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Executive Summary

The Chrétien Consensus was an implicit agreement that transcended political
party and geography regarding the soundness of balanced budgets, declining
government debt, smaller and smarter government spending, and competi-
tive taxes that emerged in the early 1990s and lasted through to roughly the
mid-2000s.

The reforms began in Saskatchewan under the NDP led by Premier
Roy Romanow in 1992. The quick success of the Romanow reforms set the
stage for even more aggressive reforms in neighbouring Alberta one year later
by Premier Ralph Klein. The combination of the successful reforms in both
provinces were a catalyst for the federal government to enact similar reforms,
what we have coined the Chrétien Consensus, under the leadership of Liberal
Prime Minister Jean Chrétien in 1995. These reforms spread across the entire
country and were implemented in every province to varying degrees and at
different times during the decade.

Balanced budgets created a stable business and investment environ-
ment by eliminating the threat and uncertainty of future tax increases that
are inherent to deficits. Declining government debt meant that there was
more domestic capital available for private investment. Smaller and smarter
government spending meant both that governments were playing a smaller
role in the economy—relying more on individuals, families, and businesses
to make economic decisions—and that governments were delivering greater
value-for-money in the remaining programs. Finally, competitive taxes meant
that the incentives for work effort, investment, and entrepreneurship were
improving and that Canada was strengthening its relative attractiveness for
businesses and entrepreneurs globally.

These policies created an environment conducive to and supportive of
entrepreneurship and investment, which formed the basis for a robust, pros-
perous economy that lasted well over a decade after the reforms were imple-

mented. Specifically, Canadians enjoyed rising incomes, incredibly strong job
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growth and the opportunities such growth provides, and a prolonged period
of business investment, which ultimately forms the foundation for long-term
prosperity.

This success was no doubt aided in part by other factors such as
the commodity price boom and the success of the US economy during this
period. However, the basis for that success was the policies imbedded in the
Chrétien Consensus. In other words, Canada capitalized on these opportuni-
ties because it had established a foundation for success and an environment
supportive of economic growth.

The better part of the last decade ending in 2016 has seen most
Canadian governments moving away from the Chrétien Consensus.
Governments across the country, particularly those in Alberta, Ontario, and
now federally, have decisively and purposefully moved away from the policies
of the Chrétien Consensus by increasing government spending through both
borrowing (deficits) and increased taxes. The increases in spending have often
been haphazard and without much attention paid to prioritization or impor-
tance. Governments have taken a much more active, larger role in the econ-
omy of the nation and most provinces. And finally, many governments have
also increased taxes without regard for how such increases affect incentives
or competitiveness. In short, the country has rejected the Chrétien Consensus
and this is nowhere more evident than in Ottawa today, where the Trudeau
Liberals ran on and are now governing based on a set of economic principles
that are the antithesis of the Chrétien Consensus.

It is not surprising to those involved in this project that Canada is now
struggling economically since the policy foundation for our success in the
1990s and 2000s has been rejected. Returning to the principles of the Chrétien
Consensus will require first and foremost that citizens demand such policies.
Only then will governments start to make the difficult decisions needed to
rein in government spending, achieve balanced budgets, begin reducing debt,
and start to refocus on tax competitiveness. Such policies delivered strong
economic prosperity in the 1990s and 2000s, and given the opportunity will

do so again.
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Introduction

As governments across Canada struggle with slow economic growth, budget
deficits, rising debt, and tax increases, many Canadians will look back on the
1990s and 2000s with great fondness as it was a period of the exact opposite:
strong economic growth, balanced budgets, declining debt, and tax relief.
This book explores how the policy consensus regarding balanced budgets,
declining debt, smaller government, and competitive taxes was reached in the
1990s, and seeks a better understanding of how this consensus established an
environment for economic success and prosperity.

This consensus, what we have coined the Chrétien Consensus, specifi-
cally consisted of an implicit agreement—that transcended political party and
geography—regarding the soundness of balanced budgets and paying down
government debt by reducing and reforming government spending, which
established a foundation for lower, more competitive taxes. These policies
created an environment conducive to and supportive of entrepreneurship and
investment, which formed the basis for a robust, prosperous economy that
lasted well over a decade after the reforms. There are a host of other factors,
including the commodity price boom and the success of the US economy,
that amplified Canada’s success during this period; however, the basis for that
success was the policies imbedded in the Chrétien Consensus.

The book’ first explores the formation in the mid-1990s of the Chrétien
Consensus, which started in Saskatchewan and then spread to a number of
provinces as well as to Ottawa. Specifically, Chapters One through Three
chronicle the development of the Chrétien Consensus in Saskatchewan,
Alberta, and Ottawa. Chapter Three (the Chrétien Consensus in Ottawa)
also contains a brief overview of how the consensus reached most provin-
cial capitals. The fourth chapter refutes a number of common myths used to
explain the success of Canada during the 1990s and early 2000s outside of
the Chrétien Consensus. While many of these factors, such as a booming US

economy, clearly benefitted Canada, they cannot explain the totality of the
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2 o End of the Chrétien Consensus?

nation’s success during this period. Chapter Five describes the unfortunate
move away from the Chrétien Consensus in Ontario and Alberta, and contains
some summary analysis for all the provinces. Chapter Six details what should
be seen as the definitive rejection of the Chrétien Consensus: the policies
being enacted in Ottawa by the Trudeau Liberal government. Chapter Seven
concludes with some final thoughts about the benefits of recapturing the

Chrétien Consensus.
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Chapter1

Saskatchewan’s ‘Socialist’ NDP
Begins the Journey to the
Chrétien Consensus

The journey to the Chrétien Consensus began in Saskatchewan under a New
Democratic Party (NDP) government led by then-Premier Roy Romanow.
While the reforms enacted by the Saskatchewan NDP in the early 1990s were
less dramatic than their neighbours in Alberta, they were in several ways
more important. First and foremost, Saskatchewan was the first Canadian
government to genuinely tackle its deficit and debt problems. Second, the
fact that the first government to honestly start dealing with its finances was
an NDP government created the political space for other governments to
initiate similar reforms. The political leadership and indeed courage of the
Romanow NDP government is an aspect of the 1990s reforms, or the Chrétien
Consensus, that is too often overlooked or minimized.

The Progressive Conservative government of Premier Grant Devine
dominated Saskatchewan politics from 1982 through to their eventual defeat
by the NDP in 1991. During the Devine PC reign, Saskatchewan ran defi-
cits each and every year (figure 1).?
A deficit is simply borrowing in any The Chrétien Consensus consisted of:
given year when the spending of a  * Balanced budgets
government exceeds its revenues. » Declining government debt
The most basic way to think about - Smaller, smarter government
government surpluses and deficits is . Competitive taxes
the degree to which the government
of the day matches its current spending against its current revenues. When
governments run deficits, particularly when the deficits relate to day-to-day

spending,’ it means the government has purposefully decided to spend more
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4 o End of the Chrétien Consensus?

Figure 1: Saskatchewan Fiscal Balance and Net Debt, 1981-82 to 1991-92
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Note: Data from 1981-82 t0 1989-90 is reported for the General Revenue Fund only. Data from
1990/91 and onwards is reported on a consolidated financial statement basis.

today than it receives in revenues (i.e., taxes and other levies) and to finance
the difference (deficits) by borrowing. It’s also important to recognize that
borrowing today is simply taxes that are deferred into the future.

Figure 1 shows the annual deficits (nominal) of the Saskatchewan gov-
ernment during the tenure of the Devine PCs, which ranged from a deficit
of $227 million in 1982-83 to a deficit of $1.5 billion in 1991-92. It’s worth
noting that the deterioration in Saskatchewan’s finances during this period
took place while the economy was growing. Indeed, per-person income (GDP)
adjusted for inflation increased by 2.6 percent between 1983 and 1989 while
the provincial deficit worsened significantly.

The $1.5 billion deficit in 1991-92 represented 29.5 percent of total
program spending that year. Program spending refers to the amount of money
spent by a government minus any interest payments on outstanding debt. It
is a method by which to gauge the level of active and controllable spending
undertaken by a government since interest payments, at least in the short

run, are largely outside of the control of a government. At 29.5 percent of
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End of the Chrétien Consensus? & 5

program spending, Saskatchewan was basically borrowing $3 for every $10
dollars it spent in 1991-92.

As a result, the accumulated debt of the province of Saskatchewan rose
markedly during the 1980s and early 1990s—just like it would with individu-
als or businesses that continually overspend relative to their resources (i.e., they
borrow).

The line in figure 1 shows the level of net debt in Saskatchewan over
this period. Net debt is a measure of total (or gross) debt adjusted for finan-
cial assets held by the government. It is meant to reflect the true extent of a
government’s indebtedness by taking account of not only their debt but also
their financial assets.” Readers can think about their own finances in a similar
way. It would be inaccurate to simply look at one’s accumulated debt, such as
a mortgage, without considering the assets that the debt may have been used
to purchase. Net debt statistics take account of a government’s debt as well
as their financial assets. Another way to conceptualize net debt is to consider
that it measures the amount of debt a government would have if it liquidated
all of its financial assets.

The deterioration in Saskatchewan’s debt position is easily seen in
figure 1. The province goes from having more financial assets than debt in
1981-82 (by roughly $1.1 billion) to having a net debt position of almost $6.6
billion a mere decade later.”

A common way to measure the burden of debt is to compare it in
dollar terms with the size of the economy, the rationale being that the size
of the economy determines the government’s ultimate ability to manage and
service the debt over time. A sign of the incredible burden being imposed on
the Saskatchewan economy and the government is the fact that the provincial
net debt reached 47.3 percent of the provincial economy in 1992-93, the first
full year of the Romanow government.®

The pronounced increase in debt over this period had an immediate
impact on the finances of the government in the form of higher interest costs.
Asreaders know from their own finances, interest costs are incurred based on
the level of accumulated debt one holds as well as the rate of interest charged
on that outstanding debt. As a share of the province’s revenues, interest costs
skyrocketed from a relatively meagre (and manageable) level of 1.6 percent of

revenues in 1981-82 to an almost unimaginable 23.0 percent of revenues by
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6 o End of the Chrétien Consensus?

1993-94. The increase in interest costs for the province was a combination of
the mounting debt as well as the generally rising interest rates of this period.
Put differently, almost one in four dollars collected by the Saskatchewan
government in 1993-94 was spent on interest payments for existing debt.
These are resources not available to maintain, expand, or introduce new pro-
grams or offer tax relief. These monies are simply maintaining existing debt.
Consider what such a burden would mean for an individual or family if one
of every four dollars a person earned were consumed by interest payments on
one’s mortgage, car loan, credit card debt, etc. It makes basic living incredibly
difficult, as it did for the Saskatchewan government in the early 1990s.

The main cause of the province’s annual deficits and accumulating debt
was marked spending increases under the Devine PC government (1982 to
1991).” Figure 2 illustrates the total amount of money spent by the provincial
government on programs (this excludes interest payments on their debt).

As illustrated in figure 2, program spending (nominal) in Saskatchewan
increased 109.1 percent between 1981-82 and 1991-92, rising from $2.5
billion to $5.2 billion.® Population, on the other hand, only increased by
2.8 percent during this period,” meaning that per-person spending in the
province increased dramatically. More specifically, per-person spending in
Saskatchewan (adjusted for inflation) increased from $4,109 in 1981-82 to
$5,173 in 1991-92, an increase of 25.9 percent.'® By 1991-92, Saskatchewan
had the second highest level of per-person spending (program only—excludes
interest costs) among the provinces—behind only neighbouring Alberta,
which was dealing with its own problems.

The finances inherited by the Romanow government as they took office
in late 1991 were approaching if not already in a crisis. The deficit for the year
would reach $1.5 billion and overall debt (net debt) was projected to exceed
$10.0 billion the following year. And as noted above, almost one in four dollars
collected by the government was being used to simply service existing debt
through interest payments.

The accumulation of debt during the previous decade had made the
Saskatchewan government more exposed to the discipline of the credit mar-
kets. As former NDP finance minister Janice MacKinnon noted, “credit-rating

agencies were demanding dramatic, even draconian, action quickly to get our
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Figure 2: Saskatchewan Program Spending, 1981-82 to 1991-92
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Note: Data from 1981-82 to 1989-90 is reported for the General Revenue Fund only. Data from
1990/91 and onwards is reported on a consolidated financial statement basis.

financial house in order so that we could continue to borrow money.”"" Indeed,
MacKinnon provides a stark first-hand recollection of the financial crisis fac-

ing Saskatchewan at this time:

.. the spectre of a fiscal meltdown took concrete form, as Saskatchewan,
which was no longer able to borrow money in Canada, even had trouble

selling its bonds in New York."

The mounting crisis and increasing difficulty Saskatchewan was having
refinancing existing debt meant that reform was inevitable.” The question was
not whether reform would occur but rather what form it would take. The first
budget of the Saskatchewan NDP led by Premier Roy Romanow was decisive
and focused on realistically getting control of the province’s finances. The May

1992 budget was the first budget of any government in the country to genuinely
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8 « End of the Chrétien Consensus?

deal with deficits and debt. Saskatchewan finance minister Ed Tchorzewski

outlined the difficult decisions and reforms needed in his first budget address:

Today our Province stands at a critical crossroads. We must choose a
path for the future ... we must start to live within our means because it

is the only way to rebuild Saskatchewan."

Unlike so many previous provincial and federal budgets that offered
platitudes and slogans about reform, the first Romanow NDP budget set out
specific plans and actions needed to reach a balanced budget within the gov-
ernment’s mandate. First, the 1992 budget outlined a review process for all
government programs and services. The goal was clear: reform and reduce
spending to ensure better results using fewer resources.

Indeed, the budget itself stated that the government would start “first
with spending cuts” to achieve a balanced budget."” Minister Tchorzewski
further stated that:

We can no longer pay for all the services government provides. Programs

that we simply cannot afford will be eliminated."

The NDP proposed the elimination of one-quarter of all government agen-
cies, boards, and commissions and introduced significant spending cuts to the
funding for hospitals, school boards, universities and colleges, and municipalities.”

As illustrated in figure 3, which extends the data presented in figure 2
regarding provincial program spending in Saskatchewan, the first budget of
the Romanow NDP government introduced meaningful reductions in pro-
gram spending. Specifically, a total of $523.0 million in spending cuts were
introduced in the first budget, representing a reduction of a little over 10.0
percent in one year. Consider the magnitude of this reduction in the content of
your own household budget and the difficulty you might experience in trying
to reduce spending by 10.0 percent.

All told, the provincial government reduced spending in each fiscal
year starting in 1992-93 through to 1996-97. The total reduction in pro-
gram spending amounted to 14.4 percent between 1991-92 and 1996-97.
Specifically, program spending dropped from a high of $5.2 billion in 1991-92
to $4.4 billion in 1996-97 (figure 3)."® To reiterate, the Saskatchewan NDP
cut program spending—not slowed its growth but cut it—by 14.4 percent in

order to purposefully move towards a balanced budget."
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Figure 3: Saskatchewan Program Spending, 1981-82 to 2006-07
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http:.//www.
fin.gc.ca/fri-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Note: Data from 1981-82 to 1989-90 is reported for the General Revenue Fund only. Data from
1990/91 and onwards is reported on a consolidated financial statement basis.

The spending numbers presented thus far do not account for the
effects of inflation or changes in the population, which result in an even deeper
reduction in real spending. Per-person program spending (excluding interest
costs) by the provincial government in Saskatchewan, after adjusting for infla-
tion, was reduced from a peak of $8,457 in 1991-92 to $6,480 in 1996-97, a
reduction of 23.4 percent. In other words, the real value of spending by the
provincial government on programs, adjusting for the size of the population,
declined by almost one-quarter over a five-year period. Saskatchewan went
from having the second highest per-person program spending in 1991-92 to
the third lowest among the provinces by 1996-97.%°

Perhaps equally as telling of the depth of the reforms in Saskatchewan,
and certainly as challenging politically, were the reductions in government
employment enacted as part of the reforms during this period. Remember that
the public sector unions in Saskatchewan were a key constituent group of the
governing NDP. Over the reform period, which started in 1991 and extended
through to 1995, the Government of Saskatchewan reduced total public sector

employment” by 5,456, which represented a decline of 7.8 percent.”
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10 o End of the Chrétien Consensus?

