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INTRODUCTION
The Canadian Union of Public Employees represents about 22,000 workers in the province of Saskatchewan.  Our members work in the health care sector, for school boards and universities, for municipal governments, in day cares and libraries, and in other public sector workplaces.   

As a public sector union, we feel it is important to express our views on taxation to the Saskatchewan Personal Income Tax Review Committee.  Our members deliver the high quality public services that are provided through tax dollars. As public sector workers we know that the best and most efficient way of providing services that are accessible to all citizens is to do it collectively through tax dollars.  

We understand the value of our tax dollars and see the positive impact of public services on a daily basis.  Taxes allow us to educate our children, to care for our elderly, and to build safe communities with public parks and recreation facilities.  When governments no longer want to fund public services at the same level, our members see how their ability to provide services to the public is thwarted.

A taxation system, however, must be fair and equitable.  CUPE Saskatchewan supports the principle of progressive taxation where those with higher incomes pay a greater proportion of their income in taxes.  Our brief will not focus on the technical details of income tax but will outline the need for a progressive income tax system to meet the social policy goals for a fair and democratic society. 

We have entitled our submission, You Get What you Pay For because we believe that this is what is at the center of the tax debate.  The kind of taxation system and the level of taxes determine what services we provide as a society.  Those who advocate massive tax cuts always use the United States as an example.  But do we want to live in a society like the United States, with its gross disparities in wealth, its almost non-existent social safety net, and its high level of violent crime?  Or do we want a model more like Sweden or Norway, where taxation levels are higher than in 

the United States but the countries have strong social programs and more equitable sharing of wealth?

We are alarmed by the barrage of articles and studies being published in newspapers in the last number of months, primarily from right-wing lobby groups, calling for massive tax reduction.  The tax debate in the media has been extremely one-sided and has not considered alternative information and facts.  It is rather unfortunate that this committee is reviewing the province’s personal income tax system in the midst of this anti-tax climate.  We hope that our presentation will help balance the tax reform discussion. 

I.
THE SOCIAL PURPOSE OF INCOME TAX
One of the prevailing views perpetuated in the media is that taxes are burdens.  Right-wing columnists and business lobby groups constantly refer to the “tax burden” of Canadians.  One Canadian bank has an advertizing campaign that speaks of trying to keep one’s hard-earned money away from “the taxman.”   The connotations of the “taxman” take on the supernatural dimensions of some frightful monster from a horror flick. 


Taxes are not burdens and should not be portrayed as such.  Taxes are what we pay in exchange for a broad range of services and protections that most working people would never be able to afford if they had to pay directly for these services through the private market.  The massive public infrastructure that we have built in this province and this country would not exist without the tax dollars provided to governments.  Our education, health care and social programs are vital services that are possible because of tax revenues.    

Taxes have been essential in the creation of our justice system and our democratically-elected institutions that protect our rights as citizens and ensure we live in a safe society.  Our level of taxation is directly related to the kind of society we want, and what services we have decided to provide collectively.


Equal Access to Public Services

The other important purpose of taxation is to ensure equitable access to public services to all citizens.  Public education and health care are two clear examples of this.  Education, from kindergarten to grade 12, is provided to all Saskatchewan residents free of charge.  The costs of education are covered by a combination of provincial funding and property taxes paid to Boards of Education.  Education is funded through taxation because we, as a society, have placed high value on educating our children.  Although a greater proportion of the costs of education are covered by property taxes than what comes from the province, education is a public service that we have collectively chosen to fund.

Health care is the other highly valued public service provided to all citizens through our tax dollars and is one of the best examples that illustrates how providing public services through taxation is more equitable and efficient than when services are provided privately.   

Prior to Medicare, health care was mostly a private service.  Individuals paid directly for physician or hospital services or paid for private health insurance to cover the costs of their health care.  There were a few crowded charity hospitals that provided health services to the poor.  The stories of the hardship suffered by 

thousands of people in the days before Medicare are well known.  Health insurance premiums were expensive and often cancelled once a person had developed a condition that required ongoing medical care.  Some families had to sell livestock or belongings to pay their hospital or doctor bills.  Many people took a lifetime to pay medical bills or simply went bankrupt.  Other families could not pay for medical care and had to watch family members suffer or die.

