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BCFED

EXECUTIVE SUMMARY

services including schools and post-secondary education, hospitals and

healthcare services, transportation infrastructure, power generation and
transmission systems that have made an invaluable contribution to our individual
and collective health, prosperity and standing in the world.

Since BC entered Confederation, the province has built up a range of public

Today the provincial public sector employs 284,000 people. Three-quarters of them,
226,000 people, work in healthcare, schools, universities and colleges, 38,000 work
in the BC Public Service and 19,400 work at Crown Corporations.

Provincial spending in 2008/09 totalled $38 billion which represented 19.2 percent of

the provinceds $199 bi | (GDB).nPro@mncialsesenueo mesti ¢ P
sources include taxation, federal transfers, natural resources, Crown Corporations

and other revenue including Medical Service Plan (MSP) premiums and post-

secondary tuition. Three-quarters of provincial expenditure goes to health,

education and social services.

In its first 50 years, BC grew dramatically and saw a corresponding increase in
provincial expenditures. These numbers grew again in the post World War Il period
as private sector capital increased and wages and worker productivity also grew.
There was also a dramatic increase in the size and activities of the public sector
along with new and expanded unemployment benefits, improved pensions and

Af ami |l y alSbcetybenefitedbecause both the employed and those
without work or wages were able to participate in the marketplace. The fast growth
of consumer spending was largely a result of the expansion in the public sector.

Il n recent years however, BCb6s BLHIsi pudbddtcor
sector has been shrinking over the last couple of decades and is now one of the
smallestinCanada. | n t he early 19806s provincial expe

20 percent of GDP. Today, expenditures represent about 15 percent of GDP. In

recent years government omml faanicetiag-osuutcoh ians tfhper
public sector have had negative consequences for the workers involved and for the

quality of public services offered.

Public sector budgets around the Western world came under severe pressure from

stagflation and the global r ecessi on of Althtughfiscalr | y 198006s.
conservatives were able to slow the rate of growth in government spending, few

were able to reverse it. The public view of government spending also changed in



the 19906s and many pforbalanded dudgetsandssmallexr n
government.

In 2001, the newly-elected Liberal government began a massive series of tax cuts.
Personal income tax cuts, which disproportionately benefit the wealthy, reduced
provincial revenues by over $2 billion annually. Corporate tax cuts reduced
provincial revenue by more than $1.5 billion per year. Shortly after inheriting a $1.3
billion dollar surplus, the provincial budget was in deficit. After cutting taxes, the
Liberals responded by increasing other taxes (like MSP premiums) and lifting the
freeze on post-secondary tuition. But, that was not enough to get the province out of
deficit. They also began sweeping cuts in public spending which scaled back or
dismantled social programs at an enormous social cost. Government spending as a
proportion of the provincial economy also fell precipitously. The Liberal government
will have given businesses a total tax savings of more than $3.5 billion each and
every year when the Harmonized Sales Tax (HST) is introduced next year.

The BC economy was hit hard by the global recession that started in 2008.
Although the province has many enduring strengths, the public sector has been
fundamentally weakened over the last decade which has resulted in lower economic
security and increased hardship for the most vulnerable.

The B.C. Federation of Labour believes the province should re-invest in a strong and
dynamic public sector that will benefit all British Columbians. The Report concludes
with a series of public policy options which would halt and reverse the decline of the
public sector, as well as an examination of new provincial revenue sources that
would allow the province to provide the programs and services British Columbians
need and want.
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1. INTRODUCTION

2006. A study presented to the BC Healthy Living Alliance determined that

BC males had achieved a life-expectancy rate of 79.2 years of age. It was
the highest such rate for men anywhere in the world 8 even higher than that for
Japanese males, who had occupied the top spot over the last several decades.*

Qremarkableevent was reported by British Col umt

BC women live even longer, 83.5 years, than their male counterparts. That figure is
an impressive sixth-highest in the world for females.

More recently, in June, a paper published by a trio of University of Victoria

economists calcul ated that Bseventhilasgast Col umbi a
economy in the world, placing it ... ahead of such countries as Ireland and New

Zeal d&nd. o

| t 6e Our fast-growing population of 4.4 million people is nearly identical in size
to US states such as South Carolina and Louisiana. When compared to nations
around the globe, we are slightly larger than Lebanon, New Zealand and Georgia,
and close behind Norway and the United Arab Emirates.