Another way to understand the reform and reduction in program spending
in Saskatchewan, which is often ignored, is to consider the reduced role govern-
ment spending played in the provincial economy. In 1991-92, almost one-quarter
of the provincial economy (23.8 percent) was represented by provincial govern-
ment spending. In other words, roughly $1 in $4 dollars of economic activity in the
province was linked to the provincial government. After the reforms, government
spending as a share of the economy fell to 15.3 percent (1996-97), meaning that
the provincial government played a less prominent role in the economy.”*

The reforms enacted during this period were not solely based on
spending reforms and reductions. They also included tax increases. The
Saskatchewan NDP raised both personal and corporate income tax rates and
increased the corporate capital tax, which was a particularly damaging tax**
since it raised the direct cost of investing in and developing a business in the
province.”” A number of other taxes, including liquor, sales, gas, and tobacco
taxes were also increased. However, while the rate increases brought in more
revenue for the government in the short term, they also had the negative effect
of making the province less competitive and increasing the cost of capital
investment, both of which have longer-term effects for the province.

Though the NDP’s formal commitment was to balance their budget
in 1996-97, the decisive actions taken in their first two budgets resulted in
a balanced budget by 1994-95, two years ahead of schedule. As depicted
in figure 4, the combination of deliberate spending reform and reductions
coupled with tax increases meant that the province balanced its budget and
began reducing its debt in 1994—-95. Beginning in 199495, the provincial gov-
ernment in Saskatchewan began running consistent budget surpluses, which
meant that it was able to reduce its outstanding debt each year.

The consistent surpluses and related reduction in debt also established
a more certain business and investment environment, a key aspect of the
Chrétien Consensus and one that is again often ignored. The presence of defi-
cits, particularly when there is no clear path to a balanced budget, introduces
uncertainty into the business and investment environment with respect to the
potential for future tax increases. That uncertainty has clear, adverse effects
on the willingness of businesses and entrepreneurs to build their existing busi-
nesses or start new ones, which negatively affects the economy. Saskatchewan
improved its business environment by creating a more stable and certain envi-

ronment through balanced budgets. In her recollection of the 1990s reform
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Figure 4: Saskatchewan Fiscal Balance and Net Debt, 1990-91 to 2000-01
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/fri-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Note: Data from 1981-82 to 1989-90 is reported for the General Revenue Fund only. Data from
1990/91 and onwards is reported on a consolidated financial statement basis.

era, former NDP finance minister Janice MacKinnon described the set of

policies and their benefits this way:

Balancing the budget was also important in stimulating the economy.
Rising deficits meant to business the probability of future tax increases,
while balanced budgets symbolized both current stability and predict-
ability and the prospect of reduced tax rates in future. Strengthening the
economy would help us balance the budget, and balancing the budget
would help us strengthen the economy.*

By 2000-01, the Province of Saskatchewan had reduced its net debt
from a peak of $10.7 billion in 1993-94 to $8.2 billion in 2000-01, a reduction
of almost 23 percent (figure 4). Interest costs, which are the immediate cost of
debt, also fell by almost 30 percent from a peak of $1.3 billion in 199495 to
$947 million by 2000—01.”” The reduction in debt and accompanying decline
in interest costs created a virtuous cycle that provided more resources for
the province to reduce debt, reinvest in programs, and as discussed next,

ultimately offer tax relief to regain competitiveness.
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12 & End of the Chrétien Consensus?

A balanced budget and declining provincial debt were not an end in
and of themselves for the Saskatchewan NDP. Balancing the budget and begin-
ning to reduce government debt was a necessary step to stabilize the finances
of the province before pursuing other ends. The NDP began, for instance, to
restore some of the spending cuts implemented previously. Between 1996-97
(low point for program spending) and 2000-01, total program spending by
the province increased $1.2 billion, representing an increase of 27.9 percent.
Clearly the Saskatchewan NDP loosened the purse strings of the provincial
government after five years of restraint.

Critically, the province also began examining their tax competitiveness
and the degree to which taxes impeded economic prosperity rather than sup-
porting it. Indeed, this latter point is an essential characteristic of the Chrétien
Consensus. That is, a central tenet of the Chrétien Consensus is the use of bal-
anced budgets and declining debt as a foundation by which to achieve improved
tax competitiveness, leading to a more robust and prosperous economy.

The Romanow NDP government announced in their 1999-2000
budget®® that they would begin reviewing and assessing the province’s per-
sonal income tax system.”” They created the Personal Income Tax Review
Committee, which was led by Professor Jack Vicq of the University of
Saskatchewan. The Committee, which quickly became known as the Vicq
Committee, was tasked with analyzing the province’s personal income taxes
and submitting their recommendations by early 2000.

The report™ of the Vicq Committee, submitted in March 2000, called
for flatter, simplified personal income tax rates, integrated exemptions, and
inflation-proofing of the tax brackets. The report also called for changes to
the province’s sales tax. Like many of the spending reforms and reductions,
the tax reform proposals were opposed by much of the NDP’s core support
in the province.*’ Complicating matters further, Premier Romanow retired in
February of 2001 just before the provincial budget was to be delivered, which
would confirm or reject the committee’s recommendation.

Notwithstanding the enormous pressure on the NDP to reject their
own committee’s report, the government led by the newly elected leader of
the NDP and thus also the premier, Lorne Calvert, announced in its 2001
budget® that most of the core recommendations of the committee would be

implemented over the following three years.

Fraser Institute e www.fraserinstitute.org



End of the Chrétien Consensus? o 13

It is difficult to downplay the resilience and determination of the pro-
vincial NDP during this period both to undo the personal tax increases intro-
duced as part of the deficit reduction plan in the 1990s and to introduce a
more competitive, pro-economic growth set of personal taxes. The result of
the reforms was a flatter and much simpler personal income tax system in the
province. For instance, Budget 2001 eliminated the high-income surtax and
the debt reduction surtax. Budget 2002** completed the implementation of
the recommended reforms including the achievement of a three-rate personal
income tax system with tax rates ranging from 11 percent to 15 percent, which
were lower than prior to reforms and generally more competitive, particularly
with respect to neighbouring Alberta.

Unlike much of the tenure of the Romanow government, the Calvert NDP
began increasing program spending quite markedly, as illustrated in figure 3. For
instance, between 2001-02, the first year of the Calvert government, and 2006—
07, the year before the government would go to the polls again, total program
spending increased from $6.5 billion to $8.5 billion, an increase of 29.7 percent.

However, Premier Calvert and his NDP government did something
quite unexpected and incredibly important for the future prosperity of
Saskatchewan. Late into the Calvert government’s first term, the NDP forged
ahead with an even more controversial set of tax reforms than the personal
income tax changes introduced in Calvert’s first year in office. Based on the
success of the Vicq Committee on personal income taxes, the Calvert NDP
government asked Professor Vicq to lead another commission to investigate
the province’s business taxes. The committee and the NDP government were
again heavily criticized by many of their traditional constituents.>*

To its credit, the NDP government provided the Vicq Committee with
the independence to genuinely review, assess, and make recommendations on
how best to improve the business tax environment for the province. Through
its investigation, the Vicq Committee determined that Saskatchewan strug-
gled with the highest corporate income tax rate in the country and the heaviest
use of the corporate capital tax,* and that the structure of the provincial sales
tax included capital investments. In April 2006 the Vicq Committee submit-
ted its report, which included the following key recommendations:

Key components of the reform include eliminating the general CCT and

significantly reforming the provincial CIT structure. These initiatives
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will help to create an improved business climate for the province, pro-
mote sustainable economic development and expand employment
opportunities for all Saskatchewan residents. A stronger, expanding
and more diversified economy will be better able to support the public

programs that Saskatchewan people depend on ...*°

To the NDP’s great credit, its 2006 budget announced the complete
elimination of the general corporate capital tax within 2 years and a marked
decrease in the corporate income tax from 17 to 12 percent by 2008. The
business investment tax credit was made fully refundable on budget night,
and in October the retail sales tax was cut from 7 percent to 5 percent.’” The
importance of these tax reforms in terms of achieving a more competitive,
attractive environment for businesses, entrepreneurs, and investors cannot
be understated. In addition, it is important to acknowledge how these positive
reforms ran counter to the preferences of many of the NDP’s core supporters.*®

The economic foundation created by the Romanow-Calvert NDP
reforms, which included balanced budgets, declining government debt (and
lower interest costs), smaller and smarter government spending, and mark-
edly more competitive taxes ushered in an era of pronounced prosperity in the
province. It also was the first example of the power of the Chrétien Consensus
to not only deliver positive fiscal news to a government but more importantly

to create a foundation for broad economic prosperity.

Improving Economic Performance in Saskatchewan Post-Reform
The aim of this subsection of the chapter, as well as similar subsections in the
following chapters on Alberta and the federal government, is to demonstrate
how the respective economies of Saskatchewan, Alberta, and the national
economy responded to the reforms enacted under the implementation of the
Chrétien Consensus. There are those who would predict a meaningful, if not
marked economic slowdown, from the reductions in spending enacted in all
of these jurisdictions. And yet, what we consistently observe is stronger, not
weaker economic performance post-reforms.*

There are a number of potential indicators of economic performance
that could be employed to demonstrate the strength of the Saskatchewan
economy in the wake of reform, and indeed the other jurisdictions examined

in this book. For ease of access and readability, a few key indicators have
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been selected that will be consistently used throughout the book to illustrate
economic performance.

Specifically, individual measures of income, employment, and invest-
ment were chosen to illustrate the broad economic performance of the gov-
ernments analyzed. A brief description of each indicator is presented in this
section, which can be referred back to when readers are exploring other sec-
tions. Please note also that detailed footnotes including technical informa-
tion and references are also provided in this section for each of the economic
indicators used.

Income is an important measure of economic performance since it
indicates the extent to which individuals and families can purchase basic
necessities and improve their standard of living. This latter aspect of mea-
suring income is important since increases in income allow for improved
standards and quality of life by allowing individuals to purchase more (and/
or better) goods and services and/or to save more. Rising incomes also allow
individuals and families to more readily make other non-financial decisions
that improve one’s quality of life, such as deciding to work less and enjoy
more leisure.

The specific measure of income used is gross domestic product (GDP)
per person,*® adjusted for inflation, which is the broadest measure of income
available.”’ This measure includes the value of all goods and services (GDP)
produced in a region in a particular year adjusted for population.*?

Figure 5 illustrates both the level of and change in GDP per person
in Saskatchewan as well as for the rest of Canada between 1992 and 2015.
(In this comparison, the rest of Canada excludes Saskatchewan so that it is a
comparison of the province with the remaining nine provinces.) The first year
of analysis, 1992, was selected since it was the first year of reform under the
Romanow NDP. The latest year of available data at the time of writing was 2015.

In 1992, Saskatchewan’s per capita GDP was $35,801 (in real 2007 dol-
lars), which was $1,061 higher than the rest of Canada. Over the ensuing decade,
GDP per person growth rates in Saskatchewan (1.9 percent) were slightly less
than the rest of Canada (2.2 percent). Growth in per-capita GDP in Saskatchewan
remained fairly stable between 2003 and 2015 at 1.5 percent compared to its
previous growth rates. This is interesting given that Saskatchewan, like other
provinces with large resource-related sectors, benefited from the strengthening

of commodity prices during the early part of this period.
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Figure 5: GDP Per Person, Saskatchewan and Rest of Canada, 1992 to 2015
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Sources: Statistics Canada, Table 051-0001 (Estimates of population, by age group and sex for July 1,
Canada, provinces and territories, annual), Table 384-0037 (Gross domestic product, income-based,
provincial and territorial, annual), Table 380-0064 (Gross domestic product, expenditure-based,
annual); calculations by authors.

Note: The figures shown are in chained 2007 dollars.

However, while Saskatchewan’s growth rate remained fairly stable, the
growth rate in the rest of Canada dropped to 0.8 percent, which meant that
the gap between Saskatchewan and the rest of Canada grew substantially
over this period. Indeed, by 2015 Saskatchewan’s per-capita GDP exceeded
the rest of Canada by $6,348 (figure 5). In other words, since 2000, the level
of income in Saskatchewan, adjusted for population, grew substantially more
than the rest of Canada.

It’'s worth noting a second measure of income, disposable income per
person, since it reinforces Saskatchewan’s strong performance. Disposable
income is a narrower measure of income than GDP per person. Specifically, dis-
posable income adjusts for direct taxes paid and thus is a measure of the income
available to individuals and households after taxes are paid. During the 1990s,
Saskatchewan trailed the rest of Canada with respect to per-person disposable
income. However, disposable income in the province began increasing relative
to the rest of Canada in the early 2000s. From 2002 (the year after the income

tax reforms in Saskatchewan) to 2015, disposable income per person (after
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adjusting for inflation) increased by a total of 52.8 percent in Saskatchewan,
almost double the rate of increase for the rest of the country (27.7 percent).*

In addition to measuring income, it’s important to gauge the health
of the labour market, since it ultimately determines the ability of individu-
als to earn labour income through employment. The primary employment
measure used is the employment rate, which measures the degree to which
eligible workers are gainfully employed.* It is a better indicator of economic
health than the more traditionally used unemployment rate. The reason the
unemployment rate is becoming a less useful gauge of labour market perfor-
mance, particularly when compared to the employment rate, is because the
unemployment rate does not count people who have given up looking for
work as unemployed.** As the population continues to age and Canada like
many industrialized countries experiences a decline in the number of potential
workers engaged in the labour market, the unemployment rate could falsely
depict a high-functioning labour market simply because it excludes so many
people no longer actively looking for work.

One of the reasons income (GDP and disposable income) were on the
rise in Saskatchewan during this period was simply that more people were
finding jobs. Figure 6 depicts the employment rate in Saskatchewan as well
as the rate for the rest of Canada. In 1992, Saskatchewan’s employment rate
(61.2 percent) was slightly higher than in the rest of Canada (58.2 percent).
Saskatchewan has traditionally maintained a low unemployment and high
employment rate relative to most other provinces.*® However, beginning in
2003, and particularly starting in 2006, which coincides with the business tax
reforms in the province, Saskatchewan’s employment rate increased both in
absolute terms and relative to the rest of the country (figure 6).

For example, the province’s employment rate in 1992 was 61.2 percent.
This means that 61.2 percent of people in Saskatchewan of working age were
gainfully employed. By 2002 that number had increased to 63.1 percent. In
2015, employment in Saskatchewan reached 66.6 percent.

In comparative terms, on average, between 1992 and 2002,
Saskatchewan’s employment rate was 2.5 percentage-points higher than the
rest of Canada. From 2003 to 2015, Saskatchewan’s employment rate was 4.0
percentage-points higher than the rest of Canada. Clearly Saskatchewan’s
labour market and its economy more broadly were generating enormous

employment opportunities that were being filled by Saskatchewan workers.

www.fraserinstitute.org e Fraser Institute



18 o End of the Chrétien Consensus?

Figure 6: Employment Rate, Saskatchewan and Rest of Canada, 1992 to 2015
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Sources: Statistics Canada, Table 282-0002 (Labour force survey estimates (LFS), by sex and detailed
age group, annual); calculations by authors.

Note: The employment rate (formerly the employment/population ratio) is the number of persons
employed expressed as a percentage of the population 15 years of age and over. Estimates are
percentages, rounded to the nearest tenth.

The final measure of economic performance is private business invest-
ment.”” It is a critically important measure of economic performance because
investment sets the stage for long-term economic growth and allows workers
to be more productive, meaning that it boosts economic output and ultimately
workers’ wages. Notably, business investment “is the main component of GDP
that is influenced by political risks and expectations, as capital is highly mobile
and investment can be easily accelerated or delayed”** In other words, because
business investment is sensitive to political changes and investor expectations
and can easily be ramped up or down, it is an especially useful measure for
evaluating government policies.

