion - undisturbed for the time being. The proposal
was to provide in addition a new fixed-ratio contri-
bution based on the proportion of medicare costs at
present attributable to children up to the age of 10,
which is about 14 percent. In combination with the
CHST, thetotal federal contributionwould be equiva
lent to about 30 percent of the provinces' costs.

In the changed mood this year, a two-step
approach no longer seems necessary. It should be
practicableto scrap the CHST and movestraight to a
new partnership embodying a fixed ratio of costs.

Children in the legal sense, to the age of 18,
areat present closeto 25 percent of Canadians. There
isno virtuein being too precise, since the age distri-
bution of the population will change and so may the
relative cost of care at different ages; if there is
increasingly successful emphasison preventive care,
asisto be hoped, more carein early life could more
than offset, in its effect on the distribution of costs,
thefall in the youthful percentage of the population.
In any event, a fixed 25 percent ratio can be suffi-
ciently rationalized as the federal government con-
tributing the cost of health care for young people.
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To do so fits the division of governmental
responsibilities. Provincial social programs cannot
be entirely segregated from the economic policies
for which Ottawa has primary responsibility. The
productivity and growth of an economy now depend,
aboveall, onthe quality of theworkforce; andthat is
greatly influenced by health, and consequent ability
to learn, in childhood and adolescence. It is appro-
priate that the federal contribution to health costs
should be linked with this socio-economic need.

Of course, the federal money would not be
segregated in the actual operation of medicare. That
would be quite impracticable, as well as contrary to
theaim of reliability infinancing. The proposed link
to the welfare of young people is entirely notional.
It may be said to be a gimmick. But gimmicks are
not always to be despised. In public affairs, as
indeed in some others, the perception is often the
reality.

This proposal of a25 percent federal contri-
bution to medicare is a shaving compared with the
approximately 30 percent of my earlier suggestion.
Of thelatter proposal, however, only half would have
been in afixed ratio to costs. The rest, the CHST
portion, would have continued the uncertainties of
the past. If the provinces have any foresight, they
will welcome more warmly a one-step transition to
25 percent. That level of federal funding should
establish a partnership sufficient to ensure, with the
backing of public opinion, that nationwide medicare
endures and improves.

The 25 percent of medicare costs at present
amounts to about $12.5 billion ayear. If the CHST
isnotionally allocated in proportion to the provinces
costsfor thethreeformerly shared-cost programsfor
which the CHST is consolation, of a sort, thelion's
share - about $7.5 billion - is medicare money;
hence, the extra requirement, referred to earlier, of
$5 hillion.

That isthe federal cost for medicare asit is.
Thenational information system and itsramifications
will yield some efficiencies. On the other hand,

medicare in its present form is now far from pro-
viding complete health care. Increasingly, we need
thorough provision for home and community care.
Dental careislargely missing. The provision of nec-
essary aidsto coping with physical disabilities- eye-
glasses, for example - varies among provinces and
iseverywherelimited. So, aboveall, is pharmacare.
To generalize, expanding medicare will be aparticu-
larly difficult undertaking; a two-stage method is
suggested later in this paper.

In any event, these needs are unlikely to be
served, consistently for Canadians, unless the prin-
ciple of partnership is restored to medicare financ-
ing. Ifitis, then it will be possible to embark on a
progressive policy of improving health care across
the country. To do so is a priority use of resources
that as a nation we can well afford, and that will be
politically practicable provided it is undertaken with
a combination of firm purpose and deliberate care.

To conclude this discussion of medicare, its
distinctiveness should again be emphasized. The
assurance it provides is important to all Canadians
except a small minority of the very rich. Though it
consists of separate provincial programs, medicare
has become one of our most treasured national insti-
tutions. The provincial programs must therefore
operate on consistent, nationwide principles. For that
they require the kind of support that is also leader-
ship, a partnership on which they can rely for afirm
ratio of changing costs. What has been suggested is
a possible way. Other ways should be considered,
provided they satisfy the essential requirements for
federal visibility and provincial security.

After the CHST

For al purposes except health care, provin-
cial attitudes give the federal government every rea-
son for continuing to act according to itsown dislike
of cost-sharing. The technique will remain neces-
sary for occasional, ad hoc purposes; but for thefore-
seeablefuture, it isnot theway that new programs of
a continuing nature will be introduced.
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It is important to avoid the confusion that
often pervadesfederal-provincial affairs. Cost-shar-
ing has a precise meaning: Ottawareimbursesaprov-
ince for a fixed proportion of its expenditures on a
defined provincial program. Because that was how
major programs were established, many people still
think of it as the natural, almost automatic, way to
start new programs. It is not; too many politicians,
for various but decisive reasons, now dislikeit.

Thisin no way means, however, that federal
and provincial governments cannot cooperate in
coordinated programs. They must. Canada cannot
work otherwise. The problem is to develop new
methods of cooperation, suited to the times. One
way of doing so has lately been found, for the
National Child Benefit. This paper will propose
another, appropriatefor early childhood devel opment.

The existing CHST, however, is not a sub-
dtitute for cost-sharing. It was an improvisation to
soften the shock of the federal government’s
downloading of itsfinancia difficulties to the prov-
inces. No doubt the intent was always that, in time,
the CHST could wither away. It satisfies neither the
federal wish for visibility nor the provincial need for
security of funding. With the remova of its medi-
care component, the remaining $5 billion of the
CHST will become even more an anomaly that should
betidied up.

It is easy to think of better ways to use $5
billion. The best way would be to make faster
improvements in child benefits and early childhood
development. But Ottawa is trapped by its own
propaganda for the CHST: It is an unconditional
transfer. Tidying it away will be possible only
through complex and inevitably protracted negotia-
tions to ensure that no province is worse off as a
result.

It may therefore well be that, in the end, the
tidiest thing will beto incorporate much or all of the
$5 billion with the other unconditional transfer of
federal funds - i.e., the equalization program.
Thoughitisin principleaconstitutional requirement,
in practice there are political limits to the extent to
which the federal government will use its taxes for

the purpose of equalization - which is, in effect, to
transfer income from rich provinces (including a
province as big as Ontario, returning many Members
to Parliament) to poor provinces (with fewer MPs).
Discontent with the transfer is being fanned by the
present attitudes of the Ontario and Alberta govern-
ments, and federal vulnerability isheightened by the
Chrétien government’ s dependence on Ontario rep-
resentation.

I n these circumstances, therewould be merit
in diversifying the equalization program by incorpo-
rating in it a basic per capita grant paid to all prov-
inces, rich and poor alike. Some, perhaps much, of
the $5 billion could be used in thisway. While the
arrangement would be criticized as mere window-
dressing, it would not only betidier than the separate
existence of two unconditional transfers. It would
be of some help in strengthening recognition that the
equalization program is a national benefit.

Thistidying away of the CHST leaves gaps
in the social policiesthat the former cost-shared pro-
grams were intended to serve. Later sections of the
paper will suggest more effective ways to achieve
their purposes.