With the introduction of Medicare, access to health care services was no longer dependent on how much income you had.   All Canadians had the right to medical care, regardless of income or where you lived in the country.  It became 

apparent to the leaders of the day that the only way to ensure coverage of all Canadians was to have a single payer which meant the public payment of health services through taxation. 

We only need to look at the United States to see how inefficient, costly and inadequate their private health care system is.  Close to 30 million Americans have no health care coverage.  The rest are covered by a myriad of private health insurance plans -- some individually paid and others employer-paid -- that provide differing levels of health care coverage.  What is even more astonishing is that, even though the U.S. health care system lets tens of millions of people go without coverage, Americans still pay more for their deficient health care system than what Canadians pay for a far superior health system.  

In 1971 when Canada fully implemented medicare, health care costs as a percentage of Gross National Product were about the same in our country and the United States (just over 7 per cent).  Since then health care costs have risen in both countries, but have shot up to 14 per cent of GDP in the U.S. and have leveled off at about 9 per cent of GNP in Canada.

Comparing our health system to that of the United States starkly illustrates the social value of providing public services collectively through taxation rather than privately.  Our health system not only provides universal coverage, while the American system lets 30 million people go without coverage, but it is also administratively more efficient and cost-effective. 


The redistributive role of taxation

Another important purpose of taxation is to redistribute the wealth in society and lessen the negative impact of the market system.  Participation in the labour market is no guarantee of escape from poverty.   In fact, in a research report by the Canadian Council on Social Development entitled Left Poor by the Market, the 

authors point out that almost 1.6 million Canadian families (or 22.8 per cent of all 

families) would have been poor in 1994 if they had relied on only market earnings as income.  Once government transfers are factored in, however, only 14.6 per cent, or one million families remained poor.
  

“The evidence is clear and unequivocal,” state the authors.  “In the absence of government income supports, many more Canadian families would be left poor by the marketplace.  Poverty rates among families would be 56 per cent higher.”
 

Government transfers in the form of unemployment insurance, Old Age Security, social assistance, disability pension and other income support measures, help alleviate the extent of poverty.   They have become an important part of the social safety net developed by Canadians to offset the unequal distribution of wealth by the market.   

Not only do our taxes provide essential income support to Canadians, but the effect of our progressive taxation system also helps close the gap in income inequality in our country.  Data from Statistics Canada on income distribution in Canada shows that, in 1997, families with the top 20 per cent of income had market income that was 21 times greater than the families in the bottom 20 per cent.  Once taxes and government transfers are factored in, however, the top 20 per cent of families’ income was only five times greater than the bottom 20 per cent.
 


Taxation policy from a gender perspective

The redistributive effects of taxation are of particular benefit for women.  Despite the continued increase in women’s participation in the labour market over the past two decades, women still earn significantly less than men and have greater incidences of poverty.  A progressive income tax system -- based on the concept that those with greater incomes will pay a greater percentage of income tax – helps offset the meager incomes of women because they pay a lower percentage of their income in taxes.  

The role of taxation in reducing the gender income gap was documented in the 1997 report of the federal-provincial/territorial Ministers Responsible for the Status of Women on economic gender equality indicators.  The findings of the final report revealed that the income tax system positively contributes toward gender equality in income.  In each of the years 1986, 1991 and 1995 for which the data was analyzed, the income gap between men and women narrowed when comparing before- and after-tax income.  

For example, in 1986 women’s total earnings in Canada were 0.44 of men’s earnings (a ratio of 1.0 would indicate equality between men and women).  The gender equality index for before-tax total income was slightly better at 0.49.  Yet when total income after-tax was compared, the gender equality index improved to 0.52.  In 1995, the gender equality index increased from 0.56 to 0.6 when comparing before and after-tax total incomes.

The gender equality index for Saskatchewan shows similar findings.  In 1995, the index for total earnings was 0.52, and 0.57 for total income before tax, and 0.62 for total income after tax.
  In fact, the redistributive effects of taxation appear greater in Saskatchewan than across Canada, considering that the difference in the index between before and after tax incomes improved by .05 in Saskatchewan and .04 nationally.

There are other factors that need to be considered from a gender perspective when developing tax policy.  It is important to point out that women tend to rely more heavily on social programs, which are funded through taxation, than men.  Women, for example, use the health care system more frequently than men because of women’s specific needs related to childbirth and reproductive health.  Thus any cutbacks in public services, as a result of massive tax reductions, would have a disproportionately negative impact on women.