More importantly, we appear exceptionally prosperous when compared to most

other international jurisdictions. | n 2008, BC6s gross domestic g
capita was $45,466, a level that puts us equal to, or ahead of, countries such as

Australia, Belgium, Finland, Germany, Japan and Sweden.

Let us look also at the most-recent results from the Programme for International
Student Assessment (PISA). (The latest survey of 15-year-olds in 57 countries and
all 10 Canadian provinces was conducted in 2006).

In science, BC students trailed just Finland; in reading skills were close behind
Finland and Korea; and in mathematics followed only Finland, Hong Kong, Korea,
Quebec and Chinese Taipei.®

*kk

The foregoing raises an obvious question: why are British Columbians so healthy,
wealthy (and, we hope) wise in comparison to other jurisdictions around the world?
The best answer, and perhaps the singular one, is: our public sector.

The Vancouver Sun, April 4, 2008.

Baggs, J., Scones, D., and Voss, G. Situating BC in the Global Economy, p. 1.
2 B.C. Ministry of Education, 2008/09 Summary of Key Information, p. 91.

4 Baé;gs, J., Scones, D.,gnd Voss, G. Situating BC In the Global Economy, p. 1.
3 B.C. Budget 2001, AProvincti al Cafbi t al Asset

5 B.C. Ministry of Education, 2008/09 Summary of Ke& Information, p. 91.
British Columbia Financial and Economic Review, , p- 90.
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Consider arecent inventory of BC 60 s  @aediol dssets and the cost to build or
acquire them (note that these are historical costs and that their current dollar value
is considerably larger):*

* More than 1,600 public schools (historical cost: $7.3 billion);

* Over two dozen universities, colleges and institutes (historical cost: $2.5
billion);

* In excess of 700 hospitals and health facilities, including acute care,
continuing care and mental health facilities (historical cost: $3 billion);

* More than 23,000 kilometres of paved highways, 18,000 kilometres of
unpaved roads and 2,700 bridges (historical cost: $9.5 billion);

* Public-transit systems in 50 communities (historical cost: $2.3 billion);
* Extensive social housing (historical cost: $440 million); and

* A power-generation system & 30 hydro-electric facilities, plus 15 thermal and
non-integrated generating operations 8 providing up to 11,000 megawatts
of power annually for homes, industry and export, distributed along 74,000-
plus kilometres of transmission and distribution lines (historical cost: $14.7
billion).

And t hat @stishrColumbiank &lso collectively owned more than 2,000 office
buildings with 1.3 million square-metres of space in over 260 communities; 2,300
kilometres of mainline railway tracks, with 19 railway tunnels and 191 railway
bridges; and 42 ferries and 45 marine terminals serving coastal BC.

Inthemost-r ecent fi scal period, 2008/-&ved t he t ot a
assets was put at an eye-popping $30.7 billion.>

*kk

The foregoing list of publicly-owned assets shows the tremendous commitment &
and investment d British Columbians have made, collectively and deliberately, in
our public sector over the 138 years since BC entered Confederation in 1871 and
became Ca ntaptoxidcs. s i

Yet, it raises an obvious question: why did we & and our predecessors 8 do so?

The answer is to be found in looking at those who use our public assets, often on a
daily basis:®

4 . . . .
B.C. Budget 2001, AProvincial Ca4b6i tal Assetso, pp. 43
British Columbia Financial and Economic Review, 2009, p. 90.




* Our public schools annually provide a free education to more than 548,000
young British Columbians;

* Our universities, colleges and institutes deliver an advanced education and
specialized training to about 200,000 full-time BC students every year;

* Our hospitals and other health facilities annually provide care to
approximately 3.6 million BC patients;

* Our transportation systems 8 roads and highways, tunnels, bridges and
public transit 8 facilitate the movement of two million registered passenger
vehicles and 670,000 commercial vehicles (and millions of commuters), plus
the export of $38 billion of goods internationally and $13.5 billion of goods
inter-provincially; and

* Our hydro-electricity generation and transmission system each year provides
power to 1.6 million residential homes and more than 192,000
commercial/industrial users in British Columbia, and earns $1.5 billion in
annual power exports;

It is evident the reason that we and our predecessors built and acquired these
myriad public assets (and many others) was to service the needs d and ensure the
well-being 6 of British Columbians.