Thereremains, in this area of discussion, an
important issue of federal-provincial relations. The
central point of the so-called ‘social union’ negotia-
tionsisthat the provinces want to limit future use of
thefederal spending power. They maketheir casein
terms of transfers to them. As such, the provinces
concern isacademic. New cost-shared programs are
not going to be started anyway. We may therefore
wonder whether the provinces' real objective is
broader: to circumscribe federal spending inrelation
not only to provincia programs but also in relation
to individual Canadians. For matters in provincial
jurisdiction - including almost all of social policy -
any federal spending would then require the consent
of most of the provinces, and a provincial govern-
ment that chose to opt out of the program would be
entitled to full financial compensation. In other
words, a province could take for itself the money
intended for its residents individually, subject only
to the condition that the proceeds should be used for
some purpose vaguely similar to the federal proposal.
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If those had been therulesin the past, Canada
would never have had itsfirst great, universal social
program: family allowances. It may be said that this
also is an academic point, since family allowances
no longer exist. Itisnot. Therefundabletax credits
that have replaced family alowancesare equally pay-
ments to individuals; they are related to the tax sys-
tem only in the sense that it is used to determine the
level of net family income used to calculate the
amount of benefit and to phase out the payments for
people above low levels of income.

The danger is clear. A sovereign federa
Parliament has power to authorize paymentsdirectly
to individual Canadians, for any public purpose it
judges beneficial. If that power were to be circum-
scribed by provincial governments, wewould be well
down theroad to anational government with respon-
sibility for little more than criminal law, order and
defence. The Parti Québécois is, by comparison,
timid. Itwould break Canadainto two states, loosely
associated. The path down which some politicians
and punditsare pointing would |ead to ten states, only
somewhat more associated and most of them
unviable.

| am not suggesting that thisisthe conscious
intent of even the most devoted decentralists. The
doomsday scenario is unlikely to materialize. Nev-
ertheless, in the confusion of our politics, we can do
little more than speculate what will come from what
drifts and improvisations. While the politicians of
the larger provinces are actively eager to take more
power, the force that is drawing the provinces as a
whole towards a restructuring of federalism is more
in the nature of suction. Nature, in the old phrase,
abhors a vacuum. It is chiefly the disposition in
Ottawa to feel good and do little, in major areas of
public policy to shuffle off responsibility to the mar-
ket or to the provinces, that threatens the effective-
ness of the national government essential to our
nationhood.

The commonsense wisdom of most Canadi-
ans is clear. We need purposeful leadership from
thefederal government. To provideit, Ottawaneeds
the federal spending power that the constitution pro-
vides.

It is true that cooperative federalism would
be strengthened by reasonable rules specifying the
requirements for provincia consent if the federal
government should ever again wish to induce pro-
gram changes by giving or withdrawing transfers of
its money to provincial governments. But the fed-
eral government’ s power to make payments directly
toindividual Canadiansis quite different. To subor-
dinate thispower in any way to provincial politicians
would be to abandon the possibility of national
action in many of the ways that matter most to us
when we go into federal polling booths. It would
make Canada’ s kind of federalism unworkable.

Downing the debt

Federal leadership has to begin with repair
work. The most urgent job is to restore responsible
funding for medicare; how it can be done, quickly,
has been suggested earlier in this paper. The second
job islonger term: to reduce the burden of govern-
ment debt.

Debt isan emotional issue. Everyoneknows
that it can be overwhelming; how much can be safely
incurred is usually assessed in relation to income.
But government debt is not like personal debt. Pro-
vided that the bonds are denominated almost entirely
in the national currency (asis the case for Canada),
and even if foreigners incur the exchange risk of
owning some of the bonds, public debt is essentialy
an obligation to ourselves. It can be a proportion of
national income that would be horrendous, at a per-
sonal level, without incurring the risk of anything at
al comparable to bankruptcy. Many socia activists
are encouraged by thisto make light of the debt asa
necessary restraint on public spending.

That is unwise. The socia significance of
debt is not measured by its relation to national
income. What is practically important isthe propor-
tion of government’ stax revenuesrequired for inter-
est on the debt. During the 1960s, out of each ten
dollars of federal revenue, alittle more than one dol-
lar went to pay interest; nearly ninedollarswere avail-
ableto providepublic services. Fromthemid-1970s,
with budget deficits requiring new borrowing and
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with rising interest rates, the ratio changed rapidly.
Through the 1980s and 1990s, interest took more
than three dollars out of ten. At its peak the ratio
approached four in ten, and it is still around three.

In other words, for every ten dollars we pay
in federal taxes we get only seven dollars worth of
public services. This simple arithmetic has much to
do with the diminished repute of government. Peo-
ple do not have to be accountants to sense that they
are getting poor valuefor their money. Too much of
it goesto pay interest to bondholders.

‘Pay down thedebt’ ispredominantly thecry
of conservatives, who see it as the way to reduce
future taxes. It can equally be seen as an important
iteminareadlistic social agenda, freeing up resources
for new and improved government programs.

Debt reductionisnot, however, an easy item
to implement. Everyone agrees, for the present at
least, that we cannot return to deficit budgets, increas-
ing debt. Optimists, particularly onthe political left,
think abstention from deficits to be enough. Debt
reduction can then be left, so to speak, to nature. As
the economy grows, and tax yields rise with it, the
proportion of revenue required for interest payments
will shrink.

That is true enough, if such optimism turns
out to be justified. The trouble is that, unless the
economy expands much faster than can at present be
reasonably anticipated, the shrinking will be slow.
Government will continue to be severely crimped by
debt charges. It will be many years before interest
takes only one out of ten tax dollars, before we are
again getting really good value, in public services,
for our money.

The obstacle to moving faster isformidable.
There hasto be not an absence of budget deficits but
aseriesof budget surpluses, used to repay debt. And
abudget surplus means that government takes more
out of the economy, in taxes, than isreturned to it in
public and private spending. Economic activity and
employment are thereby reduced. Thiseffect is par-
ticularly strong because our federal taxesin Canada
fall very heavily on consumption, both directly

through the GST and excise duties and indirectly
through a personal income tax that reaches deep into
the lower levels of income.

A government policy reducing economic
activity and employment isthelast thing to be wanted
today. If the present tax system is inviolate, the
gradualists are right. We will have to let heavy
interest payments crimp our social agenda for many
years ahead.

The way out isto reform the tax system. It
is to raise taxes on capital, partly to permit some
reduction in income taxes but chiefly, for atime, in
order to pay down the debt. A budget surplus cre-
ated in this way will still have some adverse effect
on spending, economic activity and employment. But
it will be small compared with the effect of asurplus
created within the present structure of taxation on
income and consumption. It will be small enoughto
be offset, as will be discussed later, by other policy
action.

To say this is to recognize, of course, that
we should not aim for amassive budget surplus. The
debt that was accumulated over 20 years will not be
precipitately eliminated in afew. Itis all the more
important that the aim should be firm and the action
as steady as fluctuating economic circumstances
alow.

That debt reduction should come from taxes
on capital issound economicsand is aso social jus-
tice. The pain of deficit elimination was imposed
chiefly on people without work and people with low
and lower-middle incomes. Recent years have been
hard timesfor very many people. But for aminority,
by no means limited to bank officials and various
speculators, they have been very good times. It is
appropriate that those who have accumulated per-
sonal wealth should now make their contribution to
relieving the burden of public debt.

A special tax on recent accumulations of
wealth would not be morally unfair, but there aretwo
objections to it, both overwhelming. First, retroac-
tive taxation is in principle bad public policy, and
worseif itisdiscriminatory. (Thesame, it should be
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said, is also true of many claimed entitlements to
compensation for past wrongs.) Second, it would be
impossible to administer such a tax measure with
anything near the compl eteness and consistency that
justice would require.

Tax reform should therefore be concerned
with personal capital irrespective of its origin and
form. Three measures are candidates for inclusion
in the early agenda.

One: Whilethetax systemisin outline mod-
estly progressive, its detail is replete with devices
that give advantages to the well-to-do, that make it
easy for the wealthy to become wealthier. To tidy
away all these devices will take time; but some of
the major ones, which have been played around with
in many budgets, could be removed or modified at
once.

