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EXECUTIVE SUMMARY

Momentum has been building over the past severa yearsfor fundamental reform of federal and
provincia child benefits, based on the concept of an integrated child benefit. A half century-old idea
whose political timefinally has come, anintegrated child benefit would replace the variousfederal and
provincial child benefit programswith asingle system providing equal benefitsto all low-income fami-
lieswith children, regardless of their source(s) of income.

The 1997 federal Budget announced complementary actions on the part of the federal and pro-
vincial/territorial governmentsto build together aNational Child Benefit System. Thefederal govern-
ment will enrich and reconfigure its Child Tax Benefit/Working Income Supplement to create asingle
Canada Child Tax Benefit paying the same maximum benefit to al low-income familieswith children,
while continuing to provide partial benefits to the majority of non-poor families. The provinces and
territorieswill reducetheir welfare benefits on behalf of children by the amount of theincreasein federal
child benefits, though they have agreed to reinvest the resulting savingsin other programs and services
for low-incomefamilieswith children. Such programscould includeincome-tested child benefits, earn-
ings supplements for the working poor, child-related social services (e.g., child care) and provision of
in-kind benefits (e.g., supplementary health care) to all low-incomefamilies.

The main purpose of this report is to develop key elements of an evaluative framework as a
means of monitoring and directing the shape that the National Child Benefit System will take in the
coming years. The proposed evaluative criteriaflow from the authors' vision of afully-devel oped and
effective integrated child benefit for Canada. Thisvision, inturn, isgrounded in our understanding of
the history of Canadian child benefits— the public purposes upon which they have been constructed in
the past, theinfluences surrounding them, and their rolein thelarger context of Canadian socia security
and economic devel opment.

Canada's child benefit system has undergone major changes throughout this century which, in
both philosophy and substance, reflect the evolution of the welfare state in general. Born during the
First World War as a tax-delivered, selective and regressive children’s tax exemption geared to the
minority of families with taxable incomes, the federal child benefit system expanded by adding toward
the end of World War Two a universal base of Family Allowances serving all families with children,
regardless of income. Changes in the 1970s introduced important elements of progressivity with the
introduction of the refundable child tax credit for lower-income and middle-income families, taxation of
Family Allowances, asubstantial increasein Family Allowancesand the al-important protection of full
indexation of benefits and thresholds. Under the Conservative regime of the 1980s and 1990s, federal
child benefits underwent a revolution which transformed them from a universal though overall not
progressive system to a progressive and income-tested system serving the low-income and middlie-
income majority of Canadian familieswith children. 1n 1993, Family Allowancesand the refundable and
non-refundable child tax credits were replaced by theincome-tested Child Tax Benefit, which also pro-
vides aWorking Income Supplement for working poor familieswith children.

Though not widely recognized as such, child benefits also are delivered by the provincial and
territorial governments, traditionally through their welfare systemsin theform of cash and in-kind bene-
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fits paid to families on behalf of children. The infusion of federal cash through the enriched Canada
Child Tax Benefit and reinvestment agreement with the provincesisintended to reduce and eventually
replace welfare benefitsfor children with achild benefit system geared to al low-income familieswith
children. But even before the announcement of the National Child Benefit System in the 1997 federal
Budget, BC had created Canada's first integrated child benefit; in July of 1996, the BC Family Bonus
replaced income assistance (i.e., welfare) benefits on behalf of children with an income-tested benefit
payableto all low-income families with children in the province as well asto modest-income families.
Saskatchewan, Quebec and New Brunswick also are creating their own integrated child benefit pro-
grams. Quebec aready offers an earnings supplement for working poor families with children, and
Alberta, Saskatchewan and New Brunswick plan earnings supplementsaswell.

The roots of the concept of an integrated child benefit can be traced as far back asthe architec-
ture of Canada's postwar social security system drawn by Leonard Marshin 1943. But hisproposal for
asingle, stand-alone, federal child benefit program was not implemented, and instead a hodgepodge of
federal and provincia child-related benefits grew like Topsy after the war. The idea of an integrated
child benefit resurfaced in the 1980s as a key element (albeit not legislated) for reforming Ontario’s
welfare system, and in the 1990s in the federal Social Security Review and the work of the Caledon
Institute of Social Policy. The integrated child benefit progressed from concept to political reality
largely due to the efforts of the provincial and territorial governments in the landmark Report of the
Ministerial Council on Social Policy Reform and Renewal of 1995. In 1996, a federal-provincial/
territorial working group of officials was established to design the National Child Benefit System
announced in the 1997 federal Budget, and is continuing to work on its implementation. The federal
government has committed an additional $850 million to the original $850 million infusion of new
money to create the Canada Child Tax Benefit.

The authors of this report offer their own vision of the essential characteristics of a mature
integrated child benefit system. Thesefeaturesinclude: abroadly-based, income-tested system based on
grossfamily income; fully-indexed benefits and threshol ds; a substantial increasein maximum benefits
over timefirst to fully replace welfare expenditures on behalf of children (a $2,500 maximum benefit
target) and then to raise the level to cover the cost of raising a child for low-income families (a $4,000
maximum benefit target); and improvements in benefits for modest-income families along with future
increases to the maximum benefit to avoid additional increases in the marginal tax rate of low-income
families.

Based on thisvision of an integrated child benefit, the report presents key evaluative criteriato
guide and measure progress in constructing the National Child Benefit System and offers some mea-
sures of the objectivesthat governments have put forward, aswell asadditional objectives proposed by
the authors. Governments have set three main objectives for the National Child Benefit System —
preventing and reducing the depth of child poverty, promoting attachment to the workforce (thus reduc-
ing welfare casel oads), and reducing overlap and duplication of child-related benefits. Thereport adds
to this list the objectives of adequacy, fairness, promoting dignity and independence, and economic
stabilization.

The report argues that depth of poverty, not incidence of poverty, is the more appropriate mea-
sureof theNational Child Benefit System’ santi-poverty impact — particularly during the devel opmental
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stage when maximum benefits have not yet reached their mature level. The National Child Benefit
System legitimately can be expected to reduce the average and total depth of poverty among low-
income families with children, though initsinitial phase only for low-income families not on welfare
(i.e., the working poor and low-income families on Employment Insurance). However, over time a
mature child benefit system with a higher maximum benefit should reduce the depth of poverty among
all low-incomefamilieswith children, and may even reduce the poverty rateto some extent. Thereport
cautions governments and socia groups not to tout the National Child Benefit System as a way of
preventing poverty.

Over time, the National Child Benefit System should help reduce welfare casel oads by reducing
the number of families going on and increasing the number going off welfare, though other factors
(especially the state of the economy) all too easily can swamp this effect. The National Child Benefit
System should not be sold as a Pied Piper of welfare reform, promising to lead legions of families off
socia assistance and into the labour market.

Thereport argues strongly for tangible measures of the objective of adequacy, whichiscrucia to
the successful growth and performance of the National Child Benefit System. One clear criterion of
adequacy is the level of maximum benefits, which by the year 2000 should reach the $2,500 annual
target required to supplant welfare-delivered child benefits, and $4,000 within the first decade of the
next century as arough proxy for the cost of raising a child (this target amount is subject to revision
depending on the findings of the recommended study of the cost of raising children in low-income
families). Another requirement of adequacy isfull indexation of both benefitsand incomethresholdsfor
the Canada Child Tax Credit when it comesinto forcein 1998 and of provincial child-related benefits.
The long-forgotten child benefit objective of economic stabilization should be measured using econo-
metric methods.

The development of the National Child Benefit System should not be assessed solely by govern-
ment. The report proposes that an independent body be established to track progress in implementing
the National Child Benefit System. Thisimportant function could be vested in aParliamentary institu-
tion — such as a national Ombudsman for children — or it could be undertaken by a non-governmental
organization. In addition, Statistics Canada could be asked to develop a regular series of statistical
reports specifically meant to measure progressin implementing child benefit reform. Social groups have
avital role to play in this process by monitoring both the development of the National Child Benefit
System and itsformal evaluation.

The current child benefit system is assessed against the eval uative criteriaand found wanting in
severa important respects. Maximum benefitsaretoo low. Partial deindexation of federal child benefits
and non-indexation of provincia welfare-delivered child benefits constitute a persistent and pernicious
social policy virus that weakens the child benefit system’s capacity to achieve al three of its basic
objectives— anti-poverty, horizontal equity and economic stabilization. Partial deindexation resultsin
an ever-changing child benefit system that does not perform in practice the way government portraysit
intheory.

Thefederal-provincia child benefit system overall iscomplex and inconsistent in key elements
of itsdesign. It doesnot treat all low-income familieswith children equally, and thusformsamajor part
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of the welfarewall. The economic stabilization role of child benefits has been weakened not only by
inadequate indexation, but al so substantial cutsin benefitsfor non-poor familiesduring the 1980swhich
have not been fully compensated by improved paymentsto low-incomefamilies. Theuse of anet family
incomedefinition for federal child benefitsis cost-ineffective and introduces both horizontal and vertical
inequities.

Although it isfar too soon to evaluate the new child benefit system, which isinitsinfancy, its
overall philosophy and design hold out great promise — if thefederal government continuesto invest the
money required to fully replace welfare benefits on behalf of children and then enriches the system
further to reach the $4,000 target. Details are sketchy at the time of writing on provincial child benefit
initiatives, but if the BC experience is any guide, the income-tested integrated programs planned by
Saskatchewan and Quebec bode well for the future. Though the BC Family Bonus has been operating
for just over ayear, our analysis (which included focus groups of recipients and front-line workers) is
generally very positive. BC's pioneering social program can offer valuable lessons for the federal and
other provincial governmentsin reforming their respective child benefits.

The report raises several issues involving the design and future development of the National
Child Benefit System and offers suggestions on to how to deal with them. Theresolution of theseissues
will be important for the future devel opment of the National Child Benefit System from its promising
beginningsinto the fully mature and effectiveintegrated child benefit that we envisage.

Although contentious among welfare rights advocates and social groups, the requirement not to
‘passthrough’ increased child benefits to welfare recipients during thefirst phase of reform is aneces-
sary part of the sea-change of child benefits; the rationale for this decision should be explained by
governments and debated openly. The report argues that the use of net income introduces vertical and
horizontal inequitiesinto the child benefit system and wastes val uabl e resources on well-off families; it
recommendsthe use of grossincome, though with special attention paid to the potential negativeimpact
of this change on self-employed groups. Federal and provincia child benefits should fully index both
their rates and income threshol ds to stem the erosion of benefits and steady compression of child bene-
fitsdown theincome spectrum with each passing year. Governments should investigate potential prob-
lemswith the definition of family for child benefit purposes; as benefitsincrease, the temptation to not
report a spouse’s income could increase, resulting in waste and unfairness. The report reiterates its
rational e and recommendations asto the amount and timing of futureincreasesin thelevel of maximum
child benefits.

4 Caledon Ingtitute of Social Policy



INTRODUCTION

The provinces and the federal government have set out on a joint endeavour to develop a
National Child Benefit System. The foundation of the new system will be an integrated child benefit,
which itself will take a number of years to fully mature. This report develops a framework for the
evaluation of theintegrated child benefit, asameans of monitoring and directing the shapeit will takein
the coming years.

The proposed evaluative criteria flow from the authors’ vision of a fully-developed, adequate
integrated child benefit for Canada. Thisvision, inturn, isaproduct of our understanding of the history
of Canadian child benefits— the public purposes upon which they have been constructed in the past, the
influences surrounding them, and their role in the larger context of Canadian social security and eco-
nomic development. Consequently, thefirst section of thereport briefly summarizesthe devel opment of
the Canadian child benefit systemin this century, dealing mainly — though not exclusively — with federal
programs. The second section then discusses the roots of the concept of an integrated child benefit and
presents our vision of the essential characteristics of amature integrated child benefit system. Itisthis
vision which provides the basis for the remainder of the report.

The report’s third section presents key evaluative criteria to guide and measure progress to-
wards an effective integrated child benefit for Canada. The fourth section assesses the current child
benefit system against the eval uative criteria, and doesthe samefor federal and provincial child benefit
reforms— except for British Columbia, whose new BC Family Bonusisdiscussed separately in thefifth
section. Thesixth section raises several issuesinvolving the design and future devel opment of the child
benefit system and offers the authors’ suggestions on how to deal with them.

It isour hopethat thisreport will prove useful and timely in thisformative stage of the National
Child Benefit System as the federal and provincial/territorial governments continue to build together

thisimportant new social program for familieswith children.
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DEVELOPMENT OF CHILD BENEFITS

In July 1996, British Columbialaunched the BC Family Bonus, thefirst integrated child benefit
program in Canada. Late in 1995, the provincial and territorial governments (except for Quebec) re-
leased ajoint Report of the Ministerial Council on Social Policy Reformand Renewal which, inter alia,
called upon the federal government to work with them to create an integrated child benefit system for
Canada. The 1997 federal Budget announced that Ottawa and the provincial/territorial governments
areworking together to build aNational Child Benefit System through complementary and cooperative
reforms of their child benefitsand welfare systems.

These recent and planned changes hold out the promise of creating a stronger, fairer and more
effective child benefit system that will form an essential component of a comprehensive strategy to
tacklechild poverty. But theemerging federal and provincial child benefitsreformsarenot entirely new
ideas. Rather, they build upon the trend to income-tested social programs over the past two decades as
well asahalf century-old concept — an integrated child benefit. This section sketches the evolution of
child benefits, while the next section traces the devel opment of the concept of an integrated child bene-
fit.

Objectives of child benefits

The child benefit system today — and the new one that is emerging with the creation of the
National Child Benefit System — differ significantly from the system that was born in the two world
wars. At the sametime, though, the current and nascent child benefit systems still have strong rootsin
the purposes that were established many years ago. Over time, federal and provincia child benefit
programs in Canada have assumed among them three broad objectives.

horizontal equity - to recognize the fact that parents have heavier financial demands
than childless couples and single peopl e with the same employment
incomes, and acknowledge the contribution that all parents make to
society in raising future citizens, workers and taxpayers.

anti-poverty - to supplement the incomes of poor and modest-income families with
children.
economic stabilization - to put cash into the hands of parents and thereby stimulate consumer

demand, aiding recovery from recession.

Feder al child benefits

We briefly summarize here the key changesto federal child benefits, dividing their history into
four phases. Overall, the long-term — and continuing — trend is toward greater ‘targeting,” meaning
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gearing child benefits to need as measured by family income. Since the late 1970s, the anti-poverty
objective has taken on greater weight at the expense of the horizontal equity objective.

the first phase — regressive targeting

Federal child benefits throughout most of thefirst half of this century were inversely geared to
need, excluding the lower-income majority of families and delivering benefits only to the better-off
minority. Benefitswere delivered through theincometax system intheform of incometax savingsfrom
the children’stax exemption (temporarily changed to a non-refundabl e credit from 1942 to 1946). The
children’s tax exemption distributed its benefitsin aregressive manner: The higher the claimant’s tax
bracket, the larger his (it was mainly ‘his’ in those days) income tax savings because the children’s tax
exemption reduced taxable income. The federal child benefit system excluded families which did not
owe income tax — the majority, in those times of widespread poverty and low average incomes.

the second phase — untargeted universality

Family Allowances added anew child benefit in 1945, delivered as anon-taxable monthly cash
payment to all motherson behalf of their children, which established auniversal foundation for the child
benefit system. Family Allowancesextended child benefitsto poor families, which from 1945 until 1978
received their federal child benefitsfrom thissingle program. However, from 1947 on, non-poor fami-
lies with children received both Family Allowances and income tax savings from the children’s tax
exemption; better-off families received larger income tax savings from the children’s tax exemption.
Poor familieswhich did not qualify for the children’stax exemption got smaller total child benefitsthan
did non-poor families. The new system was universal, but was not geared to need as measured by
income.

the third phase — progressive universality

The 1970s brought significant increases in child benefits and several changeswhich geared the
child benefit system more positively to income. 1n 1973, Family Allowances were tripled and fully
indexed to the cost of living: Both changes benefited poor families most since child benefits form a
larger proportion of their income and they suffered most in relative terms from unindexed benefits that
lost valuetoinflation. Along with the 1973 increase, Family Allowances became taxable, which made
them *progressive’ indistribution sincetheir value decreased asincomesincreased and viceversa: The
higher taxpayers’ marginal tax rate, the moreincome tax they paid on Family Allowances and the lower
their net (i.e., after-tax) benefits. However, the children’stax exemption offset the taxability of Family
Allowances. 1n 1978, thefederal government created anew child benefit program, the refundable child
tax credit, which provided its maximum benefit to low-income families, adeclining amount to middle-
income familiesand nothing to thewell-off. Like Family Allowances, the refundable child tax credit was
indexed to the cost of living — both its benefits and the income threshold for maximum payments. For
thefirst time, theincometax system was used to deliver benefitsto familiestoo poor to oweincometax.

Despite these various changes which benefited lower-income families in particular, the overall
distribution of child benefitsstill bore nological or defensible relationship to need as measured by family
income. A family earning $50,000 received more child benefitsthan familiesearning $15,000 or less. In
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1984, the final year of this phase of federal child benefits, atwo-earner family earning $100,000 with
two children got $1,515 worth of child benefits; a family earning $10,000 received $2,197 in child
benefits— only $682 more than the family with ten timesasmuch earned income. A $100,000 family got
larger child benefitsthan families earning between $70,000 and $90,000.

the fourth phase — progressive targeting

The 1980s brought additional targeting. The children’stax exemption wasreduced in 1987 and
then, in a reprise of the 1942-46 interlude, converted to a non-refundable child tax credit in 1988.
Whereasthe children’stax exemption was aregressive social program providing benefitsin theform of
incometax savingsthat increased with income, the non-refundable child credit gave virtually all taxpay-
ing familiesequal incometax savings. However, the non-refundable child tax credit still excluded fami-
lies below the taxpaying threshold and was worth less than the maximum in the case of familieswhose
incometax liability waslessthan the value of the credit. The equivalent-to-married exemption, abenefit
paid on behalf of thefirst child in single-parent families, al so was converted to anon-refundabl e credit.
The refundable child tax credit enjoyed a substantial boost in the latter half of the decade, including a
new supplement for children under 7.

Thefederal child benefit system, which had been fully indexed to the inflation rate since 1973,
was partially deindexed as of 1985 — a profound change that is still in effect today. Asexplained later,
partial deindexation isaregressive measure which works against the progressive changes.

Figure 1 TOTAL FEDERAL CHILD BENEFITS, TWO-EARNE
WITH TWO CHILDREN, BY FAMILY EARNINGS, 1984 Al
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data: Caledon Institute of Social Policy
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Figure 2 CHANGE IN TOTAL FEDERAL CHILD BENEFITS, TWO-EAF
COUPLE WITH TWO CHILDREN, BY FAMILY EARNINGS, 1984/19
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data: Caledon Institute of Social Policy

Ottawa announced the imminent demise of universal child benefitsin 1989 by requiring upper-
incomefamiliesto repay moreor (if their incomeswere high enough) all of their Family Allowances by
means of a clawback administered through the income tax system. The measure was phased in over
three years between 1989 and 1991, one-third each year. Asof 1991, well-off families received what
amounted to temporary Family Allowances sincethey had to pay back through the clawback at income
tax timethe benefitsthey had received the previousyear. Thisget now/pay back later, pretend-universal
Family Allowance was one of the more peculiar episodesin the history of Canadian social policy.

The 1990s brought aformal break with universality and a shift to awholly income-tested federal
child benefit system. In 1993, thethree major federal child benefits— Family Allowances, therefundable
child tax credit and the non-refundable child tax credit — were replaced by asingleincome-tested Child
Tax Benefit which increased payments to working poor families with children (by paying a Working
Income Supplement), maintained the level of benefitsto other low-income families, reduced benefitsfor
middle-income families and removed benefits from upper-income families. The 1997 federal Budget
announced further significant changes which are the main subject of this report — an increase and re-
structuring of the Child Tax Benefit into the Canada Child Tax Benefit which will provide equal federal
paymentsto all low-income familieswith children, and reinvestment of provincial government savings
from reduced provincial welfare expenditures on behalf of children (resulting from increased federal
child benefits) in other provincia income programs or social services for low-income families with
children.
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Thestriking changes since 1985 are summarized in Figure 1, which comparesthe distribution of
federal child benefitsunder the old systemin 1984 and the Canada Child Tax Benefitin 1998. (The 1984
numbers have been converted to 1998 dollarsto allow avalid comparison by adjusting for the impact of
inflation on the value of the dollar.) The old system was universal and not progressively geared to
income. The new system, though no longer universal, still servesthe majority of Canadian familieswith
children but distributesits benefitsin aprogressive fashion.

Figure 2 showsthe changeinfederal child benefitsindollar terms. For two-earner coupleswith
two children, low-income familieswill enjoy increasesin federal child benefits of up to around $1,000,
while non-poor familieswill suffer losses that range from $360 for those earning $30,000 to $1,500 for
those earning $80,000 or more.

Figure 3 expresses the gains and losses in federal child benefits as a proportion of family earn-
ings. Familiesearning lessthan $25,000 will experienceincreasesin federal child benefitsranging from
10.7 percent of earningsfor those earning $10,000 to 0.1 percent of earningsfor families earning $25,000
(i.e., no significant change). Families earning over $25,000 |ose child benefits, the amount rising with
income. Inrelativeterms, middle-income familiesin the $40,000-$60,000 group (the latter isabout the
average earnings for a family with two children) have been hardest hit, those earning just $45,000 —
$15,000 below average earnings — most of all. However, measured in proportion to families total
earnings, the cuts in child benefits for middle-income and upper-income families are relatively small,
whereas the increases in benefits for low-income families — though not spectacular — are more signifi-
cant.