Any redesign of the income tax system has to take into consideration the gender implications of proposed changes.  It is imperative that we maintain a progressive income tax system – and improve the level of progressivity – to redistribute wealth in our society and to collectively provide those public services and programs that we all benefit from.  

II.
THE PUSH FOR TAX CUTS – AN ATTACK 
ON FAIRNESS AND EQUITY
Public opinion polls have consistently shown that the public is more interested in having government restore funding to social programs such as health care and education than to cut taxes.  In January an Angus Reid poll found that Canadians placed tax cuts in eighth, and last place, of their priorities for government spending.
 The order of priorities in that poll were:  health care, unemployment, national unity, the economy, education, government debt, poverty, tax reform.

In the recent Saskatchewan election, health care was the most important issue for the public but all the parties focused on tax cuts. 

So if tax cuts are not the priority of most Canadians, why have tax cuts been pushed to the top of almost every government’s agenda?

The right-wing push for tax cuts is not about tax fairness.  It is not about improving the disposable income of people in this province, or stimulating the economy.  Very simply, the push for tax cuts is an attack on social programs and equality and an attempt to further tie the hands of governments so that it cannot play an activist role in social and economic policy.  

The business lobby and ultra-conservative think tanks had, until recently, executed major campaigns to push governments to eliminate deficits and reduce debts.  Social program spending and public sector wages were frozen or cut back in order to pay down the debt.  Now that government deficits have been eliminated and the level of debt has decreased, the business focus has shifted to tax cuts.  The great challenge to business is to turn public opinion to their side.  Part of their bid to influence public opinion and governments is to spread myths about taxation.  We will examine some of those myths and present alternative information. 


Taxes and standard of living

“Working families are suffering a drop in their standard of living as a result of oppressive tax burdens,” the anti-tax lobbyists pronounce.  They make no mention, however, of the fact that real wages have declined in the last fifteen years.  As the table below points out, average weekly earnings in Saskatchewan increased by 39.2 per cent between 1985 and 1998, yet the cost-of living in the same period increased by 46.0 per cent.  Average wages in our province have not even kept pace with increases in the Consumer Price Index between 1985-1998.

	Average Weekly Earnings, Saskatchewan, 1985 – 1998

	1985
	1998
	% change
	% change in CPI

	$387.09
	538.85
	39.2
	46.0

	source:  Average Weekly Earnings, Statistics Canada, Cat. 72-002-XPB


Murray Dobbin points out in the October 1999 CCPA Monitor that before-tax incomes in Canada plummeted by $1,129 between 1990 and 1997.
   If working families are feeling a financial crunch, it is not fair nor correct to assign all the blame  to higher levels of taxation.  Nor can the only solution offered be to lower taxes.  We must remember that the taxes we pay are returned to us in the form of public services and our social safety net.  Substantial wage increases would more effectively improve the living standard of working families. 


While middle and lower income families have seen their real incomes decline, the richest households have done quite well over the last several decades.  In 1973, the richest 10 per cent of families with children under 18 made 21 times more than 

the poorest 10 per cent of families in Canada.  By 1996, the richest 10 per cent of families made 314 times more than the poorest 10 per cent of Canadian families.
  And while the bottom 10 per cent of families saw their average market income drop 

by more than 98 per cent, the richest 10 per cent of families enjoyed a 27.5 per cent increase in market earnings from 1973 to 1996.
    


When we speak of declining living standards, we must be clear to whom we are referring.  Unlike the majority of working families, the wealthy in our country have seen an increase, not decrease in living standards.


We do recognize that the federal government’s partial de-indexing of the income threshold levels and basic deductions has had an impact on the after-tax incomes of working families.  A report from the C.D. Howe Institute last year claimed that the average family would have an additional $1,000 in after tax income if the government had continued to fully index the tax system to inflation.  Not only have more individuals been bumped up into higher tax brackets because of de-indexing, but lower income individuals who receive transfers from the government (old age security, disability payments, etc) have received less because of indexing.
 