Two: Canadaisamost unique among devel-
oped countries in having no taxation of inheritance.
If we are seriously concerned for equality of oppor-
tunity, inheritances and gifts between generationswill
be taxed at the same rates as income, subject to a
considerably larger basic allowance, to provisionsfor
orphaned dependants and to arrangements for for-
ward averaging of payments.

Three: Discrimination in favour of capital
gains, as opposed to earnings, should be ended. Tax
rates should be the same.

These three reforms would take us a consid-
erable way towards the comprehensive restructuring
of personal taxation recommended in 1966 by the
Royal Commission on Taxation chaired by Kenneth
Carter, but sadly ignored. The underlying principle
would become simple. A dollar isadollar, and how
it comesto the individual isirrelevant to the fair tax
onit. The effect of such broadening of the tax base
would be, of course, that the same revenue could be
raised from considerably lower tax rates than are
applied to income asit is now more narrowly defined.

There is equal need for the reform of busi-
ness taxation. However, it must be recognized that
comprehensiverestructuring of taxationisnot ashort-

term proposition. Undertaken brusquely, it is too
disruptive to succeed. It requires not only thorough
preparation but careful transitional arrangements. |
have discussed some of its complications, and how
they may be dealt with, elsewhere.! It would be
unwise, however, to include in the present agenda
more than the three items linked to the need soon to
pay down federal indebtedness.

Even these modest proposalswill not escape
the fearful objections always raised against taxation
of the well-to-do: Money and peoplewould flee the
country; investment in the Canadian economy would
be choked; our competitiveness in the global
economy would be hurt beyond repair.

Such scaremongering has to be seen in per-
spective. Canadais a cold country and arelatively
small economy. While it attracts many immigrants,
it is bound also to lose people. They may retire to
warmer climates. Peoplewith highly specialized skills
- e.g., scientistsor performersin artsor sports- may
find wider scopefor their talentsin larger economies.
Tax levels may be afactor, but secondary to market
pulls. 1t is especialy unlikely that the best and the
brightest, usually pictured asthe peoplewerisk driv-
ing away by taxation, will be much influenced by
higher taxes on capital gainsor the prospect that their
heirs will be exposed to higher inheritance taxes.

Again, rich people may contriveto shift their
money to the Cayman Islands or other havens, but
the difference between Canadian and, say, US taxes
is not relevant to such manoeuvring.

None of thisis to argue that we can cheer-
fully disregard differences between Canadian taxa
tion and that of countriesotherwisesimilar. Themain
consideration isthe effect on investment. Thisisnot
investment asit isthought of by individualsand end-
lesdy discussed in business journalism and the litera-
ture of financia ingtitutions. Most of that issimply the
shuffling, among companies as well as individuals,
of the ownership of existing assets. It producesfluc-
tuations, sometimeswild, in the prices of stocks and
bonds and the exchange values of currencies. If capi-
tal gains taxation can help to dampen such specula

Caledon Institute of Social Policy 17



tion within Canada, the economy does not lose; it
gans.

The investment at issueis ‘rea’ investment
in the economists’ sense: the creation of new pro-
ductive assets. Governments have variousways, some
disreputable, to influence the location of investment
location. Inaglobalized economy, our tax rateswill
not influence shifts driven by low wage costs in the
third world. The investment that may be influenced
isrestricted to investment to produce those interna-
tionally tradeable goods and services for which the
economic location is still somewhere within the
developed world.

There are many influences on such choices
or location. Certainly taxation can beone. Itis, how-
ever, taxation of earnings, in part personal but chiefly
the direct taxation of business. Neither is affected
by the measures proposed for this agenda. On the
contrary, broadening of the personal tax base reduces
the necessary tax rate on earnings. Nor would the
later reform of business taxation increase the direct
tax on corporations. On the contrary, it would abol-
ish entirely corporate income tax on earnings dis-
tributed to Canadian owners and shareholders; they
would be taxed like other personal income. Other
distributed profits would be subject to equivalent
withholding taxes, but direct taxation of corporations
would be limited to profitsthat they retain instead of
distributing. The consequence would be to make
capital more available for new enterprise, to sharpen
competitiveness and flexibility. While someinvest-
ment could belost to Canada, more could be gained.

The economic realism of neoconservatives
generally amounts to little more than advocacy of
copying the US model in all matters of business, and
much else. Despite continentalism, no such conform-
ity isnecessary. We can have made-in-Canadataxa-
tion without sacrifice of national income.

Two points may be added. To encourage
high-tech industries, we greatly need more public
funding of theresearch facilitiesand activity inwhich
Canadaisalaggard. Such investment will be of far
more certain benefit to the economy than an equiva-
lent cut in any kind of taxes.

Second, even if there should be some points
at which equity in taxation conflicts with economic
growth, it by no means follows that equity must be
sacrificed. The public good is not identified with
the Gross National Product. Thereisamarginwhere
any necessary tradeoff would be made by most
Canadiansin favour of a society more equitable and
equable than we see to the south.

Money and employment

If the government were not so indebted, the
state of the economy would call not for abudget sur-
plus or even balance, but for the stimulation of a
budget deficit. Asit is, the depressive influence of
tight fiscal policy must be offset by other govern-
ment action. ‘Jobs, jobs, jobs' is too important an
objective to be much compromised for any other
public purpose.

A good society is, above al, one that offers
to each of its citizens a sense of sharing in the com-
munity, of taking a useful part; and that means, for
most people for most of their lives, jobs that give
satisfying expression to their abilities. Full employ-
ment inthissenseis, of course, anidedl. To approach
it as closely as possible is, however, fundamental to
asocial policy agenda. No socia benefits, however
generous, are satisfactory compensation for unem-
ployment.

The necessity for atight fiscal policy - for
taxes at least equal to current expenditures - there-
forejoins with equal necessity for an easy monetary
policy - i.e., for consistently low interest rates. There
isnothing novel about thelink. Experience hasshown
that it works. Inthe period of Canada’ s postwar pros-
perity, up to the end of the 1960s, tight fiscal policy
was joined with generally easy monetary policy and
developing social programs. It was awinning com-
bination. Economic growth was rapid, most of the
timetherewaslittle unempl oyment, thewartime gov-
ernment debt was quickly reduced, inflation was gen-
eraly dight, the great majority of Canadians shared
in enhanced well-being.
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Though there are still some people- on Bay
Street, in Ottawa, among pundits - who do not rec-
ognize the lesson, the reversal of policy in the mid-
1970swasplainly disastrous. Theformulawasturned
round. For 20 years we had lax fiscal policy and
tight - at times very tight - monetary policy. Slow
economic growth, heavy unemployment, inflation at
times severe, escalating debt and diminishing wel-
fare have been the consequences.

The past few years have seen apartial return
to the proven formula: Fiscal policy became tight,
though at the expense of social programs; monetary
policy was eased, though slowly. Modest improve-
ments have resulted. The way to advancethemisto
return fully to the formula. The way to rebuild a
progressive Canadian economy and society lies in
the combination of easy monetary policy and tight
fiscal policy with enhanced social programs.

Thismix of policiesnow hasacorollary that
it did not in what were, for Canada, the easier eco-
nomic conditions of the postwar world. Intheturbu-
lent global economy, consistently low interest rates
will be accompanied by alow exchange rate for the
Canadian dollar against the US dollar and some other
currencies. Our dollar will not often fall as it has
donein much of 1998, but it will generally be low by
previousstandards. That isthe pricewehavetolearn
to accept, until the world changes, as the price of
being the kind of society we want Canadato be.