Figure 3 CHANGE IN TOTAL FEDERAL CHILD BENEFITS, TWQ
COUPLE WITH TWO CHILDREN, AS % OF FAMILY EARNINGS, -

5 change in benefits as % of earnings

10 |
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family earnings ($000)

data: Caledon Institute of Social Policy
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Provincial child benefits

The provinces and territories operate various child benefit programs which in almost all cases
areamed at the anti-poverty objective. Quebec providesnot only benefitsfor low-income familieswith
children, but also auniversal child income tax credit to all familiesin support of the horizontal equity
objective.

welfare benefits for children

Most provincia and territorial governments make payments on behalf of children through their
socia assistance (welfare) systemsat an estimated total cost of $2 billion, or 40 percent of the $5 billion
federal Child Tax Benefit. The significant exceptions are British Columbia and Quebec which, as
explainedinalater section, recently launched innovative social programsreplacing their welfare benefits
for children withincome-tested child benefitsfor low- and modest-income familieswith children, whether
they are on welfare or in the workforce.

The amounts and design of welfare benefits for children, asfor adults, vary considerably from
one province to another. Welfare benefits for children range in most provinces from around $1,200 to
$1,800 per child per year for basic needs (excluding shelter costs), though afew provinces pay below or
abovethisrange. Inaddition to cash payments, welfare programs may pay on behalf of children special
allowances (e.g., winter clothing allowances), in-kind benefits (e.g., supplementary health and dental
care, and prescription drugs) and housing subsidies. To qualify for social assistance, applicants must
undergo a comprehensive and intrusive ‘ needs test’ which scrutinizes their incomes, fixed and liquid
assets, and budgetary needs.

other provincial child benefits

Several provinces also operate other income security programs for children. In the 1970s,
Saskatchewan pioneered an income-tested program for children — the Family Income Plan (FIP) —
payableto both welfare and working poor families. Manitoba' s Child Related Income Support Program
(CRISP) isanother income-tested program directed to poor familieswith children. Eligibility for both
FIP and CRISPis determined on the basis of family income and an assetstest. Until thisyear, Quebec
provided avariety of cash child-related benefits, including Family Allowancesfor all children, benefits
for newborns and young children, and earnings supplements for working poor families, changesto this
system are noted below.

new provincial child benefits

Several provinces are undertaking innovative reforms of their child benefits. Some provinces
arereplacing welfare benefitsfor children with income-tested child benefits payableto all lower-income
familieswith children, including the working poor. Some provinces are providing cash supplementsto
bolster the earnings of working poor parents.

Albertato date has not planned to create atruly integrated child benefit. Instead, it has opted to
create a new wage-based program for working poor families with children, while continuing to pay
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welfare benefitson behalf of childreninwelfarefamilies. Albertahasannounced that its Family Employ-
ment Tax Credit will be phased in between January 1997 and January 1998. Like the soon-to-be-
eliminated federal Working Income Supplement, the Alberta Family Employment Tax Credit isintended
to supplement the earnings of working poor familieswith children. The maximum Family Employment
Tax Credit will equal the 1996 federal Working Income Supplement and will be phased in at the rate of
amaximum $500 per family per year ($250 per child) in 1997 and amaximum $1,000 per family per year
($500 per child) in 1998.

The credit is calculated as 8 cents for every dollar of family employment earnings (either from
wages or self-employment) above $6,500 and isreduced by 4 centsfor every dollar of family net income
above $25,000. The maximum Family Employment Tax Credit will go to families between $19,000 and
$25,000; benefitswill disappear when net family income reaches $50,000.

Some 130,000 low- and middle-income familieswith 200,000 children are expected to benefit
fromAlberta’snew program. Revenue Canadawill deliver the Family Employment Tax Credit using the
Canada Child Tax Benefit administrative apparatus. The Albertacredit will be delivered twice ayear,
based on federal income tax data.

Saskatchewan, which created Canada' sfirst income-tested child benefit in 1974 with its Family
Income Plan, has proposed atwo-tier system of income support for low-incomefamilies. Thefirst tier
will bethe Saskatchewan Child Benefit, replacing welfare benefits on behal f of children with anincome-
tested benefit for all low-income families, whether on welfare or in the workforce. The design param-
eters of Saskatchewan's new integrated child benefit program had not been finalized at the time of
writing.

Saskatchewan’s second tier will be an Employment Supplement to bol ster the employment earn-
ingsof low-incomefamilies, including welfare familieswith part-time earnings. The maximum benefit
and other design features will vary according to family type and size. The proposed Saskatchewan
Employment Supplement will replaceall or amost all of the‘work incentives' inthewelfare system but
will provide equal work incentivesto the working poor. Details are still to be announced.

Quebec is undertaking a mgjor redesign of its various child-related benefits as part of a new
family policy. A new family alowance program for low-income and modest-income familieswith chil-
dren, including the working poor as well as those on welfare, will provide for the essential needs of
children. Benefitsare paid on amonthly basis. The new family allowance program cameinto effect in
September 1997.

For two-parent families, the maximum new family allowanceis$975 ayear each for thefirst and
the second child and $398 for the third and each additional child, payable to families with net income
under $21,825 — the threshold for maximum benefits. Abovethisthreshold, paymentsarereduced at the
rate of 30 centsfor every dollar of net family income between $21,825 and $25,920, 50 centsfor every
dollar of net family income between $25,921 and $49,999, and 5 cents for every dollar of net family
income above $50,000. Eligibility for benefits ends at net family income of $52,620 for families with
one child, $56,100 for families with two children and $64,060 for familieswith three children.
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Single-parent families receive an additional maximum annual family allowance of $1,300 per
family on top of the ratesfor two-parent families. Thethreshold for maximum benefitsis$15,532 in net
family income. Above this threshold, benefits are reduced by 50 cents for every dollar of net family
income between $15,532 and $20,920, 30 centsfor every dollar of net family income between $20,921
and $25,920, 50 centsfor every dollar of net family income between $25,921 and $49,999, and 5 cents
for every dollar of net family income above $50,000. Eligibility for the new family allowance endsat net
family income of $52,620 for familieswith one child, $56,100 for familieswith two children and $64,060
for familieswith three children.

Thenew family alowancereplacesfour child benefit programs— welfare (knownassocia aidin
Quebec) benefitsfor children, the Quebec family allowance, the allowance for young children and the
allowancefor newborns. Thenew family allowanceintegratesin one program welfare benefits on behal f
of children and the Quebec basic family allowance— and eliminatesthe allowancefor young children and
allowance for newborns (the latter program will be phased out between 1997 and 2002 and recipient
children born before October 1, 1997 will continue to receive the benefit). Although the universal
Quebec family allowance program isgone, the child benefit systemwill retain auniversal base by means
of the Quebec child income tax credit, which is worth $520 for the first child of a two-parent family,
$780 for the first child in asingle-parent family and $480 for the second and each additional child for
both types of family. We regard the child income tax benefit de facto as part of Quebec’s child benefit
system.

Totakeinto account changesin thefederal child benefit system (i.e., the shift in 1997 from a per-
family to per-child Working Income Supplement to be followed in 1998 by the Canada Child Tax
Benefit), Quebec is adding atop-up for welfare families with children to ensure that they will not lose
any benefits during the transition to the new system. The monthly top-up is $63 for the first child and
$35.42 for the second child; single-parent families (but not two-parent families) get an additional $18.50
per month for the third child. The top-up will end in July 1998 when the Canada Child Tax Benefit
comesinto effect.

Quebec’s Parental WageAssistance Program, an earnings supplement for working poor families
with children, will continue though with some changes in its parameters. 1n 1997, the Parental Wage
Assistance Program phasesin at the rate of 28.5 cents for each dollar of employment earnings above
$1,200. The maximum supplement is$3,534 for two-parent familiesand $2,422 for single-parent fami-
lies, payable up to $13,600 for couples and $9,700 for one-parent families. Benefits are reduced by 43
cents per dollar above the thresholds, disappearing at $21,825 for two-parent families and $15,332 for
single-parent families.

New Brunswick announced in its most recent Budget atwo-tier provincial child benefit system
combining anincome-tested child benefit and an earnings supplement which parallel the current federal
Child Tax Benefit and Working Income Supplement, though with different benefit levels. Both pro-
gramswill bedelivered by Revenue Canada, taking advantage of thefederal Child Tax Benefit adminis-
trative machinery.
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The New Brunswick Child Tax Benefit will pay up to $250 per child per year for familieswith
incomes up to $20,000; an estimated 50,000 low-income familieswill receive benefits. However, inits
initial form at least, this program will not pay a large enough benefit to replace welfare payments on
behalf of children.

The New Brunswick Working Income Supplement will pay up to $250 per family per year.
Benefits will phase in above family earnings of $3,750 and will reach the maximum amount between
$10,000 and $20,921 to phase out once family income reaches $25,921. An estimated 24,000 working
poor familieswill receivethis earnings supplement.

Asnoted, BC wasthefirst jurisdiction to create an integrated child benefit. Launchedin July of
1996, the BC Family Bonus delivers an income-tested benefit to all low- and modest-income families
with childrenin the province. We examine this magjor advance in socia policy in some detail in alater
section.
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AN ADEQUATE INTEGRATED CHILD BENEFIT

The essence of the concept of an ‘integrated child benefit’ isto provide acommon child benefit
to all low-income families with children, whether they get their income from work, welfare, Employ-
ment Insurance or some combination thereof. Children are ‘removed from welfare’ in the sense that
their income benefits come from outside the welfare system. Children in working poor families and
other low-income families (e.g., those on Employment Insurance) receive equivalent levels of benefit
from the same integrated system as children in welfarefamilies. Theterm ‘integrated’ denotestheaim
of combining current diverse income support expenditures on low-income children into a single new
system.

Origins of the concept of an integrated child benefit

Theideaof anintegrated child benefit gained prominence when it was proposed by the Ontario
Social Assistance Review Committee in its 1988 report Transitions. However, the concept is much
older, dating at least as far back as World War Two. Social policy pioneer Leonard Marsh's famous
1943 blueprint for Canada’s postwar social security system proposed a ‘ children’s allowance’ which
today wewould label anintegrated child benefit [Marsh 1943: 85]. He argued that child benefits should
be delivered through anew program separate both from welfare, which then (asnow) provided benefits
for children, and from proposed social insurance programsfor unemployment, health care, disability and
old age (which, with the exception of the fledgling 1940 Unemployment Insurance program, did not
exist at that dawn of the modern welfare state).

Marsh characterized child benefits as ‘the key to consistency’ to the social insurance-based
socia security system that he and other social reformerswanted politiciansto build asakey element of
the postwar reconstruction of Canada. Marsh proposed afederal child benefit program, financed out of
general revenues, to operate independently of social insurances financed through payroll taxes. Con-
temporary policy-makers should be reminded of the reasons for Marsh’s recommendation — which
remain as valid today as they were a half century ago — as they build an integrated child benefit for
Canada.

If social insurance programs were to function properly in Marsh’sideal social security system,
they should not themselves provide children’ sbenefits because reci pients familieswoul d receive income
not availableto familiesin theworkforce at similar or even lower levelsof income. Children’sbenefits
tied to social insurance programs would result in inconsistent treatment of families on and off social
programs. The same argument went for welfare, which then — as now — paid benefits on behalf of
children, resulting in inconsistent treatment of families on welfare and other low-income families. In
today’s parlance, Marsh was concerned about equity and disincentive problems created when child
benefits are provided by social insurance and welfare programs.

Moreover, socia insurance schemes were intended to meet either temporary or (in the case of
old age pensions) end-of-life-cycle income needs. But many — in those days, most — parents needed
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child benefitsto supplement their inadequate wages throughout their child-rearing years, not just when
contending with income losses from unemployment, illness or accidents which social insurances were
intended to replace. Marsh argued that child benefits should be financed out of general revenuesrather
than the payroll taxes that would fund social insurance programs because society as a whole benefits
from parents' child-rearing work and has a stake in helping offset the cost of raising children. In the
model social security system envisioned by the socia policy visionaries of the 1930s and 1940s, social
insurances, children’sallowances and employment each had clear, distinct and essential — though inter-
related — rolesto play in providing the security that the economy had proven so incapable of delivering
during the terrible years of the Great Depression.

Marsh's framework for social security was only partly put in place after the war. One of the
major omissions was a separate program of children’s allowances that would replace child benefitsin
other programs. The children’s tax exemption was resurrected when Family Allowances were intro-
duced. The new Family Allowances program was pegged at such alow (and unindexed) level that it
could not provide an adequate supplement to the earnings of lower-wage families. To help correct this
flaw, in the 1970s Ottawa boosted and indexed Family Allowances and created a refundable child tax
credit to substantially increase total federal child benefits for low- and modest-income families. In
1993, Family Allowances and the refundabl e and non-refundable child tax credits were replaced by the
Child Tax Benefit, which added a benefit for the working poor in the form of the Working Income
Supplement. Other social programs also paid benefits related to the number of children in the family.
Welfare continued to provide benefits for some poor children. Additional child income benefits grew
over the years in Unemployment Insurance and its successor Employment Insurance, the Canada and
Quebec Pension Plans, veterans' benefits, workers' compensation, the refundable GST credit and vari-
ous provincial tax reductions and credits.

An adequate integrated child benefit

The heart of the concept of an integrated child benefit is to provide a common level of child
benefitstoall low-incomefamilies, ideally by recombining all federal and provincia income benefitsand
tax expenditures on behalf of childreninto asingle system or program, along with additional financing to
raisethelevel of maximum benefits. (We distinguish between ‘ system’ and ‘ program’ because an inte-
grated child benefit could be delivered in the form of separate federal and provincial programs which
mesh together in a single system — and, in fact, will be so configured in the immediate future in the
several provinces which are mounting their own income-tested child benefit programs.)

A single, common level of child benefit isrequired for purposes of fairnessand to avoid financial
penalties for work. The principle of horizontal equity, normally associated with middle- and upper-
incomefamilies, also should apply to low-incomefamilies; regardless of their source and mix of income,
al low-income families should receive equal child benefits. Child benefits thus should be * portable,’
providing a stable and assured source of income for eligible families regardless of where they live and
work (or do not work, in the case of families recelving Employment Insurance or welfare). To avoid
potential work disincentives, eligiblefamiliesin the workforce should receive the same amount of child
benefits as those which are unemployed or not in the labour force.
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Butif thereisto beafully integrated child benefit delivering paymentsequally to al low-income
families with children, it obviously must fully replace child-related welfare benefits. Welfare is the
program of ‘last resort’ for people who havelittle or no other assets, so the amount of child benefitsfor
families on welfare ideally would be sufficient to raise achild. Thus, while an integrated child benefit
pursuesthe goals of fairnessand removal of financial penaltiesto work, its ultimate objective should be
to pay for theincremental cost of raising achild for low-income familieswith children.

Weare not alonein our position. Inintroducing itsinnovative new family allowance program (a
form of integrated child benefit), the government of Quebec stated that: “The objective of the new
program is to consolidate existing programs to cover al of the essential needs of the children of low-
incomefamilies, whether the parentsarereceiving social aid or areworking” [Quebec 1997]. Whilewe
do not mean to suggest that the government of Quebec supportsour view asto thelevel of child benefits
required to meet this standard, nonethel ess the Caledon Institute and Quebec agree on the basic objec-
tive of an integrated child benefit.

The standard of adequacy for afully-integrated child benefit system must be an amount sufficient
to pay the added cost of raising achild for familieswith low incomes. However, even an adequate child
benefit cannot be expected to address adult poverty, so thissingle socia program alone cannot solvethe
problem of poverty among families. Child benefits must be complemented by other social and employ-
ment policies of vital importance to low-income families, such as an adequate minimum wage, afford-
able and good quality child care, family support services, employment development services, adequate
adult welfare and Employment Insurance benefits, and a low-income tax credit to ease the rising
income, payroll and GST tax burden on low-income taxpayers and to stop the steady decline in the
taxpaying threshold. In designing an adequate integrated child benefit, we are developing acornerstone
of Canada's social security system, not a stand-al one program purporting to be amagic panaceafor all
theillsof poverty, inequality and unemployment.

The cost of raising children isacomplex and unresolved issue which requires further research.
No commonly accepted estimates exist. Rather, there are bits and pieces of datafrom various pointsin
time which bear directly or indirectly on this question. We offer only afew such results here for pur-
poses of illustration.

The Social Planning Council of Metropolitan Toronto periodically conducts detailed studies of
the cost of living for familiesin the region which include data on children. The most recent figuresare
for 1991; we have converted them to constant 1997 dollars. The amounts vary by age and sex of child
and by family type (one-parent and two-parent).

For single-parent families, the average annual amount was $5,716 for an only child; for two
children, the average was $5,263 for the older child and $5,454 for the younger child. The averagefor
an only child in a two-parent family was $5,653 [Social Planning Council of Metropolitan Toronto
1992].

Another study estimated the cost of raising achild in Ontario in 1988 to be $3,273 for afamily
with income of $25,000, excluding housing and child care expenses, and $4,281 including these costs
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(al figures have been converted to 1997 dollars). Expenditureson children were found to rise substan-
tially withincome— e.g., for afamily with income of $57,000, $9,631 without housing and $13,031 with
housing [Douthitt and Fedyk 1990].

The federal government’s new child support payment guidelines are avaluabl e source of infor-
mation since they are based on up-to-date data on expenditures on children according to number of
children, parental income level and province. Since the custodial parent is expected to contribute a
similar amount as the support-paying parent, we doubled the child support amounts (which are for the
support-paying person only). For example, the support amounts for BC parents with one child range
from $2,592 for parents with income between $10,001 and $12,000, to $4,824 for incomes between
$20,001 and $22,000; $6,696 for incomes between $30,001 and $32,000; $12,216 for incomes between
$60,001 and $62,000; and $25,792 for incomes between $148,001 and $150,000. The amountsdecline
with the number of children. For example, the support guidelines for parental income of $22,000 are
$4,824 for one child, $8,064 for two children (which averages to $4,032 per child) and $10,680 for
three children for an average $3,560 per child [Government of Canada 1996].

Statistics Canada's low income cut-offs vary according to size of community and number of
family members. For metropolitan centres of 500,000 or larger, the estimated |ow income cut-off in
1997 for afamily of three ($29,032) is $5,297 more than the cut-off for afamily of two ($21,735); the
cut-off for afamily of four ($32,722) is $5,689 more than for a family of three; and the cut-off for a
family of five ($36,577) is $3,855 morethan for afamily of four. Whilethelow income cut-offs do not
distinguish between children and adults, these increments offer at least a rough proxy for the cost of
raising achild for low-incomefamilies.

We recommend that the federal and provincial governments, in consultation with social groups
and non-governmental experts, undertake a study of the cost of raising children. While the main focus
for National Child Benefit System purposes should be on the cost of raising children in low-income
families, other incomelevelsaswell as other relevant characteristics should be examined — e.g., family
type, order and age of child, province and community size.

For purposes of our report, we propose that a mature integrated child benefit provide a maxi-
mum benefit of $4,000 per child. Obviously no single amount can reflect the varying costs of raising a
child even among low-income families, since so many variables comeinto play. Nor would we recom-
mend acomplex rate structurefor child benefit purposes, sincethat would giveriseto difficult boundary
problems and associated inequities. However, some variation according to age and/or order of children
could be considered — asisthe case for Alberta and Quebec, which took up the federal offer to vary
their federal Family Allowance and Child Tax Benefit rates, though Quebec has decided not to vary its
Canada Child Tax Benefit rates. But a$4,000 target would seemto bein theball park, and isnot ahigh
figureinlight of availablefigures. Sinceit will take someyearsto reach that target, there will beample
time to conduct the recommended research and come up with options for a benchmark maximum pay-
ment for amature integrated child benefit system.

Admittedly, $4,000 is substantially more than the current $1,233 maximum federal Child Tax
Benefit for a child under 7 and the rough average of $2,500 in combined federal and provincid (i.e.,
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welfare) child benefits currently paid to welfare familieswith children. A $4,000 target isalso far above
the new Canada Child Tax Benefit's maximum payment of $1,625 for thefirst child and $1,425 for each
additional child. An intermediate target should be to extend the average level of child benefits for
welfarefamilies— $2,500 per child —to al low-income children. Thisintermediate target would permit
welfare-related child benefitsto be fully replaced. The next stage — raising child benefit levels above
$2,500 to reach the target of $4,000 — would increase child benefitsfor all low-income families, inclu-
ding those on welfare.

Anadequate child benefit system must fully index both itsbenefit ratesand family incomethresh-
oldsfor maximum paymentsto provide astable and consistent level of benefit over time. Fully-indexed
benefits and thresholds are essential to maintain the broadly-based child benefit system which we con-
sider necessary for the emerging National Child Benefit System. Whilethe amount of benefit should be
geared to level of family income, with maximum payments to those with low incomes and diminishing
payments to those with higher incomes, further increases in the maximum child benefit required to
achieve a mature system should improve benefits for modest-income families (e.g., $25,921-$35,000)
by easing the reduction rates, which otherwise would have to become steeper — thereby elevating the
marginal tax ratesfor familiesin thisincome range and thus potentially posing astronger disincentiveto
improve earnings.

Opinionsdiffer ontheimportance of auniversal basefor child benefits, whichin any caseisnow
amatter of historical interest sinceit endedin 1991 when the clawback of Family Allowanceswasfully
implemented. We do not proposeto resurrect thisage-old and largely academic debate here. However,
we believe that amodel child benefit system must be broadly-based, serving not just poor families but
modest- and middle-incomefamiliesaswell.

