CHAPTER 4

Budget 1995 and Welfare Reform

By Ron Kneebone and Jake Fuss

From 1977 until the 1995 budget and subsequent reforms, federal gov-
ernment funding to assist provincial governments in providing income
support and health care came via two programs: Established Programs
Financing (EPF) and the Canada Assistance Plan (CAP). EPF was a block
transfer meant to help finance post-secondary education and health care.
CAP was a cost-sharing arrangement in which the federal government
reimbursed provinces for half their social assistance costs so long as they
met certain federally-imposed conditions, including a prohibition on work
requirements for the receipt of benefits (Eisen et al., 2016). The CAP trans-
fer meant provincial governments could design income support programs
safe in the knowledge that they were only spending “50-cent dollars.”
Open-ended cost-sharing through CAP meant the federal government
would pay the other 50 cents.

The 1990-91 recession contributed to a dramatic increase in the
number of people relying on social assistance benefits. Between 1990 and
1994 the number of social assistance beneficiaries in Canada increased
by nearly 1.2 million. Sixty percent of this increase occurred in Ontario,
which at the time had only 37 percent of Canada’s population. By 1994,
nearly 11 percent of Canadians depended on social assistance, double the
5.5 percent that had in 1975 (Clemens, 2011).

At the same time as the number of people on social assistance was
rising, the federal government came to realize it was in a fiscal crisis that
would require large cuts in spending. In the end, much of the heavy lifting
to resolve the crisis came via cuts in federal transfers to the provinces and
a reform of how the transfers worked.

" Endnotes, references, and the authors' biographies can be found at the end of this
document.
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Changes to federal transfers

In 1996 Ottawa ended cost-sharing by replacing ETF and CAP with the
block-funded Canada Health and Social Transfer (CHST) (Clemens,
2011). As Boychuk (2006) notes, the introduction of the CHST ended any
pretense that the federal government ensured uniform standards of social
assistance across the country. The only funding requirement that remained
was the prohibition on provincial residency requirements. The lack of
cost-sharing meant provinces would no longer be spending 50-cent dol-
lars. On the other hand, with the withdrawal of federal conditions a range
of policy options opened up for them.

In addition to ending cost-sharing, the 1995 budget reduced the
amount transferred to provinces. As figure 1 shows, combined spending
on the EPF and CAP was projected to be $29.7 billion in 1995-96. The
budget aimed to cut nearly $3 billion from the total grant by 1996-97 (see
Canada, 1995: 51-54). The 1996 budget reduced CHST spending to $25.1
billion in 1997-98 and froze funding for three years until 2000-01. The
CHST would then begin to increase in line with GDP growth (see Canada,
1996: 56-60).

Figure 1: Planned Spending through Established Programs Financing
(EPF) and Canada Assistance Plan (CAP) vs. Spending through Canada
Health and Social Transfer (CHST), 1993/94 to 2002/03
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Sources: Canada, 1995; 1996.
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Provincial social assistance reforms

The large cut in the federal transfer and the elimination of cost-sharing
provided provincial governments with a strong incentive to innovate in the
design and delivery of social assistance. As noted by Kneebone and White
(2009), with cost-sharing gone provincial governments would now capture
the whole of any savings they could produce. Two types of policy reform fol-
lowed: one involved changing how eligibility for social assistance was deter-
mined while the other altered the manner in which benefits were provided.

Eligibility rules were tightened in many provinces and there was
a renewed focus both on trying to integrate welfare recipients back into
the workforce and in preventing them from accessing benefits in the first
place. In Alberta, for example, benefit payments were reduced for people
deemed employable who had quit their job. Some supplemental benefits
were completely eliminated and timelines for social assistance eligibility
were also reduced. Significant changes in British Columbia included limit-
ing individuals to receiving social assistance for no more than 24 months
within any 60-month period, while in Ontario recipients who failed to par-
ticipate in employment programs were refused social assistance for three
months (Clemens, 2011).

Provincial governments’ other main response to the new funding
arrangements was to reconsider how and in what amounts benefits were
provided. In 1997, for instance, approximately 85 percent of the social
assistance benefit paid to a lone parent with one child was in the form of
a cash payment. By 2018 this would fall to approximately 60 percent. The
decline was the result of two things. First, Ottawa’s decision, made shortly
after its cut to provincial transfers, to play a larger and more direct role
in social assistance via the provision of federal child benefits. This al-
lowed provincial governments to reduce their own contributions in virtual
lockstep with the growth in federal child benefits and so see total benefits
remain more or less constant in real terms even as provincial payments
declined. The second reason for the fall in the relative importance of the
provincial cash payment was the provinces introducing new ways of pro-
viding benefits.

