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A PLAN FOR GROWTH AND system that would be more responsive to the
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Tax Competition and the Fiscal Union

Saskatchewan’s new tax strategy will *  Under the reformed tax system, this
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Tax Competition and the Fiscal Union

for taxpayers earning much lower incomes. For
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*  Goods that are delivered to a reserve by Real Estate Fees
the rafailax emaineyemnt fonm fay




Figure 1

Saskatchewan Sales Tax Credit
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Figure 11

‘ Comparison of Personal Tax Rates*
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Figure 13

Saskatchewan Income Tax - Current vs. Reform
One Income Family Earning $50,000 with Two Children

Determination of Taxable Income

{federal calculation)

$50,000
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Figure 14
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income individuals were orovided. While the was only a beginning to the restoration of
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achieving the expenditure reductions required to For the most part, the initial move to TONI

turn around the 1999-2000 deficit pressures announced for the 2000 taxation year, provided
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Tax Competition and the Fiscal Union

drop in the top marginal rate inherent in the
Alberta single tax proposal.

To summarize, in looking at the “prospects”
for PIT reform in Ontario, it needs to be
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is applied has been altered. Looking ahead, more
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It is not clear why Quebec chose a

1_ 1

¢ (1-3) the QTONPI is always more
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« the “Revolution Tranquille” in Quebec deductions. This approach is similar to the

_‘:hﬁma‘ﬂ]ﬁfﬂd T Té JIJ f:‘_l PP L2, E— .

L

i




Tax Competition and the Fiscal Union

to the payroll tax levied on payrolls at a rate EVALUATION
varying in 2000 from 2.7% (payroll less
than 1 million) to 4.26% (payroll above 5
million).

Clearly, we cannot conduct a cost-benefit
analysis of the QTONPI system since neither
item is easily if at all quantifiable. We will,
however, use a summary version of the
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Quebec, G. Bernier and P.P. Tremblay
(eds.), Montréal, PUQ, 117-133.

Moore, M.A. (1959), “The Tremblay
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PIT HARMONIZATION: AN tax system — either base or rate structure — and
ECONOMIST’S VIEW the PIT harmonization must allow for legitimate
differences in opinion about that.

Robin Boadway . .
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»  Preserves the ability of provinces to pursue which led to excessive use of credits and
their own legitimate objectives, including other special provincial measures.
redistributive ones.
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BUSINESS TAXATION AND THE I BUSINESS TAX COMPETITION: DO
PROVINCES: CURRENT REALITIES, BORDERS MATTER AND DOES IT
NORTH AMERICAN COMPETITION MATTER WHETHER THEY

AND "A MODEST PROPOSAL" MATTER?
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regard throughout the 1970's, with the responses than this rather banal definition might
purchasing power of real private disposable suggest. A mere uttering of the word almost
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Tax Competition and the Fiscal Union

other, which benefits the residents of the other same degree. Of course in terms of factors of
region. If each region's government is concerned production, it is commonly held that capital is
only with the welfare of its own residents, and more mobile than labour, and that skilled labour
therefore does not take account of this external is in turn more mobile than unskilled labour.
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John Helliwell and Ross McKitrick investigate Aside from the question of whether or not
this issue in a recent article.® They argue that if capital is mobile across borders, recent research
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help overcome the inefficiencies arising from This very brief overview of some of the
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9%, with the rest of the provinces with rates in of operating a "non-competitive” business tax
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cost of all of the inputs used in production, In its not taxing other factors of production, such as
simplest form this requires the deduction of all labour. This introduces inefficiencies by
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Countries, 1996 and 2000 (percent)

I July 31, 1996 January 1,2000 |Direction of Intentions (Year)
_ Change

|

e ——————————

li 1

E
Table I: Total Statutory Corporate Income Tax Rates, Selected OECD
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Table I1: Marginal Effective Tax Rates on Capital (percent)