A child benefit reserved for poor families alone would require very high marginal tax rates that
would pose significant barriersto employment. Supposethe child benefit paid a$4,000 per child maxi-
mum benefit and imposed a 25 percent taxback rate— itself quite high when stacked onincometaxesand
other social benefits. Therewould be a$32,000 income range over which child benefits declined for a
family with two children, extending partial benefits to modest-income families, though benefitswould
end at far below average income in this hypothetical example (the average income for couples with
children was $60,082 in 1995). The only way to confine all child benefits to low-income families and
prevent any paymentsfrom going to those with modest incomesisto impose confiscatory taxback rates
of 40 percent or higher. But extremely high taxback rates would defeat the very purpose of the inte-
grated benefit. An integrated child benefit paying adequate maximum benefits must spread payments
over avery broad band of income, extending at least into average income range, thereby serving the
majority of familieswith children and, for most families, meeting horizontal equity objectives.

A broadly-based, income-tested child benefit aso has other advantages. It will not stigmatize
low-income familieswith children and — if experience over the past two decadesisany guide— standsa
far better chance of being sustained and even enhanced. 1t will serve the economic stabilization objec-
tive better than a for-the-poor-only approach.
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In summary, our vision of an adequate child benefit system includes:

o abroadly-based, income-tested monthly cash child benefit serving low- and middle-incomefamilies
with children.

e maximum benefits payableto al low-income familieswith children regardless of their source(s) of
income, with diminishing paymentsto non-poor families.

e under amature system, maximum benefits should cover the cost of raising achild (e.g., $4,000 per
child as aprovisional target) for low-income families; the interim target should be to extend to all
low-income familiestheleve of child benefitscurrently paid to welfare families (around $2,500 per
child on average).

¢ Dbenefitsand income thresholds should be fully indexed to the cost of living.
e asmaximum benefitsrise, increases must be extended to modest-income familiesto prevent taxback

rates from becoming unacceptably high and to improve child benefitsfor familieswhich are above
the poverty line but still substantially below averageincome.
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MEASURING PROGRESS

An essentia task in building a new child benefit will be to measure progress. This section
develops an overall framework for evaluating the National Child Benefit System. We hope that this
framework can provide a basis for a more detailed, comprehensive evaluation plan to be developed
jointly by thefederal, provincial and territorial governments, in consultation with social groupsand non-
governmental experts.

The governments objectives: a critical assessment

Evaluation requires that a set of objectives be established against which to measure perfor-
mance. Therefore, to permit evaluation, governments need to set clear objectivesfor the National Child
Benefit System. However, asthefirst major social policy response to Parliament’s 1989 Resol ution to
fight child poverty, the National Child Benefit System isproneto unrealistic expectations, and it may be
tempting to set out unrealistic and ultimately unachievable objectives. It isall the more important in
these circumstances to define the objectives with great care and precision.

The federal and provincial governments have proposed three objectives for the National Child
Benefit System according to the 1997 federal Budget paper Working Together Towards a National
Child Benefit System:

1. to help prevent and reduce the depth of child poverty.

2. to promote attachment to the workforce — resulting in fewer families having to rely on
social assistance— by ensuring that familieswill always be better off asaresult of finding
work.

3. to reduce overlap and duplication through closer harmonization of program objectives

and benefits and through simplified administration.

Beforeturning to other objectives not included in the abovelist, we critically review thesethree
objectives as proposed by government.

1. to help prevent and reduce the depth of child poverty

a. reduce the depth of child poverty

Thefederal, provincia and territorial governments chose their words judiciously in specifying
that the National Child Benefit System aimsat reducing the‘ depth’ of child poverty. The most common

measureisthe‘incidence (also known as‘rate’) of child poverty, meaning the percentage of childrenin
familieswith incomes below the poverty line. The' depth of poverty,” sometimesknown asthe* poverty
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gap,” isthenumber of dollarsbelow the poverty linethat the average low-income family falls. 1n 1995,
the average depth of poverty was $9,298 for two-parent families with children and $8,345 for single-
parent families, using Statistics Canada' s low income cut-offs as poverty lines.

Statistics Canada cautions that its low income cut-offs are neither measures of poverty nor
official measures of low income. However, the low income cut-offs are so widely (mis)used that they
have become de facto official poverty lines. This report follows common practice and uses the low
income cut-offs (and estimates of the incidence and depth of ‘low incomeness’ derived from them) as
poverty/low incomelines. The use of different poverty lineswould not materially affect our argument.

Depth of poverty is superior to incidence of poverty as a measure of the impact of social pro-
grams such as child benefits. Indeed, incidenceisan inappropriate way to eval uate the effectiveness of
anti-poverty programs. A simple hypothetical illustration makesthis point.

Suppose a population of 100,000 people, of whom 10,000 or 10 percent have incomes below
the poverty line (i.e., the incidence of poverty is 10 percent). One hypothetical social program pays
$1,000 to 1,000 people who are near (within $1,000 of) the poverty line, for atotal cost of $1 million.
Our other hypothetical program pays $1,000 to the 1,000 people who fall farthest below the poverty
ling, for the same $1 million program budget. The first program reduces the poverty rate from 10
percent to 9 percent — that may not seem significant, butinfactitisinrelativeterms— and helpsonly the
least worse-off 10 percent of the poor. The second program helps the poorest 10 percent of the low-
income population but has no impact on the rate of poverty sincea$1,000 increaseintheincomes of the
poorest, though very important to them, can lift none of them anywhere near the poverty line. Whichis
the better, more sensible anti-poverty program? We would choose the second program, because it
improves the living standards of the poorest. The first program only skims the top of the poverty
population and does nothing to help those with incomes substantially below the poverty line.

Whilethisisacontrived example, it makes an important point for real-world socia policy: 1f we
evaluate anti-poverty programs by the extent to which they reduce the incidence of poverty rather than
depth of poverty, for any amount of money we would always be more *effective’ concentrating the
money as much as possible only on people closeto the poverty line. Inan epidemiological anaogy, this
approach would be like saying a treatment is better that cures only those who are not very sick, as
opposed to atreatment that might not ‘ cure’ but which much more significantly reducestheintensity of
theillness among those who aremost ill. It is precisely because of thiskind of problem that epidemio-
logical studiesinthe health field have devel oped outcome measures such as* number of quality adjusted
years of life' rather than merely looking at the question of ‘cure’ or ‘not cure.” (‘Number of quality
adjusted years of life' isameasure of the added number of years of life a person has as aresult of the
intervention, adjusted to take account of the quality of life so that a person continuing to live in a
vegetative state is not counted.)

Moreover, the criterion of reducing incidence stacksthe deck against anti-poverty programsand
leads to the charge that ‘ nothing works.” The sad reality is that it would cost an enormous amount of
money for government to pay enough benefitstolift all families abovethe poverty line. Thetotal depth
of poverty for families with children amounted to $6.7 billion in 1995. As aresult, unless Canadian
taxpayers become much more generous, it is unlikely that government income programs will ever
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entirely ‘solve’ the problem of poverty. But we can ease considerably the intensity of poverty, by
improving theincomes of low-income Canadiansthrough income security programs such aschild bene-
fits. To returnto our epidemiological analogy, it isunlikely that government programswill ever ‘ cure’
poverty, but they canincrease substantially the * number of quality adjusted yearsof life’ by reducing the
depth of poverty.

Areal life example servesto make the point. When the Canada Child Tax Benefit isintroduced
in 1998, it will increase the maximum payment for alow-incomefamily with two children under 7 from
$2,466 to $3,476 — an increase of $1,010. The average income of two-parent families below the low
income cut-off was $20,020 at last count (1995). The low income cut-off for afamily of four ranged
from $31,753 for ametropolitan centre (500,000 or larger) to $21,944 for rural areasin 1995. A $1,010
increasein federal child benefits would raise an average low-income couple with children to $21,030,
which is still $10,423 below the low income cut-off for a metropolitan centre; $6,105 below the low
income cut-off for acity of 100,000-500,000; $6,016 bel ow the cut-off for centresin the 30,000-100,000
size; $4,137 below thelinefor communities of lessthan 30,000; and $914 bel ow the low income cut-off
for rural areas.

On the other hand, $1,010 more per child is not an insignificant increase in income to a poor
family. Thelower theincome, the moreimportant the child benefit improvement inrelativeterms. The
average income of low-income single-parent families headed by women was only $14,612in 1995. A
$1,010 increase in child benefits for a one-parent family with two children and average low income
represents a 6.9 percent boost to their income. Thisindeed will reduce the depth of poverty.

b. prevent child poverty

Some programs and policies are intended to help prevent poverty, while others reduce poverty
by providing income. Preventive policiesinclude the wide range of programs and servicesintended to
invest in human capital and improve workers' employability, including education (in the broad sense,
from cradleto retirement), training and other ‘ employment devel opment programs.” Also important are
programswhich enabl e parentsto work and help balance their worker/parent roles, including affordable,
quality child care and family-friendly workplace practices. One could stretch the boundary of poverty-
prevention programs to include social services such as sex education and marriage preparation and
counselling which are aimed at preventing marriage breakdown and unwanted pregnancies — two im-
portant causes of child poverty.

Child benefits, however, unlike social services that may prevent or ameliorate the effects of
poverty, should neither be touted nor assessed as ameasureto ‘ prevent’ poverty. Instead, the National
Child Benefit System will directly reduce the depth of poverty by providing additional income.

By equalizing child benefitsamong all low-incomefamilies, the National Child Benefit System
may help some parents leave welfare for work and assist those who already have jobsto remain in the
workforce. To the extent that the new child benefit will help some families to secure and maintain a
foothold in the workforce and eventually *work their way out of poverty’ if they are able to advanceto
better-paid employment, it might be said to help ‘ cure’ poverty and perhapsevento ‘ prevent’ poverty in
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the very literal sense that such families will earn an above-poverty income. But this ‘to the extent’ is
something of a stretch, and we cannot really expect the National Child Benefit System to have astrong
causal effect on‘curing’ or ‘preventing’ poverty in thismanner. Consequently, we suggest that poverty
reduction through the National Child Benefit System’sincometransfers and poverty prevention through
arange of other programs, mainly socia services, be carefully distinguished and that ‘ prevention of
poverty’ not be considered one of its objectives.

2. to promote attachment to the workforce — resulting in fewer families having to rely on social assis-
tance — by ensuring that families will always be better off as a result of finding work

a. promoting workforce attachment and ensuring that familiesare always better off working

This objective addressesthe problem of thewelfarewall — thefinancial barrier whereby families
on welfare sometimes have higher incomes, and in most cases incomein-kind as well, than they could
have working even at ajob paying somewhat more than the minimum wage. Extending to the working
poor and other low-income families child benefits equivalent to child benefits currently paid to welfare
familieswill substantially lower thewelfarewall, but thisreforminitself cannot completely eliminatethe
welfarewall for al families. Whilethe National Child Benefit System will promote attachment to the
workforce, and will increasingly do so as the program is improved, the objective of “ensuring that
familieswill always[our emphasis] be better off asaresult of finding work” istoo ambitious and should
be reconsidered and reworded.

First, let us see why the promotion of labour force attachment is a reasonabl e objective for the
National Child Benefit System. De-coupling child benefitsfrom the welfare system and replacing them
with apayment for all low-income families will promote attachment to the labour market in two main
ways. First, such a change will help encourage parentsto risk leaving welfare for work because they
will nolonger losethousands of dollarsin cash benefitsfor their children. Second, it will help encourage
working poor parentsto remain intheworkforce and not fall (back) onto welfare, sincethey will receive
the same child benefitsasfamilieson welfare. Conceivably, the National Child Benefit System also will
bolster theincomes of somefamiliesinwhich aparent isunemployed and help tide such familiesover a
bad patch until the parent can find work, rather than having to turn to welfare.

However, the new child benefit system alone cannot guarantee that families will be better off
financialy at work than on welfare, because it is only one of five magjor factors that enter into the
welfare/work calculus — along with wages, welfare benefits for adults, in-kind child benefits and em-
ployment-related costs (e.g., payroll and income taxes, child care, transportation and clothing). Gov-
ernments control four of these factorsfully and one — wages — partly. Governments can go along way
toward ensuring that work provides abetter income than welfare by using all these policy levers, not just
child benefitsalone.

In al provinces and territories, an adult working full time at the minimum wage makes more
before-tax income than the amount provided for one adult on welfare. Asaresult, when the National
Child Benefit System fully replaceswelfare-delivered child benefits, any single parent will be better of f
working full time, just taking into account wages. However, it still would be possible for two adultsto
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have higher income with both on welfare rather than just one working full-time (which would disqualify
the family from welfare), even with a child benefit fully replacing welfare benefits for children. This
problem is not related to the presence of children and cannot be solved by reform of the child benefit
system.

There is another important instance in which the introduction of an integrated child benefit
cannot ensure that wages always provide higher income than welfare: Part-time employment — even
somewhat above the minimum wage — plus an adequate National Child Benefit System still could pro-
vide alower income than welfare plus the latter. Again, as the issue of part-time work relates to the
“adult portion’ of thewelfare benefit, thisisnot a problem that can be solved by reform of child benefits.

Most provinces offer variousin-kind benefits, the most important of which isdrug costs, that are
more generously subsidized for welfare reci pientsthan for non-reci pients, even those with low incomes.
Until provinces extend these benefitsequally to all low-incomefamilieson the samebasis, in-kind bene-
fitswill remain apart of the welfare wall that is not resolvable by reform of child benefits paid in cash.

Finally, another factor that entersinto the work/welfare cal culusis empl oyment-rel ated expenses.
Payroll and income taxes directly lower take-home pay. The cost of items such as child care, clothing
for work and transportation effectively reduces income. Governments can take action to lower or
eliminate these costs of going to work for low-income parents. Governments could boost relief from
Canada/Quebec Pension Plan contributions and Employment Insurance premiums paid by low-earning
familiesand put in place alow-incometax credit to reduce or remove the burden of incometaxes. They
could remedy the long-lamented lack of affordable, quality child care for low- and modest-income
families. Conceivably, governments even could create some sort of refundabletax credit to offset such
work-related expenses as clothing and transportation, though a solid system of payroll and income tax
relief and child careisthe priority. Noneof this, however, isresolvablethrough the child benefit system.

To summarize, anintegrated child benefit will lower thewelfarewall and help remove barriersto
parents seeking work. However, thefull elimination of all financial disincentiveswill requirethat all the
bricks making up the welfare wall areremoved. Thisgoal of the National Child Benefit System should
specify that ‘familieswill aways have ahigher grossincome as aresult of finding full-timework.’

b. fewer familieshaving to rely on social assistance

Anintegrated child benefit makes employment amore economically feasi ble alternative because
familieswill not forfeit their child benefitswhen they moveinto theworkforce: Familieswill carry their
benefits with them when they |eave welfare and carry them back if they haveto returnto welfare. If a
family isnot on welfare, an integrated child benefit could provide enough additional assistanceto make
it unnecessary to apply for welfarein thefirst place. Both of these effects could reduce welfare casel oads;
however, the extent of the effects, and whether they will have ameasurableimpact on casel oads, remain
an open question. Aswediscuss below, early results of the BC Family Bonusare promising, but it istoo
soon to tell whether there will be alonger-term impact.

The objective of reducing welfare casel oadsisreasonabl e, but governments should take care not
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to portray the National Child Benefit System as a Pied Piper of welfare reform, leading legions of
familiesoff thewelfarerollsand into thelabour market. Anupswing in unemployment easily can swell
welfare caseloads and swamp the anticipated labour market incentive effects of an integrated child
benefit.

The National Child Benefit System can go along way toward lowering the welfare wall, but it
cannot go the whole way on its own. Complementary policies — such as better and indexed minimum
wages, child care, and relief from payroll and income taxes — are required to ensure that work pays
better than welfare. Furthermore, economic and employment policieswhich will increase the supply of
jobs are needed. Therefore, in evaluating the extent to which the National Child Benefit System is
meeting this objective, it will be very important to isolate its particular effects from that of the ‘ back-
ground,” rather than ssimply looking for (or promising) huge decreasesin caseloads.

3. to reduce overlap and duplication through closer harmonization of program objectives and benefits
and through simplified administration

The current collection of federal, provincial and territorial child benefitsisaprime candidatefor
rationalization and simplification. The various programsdiffer in terms of their objectives, design and
delivery. While potential savingsin administrative costs are not large compared to the amount of bene-
fits paid out, there are some real savings possible through the improved efficiency of delivery through
theincome tax system.

Moreimportantly, from the perspective of low-income families, afully integrated child benefit
system will reduce the administrative burden imposed on families receiving benefits. An integrated
national child benefit system will be much lessintrusive than current welfare systems, reducing demands
onfamilies’ time, toleranceand privacy. Thisadvantageisof tremendousimportanceto familiesreceiv-
ing welfare.

In measuring progress over the next several years, both reduced administrative cost for govern-
ment and reduced administrative burden for citizens should be assessed. Because of itsimportance to
recipients, we believethat ‘ reducing intrusiveness should be recognized explicitly as a separate objec-
tive, asdiscussed later.

Other objectives upon which to base evaluation
The above discussion dissects the stated obj ectives of governments, but there are several poten-

tial objectives that have not been included in the list. The following discussing proposes additional
objectivesfor the National Child Benefit System.
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adequacy

One of the long-standing challenges to evaluation is that social programs such as welfare and
child benefits have no stated criteriafor adequacy. We have urged the federal and provincial govern-
mentsto adopt two long-term objectivesrelated to adequacy for theincome benefits provided under the
National Child Benefit System. First, maximum benefitsfor low-income families should meet the cost
of raising achild. Second, both benefits and income thresholds should be fully indexed to the cost of
living.

It will take sometimefor the National Child Benefit System to reach the objective of meeting the
cost of raising achild for alow-incomefamily. We have proposed that the Canada Child Tax Benefit be
increased to $2,500 per child by the year 2000, which is approximately the amount required to replace
the combination of welfare benefitsfor children and the federal Child Tax Benefit with aCanada Child
Tax Benefit for all low-income familieswith children. Wetentatively propose a$4,000 per child maxi-
mum benefit as the ultimate target to meet the cost of raising a child for low-income families, so the
$2,500 target for the formative stage of the new child benefit system would go only part of the way.
Further increases are required in the first decade of the next century to reach the $4,000 level.

Some provinces could reach those targets sooner than later. Quebec’s new family allowance,
combined with its child income tax credit and the Canada Child Tax Benefit, will exceed the $2,500
replace-welfare-benefits-for-children level and, indeed, will move substantially toward the $4,000 target
for amature child benefit system. For example, combined maximum Quebec and federal child benefits
for one child under 7 will total $3,333in1998. (We do not include Quebec’s Parental Wage A ssistance
Program and we assume that Quebec’s new family alowance rates for 1998 are the same as 1997.) If
British Columbia makes no compensating reduction to its BC Family Bonus to take into account
increased federal benefits under the Canada Child Tax Benefit in 1998, the combined maximum BC-
federal benefit payableto all low-income familiesin BC would cometo $3,074 for thefirst child under
7, which asoisnotimpossibly far off a$4,000 objective. Thistarget isnot utopian and providesauseful
standard against which to measure adequacy.

fairness

‘Fairness means treating families equally if they are in like circumstances. For the National
Child Benefit System, thismeans aboveall that |ow-incomeworking families should have the same child
benefits as those on welfare.

However, there are other features of the current child benefit system which create unfairnessand
which the National Child Benefit System should remedy — the use of net income and the definition of
family. Both of these problems introduce unfairness into the child benefit system because they treat
familiesinlike circumstancesunequally. Theuse of netincometo calculate eigibility for and the amount
of child benefits leads to situations where familieswhich in fact have a high income report alower net
income and so receive the same or even larger child benefits than afamily with alower grossincome.
The problem with enforcement of the family definition can lead to unfairness if the practice of not
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reporting joint incomeiswidespread, so that peoplewho do obey therulesand report their joint income
end up with lower child benefits despite being in the same actual circumstances as others not reporting
jointincome. We discuss these problemsin greater detail | ater.

promote dignity and independence

Asnoted, while governments naturally seek to harmonize and simplify the administration of their
child benefit programs, the familieswhich usethem should gain * administratively’ aswell. The National
Child Benefit System should respect the dignity and independence of families with children, and be
evauated accordingly.

Welfareisahighly stigmatizing socia program which socially and economically marginalizesits
recipients. Characterized as ‘the tangled safety net,” welfare uses an intrusive needs test which rigor-
ously investigates applicants’ and recipients’ resources, assets and needs as determined by a maze of
rules and regul ations which beneficiaries sometimesfind to be arbitrary in their content and application
[National Council of Welfare 1987]. While welfare remains an essential safety net, one of its unfortu-
nate side effectsisthat it tends to place recipients in a dependent and subservient position.

By contrast, income-tested child benefitslike the BC Family Bonus, thefederal Child Tax Bene-
fit and its successor the Canada Child Tax Benefit, test income anonymously through the tax system
which applies to all Canadians, not just a sub-group of the poor. Because income-tested social pro-
grams require no face-to-face contact between families and officials, they minimize bureaucratic inter-
ferencein people’slives. Eligibility for benefitsis determined by governments using a simple test of
families' net income and the number and age of children. There are no special reporting requirements
demanded of families other than that they file their income tax return just like everybody else. The
Canada Child Tax Benefit, which underlies the National Child Benefit System, will continue to serve
eight in ten familieswith children, including modest- and middle-income families— not just those with
low incomes. It does not question how families spend their benefits but rather assumes and expects
parentsto spend the money appropriately. It respectsfamilies’ privacy and parents primary responsibil-
ity for their children. The sameholdsfor the BC Family Bonus, although it servesonly familieswith low
or modest incomes, and will apply to other provinces' income-tested child benefits and earnings supple-
ments.