Low interest rates do not stand aone as the
way to increase employment. While a tight fiscal
policy rules out broad tax cuts, it should be possible
to make somereductions. Incometax billshaverisen
steadily because for years the basic personal credit,
other tax credits and tax brackets have been only
partialy indexed to inflation. The consequence is
that all taxpayers - including people well down the
incomescale- haveincurred an appreciable, andris-
ing, tax burden. The tax brackets and some of the
tax credits could now beraised appreciably. All tax-
payers would benefit, but the gain would be espe-
cialy important for those on low incomes. Almost
all of the extramoney in peoples’ pockets would be
spent, stimulating production and employment.

The same effect, on a larger scale, would
flow from the social measures proposed in this
paper. They would increase and diversify employ-
ment in the health professions, of daycare workers,
teachers at various levels and many ancillary work-
ers. By their nature, these social initiatives are far
more labour intensive than most government pro-
grams, and particularly than capital projects such as
the purchase of submarines and tanks, the building
of frigates and other construction projects.

Thislast comment is not a condemnation of
Canada s armed forces. They have essentia roles:
to protect national sovereignty over our marine
resources and environment; to deal with emergen-
cies a home; in the world, to contribute to peace-
keeping and election-monitoring operations of the
United Nations. But thereisno benefit in what seems
now to survive from the traditional military role: to
be able to claim a combat-ready, if minute, partici-
pation in operationsdirected from Washington. That
is certainly among the least employment intensive
of public expenditures.

The last section of this paper will suggest
some further measures that would strengthen the
activity of the Canadian economy and take us closer
to full employment.

The high-tech unjust society

Few people can now escape awareness of the
speed at which technological advance is changing
thewayswework. Itssocia significance may asyet
be less apparent but it is not less strong. And it is
disruptive.

Itisdisruptive becauseincreasingly complex
technology reinforces two age-old injustices: to him
that hath shall be given; and the disadvantages of the
parents are visited on the children. An equable soci-
ety, as Canadain most of our experience hasbeen, is
a society in which people have developed, largely
through government, accommodations that suffi-
ciently blunt those partly unavoidable injustices.
Universal public education, redistributive taxation
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and medicare are conspicuous examples. They are
increasingly less effective as countervails to tech-
nology’ s sharpening of the injustices.

The economics of this are clear. As tech-
nology becomes more complex, the labour market
puts arising premium on the knowledge and under-
standing to useit effectively today and to adapt to its
changetomorrow. At the sametime, there arefewer
jobsfor which lesser skills suffice. The labour mar-
ket puts less value on those that remain. And asthe
gap widens, it becomes more difficult to cross. That
isthe socia problem.

Economists and business pundits used to
argue- somestill do - that economic growth, not gov-
ernment intervention, is the effective solvent of
socid ills. Their favoured saw wasthat arising tide
liftsal boats. Insimpler times, there was sometruth
to that, though it was alwayslimited by many excep-
tions and long time-lags. Today, itisvirtualy irrel-
evant. Far too many of the boats are stranded far too
far up the shore for any tide to reach them.

Some displaced fishermen, loggers and tex-
tile operatives may be able - even in their 40s and
despite little previous schooling - to learn enough
basic scienceto become, say, el ectronicstechnicians.
But they aretherare exceptions. For almost all ol der
workers with little education and with experience
only in types of work now in short demand, the new
economy offers low-paid jobs at best, often none.
Y ounger workers who did not go far up the educa-
tion ladder are at the same disadvantage.

The Economist has put the widening polari-
sation between the advantaged and the disadvantaged
succinctly: For the highly skilled and the lucky, the
good times continue to roll; for the rest, forget it.2
But that is only the beginning of the polarization. It
tends strongly to intergenerational transfer.

The luck part of the dictum may come into
play at any stage of life, but predominantly it reflects
where and to whom you were born. If your parents
had average or better income and education, if your
home and the homes of your childhood friends had
books and the gadgets of contemporary technology

to stimulate your interests, if you were generaly
treated with some respect and affection, it was not
difficult to do reasonably well at school and be pre-
pared for a fairly well-adjusted adult life. In such
circumstances average talent, with normal applica-
tion and later luck, will secure a comfortable afflu-
ence.

The requirements in talent, application and
luck are far stiffer if your parents were poor or had
little education, if facilities for mental stimulation
were sparse in home and neighbourhood, and
particularly if respect and affection were scarce.
Exceptional abilities, of course, may with some luck
prevail over all handicaps. When white-collar and
unionized blue-collar jobs were plentiful, a good
many disadvantaged children could make their way
at least to the lower-middle class. The walls are
higher now. The prospect for more of our childrenis
uncertain, unsatisfying, poorly-paid work, or none.
We are generating a new underclass of resentful
youth, alienated from the society of comfort and
order.

Class divisions rooted in birth are nothing
new. Never before, however, have they co-existed
with the information age and our consumer society.
In nothing is corporate business more enterprising
than in pounding into everyone, the poor included,
the delights of spending. The promotion of dissat-
isfaction with what we have has been made into a
major mechanism of the economy. It is hardly sur-
prising that disadvantaged youth are frustrated and
feel little social inhibition against venting their frus-
tration aggressively, without regard for convention
or even for law and order.

The working of our society now rests on a
complex infrastructure of power grids, computeriza-
tion, telephone switching and therest. Itsfragility is
occasionally made patent by natural disasters like
floods and ice storms. More fundamentally, its
operation rests on general acceptance of therulesand
conventions of a civil society. In Western Europe
and North America, that social glue is still strong.
Weapons in schools, gang wars, drugs, casual vio-
lence, soccer hooliganism, even the sophisticated
organisation of crime, have some way to go before
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they greatly disturb thelives of themagjority. But the
gathering consequences of polarisation, of atrapped
underclass in the age of informed consumerism, are
too plain for complacency. With injustice for the
deprived comes uncertainty for the comfortable.

After the Second World War, most demo-
cratic countries moved decisively in the direction of
lessening inequalities. Most Canadians want the
movement to continue, at least gradually. Infact the
direction has of late been reversed. That will not be
changed by economic growth of the present kind;
and while social security programs can lessen the
immediate effects of polarization, they will not in
themselves do much to turn the direction of change
back to greater equality of opportunity. The chal-
lenge isto develop new programs of social opportu-
nity aimed directly at the roots of the problem of
increasing inequality in high-tech society.

Theimportance of the child

Economists haveaclear responseto advanc-
ing technology. High productivity and economic
growth are now determined chiefly by - intheir phra-
seology - our investment in human capital. Thedays
arelong past when industrial innovations often came
from ingenious mechanics little blessed with formal
learning. Now new technology originates in scien-
tific research; and, at the second stage, how and where
new knowledge is applied effectively depends on a
core of skilled and adaptable workers marshalled by
enterprising managements.

The diagnosis is not in dispute, but what is
the content of the prescription? How doweinvestin
human capital? In the third world, the answer may
relate to elementary schooling. In the richer coun-
tries, it usually concentrates on excellencein univer-
sities, technological institutes and advanced trade
schools. In thisview, those who make it through to
higher education are those who matter. The educa-
tional priority is to give them the best we can,
because it is their quality that counts. For the rest,
“forget it” as The Economist said. Contemporary
elitism is not often so bluntly expressed but it is
implicit in much current punditry.