In addition to superior income growth in Saskatchewan relative to the rest
of Canada, as well as high employment rates, there was also a significant increase
in private sector business investment. Saskatchewan has historically enjoyed a
higher level of investment (adjusting for the number of workers) than most other

provinces, resulting in an historical performance above the national average.
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However, as figure 7 illustrates, private sector business investment
increased significantly both in absolute terms as well as compared to the
rest of Canada in 2005, which again links with the move by the province to
introduce business tax reform. Beginning in 2005, Saskatchewan enjoyed nine
consecutive years of increased business investment (after controlling for the
number of private sector workers). For instance, Saskatchewan’s per-worker
private business investment for the ten years prior to 2005 was 63.5 percent
higher on average than the rest of Canada. For the following ten years begin-
ning in 2005 (through to 2015), Saskatchewan’s average business investment

per private worker was 116.3 percent higher than the rest of Canada.

Figure 7: Business Investment Per Private Sector Employee,
Saskatchewan and Rest of Canada, 1992 to 2015
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Sources: Statistics Canada, Table 282-0002 (Labour force survey estimates (LFS), by sex and detailed
age group, annual), Table 384-0038 (Gross domestic product, expenditure-based, provincial and
territorial, annual); calculations by authors.

Notes: Business investment includes non-residential structures, machinery and equipment and
intellectual property. It excludes residential structures.

The figures shown are in chained 2007 dollars.

www.fraserinstitute.org e Fraser Institute



20 « End ofthe Chrétien Consensus?

Summary

The NDP provincial government in Saskatchewan led by Premier Roy
Romanow and then Premier Lorne Calvert introduced a number of critically
important fiscal and economic reforms beginning with spending reform and
reductions that in large measure delivered balanced budgets. The continued
restraint in spending after the initial two years of reform and reductions meant
that the province was able to reduce its provincial debt. The fiscal room made
available by lower levels of spending and lower interest costs enabled the
province to reform and reduce taxes, particularly those that made the province
uncompetitive for entrepreneurs and businesses.

This combination of policies, namely balanced budgets, falling pro-
vincial debt, lower and more prioritized spending, and competitive taxes, or
what we have termed the Chrétien Consensus, ushered in a period of strong
economic growth, increasing levels of employment, and marked increases
in business investment. The favourable fiscal and economic environment
allowed Saskatchewan to take advantage of the resource commodity boom
that picked up steam in the early 21st century. In short, Saskatchewan pros-
pered from the policies introduced in the mid-1990s and continued through
most of the 2000s. Put simply, the policies of the Chrétien Consensus that
Saskatchewan started served the people of the province well. Perhaps more
importantly for the country, they started a larger process of reform that would

eventually form the Chrétien Consensus.
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Chapter 2

Alberta Extends and Deepens
the Chrétien Consensus

As in Saskatchewan, Alberta’s fiscal situation was rapidly deteriorating in
the early 1990s. Like its neighbour, Alberta found itself in a terribly diffi-
cult financial position after a decade-plus period of unrestrained growth in
government spending. Between 1981-82 and 1992-93, for instance, the year
before reforms were introduced, program spending nearly doubled.

During the early 1980s, energy prices were booming and the Alberta
government neglected to control spending, relying instead on energy-related
revenues to fill its “budget gap” and avoid deficits.*® In other words, the prov-
ince was relying on volatile energy-related revenues, some of which were
one-time revenues such as leases, to finance large-scale increases in govern-
ment spending.

This was an unsustainable strategy, especially given how large the
spending increases were compared to the growth in revenues. For example,
from 1980-81 to 1985-86, the Alberta government increased program spend-
ing by 85 percent, while revenues increased by only 49 percent.’® The reliance
on volatile and to some extent non-recurring revenues was sure to catch up
to the province.

Figure 8 illustrates the annual surplus or deficit as well as the prov-
ince’s accumulated net debt between 1981-82 and 1993-94. The bar charts
represent the annual deficit or surplus while the solid line represents the level
of accumulated net debt in the province.

The continued run-up in government spending, which regularly out-
stripped growth in revenues, eventually resulted in a $761 million deficit in
1985-86. The following year, the deficit grew to over $4 billion, as oil prices

collapsed in 1986 and with them government revenues.
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Figure 8: Alberta Fiscal Balance and Net Debt, 1981-82 to 1991-92
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Note: Data are not fully comparable due mainly to various changes to accounting standards. Major
breaks in the series include:

1990-91 to 1992-93: expense excludes change in unfunded pension liabilities; net financial debt /
(assets) does include unfunded pension liabilities;

1993-94 to 2003-04: SUCH sector (school boards, universities and colleges, health entities) own-
source revenue and expense, and assets and liabilities not included in numbers (grants to these
entities are included in expense);

2004-05 to 2007-08: SUCH sector included on“net equity” basis (net revenue included in revenue;
net assets included in assets);

2008-09 to 2015-16: SUCH sector included on “line-by-line” basis (revenue, expense, assets and
liabilities reported in revenue, expense, assets and liabilities).

Resource revenues in 198687 fell by over 60 percent and total rev-
enues by almost 30 percent.” Tellingly, then-Premier Don Getty, who was
elected in 1986, said famously that his government “inherited an economy
and budget based on $40 oil—and the price of oil was $13”**

As illustrated in figure 8, the finances of the Alberta government in
terms of running deficits (i.e., borrowing when spending exceeds revenues)
did not recover even after oil prices started increasing. The consistent deficits
depicted in figure 8 resulted in a marked decline in the province’s net debt
position. Recall that net debt is a measure of total debt adjusting for financial

assets. Alberta went from having more financial assets than debt ($8.3 billion)
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in 1981-82 to owing $13.4 billion above and beyond its financial assets by
1993-94 (figure 8). In other words, if Alberta sold all its financial assets in
1993-94, it would still have owed $13.4 billion.

Like any government that accumulates debt, interest costs will rise
as the province’s debt increases. The interest cost rise due to debt accumula-
tion was exacerbated by the generally rising interest rate environment of this
period. The provincial government was spending 10.7 percent of its revenues
on interest payments in 1993—-94 compared to a negligible 0.5 percent just
eleven years earlier.”® This meant that it went from spending almost nothing
on interest costs to spending just over one-tenth of provincial government
revenues on servicing its debt, money that was unavailable for government
programs or tax relief.

Unlike Saskatchewan, however, reform in Alberta was much less influ-
enced by external factors—such as pressure by lenders for reform—than it
was by the political preferences and culture of the province. Put differently,
the people of Alberta were demanding that their politicians solve the fiscal
problems of the province because they did not support deficits and debt. The
political preferences of Albertans were further emboldened by the reforms
being undertaken by the neighbouring Romanow NDP government.

Premier Don Getty resigned in 1992 and was eventually replaced by
Ralph Klein as the leader of Alberta PC Party and thus also Premier of the
Province. In Ralph Klein’s first budget in May 1993, the Deficit Elimination
Act was announced and Provincial Treasurer Jim Dinning declared that the
Alberta government would balance the budget by 1996—97 based on aggres-
sive spending reforms and reductions.**

Premier Klein then called a provincial election for June 1993. As noted
University of Calgary scholars J. C. Herbert Emery and Ron Kneebone chron-
icled, all the political parties in the 1993 election called for the elimination
of the deficit:

All three major political parties supported taking strong steps to elimi-
nate the deficit, and both the Liberal and Progressive Conservative par-
ties advocated deep cuts to government spending in order to achieve
it. The Progressive Conservatives, under new leader Ralph Klein, were
elected to a majority government in June 1993 on a platform of a 20%

cut to spending.>
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This is a clear sign of the political culture of the province, as represented
by the views and preferences of citizens and in particular voters: they wanted
the deficit and ultimately the debt of the province eliminated. In other words,
unlike Saskatchewan where the lenders to the province were a driving force
in reform, it was the citizens and voters in Alberta that demanded reform.

Premier Klein’s first budget (1993) was one of deep cuts (figure 9).
The first budget introduced spending reductions in excess of $750 million,
representing a one-year reduction of 4.7 percent. And even though the bud-
get featured cuts to 14 government departments and the reduction of 2,575
government jobs,*® the Treasurer Jim Dinning emphasized that yet more cuts

would be required in subsequent years:

But the expenditure cuts will have to go deeper. This year’s budget con-
tains tough but fair measures that will curtail some government ser-

vices. Our work has just begun.”’

Figure 9: Alberta Program Spending, 1990-91 to 2015-16
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Note: Data are not fully comparable due mainly to various changes to accounting standards. See
note to figure 8 for major breaks in the series.
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The following year’s budget (1994-95) would implement additional
spending cuts of $1.7 billion, representing a reduction of almost 11 percent
(figure 9). Additional spending reductions were implemented in the following bud-
get (1995-96) of $1.1 billion. Over the three budgets, provincial program spending
was reduced by a total of $3.5 billion, representing a reduction of 21.6 percent.

The Klein government was adamant that the budget would have to
be balanced quickly, and that the gap would be closed by spending cuts as
opposed to tax hikes. The rationale for this was explained by Jim Dinning in
his 1994 budget speech:

Mr. Speaker, it comes down to a choice between two actions: cutting
spending or raising taxes. Both actions have a negative impact on the
economy in the short run, but raising taxes is much worse over the
long term. Higher taxes slow economic growth by damaging incentives
to work and to invest, and raising taxes hurts the future prosperity of
Albertans.*®

This is an important consideration in that, unlike Saskatchewan,
Alberta achieved its balanced budget without tax increases. The entirety of the
fiscal reforms aimed at achieving a balanced budget were targeted at spending
reforms and reductions.

As a result of the aggressive spending cuts, the Alberta government
achieved a surplus in 1994—95, meaning it had eliminated the deficit two years
earlier than originally planned. It’s worth noting that this achievement was real-
ized with relatively low oil prices (see figure 23, for instance). Figure 10 illustrates
the annual surplus or deficits as well as the accumulated net debt (or financial
assets) of the Alberta provincial government between 1991-92 and 2007-08.

As figure 10 shows, the Alberta government transitioned from defi-
cit to surplus in 1994—95 and then proceeded to record surpluses consis-
tently thereafter. The consistent surpluses meant that the province was able
to reduce its outstanding debt.>® Specifically, the Klein government reduced
their net debt (gross debt minus financial assets) from a peak of $13.4 billion
to a position of having $31.5 billion more in financial assets than debt. Put
differently, by 2007-08, Alberta had more financial assets than debt.

The quick achievement of balanced budgets in Alberta coupled with a
clear commitment to tax competitiveness meant that the province improved

its business environment rapidly. Specifically, businesses, investors, and
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Figure 10: Alberta Fiscal Balance and Net Debt, 1991-92 to 2007-08
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Note: Data are not fully comparable due mainly to various changes to accounting standards. See
note to figure 8 for major breaks in the series.

entrepreneurs understood that there was no longer a threat of future tax
increases due to prolonged deficits and borrowing. This certainty is a key aspect
of a positive business environment, which is central to the Chrétien Consensus.

One of the features of the Klein reforms, which form an integral part
of the Chrétien Consensus, is that the government was a much smaller player
in the overall economy. The reform and reductions in provincial spending
implemented under the Klein government meant that government program
spending went from being 21.1 percent of the economy in 1992-93 to 12.3
percent by 1996-97.°° In other words, the Klein government had reduced
the imprint of the provincial government on the economy of Alberta by more
than 40 percent. Simply put, the Klein government believed that economies
do better when governments are focused on core responsibilities, leaving
more of the economic decisions to individuals, families, entrepreneurs, and
businesses. Like Saskatchewan, the purposeful result of the spending reform
and reductions was not only to balance its budget but also to reduce the role

of the provincial government in the economy.
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Notably, Klein’s austerity program not only achieved budget sur-
pluses, but also paved the way for tax cuts, which are also a key element of
the Chrétien Consensus. As in Saskatchewan, after the Alberta government
got its finances under control it turned its attention to cutting first personal
income taxes, and then business taxes. The government’s commitment to tax
reduction was especially evident in Treasurer Stockwell Day’s first budget
address in 1997:

Albertans pride themselves on having the lowest overall taxes in the
country. It’s a key advantage we hold over our competitors. And it’s an
advantage we can’t afford to lose. Other provinces are taking Alberta’s
lead and moving ahead with their own fiscal plans. Across the country,
we're hearing more about tax breaks. Clearly other provinces see the

importance of low taxes as a strong competitive advantage.®'

Throughout his tenure as Provincial Treasurer, Stockwell Day empha-
sized the importance of lowering taxes to maintain Alberta’s tax advantage.®”
These words were backed up with decisive actions that greatly improved
Alberta’s tax competitiveness.

In 1998, the Alberta government lowered income tax rates by 3.3 per-
cent by reducing personal income tax rates from 45.5 percent of the federal tax
to 44.0 percent, and among other tax reductions also lowered provincial prop-
erty taxes.®® The next year, Stockwell Day announced in his budget address a

more dramatic and fundamental reform to the personal income tax system:

Mr. Speaker, this government will blaze a new trail across the taxation
frontier, becoming the first to move to a simple, single rate of tax on
income and the first to end the invisible penalty of tax bracket erosion

through inflation.®*

While the plan was to implement a single tax rate of 11 percent (with
a basic exemption of $11,600) by 2002,* the Alberta government accelerated
its implementation to 2001, when the single rate tax was adopted with a lower
than planned rate of 10 percent and a higher than planned basic exemption
of $12,900.°° In other words, the single tax rate was not only implemented a
year early, the tax rate was lower and people could earn more money before

beginning to pay provincial income tax.
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In addition to announcing the income tax reform in 1999, the Alberta
government also reduced the financial institutions capital tax rate, an eco-
nomically damaging tax applied to the level of capital (debt and equity) of a
financial institution.®’

In 2000, the Alberta government appointed the Alberta Business Tax
Review Committee to make recommendations on further improving the prov-
ince’s business tax competitiveness.®® At the time, its general corporate tax
rate was 15.5 percent, which while lower than most provinces was higher than
in Newfoundland and Labrador and Ontario.*

Noting that without business tax reform the province would “risk los-
ing increasingly mobile capital and highly skilled people,”° the 2001 bud-
get adopted most of the reforms recommended by the Committee. These
reforms included the elimination of the financial institutions capital tax and
a phased-in cut in the general corporate tax rate, which fell from 15.5 percent
to 10 percent by 2006. There was also a reduction in the manufacturing and
processing tax rate.”’

These tax reforms formed the base of what was called the Alberta
Advantage—a name given by many to Alberta’s tax advantage over other juris-
dictions and its strong fiscal position following the reform years.”” As with
Saskatchewan, these reforms also paid off for Alberta in the form of superior

economic performance.

Alberta’s booming economy
As with the previous section on Saskatchewan’s economic performance, this
section again looks at measures of income growth, the employment rate, and
growth in business investment (adjusting for the number of private sector
workers) to evaluate how well Alberta’s economy performed after the reform
years.” The period of analysis for Alberta starts in 1993, when the Klein gov-
ernment began implementing reforms, and ends in 2006. The reason for the
shorter time period is that Alberta began diverging from the principles of
the Chrétien Consensus around that time. For our purposes, which focus on
the benefits of the Chrétien Consensus, it is important to examine the period
when those policies were actively maintained.

In terms of income, specifically GDP per person, Alberta’s perfor-
mance over this time period is roughly in line with the rest of the country.

However, Alberta experienced pronounced growth in disposable income per
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person during this period (figure 11). Specifically, Alberta’s per-person dispos-
able income grew from $21,862 in 1993 (in real 2007 dollars) to $31,362 in
2006, an increase of 43.5 percent. During this same period, the rest of Canada
experienced an increase in per person disposable income of 21.3 percent, less
than half the rate of growth enjoyed in Alberta. In other words, the disposable
income that on average Alberta enjoyed had markedly increased between
the time of reform (1993) and when the province began to diverge from the

Chrétien Consensus in 2006 (or so).

Figure 11: Disposable Income Per Person, Alberta and Rest of Canada,
1993 to 2006
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Sources: Statistics Canada, Table 051-0001 (Estimates of population, by age group and sex for
July 1, Canada, provinces and territories, annual), CANSIM Table 384-0039 (Implicit price indexes,
gross domestic product, provincial and territorial, annual), Table 384-0040 (Current accounts -
Households, provincial and territorial, annual); calculations by authors.

Note: The figures shown are in chained 2007 dollars.