The good news Ouw publicit-odvised assets &nd public-sector workers
have manifestly made an invaluable contribution to our individual and collective
health, prosperity and, notably, Briti s h Col umbi ads standing in ¢ttt

*kk

It was not always thus. A century and a half ago, when British Columbia was a tiny,

remote and isolated outpost in the British Empire, one of our London-appointed

governors described the then-Colony as littlemor e t han fAa gol d mine at
line of road [and] a seaporf town ... at the

But that changed quickly after BC joined Canada. Confederation enabled British
Columbia, then home to just 36,000 souls, to acquire a newly-formed provincial
government, armed with a mandate to build and operate schools and roads and
other essential infrastructure.

The young province also obtained a new and f
federal government. Ottawa pledged to provide the young province with ongoing

6

B.C. Budget 2001, APnoival Capi t a-45; Minssyet Esutation,pSpmmary 8f Key Information, 2008/09, p. 2;
MSP Information Resource Manual, 2007/08, p. 64; BC Stats,fiLi cenc e d;BUSthis, tB@ slont er nat i onal and
I nterprovinci;antdBCHydodfeQ Fil okwvsFact s o

7
Akrigg, G.P.V., and Akrigg, Helen B., British Columbia Chronicle, 1847-1871: Gold & Colonists, p. 336




financial assistance, an array of infrastructure and services, and, perhaps the most
important of all, a transcontinental railroad to link British Columbia with the rest of
Canada.

BC was transformed by our investment, and the women and men working, in the
public sector. For it was the government & federal, provincial and local 8 that built
the roads and streets, tunnels and bridges, railroads, schools and hospitals, colleges
and universities, which opened up the province and provided the vital services most-
needed by British Columbians.

Four decades after Confederation, BC had a 10-fold increase in her population, and
less than eight decades later had surpassed the one million mark.

Today, our 4.4 million residents live and work in a provincial economy that generates
about $200 billion of activity annually. To repeat a point made earlier, BC now has
t he wo M lamestecoboihy, bigger than either Ireland or New Zealand.

And, to reiterate another point, British Columbians today are counted among the
longest-living, most-prosperous, and best-educated people in the world.

Why? 't was our historic investment in BCO0s pu
*k%

Il n recent years, however, British Col umbiabs

Al ready one of the smal |l esd likeather€acrossd a , BCo6s

Canada and around the world 8 has been shrinking over the last couple of
decades.

We know that there are vital services and key infrastructure that only the public

sector can provide. Is it time to reverse the downward trend and restore the public

sector to its former size? Mor e t o the point, is there a fimi
the public sector for which we should strive?

Let us acknowledge two indisputable facts.

Firstt BC6s publ i c s &@canmdisgmakingd amavdlable contribution to
the growth and devel opment of Second,rpcendbvi nce a
years have seen a deliberate reduction in th

This paper attempts to answer the question that arises from those points.

What should we do about it?



2. BC6s PUBLI C0o $&6ur OR

he Apublic sector, o6 broadly speaking, is
I g 0 v e r n nibentdrm, bowever, is complicated by different operating levels,
as well as several categories of responsibilities and employers.
Canada has three distinct levels of government & federal, provincial and local d as
well as numerous government-owned entities such as Crown Corporations. All
together , t hey comprise our nationdés public sect

Approximately 3.2 million Canadians work in the public sector. The vast majority of
that number 8 more than 2.9 million 8 work for one of the three levels of
government, while the remaining 290,000 work at a Crown Corporation or other type
of government-owned business enterprise.®

Public-sector workers represent 17.4 percentof t he countrydés tot al n
employees. Put another way, one in every six Canadians with a job works in the
public sector.

Letdok Imore closely at the three | evels of Ca

* The federal government, based in Ottawa, employs approximately 486,000
people. That number includes those working directly in the federal public
service, as well as members of the RCMPandCanadaés Ar med Forces
Crown Corporation employees.