The fact that these contrasting characteristics of welfare and income-tested social programsare
less tangible than such matters as benefit levels and design does not make them any less worthy of
evaluation. As discussed in the section of this report on British Columbia, our research found that
recipientsof the BC Family Bonusview these characteristics of the new program as extremely valuable
and contrast them to welfare. Evaluating the extent to which the National Child Benefit System meets
the objective of promoting dignity and independence requires more than an accounting review of pay-
ments and economic analysis. Evaluators must ask recipients about their views and must undertake
gualitativeanalysis. Thisrequirement for qualitative evaluation should not be animpediment to explicit
recognition of the objective of promoting dignity and independence, which may be one of the most
important of all from arecipient’s perspective.
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economic stabilization

To the extent that child benefits maintain demand for goods and services during periods of
economic downturn, such benefits may have a beneficial economic spin-off that should be weighed
against their direct cost to the taxpayer. This advantage was one of the main reasons given for Family
Allowances when that program was introduced in 1945. Economic stabilization, although less often
recognized nowadays, remainsavalid objective for the National Child Benefit System.

Low-income familieshave what economistscall a‘high marginal propensity to consume,” mean-
ing that they need to use every cent they get to meet their current needs. By contrast, wealthier families
have a‘high marginal propensity to save,” meaning that much of their high incomes goesinto savings.
Because the new National Child Benefit System is geared to income, more will go to families whose
incomeisfalling in bad economic times, and they will spend theincome, hel ping the economy to recover.
Conversely, when the economy improves, incomes should go up and child benefitsto low-income fami-
lies should in total decrease relative to the economy as awhole, thereby decreasing demand for goods
and services and helping to cool off the economy.

One of the challenges of amodern economy isto ensure that there are no sudden downturns or
upturns in demand for goods and services. Thisgoal is achieved partly by what are called * automatic
stabilizers,” namely programs like child benefits that increase demand when the market is down and
dampen demand when the economy is going up. The National Child Benefit System, especialy if it
matures and increases in value as we recommend, can function as an important automatic stabilizer.

M easuring the economic effects of child benefitsis no easy matter. But despite the difficulty of
obtaining an obj ective eval uation, contributing to stabilization of the economy isareasonable objective
for the National Child Benefit System.

Keeping track

In the preceding discussion, we identified a number of possible objectivesfor the new National
Child Benefit System. To summarize, abroadly-based, integrated child benefit system should havethe
following objectives (not in order of priority):

1. anti-poverty — reduce the depth of poverty among Canada's low-income families, initially
among the working poor and, over time, among families relying upon welfare.

2. fairness and reduce barriersto employment — provide like treatment to familiesin like
circumstances, especially equivaent child benefitsto all low-incomefamilies, regardless of their
source(s) of income, thus helping to break down the welfare wall that can discourage some
parents from moving off social assistance and into the workforce.

3. adequacy — over time, provide a child benefit sufficient for alow-income family to raise a
child (e.g., $4,000).
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4. reducewelfarecaseloads— over time, diminish the number of familieson welfare by reduc-
ing the number going on and increasing the number leaving welfare.

5. promote dignity and independence — reduce bureaucratic interference in people’s lives,
diminish reporting requirements; and decrease the number of families on special programs out-
sidethe mainstream.

6. simplify administration — reduce administrative costs, complexity and duplication.

7. economic stabilization — stimulate demand when the economy is sluggish; reduce demand
when the economy is growing too rapidly.

In proposing these seven objectives, we do not expect that they will be achieved in one or two
years. Rather, we seethese asgoalsto guide the devel opment of the National Child Benefit System over
the next several years, permitting Canadians to measure progress and keep a clear eye on the eventual
destination.

To understand whether we are getting closer, or further away, from the realization of these
objectivesrequires that they be translated into measurable standards so that they can be tracked objec-
tively over time. But devel oping measurable standardsfor every objective of the National Child Benefit
Systemisno simpletask.

It seems self-evident in evaluating a program that only its effects, and not the effects of other
causes all together, should be assessed. Yetin ng the impact of many social programs, commen-
tators often have been guilty of assessing the‘ state of society’ rather than the effects of the programs per
se. The most glaring example of this error isthe many critics, particularly in the US, who claim that
socia programs do not work because thereisstill alot of poverty.

In Canada, the distribution of income remains highly unequal and has not improved despite the
many billions of dollars spent on our variousincome programs. However, on further analysis, it turns
out that income security programs are working much better than people believein redistributing income
and reducing income gaps. The problem isthat market income is becoming more unequal, and income
programsarejust keeping up. If wewant to evaluate the effectiveness of transfer programs, we haveto
understand what they are doing — not what is happening in society at large, whereincome programs are
only one influence among many upon income distribution. Similarly, to evaluate social programsin
generd, itistheir effectswe haveto analyze; to do so, these effects have to be isolated from the general
background.

Thismeans, for example, that we cannot eval uate the effect of child benefits on the poverty gap
just by looking at changes in the poverty gap. The poverty gap may be increasing or decreasing for
reasons that have nothing to do with child benefits. Instead, we must look at that part of the reduction
in the poverty gap that stems solely from the larger child benefit. For this reason, general measures of
socid ‘outcomes’ (for example, adecreasein family break-ups) are not usually very helpful in evaluating
the extent to which social programs like child benefits are meeting their objectives. Such general out-
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comes are the consequences of many causes; we cannot gauge easily the effect of any single program,
such asthe child benefit, on such an outcome.

However, there are some exceptionsto thisrule. Where acarefully designed social experiment
isundertaken, such as has been done for some interventions, a control group may be established where
all other factorsare held constant. Inthiscircumstance, it ispossibleto isolatethe effect of the program
by looking at the differencesin outcomesfor the control group, which does not enjoy the benefits of the
program, and the experimental group which does. A ‘natural’ control group also may be available
where large databases allow researchers to apply sophisticated statistical techniques to estimate the
relative effects of anumber of different causes. Wemay, for example, be ableto ook at the effects of the
BC Family Bonus on some more general outcomes using data such asthat being developed by Statistics
Canada’'s National Longitudinal Survey of Children and Youth.

However, the complexity of evaluation does not stop there. There are both static and dynamic
effects of programs. The static effects are what happens if we assume that there is no behavioural
change as a consequence of the program, and we take a ssmple snapshot in time. For example, in
measuring the impact of the National Child Benefit System on the poverty gap, a static analysiswould
look only at the amount of money going to low-income families through the child benefit and subtract
that from the poverty gap. This was roughly the methodology used by the Mendelson report on the
effects of the BC Family Bonus on poverty among working poor families (Mendelson 1997).

Thisapproachisall right asfar asit goes, but it does not take account of people changing their
behaviour as aresult of the new child benefit. For example, what about familiesthat |eave welfare and
stay off as a consequence of the program? To capture this effect, one has to undertake a dynamic
analysisthat looksnot only at the effectsat apoint intime, but at the changes over timeasaresult of the
program. Of course, adynamic analysisis much moredifficult and the results are more easily subject to
aternativeinterpretations.

Our purpose here is not to develop a detailed evaluation plan for the National Child Benefit
System. Instead, we propose that a set of standards based on objectives be developed and that these
standards be tracked and measured through careful analysisand research over time. InTable 1, we have
attempted to illustrate what some of these standards might look like. The standards, which essentially
are meant to measure progress in developing the National Child Benefit System, in turn should be
distinguished from outcome measures (e.g., percentage of income from employment, correlates of pov-
erty such as low birth weight, risk of wide range of illnesses, school drop-out rate and poor perfor-
mance) which attempt to understand better the broader consequences of the various anti-poverty mea-
sures (including child benefits) and other potential causal factors. Outcome measuresare, of course, of
great interest. Measuring them will be an even more complex and challenging undertaking.
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Who is going to do all this measuring? We would hope that, in the normal course of events,
government would undertake internal tests and evaluations. However, it isunlikely that governments
will be enthusiastic about promoting the results of the evaluations where these show they are making
slow progress, or are downright negative. Moreover, even where results are positive, they are suspect
if the research isbeing undertaken by an involved party.

Wetherefore propose the establishment of afunded independent body for the express purpose of
tracking progressin developing the National Child Benefit System. Thisfunction could bevestedina
Parliamentary institution — such as anational Ombudsman for children — or it could be undertaken by a
non-governmental organization. A complementary approach would be to request Statistics Canadato
develop aregular series of statistical reports meant specifically to measure progress in implementing
child benefit reform.
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Table1

National Child Benefit System Evaluation - Objectives and M easures

Objective Measure

anti-poverty adecrease in the poverty gap attributable to the child benefit pro-
gram, where the poverty gap is measured as the amount of income
needed for all familiesto be above the poverty line.

fairnessand i. according to the rules and regulations governing welfarein each

reducebarriers
to employment

province, adecrease in both the number of possible family situations,
and the number of actual families, in which those on welfare can get
higher net income plus benefits than the working poor just as a conse-
guence of welfare and associated benefits paid due to the presence of
childreninthefamily.

ii. according to the rules and regulations governing child benefits, a
decrease in the number of situationsin which families of the same
structure with equal available incomes do not get equal child benefits,
and adecrease in the number of such families (net income and family
definitionissues).

adequacy the extent to which the maximum child benefit is adequate for alow-
income family to meet the incremental costs of raising achild (we have
used a conservative estimate of $4,000, but thisissue deserves more
investigation and refinement).

reducewelfare econometric analysis of what welfare caseloads would have beeninthe

caseloads absence of theinitiative (not simply an analysis of whether casel oads

are up or down, asthistrend will be due mainly to other factors such
asunemployment levels).

promote dignity

assess the number of special forms, reports or requirements of poor

and indepen- and modest-income families compared to others and undertake qualita-
dence tive research (focus groups, surveys) of satisfaction with the system.
economic thisisthe most difficult of the objectivesto measure: would require
stabilization special econometric analysis and would doubtless be subject to many

interpretations.
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EVALUATING THE CURRENT AND
EMERGING CHILDBENEFIT SYSTEMS

This section assessesthe current and emerging child benefit systems according to the evaluative
criteria set out in the previous section.

By ‘current’ child benefits, we mean the federal Child Tax Benefit/Working Income Supplement
and provincial welfare benefits (and other child benefit programs offered by afew provinces) payablein
cash on behalf of children. We have not included in our study the various provincial incometax reduc-
tions, sales tax credits, child care and in-kind benefits (e.g., supplementary health care) payable on
behalf of children, which are not part of the child benefit system per se.

The National Child Benefit System is emerging from the current child benefit system. The
federal government is phasing in over two years its recently-announced reconfiguration of the current
Child Tax Benefit, the Canada Child Tax Benefit. However, the Canada Child Tax Benefit's initial
program parameters are temporary, in that they should be the first stage of an evolving program. And
the provinces and territories also are at different stages in the evolution of their child benefits. Some
have announced or initiated major new programs, but others have yet to make public how they intend to
reinvest their welfare savingsfrom theincreased federal child benefit in other programsfor low-income
familieswith children. Similarly, athough British Columbiabrought inthe BC Family Bonusin 1996, its
parameters also will have to change as the federal child benefit system evolves, so it too is part of an
emerging system.

Applying evaluative criteriato a system in change is not asimpletask. Does one evaluate the
system asit is, or asit will be? Our choice at this point is to compromise by applying the evaluative
criteriawe have devel oped to both the current system and the system as it has been announced to date.
Thelatter imposeslimitations. Clearly, itisnot possibleto review, for example, Saskatchewan's planned
provincial child benefit initiative when no details have been released. Moreover, empirical evaluationis
not possible until there has been a program in placelong enough to assess, at least in apreliminary way,
the data and other evidence that have been collected. For thisreason, we cannot eval uate the emerging
system’s performance on evaluative criteria such as ‘reducing welfare caseloads' that require actual
results.

In sum, we can offer only avery preliminary and specul ative assessment of some new provincial
child benefit reforms, other than BC’'s Family Bonus (which we discuss at length in the next section).
We assess the Canada Child Tax Benefit asannounced in the 1997 federal Budget, although we hope and
expect that some of the program’s parameters will be changed prior to implementation — not least, to
deal with some of the weaknesses we point out in thisreport. First, however, we apply our evaluative
criteriato the current child benefit system.
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The current child benefit system
adequacy
a. benefits

Over the long term, the federal government has substantially boosted child benefits for low-
income families. Figure 4 illustrates the value of federal child benefits from the creation of Family
Allowances to the current Child Tax Benefit and the new Canada Child Tax Benefit announced in the
1997 federal Budget. The exampleisalow-income family with two children, one under and one over
age 7; however, the trends are similar for families with different ages and numbers of children. Child
benefits include past programs (Family Allowances and the refundable child tax credit), the current
Child Tax Benefit/Working Income Supplement and the new Canada Child Tax Benefit. Thechildren’s
tax exemption and its successor, the non-refundable child tax credit, are not included because no trend
data are available for them. In any case, the children’s tax exemption provided little or no benefit to
most low-income families and the non-refundabl e child tax credit wasworth only $65 in federal income
tax savings per child per year for families owing incometax (i.e., the value to low-income recipients of
the children’stax exemption).

Despite the socia policy termite of partial deindexation, since the war the federal government
hasimproved child benefitsfor low-incomefamilies. 1n 1946, Family Allowancesfor afamily with two
children were worth $1,371 in inflation-adjusted 1997 dollars; in 1996, the Child Tax Benefit paid
$2,792 for working poor families and $2,285 for other poor families (e.g., those on welfare or Unem-
ployment Insurance). Between 1946 and 1996, benefits for working poor familiesincreased by $1,421
or by 104 percent inreal terms (i.e., adjusting for theimpact of inflation) and by $914 or 67 percent for
other low-incomefamilies.

Figure 4 FEDERAL CHILD BENEFITS FOR TWO CHILDR
AGES 5 AND 10, LOW-INCOME FAMILIES, 1946-2000
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However, since 1945 per capita GDP has grown by about 300 percent in real terms, so Ottawa’'s
contribution to child benefits has not kept pace with economic growth over the whole period since the
Second World War. Federal cash benefitsfor all families with children were substantially boosted and
fully indexed in 1974, but subsequent increases focussed mainly onlow- and modest-incomefamiliesat
the expense of middle-income and upper-income families, which have experienced substantial lossesin
their child benefits since the mid-1980s.

Consistent long-term time series dataon provincia welfare benefitsfor children comparableto
federal programs are not available. However, National Council of Welfare estimates of the value of
welfare benefits show a decrease in half the provinces between 1992 and 1995 and in al but one prov-
ince between 1994 and 1995. These data reflect only one month’s worth of the 21.6 percent cut in
benefits which Ontario made in December of 1995, which certainly will show up in the 1996 figures
(National Council of Welfare, 1997). While some provinces have made overt reductionsin benefitsin
recent years, in most cases governments have harnessed inflation to erode the value of unindexed wel-
fare benefits and thus trim costs.

Federal child benefits for low-income families have improved in real terms over time, but still
make a limited contribution to their incomes. Figure 5 plots the trend in maximum benefits for two
children expressed as a percentage of the average income of two-parent working poor families. The
child benefits are Family Allowances and the refundable child tax credit from 1980 to 1992, and the
Child Tax Benefit and Working Income Supplement since 1993. Federal child benefitsrepresented 9.8
percent of their average incomein 1980 and 12.8 percent in 1995.

Figure 5 FEDERAL CHILD BENEFITS FOR 2 CHILDREN, A!
AVERAGE INCOME, WORKING POOR COUPLES, 1980-1
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Welfare families also receive provincia child benefits, mainly in the form of social assistance
benefitsfor children. Benefitsvary from around $1,200 to $1,800 per child in the mgjority of provinces,
not including shelter-related benefits. Combined federal and provincial/territorial child benefits range
from around $2,220 to $2,820 per child. With the additional $213 a year in federal benefits for each
child under 7 for whom child care expenses are not claimed, combined federal and provincial/territorial
child benefitsfor children in welfarefamiliesrange from $2,433 to $3,033.

Child benefitsfor low-incomefamilies not on welfare (i.e., mainly theworking poor) fall consid-
erably short of our $4,000 per child target for a mature system. For aworking poor family with one
child under 7, maximum federal child benefits cometo $1,733 or 43 percent of the estimate of raising a
child. Withtwo children (one under and one over 7), benefitsamount to $2,753 or just 34 percent of the
assumed cost of raising children: The percentage drops because the Working Income Supplement isthe
same maximum $500 no matter how many children thereareinthefamily. Welfarefamiliesfare consid-
erably better when it comes to child benefits, though there is still a gap between benefits and child-
rearing costs: For awelfarefamily, combined child benefitsfor one child under 7 range from 61 percent
to 76 percent of the estimated cost of raising a child.

b. indexation

Working in opposition to increasesin federal child benefitsfor low-incomefamiliesin the mid-
1980s was the change from full to partial indexation in 1985. Partial deindexation resultsin an ever-
changing child benefit system that does not perform in practice the way government portraysit in theory.

Under the current indexation formula (inflation over three percent), if inflation runs three per-
cent or more, the value of child benefitsfallsby three percent. If inflation islessthan three percent, child
benefits' value declines by an amount equal to theinflation rate. Moreover, the‘threshold’ for the Child
Tax Benefit — thelevel above which maximum benefits are reduced gradually according toincome—is
also partially indexed. Each year, the income threshold for maximum benefits declines, which means
that fewer low-income families qualify for the maximum amount. At the other end of the income
spectrum, partial deindexation causes asteady declineinthe ' disappearing point’ —i.e., theincomelevel
abovewhich familiesdo not qualify for any Child Tax Benefit. These changesarearbitrary, unrelated to
the purpose of child benefits and seem to have the sole purpose of saving government costs by cutting
benefitsin astealthy way that few people understand.

Figure 6 showsthe declinein both theincome threshold and the disappearing point for the Child
Tax Benefit from 1993 to 1997, using the case of families with two children (one under 7, the other 7-
17). In constant 1993 dollars, the threshold fell from $25,921 in 1993 to $24,715 in 1997. The low
income cut-off for afamily of four living in ametropolitan centrein 1993 was $31,017, so the threshold
for the maximum Child Tax Benefit fell from 83.6 percent of thelow incomelinein 1993to 79.7 percent
in 1997. The disappearing point for benefits also declined, from $70,981 in 1993 to $67,679 in 1997.

The power of partial deindexation derivesfrom aversion of the* miracle of compound interest.’
Evenwheninflationislow, over timepartia deindexation increasingly reducesthe value of benefitsand
lowers both the threshold for maximum benefits and the disappearing point. Partial deindexation of the
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Figure 6 CHILD TAX BENEFIT THRESHOLD AND DISAPPEARING
TWO CHILDREN (ONE UNDER 7, ONE 7-17), 1993-1997
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Child Tax Benefit isestimated to save thefederal government $170 million ayear [ Canadian Council on
Social Development 1997: 3].

Though provincial welfare benefits vary, in al cases they are not indexed, not even partially.
L ack of indexation amountsto an automatic, invisible built-in reduction in welfare benefits— including
benefitsfor children — equal to the rate of inflation.

anti-poverty

We do not have direct evidence of the impact of child benefits on the depth of family poverty
over time. However, there isindirect evidence to suggest that child benefits have played an important
rolein easing thedeclinein low-incomefamilies incomesasmarket incomeinequalitieshavewidenedin
recent years.

Figure 7 tracesthe trend between 1980 and 1995 in the average income of familieswith children
which are in the bottom income quintile — in 1995, those with total incomes under $26,401. Average
market income (i.e., income from employment, savings and investments, private pensions and other
private sources) declined considerably from $10,565 in 1989 to $6,306 in 1995 — a hefty loss of $4,350
or 41 percent in real terms, though there has been a slight recovery since 1993. But income security
programs, which include child benefits, substantially improve the incomes of low-income families and
help offset the decline in market income. Total income — i.e., market income and cash benefits from
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Figure 7 AVERAGE INCOME, FAMILIES WITH CHILDRE
BOTTOM QUINTILE, BY DEFINITION OF INCOME, 1980-1

—--market income ==total income —after-tax income

constant $ 1995
$20,000

$15,000

L

$10,000

$5,000

$0 T T T T T T T T T T T T
80 81 82 83 84 85 86 87 83 89 90 91 92 ¢

data: Statistics Canada

social programs— also declined, from $18,895in 1989 to $16,579 in 1995, but |essin both absol ute and
relative terms than market incomes — by $2,316 or 12 percent. (All figures are expressed in inflation-
adjusted 1995 dollars.) The data do not permit an estimate of the contribution of child benefits to
income from social programs, but the improvement in federal child benefits over time must have played
apositive (albeit unquantifiable) role.

We also know that the depth of poverty among families with children has remained roughly
constant over the years. In 1980, the average low-income two-parent family with children fell $8,643
below thelow income cut-off; in 1995, the average was $9,298. The comparablefiguresfor female-led
one-parent families are $9,945 and $8,345, showing modest improvement. Figure 8 plots the trends.
Since we know that market incomes have declined considerably among low-income families, then
income security benefits have largely made up the difference. Again, we cannot make any definitive
statement about child benefits' contribution, except that we do know that they have increased while
welfare benefits have declined in several provinces and Unemployment Insurance has undergone several
bouts of belt-tightening in the 1990s.

Federal child benefitshaveincreased modestly asapercentage of the averageincome of working
poor families, which have enjoyed larger increases than other low-income families because of the Work-
ing Income Supplement (albeit at a$500 maximum payment per family, avery modest increase). Pro-
vincia child benefits, mainly welfare, have had a mixed record, with both increases and decreases
between 1986 and 1995 depending upon the particular province. Overall, Canada' s child benefit system
has hel ped cushion the impact of falling market incomes and thus hel ped prevent the depth of poverty
from significantly worsening.
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Figure 8 AVERAGE DEPTH OF POVERTY, FAMILIES WIT}
CHILDREN AND ELDERLY COUPLES, 1980-1995
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fairness and reduction of barriersto employment
a thewelfarewall

Although working poor families receive larger federal child benefits than families on welfare,
most welfarefamiliesstill end up with moretotal child benefits once welfare paymentson behalf of their
children are included. Aswell as regular cash benefits, welfare families in some provinces may be
eligiblefor specia assistance for their children, such asawinter clothing allowance, aswell as supple-
mentary health-related benefits.