In1993, Alberta’s employment rate, which measures the share of work-
ing age Albertans employed, was 64.9 percent compared to 57.2 percent for
the rest of Canada. By 2006, Alberta’s employment rate reached 70.9 percent,
the highest in the country and a 9.2 percent improvement over its rate in
1993. It also increased the spread between itself and the rest of Canada: a 7.7
percentage point difference in 1993 versus 9.0 percentage points in 2006. The

employment rate in Alberta peaked in 2008 at 72.1 percent before starting
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to fall; in 2015, it sits at 68.6 percent, which is still above the 1993 level of
64.9 percent.”*

Simply put, Alberta’s economy was able to produce employment
opportunities not only for Albertans but also for the vast number of Canadians
who migrated to the province during this period.”” This is an important
aspect of Alberta’s prosperity that is often overlooked, which is that its suc-
cess allowed the nation to prosper. As noted University of Calgary economist
Ron Kneebone pointed out in a recent study, the job creation in Alberta and
migration to the province allowed the national unemployment rate to be much
lower than it otherwise would have been. For example, Kneebone calculates
that in 2014, Canada’s unemployment rate would have been 2.2 percentage
points higher than it was without Alberta’s job creation.”® In addition, the
income measures mentioned above indicate that the jobs produced in the
economy were experiencing higher levels of compensation as both GDP per
person and disposable income per person were also rising.

The final measure of economic performance, private business invest-
ment (adjusted for the number of workers) is perhaps the strongest indicator
of the strength of the Albertan economy during this period. Alberta, like
Saskatchewan, has traditionally enjoyed a higher level of capital investment
by businesses compared to the rest of the country. As illustrated in figure 12,
which depicts per-private-sector-worker business investment in Alberta and
the rest of the country for the period 1993 to 2006, the traditional advantage
enjoyed by Alberta was extended during this period as capital investment in
the province exploded.

In 1993, Alberta enjoyed a $10,543 (in real 2007 dollars) advantage in
business capital investment per private sector worker compared to the rest
of the country (figure 12). In other words, in 1993, Alberta was able to attract
business investment on a per-worker basis that was $10,543 higher than the
rest of the country. That represents a 112.0 percent advantage over the aver-
age level of business investment (per private sector worker) in the rest of the
country.

Alberta took an already envious position in terms of business invest-
ment and established a marked advantage over the rest of the country. In
2006, for instance, Alberta enjoyed a $36,009 (in real 2007 dollars) per-
worker advantage over the rest of the country in terms of business investment.

That represents a 262.0 percent advantage over the rest of the country.
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Figure 12: Business Investment Per Private Sector Employee,
Alberta and Rest of Canada, 1993 to 2006
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Sources: Statistics Canada, Table 282-0008 (Labour force survey estimates (LFS), by North American
Industry Classification System (NAICS), sex and age group, annual), Table 384-0038 (Gross domestic
product, expenditure-based, provincial and territorial, annual); calculations by authors.

Note: Business investment includes non-residential structures, machinery and equipment and
intellectual property. It excludes residential structures. The figures shown are in chained 2007 dollars.

The strong income growth, job creation, and investment growth was
exactly what the Alberta government intended to accomplish when it began
to deal with its deficits in the 1990s. Recall the Klein’s government’s insistence
that the deficit be closed with spending cuts, as opposed to tax hikes, since the
latter would have much more damaging long-term economic effects.

By cutting spending, the Alberta government was able to get its deficit
under control, leading to budget surpluses that reduced the province’s debt.
The reformed and reduced spending that led to balanced budgets created
the platform for tax relief. As former provincial Treasurer Jim Dinning noted
in 1994, high taxes damage incentives to work and invest. The corollary is
that tax relief—in particular the adoption of the single rate personal income
tax and the reductions in the corporate tax rate—enhanced incentives to
work and invest. As we have seen, as these reforms were introduced, Alberta
experienced rapid income and business investment growth. In other words,
the Alberta government had brought an increased level of prosperity to the
province, accomplishing exactly what it had set out to do when the province

began its journey to the Chrétien Consensus under Ralph Klein.
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Chapter 3

Prime Minister Chrétien Introduces
the Chrétien Consensus to Ottawa

The Liberal Party of Canada led by Jean Chrétien was elected to government
in October of 1993 with what only can be described as a unique alignment of
opposition parties. The Official Opposition in parliament was the separatist
party, the Bloc Quebecois with 54 seats. The third party in parliament was the
upstart Reform Party of Canada led by Preston Manning with 52 seats. For
context, the Reform Party had no sitting members prior to the 1993 election.
The previous governing Progressive Conservative Party was reduced to two
seats after the 1993 election.

The finances of the federal government were, put simply, in shambles.
The annual deficit, the amount the federal government borrowed to cover
spending not financed by revenues, reached $38.5 billion the year the Chrétien
Liberals were elected. To put that figure in context, the federal government
spent $122.3 billion that year on transfers and programs (excludes interest
costs), which meant that almost one-third of its active spending was financed
by borrowing.

As depicted in figure 13, deficits were not a new phenomenon in
Ottawa, which had consistently operated in deficit for decades. Indeed, the
last time the federal government had recorded a surplus was in 1969-70,
and it amounted to a mere $140 million.”” However, the size of deficits, that
is annual borrowing, had increased in the early 1980s and did not recede
despite efforts by the Mulroney Progressive Conservatives during their tenure.

The continued, relentless deficit financing over the years meant that
federal debt had accumulated to worrying levels by the time the Chrétien
Liberals arrived in Ottawa. Specifically, total federal debt had increased from
$20.3 billion in 1970-71 to $527.9 billion in 1993-94.”
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Figure 13: Federal Fiscal Balance, 1970-71to 1993-94
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Note: Due to a break in the series following the introduction of full accrual accounting, data from
1983-84 onward are not directly comparable with earlier years.

As discussed previously, debt relative to the size of the economy is an
important gauge of a country’s ability to manage and maintain its debt. At
$527.9 billion, the federal government’s net debt in 1993-94 amounted to 70.9
percent of GDP.”’ This means that the accumulated debt of the federal govern-
ment amounted to the equivalent of 71 percent of every dollar produced in
the economy in 1993-94.

And this figure is exclusive of provincial and municipal debt. Given
that most provinces had accumulated debt in excess of 30 percent of their
respective provincial economies, it meant that including provincial debt, the
total combined federal-provincial debt for most provinces was almost 100
percent. This is important since recent research indicates that government
debt in excess of 90 percent of the economy imposes costs on the economy in
the form of reduced economic growth.*® In other words, the research suggests
that the costs of the accumulated debt observed in Canada exceeded just the
direct costs of interest payments and were likely imposing indirect costs in

the form of reduced economic growth.
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The direct costs of debt accumulation, namely interest costs, were
an increasing problem for Ottawa. Figure 14 illustrates the share of federal
revenues consumed by interest costs starting in 1970-71 through to 1993-94,
the first year of the Chrétien Liberal government. Interest costs to the federal
government begin a steady increase relative to revenues beginning in 1974-75
when they stood at 10.8 percent. By 1985-86, federal interest costs as a share
of federal revenues reached 35.6 percent (figure 14). In other words, roughly
$1 in $3 collected in revenues by the federal government was being spent on
interest costs. Interest costs as a share of revenues remained above 30 percent
through to 1993-94 when the Chrétien Liberals assumed power.

Figure 14: Federal Interest Costs as a Share of Revenues, 1970-71to 1993-94
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp>. Accessed on November 10, 2016.

Note: Due to a break in the series following the introduction of full accrual accounting, data from
1983-84 onward are not directly comparable with earlier years.

The Chrétien Liberals’ first budget, delivered in the spring of 1994,
was a status quo budget. Federal spending on programs was stabilized in
1994-95 (figure 15), with program spending essentially held at the same level
as the previous year: proposed program spending increased by 0.8 percent or
$934 million. However, that stabilized level of program spending occurred

after a substantial and continuous increase in federal program spending. The
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Figure 15: Federal Program Spending, 1970-71to 1994-95
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Note: Due to a break in the series following the introduction of full accrual accounting, data from
1983-84 onward are not directly comparable with earlier years.

constant march towards ever-higher levels of program spending by the federal
government, save for 1983-84, is evident in figure 15.

The Liberals did, however, initiate a process of reviewing spending
across the entire federal government. The federal government required every
ministry and every minister to evaluate their current spending based on six
explicit tests:

1. Serves the public interest.

2. Necessity of government involvement.

3. Appropriate federal role.

4. Scope for public sector / private sector partnerships.

5. Scope for increased efficiency.

6. Affordability.

The implication of the spending review, which at least symbolically
was similar to the reforms enacted in Saskatchewan and Alberta, was that the
federal government was considering a retrenchment of both federal spending

and the federal government’s role in the economy.
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A number of factors coalesced in late 1994 and early 1995 to create
the incentives for fundamental reform in Ottawa and indeed place heightened
pressure on the Chrétien government to enact meaningful change. First, the
positive results of both the Saskatchewan (NDP) and Alberta (PC) reforms
were becoming clear. The purposeful reform and reductions in spending were
leading to balanced budgets. In addition, neither of the provincial econo-
mies seemed to be suffering from the retrenchment in government spending
and indeed there were signs that both provincial economies were actually
strengthening.

Second, the Reform Party offered a clear, cohesive, and focused
criticism of past fiscal policies that relied on borrowing to finance an ever-
expanding federal government. Put simply, the Reform Party helped to explain
to Canadians why fiscal and economic reforms were absolutely needed in
Ottawa.

Third, the capital markets were clearly beginning to respond to Ottawa’s
continuing inability to gain control of their finances. While the worry about
losing access to credit markets wasn't as pronounced as in Saskatchewan,
there were clearly worries about the credit markets including the increas-
ing pressure on the interest costs Ottawa was paying. The upward pressure
on interest costs was a sign of the increasing risk perceived by lenders with
respect to Ottawa’s finances. Short-term rates, for instance, increased from
3.6 percent in January 1994 to 8.2 percent in March 1995,*" while bond yields
on Canada’s 10-year bonds increased from 6.39 percent in January to 9.36
percent in July of 1994,%” both indicators of marked concerns by the credit
markets about Ottawa’s finances.

Perhaps more telling of the credit market concerns regarding Canada’s
national finances is the spread between 3-month treasury bills in Canada and
the United States. This measure indicates the relative riskiness of the two
countries’ government finances. The spread increased from basically 0.0 in
early 1993 to a high of 0.81 percent in December 0f 1994, indicating increasing
concerns about Canada’s finances compared to the US.*

Fourth, an influential editorial appeared in the Wall Street Journal in
January of 1995 calling into question the long-term stability of the country’s
finances. The headline of the editorial was “Bankrupt Canada;” it argued that
the country had become “an honorary member of the Third World in the

unmanageability of its debt problem.**
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There are a host of other factors that also influenced and ultimately
motivated the federal government to act decisively in its second budget,
released in the spring of 1995. Finance Minister Paul Martin announced in
his budget speech in 1995:

The debt and deficit are not inventions of ideology. They are facts of

arithmetic. The quicksand of compound interest is real.

The last thing Canadians need is another lecture on the dangers of the

deficit.
The only thing Canadians want is clear action.®

The Chrétien government’s 1995 budget took real action to finally
gain control of federal finances. Over a two-year period, federal program
spending was reduced by $11.9 billion, representing a reduction of 9.7 percent
(figure 16).%° To reiterate, this was not a reduction in the growth rate of fed-
eral spending but rather a direct reduction in the amount of actual program

spending done by the federal government.

Figure 16: Federal Program Spending, 1980-81to 2000-01

140,000 Chrétien

reform budget

120,000
100,000
80,000
60,000
40,000
20,000
0

& % % q S °> % « Co
'\O)(b \O)(b \O)qj ’\q(b '\O)(b \QO) \O)O) ’\O)O) '\O)O) \QO)

$ millions (nominal)

Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Note: Due to a break in the series following the introduction of full accrual accounting, data from
1983-84 onward are not directly comparable with earlier years.
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Critically, nothing was exempted from review, reform, and reduc-
tions. The federal government implemented deep reductions in direct spend-
ing, including a 51 percent reduction in the Ministry of Transportation, a
38 percent reduction in the Ministry of Industry, a 19 percent reduction in
Foreign Affairs, and a 14 percent reduction in Defence.®” The government also
reformed a number of transfer programs to individual Canadians, most nota-
bly implementing reforms to the Employment Insurance program.®® The fed-
eral government also introduced reductions to the transfers to the provinces
that partially financed social programs and health care, which necessitated
reforms by the provinces. However, the federal government also provided
the provinces with much more flexibility with respect to how to deliver social
programs.®’

In addition, the federal government constrained the increases in
program spending for the following three years after the two-year period
of spending cuts. Specifically, the annual increases in program spending in
1997-98, 1998-99, and 1999-00 were limited to 3.1 percent, 1.4 percent,
and 2.0 percent.”

The figures above do not account for population growth or inflation.
The reduction in per-person spending accounting for inflation was much
larger than the 9.7 percent reduction in overall program spending. Specifically,
the federal government reduced per-person program spending (adjusted for
inflation) from $6,306 in 1993-94 to $5,329 in 1999-00, which represents a
reduction of 15.5 percent.”

Like the reforms in Saskatchewan and Alberta, the spending reforms
and reductions in Ottawa meant that the federal government was playing a
smaller role in the national economy. Federal program spending as a share
of the economy (GDP) fell from 16.4 percent in 1993-94 (first year of the
Chrétien government) to 12.7 percent in 1997-98.%

It would be difficult to overstate the immense importance of the
spending reforms and reductions implemented by the federal government in
1995. The federal government went from running a deficit of $36.6 billion in
1994-95 to achieving a $3.0 billion surplus in 1997-98 (figure 17). In other
words, it only took two years of spending reforms and reductions coupled with
one year of restraint to achieve a balanced budget. Notably, though the deficit
reduction plan did include some tax hikes,* the bulk of the action undertaken

to achieve a balanced budget consisted of spending reform and reductions.
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Figure 17: Federal Fiscal Balance and Net Debt, 1994-95 to 2007-08
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/fri-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

The consistent surpluses recorded by the federal government begin-
ningin1997-98 allowed it to reduce federal debt. Federal net debt was reduced
from a high of $609.0 billion in 1996-97 to $516.3 billion in 2007-08 (figure
17). This represents a 15.2 percent reduction in the federal government’s net
debt, which recall is a measure of total debt adjusted for any financial assets.

The decline in the debt as a share of the economy was even more pro-
nounced. From a peak of over 70 percent of the economy, the federal debt was
reduced to 32.8 percent of the economy (GDP) by 2007-08. In other words,
the real burden of the federal government’s debt as measured by its relative
size to the economy was reduced by more than 50 percent.

The last aspect of the virtuous cycle of fiscal policy implemented by
the federal government was the reduction in interest costs. Recall from the
previous discussion that prior to the reforms Ottawa was spending roughly
one-third of its revenues on interest costs. By 2007-08, interest costs had
declined to 13.6 percent of revenues. In other words, the government went
from spending 32.4 cents of every dollar in revenue on interest payments in
1993-94 to spending only 13.6 cents in 2007-08.>*
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Lower interest costs and the elimination of the deficit meant that, as
was the case in Saskatchewan and Alberta, the federal government was able
to turn its attention to improving the country’s tax competitiveness.”” Finance
Minister Paul Martin noted as much in his 1997-98 budget address when
he stated that the government could only consider tax reduction because “of
the progress we have made in reducing the deficit and restoring responsible
financial management over the last three years”*® In 1997-98, for the first
time in almost three decades, the federal government achieved a surplus and

Minister Martin stated unequivocally in his budget speech:

Mr. Speaker, let me set out our policy and our commitment on the issue

of taxation.
Our goal is straightforward. It is to reduce taxes.”’

Over the following years, a number of critically important tax reduc-
tions were implemented that both made Canada more competitive with other
industrial countries and improved the incentives within Canada for work
effort, investment, savings, and entrepreneurship.