There are obviously many factors that contribute to the financial squeeze faced by working families.  The decline in real wages is the major factor.   Another factor to consider is that both provincial and federal governments have slashed away at income support programs in the 1990s.  In 1997 only 35% of unemployed in Saskatchewan were eligible for EI benefits.  This has a tremendous impact on the living standards of those workers who have interruptions in earnings.  Yet the federal government is sitting on a massive EI surplus of almost $20 billion and is considering using this surplus, which is basically workers’ money, to cut taxes!  


More private spending on health and education

Another major factor that has impacted on the standard of living of Canadian and Saskatchewan working families is the increased trend to pay more out of their pockets for health care and education.   As governments have cut funding to social 

programs (or not kept funding increases at the same cost of inflation), workers are increasingly paying more privately for services.

A recent Statistics Canada report revealed that average Canadian households in 1997 spent 15 per cent more on health care than they did in 1996.  Households spent an average $1,153 on health care in 1997. Education spending increased by 19 per cent to an average of $659 per household. Average income taxes actually decreased by $112 from the year before.
   In Saskatchewan average household expenditures on health care was $1,133 compared to $1,707 in Alberta.   If governments further reduce public spending, we can expect the private expenditures on health and education to increase even more.

Brain Drain

Another frequent claim in the media is that high levels of taxation, especially on high income earners, is driving talented, educated Canadians to work in the United States where tax rates are lower.  There has been much debate on this point and each side has trotted out its curious anecdotes and conflicting statistics.

A Statistics Canada study of over 4,000 1995 Canadian university graduates who moved to the United States found that over half (57 per cent) did so for work opportunities. Another 23 per cent left for education purposes and 17 per cent relocated for marriage or relationship reasons.  About one-quarter said the greater availability of jobs was a key factor.  Very few cited lower taxes as a factor.

A recent commentary by Madelaine Drohan in the Globe and Mail concluded that the reports of brain drain are exaggerated.  Ms. Drohan spoke to three university professors who specialize in the area and whose consensus was that the movement of educated Canadians to the United States is not a new phenomenon, and hardly indicative of a massive exodus.  She also points out that data from Statistics Canada 

reveals that there were 29,000 Canadians who left for other destinations in 1997 – significantly less than the figure of 98,000 used by other sources.
 

Further studies from Statistics Canada indicate that, while Canada lost some university-educated and technical people to the United States, Canada actually had a net gain of 24,300 highly educated workers who immigrated from other countries.
   What is also interesting about the Statistics Canada information is that the figures for 1996 reveal that Canada lost more than ten times as many nurses (1,104) as computer scientists (148) to the United States.  This indicates that factors other than high taxes were responsible for the loss in skilled Canadians.  Drastic funding cuts and massive restructuring in health care in the early and mid-1990s probably sparked the exodus of nurses to the United States.


And as Professor Brooks has pointed out, “even if some individuals are leaving because of high taxes, to reduce taxes on all high-income individuals to attempt to induce these few to stay in Canada would be perverse public policy.”

The impact of taxes on the economy
 

The other argument put forward by the corporate sector is that lower taxes will dramatically boost the Canadian economy and increase the productivity of Canadian workers.  This theory is more myth than reality.  Professor Neil Brooks, who teaches tax law and policy, has pointed in out in several instances that there is no proven correlation between tax cuts and economic growth.  These are some of the points that have been made by Brooks.

· the rate of real economic growth in Ontario was greater than economic growth in the United States in each of the years from 1983 to 1989 – years when the tax rate in Ontario was higher than in the United States (long before the Harris cuts); 

· in 1993, U.S. President Bill Clinton increased federal income tax rates on higher-income individuals from 31 to 39.6 per cent.  The tax rate increase improved the revenues of the federal government and accounted for almost of the overall reduction in the US deficit.  The US economy has thrived, not faltered, since the tax increases;

· high taxes in other countries have not impeded productivity growth.  For example,  if we examine the growth of real GDP (Gross Domestic Product) per employed person between 1989 and 1996,  Norway’s productivity increased by 23%, Denmark by 18.2% and Sweden by 15.2%.   In the same period, lower-taxed countries had low rates of growth of GDP per employed person:  the U.S. increased by 6.5% and Canada by 4.3%; 

· the U.S. economy has performed better than Canada’s not because of higher labour productivity but as a result of Canada’s tight monetary policy and higher rate of unemployment.  In 1989 both Canada and the U.S. had about 63% of the working-age population in the labour force.  Between 1990 and 1998, Canada’s employment rate averaged 59.2% and the US employment rate averaged 62.7%.  In other words, the US had an extra three and one-half workers per 100 people, stretched over eight years, generating a substantial amount of wealth to their economy; 

The evidence to link tax cuts to economic growth is not there.  In fact, there is more evidence that government spending increases have a greater positive impact on the economy than do tax cuts.