In BC, provincial child benefits have come (in 1996) and gone (in
2005) and then reappeared (in 2015). A small provincial tax credit was
significantly increased in 2008 but then was cut in half in 2014. Alberta
discontinued certain additional benefits in 2004 and did not introduce a
child benefit until 2016. Child benefits in Saskatchewan were introduced
in 1998 but were discontinued in 2006, while a provincial tax credit intro-
duced in 2000 has continued to this day. Manitoba has never offered a
provincial child benefit. In 2014 it cut the cash benefit and replaced it with
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what is now a very large housing benefit. In addition to its cash benefit,
Ontario provided additional benefits from 1997 to 2007 but these were
replaced in 2007 by a provincial child benefit. The government of Quebec
has always provided a large child benefit and starting in 2005 traded a
reduced cash benefit for additional non-cash benefits. The governments
of New Brunswick and Nova Scotia have, like Quebec, always offered a
provincial child benefit, though a much smaller one. Beginning in 2010 in
Nova Scotia and 2011 in New Brunswick these governments introduced a
new provincial tax credit as a way of providing additional support. New-
foundland & Labrador is unique among the provinces for having provided
benefits in the form of child benefits, tax credits, and additional non-cash
benefits every year since 1997. PEI is also unique but in the opposite direc-
tion: it relied solely on a cash benefit until very recently (2013) when it also
began offering a modest tax credit.

As this brief description suggests, how provinces provide social as-
sistance has changed a great deal since 1995. Over time provinces have be-
come more similar in their reliance on tax credits but less similar in terms
of the amount of the basic benefit they provide. Child benefits have waxed
and waned in both size and frequency of use by provincial governments.

Implications for social assistance programs

The changes to intergovernmental transfers introduced in 1995 allowed
provinces the autonomy over program design that would enable them to
tailor social assistance to local needs and preferences. The impact that
autonomy had on social assistance programs can be measured in at least
two ways. The first is in how the changes have influenced the number of
people reliant on social assistance (see figure 2). This is challenging to
determine in part because immediately following the 1995 federal budget
the economy experienced a prolonged period of strong economic growth.
Any estimate of the influence of policy changes on the fall in the percent-
age of the population relying on social assistance—from 10.7 percent in
1994 to 4.9 percent in 2008—has to control for that influence. In a careful
attempt to do so, Berg and Gabel (2015) found that in provinces where
they were introduced, changes in eligibility requirements had very large
effects on the number of people using social assistance. They also reported
a significant influence from changes in the dollar amount of social assist-
ance benefits.

A second influence of the 1995 adjustments to intergovernmental
transfers might be found in describing changes to who is reliant on social
assistance. Key developments include a decline in child poverty rates and
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Figure 2: Number of Welfare Beneficiaries, Including Dependents, and as
a Percentage of the Population, 1990 to 2012
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Note: The red line measures welfare recipients (and beneficiaries) as a percent of the population aged 0 to
64 years.

Sources: Kneebone and White (2014); Statistics Canada (2019); calculations by authors.

singles replacing lone parents as the largest demographic of social assist-
ance recipients (see, for example, Pulkingham (2015)). These adjustments
might be related to changes in Zow benefits are provided, whether via a
cash benefit, a child benefit, a tax credit, subsidized childcare, or some
other form of benefit delivery. Milligan (2016) has recently described the
transformation in the way children are treated in the Canadian tax system,
a transformation reflected in a myriad of changes to how transfers and
benefits are delivered. He notes these changes likely have their roots in
politics and changing preferences for income redistribution. As we have
noted, there has been a great deal of variation since 1995, both across
provinces and over time, in how provincial governments deliver social
assistance benefits. These changes, like some of those Milligan described,
have their origins in a political decision made in 1995 that provided prov-
incial governments greater autonomy over the design of their social assist-
ance programs and so enabled them to better align their programs with
local preferences for redistribution.
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CHAPTER 3: How the Chrétien-Martin Budgets Cut Corporate Welfare in
the Mid-1990s
by Mark Milke

1. A full review of the literature on business subsidies is available in a past
report (Milke, 2007: 27-36).

CHAPTER 4: Budget 1995 and Welfare Reform
by Ronald Kneebone and Jake Fuss

1. For more details on these and other policy changes affecting eligibility,
see Kneebone and White (2009) and Berg and Gabel (2015).

2. These percentages varied slightly by province. The outlier is Quebec
where the cash payment fell from 74 percent of the total benefit in 1997
to just over 42 percent in 2018. Data on social assistance benefits are from
Maytree (Tweddle and Aldridge, 2019).

CHAPTER 5: Effective, Flexible, and Affordable: Towards a New System of
Federal-Provincial Transfers in Budget 1995
by Trevor Tombe

1. The federal government shared the provincial cost of unemployment
relief and old age pensions until those became federal programs. This cal-
culation includes support for the blind and youth training.

Note: Displays total federal (cash) transfers to provincial governments
as a share of national GDP. The shaded region marks the period from 1942
to 1946 when the Wartime Tax Agreement was in effect. Post-war trans-
fers here include conditional grants.

2. Note: Displays the fraction of health and social transfers that would
need to be reallocated to achieve equal per-capital allocations across prov-
inces (known as a Schultz Index).

CHAPTER 6: Chrétien’s Fiscal Anchor: A Key to His Government’s Success
by David Henderson

1. Notes: (i) Actual Revenues come from the Public Accounts rather than
Fiscal Reference Tables because of accounting changes made in 2003; (ii)
Budgeted numbers in 2002 come from the 2002 Economic and Fiscal Up-
date since there was no budget tabled that year.
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