A number of reductions were made to personal income taxes. In 1999,
the 3 percent general surtax”® on personal income was eliminated and in 2001
the 5 percent high-income surtax was also eliminated. In addition, the middle
personal income tax bracket was reduced from 26 percent to 25 percent in
2000 and the following year it was further cut to 22 percent. In 2001, a new
tax bracket was also established to reduce the tax rate on income between
$61,510 and $100,000 from 29 percent to 26 percent. In later years, the tax
rate in the first income tax bracket would be reduced from 16 percent to 15
percent and the personal exemption increased.”

The federal government of Prime Minister Chrétien displayed incredi-
ble leadership on beginning a process that lasted well into the next government
of reducing business taxes. Like Saskatchewan and Alberta, the federal gov-
ernment recognized the need to achieve better business tax competitiveness.

Interestingly, like Saskatchewan and Alberta, the federal government
relied on an independent commission'® to review Canada’s business taxes
and make recommendations, most of which were adopted and implemented

by the federal government.
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Specifically, the federal government reduced the corporate income
tax rate from 29.12 percent in 2000 to 22.12 percent'®" in 2004 (and then to
15 percent by 2012), making Canada a more attractive place for businesses to
invest and expand. The corporate income tax reductions were complemented
in 2006 by the elimination of the federal general corporate capital tax, which
was a particularly damaging tax.'*?

The capital gains tax, which while not representing a material amount
of revenue to the federal government has been demonstrated to be a particu-
larly costly tax with respect to entrepreneurship and thus economic growth,'**
was also reduced. In 2000, the proportion of capital gains income that was
counted as taxable income was reduced from 75 percent to 66.7 percent, and
in 2001 it was reduced further to 50 percent.

The various tax reforms and reductions implemented by the
Chrétien government, which in many ways exactly paralleled the changes
in Saskatchewan and Alberta, solidified the consensus about the benefits
and wisdom of fiscal policy based on balanced budgets, declining debt (and
interest costs), smarter and smaller government spending, and tax com-
petitiveness. Like the economic experience of Saskatchewan and Alberta,
the Canadian economy benefited markedly from the establishment of the
Chrétien Consensus at the national level.

Prior to delving into the performance of the national economy ver-
sus other countries, it is helpful to understand the breadth of the Chrétien
Consensus across Canada during this period. Detailed information has
been presented regarding the reforms in Saskatchewan and Alberta, but it
is important to understand that the Chrétien Consensus existed across the
entire country. Table 1 contains summary information regarding the spending
reform period for each of the provinces during the 1990s.

Several aspects of table 1 are worth noting and considering. First,
every province except for British Columbia introduced some level of spending
reform and reductions in the 1990s; BC introduced their Chrétien Consensus
reforms starting in 2001. The reductions ranged from 0.9 percent in New

Brunswick to 21.6 percent in Alberta.
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Table 1: Provincial Reductions in Total Nominal Program Spending

Total Period of Reform’ Number Government in Power

Reduction of Years
NL -3.5% 1992-93 to 1993-94 1 Liberals
PEI -5.0% 1994-95 to 1995-96 1 Liberals
NS 30% 199293 to 1994-95 2 Z{rfi?oree:;zﬁe Conservatives
NB -0.9% 1992-93 to 1993-94 1 Liberals
QC -4.6% 1994-95 to 1996-97 2 Parti Québécois
ON -3.8% 1995-96 to 1998-99 3 Progressive Conservatives
MB -3.1% 1992-93 to 1993-94 1 Progressive Conservatives
SK -14.4% 1991-92 to 1996-97 5 NDP
AB -21.6% 1992-93 to 1995-96 3 Progressive Conservatives
BC N/A N/A N/A

Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Notes:

(1) The period of reform refers to the fiscal periods of the provinces, which run from April to March.
(2) The reform period included the PC government of Premier Cameron and the Liberal
government of Premier Savage.

Second, the period of spending reform and reduction ranged gener-
ally from 1 to 3 years. This is important since there is often a belief that such
reforms take decades when in fact the data and experience tell us that periods
of reform are actually rather short.

Third, and quite critically, the Chrétien Consensus reforms were imple-
mented by governments of all political parties and ideological predispositions.
Liberals, the New Democratic Party (NDP), Progressive Conservatives (PC),
and the Parti Québécois (PQ) all introduced some mix of balanced budgets,

reductions in debt, smaller and smarter government spending, and tax relief.

Canada outperforms other industrialized countries

Canada’s strong economic performance following the reforms went contrary
to the predictions of many economists and critics who based their expecta-
tions on a Keynesian understanding of how economies function and prosper.
They believed that cutting back government spending, particularly over such

a truncated period, would result in slow or even negative economic growth.
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Instead, the austerity measures implemented by the governments following
the Chrétien Consensus resulted in stronger, not weaker economies.

Like the economic assessments presented in the Saskatchewan and
Alberta sections, what follows examines gains in income, employment, and
investment compared to other industrialized countries for Canada as a whole.
The comparisons are based on data provided by the Organisation of Economic
Co-operation and Development (OECD).'®* The OECD is an international
organization for industrialized countries and thus the data for OECD coun-
tries tends to only include prosperous, industrialized countries.

Between 1997 and 2007, average annual real GDP growth (after adjust-
ing for inflation) among the 30 industrialized countries that made up the
OECD was 2.7 percent compared to 3.2 percent for Canada."® In other words,
over this ten-year period, Canada grew, on average, a half-percentage point
more than the average for all the other industrial countries in the world.
This may seem like a small difference, but such differences mean quite a bit
both in the short term and particularly over the longer term. For instance,
small differences in the short term tend to result in stronger job markets and
employment gains.

Over the longer term, these small differences compound to result
in large differences in income gains. For example, over the ten-year period,
total real GDP growth was 36.6 percent in Canada compared to 30.9 percent
among the OECD as a whole. Notably, during this time Canada achieved a
higher rate of GDP growth than all of the other six countries in the G7—
France, Germany, Italy, Japan, the United Kingdom, and the United States.

These figures do not, however, account for the effects of changes in
population. Of the richest seven countries in the world, the G7, Canada out-
performed every country except the United Kingdom between 1997 and 2007
for gains in per-person GDP adjusted for inflation. Specifically, Canada expe-
rienced an average annual increase in per-person GDP (adjusted for inflation)
of 2.2 percent while the OECD average was 2.0 percent.'*

Given Canada’s comparatively strong income growth (GDP growth), it
is no surprise that Canada recorded incredibly strong job creation during this
period. The average annual increase in employment growth from 1997 to 2007
was 2.0 percent in Canada, which was the sixth best among the thirty OECD
countries.'”” It was nearly double the rate of employment growth across the
OECD (1.1 percent) as well as in the United States (1.3 percent)."”®
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Canada’s economic performance was also better than most other

. . . . 109
OECD countries in terms of business investment.

As noted previously,
business investment forms the foundation for future economic growth and
is one of the keys for workers to be more productive and thus earn higher
wages. From 1997 to 2007, Canada experienced an average annual increase
of 5.0 percent in business investment (after adjustment by inflation), which
was higher than any G7 country during this period and markedly higher than
the 4.6 percent average annual increase in the United States."

The superior economic growth, job creation, and business investment
enjoyed by Canada during this period allowed real gains to be made with
respect to poverty rates in the country. The poverty rate in Canada fell from
7.8 percent in 1996 to 4.9 percent in 2004 and the child poverty rate declined
from 10.9 percent to 5.8 percent.'

The Chrétien Consensus, which spread across the country through-
out the 1990s, meant a fairly consistent set of policies existed from coast to
coast based on balanced budgets, declining government debt, smarter and
smaller government spending, and competitive taxes. This mix of policies,
what we have termed the Chrétien Consensus, established a notably positive
environment in Canada for business investment and entrepreneurship. The
results, contrary to many who predicted dire economic times, were strong
economic growth, large-scale job creation, strong business investment, and
falling poverty rates. In short, the Chrétien Consensus delivered the economic
results for the better part of a decade that most Canadians agree we want
more of—and yet, as the next section shows, we as a country have markedly

moved away from this consensus.
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Chapter 4

Myths of the Chrétien Consensus

Previous chapters have described how, despite detractors insisting that reduc-
tions in government spending would hurt economic growth, the Canadian
economy flourished during and following the adoption of the Chrétien
Consensus."” It is also more than just a coincidence that Canada and indeed
many countries are now suffering from slow economic growth as both Canada
and many other countries, particularly the United States, moved away from
the successful policies of the 1990s and early 2000s.

In order to appreciate the importance of the Chrétien Consensus poli-
cies as a platform for prosperity, it is important to respond to some of the key
criticisms and alternative explanations for the prosperity enjoyed throughout
the 1990s and early 2000s. The key explanations offered to minimize the role
of the Chrétien Consensus are a strong American economy that lifted up
Canada as essentially a bystander, changes in the exchange rate that favoured
Canada and our export sector, falling interest rates, and rising commodity
prices. While each of these factors contributed positively to the economic
success enjoyed by Canadians during and after the period of reform, they
cannot by themselves explain the depth or longevity of the prosperity. Each
of these explanations is dealt with individually in this section.

1) Canada Outperformed the United States

While some point to global economic conditions and in particular a robust
American economy as making strong economic growth in Canada inevita-
ble," the primary failure of this claim lies in the fact that, as described in the
previous chapter, Canada actually outperformed the United States and most
other industrialized countries from 1997 to 2007. During this period, Canada
enjoyed larger increases in GDP per capita, employment, and business invest-
ment than the United States and most other OECD countries.
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Furthermore, if it were indeed true that Canada’s economic success
during this decade could be attributed to economic growth in other countries,
it would be expected that Canada’s economic growth during this time was
driven by growth in exports to other countries, and in particular to the United
States. The logic is that increased prosperity in the United States and in other
countries increased their demand for Canadian goods and services, which
in turn would result in increased Canadian exports to those countries. The
available empirical evidence does not, however, support this view of Canada’s
prosperity.

First, as a share of the economy, exports increased only slightly—from
33.2 percent in 1997 to 34.2 percent in 2007."* If the theory of a booming
export market driven by success in other countries was a strong argument
explaining Canada’s prosperity, we would expect to see a larger proportional
share in exports relative to the rest of the economy, which we simply don’t
see in the data.

In addition, the slight increase in exports as a share of the economy
observed during this period was not driven by exports to the United States.
According to Statistics Canada, which provides information on large export-
ing firms,"" the United States accounted for 81.4 percent of Canadian exports
in 1997 but by 2007 this figure had actually dropped slightly to 79.1 percent.""
Again, if we assume that the strong US economy was the source of Canadian
prosperity during this period, then at the very least we would expect to see
exports to the US increase as a share of the total, which they didn’t.

Finally, while Canadian exports did increase slightly relative to the size
of the economy as noted above, imports from other countries grew even faster.
As a result, net exports (exports minus imports) actually fell to 2.1 percent
of the economy by 2007, down from a high of 9.3 percent in 2001 and lower
than the 6.1 percent of GDP it represented in 1997. This data signals a strong
domestic market within Canada rather than prosperity being driven by factors
outside of the country such as a booming US economy.

The claims that Canadian economic growth was driven solely by global
and/or American economic growth fail to account for the fact that Canada
actually outperformed the United States and most other industrialized coun-
tries following its period of reforms. These claims are also contradicted by the
fact that net exports shrank to 2.1 percent of GDP by 2007, which indicates

that it was not net export growth that fueled Canada’s economic prosperity
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from 1997 to 2007. While Canada would have no doubt benefitted from an
American economic boom, we likely would not have been able to outperform
the US and thus enjoy even greater prosperity without the foundation of the

Chrétien Consensus.

2) The Loonie’s Decline—And Subsequent Rise

Some skeptics of the role played by the Chrétien Consensus attribute Canada’s
fiscal and economic turnaround in the 1990s to a depreciation of the Canadian
dollar, principally with respect to the US dollar. Currency fluctuations, spe-
cifically the depreciation of the Canadian dollar, can make Canadian goods
and services cheaper to foreigners, which boosts Canadian exports. This is
in fact what happened for part of the 1990s. Indeed, the data does show
that increased net exports contributed to Canadian GDP growth during the
1990s."”

However, such currency fluctuations do not in any way improve the
long-term prospects for economic growth and prosperity because they don’t
alter the underlying fundamentals of the economy. In other words, they don’t
make the economy inherently more productive. Indeed, currency fluctuations
can often shelter an economy from making structural changes that actually
improve the fundamentals of the economy and thus the long-term prospects
for economic growth and prosperity.

However, the exchange rate and net exports explanations fail to explain
Canada’s superior economic performance during the entire period in ques-
tion: 1997 to 2007.""® As figure 18 demonstrates, the Canadian dollar began
to appreciate in 2002 and continued to gain value against the US dollar for
the entire remaining period covered by figure 18. Indeed, the Canadian dollar
was essentially at parity by the end of 2007.

If the “lower Canadian dollar equals prosperity” argument held, then
the Canadian economy should have experienced material or even severe con-
tradictions when the Canadian dollar appreciated precipitously against the US
dollar, the currency of our chief trading partner. But the data already presented
shows how Canada prospered throughout the 1997 to 2007 period, which
includes both periods of appreciation and depreciation of the Canadian dollar.

That is not to say the appreciation of the Canadian dollar did not
adversely affect some sectors of the Canadian economy, particularly certain

sectors of Ontario’s manufacturing sector. As Philip Cross, former Chief
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Figure 18: US-Canada Foreign Exchange, 1990 to 2007
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Source: Statistics Canada, Table 176-0064 (Foreign exchange rates in Canadian dollars, Bank of
Canada, monthly). Accessed on July 21, 2016.

Analyst of Statistics Canada, has demonstrated, there were several sub-sec-
tors of manufacturing in Ontario that expanded based on the depreciating
currency in the late 1990s." These sectors were adversely affected by the
appreciation of the Canadian dollar beginning in 2002 since almost all of their
competitive advantage was based on a depreciating currency. However, the
argument that the depreciating currency broadly explains Canada’s prosperity
during this period is not supported by the data or analysis available.

While the currency depreciation in the early 1990s may have boosted
exportsin the short term, it cannot explain the longer-term success of the Canadian
economy. In addition, the appreciation of the currency did not result in dire eco-
nomic performance for Canada. Again, the root of the success of the Canadian

economy was the sound fundamentals achieved through the Chrétien Consensus.

3) What About the Interest Rate?

Claims that a falling interest rate as opposed to strong fiscal policy was the
cause of Canada’s superior economic performance relative to other industrial-
ized countries are also misplaced. Firstly, the decline in the interest rate should
be seen at least in part as a result of the successes of the Chrétien Consensus,

as opposed to something used to diminish its importance.
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When governments run deficits (borrow money to cover the excess
of operating spending over revenues), they compete with private borrowers
for limited funds, which drives up the cost of borrowing money (interest
rates).”” In this way, government borrowing actually “crowds out” private
borrowing. The corollary is that reducing government borrowing makes it
easier for individuals, business, and entrepreneurs to borrow and invest. In

addition, economist Robert Murphy has noted the following:

Moreover, beyond the simple reverse crowding out effect, is the fact that
international investors became reassured that the Canadian govern-
ment was good for its bonds; in 1995 it was actual crisis—people were
beginning to worry that the Canadians would default. So it’s not shock-
ing that yields on Canadian debt would fall amidst the belt tightening.™'

It was the attack on deficits and the reduction in debt, therefore, that
helped in part to lower the interest rate in the 1990s. By repairing the federal
government’s finances, the Chrétien government made Canadian debt less
risky, which meant that buyers of this debt would not demand as high interest

rates since the risk had declined.'?

The declining riskiness of Canadian debt
is shown by the improvements in the government debt credit rating following
the reforms implemented by the Chrétien government (table 2). Across all
three major credit rating agencies, Canada’s assessed risk declined over the

course of the Chrétien Consensus period.