The economic forecasting company Informetrica analyzes the macroeconomic effects of different forms of tax cuts and spending increases.  Their most recent table (1999) shows that if the federal government spent $1 billion on health care, this would increase the GDP by 0.14% and produce 25,000 jobs at a cost of $16,100 per job.  A similar $1 billion transferred to persons for day care would increase the GDP 

by 0.13% and create 46,000 jobs at a cost of $8,300 per job.  However, a cut in personal taxes by $1 billion would only stimulate growth in GDP by 0.07% and create 9,000 jobs at a cost of $96,100 per job.

Obviously, if economic growth is the objective, cuts in personal income tax are not the answer.  

Taxation and our Competitive Position

Linked closely to the concept of economic productivity is the idea that we must lower taxes to become more competitive.  The Organization for Economic Co-operation and Development (OECD) has recently prodded Canada to lower personal income taxes so that Canada can become more competitive and improve our standard of living.

The OECD was so bold as to advocate cutting Employment Insurance premiums and the top corporate tax rates “in line with the United States.”  Our own premier has implied that our province’s income tax rates need to be competitive with Alberta and Ontario.
   What does it mean to have a “competitive” tax structure?  Is this part of the race to the bottom?

Again, we would refer back to the title of this submission, You get what you pay for.  The consequences of lower taxes in Alberta, Ontario and the United States should not be what any government should aspire for.  The Alberta government’s own financial report for the fiscal year ending March 1999 acknowledges that despite strong economic gains in that province, Alberta has the highest teenage pregnancy rates in the country and a violent crime rate 9.3 per cent above the national average.  The report also identifies low literacy levels, poor water quality and an increase in workplace injuries as major issues.

In Ontario, the Tory tax cuts have benefited the rich while working families are actually further behind. The 1999 Ontario Alternative Budget calculated that the average Ontario family (three people, median income) will save $738 from the $6 billion Harris tax cuts.  But the same family will be out-of-pocket by $766 as a result of increased health care costs, higher property taxes, user fees and interest charges on the debt incurred to pay for the tax cut.  Only households with earnings above $120,000 a year recorded gains above $500.

“A typical seniors couple with an income of $44,000 would find their entire Harris tax cut eaten up by increased seniors drug plan user charges,” states the release.

As for comparing our tax levels with the United States, Canadians not only get more for what they pay, but the distribution of wealth is less skewed in our country.

A report by the CCPA Monitor refers to a study by DRI Canada (a subsidiary of Standard and Poor’s) that states, “once private medical and education expenditures are added to total government receipts, the difference between Canada and the United States vanishes.”

The Globe and Mail reported last December on Statistics Canada figures that show that the median Canadian family makes about $700 more a year, after taxes, than the median American family.  “And the gap might even be wider,”  says the article, “since that Canadian family has already paid for its health care through taxes, while the American family may have to dip into its disposable income for each visit to the doctor’s office.”

In fact, a breakdown of Canadian and American families’ disposal income  shows that in the bottom to fourth quintiles, the Canadian families income was above American families income in each category.  Only once the top fifth of families are compared do the American families income surpass Canadian incomes.  This is indicative of the enormous disparities in wealth in the United States.

Income inequality has been growing at a tremendous pace in the U.S.  Wealth has become more concentrated in the United States in recent years than at any time since the Great Depression.  This is the conclusion of a report by the Center on Budget and Policy Priorities in the U.S.   The report showed that the average after-tax income of the richest one per cent of Americans will have doubled between 1977 and 1999, an increase of 115 per cent, adjusted for inflation.  In the same period, the average income of the poorest fifth of Americans is projected to fall nine per cent.  In 

other words, the richest one per cent of Americans (2.7 million) will have as much after-tax income in 1999 as 38 per cent of the Americans (100 million) with the lowest incomes.