Practitioners of sciences more exact than
economics, and of arts broader than business, have a
different understanding of human resources. In par-
ticular, advances in neuroscience have made precise
what was always vaguely apparent to commonsense
observation. Human learning begins at once. The
‘wiring’ of the brain is governed by the stimuli it
receives. The critical period isearly. The develop-
ment of the brain is pretty well determined by the
age of six. The learning that takes place by then
relates not only to cognitive skills but also to confi-
dence and emotional development, to social knowl-
edge and competence. Inlarge measure, early learn-
ing sets the personality.

Only after theearly years, does society assume,
through compulsory schooling, a large measure of
responsibility for the development of its children.
Before then, parents are pretty much on their own.
Increasingly, thisarrangement is somewhat qualified
by various child services, but the presumption under-
lying most of our institutional organization is still
that younger children are looked after by devoted
mothers staying at home; if they are not, they should
be.

This was always a solidly middle-class
image. Through the ages, the rich have delegated
much of the care of children to daves, nannies and
governesses. In peasant societies and in most other
farming communities, wives were and are burdened
with much more than household chores; the time for
tending childrenisscant. Among the urbanworking
class, mothers have long supplemented the family
income by part-time work, at least when they could
get it. Certainly in the large families of the past,
either you could afford household help or the young
children wereleft largely to the care of grandparents
or older siblings.

Siblings are now scarcer and grandparents
less often close at hand. The sharpest change, of
course, is the move of middle-class mothers to
employment. The time they can devote to the care
of their children is no longer markedly greater, as it
used to be, than in both richer and poorer househol ds.
The transition from mothering to parentingisonly a
partial offset. The consequence, in any event, is a
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greatly heightened demand for daycare, formal and
informal; the need for it, though not the financially
effective demand, is further driven by lone mothers
many of whom without it cannot leave welfare to
work. The deduction from taxable income now
allowed for child care expensesis of significant bene-
fit to well-to-do families, but it does not help people
paying little or notax. Unlessdaycareisavailableto
lone mothers without charge, most of their children
areconfined to growing up in very low-income homes
indeed.

Preschool children of the working poor are
not much better off. Either the family (one- or two-
parent) manages on one low income or both parents
manage somehow to juggle work without daycare.
If it does alittle better, the daycare that is affordable
is no more than babysitting. 1n many cases, such
care may do lessfor the child' s development than a
parent at home would do, even abusy parent limited
in patience and understanding.

The irony, in short, is that much as we talk
about the importance of education and investment
in people, as a society we are probably on balance
doing no more, perhaps less, for the early develop-
ment of our children than was done a generation or
two ago. The break between preschool and compul-
sory school always worked against the effectiveness
of the schooling. Change in the family and the
economy has made it amajor weakness of our social
institutions, aweakness that is only alittle offset by
part-time kindergarten classes available for the last
year or two before regular school. In Canada as a
whole, we lag far behind most of the countries of
Western Europe in establishing the public services
through which the community can make its neces-
sary contribution to the devel opment of our children
through their crucial early years.

Thereis, of course, nothing sacred about six
or thereabout as the starting age for compulsory
schooling. Some parents would welcome its reduc-
tion. Otherswould object, particularly in rural areas
where long bus journeys between home and school
are required. Most provincial governments cannot
be expected at present to tacklethefinancia and other
problemsinvolved in extending the school system to

lower ages. Evenif it were practicable, ayear or two
sooner to school would be an inadequate response to
the development needs that begin in infancy.

The requirement is for centres available to
children from an early age, where preschool children
from all backgrounds come together. While some of
their work will be child-tending, for which an appro-
priate temperament is the chief requirement, it is
essential that the core staff be quite as qualified in
child psychology and in teaching methods, with quite
as much aptitude, as good school teachers- and paid
accordingly. Daycareisamisleading label. The pri-
mary function is not to enable parentsto go to work.
It is to provide the stimuli and socialization from
which children of thewell-to-do and of stay-at-home
parents may often benefit as much as the children of
the poor and the workers. Theideal centreis oneto
which almost all children want to go from an early
age, with their parents happy to agree and, indeed,
eager to contribute time as volunteers.

Most centres of this kind will be best estab-
lished by school boards, building from existing
kindergarten classes. Some, however, could be the
crea-tions of local organizations of various kinds:
community associations, groupsof churches, branches
of organizations concerned with child welfare, par-
ents' associations, Indian bands, aboriginal associa-
tionsin cities such as Winnipeg and Regina. The one
requirement, for the federal program to be proposed
in the next section of the paper, isthat they must be
not-for-profit organizations.

Otherwise, there is no need to impose any
fixed pattern. Experimentation is needed, asisflex-
ibility to fit local circumstances. There are some
precedents, created by community endeavour; afew
relevant pilot projects are financed under the federal
government’s existing - but small - Community
Action Programfor Children. 1t must be emphasized,
however, that necessary regulatory responsibility to
ensure adequate standards in staffing and facilities
lies with provincial governments.

The age from which it is practicable to pro-
vide day-long developmental carewill no doubt vary
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from community to community, but in any event
partial services for younger children - nursery care
and parental counselling, for example - need not be
excluded. Some centres, perhaps many, will be
capable of developing into efficient focal points for
the coordinated delivery of comprehensive child serv-
ices by avariety of organizations. In that case, their
rolewill extend beyond preschoolers. Carewill have
to be taken, however, that the distinctive purpose of
the centresisin no way submerged. That purposeis
to fill what is now the vacuum in social responsibil-
ity for child development that pervades, in most com-
munities, until formal schooling begins.

This initiative does not require, it should be
repeated, rigid forms. The one national aim should
beto ensurethat child centres, adequate in their vari-
ouswaysto help the young child to devel op, become
at least as thick on the ground, in all of Canada, as
primary schools. To invest in our human capita
effectively, to secure some equality of opportunity,
it is essential that we build such a socia infrastruc-
ture for early childhood devel opment.

How to invest in children

The need is clear. How to meet it, within
Canadian federalism, is complicated.

Investment in human capital is now a prin-
cipa instrument of economic policy; for our long-
term prosperity, it is the most important instrument.
Assuch, it isthe concern of al thenation. A federal
government that fails to ensure appropriate invest-
ment in Canadians is a government delinquent in
serving the public interest.

Investment in human capital is, however, an
economist’s phrase for education - not, it is true,
education confined to the formal system, but centred
onit. Theoriginal authors of the Canadian constitu-
tion intended the federal government to be responsi-
blefor economic policy, but they did not understand
education to be part of it. Education has become
established as the most jealously guarded of provin-
cial prerogatives.

The primary provincial responsibility for
education has not always precluded an active federal
role. For atime, under the Diefenbaker government
and into most of the 1960s, Ottawa shared gener-
ously in the costs of technical and vocational educa-
tion, not only to provide closely defined programs
but also to build schools. Most of the provincial gov-
ernments of the time liked the arrangement, but it
was hardly a model. Ontario and Alberta, which
could well afford their part of the costs, used the pro-
gram lavishly; it helped to finance arapid expansion
of their school systems. Poorer provinces, wherethe
need for improvement was most pressing, were much
less able to benefit.

Similar problems would apply now to the
cost-sharing that has often been suggested for child
care. Inany event, that is not aform of cooperation
that either federal or provincial politicians will will-
ingly embrace. A new technique has to be found.

There is a mechanism to hand: the tax
deduction for child care expenses. Itsmaximum face
value - $7,000 a year for a child up to age six - is
well-judged, a reasonable measure of the per-child
cost of the care of high quality that the proposed cen-
tres would provide. But the child care expense
deduction, asit now is, is unfairly regressive. Like
al tax deductions, it provides a significant income
tax break to people paying ahigh rate of tax; it is of
little or no help to peoplewith lower incomes. Moreo-
ver, the child care expense deduction does not actu-
ally provide $7,000 per child; the highest combined
federal and average provincial income tax savings,
payable to claimants in the top tax bracket, amounts
to $3,086.