Table 2: Canada'’s Credit Rating

Agency Credit Rating Outlook Date
Aa2 Stable April 12,1995
Moody's Aa2 Positive Watch  April 6,2000
Aal Stable June 21,2000
Aaa Stable May 3, 2002
AA+ Negative March 3,1995
Standard & Poor's AA+ Stable February 24,1997
AAA Stable July 29,2002
AA N/A August 10, 1994
AA Stable September 21, 2000
Fitch AA+ Stable April 3,2001
AA+ Stable September 20, 2002
AAA Stable August 12, 2004

Source: Trading Economics (undated). Canada Credit Rating. <http://www.tradingeconomics.com/
canada/rating>. Accessed on July 18, 2016.
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Secondly, while a declining interest rate may provide an explanation
for strong economic performance from 1997 to 2007, it cannot explain supe-
rior economic performance, given that other countries also benefited from
the same general decline in interest rates. On average, from 1997 to 2007 the
short-term interest rate in Canada was not much lower than in the United
States and was higher than in the Euro area (19 countries),””* and the move-

ment in the interest rate in Canada was similar to that in the United States
(figure 19).

Figure 19: Short-Term Interest Rates for Canada, the US, and the Euro Zone,
1995 to 2007
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Source: OECD, Monthly Monetary and Financial Statistics (MEI), <http://stats.oecd.org/Index.
aspx?DataSetCode=MEI_FIN> (accessed July 21, 2016).

Notes: Short term rates are usually either the three month interbank offer rate attaching to loans
given and taken amongst banks for any excess or shortage of liquidity over several months or the
rate associated with Treasury bills, Certificates of Deposit or comparable instruments, each of three
month maturity. For Euro Area countries the 3-month “European Interbank Offered Rate”is used
from the date the country joined the euro.

Euro area is referring to the evolving composition of the Euro area. Data prior to 2001 refer to EUT
(Belgium, Germany, Ireland, Spain, France, Italy, Luxembourg, the Netherlands, Austria, Portugal and
Finland). Data from 2001 to 2006 refer to EU12 (EUT plus Greece). Starting in January 2007, data refer
to EU13 (EU12 plus Slovenia).
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As the data shows, changes in the interest rate cannot explain Canada’s
superior relative economic performance from 1997 to 2007. So like previ-
ous sections, the declining interest rates can explain part of the country’s
success but not all of it. The sound fiscal and economic policies embedded
in the Chrétien Consensus created an environment supportive of economic

prosperity and success.

4) Services-Producing Industries, Not Commodities, Drove GDP Growth
Lastly, claims that rising commodity prices were the sole source of economic
growth in Canada following the reform years are also contradicted by the data.
The key commodities produced in Canada fall into four areas: agriculture
and fisheries products, forestry, metals and minerals, and energy."”* There
are two considerations in this argument. One, how fast did each relative sec-
tor of the economy grow during this period. And two, did the proportion of
the economy overall change over the period. If the claim that commodity-
oriented sectors of the Canadian economy drove prosperity during this period
is true, we would expect them both to experience higher rates of growth and
to represent a larger share of the economy over time. As the following data
will show, neither of these things happened.

Figure 20 illustrates the cumulative growth in select sectors of the
economy as well as overall for Canada, Saskatchewan, and Alberta, two of the
more commodity-oriented economies in Canada. There are several aspects of
figure 20 worth noting in regard to the assertion that it was high commodity
prices and growth in these sectors that drive the Canadian economy.'” First, for
Canada as a whole as well as Saskatchewan and Alberta, the two commodity-
oriented sectors (namely agriculture, forestry, fishing, and hunting, and mining,
quarrying, and oil and gas extraction) grew more slowly than the economy as a
whole. Second, in all three jurisdictions it was the service-producing sector that
grew more strongly relative to the total growth in the economy.'”® And third, in
all three jurisdictions, the mining, quarrying, and oil and gas extraction sector
grew the least of the sectors analyzed, including the other commodity-oriented
sector (agriculture, forestry, fishing, and hunting). The comparative growth
rates of the commodity-oriented sectors of the economy did not experience
pronounced growth relative to other sectors of the economy. This is the exact
opposite of the outcome one would expect if commodity-oriented sectors of

the economy were driving economic growth and prosperity during this period.
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Figure 20: Growth in Select Sectors of the Economy, 1997 to 2007
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Sources: Statistics Canada, Table 379-0030 (Gross domestic product at basic prices, by North
American Industry Classification System, provinces and territories, annual), Table 379-0031 (Gross
domestic product at basic prices, by North American Industry Classification System, annual);
calculations by authors.

Notes: The numbers reflect the overall growth in real terms over the period selected.

The second aspect of the argument is the relative share of the economy
represented by the different sectors over the time period covered. Again, one
would expect the commodity-oriented sectors to represent a larger share of
the overall economy over time. However, the data shows the exact opposite
result. Mining, quarrying, and oil and gas accounted for 9.8 percent of the
Canadian economy in 1997 but by 2007 this had fallen to 8.4 percent. The
same sector accounted for 32.5 percent of Saskatchewan’s economy and 39.9
percent of Alberta’s economy in 1997, but ten years later it had dropped to
only 24.7 percent in Saskatchewan and 28.2 percent in Alberta.'”’

Meanwhile, service-producing industries grew as a share of the
Canadian economy from 65.0 percent in 1997 to 67.9 percent in 2007.
Similarly, in Saskatchewan and Alberta, service-producing industries as a
share of the economy grew from 49.4 percent to 54.8 percent and from 45.2

percent to 51.6 percent, respectively.
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That economic growth in Canada was actually slower in the industries
associated with Canada’s key commodities than in the services-producing
industries demonstrates that Canada’s strong economic performance was not

solely dependent on commodity prices.

Not External Factors That Drove Canada’s Economy

As we have shown, a strong US economy, changes in the exchange rate, a
decline in the interest rate, and rising commodity prices cannot by them-
selves explain Canada’s superior economic performance from 1997 to 2007.
Canada outperformed the United States and most other industrialized coun-
tries during this period in part because the domestic economy was strong.
The environment created by the Chrétien Consensus allowed for stronger
economic growth and prosperity by focusing government spending on areas
of high priority and leaving individuals, businesses, and entrepreneurs to
make more decisions within the economy.’*® In addition, the combination
of balanced budgets and declining debt made for a more certain business
environment, which is more conducive to and supportive of investment and
business development. Finally, the focus on tax competitiveness meant that
the incentives for work effort, investment, and entrepreneurship were stron-
ger both in absolute terms and compared to many of our competitors. That is
not to say that the factors covered in this chapter did not influence or affect
economic performance, but rather to say that they are not the sole or even
primary explanations for the prosperity enjoyed by Canadians for the better

part of a decade and a half.
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Chapter 5

Ontario and Alberta Move Away
from the Chrétien Consensus

The previous chapters summarized how the policies of the Chrétien Consensus,
namely balanced budgets, declining government debt, focused and prioritized
government spending, and competitive taxes established a foundation for
prosperity across the country. This chapter and the next pose the question
for which the book is named: has the Chrétien Consensus ended? Several
governments, particularly Ontario, Alberta, and more recently the federal
government, have noticeably and purposefully moved away from the prin-
ciples of the Chrétien Consensus. Deficit-financed increases in government
spending, rising government debt, and tax increases have been the consensus
policies for a number of Canadian provinces and the federal government. This
section chronicles the decisions of both Ontario and Alberta in terms of how

they moved away from the Chrétien Consensus.

1) Ontario: First to break from the Chrétien Consensus

The departure from the Chrétien Consensus began in Ontario between
roughly 2002 and 2004. While identification of when the Chrétien Consensus
was adopted in most jurisdictions is fairly straightforward, determining the
exact timing of the departure is much more tenuous, particularly when the
move away from the Chrétien Consensus was incremental.

It’s firstimportant to understand that the 2002—2004 period in Ontario’s
political history is one of transition. Two-term Premier Mike Harris of the
Progressive Conservatives, who led the introduction of Chrétien Consensus
policies in the province, resigned in April of 2002. His former finance minister,
Ernie Eves, ascended to the premiership by winning the leadership of the PC
Party. However, Premier Eves and the PCs lost the election in October 2003
to the Liberal Party of Ontario, installing Dalton McGuinty as Premier.
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Figure 21 shows the level of provincial program spending in Ontario
from 1993-94 to 2015-16. The period of restraint in the growth in program
spending from 1993-94 through to 2000-01 is fairly evident. The average annual
growth in program spending during this period was only 1.0 percent, which was
less than population growth and inflation. In other words, during this period the
provincial government in Ontario was increasing program spending but at a
rate that was less than the rates at which the population was growing and prices
increasing (inflation), such that per-person program spending was declining.

Beginning in 2001-02, the growth in annual program spending started
to increase. It reached 4.0 percent in 2001-02, 5.3 percent in 2002-03, and
8.1 percent in 2003-04 (figure 21). From a government spending perspective,
it’s clear that by 2003—04 restraint on the growth in government program
spending had ended. Indeed, from 2003-04 to 2010—11, when the provincial
government began to genuinely try to restrain spending again, average annual

growth in program spending was 7.0 percent.

Figure 21: Ontario Program Spending, 1993-94 to 2015-16
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

Notes: Starting in 1993-94, all numbers are presented based on the Public Sector Accounting Board
accounting system.

Due to a break in the series, data from 2001-02 onward are not directly comparable with earlier
years. Notably, education property taxes are reported as revenue, whereas previously they were
netted against expenditures.
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To understand the extent of the spending increases, consider that the
per-person spending by the provincial government, adjusting for inflation
(in real 2015 dollars), increased from $6,757 in 2001-02 (a low point dur-
ing this period) to a peak of $9,300 in 2010-11, which is an increase of 37.6
percent.””® Put simply, the Ontario government rapidly increased spending
between 2001-02 and 2010-11. This type of rapid increase in spending, par-
ticularly when it was not well prioritized or targeted, is antithetical to the
principles of the Chrétien Consensus.

As discussed in previous chapters, one of the central tenets of the
Chrétien Consensus was a smaller, smarter role for government in the econ-
omy. The exact opposite is seen in Ontario during this period. The increase
in government program spending meant that as a share of the economy, the
provincial government would play a larger, more active role. Specifically, the
share of the Ontario economy represented by the provincial government
increased from 13.2 percent in 2002-03 to 15.7 percent in 2008-09. It spiked
further in response to the global recession in 2008 and 2009, reaching 17.9
percent in 2009-10. It has since fallen slightly to 16.4 percent, which is still
markedly above the 13.2 percent recorded in the early 2000s."° Simply put,
the Ontario government comes to play a larger, more prominent role in the
provincial economy.

A second sign of the deterioration of the Chrétien Consensus in
Ontario was the willingness to finance its growing spending with deficits, as
illustrated in figure 22. The Progressive Conservative government of Ernie
Eves was the first government during this period to operate in deficit. The first
term of the McGuinty Liberal government saw improvement, moving from
a deficit of $5.5 billion in 2003-04 to a surplus in 2007-08 of $600 million.
However, the combination of the 2008—09 recession™' and an unwillingness
on the part of the provincial government to restrain spending growth (figure
21) resulted in a string of large deficits beginning in 2007-08. Specifically,
deficits between 2007-08 and the projections for 2015-16 ranged between
$6.4 billion and $19.3 billion (figure 22).

Given the deficits, particularly the large deficits post-2007-08, there
has been a pronounced increase in government debt in Ontario, which is yet
another sign of the departure from the Chrétien Consensus. In 2002-03,
the provincial net debt stood at $132.7 billion, or about 26.8 percent of the

provincial economy. The estimate for 2015-16 is that the province’s debt will
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Figure 22: Ontario Fiscal Balance, 1993-94 to 2015-16
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Source: Department of Finance, Fiscal Reference Tables (October 2016), retrieved from <http://www.
fin.gc.ca/frt-trf/2016/frt-trf-16-eng.asp> on November 10, 2016.

reach $305.2 billion, an increase of 130.1 percent. As a share of the economy,
the province’s debt now stands at 40.0 percent, which is second behind only
Quebec in terms of the size of the provincial debt."?

One important aspect to note about Ontario’s debt burden is the nature
of the debt. Readers know from their own finances that it is often reasonable
or even prudent to take on debt, for example, to buy a house, since the benefits
of the purchase will last for decades over which time the money can be paid
back. Similarly, it can make sense for government to borrow money to build
roads and other infrastructure so as to spread the cost of these assets over
the multiple generations that benefit from their use, assuming that multiple
generations will indeed benefit from such spending.'*

However, most of the recent debt accumulated by the Ontario gov-
ernment has not been of this kind. Rather, the government has been run-
ning operating deficits—in other words, borrowing money to finance current
spending. Operating deficits were responsible for two-thirds of the increase
in Ontario’s debt from 2009-10 to 2014—15 and, according to University of
Calgary professor Jean-Francois Wen, would account for about 52 percent of
the increase in debt over the 2002—-03 to 2017-18 period."**
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The final component of the Chrétien Consensus to unravel in Ontario
was tax competitiveness. Interestingly, the Liberals campaigned in 2003 on
not raising taxes “without the explicit consent of Ontario voters."** In other
words, the soon-to-be-governing Liberals were signaling to Ontario vot-
ers that any deficit would be dealt with through spending reductions or tax
increases that would be approved by referendum.

This promise was quickly broken as Premier McGuinty immediately
moved the province away from the core principle of the Chrétien Consensus
of competitive taxes. In fact, the day after the CBC reported that the “govern-
ment has no intention of raising taxes”*® based on comments made by the
Ontario finance minister, Premier McGuinty announced he would reverse the
corporate tax cuts and cancel the proposed future income tax cuts proposed
in the 2003 budget."’

In the very first budget of the Liberal government, the corporate tax
rate, which stood at 12.5 percent and was scheduled to be reduced to 11 per-
cent (and eventually to 8 percent by 2006),"* 132
The 2004 budget also introduced a new tax, called the Ontario Health

was increased to 14 percent.

Premium, which when fully implemented would require each Ontarian to pay
up to $900 a year, depending on their taxable income.'*

In addition, income tax rates applied to the province’s top earners were
increased in 2012 and again in 2014. The income tax change in 2012 increased
the marginal tax rate on income over $500,000 by 1.56 percentage points, to
18.97 percent. In 2014, the income threshold for the 18.97 percent tax rate was
lowered to $150,000 and a new tax bracket of 20.53 percent was established

141

and applied to income over $220,000.”" These changes exacerbated other
damaging policies that worsened Ontario’s tax competitiveness.'*

Ontario’s deteriorating fiscal situation and its slow recovery from the
2008-09 recession are in part the result of its shift away from the Chrétien
Consensus.'** The policies now dominating Ontario are the exact opposite
of the Chrétien Consensus: continued deficits, worsening debt, large-scale
increases in government spending, and increasingly uncompetitive taxes. This
set of policies creates an unstable environment for businesses, investors, and

entrepreneurs that ultimately leads to a less prosperous economy.
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2) Ending the Alberta Advantage by Discarding the Chrétien Consensus
Alberta’s departure from the Chrétien Consensus was more gradual than in
Ontario. The initial signs that the Alberta government was moving away from
the principles of the Chrétien Consensus began to emerge in the early 2000s.
It was during this period that restraint in the growth in government spending
by the provincial government began to weaken.

Figure 9 (page 24) shows the program spending of the Alberta gov-
ernment between 1990-91 and 2015-16. It is fairly clear that the period of
restraint in the growth of program spending, which began in 1993-94, ended
sometime around 2000—-01 to 2003—-04. For example, annual growth in pro-
gram spending reached 11.7 percent in 2001-02, 6.9 percent in 2003—04, and
11.2 percent in 2004—-05. Examining changes in per-person program spend-
ing, adjusting for inflation, also points to 2003—04 or so as a break point where
a steady increase in government spending begins.

Tellingly, by 2004 the government itself was aware of the risks associ-
ated with its recent spending increases. As then Finance Minister Patricia L.
Nelson noted in her 2004 budget address:

Mr. Speaker, another concern some may have about today’s budget is
the level of spending. It’s a lot of money. And for someone like me who
keeps a careful eye on the bottom line, I have to admit it gives me some

144

pause for thought.