There are a number of factors that contribute to the income disparity in the United States, according to Shapiro and Greenstein.  Tax policy is one of those factors that has favoured the rich.  The report points out that the tax bill approved by the U.S. Congress in August would grant an average tax cut of $31,800 a year for the top one per cent of households, and only $166 per year for the bottom 60 per cent.  

Tax cuts benefit the rich more than the poor.  Those advocating lower taxes want to redistribute wealth to the wealthy and increase the inequality in this country.

III.
INCOME TAX REFORM 

The Context of Provincial Income Tax Reform in Canada

In the March 1999 budget address, Finance Minister Eric Cline announced that his government would establish a review of the personal income tax system.   The Finance Minister stated that the goal of the government was to lower taxes and “to make our tax system simpler, fairer and more responsive to the needs of Saskatchewan people and the Saskatchewan economy.” 

One of the issues being considered is whether or not the province should “de-link” its income tax system from the federal system.  Currently the provincial income tax rate is set as a percentage of federal income tax (in Saskatchewan the rate is 48%).  The federal government agreed in December 1997 to amend the Tax Collection Agreements with the provinces to allow provinces to calculate provincial income tax on taxable income, rather than as a percentage of federal tax.  Provinces would be able to set their own tax brackets and rates and establish distinct provincial non-refundable tax credits.

As a result of this new agreement, our government, and other provincial governments, are conducting reviews of provincial income tax.  Alberta was the first province to conduct such a review and in its March 1999 budget announced plans to de-link from the federal system, introduce a flat tax, and substantially raise the spousal deductions. 


We are concerned that the new tax arrangements with the provinces will lead to a race to the bottom.  Saskatchewan would never be able to compete with the lower tax rates being implemented in Ontario and Alberta.  But there are other factors to consider besides tax levels.   Collectively we need to decide what we think is important to provide in the form of social programs and pubic services.  Alberta imposes health premiums on its residents.  Of all the provinces Alberta spends the least per capita on health care even though it is one of the wealthiest.   


We also want to express our strong opposition to the concept of the flat tax that Alberta intends to establish.  The Alberta government announced last March that it will introduce a flat tax rate of 11 percent, raise the personal exemption and double the spousal deduction.  The key issues identified by the committee reviewing taxes in Alberta were to “simplify” the tax system, reduce the differences in income taxes paid by double and single earner families, and to reduce high marginal tax rates to improve Alberta’s competitive position.  


There is no doubt that, although some lower income families will benefit by the tax reform proposals, the real winners will be the wealthy families in Alberta.  Analysis by the New Democrats in Alberta reveals that individuals earning $20,000 or less will see a tax decrease with the 11 per cent flat tax but middle income earners 

(those earning between $25,000 and $60,000) may actually end up paying more taxes.  A person earning $250,000 a year, however, will see a decrease in taxes by $6,106.

Tax Reform for Saskatchewan

The Canadian Union of Public Employees in Saskatchewan is concerned about the possible outcomes of this personal income tax review.   This review is 

taking place on the heels of a provincial election that was dominated by a bidding war 

between the parties for lower taxes.  Ironically it was the Liberal Party and not the New Democratic Party that had the most modest tax cut proposals of the three major parties.


The Terms of Reference of the Personal Income Tax Review Committee state that the objectives of the review are to ensure:

· fairness in the tax system

· support for the family

· simplicity for both the taxpayer and the government; and,

· competitiveness in attracting jobs and investment to the province.



On these points, we would like to make a few comments that add to the previous sections of our submission.


Fairness


The only way to develop a fair tax system is to make it progressive.  A progressive tax system would increase the rate of taxation as income level rises.  As we have pointed out earlier, only the wealthy in this country have seen real increases in earnings over the past number of decades.  A progressive taxation system helps to mitigate the gross disparities in market income.

If the government wants to ensure a fairness, then it must establish a tax system where tax rates increase progressively as income level grows.  If the government moves to a tax on income system, we urge the government to implement the maximum five tax brackets allowable under the federal-provincial agreement.  This would be an improvement upon the federal tax system that has only three tax brackets.  The highest tax bracket is 29% on income over $59,181.  The effect of the federal system is that someone earning $60,000 pays the same tax rate as someone earning $300,000 a year (although the federal government does levy a 5% surtax on tax payable in excess of $12,500). 