The cure, for thisasfor other purposes, isto
turn the child care expense deduction into a refund-
abletax credit. Aswas pointed out earlier, arefund-
able credit is bureaucratic jargon for a payment to
individuals. Thefull payment ismadeto peoplewith
low incomes; partial payments go to those at higher
income levels, the amount tapering down asincome
increases.

The federal government therefore has the
power to initiate a nationwide child development
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program. To do so, it would announce its intention
to phase out the tax deduction for child care expenses
and commit itself to willingness to provide, instead,
arefundable tax credit of up to $7,000 a year to the
parents of apreschool child who attends achild cen-
tre providing care of sufficiently high quality to jus-
tify that fee.

On the firm basis of this commitment, but
without other prior conditions, Ottawa would then
negotiate with the provinces how financing on this
scal e could best be used for child development in the
circumstances of each province. Thereare, however,
difficulties to be recognized. Few thingsin federal-
provincial relations are easy.

There is aworst-case scenario. A province
could refuse to negotiate any such arrangement. It
could not forbid its residents to take advantage of
the refundable tax credit, but it could choose a
passive role. The response would then have to be
organized by parents. Many would want better care
for their children, and in most communities they
would have support from local organizations, non-
governmental and often municipal also. 1n one way
and another, child centres would be widely estab-
lished - moredowly thanif they had provincial lead-
ership and organisation, with more difficulty in
recruiting and training staff, but established many in
time would be.

In this situation, the federa role would be
simply to provide financial empowerment for popu-
lar demand. The centre would set a fee, charged to
parents, who would pay that fee, up to the $7,000
maximum, with their refundabletax credit. Thecredit
could be paid monthly, at the rate appropriate to the
previous year’ s family income but subject to adjust-
ment with the final tax assessment.

Where sufficient places in a full-scale cen-
tre were not available, the costs of alternative day
care would be reimbursable by a tax credit of lesser
amount. With the province passive, Ottawa would
need the help of child care professionals to assess
the reasonableness of the fees being paid.

This is one of several weaknesses in the
scheme. It is certainly not the ideal way to provide
the public service of early childhood care and educa
tion. The point, however, isthat it could be done if
need be. In time, the child development initiative
wouldyield substantial improvement over the present
situation. While a province that chose passivity
would grumble about the ‘over-activist’ feds, Otta-
wa's role would not be open to constitutional chal-
lenge. And the administrative awkwardness of afee-
refund system would not much offset the popularity
of good child care accessible to all.

On that account, aswell astheir understand-
ing of the need to invest in people, few if any prov-
inces are likely to refuse to negotiate involvement.
They will not be faced with a rigid plan, with the
choice of acceptance or opting out. The invitation
will beto opt into aprogram to be worked out coop-
eratively. Ottawawill bring to thetableits financial
commitment, the cost of the refundable tax credit.
The provinces will bring their regulatory power to
set standards for child care and to monitor it; their
kindergarten classes; their educational expertise;
school buildings; existing subsidiesto child care; and
their resources for staff education and training.

Successful negotiation will depend on nei-
ther side being heavily burdened by preconceptions.
The federal government has to be firm in its pur-
pose, made clear by the nature and size of its finan-
cial commitment. Ottawa should be equally clear in
recognising that how that purpose can best be
achieved liesin the judgement and through the work
of each province. Thefedera initiative is necessary
to bring into existence the nationwide infrastructure
of child centres capable of providing the opportuni-
ties for development that all our children need and
that Canada, for its progress, needs them to have.
But the best way to achieve that purpose will differ
in detail from community to community, from prov-
ince to province.

Flexibility may not preclude some difficult
issues. Full-scale child centres will not spring up
overnight. For someyears, at |east, therewill be need
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to provide refundable credits, in amounts below the
maximum, for more conventional day care. There
may be parentswho want to continueto usethat kind
of care, with consequent difficulties in relating its
standardsto an appropriatelevel of refundable credit.

The federal expenditure in any year will be
an estimate, based on the forecast level of child par-
ticipation, its distribution among different kinds of
care, and the income levels of the parents. After-
the-event adjustments are familiar in federal -provin-
cial financia dealings, but the complications of the
accounting for this program could result in uncer-
tainties and the possibility of controversies.

It should be noted that the scale of federal
financing will enable provincesto make savingscom-
pared with their present expenditures on kindergar-
tens and the like. Such savings should enable the
provinces to provide financing for the capital costs
of new facilities. The extent of the savingswill, how-
ever, vary considerably among provincesand, again,
flexibility will be necessary in order to arrive at
equitable arrangements.

To urge any program for childhood devel-
opment would befoolish if the existence of such dif-
ficultiesof detail werenot recognized. They arecom-
mon to most federal-provincial relations, inherent in
our federalism and in no way insuperable. They can
be resolved in the spirit of cooperation that is essen-
tial to the operation of Canadian federalism.

The child benefit

In that spirit, the social infrastructure for
childhood development can be built. Theinequality
of opportunity among our children will be greatly
lessened. It will not beremoved. However good the
new style of child centre, however fully accessible
to al children it is made, the child who goes to it
from a poor home will still be disadvantaged.

The roots of unequal opportunity are in the
environment of childhood. It is well known that
poorer people are, on the whole, less healthy people.

The consequences are most severe when the poverty
is experienced in childhood. Hungry children, chil-
dren with health problems, learn lesswell not only at
their school desks but also in discovering how to
cooperate with other people, how to copewith stress.
The effects of childhood poverty are carried to adult
society in lower productivity and also in a more
strained and less civil society, in higher costs for
health care, for welfare, for protective services and
much else.

An adequate agenda of socia reform there-
fore requires a two-pronged instrument. The child
development centres are one prong. Improving the
home environment of the disadvantaged child is the
other. It requires a higher family income.

The new federal-provincial National Child
Benefit is a significant improvement on previous
government action to lessen the depth of family pov-
erty. But at amaximum of $1,625 ayear for thefirst
child and $1,425 for each additiona child, the fed-
eral Canada Child Tax Benefit is still small, and the
planned increases over the next two years are minor
steps towards the level - about $4,000 a year -
required to cover the minimum costs of supporting a
child. The improvement should be greatly speeded
up. Realism, however, requires a difficult choice:
Should the maximum benefit be progressively
increased for al low-income children? Or should
the priority be to provide a larger benefit for pre-
school children in low-income families?

Equality in such mattersisnot identical with
equity. Thisisillustrated in the present tax deduc-
tion for child care expenses. The maximum allowed
is$7,000 ayear for children up to six years of age; it
falls to $4,000 for older children. The point, of
course, isthat society isalready making amajor con-
tribution, through the public school system, to the
development of older children. 1t makes little con-
tribution for preschoolers, crucial though that period
is for development.

Therefore, important though it is to combat
poverty for al children, the first priority should in
my view beto raise the maximum Canada Child Tax
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Benefit to $4,000 for the most vulnerable - pres-
choolers. Subsequently, this new level of benefit
would be extended up the age ladder, in steps as
finances allowed, until it applied to all low-income
children. Theprocesswould bein principlethe same,
though in the reverse direction, as the one used 30
years ago to move eligibility for Old Age Security
from 70 to 65, in steps of ayear at atime.