In 2005, the government again acknowledged its concerns about
increases in spending. For example, then-Treasurer Shirley McClellan stated
that the government needs to “avoid the temptation to let temporary spikes
in oil and gas prices drive our spending decisions.”"*®

By 2007, the government fully recognized the unsustainability of its
existing spending path. Lyle Oberg, then finance minister, stated:

We too need to manage our expenses. We just can’t keep raising our
spending at these levels—even if strong energy prices and economic

growth continue."*®

And yet as illustrated in figure 9 (page 24), provincial program spend-
ing during this period increased significantly. For example, provincial program
spending increased 11.2 percent in 2004-05, 12.1 percent in 2005-06, 9.3
percent in 2006—07, and 21.1 percent in 2007-08. These rates far exceeded
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population growth and inflation, meaning that per-person spending in the
province was increasing, one of the clearer signs of a move away from the
Chrétien Consensus. Specifically, from 2003-04 to 2007-08, program spend-
ing per Albertan (adjusted for inflation) increased by 32.4 percent."”” Despite
repeated warning by successive provincial treasurers, the province continued
to ratchet up program spending at unsustainable rates.

It seems somewhat clear that once the province had achieved a debt-
free status in the late 1990s / early 2000s (figure 10), it experienced increasing
difficulty in restraining the growth in program spending. Indeed, the province
displayed almost no restraint in spending growth once the energy price boom
of the mid-2000s arrived."**

Figure 23 illustrates the dollar value of the province’s annual surplus
or deficit, adjusted for inflation, from 1992-93 through to 2015-16, as well
as the real price of West Texas Intermediate (WTI). Figure 23 is meant to
both present the government’s fiscal balance over this time as well as provid-
ing some context to the deficit by presenting the average annual price of oil.
Please note that both series are adjusted for inflation.’** As depicted in Figure
23, the recession of 2008-09 caused the Alberta government to go from a
surplus of $2.8 billion (2007-08) to a deficit of $1.0 billion despite record
high prices of 0il."° The turn from a surplus to a deficit during a recession is
not all that surprising given that government revenues are designed to decline
by a greater percentage than the economy and certain spending programs are
also designed to increase during periods of economic slowdown or recession.

The Alberta government’s finances did not, however, recover as the
economy recovered. Despite returning to economic growth, and experienc-
ing strong job creation and record high prices for oil, the Alberta govern-
ment failed to consistently balance its budget post-2007-08. Indeed, between
2008-09 and 2015-16, the government only balanced its budget once, in
2014-15. To reiterate, the government’s failure to balance its budget during
this period occurred in parallel with a boom in energy prices (figure 23).
The deficits incurred by the government during this period simply cannot
be blamed on low commodity prices. By contrast, the Klein government was
able to balance its budget and indeed run substantial surpluses during the
late 1990s and early 2000s with much lower oil prices. Again, the problem

was provincial spending.
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Figure 23: Alberta Fiscal Balance and Oil Prices, 1992-93 to 2015-16
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Sources: Department of Finance, Fiscal Reference Tables (2016, October), <http://www.fin.
gc.ca/frt-trf/2016/frt-trf-16-eng.asp> (accessed November 10, 2016); Statistics Canada, Table
326-0020 (Consumer Price Index); Government of Alberta (2016, June 3), Oil Prices, <http://
economicdashboard.alberta.ca/QilPrice> (accessed June 8, 2016); US Bureau of Labor Statistics,
Consumer Price Index, <http://www.bls.gov/cpi/> (accessed November 15, 2016); US Energy
Information Administration, Petroleum and Other Liquids: Spot Prices, <https://www.eia.gov/dnav/
pet/pet_pri_spt_sl_d.htm> (accessed November 15, 2016).

Notes: Fiscal balances are presented on a fiscal plan basis before 2000-01 and on a consolidated
basis in 2000-01 and after. Oil prices are in calendar years.

Unfortunately, oil and gas prices collapsed in 2015 and caused the

. 151
province’s finances to worsen further as resource revenues plummeted.”

However, the underlying cause of the deficit is not the collapse of resource

revenues since, as illustrated in figure 23, previous governments were able

to achieve balanced budgets with much lower oil prices. The main cause of

the persistent deficits is the inability of the provincial government to control

spending growth during good times. For example, as our colleagues have

pointed out in a series of studies:

Had the provincial government restrained program spending growth
to keep pace with inflation plus population growth since 2004,/05, the
government would be looking at a $4.4 billion surplus rather than a
deficit of $5.9 billion for the 2015/16 fiscal year.'”
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Simply put, the Alberta government let spending increase at unsus-
tainable rates during the boom years only to realize that the base of their
spending could not be supported in a more “normal” economy. The governing
NDP have now formally abandoned any commitment to balance the prov-
ince’s budget during their current mandate, which reinforces the expectation
that the current government intends to operate in deficit for the foreseeable
future.’

The consistent deficits post 2007—08 have resulted in a material dete-
rioration in the province’s overall financial position. Figure 24 illustrates the
net debt/financial position of the province between 1993-94 and 2015-16. In
1993-94, the province was in a net debt position of $13.4 billion. Recall that
net debt is a measure of indebtedness that accounts for not only debt (gross
debt) but also the financial assets owned by a government. Thus, in 1993-94,
the government of Alberta owed $13.4 billion more in debt than it held finan-
cial assets. The fiscal reforms of the Klein era and the subsequent surpluses

and debt reduction resulted in a net financial asset position by 2007-08 of

Figure 24: Alberta Net Debt, 1993-94 to 2015-16
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Source: Department of Finance, Fiscal Reference Tables (2016, October), <http://www.fin.gc.ca/frt-
trf/2016/frt-trf-16-eng.asp> (accessed November 10, 2016).

Note: Data are not fully comparable due mainly to various changes to accounting standards. See
note to figure 8 for major breaks in the series.

Fraser Institute e www.fraserinstitute.org



End of the Chrétien Consensus? o 63

$35.1 billion. In other words, by 2007-08, the province of Alberta had $35.1
billion more in financial assets than it owed in any remaining debt. Post 2007—
08, the asset position of the province has steadily deteriorated (figure 24).
Indeed, the current estimates suggest that Alberta will owe more in debt
than it has in financial assets in 2016—17. In fact, the net debt is forecast to
reach $19.8 billion by 2019-20, a figure well in excess of the debt accumulated
before Premier Klein assumed leadership of the province in the early 1990s."*

Perhaps one of the most singularly striking departures from the
Chrétien Consensus in Alberta and certainly a mark of the end of the Alberta
Advantage was the 2015 provincial budget submitted by newly minted
Premier Jim Prentice. The 2015 budget eliminated the single rate personal
income tax, which was among Premier Klein’s greatest achievements and
the hallmark of what was called the Alberta Advantage. The increase in the
personal income tax along with a new healthcare tax and several other rev-
enue measures totaled a proposed $2.2 billion in new or higher taxes for the
2016-17 fiscal year."

The Prentice Progressive Conservative government was short-lived,
however, as the Alberta NDP recorded a historic election victory in May
2015 ending decades of PC rule in the province. The new NDP government
quickly ended any pretense of adherence to the principles of the Chrétien
Consensus by introducing a slew of tax increases that noticeably reduced
the province’s competitiveness.'*® For instance, the NDP implemented a five-
bracket personal income tax system with a top tax rate of 15 percent, which is
a 50 percent increase over the pre-existing single-rate personal income tax.
The government raised the corporate income tax rate from 10 to 12 percent
and signaled a fairly strong anti-business ethos in the budget by calling the
lower rate a “failed experiment in undercharging our largest and most profit-
able corporations.*”’

The NDP government also introduced a carbon tax, which will reach
$30 per tonne by January 2018. Apart from neighbouring British Columbia,
no other jurisdiction in North America has a carbon tax that approaches this
level,”® and unlike in British Columbia, Alberta’s carbon tax is not revenue
neutral.® In other words, the revenues from the carbon tax in NDP will be
used to finance additional government spending rather than to reduce other
taxes. This is a fairly important policy issue since most economists that favour

carbon taxes also recommend using the resulting revenues to reduce more
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economically harmful taxes such as personal and corporate income taxes. The
NDP government in Alberta has increased all of these taxes.

The move away from the Chrétien Consensus in Alberta was more
gradual than in Ontario. It started under the Progressive Conservatives in
terms of a reduction in the willingness to make difficult decisions during
good economic times to restrain the growth in government spending. The
strong economy masked the underlying spending problems for several years
until the recession of 2007-08. Since the recession, neither the Progressive
Conservative governments nor the recently elected NDP have been successful
in getting the province’s fiscal house in order. The continued borrowing to
finance day-to-day spending has meant a marked deterioration in the prov-
ince’s indebtedness, which it worked so hard and for so long to establish. The
last pillar of the Chrétien Consensus has fallen most abruptly since the elec-
tion of the NDP government, which has substantially raised existing taxes and
introduced several new taxes making the province markedly less competitive.

A final observation before moving onto the next chapter is the degree
to which the other provinces not detailed in this chapter have also, to varying
degrees, moved away from the Chrétien Consensus.

Table 3 chronicles the state of budgets in all of the provinces. It mea-
sures the number of balanced budgets each province recorded from 2008—09
to 2014—15. Of the 74'°° budgets presented by the 10 provinces during this
period, only 15 were balanced. Indeed, Saskatchewan performed the best on
this measure and it only balanced 4 of the 7 budgets during this period.

More worrying is that only two provinces, British Columbia and
Quebec, have balanced operating budgets as of 2015-16. We qualify the
operating budget as opposed to the total budget because British Columbia
continues to borrow to finance capital spending even though its operating or
day-to-day budget is balanced. In addition, as noted in table 3, the plan for
balanced budgets for most provinces is well into the future and many of those
plans are tenuous at best.

The past decade has seen a significant shift away from the core prin-
ciples of the Chrétien Consensus. This shift was most evident in Ontario and
Alberta, though as summarily detailed in table 3, most of the provinces have
also moved away from the Chrétien Consensus, though thankfully to varying

degrees.
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Table 3: Balanced Budgets by Province, 2008-09 to 2015-16

Number of Budget balanced Projected/targeted date
balanced budgets in 2015-16? of balanced budget
from 2008-09
to 2014-15
NL 3 No 2022-23
PEI 0 No 2017-18
NS 2 No 2016-17
NB 0 No 2020-21
QC 1 Yes Currently balanced
ON 0 No 2017-18
MB 1 No 2023-24
SK 4 No 201718
AB 1 No No plan to return to balanced budget
BC 3 Yes Currently balanced

Source: Department of Finance, Fiscal Reference Tables (October 2016), <http://www.fin.gc.ca/frt-
trf/2016/frt-trf-16-eng.asp> (accessed November 10, 2016); RBC Economics (2016, November 14),
Canadian Federal and Provincial Fiscal Tables, <http://www.rbc.com/economics/economic-reports/
pdf/provincial-forecasts/prov_fiscal.pdf> (accessed November 15, 2016).
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Chapter 6

A New Liberal Government
in Ottawa Rejects the
Chrétien Consensus

Perhaps the most telling and surprising rejection of the Chrétien Consensus
has been by the new Liberal government in Ottawa. The successor Liberal
government to the Chrétien government has without any ambiguity rejected
the entirety of the Chrétien Consensus. However, the departure from or per-
haps weakening of the Chrétien Consensus has its roots in the Martin-led
Liberal government and the Liberals’ successor, the Harper Conservative
government.

Figure 25 illustrates federal program spending (total federal spend-
ing minus interest payments) starting in 1990-91 through to 2019-20. The
program spending amounts for 2016—17 and beyond are based on projections
included in the federal government’s November 2016 economic update.'®’
The colouring used in the figure is based on different periods of spending
and/or political leadership, each of which is discussed below. The nuances
in figure 25 are important in terms of understanding how the incremental
move away from the Chrétien Consensus chipped away at its core principles
and ultimately resulted in the total rejection of the consensus by the Trudeau
government.

The era of the Chrétien Consensus is coloured in bright red and repre-
sents both the period of spending reductions (1995-96 to 1996-97) and the
periods of restraint in program spending growth (1994-95, and 1997-98 to
1999-00). This period of spending restraint and reductions laid the founda-
tion for the balanced budget in 1997-98, the subsequent declines in federal
government debt, and critically important tax relief.
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Figure 25: Federal Program Spending, 1990-91to 2019-20
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Sources: Department of Finance, Fiscal Reference Tables (2016, October), <http://www.fin.gc.ca/frt-
trf/2016/frt-trf-16-eng.asp>; Department of Finance, Fall Economic Statement (2016), <http://www.
budget.gc.ca/fes-eea/2016/docs/statement-enonce/fes-eea-2016-eng.pdf>.

Note: Figures for 2015-16 and beyond are projections based on the Department of Finance’s Fall
Economic Statement, released in November 2016.

From 2000-01 to 2003-04, however, the Chrétien government
started increasing program spending at much higher rates than had previ-
ously been recorded. This period is coloured in yellow even though it was still
a Chrétien-led government. Federal program spending increased 9.9 percent
in 2000-01, 7.7 percent in 2002-03, and 6.3 percent in 2003-04, the last
year of Chrétien’s Prime Ministerial tenure. By contrast, the average increase
in program spending by the Chrétien government between 1993-94 and
1999-00 was -0.3 percent.

Paul Martin, Chrétien’s finance minister for most of this period,
assumed leadership of the Liberal Party and thus the government in December
of 2003. Quite surprisingly to many observers, Prime Minister Martin’s first
budget (2004-05) aggressively increased program spending by 14.6 per-
cent (figure 25). The Martin Liberal government went to the polls in June
of 2004 but only secured a minority government. The two years that Prime
Minister Martin led the government before going to the polls again in 2006
are coloured dark red.
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The Martin Liberals went to the polls again in January of 2006 hop-
ing to secure a majority mandate. Instead, the Conservative Party led by
Stephen Harper won a minority government. The Harper Conservatives did
not, however, exercise constraint in program spending. The initial years of
the Conservative government, in which program spending increased substan-
tially, are coloured in dark blue. Program spending increased by 7.5 percent
in2006-07, 6.2 percent in 2007-08, and 4.7 percent in 2008—09 (figure 25).
The nominal increases in spending by the Conservatives were substantial:
$13.3 billion in 200607, $11.9 billion in 2007-08, and $9.5 billion in 2008—
09. The National Post characterized the 2007 Conservative budget as follows:

The $200-billion Mr. Flaherty proposes to spend this year works out to
about $5,800 for every citizen. Even after you adjust for increases in
prices and population, that’s more than the Martin government spent
at its frenetic worst, when it was almost shoveling the stuff out the door.
It is more than the Mulroney government spent in its last days, when it
was past caring. It is more than the Trudeau government spent in the

depths of the early 1980s recession."®?

The cumulative increases by successive Liberal and Conservative gov-
ernments set the stage for a substantial ratcheting up of spending once the
recession took hold. In 2008, as the depth of the global recession became
clearer, the Conservatives went to the polls but like the Liberals before them
did not receive a majority mandate. Instead, the Canadian electorate provided
the Conservatives with another minority mandate. The 2009 budget by the
Harper Conservatives increased program spending by $36.2 billion, which
represents an incredible 17.1 percent increase. This is the largest single-year
increase in program spending for any year covered in figure 25. Importantly,
as the Conservatives markedly increased program spending, the opposition
parties were actually calling for even more spending.'®®

It’s important, however, to recognize several factors regarding the
spending increase in 2009-10. First, there was a global recession and a grow-
ing consensus that governments needed to stimulate their way out of the
recession. The Harper Conservatives were not immune to the political pres-
sures calling for action. Second, the Harper Conservatives were in a minority
position and therefore needed at least one opposition party to accept the pro-

posed budget, otherwise Canadians would be heading to the polls yet again.
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And third, which is almost always ignored, the spending increases imple-
mented by the Harper Conservatives were on top of considerable increases
implemented in the years prior by both Liberal and Conservative governments
(see figure 25).

Much of the new spending announced during this period was in the
form of so-called discretionary stimulus spending.'®* The intent of the surge
in spending was to stimulate economic activity in order to move the economy
out of the recession. The logic of this approach is that if the government
spends more money on goods and services, the total demand for goods and
services in the economy will increase, resulting in higher economic output
and job creation.