Take the generic example of child benefits for families with two children (one under and one
over 7) in 1996. We use $1,500 for each child as arough average for welfare benefits. On the federa
side, the maximum Child Tax Benefit is $2,253 ($1,233 for the younger child and $1,020 for the older
child) and the maximum Working Income Supplement is $500 per family. Adding welfare benefitsfor
children to the federal Child Tax Benefit, total benefits for the welfare family amounted to $5,253 —
closeto double the $2,753 worth of federal benefits ($2,253 from the Child Tax Benefit and $500 from
the Working Income Supplement) available to a working poor family with two children which could
have the same or even lesstotal income than the welfare family.

Actual figures confirm the existence of the marked differential in child benefits between welfare
and working poor families. Beforethe BC Family Bonuswasintroduced in July 1996, awelfarefamily
with two children 7 and 11 got $4,725 ($2,253 from the federal Child Tax Benefit and $2,472 from BC
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income assistance) as opposed to amaximum $2,753 for aworking poor family — or 1.7 times as much
— even if their total incomes were the same.

Child benefits form part of what the Caledon Institute of Social Policy has called the ‘welfare
wall.” Parentswho leave welfare for the labour force take some serious risks which can place abarrier
intheir way of taking paid work. They forfeit asignificant amount of income — thousands of dollarsin
the case of two or more children — in lost welfare payments on behalf of their children. Their job may
not pan out, or may not survive in the unstable economy of our time which is both creating and killing
jobsat arapid rate. They haveto come up with money for work-related expenses such as clothing and
transportation. Even if (asis often the case) they can find only low-paid and/or part-time job(s), their
take-home pay isreduced by income taxes, Canada Pension Plan or Quebec Pension Plan contributions
and Employment Insurance premiums. Single parents and couplesin which both parents leave welfare
for work must find affordable and decent child care. Familiesoften give up some val uable benefitswhen
they leave social assistance — a relatively stable (albeit low) income, supplementary health care and
prescription drugs, aswell aswelfare benefits on behalf of their children.

Thisdifferential treatment isunfair. Working poor parents struggleto raisetheir familieson low-
wage, unrewarding and often unstablejobs. Unequal child benefits act asadiscouragement intwo ways
— to leave welfare for the labour force and to remain in the workforce. Thisis not to say that welfare
families‘haveit good’ — apopular misconception easily disproved by talking to welfare recipientsor by
consulting the annual report on welfareincomes published by the National Council of Welfare. Nor are
wearguing that provincia child benefitsarethe only reason that familiesremain on welfare; lack of jobs
and child care aretwo common problems. But thereisno justification for atwo-tier child benefit system
that putsfinancial barriersin the way of parents who do have an opportunity to obtain employment.

b. net versus gross family income

Another test of fairnessisthat the child benefit system should provide equal benefitsto recipient
families with equal income. The present federal Child Tax Benefit/\Working Income Supplement is
flawed in thisrespect becauseit calculates eligibility for and amount of benefits on the basis of net rather
than total family income. ‘Net family income means ‘gross income’ (i.e., income from wages and
salaries, self-employment, savingsand investments, private pensions, social programsand other sources)
minusavariety of deductionsincluding contributionsto Registered Pension Plansand RRSPs, child care
expenses, union and professional dues, attendant care expenses, certain employment expenses, carrying
chargesand interest expenses, businessinvestment losses, moving expenses and alimony or maintenance
payments (though no longer for children) and investmentsin oil, gas or mining ventures.

The net family income definition resultsin both vertical and horizontal inequitiesin the distribu-
tion of child benefits. A number of the deductionsallowed for net income are very much the preserve of
well-off taxpayers and providelittle or no benefit to low- and modest-income Canadians. Such deduc-
tions can enable some upper-income familiesto reduce substantially their incomefor Child Tax Benefit
purposes so that they end up with similar payments as middle-income families; some non-poor families
get the same maximum benefit as poor families. Families with the same total income receive different
child benefit payments depending on how much money they are able to deduct to reduce their net
income.
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The effect of the net family income definitionisnot trivial. The current Child Tax Benefit pays
$3.7 billionto familieswith incomes over $25,000 (closeto the $25,921 threshold), which amountsto a
sizable 72 percent of total ($5.1 billion) expenditures. If the program cal cul ated benefits on the basi s of
total income, only $2.6 billion would go to families above $25,000, meaning the maximum benefit and
perhaps even the threshold could be increased.

Figure 9 compares the number of families which receive the Child Tax Benefit based on the
current definition of income (i.e., net income, after deductions) and families’ actual income (i.e., total
income, before deductions). Familieswhich receive the Child Tax Benefit are more evenly distributed
throughout the income range when we look at their actua as opposed to net income. Many more
familieswith incomes above $50,000 receive the Child Tax Benefit when welook at their actual income
— 1,423,721 — than according to their net income— 882,797. Thereason for thislarge differenceisthat
the current system allows middle-income and upper-income familiesto claim deductionswhich reduce
their income, sometimes considerably. Some well-off families which otherwise would not qualify for
any Child Tax Benefit in fact do receive partial benefits, and other families which would receive some
bene-fits even under our preferred definition receive larger benefits under the current system.

Figure 10 gives the total amount of Child Tax Benefit payments by income level using the net
and actual income definitions. Figure 11 shows the percentage distribution of Child Tax Benefits by
income level (i.e., each income group’s share of total benefits). The distribution of benefits is more
progressive than the distribution of families because the Child Tax Benefit gearsthe amount of benefit to
family income. Nevertheless, non-poor familiesreceive substantial amounts of Child Tax Benefit, par-
ticularly when we take into account their actual as opposed to net income.

Figure 9 NUMBER OF ALL FAMILIES WITH CHILD TAX
BENEFIT, BY NET AND ACTUAL INCOME, 1996
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Figure 10 TOTAL CHILD TAX BENEFIT PAYMENTS,
ALL FAMILIES, BY NET AND ACTUAL INCOME, 1996
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Figure 11 % DISTRIBUTION OF CHILD TAX BENEFIT PAYMENT¢
ALL FAMILIES, BY NET AND ACTUAL INCOME, 1996
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c. the Working Income Supplement and the welfare wall

When the federal government introduced the Child Tax Benefit in 1993, it created a special
benefit for working poor families called the Working Income Supplement. The Working Income Supple-
ment was intended to help offset the cost of going to work for low-income families, and thus lower the
welfarewall to some extent.

At amaximum $500 per family, the Working Income Supplement makes only amodest contribu-
tion to theincomes of working poor familieswith children — not enough initself to have much influence
in convincing parents on welfareto risk joining the labour force at apossibleloss of income, or working
poor parents to stick with alow-paid job that can leave the family worse off than if it were on welfare.
M oreover, the Working Income Supplement does not arrive until the year after awelfare parent joinsthe
workforce, which meansitisnot available during the family’s difficult early months off welfare. Itisa
‘retrospective’ incentive program.

Because the Working Income Supplement ispaid on aper family rather than per child basis, itis
worth moreinrelativetermsto small familiesand lessto larger families. Thisfeature diminishesfurther
its capacity to offset part of the loss of welfare benefits paid on behalf of children for families moving
from welfare to the paid labour force.

Not only isthe Working Income Supplement modest in value, but itisalsorelatively invisibleto
itsrecipients. The Working Income Supplement is delivered as part of the Child Tax Benefit, and the
calculationsfor both benefits are done by the federal government. Itisdifficult toimagine the Working
Income Supplement acting as an incentive to work if its recipients do not know they are getting the
benefit or for what reason.

There also isaconceptual confusion at the heart of the Working Income Supplement, having to
dowithitsbasic purpose. Isit meant to provide anincentivefor peopletowork or isit meant to provide
additional income to the working poor? Or isit intended to do both?

If the Working Income Supplement is meant to be an incentive, it is an expensive instrument.
Almost al the peopl e getting the Supplement surely would have been working anyway: Itseffectiveness
asanincentive must be measured in the additional number of peopleworking who would not otherwise
have done so. Thisisno doubt asmall number, making the program quite costly for any extraimpact it
may have. For most of itsincome range — from $10,000 to $20,921 — the Working Income Supplement
remains the same ($500 per family annually between 1993 and 1996), so it does not reward familiesin
this broad income group which increase their earnings.

Inany case, if afully integrated child benefitisin place (asitisin BC), anyoneworking full time
already has moreincome than someone on welfare, so the additional ‘incentive’ of the Working Income
Supplement isrelevant only for people working part time who would not otherwise have done so. This
isundoubtedly avery small number of families.

If, on the other hand, the purpose of the Working Income Supplement isto provide the working
poor with additional income, it isastrangely designed program. It payslessin absolute termsto work-
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ing poor families with low earnings than to working poor families with higher earnings. Thisisnot a
sensible design for a program whose goal isto increase the incomes of families with low earnings.

The argument for programs like the Working Income Supplement came from the United States,
which operates asimilar program called the Earned Income Tax Credit. But the situation in the United
Statesisquitedifferent thanin Canada. Generally, American minimum wages are much lower and there
isgreater income disparity. Moreover, the US has nothing like our child benefit system.

The federal government announced in the 1997 Budget that it would phase out the Working
Income Supplement as of 1998. In 1997, the Working Income Supplement changes from a per-family
(maximum $500) to a per-child payment (maximum $605 for the first child, $405 for the second child
and $330 for the third and each additional child). In 1998, the new Canada Child Tax Benefit will
replace both the Canada Child Tax Benefit and Working Income Supplement and will deliver the same
maximum payment ($1,625 for the first child and $1,425 for each additional child) to all low-income
familieswith children, regardless of their source(s) of income.

promote dignity and independence

Canada’s current child benefit system hasamixed record on thiscriterion. Welfareisan essential
income safety net which has helped millions of disadvantaged Canadians over the decades, but itisa
tangled and fraying safety net. Needs-tested welfareimposesan intrusive, exhaustive and complex test
of applicants’ resources and needs, and recipients’ circumstances are monitored continually. 1t remains
themost reviled of all social programs and thus stigmatizesits beneficiaries— both in their eyesand the
public’'s. Welfaretendsto placeits beneficiariesin adependent and subservient position which exacer-
batestheir social and economic marginality.

By contrast, the income-tested federal Child Tax Benefit/Working Income Supplement usesthe
income tax system to assess applicants’ eligibility for and amount of benefits, and does so in asimple,
anonymous and impersonal manner which does not stigmatize or demean itsbeneficiaries; it testsonly a
few key characteristicsincluding net family income, number and age of children and use of thechild care
expense deduction. Unlike welfare, the Child Tax Benefit involves little or no direct contact between
recipientsand administrators. Asnoted earlier, the Child Tax Benefit does not investigate how families
spend their benefits, but rather assumes and expects parents to spend the money appropriately. It
respects families' privacy and parents' primary responsibility for their children. Whereas welfare is
restricted to only one group among the poor, the Child Tax Benefit is a mainstream program which
servesthelarge mgority of familieswith children (eight inten). The same advantages can be claimed for
theincome-tested BC Family Bonus, described | ater.

simple and efficient administration
Although federal child benefits have been rationalized to a considerable extent, the system asa

whole - federal and provincia — remainslargely uncoordinated, complex and highly variable. Families
insimilar circumstances can betreated quite differently. Administrative costsare higher than they would
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be under awholly income-tested system. Some child benefits are more responsive to changesin fami-
lies economic circumstancesthan others.

Thefederal Child Tax Benefit and provincial socia assistance programs use different definitions
of common-law status, which can result in somefamilies being administratively defined as single-parent
by one program and a couple by another program, thus affecting their eligibility for and amount of
benefits. A family claiming refugee statusisnot eligiblefor the Child Tax Benefit but may beeligiblefor
provincial welfare. Somefamilieswhich might beeligiblefor social assistance do not apply because of
the stigma attached to welfare, and so forgo this source of income support for their children and receive
federal child benefitsonly.

One of the advantages of provincial welfare over federal child benefits is that the former
responds quickly to changes in family circumstances, whereas the latter is slow to respond. A family
which suffersamajor loss of income can apply for welfareand, providing it meetsthe needstest, receive
immediate assistance; the family’s circumstances are monitored closely and regularly once it goes on
welfare, so that an increase in income as aresult of part-time earnings will quickly trigger adeclinein
welfare benefits. However, eligibility for and the amount of benefitsfrom the Child Tax Benefit/\Work-
ing Income Supplement are based on last year’sincome as assessed through the income tax form.

The Child Tax Benefit's slower responsiveness to income changes has one advantage. A family
which receives the maximum benefit but then experiences an increaseinincome (e.g., dueto finding a
job, winning apromotion or pay increase) will continueto receive the larger Child Tax Benefit until its
incomeis assessed in the next tax form. Thislag constitutes a de facto earnings supplement which can
help offset employment-related expenses for a parent who finds work.

Theincome-tested part of Canada's child benefit system is much cheaper to administer than the
highly labour-intensive welfare benefits on behalf of children. Welfare administration costsfrom about
5to 7 percent of total program costs (Mendelson 1979), whileincometax-administered benefitsrequire
about 1 percent of total program costs, judging by the amounts charged to administer the BC Family
Bonus. The current system isthus more expensive to operate than atotally income-tested child benefit
system.

economic stabilization

A major argument in favour of Family Allowancesamong wartime socia planners, the economic
stabilization objective of child benefitsisrarely heard today. Yetitisstill arelevant aim, and isimportant
to assess as part of the cost-benefit calculus of child benefits.

In the absence of the required econometric studies, we can only speculate on the current child
benefit system’s performance according to the economic stabilization criterion. On the plus side, as
noted in the section on the evaluation framework, lower-income families are the most likely of al
income groups to spend al of their limited income. This economic tenet, coupled with increases in
federal child benefits for low-income familiesin the mid-1980s and in 1993 (though the latter only for
the working poor), might suggest that the child benefit system more effectively achieves the economic
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stabilization objective. Theincome-tested Child Tax Benefit pays more to the rising number of lower-
incomefamiliesin bad economic times, which in turn spend their benefits and thus hel p economic recov-
ery. The same can be said for welfare expenditures, which aso increase during recessions. And when
the economy improves, incomes should go up and federal and provincial child benefits to low-income
families should decrease relative to the economy as awhole, thereby reducing demand for goods and
services and helping to cool off the economy.

On the other hand, a substantial amount of money was removed from the federal child benefit
system as a result of various changes in the 1980s which reduced payments to middle- and upper-
incomefamilies, aswell aspartia deindexation which gradually lowersbenefitsfor al recipients. These
losses to some extent must have offset improvementsto the child benefit system’s economic stabiliza-
tion performance resulting from increased paymentsto |ow-income familieswith children.

The emerging child benefit system
adequacy
a. benefit levels

In 1998, the new Canada Child Tax Benefit will pay a maximum $1,625 for the first child and
$1,425 for the second and each additional child, while retaining the $213 supplement for each child
under 7 for whom child care expensesare not claimed. Working poor familieswill seeincreasesintheir
child benefits which rise with the number of children because the per-family Working Income Supple-
ment isbeing replaced by aper-child larger basic child benefit. Working poor families’ child benefitswill
be $105 or 6.9 percent more than under the current Child Tax Benefit/Working Income Supplement for
familieswith one child, $510 or 20.1 percent more for two children, $840 or 23.1 percent morefor three
children and $1,170 or 24.7 percent more for four children. However, for working poor families, the
Canada Child Tax Benefit till will leave aconsiderable gap between child benefitsand the cost of raising
achild. For example, aworking poor family with two children (one under and one over 7) will receive
amaximum $3,263 Canada Child Tax Benefit, which is only 41 percent of our posited cost of raising
two children ($8,000).

Welfarefamilieswill not be better off in cash termsunder the Canada Child Tax Benefit because
provinces will be allowed to deduct the amount of the larger federal child benefit from child-related
welfarebenefits. On average, then, welfarefamilieswill continueto receive roughly $2,500 per child or
63 percent of the estimated cost of raising a child.

The Canada Child Tax Benefit isthe foundation but not the whol e of the National Child Benefit
System, whose devel opment hinges on complementary actions on the part of the provinces and territo-
ries. The nature of provinces reinvestmentsis expected to vary agood deal. Some provinces plan to
deliver cash transfer paymentsto low-income familiesin the form of income-tested child benefits and/or
earnings supplements, while others will reinvest in child-related services such as child care or may
extend in-kind benefits such as supplementary health care to the working poor.
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Thewelfarewall can belowered by providing servicesaswell as cash transfers, although these
are quite different kinds of social program, as discussed in the next section. While we are not arguing
that income programs are superior to services, we do believe that the National Child Benefit System
must progress quickly to reach the replace-welfare-for-children level ($2,500) and thereafter be raised
higher to reach the $4,000 mark by early in the next century. The best way to guarantee thesetargetsis
for the federal government to enrich the Canada Child Tax Benefit appropriately in the coming years.
However, in the short run, progress will be faster in provinces which supplement the federal Canada
Child Tax Benefit with aprovincial integrated child benefit — i.e., an income-tested program replacing
welfare benefits on behalf of children and extending coverageto all lower-incomefamilieswith children.

In BC, depending upon the extent to which the full increment in the federal benefit is passed on,
combined payments from the BC Family Bonus and the Canada Child Tax Benefit could be as much as
$3,074 for thefirst child under age 7 for all lower-income families (whether working or on welfare), or
77 percent of the $4,000 target. Saskatchewan presumably will bein asomewhat similar position when
it announces details of itsincome-tested child benefit and employment earnings supplement, depending
upon their level of benefits.

Albertais going the earnings supplement route. TheAlberta Family Employment Tax Creditis
worth amaximum $500 per family in 1997 and $1,000 per family in 1998. Thisprovincia initiativewill
bring maximum combined federal-provincia child benefitsto $2,838in 1998 for afamily with onechild
(under 7) or 71 percent of the $4,000 target, though only for families with earned income in the maxi-
mum range. To date, Alberta has not announced plansto create an integrated child benefit, in the sense
of replacing its welfare payments on behalf of children with an income-tested child benefit for all low-
incomefamilies. However, theAlberta Family Employment Tax Credit will substantially closethe child
benefits gap between welfare and working poor families and thus will lower the welfare wall consider-
ably. Combined federal-provincial child benefitsfor welfarefamilieswill remain asthey are under the
current system — about $3,000 for a child under 7.

As described in more detail earlier, Quebec’s new family alowance program pays two-parent
families up to $975 a year each for the first and second child and $398 for each additional child; in
addition to theserates, single-parent families al so receive asupplementary benefit worth upto $1,300 a
year. Moreover, working poor families in Quebec are eligible for the Parental Wage Assistance Pro-
gram, which pays a maximum annual benefit of $3,534 for two-parent families and $2,422 for single-
parent families.

Combined maximum payments from the Canada Child Tax Benefit and Quebec’s new family
allowances for two-parent familieswith one child under 7 will total $2,813, which is 70 percent of our
$4,000 target for a mature child benefit system; counting the child income tax credit, the amount is
$3,333 or 83 percent of the target. Some working poor two-parent families with one child under 7
qualifying for the maximum Parental WageA ssistance benefit could receive asmuch as$6,867, whichis
considerably above our $4,000 target.
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New Brunswick has announced its own versions of the federal Child Tax Benefit and Working
Income Supplement. The New Brunswick Child Tax Credit and Working Income Supplement will
provide modest benefits — amaximum $250 per family per year for each program — and so will neither
replace welfare benefits on behalf of children nor substantially supplement thelevel provided by federal
child benefits. But New Brunswick’s new programs are an important step forward and will furnish the
necessary platform for an enriched provincial child benefit systeminfuture.

b. anote on reinvestment: income versus services

Thereinvestment framework poses achallengeto policy-makers, evaluators and advocates alike.
| deally, measuring progresstoward the National Child Benefit System should investigate all the different
programs, services and in-kind benefits which receive funding under the reinvestment formula. How-
ever, these are apples and oranges programs that vary widely in purpose, design, clientele and impact.
Atthevery least, their diversity and number will complicate eval uation.

It is one thing to evaluate child benefits in the usual sense of the term — i.e., income programs
which provide cash or income tax savings and share common elements of design and purpose. Butitis
guite another to assess the performance of a‘system’ composed of a mixture of cash benefits, income
in-kind and social servicesthat, to complicate matters even more, varies from one province to another.

Income benefitsare adifferent animal from servicesand in-kind benefits. The chief differenceis
that cash child benefitsare paid to all low-income families each month, their essential purpose being to
deliver astable and regular income supplement to help parents provide generally for the needs of their
children. However, services (such aschild care) and in-kind benefits (such as supplementary health and
dental care and subsidized or free prescription drugs) are used by only some familiesand usually on an
episodic or time-limited basis. Low-income families should not be expected to use their child income
benefits to pay for the services and in-kind benefits that are to be provided for separately by other
programs.

In fact, the only thing that really makes the National Child Benefit System a ‘system’ is the
agreement between thetwo level sof government that the provinceswill spend federally-enabled savings
on welfare benefitsfor children on programs and services for low-income families. The boundaries of
such programs and services currently are being negotiated but doubtless will be defined broadly and
flexibly. Atthevery least, evaluation can monitor provincial governments’ allocation of welfare savings
and ensure that the money does go to acceptable children’s programs. Butitisnot at al certain that the
National Child Benefit System can be perceived and evaluated as a system rather than ssmply aloose
collection of programs and serviceswith varying purposes and content. The only guidance provided so
far has been the statement in the 1997 federal Budget paper that such programs should be “targeted at
improving work incentives and supporting children in low-income families” [Department of Finance
Canada1997: 19]. Policy-makerswill haveto put meat on these bones before evaluators can assessthe
performance of the National Child Benefit System.