Nearly 100,000 federal public-sector employees (or about one in every five)
work at a federally-owned business enterprise, such as the CBC and Canada
Post.

British Columbia is home to almost 48,000 federal public-sector employees.
Of that number, 9,700 are employed by a federally-owned business
enterprise.

* The provincial government is the second-level of the public sector. Centred
in Victoria, the BC government directly employs 38,200 people, with another
19,000-plus working at provincially-owned business enterprises.

Victoria also fundstheso-c a |l | ed @A S UJ stbools, enwdrsdies,
colleges and hospitals 8 which together employ more than 226,000 people.

* Local (also called municipal or regional) government comprises the public
sectorod6s third BlCoOwell oocfalo pgeorveetrinaome.nt s pr o\
41,500 people.

Nearly all of the statistics in this chapter, except as noted, are from Statistics Canada, Public Sector Statistics, Financial
Management System, 2007/08.
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Across British Columbia, 373,000 people work in the public sector. Of that number,
92 percent (344,000) work directly in one of the three levels of government, and
another 29,000 are employed at various government business enterprises.

By every measurement, BC6s public sector is either the ¢
smallest, in Canada. Whereas the national average of public-sector employment

per 1,000 of population is 98, in BC the comparable figure is just 85. (The highest is

Manitoba at 133.)

As a proportion of Caettardvagéssandesalaviesceprgsent pub | i ¢
10.5 percent of national GDP. In BC, the comparable figure is just 9.4 percent.

Moreover, while BCG6s public sector is growin
shrinking as a proportion of the overall labour force. A decade ago, in 1998, public-

sector workers represented 18.8 percent of all British Columbians who had a job; by

2007 that figure had dropped to 16.5 percent.

| t 6 s -standingtrend. Two decades ago, in 1988, the number of BC public-
sector workers per 1,000 of the provincial population was 96. By 2007, it had
dropped to 85.

\Public sector employment per 1,000 population, 2008 \

BC ] 185
Alberta —
Ontario —
Quebec —

New Brunswick —

|
\
|
|
Newfoundland —
\
\
|

PEI —

Nova Scotia —
Manitoba —
Saskatchewan — 1136

0 20 40 60 80 100 120 140

(SOURCE: Statistics Canada, Public Sector Statistics, Financial Management System, 2007/08)
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British Columbi abs @ thatis,ithe groviacial gpverfomentc s ect or
based in Victoria and the various entities that it owns, funds, or oversees 0 is the
focus of this Report.

In total, the provincial public sector employs almost 284,000 British Columbians.

BC's public-sector employment -- federal, provincial and local

Provincial - 57,599

‘ Federal - 47,558 ‘

Local - 41,615

Provincial 'SUCH' sector - 226,210

(SOURCE: Statistics Canada, Public Sector Statistics, Financial Management System, 2007/08)

Interestingly, just 38,200 of that number & or about one in seven 8 are employed
directly by Victoria, and work in the BC Public Service. Another 19,400 work at
government-owned business enterprises, also known as Crown Corporations and
service delivery agencies. They include entities such as BC Hydro, Insurance
Corporation of British Columbia (ICBC) and the Liquor Distribution Branch.

The combined number of people working in the Public Service and at Crown
Corporations is 57,600 8 about one-quarter of the provincial public sector.®

The remainingthree-quar t er s, more than 226,000 peopl e,
0 schools, universities, colleges and healthcare.

The numbers here are from Statistics Canada, Public Sector Statistics, Financial Management System, 2007/08. Numbers
prepared on a FTE basis (full-time equivalent) by the B.C. government will be different.




The SUCH sector is considered part of the public sector because Victoria provides
most of the fundingd v i & afints fd eneeslad tooperate BC6s hospi tals, pu
schools, universities, colleges and vocational or trade institutes.

Health and social services, which has more than 100,000 employees, is the SUCH
sector 6s | ar gNestis publ edocatiorewith 77,000 workers, followed
by post-secondary and advanced education at 48,400.

As a proportionofBC6s overall provincial public secto
workers represent 35.5 percent of the total 3 or more than one job in every three.

Next is public K-12 education with 27.2 percent, and then universities, colleges, and
vocational and trade institutions at 17.1 percent.