Canada | United | United Germany | France | Italy Japan
States | Kingdom
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ENVIRONMENTAL TAXATION IN in the title of this paper is that there is no race at
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"

environmental quality. To help improve
environmental quality, taxes can be preferable to
regulatory policies especially when introduced
as a package of revenue neutral policies. This is
called environmental tax shifting. The potential
for using environmental taxes in Canada is
considered by examining general policies such
as corporate tax reform, a specific tax shifting
example involving the federal fuel excise tax,
and examples of possible environmental taxes
on products or pollutants. Comments on

: . iigﬂp-nm:-i for the ﬂpeﬂ' F‘md im&l_f-n;\p ation nf

level ozone and particulates. Soils are
contaminated with salts from irrigation and
toxic compounds borne by the atmosphere and
water. Global concerns include the reduction in
stratospheric ozone and rising emissions of
carbon dioxide and other greenhouse gases.

Figure 1 illustrates the emissions of major
air pollutants (sulphur and nitrogen oxides and
carbon dioxide) from OECD countries in the
early 1990s as a ratio of their gross domestic
product (GDP), expressed in US dollars.
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Total primary resources plus manufacturing
make up 36% of total carbon dioxide emissions,
transportation and utilities 29%, while the total

carbon dioxide and are energy intensive relative
to other industries.

4

Qe d ey {1 ko




Tax Competition and the Fiscal Union

natural gas, paper and allied products, non- their pollution intensity. The tabl
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pollution-intensive industries are faced with the direct regulation of pollutants, polluting .
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and provides some suggestions for meeting and
overcoming them."”

Adjustment Costs and Sector Specific
Impacts

fdlﬂa dwndwe dramks —av ‘i i~ ekt T T s

income people’s budget, they own pollution-
intensive capital (old refrigerators, furnaces, and
cars), and they face sizeable credit constraints in
replacing their capital with newer, less
pollution-intensive durables. An ETS,
depending on what taxes are reduced, could
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Olewiler, N. and K. Dawson (1998) Analysis of United States, Environmental Protection Agency
Natianql Ballutqnt Lelease nventary Datp 99 The Ilnited States Exnerienre with 4
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Figure 2: Canadian Emissions of Key Air Poilutants,
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Table 3 Pollution Intensity of Canadian Industries

High Medium Low
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Table 4: Employment and Employment Growth by Pollution Intensity of Industries,
] Q 86_1 [A14 7S

ST T mme R i —



Table 5: Effective Tax Rates on Marginal Investments, 1997
(percentages)

Large Small
Businesses _Businesses

High Pollution Intensity
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Table 6 Environmentally Related Taxes in Selected OECD Countries, 1994 to 1997

Unieaded Non- Ozone-  Other Goods Deposit-
Gasolin automotive depleting and refund
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SALES TAX HARMONIZATION
ISSUES

Richard M. Bird

Indeed, such issues arise with respect not
solely to general sales taxes but also with
respect to other indirect taxes such as excises on
fuel and tobacco. The tobacco tax story is
particularly well-known. To reduce smugeling

e
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| more in the future than we seem fo have done in . by costreducing henefits tasuch non-residents

- S _




—— P 7 15l i,

U — =
_“—"A- -y g —_—ny T
) [
.

' f

. |
J

}

= j
¥ — L — . ’

e ——————— = : :




Tax Competition and the Fiscal Union

ff‘m- At e ¥ Tan Al ,..,.,.ﬁ f‘h

00— Y (R 1 A Vi T el




Tax Competition and the Fiscal Union

competitive “incentives” into their indirect tax sales across not just provincial but international
structures. While I hope this exceedingly dark borders are likely to increase in the near future
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for example, uncredited taxes on production REFERENCES
inputs may find a new rationale (Mikesell,

1999). To the extent business taxation remains J. Gregory Ballentlne and Wayne R Th1rsk

FANOAN LY NP »

1
bl




Tax Competition and the Fiscal Union

Co-ordination,” in R.L. Mathews, ed., State Vito Tanzi (1996) “Globalization, Tax
Fa .
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TAX COORDINATION AND
COMPETITION: LESSONS FROM
THE US EXPERIENCE

Howell H. Zee

Thank you very much. I must confess at the
outset I'm a bit puzzled by my own presence

A

talk about that part that’s relevant for this
conference, that is the US situation.