There are, admittedly, arguments - particu-
larly palitical - for thedternative procedure of gradu-
aly increasing the maximum benefit for all children
at the same pace. Whichever method is chosen, what
is important is that we should as soon as possible
eliminate child poverty, at least in thetechnical sense
that, for a low-income family receiving the full
amount, the child benefit would match the extracosts
attributable to having a child in the home.

This eventual $4,000 child benefit, for all
low-income children, would require at most $5 billion
ayear more than present expenditures. An interim
stage, either providing thefull benefit to preschool ers
only or making a smaller increase for al, may be
tagged at no more than $3 billion.

It would be presumptuous, in advance of
negotiationswith the provinces, to estimate anet cost
for the other prong of the children’s program, the
financing of universally accessible child centres. The
cost will depend not only on the form of arrange-
ments with the provinces but also on how many par-
ents wish or allow their children to use the centres
for how many of their preschool years. The program
and its cost will no doubt build up gradually at first,
but perhaps quickly later. It would be wise to pre-
pare for an eventual federal expenditure of up to $8
billion a year, if the program achieves its intended
purpose.

Some people will condemn the proposed
child development initiative as a massive further
intrusion of thefederal government into social policy
that ought to be left to the provinces. In fact, the
initiative is rooted as much in economic as in social
need. A national programisrequired. Structured as
is proposed, with respect for provincial jurisdiction
ineducation, it isbased on thefederal power to make

payments to individuals and is not open to constitu-
tional challenge. It isthe cooperativefederalism that
isas necessary for our children asit isfor our health
care.

Therights of the child

The purpose of child development is, indeed,
soimportant that Ottawaand the provinces could well
do something to dramatize it, as one of the national
projects of which we have too few. For example,
Canada s commitment to its children might be made
material by issuing to each one, as soon as he or she
isnamed, a ' certificate of opportunity.” It would be
in the child’s name but conferred in trust on the par-
entsor parent. It would move with the child if there
were any subsequent shift in legal responsibility.

The certificate would state the rights of the
child and, briefly, the subsequent rights and respon-
sibilities of citizenship. It would affirm, briefly, the
commitment of the government of Canada, in cooper-
ation with provincial governments and with commu-
nities, to do all in its power to protect the individu-
a’s security, to foster health, to secure good living
standards, to make possiblefor each individual afull
opportunity to develop and use his or her capacities.

In that last respect, the certificate might be
seen asakind of passport for early accessto the serv-
ices of achild centre. |1 am not suggesting that such
acertificate - over the seal of the federal state, not
the name of any politician or appointee - would be
more than a symbol. And the practical relevance of
symbolsisgreatly variable. But at least it might bea
little more forceful, as a reference point reminding
politicians of the purposes of public policy, than -
say - aparliamentary resolution about ending child
poverty.

In any event, the children’s initiatives pro-
posed in this paper should not be undertaken without
careful arrangements for evaluating their operation.
The criterion most often suggested is that preschool
programs should result in school entrants being more
‘school-ready.” Certainly that should be a major
benefit. There is danger, however, in concentrating
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onit. Children flourish best if they areloved as per-
sonsintheir own right, appreciated for what they are
at each age rather than valued chiefly for what they
will become. Evaluation requires measurement, but
it must also find ways to give weight to as many
aspects as possible of opportunity to develop the
human spirit in al its breadth and variety.

In concluding this section, one other point
should be noted. The proposed child development
and child benefit improvements would be especially
valuablefor the First Nations, precisely becausethey
are not designed particularly for them. The reforms
offer a non-discriminatory way to lessen the child
poverty from which they greatly suffer, to reinforce
their cultures and to empower, in a major function,
their own communities.

Quality and equality in universities

Primary and secondary education are not
matters for national policy. Provincial jurisdiction
has been too firmly embedded not only in the words
of the constitution but also in attitudes and thought.
Federal authorities may help in respects such as sta-
tistical analysis, but otherwise keep clear. Nation-
wide consistency can develop only through the
interprovincial cooperation that has made some
progress in recent years. Federal concern with our
“human capital’ must therefore jump from the near
vacuum in its preschool development to the post-
secondary area where the provinces prime respon-
sibility has long been mingled with some federal
involvements.

The most direct of these is conducted under
the heading of research. It has, however, aconsider-
able shaping influence on university faculties. Indeed,
since some of the research funding by federal agen-
ciestakesthe form of financing doctoral studies, itis
directly educational. Nevertheless, research is too
hallowed for objection to be made on constitutional
grounds. It is closely related to the strength of the
economy. Canada does less research than other
industrial countries. To do moreis anational need,
for which responsibility lies appropriately with the

federal government. Itsconsequent involvement with
theuniversitiesisacase of the constitution not with-
standing. lronically, given provincia sensitivity
about education, few policies are subject to less fed-
eral-provincial controversy.

Other issuesin postsecondary education are
different. Universities are, by design, dlitist in their
outputs; graduates are labelled to confer an advan-
tage over other people. The social policy issue
relates to inputs: whether thereis equality of oppor-
tunity to become a university student.

Canadian universities are a prime example
of the tendency that pervades much public policy;
governments use agood deal of their tax revenuesto
benefit the rich more than the poor. Provincia gov-
ernments have long been heavy contributors to the
capital and operating expenses of universities. Dur-
ing the cost-sharing period, they were helped might-
ily by the federal government. Though there have
since been substantial cuts, in general provincial
subsidization still coverswell over half the universi-
ties costs for students in most faculties.

That leaves, however, fees and other costs
of being a student that only well-to-do parents can
afford for their children. Scholarships big enough to
cover much of the cost arefew. Unlessyou are well
connected, jobs by which to work your way through
college are now uncertain or worse. Student loans,
large loans, are increasingly the necessary recourse.
Thanks to a degree of subsidization, effective inter-
est rates are low. For the offspring of parents mod-
erately prosperous or more, university ontheseterms
makes sense. For others, unless they clearly have
exceptional and remunerative talents, it often does
not.

Student loans are repayable on schedules
similar in nature to those for other personal loans.
Increasingly, as the loans have become larger,
enforcement isqualified by various concessions. But
those are uncertain and require humiliating pleas of
poverty. For very many families, the loan aobliga-
tions are intimidating. There are too many uncer-
tainties, in the minds of both the parents and the
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potential students, for it to be sensible to incur the
financial risks.

The consequences are little mentioned but
obviouson every campus. Many students of modest
aptitude and limited academic interests are there
chiefly because it is where, at the income level of
their parents, they are expected to beintheir lateteens
and early 20s- with much help from the public purse.
Not on campus are many other young people whose
futures would be transformed by higher education,
whose lifetime contributions to society would be
enhanced, but who are excluded because theincomes
of their parents are too low and the risks of borrow-
ing too great.

There is an alternative. 1t would make the
public investment in our human capital considerably
more efficient. By making educational opportunity
more equal, our society would become more just.

In essence the alternative is that, instead of
giving public money to the universities as institu-
tions, government should fully finance qualified stu-
dents, partly by scholarships but chiefly by loans of
a different kind: loans repayable not on a conven-
tional schedulebut at rates contingent on the student’s
subsequent income.

Theideaisof long standing. Inrecent years,
it has attracted growing talk, but not action. Univer-
sity administrators are defensive of the status quo
and governments areinert. If Canadaisto be aland
of more equal opportunity, they have to be stirred

up.

For a complete change, the governments to
bestirred areprovincial. But thefederal government
is heavily involved in student loans. It can take an
important initiative. 1t would be wise, at this point
in the finances of all governments, not to provoke
the provinces by getting into scholarships, with or
without amillennium label. Thereisevery reasonto
convert federal student loans to income-contingent

repayment.