Fourth placeisheldbyBC6s Publ i ¢ Spencent fallewedbly BCtogvne8
Crown Corporations, 6.8 percent.

*kk

Let us look more closely at the tasks and responsibilities of each segment of BC 6 s
provincial public sector.

[BC's public-sector employment -- provincial }

Crown corporations - 19,400

SUCH - Health - 100,600

[ Public service - 38,200\

|
|

‘ SUCH - Post-secondary - 48,400‘

SUCH - Public schools - 77,200

(SOURCE: Statistics Canada, Public Sector Statistics, Financial Management System, 2007/08)

10



** The SUCH sector 8 Health (100,630 public sector workers).*°

The vast majority of BC6 s  h care Wwdrkkrs are employed, directly or indirectly, by
one of the provincebs six health authorities

The five regional health authorities, which employ approximately 86,500 public
sector health workers, operate the hospitals and other healthcare facilities located
across the province. The two largest authorities, Fraser and Vancouver Coastal,
each have 22,000 employees, followed by Interior at 18,500; Vancouver Island,
17,000; and Northern, 7,000.

The Provincial Heal th Authority is BCo6s sixt
distinct organizations, including the BC Cancer Agency, the BC Centre for Disease
Control; BC Childrenbés Hospi toaS$erviceand BC Ment

Nearly all of BC6 s  p-sebtdr healthcare workers belong to a trade union. The

Hospital Empl oyeesd Union has 43,000 members
and the Health Sciences Association, 15,600, with thousands of others represented

byt he BC Government and Service Employeesd Un
Public Employees, and the United Food and Co

A surprisingly large number of British Columbians usetheser vi ces of our pro
healthcare workers. In 2007/08, for example, the Fraser Health Authority had a

patient count of 1.2 million, and Vancouver Coastal, 881,000. During the same year,

Vancouver Island served 613,000 patients; Interior, 595,000; and Northern, 230,000.

Combined, the five regional authorities had a patient count of 3,618,013.

*** The SUCH sector 8 Education (77,185)""

In 2008/09, more than 560,000 young British Columbians will attend one of 1,622 K-
12 schools to receive a public education.

That same year, the BC Ministry of Education counted more than 37,000 people
working in our public schools: 33,800 teachers and 3,290 administrators.

Under a different -tameukqtuival enhat (BTERTf amp
comparable count was 33,230 teachers, principals and vice-principals, plus 21,500
Asupport staff, o for a total of 54,732 FTEs

10 This number is from Public Sector Statistics, Financial Management System, 2007/08. Employee numbers for individual
health authorities are derived from health authority websites. Union membership is derived from trade union websites.
Patient-counts for the various health authorities are from MSP Information Resource Manual, 2007/08, p. 64.

M This number is from Public Sector Statistics, Financial Management System, 2007/08. The other numbers in this section
are from BCo&6s Mi 1200809 Synmary of Ked loferraatian.o n ,

11



=* The SUCH sector 8 Universities, Colleges and Institutes (48,395)

About 200,000 full-t i me st udents annually attend one of
universities, 11 colleges and 3 institutes.

The provi nceo0s -laogestuaigetsitiea Imade mork thas 25,000
employees & the University of British Columbia with 13,600; Simon Fraser
University, 7,000; and the University of Victoria, 4,600.

The British Columbia Institute of Technology has a staff of 2,100.

Most of the remaining universities, colleges and institutes have 500 to 1,500
employees apiece.

**BCOHs Publ i 38193 vice

British Columbiads government ministries (al
below in order of full-time equivalent (FTE) employees, along with a brief description

of their responsibilities. Let us examine the budgetary responsibilities of the five

largest:

Children and Family Development (4,437 FTES)
Provides support services for children, youth and families (non-Aboriginal and
Aboriginal); early childhood development services; services for children and
youth with special needs; and young offender services. The ministry currently
has almost 9,000 children in its care.

Health Services (4,132)
Oversees the provinceds six health authori-t
province-wide programs, including Pharmacare, the Medical Services Plan
(MSP), the Vital Statistics Agency, and the Emergency and Health Services
Commission (which operates the ambulance service).