Any discussion of tax competition and tax
harmonization in the fiscal union that is the
United States cannot avoid taking note of two of
its most prominent features. First is the
autonomous taxing power of both the state and
local governments. In the US essentially there

4 r~ &F-Ji-iﬁ fﬁ -f 3:
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limit of the scope of competition for savings All of these considerations to limit

among states. In other words, states are less competition: the relative small share of income
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Table 2. United States: Rates of State Income and General Sales Taxes, 1970-2000
(In percent)
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Table 2. United States: Rates of State Income and General Sales Taxes, 1970-2000
(In percent)
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time that they’re going to need revenues for this may be a viable future distributionally and in
their expenditures. Now some of these tax fact it fits kind of well into my region-state

cuts lead to increased revenues, but the concept of Ontario, in which the various regions
decrease in revenues is extending to the compete for their own economic policies in
poorer provinces because the equalization North America. But as I said, I don’ think it’s

_ proeramjs lgss than it otherwise swould be, gtahle apd ifit is wehayen’t vet reached the
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else all taxes are going to be harmonized. But
the Americans say you’ll never be able to
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TAX POLICY AND THE NEW economic performance. In addition, depending
ECONOMY upon its structure, the tax system explicitly or
implicitly achieves a number of social
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trade, meaning specialization in doing what you level of spending, going back to the paradigm of
do best is helpful in raising living standards. Section 2, the government would continue to
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effects. With the pure income effects there will 2 from ab to ed reflecting both these competing

be a parallel shift of 2b and all groups will be . forces. Point d is the same in Figures 1 and 2

better off. With the price effect, group 1 will since lower taxes on mobile factors of
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in light of “new” economy shocks; and, second,
these shocks would, however, necessitate
changes in tax policy instruments to achieve any
given social and economic objectives.

There are two elements of the shocks that
may affect tax policy instruments: higher
incomes resulting from positive economic
shocks would create an “income™ effect,
potentially making everyone better off; given

Ty hiliter of nawtniw Eantows e o $6ael o 22

These measures change the common’
federal-provincial definition of taxable
income, not allowed by either the TCAs or
TONL

This creates three issues:

the status of Ontario tax collection by the
federal government outside the TCA/TONI

rules;
3 _a




+  There would be many taxpayer queries and
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CONCLUDING REMARKS and compared the Canadian corporate tax
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Howell Zee’s paper talked about the so-
called race for the bottom. Despite lots of
observations, he did not find evidence of a race
for the bottom in the U.S. In fact, what he
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observe that with respect to consumption, base
broadening is good policy, but as provincial
experience has shown, it is not easy to sell to the
public.
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provinces. These are benefits that are paid for
and accrue to Canadian taxpayers. We should
try to preserve the tax collection agreements
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SOME CONCLUDING THOUGHTS ON of Finance, presented the Nova Scotia measures.
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competition. But it must be admitted that the old nothing that provincial finance ministers hated
system did not prevent wide gaps in rates from more than to hear the Federal Minister announce
opening up among provinces and that tax on budget night that provincial taxes will be
competition is more important for the lower and provincial deficits higher.

corporation income tax than for the personal
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gains to 50 per cent; the second would provide plans to implement the revised treatment of

for deductions up to $100,000 per year for ~ capital gains by 2004 and invites the Federal
capital gains on stock options for research Government to follow suit. In Sweeting’s view,
workers; and the third would provide a 30-per- lower capital gains taxes are key to ensuring the
cent bonus deduction on flow through shares for growth of the dynamic new economy.

Ontario eligible mining exploration expenses.
wer ~ wrlm Sarermmsd’a 1. ]

Munir Sheikh, the Assistant Deputy
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Alberta when they retire, but “Bay Street fiscal front, there is the billion dollar error in the
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big mistake that could end up facilitating the has had in the past with Revenue Canada. This
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achieve equity objective because of the Conclusions -
mcre;is;n ,;g m??,lh,;ty (:f factors. Shellkh f fted El eﬁ This conference could not have been more
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