CUPE is not opposed per se to the concept of tax on income but we are concerned about the possible implications of moving to this system.   On the one hand, the tax on income structure could permit a provincial government to implement a fair, progressive taxation model. 

Our union would support the move to a tax on income system only if the government established five income tax brackets and ensured the progressivity of the system.  As the presentation from the Saskatchewan Alternative Budget of Choice to this committee pointed out, the combined effect of all taxes (personal income tax, property tax, sales tax) has been to reduce what little progressivity exists in our taxation system.  We cannot allow any further flattening of the personal income tax in this province, or the government would be implementing a tax system that unfairly encumbers working families in this province.

The theoretical possibilities of establishing a progressive income tax system, however, do not necessarily translate into concrete results.  We are concerned that the pressure from the main opposition party – the Saskatchewan Party – and from other provinces to lower taxes will make it difficult for the government not to follow suit. 


Support for the family


When the government refers to “the family,” is it thinking of a double income family, a single-earner two-parent family, a single-parent family, or an extended family?  We would like to emphasize the need to maintain a broad understanding of the different family structures that exist in our province.


We are concerned about the Alberta proposals to double the spousal deduction.  The gender implications of this are that it may lead to more women leaving the labour force.  It may also unfairly benefit two-parent families while single-parent families headed by women have no choice but to participate in the labour market and not receive additional support for child care expenses.


We urge the government to conduct a gender analysis of the implications of any tax proposals that provide targeted support to families.


Simplicity in the tax system

The proponents of the flat tax argue that a flat tax will make the income tax system much simpler.  Somehow they believe that having one tax rate is going to make it easier for people to fill out their tax forms and for governments to collect and administer taxes.


Professor Brooks points out that the complexity of the tax system has nothing to do with the number of tax brackets.  “For most people,” he points out, “filing a tax 

return is simple.  The great bulk of the population who live on a wage or salary either pay no personal income tax at all, or already pay tax at a flat rate on their earnings.”


The tax system becomes complicated when individuals must complete all the separate schedules for capital gains exemptions, deduction for child care expenses, the deduction for contributions to RRSPs, the credit for tuition fees, and so forth.  As Linda McQuaig argues, “much of the complexity is there because the financial elite has, over the years, demanded that Ottawa provide preferential treatment for income such as capital gains, dividends, and money received from trusts.” 


Brooks points out that the proponents of the flat tax are basically interested in reducing the taxes paid by the rich, not simplifying the tax system:

Under the present progressive rate structure, almost 70 percent of tax filers are in the bottom two brackets.  They have taxable incomes of under $30,000.  Essentially, the system is already flat for them.  Thus whatever the advantages of the so-called flat-rate system, it will only accrue to the top 30 per cent of income earners who are now in the top two brackets.  Put this way … makes it more obvious what the exercise is all about, namely, reducing the taxes paid by high-income individuals.


If the Saskatchewan government wants to “simplify” the tax system, then it could develop a progressive system with five tax brackets, eliminate the 2% flat tax, and eliminate the tax loopholes for the wealthy.


Competitiveness


As we pointed out earlier, we do not support the race to the bottom for the lowest tax rates in the country.  We must remember that taxes are not a penalty imposed upon us.  They are what we pay in order to provide the wide range of public services that we collectively value.  What do we lose if we lower taxes?  Fewer health care services, fewer highways maintained?


The other point to emphasize is that the level of services and infrastructure provided by governments adds to the competitive advantage to business.  A 1997 study by KPMG of business costs in seven North American and European countries found that Canada had the lowest business costs.


“With respect to taxation, Canada, France, Sweden and the UK all offer effective combined corporate income tax rates of less than 35 percent, providing a significant advantage over the higher rates in other countries,” KPMG reported.


Canada provides an advantage to business because health care costs are covered publicly through taxation.  In the United States, employees pay expensive private health care premiums as part of labour costs.


The provincial government has targeted tax relief to businesses in this province ostensibly to stimulate economic growth.  Business must be accountable for these tax cuts or tax expenditures.  What is the exact amount of tax benefit to businesses and how many jobs or what contribution to the economy did this tax break 

bring?  We urge the government to require all corporations to list the total number of tax expenditures received by dollar amount as an attachment to income tax returns. Corporate returns should be made available to the public.