We believe that income benefits and social servicesfor families should work together. Aninte-
grated child benefit must provide an adequate basic incomefloor for all low-income familieswith chil-
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dren. Socia servicesand in-kind benefits, in turn, serve groups within the low-income population and
will function more effectively if afirm foundation of income support exists.

c. adequacy of child benefitsfor non-poor families

Aside from the anti-poverty objective, child benefits also are supposed to serve non-poor fami-
liesin pursuit of the horizontal equity objective—i.e., helping offset the cost of raising children so that
such familieswill be (somewhat) lessworse off financially than childless households at the samelevel of
income. To our knowledge, there never have been any standards by which to gauge the adequacy of
child benefits paid to non-poor families, soit isdifficult to evaluate the system’s performance in terms of
thislong-standing but vaguely-defined objective.

A lower-middle-income family with two children (one under 7, one 7-17) and net income of
$30,000 (about half the $62,082 average income for atwo-parent family headed by someone under 65)
gets $2,049 from the current Child Tax Benefit and will receive the same amount from the new Canada
Child Tax Benefit. However, an average-income family with two children and net income of $60,000
getsfedera child benefitsworth only $549, which is modest by any standard.

Our analysis shows that middle-income and well-off families have lost substantial amounts of
child benefitsasaresult of the various changes since 1985. However, thisround of child benefitsreform
will leave non-poor familieswith the samelevel of benefitsasthey currently receive.

On the other hand, the Canada Child Tax Benefit will remain partially deindexed. Thisfeature
gradually will weaken, through stealth, the federal child benefit system’s capacity to achieve the hori-
zontal equity objectivefor non-poor families, as benefits erodein value and the disappearing point falls
steadily each year.

d. indexation

The emerging child benefit system isjeopardized by the continuing lack of adequate indexation.
Like the present Child Tax Benefit, the Canada Child Tax Benefit presumably will be only partially
indexed, with indexation kicking in only if inflation goes above three percent. Thisformulareducesthe
value of benefitsand thresholds every year by either the amount of inflation (if inflationislessthan three
percent) or three percent (if inflation runs more than three percent). Worse still, provincial welfare
systems and income-tested child benefits are unindexed; their benefits and thresholdsfall by the amount
of inflation each year.

We estimate that the maximum Canada Child Tax Benefit for familieswith two children will fall
from $3,050 in 1998 to $2,405 in 2010 and $1,973 in 2020 if the program remains partially indexed.
M easured as a percentage of the low income cut-off for afamily of four living in ametropolitan area of
500,000 or larger, the Canada Child Tax Benefit threshold will decline from 63 percent of the low
incomelinein 1998 to 50 percent in 2010 and 41 percent by 2020 (assuming an averageinflation rate of
two percent).
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If the Canada Child Tax Benefit ispartially indexed, the threshold for maximum benefitswill fall
fromits 1998 level of $20,921 or 63 percent of thelow income cut-off (for afamily of four livinginacity
of 500,000 or more) to $16,496 or 50.7 percent of the low income line by 2010 and $13,533 or just 41
percent of thelow incomeline by 2020. Thefamily income level where benefits end will declinefrom
$70,981 in 1998 (114 percent of the average income for a non-elderly couple) to $55,968 in 2010 (90
percent of average income) and $45,913 in 2020 (74 percent of averageincome). Inother words, over
time more and more middle-income families no longer will qualify for the Canada Child Tax Benefit.

Whileitisunlikely that future governmentswill freeze the Canada Child Tax Benefit for many
years— indeed, we urge them to substantially enhance benefits over time— nonethelessgovernmentsstill
can profit from partial deindexation even when they announce ‘increases’ in the benefit and its thresh-
olds, since such so-called increaseslikely will make up only partly for lost ground. Say, for the sake of
argument, that a future federal government announced in the 2010 Budget that the maximum Canada
Child Tax Benefit would be ‘increased’ from $1,625 to $1,825 for the first child and from $1,425 to
$1,600 for the second and each additional child. Infact, however, the original Canada Child Tax Benefit
rateswould be $2,061 and $1,807 in inflation-adjusted 2010 dollars. The so-called ‘increase’ in benefits
still would leave familiesin 2010 worse off than in 1998; the losses would amount to 11 percent — $236
for thefirst child and $207 for the second and each additional child.

Partial deindexation undermines all three objectives of the child benefit system — anti-poverty,
horizontal equity and economic stabilization — and hurts low-income familieswith children most. The
anti-poverty objective suffers because child benefitsrepresent alarger proportion of lower-incomefami-
lies' limited income, as do lossesin benefitsthat result from partial deindexation. Partial deindexation
also meansthat increasing numbers of upper-middle- incomefamiliesare disqualified from benefitseach
year; over time, the disappearing point will begin to fall into middie-incometerritory and eventually to
modest income levels. The result will be further erosion of the horizontal equity objective, which
aready has been weakened by the abolition of universal Family Allowances and the children’stax ex-
emption. By siphoning money out of the child benefits budget, partial deindexation erodesthe system’s
capacity to perform its economic stabilization function.

anti-poverty

Theincreaseinfederal child benefits under the Canada Child Tax Benefit will be small for work-
ing poor familieswith one child but more substantial for those with two or more children. For example,
aworking poor family with two children will see a$510 or 20 percent boost initsfederal child benefits
(comparing the 1998 Canada Child Tax Benefit with the 1996 Child Tax Benefit/Working Income Supple-
ment). However, that improvement can make only asmall dent in the depth of poverty among working
poor families.

Sincethe child benefit improvement is meant to move working poor families' benefits closer to
those currently paid to families on welfare, families on welfare (with no employment earnings) will see
noincreaseintheir child benefits at this stage of the development of the National Child Benefit System.
In later stages, when the child benefit exceedsthe value of welfare benefits, al low-incomefamilieswill
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beraised equally —i.e., when theincome-tested child benefit moves above $2,500 to reach ahigher level
(such as our proposed target of $4,000).

Evenif child benefitsfor low-incomefamilies achieved our provisiona standard of adequacy for
amature system (i.e., a$4,000 maximum payment per child to cover child-rearing costsfor low-income
families), they would not in themselves be sufficient to ‘end child poverty.” Thereason isthat children
liveinfamilies, with parents. Evenif low-incomefamiliescould havetheincremental amount needed to
raise each child, they still are not assured accessto the means of obtaining abasi c adequate income floor
onwhich to add the child benefit. Low-incomefamiliesin Canadafall far below thelow income cut-offs
— on average $9,298 for two-parent families and $8,345 for single-parent families, even with child
benefits. Whileit isreasonable to look to a future when maximum child benefits are $1,000 to $2,000
higher than today, it is clearly neither sensible nor desirable to expect them to be $6,000 to $8,000
higher.

In other words, adults have to start with an income at least equal to the poverty line for one or
two persons. We are far from providing the opportunity for everyone to have such abasic incomein
Canada — whether through work or through benefits. However, this problem must be addressed by a
broader range of policies and cannot, indeed should not, be resolved by the child benefit system. The
issue, rather, isonefor macroeconomic policies, labour market programs and minimum wagesaswell as
income security programs such aswelfare and Employment Insurance. Asnoted above, the child benefit
system is not the single magic bullet that will solve all problems: There are no magic bulletsin public

policy.

We were unable to come up with reliable estimates of theimpact on the total and average depth
of poverty of the Canada Child Tax Benefit and our proposed $2,500 and $4,000 targets because the
model availableto us (Statistics Canada's Social Policy Simulation/Database Model) wasin the process
of being updated at the time of writing. We urge the federal and provincial governments to undertake
such estimates and make them public.

fairness and reduction of barriers to employment
a. thewelfarewall

Reducing if not eliminating that part of thewelfarewall constituted by the current two-tier child
benefit systemisan explicit objective of the National Child Benefit System. At thisvery early date, we
cannot make any definitive assessment of progressin lowering the welfare wall, though we can make
some preliminary observations.

To date, only British Columbia and Quebec have put in place fully-integrated child benefits,
Quebec’s program is so new (September 1997) that we cannot make any comments on its performance,
though we do have moreinformation on the BC Family Bonuswhich beganin July of 1996. Saskatchewan
plansafully integrated child benefit which, with variationsin program parameters, likely will resemble
the BC Family Bonus and Quebec’s new family allowance — and the federal Child Tax Benefit and its
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successor the Canada Child Tax Benefit. The BC Family Bonus provides maximum benefitsto all [ow-
incomefamilieswith childreninthe province and has extended thelevel of child benefits previoudly paid
only to welfare families to the working poor and other low-income families; modest-income families
receive partial benefits. Early dataindicate that the extension of coverage is significant: More low-
income families not on welfare receive the BC Family Bonus (150,000) than are on welfare (70,000).
Thus in terms of reach, British Columbiais achieving the desired objective of fully replacing welfare
benefitsfor children with anincome-tested child benefit program for all low-income familieswith chil-
dren. We can expect Quebec and Saskatchewan to do the same.

Albertais not going the route of replacing welfare benefits for children with an income-tested
child benefit for all low-incomefamilies, opting instead for an earnings supplement for the working poor
in the form of the Alberta Family Employment Tax Credit. Nonetheless, Albertawill go aconsiderable
way to lowering its welfare wall in the sense that working poor families will receive anew provincial
child benefit that — though not equal to welfare benefitsfor children — will significantly reduce the child
benefits gap between welfare and working poor familieswith children.

Progressin reducing thewelfarewall in other provincesisuncertain at thistime. Sofar, Ontario
— home to almost one-third (32 percent) of Canada’s low-income children and 44 percent of al recipi-
entsof welfare— has not announced plansfor either anew child benefit like BC, Saskatchewan, Quebec
and New Brunswick or an earnings supplement like Alberta, Saskatchewan, Quebec and New Brunswick.
Instead, Ontario is using its savings from the increase in federal child benefitsto help finance an indi-
vidual child care subsidy program. Initsinitial form, Ontario’s Child Care Tax Credit (amaximum $400
per family) will be too modest to make much of an impact on the welfare wall, and will reduce the wall
only for families with eligible child care expenses. New Brunswick’s Child Tax Benefit and Working
Income Supplement also are much too small ($250 maximum) to remove many bricks from thewelfare
wall. But these provincial initiatives could be expanded in future as additiona infusions of federal
money into the Canada Child Tax Benefit allow provinces to enrich and/or expand their reinvestment
projects.

Other provinces are yet to make public their reinvestment plans. Those which opt to put their
savingsinto income programsfor low-income children will bereducing thewelfarewall, formally inthe
case of integrated child benefits such asthe BC Family Bonus and Quebec’s new family allowance and
de facto in the case of earnings supplements such as Alberta’'s Family Employment Tax Credit. How-
ever, provinces which reinvest their welfare savings in services — such as child care, early childhood
development and extension of in-kind benefits (e.g., supplementary health, dental or prescription drugs)
— will attack the welfare wall through a different route.

The federal government has a pivota role to play in reducing the welfare wall. The Canada
Child Tax Benefit will increase child benefits for working poor and other low-income families (not on
welfare) but not for those on welfare. To fully replace welfare benefits for children with an income-
tested benefit that will provide al low-income children the same amount that goes to welfare children
under the present two-tier system will require a maximum benefit of around $2,500 per child, though
eventhat will fall short in afew provinceswhich pay higher child-related welfare benefits.

56 Caledon Ingtitute of Social Policy



b. net versus gross family income

The continued use of the net income definition for child benefits has more seriousimplicationsas
governments invest in a stronger child benefit system than they did 20 years ago with the refundable
child tax credit. A lot more money is at stake now because the entire federal child benefit system is
based on net family income, asarethe severa provincia child benefitinnovationsthat have been launched
or announced to date in BC, Saskatchewan, Quebec and New Brunswick. As noted earlier, the use of
net income raises questions of fairnessand efficiency.

Sofar, thereare no plansfor the new child benefit system to addressthis matter. Wereturnto the
net family income problem later in the section Issues.

promote dignity and independence

Again, it is too soon to evaluate the emerging child benefit system according to how well it
meetsthisimportant criterion. However, to the extent that the emerging National Child Benefit System
managesto shrink and finally eliminate therole of welfarein the child benefit system, it should be ableto
meet thistest.

Evidence from focus groups held for our research into the BC Family Bonus (reported in the
next section) shows that recipients perceive the new program as non-stigmatizing and non-invasive, in
sharp contrast to the demeaning, rule-bound and dependence-engendering welfare system. Thereis
every reason to believe that the experience will be similarly positive when other provinces create
income-tested child benefits, so long as governments are abl e to distinguish the new programsin their
recipients’ and the public’s mind as separate and distinct from welfare. As provinces develop their
various child benefit initiativesin the evolving National Child Benefit System, evaluators should make
use of focus groups and pollsto plumb recipients’ experience with and their and the public’s perception
of federal and provincial child benefits.

Thereisno reason to suggest that the Canada Child Tax Benefit will be any |ess successful than
the present Child Tax Benefit (of whichitisonly avariant) in meeting thiscriterion of promoting dignity
and independence. However, to our knowledge no research has been done into this matter; it is ex-
tremely important and any futureformal evaluation of the National Child Benefit System must includeit.

simple and efficient administration

British Columbia's Family Bonus is delivered by Revenue Canada on behalf of the province,
using the existing federal Child Tax Benefit administrative machinery in assessing eligibility for and
amount of benefits and making within-year adjustmentsto benefitsin the case of such eventsasthebirth
of achild or changein family type. Obvioudly, thisarrangement produces significant savings over the
cost of setting up aseparate provincially-delivered system. Asnoted inthe next section, the BC Family
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Bonus'sadministrative cost islessthan one percent of thetotal cost and isexpected to declinefurther as
more families opt for direct deposit into their bank accounts over cheques.

With the exception of Quebec, other provinces also likely will take advantage of the existing
federal child benefit administrative machinery to deliver their new child benefit programs. Evenin
Quebec, theincremental cost of delivery through their own income tax system should be small.

economic stabilization

To the extent that the National Child Benefit System increases payments, most of which goesto
lower-income familieswith ahigh marginal propensity to consume, it can be expected to perform better
in terms of economic stabilization. We specify ‘most’ because some of the increase will leak to non-
poor families dueto the net family income definition.

Initsinitial phase, the Nationa Child Benefit System will allow provincesto reducetheir welfare
benefits commensurably and reinvest the resulting savings in a variety of ways, not necessarily into
income programs. The net incremental increase in child benefits is substantially less than the total
increased cost to the federal government, which means that the effectiveness of the program as an
economic stabilizer initsfirst phase will not be much larger than the current program. Of course, to the
extent that provinces actually do treat their savings as ‘new’ money and do not use it just to offset
spending they would have otherwise made, there still will be an overall initial stimulusto the economy
equal to the full size of the increased federal spending in thefirst round. Nevertheless, as along-term
economic stabilizer, the Canada Child Tax Benefit's effectiveness will be muted to the extent that its
increases could be offset by future provincial decreases (e.g., in adult-related welfare benefits). We
would anticipate that the federal role, and the use of this instrument as part of economic policy, will
become clearer when and if the federal government fully takes over responsibility for child benefits,
minimizing the future interaction between federal and provincial benefits.

Of course, asnoted before, partial deindexation will erodefutureincreasesinthe National Child
Benefit System over time and thus gradually will undermine any gains that might be expected in per-
forming itseconomic stabilizationrole.
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THE BC FAMILY BONUS

In July of 1996, BC introduced its new Family Bonus, becoming the first province to replace
completely itswelfare-based child benefitswith anew child benefit program availableequally to all low-
income families. In so doing, BC has made an historic advancein child benefits. Asonesocia policy
analyst put it: “...alot of governments have talked about issues like these for the last twenty years but
not much has happened across the country, so, in a sense, we in BC are having a quiet revolution in
socia policy reform” [Prince 1996]. Thischild benefit ‘ quiet revolution’ givesthe other provincesand
Ottawa an invaluable opportunity to learn from the results in BC in designing the new National Child
Benefit System.

This section first describes the design of the BC Family Bonus and how it is administered. We
then undertake a preliminary assessment of the BC Family Bonus according to the objectives described
in the section Measuring Progress.

To better understand and assess the BC Family Bonus, we held two focus groupsin Victoria—
one with low-income families receiving the BC Family Bonus and another with community agency
personnel (‘front-line’ workers). Information on the attendance is provided in Tables2 and 3. These
focus groups are not a representative sampling, but they furnished arich store of lived experience that
cannot be obtained from large-scale surveys. Welearned agreat deal from the focus groups, especially
from the recipients’ group, and their views have informed our perspective throughout this report.

We also interviewed the BC Minister of Human Resources and a number of provincia public
servants. We are grateful to the BC government for facilitating and hel ping us arrange these interviews.

What isthe BC Family Bonus?

The BC Family Bonus replaced needs-tested welfare payments for children with an income-
tested benefit, equally serving all low-income and modest-income BC familieswith children— including
the working poor as well as those on welfare or Employment Insurance. Like welfare and the federal
Child Tax Benefit, the BC Family Bonusisdelivered on amonthly basis.

The maximum annual Bonus is $1,236 per child under the age of 18, equivalent to what was
provided previoudy through the welfare system. The maximum benefit is paid to families with net
family incomesunder $18,000. For every dollar of income abovethe family incomethreshold of $18,000,
benefits are reduced by 8 cents for families with one child and 16 cents for those with two or more
children. Table 4 displays the benefits paid by the Family Bonus for families with various numbers of
children at differentincomelevels.

The BC Family Bonusistargeted to familieswith bel ow-averageincomes, since maximum bene-
fitsare payable only to those with incomes below the Statistics Canadalow-incomelines. The $18,000
net family incomethreshold for maximum benefitsfrom the Family Bonusislessthan Statistics Canada's
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low income cut-offs, which vary by size of family and community — e.g., ranging in 1997 from an
estimated $27,032 for afamily of threeliving in metropolitan Vancouver to $18,682 for arural area; for
afamily of four, the low income cut-offs range from an estimated $32,722 for a metropolitan area of
500,000 or more to $22,613 for familiesliving inrural areas. The Family Bonus diminishesto zero at
$33,540 for families with one or two children. This disappearing point for the BC Family Bonusis
substantially below the average income of families with children, estimated at $65,000 for British
Columbia.

For welfare recipients, the BC Family Bonus replaces the child benefit of the same amount that
used to be provided through welfare. Welfare recipients moving into the labour market continue to
receive the Bonus — the same amount as they got while on welfare, if their net family income is under
$18,000. If they losetheir job and haveto return to welfare, they continueto receive the Family Bonus.

Working poor families with income under $18,000 now receive the maximum Family Bonus,
which represents a significant increase in income. For example, a single mother of two earning a net
income of $18,000 ayear, substantially above the minimum wage (even in BC, which at $7.00 an hour
or $14,560 for full-time year-round work pays Canada's highest minimum wage), will get an extra
$2,472 inincome — asizableincrease in net income of 13.7 percent.

The BC Family Bonus is delivered by Revenue Canada on behalf of the province through the
existing Child Tax Benefit administrative machinery. Inquiriesare handled by afedera government call
centre. Recipients can opt to receive their Family Bonus payment in the form of acheque or asadirect
deposit to their bank account. About 46 percent of recipientsare now paid by cheque and 54 percent by
direct deposit. It isexpected that the percentage of direct deposits will gradually increase.

Anti-poverty objectives
additional income for the working poor

The Family Bonusis being paid to some 220,000 familiesfor the year ending June 1997, repre-
senting 45 percent of BC families. According to the 1997 BC Budget, total payments will amount to
about $290 million for the nine monthsthe program operated in the 1996-97 fiscal year. Thismeansthat
the BC Family Bonuswill cost approximately $385 million for afull fiscal year. Thisisnot al incremen-
tal cost asroughly $145 million of thiswould have been paid anyway to familieson welfare. Moreover,
there are other offsetting savingsfor the BC government. For example, thefederal government refunds
to BC the cost of the Bonus paid to Native families on reserves which receive income assistance (i.e.,
welfare).

Of thetotal benefits, 95 percent go to families with net incomes|essthan $30,000 ayear and 74
percent to those with annual net incomes under $18,000, so it appears that the program iswell targeted
tolow-incomefamilies. Sincewelfare recipientsused to receive an equivalent child benefit from welfare
which was replaced by the Family Bonus, they did not experience an increase in child benefits. But of
the 220,000 families getting the BC Family Bonus, around 150,000 are not on welfare and, while some
of these are on Employment Insurance or other income transfer programs, most are working. The
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program has been successful inincluding theworking poor, agroup traditionally difficult to identify and
to reach with public programs.

The Family Bonus has had abigimpact on the 150,000 |ow-income and modest-income families
not on welfare, for whom it has meant substantial additional income. A study commissioned by the
government of BC and conducted by one of this report’s authors, Michael Mendelson, estimated the
reduction in the depth of poverty among working poor families as a result of the BC Family Bonus
[Mendelson 1997].

The study found that the Family Bonus reduced the poverty gap by an estimated 19 percent for
all working poor families (defined in the study as families below the low income cut-offswhich are not
on welfare, some of which will be on Employment Insurance or other transfer programs) and by 25.5
percent for single-parent families among the working poor. The study also calculated what effect the
program has on depth of poverty using lower poverty linesset at 75 percent of the low income cut-offs.
The result using these lower poverty lines was a 28 percent reduction in the depth of poverty for all
working poor families and a 38 percent reduction in the depth of poverty among single-parent working
poor families.