Before proceeding, it’s worthwhile to consider that there is no general
agreement on the effectiveness of the stimulus spending undertaken by the
Conservatives in 2009. For example, an empirical analysis of the stimulus
spending demonstrated that it was detached from the actual explanation for
why the Canadian economy emerged from recession. In other words, the
“stimulus” provided by the increase in government spending was not the
reason the Canadian economy emerged from recession.'®® Economist and
Maclean’s national editor at the time, Andrew Coyne, agreed, writing that the
stimulus spending “besides ineffective, was unnecessary” and that it was “plain
as day” that the stimulus spending “had nothing to do with the recovery.'*®

To their credit, the Harper Conservatives reduced program spending
in the following budget by 2.0 percent. The Conservatives captured a major-
ity mandate in 2011. As is evident in figure 25, the Conservatives constrained
growth in program spending for the entirety of this mandate. Program spend-
ing increased, on average, 0.5 percent between 2010-11 and 2014-15. This
latter period of the Conservative government is coloured in light blue and
highlights a prolonged period of restraint in government spending growth.

The constraint in program spending growth imposed by the Harper
Conservatives during this period (2010—11 to 2014—15) meant that, as a share
of the economy, federal spending was declining. The reason is that the Harper
Conservatives restrained growth in federal spending below the rate of growth
in the economy every year during this period. Federal program spending as a
share of the economy declined from 15.8 percent in 2009-10, the year before
the constraint was introduced, to 12.9 percent in 2014—15, which is the last

full year of the Harper Conservatives’ mandate.'®’
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However, the Harper government’s approach to achieving a balanced
budget was noticeably different from the Chrétien Liberals and the general
approach of the Chrétien Consensus. Their approach was to slow the growth
in program spending (figure 25, light blue bars) and allow revenues to catch
up. Recall that the Chrétien Liberals reformed and reduced spending for two
years and then constrained its growth for the third year in order to achieve a
balanced budget and smaller government. The Conservative approach meant
larger deficits for a longer period. All told, the Conservative government accu-
mulated $157.1 billion in net debt between 2008—09 and 2013-14. The Tories
delivered a balanced budget in 2014—15 in advance of the fall 2015 election.

The election of the Trudeau Liberals in the fall of 2015 is a clear and
unmistakable rebuke of the Chrétien Consensus since they campaigned on
and are now implementing policies entirely in contradiction to the principles
of balanced budgets, declining debt, smaller and smarter government spend-
ing, and competitive taxes.

The Trudeau Liberals ran on a promise to increase federal government
spending financed largely by deficits in order to improve economic growth.
Part of the platform called for higher taxes on higher income earners and
lower taxes for middle-income earners. There was also a proposal for both
more infrastructure-type spending and more redistribution to the middle-
class.’®® Put simply, the Trudeau Liberals called for a larger, more prominent
and active federal government.

Figure 25 shows the total increase in proposed program spending
by the federal government starting in 2015-16 (coloured in purple) while
figure 26 breaks down the proposed spending plans of both the Conservatives
and the Liberals in order to better illustrate the large, incremental increases in
spending planned by the Liberals. Note that 2015-16 is somewhat of a transi-
tion year in that the Conservatives lost the election in October 2015 and the
Liberals began increasing spending almost immediately, even though they
didn’t deliver their first full budget plan until the spring of 2016.

Figure 26 is instructive in terms of understanding the totality of the
increases in spending planned by the Liberal federal government. The bottom
part of each bar up to 2019-20 shows the base level of program spending pro-
posed by the Harper Conservatives in their 2015 budget. The Tories proposed
for program spending to increase from $274.3 billion in 2016—17 to $302.6

billion in 2019-20, an increase of 10.3 percent.
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Figure 26: Growth in Planned Federal Program Spending, 2016-17 to 2020-21
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Sources: Department of Finance, Fiscal Reference Tables (2016, October), <http://www.fin.gc.ca/frt-
trf/2016/frt-trf-16-eng.asp>; Fall Economic Statement (2016), <http://www.budget.gc.ca/fes-eea/2016/
docs/statement-enonce/fes-eea-2016-eng.pdf>; Budget 2015, <http://www.budget.gc.ca/2015/docs/
plan/budget2015-eng.pdf>.

The first Trudeau Liberal budget (March 2016) implemented increases
above and beyond those proposed by the Conservatives. Specifically, the 2016
Liberal government budget increased federal program spending by $17.1 bil-
lionin 2016-17, $21.9 billion in 2017-18, and $15.7 billion in 2019-20. In other
words, the Trudeau Liberals plan to take program spending from an initially
proposed level of $274.3 billion in 2016-17 to $326.0 billion by 2020-21."%

Between the spring 2016 budget and the economic update in November
0f 2016, the Trudeau Liberals have further increased their spending plans. The
annual increases recognized in the fall update are illustrated in figure 26 by the
top of the bar graphs. The fall update indicates that federal program spending
will reach $317.2 billion by 2019-20."°

One of the central tenets of the Chrétien Consensus has clearly been
discarded in Ottawa. Not only is there a lack of restraint with respect to

increases in program spending but there is now an active and purposeful
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push for even more spending. The concept of limited, prioritized, and smarter
government spending has been rejected and replaced with a more activist,
expansionary, and interventionist federal government.

The Trudeau Liberals have also called for and are now implementing
an expansion in the role of the federal government relative to the Canadian
economy. Budget 2015, the last budget presented by the Harper government,
estimated that federal program spending would represent 12.9 percent of
the Canadian economy in 2017-18."”" The increases, both implemented and
planned for by the Trudeau government, will see federal program spending
increase to 14.6 percent of the economy in 2017-18."*

The marked and purposeful increases in federal spending have by
design been financed by deficits. Figure 27 shows the annual fiscal balance
(surplus or deficit) of the federal between 2007-08 and the projections to
2020-21 (based on the November 2016 economic update). As already dis-
cussed, the unwillingness of the Harper Conservatives to reduce program
spending meant a slower return to a balanced budget and thus more debt
accumulation starting in 2008—09 through to 2013-14.

However, the Trudeau Liberals have now deliberately placed the fed-
eral finances back in deficit. The baseline for fiscal balance, that is surpluses
or deficits from the Conservative budget in 2015, showed small surpluses in
2016-17 through to 2019-20. The Liberal Platform called for deficits of $9.9
billion in 201617, $9.5 billion in 2017-18, $5.7 billion in 2018-19, and a mod-
est return to surplus ($1.0 billion) in 201920 (figure 27)."*

The 2016 Budget, the Liberals’ first budget as government, showed
much larger deficits and no return to a balanced budget in their mandate.
Specifically, the annual deficits were projected to reach $29.4 billion in 2016—
17, $29.0 billion in 201718, $22.8 billion in 2018-19, $17.7 billion in 2019-20,
and $14.3 billion in 2020-21 (figure 27)."”* These figures, however, included
difficult to see contingencies of roughly $6 billion per year."”” Thus, the actual
cumulative deficits proposed in the 2016 Budget from 2016—17 to 2020-21
were $30 billion lower than presented.

The November 2016 update indicates even worse deficits than origi-
nally presented in the 2016 budget and the revised forecast has discarded the
contingency. Specifically, the federal government now plans to accumulate
$114.9 billion in deficits over the 2016—17 to 2020-21 period, with no plan

for a return to a balanced budget."”®
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Figure 27: Federal Fiscal Balance, 2007-08 to 2020-21
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Sources: Department of Finance, Fiscal Reference Tables (2016, October), <http://www.fin.gc.ca/frt-
trf/2016/frt-trf-16-eng.asp>; Fall Economic Statement (2016), <http://www.budget.gc.ca/fes-eea/2016/
docs/statement-enonce/fes-eea-2016-eng.pdf>; Budget 2015, <http:.//www.budget.gc.ca/2015/docs/
plan/budget2015-eng.pdf>; Liberal Party of Canada, A Plan for a Strong Middle Class (2016), <https://
www.liberal.ca/files/2015/10/New-plan-for-a-strong-middle-class.pdf>.

Neither the Harper Conservatives nor the Trudeau Liberals will main-
tain a positive record on indebtedness, though the Conservatives at least have
the global recession of 2008 to partially blame for their accumulation of debt.
The current estimate from the federal government is that the federal debt (or
accumulated deficit, defined as net debt minus non-financial assets) will reach
$731.8 billion by 2020-21."” That represents an 18.8 percent increase in the
national debt during a single term of the federal government with no recession.

It’s interesting to consider the rationale offered for the substantial
increase in spending by the federal government, which is financed almost
entirely by borrowing. The Liberals campaigned in 2015 on the need to

improve economic growth and prosperity, a goal the authors wholeheartedly
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agree with. Annex 2 of the Liberals’ first budget (2016) has an extended dis-
cussion and analysis of the growth-improving measures introduced in the
budget. Simply put, the budget calculates increases in economic growth based
on the increased spending by the federal government. To the Liberals credit,
their analysis is quite specific. For instance, in Table 2.3 on page 256 of the
2016 Budget, they calculate that economic growth will improve by 0.5 percent
in 2016-17 and a full 1.0 percent in 2017-18. In addition, they expect these
measures to create a net 43,000 new jobs in 2016—17 and another 100,000
jobs in 2017-18."*

The problem for the federal government and Canadians more broadly
is that the expectation is for lower economic growth, not higher economic
growth as predicted and expected by the Liberals’ 2016 budget. Figure 28 illus-
trates the consensus expectations of the economists involved in the federal
government’s planning process. In the fall update in 2014, the panel’s con-
sensus view was that future economic growth (2015-2019) would average
2.3 percent. That consensus was lowered to 2.2 percent in the spring budget
of 2015. The consensus for future economic growth, specifically for the 2016
to 2020 period included in the spring budget 2016, the Liberals’ first, was 1.9

Figure 28: Forecast for Future Economic Growth
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Source: Department of Finance, Fiscal Reference Tables (2016, October), <http://www.fin.gc.ca/frt-
trf/2016/frt-trf-16-eng.asp>; Fall Economic Statement (2016), <http://www.budget.gc.ca/fes-eea/2016/
docs/statement-enonce/fes-eea-2016-eng.pdf>; Budget 2015, <http://www.budget.gc.ca/2015/docs/
plan/budget2015-eng.pdf>.
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percent. That consensus view was downgraded further to 1.7 percent in the
November update (figure 28)."”° Simply put, the federal government is spend-
ing a considerable amount of money, almost all of which is being borrowed
to achieve lower, not higher rates of economic growth.'*

The Harper Conservatives incrementally moved away from the
Chrétien Consensus with respect to how best and how quickly to balance
the budget after entering into deficit. These principles were jettisoned entirely
by the Trudeau Liberals, who both ran on and are now implementing large-
scale increases in government spending and are financing almost all of the
increase through deficits.

Unfortunately, the rejection of the Chrétien Consensus in Ottawa
doesn’t end there. Both the Conservatives and the Liberals have, to different
extents and in varying ways, rejected the principle of tax competitiveness.

The Tories” record is a mixed one on taxes. Most importantly and
positively, the Conservatives continued the corporate income tax reductions
initiated under the Chrétien Liberals. They also reduced the overall tax bur-
den, bringing it more in line with competitors.

Unfortunately, much of the reduction in the tax burden was achieved
through a reduction in the national sales tax, the GST, and increases to exist-
ing tax credits and the creation of new ones. The GST, which taxes con-
sumption and is fairly transparent and comparatively low-cost to maintain,
is generally seen as one of the better taxes in Canada’s mix of taxes and other
revenues.'® Many economists criticized the Conservative government for
reducing the GST while maintaining personal income tax rates, which are
generally not competitive with most of the countries Canada does business
with, which places the country at a competitive disadvantage.'®

The proliferation of tax credits, also known as tax expenditures, dam-
aged the country’s tax competitiveness by complicating the tax code and imped-
ing meaningful broad-based personal income tax reductions.'® During the
Conservative Party’s time in power, over 100 tax expenditures “were introduced
or substantially amended” according to an article published by the Canadian
Tax Foundation.'®* As UBC economist Kevin Milligan observed, it is “relatively
clear that the motivation behind these tax credit changes was to exercise inter-
est group politics rather than to implement a consistent tax policy."*

As proposed during the 2015 campaign, the Liberals increased the top

marginal personal income tax rate to 33 percent by creating a new tax bracket
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for those with income over $200,000.'%¢

Repeated analyses have shown that
one of the key areas in which Canada continues to be uncompetitive is with
respect to personal income taxes for upper-income earners. Specifically, our
rates tend to be uncompetitive and they’re effective at comparatively low levels
of income. The Liberal tax increase makes Canada even less competitive on
personal income taxes.'®’

The Trudeau Liberals in conjunction with the provinces have also agreed
to expand the Canada Pension Plan (CPP), which will raise payroll taxes on
both low- and middle-income workers."** Specifically, the combined employer-
employee contribution rate will increase from 9.9 percent to 11.9 percent over
the 2019 to 2025 period. In addition, a new second bracket for the CPP tax will
be introduced for workers earning above the maximum level, which in 2016
was $54,900. The new tax will apply to income between the old maximum and
roughly $83,000. The purpose of this book is not to question the merits of this
expansion'® but simply to document that it represents yet another tax increase
that runs contrary to the principles of the Chrétien Consensus.

The federal government has also announced that it will impose national
pricing on carbon. Again, the intent of this book is not to question the par-
ticular economic benefits of such a policy but rather to raise the issue of com-
petitiveness. Given the dearth of action on carbon pricing by other countries,
particularly other energy-producing countries like the United States, such
a policy would place Canada’s various carbon intensive sectors at a marked
disadvantage to their competitors.'*

The clarity of the rejection of the Chrétien Consensus in Ottawa is
unparalleled relative to the experiences in the provinces, since not only did the
Trudeau Liberals campaign on policies in direct contradiction to the Chrétien
Consensus but once achieving government have deepened the rejection of
the policies and principles that served the nation so well in the 1990s and
2000s. Specifically, the federal government has purposefully increased spend-
ing substantially and financed almost all of the increase through borrowing,
which will markedly increase the national debt. The federal government has
also worsened the country’s tax competitiveness with respect to personal
income taxes, which is an area the country was struggling with even before the
Liberal tax increases were implemented. Simply put, the federal government
has embraced deficits and rising debt, substantial increases in spending and a

more active role for the federal government in the economy, and higher taxes.
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Conclusion and Recommendations

This project is chiefly about clarifying how the Chrétien Consensus was
achieved across political parties and geographically during the 1990s, as well
as detailing the economic results both for governments and citizens. The
policy combination of balanced budgets, declining debt, smarter and smaller
government spending, and competitive taxes established the foundation
for prolonged economic prosperity and success. It created an environment
where businesses and entrepreneurs could flourish, which meant that work-
ers also prospered. This allowed Canada to take full advantage of the oppor-
tunities brought about by fluctuations in the exchange rate, the commodity
price boom, and lower interest rates which without the sound policies of the
Chrétien Consensus would have yielded fewer economic benefits.

A question emerging from this analysis is whether Canada and the
provinces are doomed to repeated cycles over time of embracing the prin-
ciples of the Chrétien Consensus, enjoying the benefits that emanate from
the sound policy foundation provided by the Chrétien Consensus, and then
moving away from it as citizens become complacent and forget the costs of
rejecting the policies of the Chrétien Consensus, only to be forced to return
to these principles after either recognizing the folly of the alternatives or from
the financial crises that often accompany the policies being pursued currently.

The main answer to this question is that vigilance and persistence in
educating Canadians about the benefits of the Chrétien Consensus are ongo-
ing and never truly end. Whenever Canadians become complacent about
sound policies like balanced budgets, smart government spending, and com-
petitive taxes, those policies will be questioned and, as we’re now experienc-
ing, undone. In other words, constant efforts have to be forthcoming to ensure
that the political culture of Canada is one that values and indeed demands the

sound policies of the Chrétien Consensus.
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A second alternative, which is still contingent on a political culture
supportive of the Chrétien Consensus, is the introduction of binding laws
that limit the ability of governments to deviate from the principles of bal-
anced budgets, smarter and smaller government spending, and competitive
taxes. The introduction of such laws is a complicated undertaking and one
that extends beyond the scope of this book, but it should nonetheless be
considered as one method by which to avoid the cycle discussed above.'

Returning to the principles of the Chrétien Consensus will require first
and foremost that citizens demand such policies. Only then will governments
start to make the difficult decisions needed to reign in government spending,
achieve balanced budgets, begin reducing debt, and start to refocus on tax
competitiveness. Such policies delivered strong economic prosperity in the

1990s and 2000s, and given the opportunity will do so again.
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