CONCLUSION

When our union has met with various cabinet ministers of this government, our calls for increased funding to education or for comprehensive pay equity legislation are consistently responded to with pleas of poverty.  “We cannot afford it,” we are told.  Our response to this review committee is that, if our government cannot afford to provide equity for working women, increases to social assistance, or improvements to our social programs, then we cannot afford tax cuts.  Tax cuts will only further reduce the ability of the government to fund social programs and pursue social policy goals.

Our union is opposed to any major cuts to personal income tax that would have the effect of reducing the revenues of government.  There are dozens of areas where an increase in government spending is urgently needed:  health care, education (both K-12 and post-secondary), comprehensive pay equity, social assistance, infrastructure, and other areas.   

In rural Saskatchewan, there is a tax revolt by farmers who feel they cannot afford to pay their property taxes.  Property taxes are a regressive form of taxation and should not be relied upon to pay for the costs of education.  We believe that our government needs to urgently address the whole question of the tax mix in this province.  However, the ability of the government to become the majority funder of education will be hampered if tax rates are significantly reduced.

The tax cut mania is an attack on governments.   Now that deficits have been conquered – thanks to the sacrifices of working people and devastating cuts to social programs – the business lobby wants to further reduce the role of governments to 

redistribute wealth in society and provide social programs.  We are foolish if we believe that tax cuts will benefit everyone.  Tax cuts will disproportionately benefit the rich and increase the inequality between rich and poor in this country.  More of the costs for public programs will be shifted to individuals because governments will not be able to sustain funding for social programs.


We urge this committee to broaden its perspective on taxation and to take forward our recommendations to the provincial government.

Recommendations:

1. Make the personal income tax system in Saskatchewan more progressive.  If the government decides to move to the tax on income model, the government must establish the maximum five income tax brackets. We do not support any special tax breaks and exceptions for high-income earners.  

2. Increase the thresholds at which income level people begin to pay taxes.  This would have a better benefit for working families than increased exemptions. Because the tax brackets are not indexed to inflation, more working families are being affected by “bracket creep.”  By increasing the level at which people pay taxes, the government can ease the pressures on lower to middle income families while ensuring progressivity.

3. The government needs to examine ways, in cooperation with the other provinces and the federal government, to implement a wealth transfer tax.   Canada is one of few industrialized countries that does not tax wealth gained through inheritance.  In 1988, 197 of the 246 largest public companies in Canada were controlled by individual shareholders, according to a working paper in the National Bureau of Economic Research series.  The conclusion of the authors who analyzed data from 41 countries was that heir-controlled wealth inhibits growth.

4. Eliminate the 2% flat tax that is part of the provincial income tax.   The flat tax was established by the Devine government and is a regressive form of taxation.  The addition to the tax forms also adds complexity to the tax returns. Under no circumstances should the provincial government replace our somewhat progressive tax system with a flat tax.  Finance Minister Eric Cline admitted that a flat tax similar to Alberta’s would cost the provincial treasury $240 million a year.

5. If the provincial government moves to a tax on income system, it should implement tax credits rather than a series of deductions and exemptions to achieve social and economic policy goals.  Exemptions are a way for people to reduce their taxable income and therefore pay less tax.  Higher-income earners benefit from exemptions significantly more than lower-income earners.

6. Before implementing a new tax model, the provincial government needs to conduct a gender analysis and an extensive analysis of how a new tax structure would impact different income groups.  

7. Require all corporations to list all government tax subsidies with their tax returns.  The government should also make all corporate tax returns public.

8. The provincial government should assume greater responsibility for the funding of K-12 education.  Currently the government funds approximately 42% and property taxes cover 58% of the costs of education.  The entire province benefits from the education of our children and the bulk of responsibility should not fall on the shoulders of local Boards of Education.  The goal of the government should be to fund at least 60% of the costs of education.

9. Increase the royalties on oil and mineral companies to raise more revenue from the natural resource sector.  In 1979-80 our province obtained about 21 percent of total revenues from resource rents (royalties and taxes), about 21 percent from individual income tax, and just under seven percent from corporate income tax.  Almost 22 percent of the total value of exploited resources was collected by the government.
By 1994-95, the government obtained only about eight percent of its revenues from resource rents, over 25 percent from individual income tax, and less than three percent from corporate income tax.
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