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A Working Income Tax Benefit That Works

Most poor people in Canada have jobs,
pay taxes and get little assistance from govern-
ment. Ottawa’'s 2005 mini-budget proposed
welcome new help for Canada’ s working poor —
aWorking Income Tax Benefit that would pay a
cash supplement to bolster low earners’ wages.

People who try to move from welfare to
work now encounter the ‘welfare wall.” They
lose cash and benefits, like drug coverage, while
taking on added employment-related expenses
such as work clothing and transportation. The
proposed Working Income Tax Benefit could
offset some or all of these losses and lower the
welfare wall.

The benefit could be good both for fight-
ing poverty and removing barriers to employ-
ment. However, setting up a program that will
work in the real world could encounter some

serious problems. After the cheerleading, policy-
makers, experts and advocates need to do some
hard thinking to translate this promising idea
into an effective social program.

At first glance, the most attractive way
to deliver the Working Income Tax Benefit might
seem to be as a refundable tax credit, like the
GST credit. Payment would be determined
according totheworker’spreviousyear’sincome,
becausethat iswhat isreported in the annual tax
return.

Thiswould result in abenefit asmuch as
two yearsout of date: In January 2010, arecipient
still would be getting a payment based on
earningsin January 2008.

Moreover, among the current jumble of
provincial and federal tax creditsand deductions,
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you would need adegreein accounting to under-
stand the rel ationship between your earningsand
the amount of Working Income Tax Benefit you
got.

The benefit won't be effective in com-
bating poverty if it comes two years too late; it
cannot work asan incentiveto keep working if it
isincomprehensible. It must be delivered on a
timely basis, responsive to monthly changes in
earnings. The tax system cannot do this.

Another option worth exploring isto use
the Employment Insurance system’s record of
current earnings. However, this approach has
downsides too. For example, it excludes self-
employed Canadians.

The Working Income Tax Benefit could,
instead, be delivered by the provinces, rather than
Ottawa. A provincia work supplement could be
based on current monthly earnings and fully
harmonized with each province swelfare system
and minimum wage. Aswell, it could be part of
a broader reform that extends supplementary
health care and disability supportsto theworking
poor, to lower the welfare wall even further.

Fortunately, the birthplace of medicare
already provides a functioning model of a pro-
gram that does all this — Saskatchewan’s
Employment Supplement. It paysfamilieswith
low employment earnings an income supplement
— just as proposed for the federal program —and
itisfully integrated with the province's welfare
program. The Saskatchewan Employment Sup-
plement is adjusted according to changes in
monthly, not annual, earned income. Registration
issimple and can be done over the phone. Best
of all, families getting the program are auto-
matically enrolled for some drug and other health
benefits, so low-wage earners leaving welfare

havelesstoworry about losing thiscritical safety
net.

Not everything about the Saskatchewan
program is perfect. Families on the Saskatche-
wan Employment Supplement do not get as
generous health benefitsasthoseon welfare. The
program is currently available only to families
with children. But if additional financing were
available, as promised in the mini-budget, the
benefits could easily be improved and the pro-
gram extended to low-earning single personsand
couples without children.

Saskatchewan is not alone: Quebec has
invaluable experience and expertise to offer,
having operated a working income supplement
for 20 years. Both orders of government could
learn from provinces that aready operate such
programs.

Toitscredit, the mini-budget proposal did
recognize the need to coordinate with the pro-
vincesandterritories. Implementation istargeted
at 2008, allowing time for the governments to
work on thisinitiative together.

With the mini-budget’s $1 billion on the
table, the discussion can be more ambitious. As
they did successfully with the National Child
Benefit reform, Ottawaand the provinces should
look for ways to use this money more creatively
to modernize our current income security system
and simplify — not further complicate — the
relationship between the governments.

There is a danger that, otherwise, the
proposed Working Income Tax Benefit otherwise
will become just one more add-on to an already
too complicated hodgepodge of programs
operated by Ottawa and the provinces.
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For a start, the Working Income Tax
Benefit could be broadened from afederal pro-
gram to a national reform. Ottawa could help
finance provincia working income supplements
by taking over responsibility for some welfare
caseload where the federal government could
more appropriately deliver the benefits.

The provinces could agree to reinvest
resulting savings in working income supple-
ments that are designed by each province but
meet national goals. One intriguing ideais for
the federal government to introduce an Old Age
Security/Guaranteed Income Supplement-style
income-tested program for persons over age 55
with severe disabilities, thereby cutting provin-
cial costsand extending reformsto benefit many
more Canadians.

So we congratulate Ottawa for coming
forward with a new proposal for low-income
working Canadians. Let's use this as an
opportunity to start a wider-ranging dialogue
among the two orders of government, outside
experts and social organizations, towards
fundamental reform of Canada’s ailing income
security system.
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