The results should not be too surprising. After al, the BC Family Bonus is paying substantial
benefitsto families; the program is targeted to pay maximum benefits to low-income families; and the
majority of the money isgoing to working poor families because they substantially outnumber those on
welfare.

The Mendelson study did not attempt to measure the reduction in the number and percentage of
familiesbelow the poverty linefor the reasons discussed earlier in the section on evaluation. Nor did the
research attempt to measure the dynamic effects of the new program; it istoo early to attempt such an
estimatein any case.

The effectiveness of the BC Family Bonusin reducing the depth of poverty among the working
poor is not unrelated to its method of administration. The BC Family Bonus has ailmost 100 percent
take-up, by virtue of its administration through the tax system. The working poor are traditionaly a
very difficult group to reach. The experience of most social programsisthat if they require a separate
special application, therewill befar lessthan full take-up — especialy if the applicant isrequired to visit
awelfareoffice.

One of the participantsin our community workers' focus group observed that:

For the familieswho are working poor, and we see a lot of them, the Bonusisareal help. Alot
of thosefamiliesarereally struggling. They won't ask for help. They’ re hungry, their situations
aredifficult. So for themthe Bonusis great...There are families where both parents are work-
ing, often part-time at minimumwage. They see the Bonus as making a real differencein their
lives.

If our recipients focus group is any indication, the BC Family Bonus is indeed making areal
differenceinthelivesof children. Many of the families see the Bonus as money meant specifically for
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their children, although familiesare not alwaysableto useit for children’sitems because they have other
competing expenses (e.g., food or rent). In some instances, the Bonus allows them to get some of the
‘extras’ for their children that they could not otherwise afford. One mother said she spent one cheque on
a$100 enrollment fee so that her son could play junior hockey. Another said that she used it to buy her
son’ssize 13 running shoes.

what does the BC Family Bonus mean for people on welfare?

The BC Family Bonus extends important income benefits to working poor families, but the
strongest and loudest criticisms of the new program have come from welfare advocates, traditionally
supportive of any program for the poor. Much of that criticismisrelated to the other changesin welfare
benefits when the BC Family Bonus was introduced and is not really relevant to the Bonus per se. But
some of the criticism arisesfrom the fact that the BC Family Bonusisnot additional incomefor welfare
recipients. This view was expressed in our focus group for community workers. For example, one
worker said, “If it's a bonus, dammit, it should be more. It shouldn’t mean getting the same thing at
different times of the month.”

Some of the reaction was caused by confusion over the name of the program. Some peoplefelt
that if it was advertised as a Bonus, then it should not just be areplacement for their welfare benefits.
According to one community worker: “ The name has confused some families on social assistance, who
were expecting a ‘bonus.” We had to have meetings to explain that to people, who saw the program as
alossfor them.”

Since the BC Family Bonus did not increase income for welfare recipients, critics argue that
welfare recipients do not benefit in any way from the new program. However, this criticism implicitly
suggests that the welfare casel oad is static and unchanging, and that people on welfare are so different
from theworking poor that aprogram to benefit thelatter will never reach anyone on welfare. Thisview
iswrong. Infact, in asensethereisno suchthing as‘the’ welfare caseload. Instead, thereisarapidly
changing group of people who are forced to rely on welfare at some points in their lives but are off
welfare again as soon asthey are able. Evenin thistime of high unemployment, about four percent of
the BC caseload |eaves the welfare rolls every month. Almost all families with children which leave
welfare will continue to get the maximum Family Bonus for at least a year; those which go into low-
wagejobswill receive the maximum amount for aslong they earn low wages. Moreover, inlight of the
unstablelabour market, the BC Family Bonus offers an important element of income security for unem-
ployed parents who have to turn or return to Employment Insurance: They can aways count on their
income from the Bonus.

In our recipients’ focusgroup, it became clear during the course of the conversation that several
of the participants had been on welfare at some point. The statistics show that thisisnot at all unusual.
For welfare recipients who aspire to get off welfare, which seems to be amost all, the Family Bonus
allows householdswith childrento leave welfare and take ajob without abig lossinincome. The Bonus
removes a penalty standing in the way of the aspirations of many, perhaps most, people on welfare.
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In sum, the Family Bonus does not hurt families on welfare in BC, but the introduction of the
program may have resulted in some expectations not being met. Other governments might take note
and initiate more aggressive communication with welfare recipients during the introduction. In the
| ssues section, we discussfurther the more general question of whether programs such asthe BC Family
Bonus should be * passed on’ to welfare recipients as anincrease in their income.

Fairnessand reducing barriersto work

Clearly, the BC Family Bonus has changed the treatment of working poor familieswith children
compared to those in like circumstances but relying on welfare. All low-income families now are
entitled to the same level of child benefits. In this sense, the new program is clearly fairer than the
previous system and removes barriers to work.

However, there are two other aspects in which the BC Family Bonus may be less fair — the
definition of family and the use of net rather than grossincomefor the purpose of cal culating payments.
With regard to the former matter, we are concerned that joint reporting of income may be sporadic,
penalizing honest families. With regard to the latter issue, we believe that the use of net income intro-
ducesunjustified differencesin treatment whereby families with substantial grossincome end up being
treated the same aslower- incomefamilies. But both problemsoriginatein thefederal child benefit and
areonly reflected inthe BC Family Bonus. Therefore, these matters are discussed further in the Issues
section of thisreport as a problem which all tax-administered child benefits have in common.

Adequacy

We are proposing that the first standard of adequacy, to be reached by the year 2000, be a
minimum payment of $2,500 per child, sufficient to get all child-related cash benefitsout of thewelfare
system. By thisstandard, BCisalready very closeto achieving thefirst signpost. All cash benefitson
behalf of children have been removed from the welfare system; total federal and BC child benefits are
$2,469 for achild under 7 and $2,256 for achild over 7.

The second signpost of adequacy is to provide sufficient funds for a modest-income family to
pay the additional costs of raising a child, which we have pegged at a provisional estimate of $4,000.
When thelarger federal benefitsfrom the Canada Child Tax Benefit comeinto play, if British Columbia
made no compensating reduction to its BC Family Bonus, the maximum combined benefit payableto al
low-income familiesin BC would cometo $3,074 for thefirst child under 7, whichisnot impossibly far
off the $4,000 objective.

Effectson welfare caseload
One of the hopes in introducing a program such as the Family Bonus is that it will resultin a

decrease in the welfare caseload. The Mendelson study found an accelerated decrease in BC welfare
casel oads when the BC Family Bonus was introduced.
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It isexpected that the BC Family Bonus over timewill affect caseloadsin two ways. By remov-
ing financial penaltiesfacing welfare recipients considering potential employment, it may encourage a
more rapid departure from welfare into the workforce. But the impact on caseloads may result from
somefamiliesfinding it unnecessary to apply for welfarein thefirst place, so that the number of families
enrolling might be expected to decline. Over thelong term, even asmall increasein stops and a small
decreasein startswill have abig cumulative effect on total caseload. The same effects can be expected
for any similar integration of child benefitsin other provinces.

It is over many years, rather than immediately, that the BC Family Bonus likely will make a
substantial differencein welfare caseloads. The Bonuswill haveto becomearegular and expected part
of theincome security system, so that families know it isthere as a secure source of income when they
need to make decisions. It takes along time for a program to become embedded in the culture of a
province or country.

Nevertheless, there is preliminary evidence suggesting that the BC Family Bonusiis having a
sustained effect on reducing welfare caseloads among families with children. A recent quantitative
anaysisdone by the BC Ministry of Human Resources compared predicted starts and stops (i.e., fami-
liesenrolling on welfare and leaving welfare, respectively) to actual startsand stops. Thisanalysisfound
a continuing decrease in the number of stops, above the predicted level, and a continuing decline in
starts, below the predicted level. The positive change was most pronounced among single parents.

These early findings on the BC Family Bonus are very encouraging for the potential of aninte-
grated child benefit system in Canada as awhole. While the results are preliminary, they likely will
become larger still as the program is more established. Moreover, the process is cumulative; as stops
increase and startsincrease, the welfare casel oad will decline substantially over timerelativeto whereit
would have been without child benefit reform.

Simple and efficient administration

As noted, the BC Family Bonus is delivered through the federal Child Tax Benefit machinery.
Thisis arelatively inexpensive way to administer the program. The federal government charges BC
about $3 million a year for this service. There are only a few BC public servants working on the
program. BC has had to hire only three more staff to help administer this very large program. Asa
result, administrative cost is less than one percent of the total cost and only afew dollars per year per
recipient family, and these amounts|likely will decrease as more families use direct deposit.

the ‘two cheques’ issue

The introduction of the BC Family Bonus initiated a change in payment arrangements for wel-
fare familieswith children. In June 1996, they went from a single welfare cheque plus afederal Child
Tax Benefit cheque to a welfare cheque, a BC Family Bonus cheque and afederal Child Tax Benefit
cheque (or direct deposit in some cases). Apparently, some welfare recipientswere upset by thischange.
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Many welfare recipients know the precise amount of their cheque. Itisnot totally unheard of for
seemingly arbitrary changes to appear on cheques, and recipients must follow up on such changes to
ensurethat they are correct. Inthiscontext, it isnot surprising that there was some difficulty when $103
achild each month was moved from welfare to the BC Family Bonus. Even though the Family Bonus
comesonly afew dayslater, thereis still alot of worry until it arrives,

A longer-term welfare recipient at our focus group expressed this concern:

...having two chequesiskind of scary because | get $800 a month. That’sit. But now | don't get
$800 a month. | get $700 and they make you wait for a couple of days, and then you phone all
your friends and you go: “Did you get that $103 one yet?’ Becauseit totals the same amount,
but you know...So you' re waiting, and then you think: “We&ll, maybe there's a new policy that |
haven't seen on TV yet.

Interestingly enough, the one new recipient of welfarein our recipients’ focusgroup did not see
thingsthisway at all, having never experienced anything else. Indeed, she preferred two cheques:

So| likeit that way because I’ ve always got money. | run out of money and then, you know, two
days later | have another cheque that’s comein.

It would appear that the problem of ‘two cheques' is another adjustment problem, difficult
perhaps, but temporary. Possibly, it could have been eased by more advance preparation, but it likely
will disappear after at most afew years when everyone is used to the new system. If the BC Family
Bonus and thefederal Child Tax Benefit are combined in asingle cheque, thiswould move up delivery
of the BC Family Bonus by two days and reduce the number of chequesto two from three. Thischange
would simplify further administration and perhaps help reduce the confusion, although it also would
require another period of adjustment.

visibility

The BC Family Bonusis paid each month two days after the federal Child Tax Benefit is paid.
Where the Family Bonusisin theform of acheque, the cheque shows both the BC crest and identifica
tion and the federal mapleleaf and identification. Infuture, the chequeswill display more prominently
BCidentification. Inaddition, at the beginning of each year, the BC government sends aletter to each
recipient family saying how much Family Bonusit will be getting during the year.

Most of the staff weinterviewed for this study felt that recipients do not always understand what
the payment isor that it iscoming from the government of BC. However, many of the participantsin our
recipients focus group knew what the Bonusis, that it isaBC government initiative and, because they
have to budget so carefully, exactly when it arrtias and how much it pays. Admittedly, thisgroup may
not be representative of all recipient families, since participantsin the focus group were selected on the
basisthat they know they receivethe Bonus. Despitethisknowledge, several participants said that they
and their friends referred to the Bonus as the ‘ Family Allowance,” as akind of generic term for child-
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related benefits of any kind. (Theactual Family Allowance program wasreplaced in 1993 by the Child
Tax Benefit.)

For the general public, thisissue of the jurisdictional identity of government programs might
seem to be just a political game. After all, who really cares whether people know they are getting a
government benefit and which government is paying for it, as long as the program is working? But
democratic governments have to get elected; programs that people do not know about, but that cost a
lot of taxpayer dollars, usually will not be too successful in attracting public support. Anti-poverty
programs have to compete for funding with popular programslike health and education, so if the former
programsfail to provide much positive political visibility for the government, they will be hard to fund
and maintain over time.

It isour sense that visibility may be alittle better than most BC officials think, at least among
working poor families, but we have no polling datato back thisup. In any case, the cheque paid by the
federal government on behalf of BC does not seem to help al that much in jointly crediting BC and
Ottawa. Perhapsthe new cheque design will be better, though more peoplelikely will be going to direct

deposit anyway.

The administration of the BC Family Bonusthrough the federal tax system hasimmense advan-
tages— low administrative costs, non-intrusiveness and simplicity. But one disadvantage may bethat it
reduces somewhat BC's political credit for the program.

Promote dignity and independence
lack of stigma and intrusiveness

Administration through theincome tax system meansthat the payment of the BC Family Bonus
isautomatic, based on the previousyear’sincometax report, and does not require aspecial application
of any kind to be submitted. If aparent filesanincometax return, and meetstheeligibility requirements
for family net income and number of children as determined from the tax returns, a Family Bonus
payment isinitiated.

For the recipient focus group, the automatic nature of the BC Family Bonusisextremely impor-
tant — probably one of its best qualities. The program delivers a non-intrusive and non-stigmatizing
payment that is theirs without demanding any special applications, without answering any questions
other than those every citizen must answer on his or her tax form and without any demeaning sense of
being deemed specially needy. The BC Family Bonusclearly isnot welfare, which imposesacomplex,
highly intrusive and typically stigmatizing test of applicants’ needs and resources. Some of the com-
ments on thisissue were:

“...thisway | can make anything | want and only have to answer to the taxman.” “ There’'s no
stigma.” “ You don't have to answer to anybody about what you made.” “You' reindependent of
it. It'syour life.”
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responsiveness

Sincethe tax form reportsincome from the previous year and it does so during the spring of the
following year, theincome upon which the BC Family Bonus (and thefederal Child Tax Credit) isbased
may be out of date. For example, say asingle mother with one child isearning $4,000 amonth and then
islaid off in November so that her employment income fallsto nothing (of course, in reality she might
qualify for Employment Insurance or, failing that, welfare). When shefillsout her tax forminApril, she
will report $40,000in employment incomefor the previousyear aswell asany benefits shereceivesfrom
Employment Insurance or welfare. 1f she hasfew or no deductions, shewill not be entitled to any Family
Bonus paymentsin the current year when sheis unemployed.

Thediguncture between current income and current child benefits could pose a serious problem
for parents struggling to cope with a sharp reduction in income. Thetax system is based on retrospec-
tive reporting of last year’sincome and istherefore not responsive. Any program using the tax system
must find a way to deal with this problem of responsiveness to mid-year changes in current family
income.

There are two types of changes to family income or needs that occur in mid-year. Onetype of
changeresultsfrom new family composition: A couple splitsup; one of the spousesdies; achildisborn
or dies. A second type of change may be dueto loss of ajob, finding ajob, enjoying a pay increase or
experiencing some other changeinincome.

The federal Child Tax Benefit administration allows parents to submit a special application to
Revenue Canadaat any time during theyear if thereisachangein family composition. Thefederal Child
Tax Benefit may then be initiated in mid-year without waiting for a new tax form to be filed; the BC
Family Bonusasoispaidif eligibility isestablished. But thefederal system doesnot accommodate mid-
year changesin income due to other causes.

In BC, this issue is addressed through the welfare system. Temporary welfare is available to
income assistance families not receiving the full Family Bonus, so that the amount of welfare they get
per child (combined with any partial Family Bonusthey may be getting) isequal tothefull Bonus. When
thefull Bonusbeginslater intheyear, the additional welfareisnolonger required and isremoved. Since
welfareisavailableonly to those with very few assetsand little or noincome, many low-incomefamilies
in BC which otherwise would be eligible due to a drop in their income, must wait several months or
more before they start getting the BC Family Bonus.

We asked participants in the recipients’ focus group how they would react to a Family Bonus
that instead required them to file amonthly report to be more responsive to change in income. There
was a strong reaction consistent with their preference for a tax-based, non-intrusive system. Most
participants thought that such a system would be too much like welfare. Some of the reactions to a
suggestion for amonthly report were:

“No.” “Noway.” “That'stoo much.” “They'd better talk to some people.” “Too intrusive.”
“Oh, it wouldn't be worth it.”  “It would drive me nutsif | had to fill out an application every
month.” *That would be worse than welfare.”
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In sum, the experiencein BC isthat the responsiveness problem has not turned out in practiceto
be amajor source of complaint. Thewelfare aternative for thosein dire straits appears to be working.
From arecipient’s perspective, the trade-off of responsiveness for non-intrusivenessisworthwhile.

Table2
Recipients focusgroup - Victoria, B.C.
Family Singleor Number of Family income | No. of adults | Useday Day care
couple Children employed care subsidized
1. single 2 under $20,000 part-time yes yes
2. couple 3 under $20,000 | onefull-time no na
one part-time
3. single 1 under $20,000 one yes yes
4, single 2 $20,000-$30,000 one no n/a
5. couple 1 $30,000-$40,000 two yes no
6. sngle 1 welfare none no na
7. single 3 $20,000-$30,000 | part-time yes yes
8. single 3 under $20,000 one yes yes
9. couple 3 under $20,000 one no n/a
10. single 3 under $20,000 part-time yes yes
11. sngle 1 welfare none no na
12. single 1 $20,000-$30,000 one yes yes
13. single 3 $20,000-$30,000 one yes yes
14. single 2 under $20,000 one yes yes

Note: Attendeeswere selected mainly by random phone calls (approximately 800) in the Victoria
areaand by referralsfrom community workers.

68 Caledon Ingtitute of Social Policy




Table3

Affiliations of community workers

1. Blanshard Community Centre

P. James Bay Community Project

3. Fairfield Community Place Society

A, Capital Regional District (Health)

D, Capital Families Association

b. Single Parent Resource Centre

7. Together Against Poverty

8. Salvation Army

0. Coastal Community Services

Table4
Annual BC Family Bonus, by Number of Children and Net Family Income

net family 1child 2 children 3children 4 children 5 children
income
$ $ $ $ $ $
18,000 1,236 2472 3,708 4,944 6,180
20,000 1,080 2,148 3,384 4,620 5,856
22,000 912 1,836 3,072 4,308 5,554
24,000 756 1,512 2,748 3,984 5,220
26,000 600 1,188 2,424 3,660 4,896
28,000 432 876 2,112 3,348 4,584
30,000 276 552 1,788 3,024 4,260
32,000 120 228 1,464 2,700 3,936
34,000 0 0 1,152 2,352 3,624
36,000 828 2,064 3,300
38,000 504 1,740 3,976
40,000 192 1,428 2,664
42,000 0 1,104 2,340
44,000 780 2,016
46,000 468 1,704
48,000 144 1,380
50,000 0 1,056
52,000 744
54,000 420
56,000 96
58,000 0
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|SSUES

During the course of theanalysis, fiveissues arose which we consider crucial to the development
of the National Child Benefit System: not ‘ passing through’ increased child benefits to welfare recipi-
ents; net versus grossincome; indexation; definition of family; and necessary futureincreasesinthelevel
of maximum benefit. Each of these issues isimportant for the future evolution of the National Child
Benefit System and its capacity to get from where we are today to the fully mature and effective inte-
grated child benefit sketched out in thisreport.

Not passing through increased child benefitsto welfare recipients

In itsformative phase, as Ottawa and the provinces move towards the goal of replacing welfare
benefits for children with income-tested child benefits, only working poor families and other low-
income families not on welfare (e.g., those on Employment Insurance) will get additional income. For
welfarerecipients, the added child benefit will displace some (and eventually all) of thewelfare-related
child benefit. Thisfirst phasein the development of the National Child Benefit System isnot intended to
improve child benefitsfor welfare families, desirable asthat might be. Instead, itismeant to ensurethat
under the new system such familiesmaintain thelevel of child benefitsthey previously got from welfare.
Once child cash benefits in the welfare system have been fully displaced by a broadly-targeted child
benefit, any further increasesin the benefit will add equally to theincome of welfare recipientsand other
low-incomefamilies.

It is understandably difficult for many anti-poverty groups and social advocates to accept gov-
ernments’ decision to not passthrough theincreasein federal child benefitsto familieson welfareinthe
first stages of constructing the National Child Benefit System. This feature of the first phase of child
benefit reform has caused many activists to become disenchanted with the whole enterprise. Whilewe
are sympathetic to these concerns and share similar objectives in combatting poverty, we have con-
cluded that the increase in the child benefit should not be passed through to familieson welfare. There
are several reasonsfor this position.

The essential objective of the National Child Benefit Systemisto replace child-related welfare
benefitswith abroadly-based income-tested system paying the same benefit to al low-income families
with children. Such a child benefit system is the only hope of achieving adequacy in benefits for poor
families, including those on welfare. If welfarefamiliesin Canadaever areto get an adequate income,
it surely will not come from increased welfare rates. In Ontario, for example, two successive govern-
ments increased welfare rates substantially, only to have the whole system cut right back again with
barely aripple of public concern. If ever there was agraphic demonstration of thefutility of traditional
welfare as an effective anti-poverty strategy, thisexperiencewas surely it.

A successful anti-poverty strategy will require the transformation of our basic income safety net
from extremely unpopular welfare programs, which are narrowly targeted at asmall group of relatively
powerless Canadians, to a diverse range of socia programs that have broad public appeal and accep-
tance. A comprehensive anti-poverty project for Canada cannot be constructed on the platform of
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welfare aswe know it. Replacing child benefitsin the welfare system with abroad, income tax-based,
non-stigmatizing system of benefitsisthefirst step in building an acceptable foundation for an effective
anti-poverty strategy.

Aslong asthe provinces genuinely reinvest their savingsfrom welfare expenditureson children
into programs for all low-income families with children, the same amount of money will go
into programs for poor families with children — regardless of whether the increased benefit is passed
on to welfare recipients. The difference is how the extra money is spent — to improve (non-welfare)
income programs and services for low-income families with children, or to increase welfare benefits.
While some social groups still might prefer the latter, the point is that the former is not areduction in
spending on children.