Thiswould not interferein any way with the
responsibility of each province for whatever support
and regulation it thinks fitting for postsecondary
institutions. Thefederal rolewould besimply afairer
and more efficient way to help able Canadians, irre-
spective of parental or personal income, to attend
whatever university or college, anywherein Canada,
they are qualified for and choose.

What can be offered here is only a prelimi-
nary sketch of the kind of program that would serve
this purpose. No doubt it could be improved in con-
sultations with the provinces and the academic com-
munity.

The program should not be rushed into lav-
ishly. Initialy, at least, the qualification requirements
would be considerably higher than present admis-
sion standards. They would be set, and from timeto
time adjusted, by an independent body working in
consultation with provincial and academic authori-
ties. Provided that the federal government combines
firmness about the nature of the program with open-
mindedness about all its detail, such cooperation
could not be withheld.

Loans could be available for diploma,
undergraduate and graduate courses, but not doctoral
studies. They could be up to the full costs reason-
ably required to take the chosen course. Therewould
be, however, no interest-free period. Interest, at a
rate to cover the federal government’s cost of bor-
rowing, would accumul ate from the start of theloan.
Repayment of capital and accumulated interest would
be made through a graduated surtax on the incomes
of the former students. The rates might reasonably
be set to obtain full payment, in normal circum-
stances, within ten years or less.

Borrowerswould haveto be permanent resi-
dents of Canada at the time of their application; for-
eign nationals on student visas would not be €eligi-
ble. Theloan termswould include astatement of the
student’ sintent to work in Canada. While the intent
could not be enforced, it would be underlined by
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requiring a signed undertaking from the student and
aparent or guardian that, if the student should subse-
guently reside outside Canadafor any period, one or
the other would continue to pay the Canadian surtax
to service the loan. It should be possible to secure
the cooperation of most foreign tax authorities in
administering this provision.

What is proposed will be, eventually if not
at first, a big program. It will not, however, be
expensivefor thetaxpayer. Itsfinancing will appro-
priately be arevolving fund, separate from other gov-
ernment accounts. There would be some leakage
fromthefund. A few studentswould die, or become
incapacitated, before their loans were fully repaid; a
few of those who moved permanently from Canada,
and whose parents also moved or died or became
financially distressed, could succeed in reneging on
their repayment obligations. But the losses that had
to be made good from taxes would be a tiny price
indeed for the benefits of the investment in Cana-
dian youth.

The basic benefit, of course, is that all of
those most able to develop their talents through
postsecondary education could do so, to their own
gain and Canada’'s. They could borrow what they
need. They would not be deterred, as many of the
poorer now are, by the obligations of afixed repay-
ment schedule in an uncertain world. Income-con-
tingent repayment would establish as much equality
of opportunity for postsecondary education asis pos-
sible in an economy where wealth and earnings are
greatly unequal.

It would also bring another significant ben-
efit. Able students could better vote with their feet.
The loans would cover their costs at whatever uni-
versity they judged best for their particular studies.
Communications in their age group are now close
enough for most of the judgements to be well
informed.

Thisisthe kind of market pressure, directly
from their students, that the universities need.
Financed as institutions, with student fees a minor
source of their funds, they have inevitably tended to

berun astheir established faculties think best, rather
than with close attention to student needs. Thiswould
not matter so much if Canada were more thickly
populated. But the country is too big, geographi-
cally, to bewell served by afew universities; it istoo
small, in population, for numerous universities each
to achieve the mastery of all human knowledge that
the name implies. Truly first-class facultiesin vari-
ous disciplines are possible only if individua uni-
versities specialize more than is, without strong stu-
dent pressure, natural to them.

Studentsfinancially empowered, voting with
their feet, will create more impetusto specialization.
The ‘centres of excellence' that governments have
rightly called for will develop more readily, in vari-
ous locations across the country. The advanced
research that the economy requireswill befacilitated.

| am not suggesting that income-contingent
financing of students will work miracles. It isthe
way we can make good progressin both the equality
and the quality of postsecondary education across
Canada. To provide the impetus for that improve-
ment, through itsloansto students, iswithin the con-
stitutional responsibilities of the national government.
A wise government, pursuing projects that bring the
nation together, will not hesitate to act.

Furthermore

The social agenda suggested in this paper is
extensive but not greatly ambitious. There are too
many uncertainties for a timetable; but if the world
goesnot too badly, it isan agendathat acompetently
progressive government should be able to complete
with time and resources to spare.

Thereis, obviously, much else to be done.

As was pointed out, the preschool program
will be of considerable benefit to the people of the
First Nations. It is, however, only alittle of what is
needed to establish the rights that the rest of us have
long denied to them. We must start promptly to
implement the kind of program for economic, social
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and cultural advancement that the recent royal com-
mission proposed.

Again, the proposed additional Canada Child
Tax Benefit for children to age six is only a begin-
ning. Wewill be substantially reducing poverty only
when the maximum child benefit for all children is
raised further and faster than the government hasyet
indicated.

Many people with disabilities are, after the
First Nations, the most ill served of our society. Itis
too rarely recognized that the main reason for long-
term dependency on welfare, at its generally miser-
able level, is disability. The various other ways of
providing income and support are a jumble of pro-
vincial programs (notably, workers' compensation),
federal pensions through the CPP, some employer
and trade union plans, private insurance (often
enfeebled by the fine print) and charity. Itisajum-
ble through which many peoplefall - hence, the last
resort of welfare. Thereisclear need to replace most
of the bits and pieces by one equitable system. Over
the years, several good suggestions have been made,
but the established obstaclesto reform have not been
overcome. We continue to lack the political will to
recognize that a humane society owes the assurance
of aid with dignity to those of its memberswith dis-
abilities. That obligation should soon rise to the top
of areform agenda.

The first proposal of this paper would save
and strengthen medicare asit is. It will remain par-
tial health care until arestored financial partnership
embraces not only improvements but also major
additions to health services. The most financialy
demanding addition is, of course, pharmacare. Desir-
ablethoughit is, it will be outstandingly difficult to
operate efficiently and equitably. The question is
not whether - but how - it can be established. It
could well be best to begin with a sizeable pilot
project: pharmacare (including nutritional supple-
ments) for preschool children. That would be afur-
ther embodiment of the rights of the child expressed
in the suggested certificate of opportunity. The
experience gained would, al being well, enable
Ottawaand the provincesto cooperate later in aprac-

ticable form of pharmacare for all. In my view, that
would probably have to include a user fee, accept-
able provided that it isincome-related and levied not
at the time of treatment but through the tax system;
however, that isfor later judgement.

The wish list could continue, through social
housing, environmental cleanup and protection, the
correctional system and much else. It is even more
important, however, to emphasize in conclusion the
most basic need of al. The best social policy isfull
employment. Macroeconomic policy, centred on
low interest rates, can do much. So can stabilizing
income supports, community development projects
and social programs that are, by their nature, work-
intensive (such as child careand homecare). Never-
theless, there will still be some older workers, par-
ticularly those displaced from resource activities in
remote areas, who cannot be absorbed either into the
market economy or into the social services, and who
should not beinsulted with training programsto noth-
ing. Much though the approach has been sullied by
niggardly ideas of work for welfare, we do need to
find better ways to marry income supports with the
dignity of useful work. If other programs are ade-
quate, that need not be more than atail-end item of a
progressive social agenda. But in making progress
practicable, some last resorts have to be included.

At the end, | would say again that, while |
believe that the proposal s of this paper are grounded
in present redlities, their aim is to embody a steady
national purpose that a constructive government
would pursue through years of long-term vision.
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