Of course, provinces must be honest in their reinvestment policies and not simply use the extra
money to offset what they would have spent anyway. Inthisregard, thereinvestment guidelinesand the
transparency of the reinvestment strategy are critical to theintegrity of the National Child Benefit Sys-
tem strategy.

The argument for passing through the increased federal child benefit to welfare recipients may
be somewhat naive. The pass-through caseisbased on the premisethat the child benefit increaseindeed
will be successfully passed on to welfare recipients as long as provinces do not formally acknowledge
they arereducing welfare benefits. But provincesremain keenly aware of thetotal income of recipients.
Over the next several years, their welfare rate policies would take into account the existence of recipi-
ents' additional income from federal child benefits. The result could be slow erosion of the increased
benefits smply by freezing welfare benefit levels and alowing inflation to do the job; no provincein-
dexesitswelfarerates. Inthat case, the extramoney would be permanently lost to children’s programs.
Whilethe same slow erosion al so can happen in the reinvestment strategy, at least the latter could allow
for more political and administrative accountability — aided by scrutiny from socia groupswhichwill be
vigilantly monitoring the developing National Child Benefit System.

Indeed, this argument is one of the more powerful reasons why those who are most concerned
about families on welfare should bein favour of theideaof fully replacing welfare benefitsfor children
with a broadly-based integrated child benefit system. Until that happens, increases in federal child
benefits — even past increases that in theory were fully passed through to welfare recipients — can and
have been easily neutralized by the erosion of provincia welfare benefits.

Finally, as we have argued throughout, the vast majority of welfare recipients are trying very
hard to get ajob and leave the welfare system. Thelarge turnover in caseload proves that many people
succeed. But the present practice of effectively imposing financial penalties on those who do succeedis
unfair to recipients and puts abarrier in the way of their aspirations. The policy of not passing through
theincreased federa child benefit lowersthose barriers by reducing the welfarewall. But, on the other
hand, passing through theincreased child benefit to welfare recipientssimply will leavethe welfarewall
untouched. Thereisathird option — raise child benefitsfor all low-incomefamilies, including those on
welfare — but this would prove much more costly; governments have chosen first to seek to equalize
child benefitsfor all low-income families before boosting child benefitsfor them all.
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Canadaisnot alonein grappling with thisissue. Frank Field, asocial policy expert and newly-
appointed Minister for Social Security in the United Kingdom, and one of the founding spirits of the
British Child Poverty Action Group, argues that “any successful disengagement from means-tested
assistance must inevitably result in this outcome; those drawing means-tested assistance will see no
immediate increase in their standard of living, while others receive additional help as the new benefit
structure begins to take effect. Hereisanother crunch point whereit isvital that the reformer’s nerve
does not crack. This strategy offers the only realistic possibility of disengaging from means-tested
welfare” [Field 1996: 19].

In assessing the impact of the National Child Benefit System, itisimportant not to usethesingle
criterion of families' cash benefits before and after the change. Thisistoo narrow and mechanistic an
approach. Althoughfamiliesonwelfareinitially will see noincreasein theamount of their child benefits,
they still stand to benefit in other important ways.

The Canada Child Tax Benefit and the new child benefitsthat several provincesare providing or
plan to create areincome-tested benefitsthat come with none of the stigmaof welfare. Instead, they are
delivered anonymously and impersonally, eligibility being determined on the basis of income asreported
on theincometax return rather than assessed through the intrusive needstest used by welfare. Likethe
existing Child Tax Benefit, the Canada Child Tax Benefit will serve the large mgjority (85 percent) of
Canadian families with children, including middle-income and some upper-income families. The BC
Family Bonus is more targeted than the federal child benefit, but still serves modest-income families
(e.g., benefits for a family with one or two children disappear above net family income of $33,540,
which is above the low income cut-offs).

In an eraof restraint in public spending, income-tested benefits have proven to be the safest of all
income security programs in Canada. In fact, income-tested child and elderly benefits have been
increased inreal terms. By contrast, needs-tested welfare has been reduced in most provincesin recent
years, social insurance has proven vulnerable (especially Unemployment | nsurance/Employment I nsur-
ance) and universal programs— supposedly the safest of all — are extinct in the case of child and elderly
benefits. Politically, the chances of improving benefits under an income-tested integrated child benefit
are far superior to winning increases in welfare benefits. In future, after the National Child Benefit
System is put in place, governments can and should raise the maximum level to improve child benefits
for welfare (and other) families, up to alevel sufficient for alow-incomefamily to pay for the additional
costsof raising achild.

The important caveat to our claim that income-tested programs have fared best is that federal
child benefits— unlike elderly benefits— have been only partially indexed since 1985. Theissueof partial
indexation is discussed below. However, partial indexation is better than none at al, whichisthe case
for welfare benefits. Welfare families would be better off receiving more (and eventually all) of their
cash child benefits from the federal government; at least they will be getting partially-indexed child
benefits as opposed to unindexed welfare benefits for their children. Better still, if Ottawa can be
persuaded to fully index the Canada Child Tax Benefit, welfare families and other low-income families
will have a stable source of income from child benefits.

If theincreased child benefit had been added on top of existing welfare benefitsfor children, the
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existing gap between people working and those on welfare would have been perpetuated. The result
would have been that working poor familieswith children would have remained just asbadly off relative
to families on welfare as they were under the old system, which isnot fair to the working poor. More-
over, many people on welfare who went back to work would have lost a substantial amount of income
rather than increasing their income, leaving asignificant obstacle in their path towards becoming inde-
pendent of welfare. In short, income for people on welfare would have been higher than under the
proposed treatment of the child benefit increases but the structural flawsin the social security system —
the welfare wall — would have remained.

In the face of these consequences, it would be more consistent with the goals of reducing child
poverty and strengthening the social security system for advocates to argue instead for higher child
benefit levels, which would increase benefits for both the working poor and those on welfare. After
all, the complaint about not ‘ passing through’ theincrease in federal child benefitsis about the amount
of benefitsavailableto familiesonwelfare: 1tisnot an argument that welfarefamilies should, everything
else being equal, receive more child benefits than the working poor.

One of the phrases often used to criticize the National Child Benefit System’s strategy isthat it
‘pitsthe poor against the poorest.” But we believe that a better case can be made for just the opposite:
TheNational Child Benefit System will have the effect of better public and political support for families
onwelfare because they will bejoined in asingle broadly-based program not only with thelarger group
of working poor, but also with the majority of non-poor familieswith children.

Net ver susgrossincome

The Canada Child Tax Benefit, likethe current Child Tax Benefit, will calculate eligibility for and
amount of benefits on the basis of net, not gross, family income. The same definitionisused by theBC
Family Bonus and also will be used in child benefit initiatives in other provinces including Alberta,
Saskatchewan, Quebec and New Brunswick. Use of net rather than total family income could have
serious negative consequences for the future integrity and efficiency not only of the federal Canada
Child Tax Benefit but the federal-provincial National Child Benefit System overall.

The net income definition allows the deduction from grossincome of avariety of items, includ-
ing contributions to Registered Pension Plans and RRSPs, child care expenses, union and professional
dues, attendant care expenses, certain employment expenses, carrying charges and interest expenses,
businessinvestment |osses, moving expenses and alimony or maintenance payments (though no longer
for children) and investmentsin oil, gas or mining ventures. Non-poor families, with incomes abovethe
threshold for maximum benefits, are able to reduce their income for purposes of determining their
eligibility for and payments from income-tested child benefits. Upper-income families profit the most
because they are more likely to have such deductions and to deduct larger amounts than families with
lessincome.

Asnoted earlier, the net family income definition resultsin both vertical and horizontal inequities
in the distribution of child benefits. Vertical inequity stemsfrom the fact that an upper-income family
can end up with similar child benefits to a middle-income family, and in some cases even more; some
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non-poor families get the same maximum benefit as poor families. Horizontal inequity occurs because
families with the same total income receive different child benefit payments depending on how much
money they are able to deduct to reduce their net income.

Thedefinition of income has significant implicationsfor the distribution of federal and provincia
child benefits and the effectiveness of future increasesin maximum benefitsfor poor children. The net
family income definition meansthat child benefits areless cost-effectivein achieving their primary anti-
poverty objective. For the same overall expenditure, low-income families could be paid larger benefits
if the Canada Child Tax Benefit and income-tested provincial child benefitstook total family incomeinto
account; modest-income families could be given larger amounts; and/or the programs could be fully
indexed toinflation.

We estimate that the current Child Tax Benefit pays $3.7 billion to families with incomes over
$25,000 (close to the $25,921 threshold), which amounts to a sizable 72 percent of total ($5.1 billion)
expenditures. If the program calculated benefits on the basis of total income, for the same total budget
only $2.6 billion would go to families above $25,000. The new Canada Child Tax Benefit will pay out
an estimated $4.1 billion or 69 percent of itstotal $5.9 billion to families over $25,000 on the basis of net
family income, but would spend only $2.6 billion on those over $25,000if total family incomewere used
to calculate benefits.

The new Canada Child Tax Benefit and the present Child Tax Benefit inherited the net family
income definition from the refundable child tax credit which waslegidated in 1978. Thedesignersof the
refundable child tax credit believed that the program should use net income rather than total or taxable
income. Their main argument was that net income comes closer than the other two definitions of
income in the income tax system (total income and taxable income) to disposable or take-home pay —
i.e., theincomethat families actually haveto meet their expensesand raisetheir children. By basing the
refundable child tax credit on net income, the federal government allowed familiesto deduct anumber
of compulsory costs that reduced their disposable income, including C/QPP contributions, Unemploy-
ment Insurance premiums, Registered Pension Plan contributions, and union and professional dues. It
also allowed the deduction of child care expenses, which are acost of going to work for parents. While
RRSP contributions are not compul sory, the federal government justified their deduction because they
are the only private pension available to self-employed workers and to the majority of the labour force
which does not work for employers offering private pension plans.

The case for choosing a net income definition for child benefits on the grounds that it best
approximatesfamiliesdisposableincomeis problematic, in our opinion. For onething, when thefederal
government reformed the income tax system in 1988, it no longer allowed the deduction from net
income of two mandatory costs of working — Canada /Quebec Pension Plan contributions and Unem-
ployment Insurance premiums— which all workersface, including those with low incomes. Yet Ottawa
continued to allow the deduction of other items, such as contributions to employer-sponsored pension
plansand RRSPs, and recei pted child care expenses, which in fact only aminority of working parents—
mainly those in middle-income and upper-income categories — can use to reduce their net income.
Therewould appear to be an inconsistent — if not double— standard at work here regarding what should
be taken into account in determining families' disposable income. Moreover, the net family income
definition does not capture another major item which significantly affectsfamilies’ disposableincome—
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their federal and provincial incometaxes. Not that weare arguing in favour of such an approach, but the
logic of the government’s position that child benefits should be based on a definition of income which
measures disposabl e income also should allow the deduction of income taxes.

It isnot at al clear why parents fortunate enough to work for an employer offering a pension
plan or who enjoy the benefits of union or professional association membership should be provided, in
effect, alarger child benefit than afamily with the same income but no employer pension plan or union
or professional association membership. Nor isit fair that familieswhich contributeto RRSPs or invest
in mining ventures should receive a bigger child benefit than families without RRSPs or oil and gas
investments. After al, taxpayersalready receiveatax break for their Registered Pension Plan and RRSP
contributions and union or professional duesin the form of federal and provincial income tax savings
from tax deductions.

A number of the deductionsallowed for net income are very much the preserve of higher-income
taxpayers and provide little or no benefit to low- and modest-income Canadians. The deduction for
contributions to RRSPs — at an estimated $10 billion in combined federal and provincial tax expendi-
turesfor 1997, the singlelargest tax deduction— isarevealing casein point. The most recent income tax
data, for 1994, show that only 26.6 percent of all taxpayers claimed the deduction for RRSP contribu-
tions. Use of the deduction varied enormously according to income, ranging from just 3.1 percent of
taxfilerswith incomes under $10,000 to 74.7 percent of those over $100,000. The average contribution
went from $892 for the tiny group of taxfilers under $10,000 who contribute to RRSPs to $13,612 for
the 74 percent of taxfilers with incomes over $250,000 who contribute to RRSPs. Higher-income
RRSP contributors also reap much larger federal and provincial income tax savings from their deduc-
tions because the value of deductionsincreases with marginal tax rates.

Several important deductions have grown significantly over the years. Canadians claiming the
income tax deduction for contributions to RRSPs increased from 1.9 million or 13.0 percent of al
taxfilersin 1980 to 5.4 million or 26.6 percent of al taxfilersin 1994; the total amount of RRSP contri-
butions claimed went from $7.2 billionto $19.3 billionin 1994. Thetotal amount claimed under thetax
deductionfor contributionsto Registered Pension Plansrose from $5.9 billionin 1980 to $6.9 billionin
1994. Claimants of the child care expense deduction numbered 393,224 in 1980 and claimed in total
$704 million or an average $1,791 per claimant; in 1994, 704,397 taxfilers claimed $2.1 billion or
$2,629 per claimant. (All figures are expressed in constant 1994 dollars).

Onereason for the substantial growth in such deductionsisthe rising labour force participation
of women. Most familieswith children now have both parentsin the workforce, which hasincreased the
need for child care and, as aresult, the number of taxfilers claiming the child care expense deduction.
Whileonly aminority of women have employer-sponsored pension plansor contribute to RRSPs, none-
theless their numbers have been growing over the years as more women join the workforce.

Another important factor is the federal government’s changes to the income tax system in the
1980s and 1990s which served to increase the amounts deducted for some major items. The child care

expense deduction was doubled for children under 6 (from a maximum of $2,000 to $4,000) and the
$8,000 maximum family limit eliminated in 1988; in 1993, the maximum amountswereincreased again

to $5,000 for each child under 6 and $3,000 for each child aged 7-14 for whom child care receipts are
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available. Ottawa substantially boosted the tax deduction limit for contributions to Registered Retire-
ment Savings Plans and removed the limit on the tax deduction for contributionsto Registered Pension
Plans.

We believethat the Canada Child Tax Benefit and provincial income-tested child benefits should
use gross rather than net family income. Note that we are not here debating the pros and cons of
deductionsthemsel ves— even though we have views on that matter — sincethat isanother issue entirely.
Rather, we simply argue that such deductions should not be allowed in defining the income upon which
eligibility for and the amount of paymentsfrom federal and provincial child benefit programs are deter-
mined.

One group that requires special attention is farmers and fishers, whose gross and net incomes
typically differ agood deal because they can deduct business expenses. Use of gross family income
could disqualify somelow- and middle-incomefarmersand fishersfrom child benefits. Werecommend
that governments investigate carefully the potential impact of a change to gross income and decide
whether aspecial definition of incomewould berequired. Governments should consider whether other
families operating small businesseswith substantial expenses should be specially treated aswell.

I nadequate indexation

The preceding analysis dealt at some length with the impact of inadequate indexation on child
benefit rates and thresholds. Partial indexation of federal child benefits, and non-indexation of provin-
cial child benefits, basethe current child benefit system and the emerging National Child Benefit System
on abed of sand rather than the firm foundation that isrequired. The value of child benefitsis eroding
in a stealthy manner which allows governments to reduce expenditures surreptitiously. The declining
threshold meansthat fewer low-incomefamilies qualify for maximum child benefits and fewer middle-
income families receive partial benefits. Inadequate indexation is a regressive measure — poor and
modest-income families suffer the largest proportionate loss— which weakensthe progressive nature of
the current and emerging child benefit systems. All three objectives of the child benefit system — anti-
poverty, horizontal equity and economic stabilization — are jeopardized by inadequate indexation.

The entire child benefit system — federal and provincial, benefits and thresholds — should be
adequately indexed, which means onething only: full and automatic adjustment on an annual basisto the
increase in the cost of living, aswasthe practice for the federal child benefit system between 1973 and
1985.

Family definition

Thefederal Child Tax Benefit (and consequently the BC Family Bonusand any other provincial
program making use of the federal program’s income calculations) is based on net family income, as
reported on the income tax form. An individua who is part of a married or common-law couple is
required to supply the social insurance number and first name of hisor her spouse. Thetax ruleisthat
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individuals of opposite sex living in aconjugal relationship and sharing a dwelling for 12 consecutive
months, with no more than a 90-day interruption, are treated as a couple and must report the other’s
social insurance number.

The Child Tax Benefit provides a very powerful incentive not to report oneself as part of a
couple on the tax form. For example, a couplein which one parent had net income of $20,000 and the
other $30,000 qualified for aChild Tax Benefit in respect of one child under 7 of $631in 1996, based on
combined net income of $50,000. However, if the $20,000 parent did not declare the income of her
partner, the Child Tax Benefit would be $1,233 — double the proper amount. Asprovincial benefitsare
layered on, theincentives not to report joint income are greatly magnified. Therearefew countervailing
incentivesin the tax structure.

We have no way of knowing whether non-reporting of family income has become alarge prob-
lem, except that we seemed to run across afew examples of it in the course of our random phoning for
attendees at the BC Family Bonus recipients focus group. Revenue Canada, apparently, is attempting
to develop some better estimates of the extent of the problem. We do know, however, that human
naturebeingwhat it is, therelikely will be anincreasein non-reporting of family income asfederal child
benefitsincrease. If thisruleisnot fairly and evenly enforced, the family income definition effectively
becomes atax on honesty.

On the other hand, if the family income reporting rule is not or cannot be enforced, then the
federal government must consider changing the rule. As an extreme example, the Child Tax Benefit
could be made claimable by thelower earning spouse, with only oneincome being taken into account, so
that family income no longer would need to be reported and everyone would be treated the same.
However, thisreform would add substantially to costs and would change the targeting of the programs.
Costs could be offset partly by phasing out thetax credit for spouses, so that afamily with alow-income
spouse would have anet increase inincome unlessit had no children.

We are not advocating this or any other change. It would seem much fairer to find away to
enforce areasonable family income reporting rule. Family income reporting issueisan important issue
for the National Child Benefit System — indeed for the future devel opment of tax-based instruments of
income redistribution generally — and should be tackled asavery high priority. Itis, of course, first and
foremost, aproblem for thefederal Department of Revenue. But, given Ottawa s commitment to work-
ing with provinces and the extent to which all the provinces may use the tax system for their programs,
thefederal government should be careful to consult with the provinces beforeimplementing aresolution
to this potentially growing problem.

Raising child benefit levels

We have argued that the goal of replacing welfare benefits for children with an income-tested
child benefit for all low-income families with children is a necessary but not sufficient condition for
building an effective integrated child benefit. To finish the job, the federal government must raise the
maximum benefit level to cover the cost of raising achild for low-incomefamilies. Low-income parents
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should receive anincome benefit which enablesthem to providefor their children’sessential needs—just
as Canada already assures abasic incomefor al seniors.

The National Child Benefit System cannot achieve the integrated child benefit vision without
further federal investment in the Canada Child Tax Benefit beyond itsinitial maximum level in 1998 of
$1,625 for thefirst child and $1,425 for each additional child, plusthe $213 young-child supplement. If
the Canada Child Tax Benefit remains at its 1998 level, the federal government will have done nothing
more than modestly enrich and sensibly reconfigure its child benefit program, and the National Child
Benefit System would be stillborn.

Thefederal government should move quickly to increase the maximum Canada Child Tax Bene-
fit to at least $2,500 per child — the amount required to displace welfare benefits for children in most
provinces. Such anincreaseiswithintheream of political and fiscal possibility, sincethe 1997 Speech
From the Throne promised another $850 million infusion. Thefinal target should be a child benefit of
around $4,000 to cover the cost of raising achild for low-income families.

Further increases in the maximum Canada Child Tax Benefit should provide higher benefitsto
modest-income families (e.g., those between $25,921 and $35,000) by reducing the taxback rate on
incomes above $20,921 to avoid ever-steeper marginal tax rates on low-income families between $20,921
and $25,921. Moreover, modest-incomefamilies (like middle-income and upper-income families) have
suffered sizablelossesin child benefits since the mid-1980s.

It is instructive to put the issue of further federal investment in child benefits into historical
context. In 1984, when thefedera child benefit system wasmade up of Family Allowances, thechildren’s
tax exemption and the refundable child tax credit, the total cost cameto $6.7 billion (in 1997 dollars) —
only $300 million short of the $7 billion that a $2,500 per child Canada Child Tax Benefit would cost!
The extra$2 billion needed to create arepl ace-wel fare-benefits-for-children Canada Child Tax Benefit
amountsto just 1.9 percent of total federal program spending.
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CONCLUSION

Thisreport has put forward anumber of key requirementsfor an eval uative framework based on
theintegrated child benefit concept which underliesinnovative provincial child benefit programssuch as
the BC Family Bonusand the National Child Benefit System announced inthe 1997 federal Budget. We
have applied our evaluative criteriato the current child benefit system and, necessarily in apreliminary
fashion, to the recently-launched BC Family Bonus and the other federal and provincial elements of the
nascent National Child Benefit System.

Several issues arose from our analysis which we believe must be addressed in order to build an
effective child benefit system. Theseissuesare: the politically tough matter of not passing throughinitial
increasesin child benefitsto welfare families, the use of net family incomefor calculating eligibility for
and paymentsfrom income-tested child benefit programs, lack of adequate indexation, family definition
and the imperative of future increasesin child benefits. We offered some suggestions for dealing with
theseissues.

The National Child Benefit Systemisin itsinfancy, but it could become one of the most impor-
tant social policy innovations of our generation. However, achieving that vision will require adherence
to the basi ¢ requirements of the integrated child benefit model presented in thisreport, and upon which
an evaluative framework for the National Child Benefit System should be built.
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