Attorney General (3,666)
Includes the judiciary and its support system, and Crown Counsel who prosecute
criminal cases on behalf of the Crown.

Forests and Range (3,604)
Manages BCO6s forest r esourpdcessands@lytinbes,ees f i 1
enforces forest policies; and administers reforestation.

12 This number is from Public Sector Statistics, Financial Management System, 2007/08. The other numbers in this section

are derived from various websites for the provinceods coll eges, ins
13 This number, 38,193, is from Public Sector Statistics, Financial Management System, 2007/08. The BC government counts

its employees on a FTE basis (full-time equivalent) and, in the BC Budget Estimates, Fiscal Year Ending March 31, 2010,

presented to the legislature on February 17, 2009 (p. 201), puts that number at 36,564. The numbers presented here for

individual ministries also are derived from the budget estimates.

12



Ministry of Housing and Social Development (2,564)
Manages and distributes financial (temporary, disability and supplementary)
assistance to those in need; develops and administers housing programs; and
oversees Liquor Control and Licensing, Gaming Policy and Enforcement, and
Community Living BC.

The other Ministries in order of their FTEs are as follows:

- Public Safety and Solicitor General (2,547)
-Citizens@lLo9%er vi ces

- Finance (1,699)

- Environment (1,533)

- Transportation and Infrastructure (1,469)

- Agriculture and Lands (938)

- Advanced Education and Labour Market Development (748)
- Labour (367)

- Energy, Mines and Petroleum Resources (341)

- Education (336)

- Community Development (191)

- Small Business, Technology and Economic Development (184)
- Aboriginal Relations and Reconciliation (177)

- Healthy Living and Sport (160)

- Tourism, Culture and the Arts (138)

- Office of the Premier (103)

In addition to these Ministry FTE counts, public servants also work at the Legislative
Assembly as non-partisan staff (350) or political aides (289).

Anot her 4,350 FTEs work at a variety of ndSer
Community Living BC, the BC Housing Management Commission and BC Pavilion
Corp.

=*BCH s Cr @moratiGns and government-owned entities (19,406)*
British Columbia owns 30 orso CrowmnCor por ati ons, ranging from

BC Museum, to the BC Securities Commission, to the giant BC Hydro and Power
Authority.

14 _ . . . - . . S .
This number is from Public Sector Statistics, Financial Management System, 2007/08. The other numbers in this section
are derived from various Crown Corporation websites.
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Three-quartersof BC6s Crown empl oyees BOHydrolms t hr ee e
about 5,800 workers; the Insurance Corporation of BC, 5,000; and the Liquor
Distribution Branch, 3,500.

Other notable employers include BC Transit, with about 700 staff; BC Lottery
Corporation, 638; and BC Transmission Corporation, 445.

*k*k

Unfortunately, the above numbers do not tell
public sector. And that is because in recent years, governments have adopted

policiessuch as fAprivati zabuoonowhndhfibameraetehnpgu
wor ker so | ob tprivate s¢toe as prevate, forrofit dorapanies took

over the delivery of certain public services.

In 2005, the Canadian Centre for Policy Alternatives (CCPA) reported that between

2003 and 2005 as many as nA8,500 public secto
work contracted out [in health support services alone]. Pay rates for the affected

positions have been cut by more than 40 perc e n't . o

Since then, it has been estimated that the number of privatized or contracted-out
public sector workers, represented by a number of trade unions, has grown as high
as 15,000.

AContracted outo of public sector workers ha
the workers involved and for the quality of public services provided. CCPA research

which examined the outsourcing of Aback of fi
2003 and the outsourcing the administration of the Medical Services Plan and

PharmaCare to Maximus in 2005 has documented that outsourcing of public sector

work led to deteriorating working conditions and a decline in worker morale, with far-

reaching impacts on the quality of public services delivered, government

transparency and the culture of public service in BC.*®

15 Stinson, Jane, Nancy Pollak and Marcy Cohen. 2005. The Pains of Privatization: How Contracting Out Hurts Health

Support Workers, Their Families, and Health Care. The Canadian Centre for Policy Alternatives: Vancouver (p.5).
16Gurstein,PennyandStuartMurray.ZOO?. From Public Servants to Corporate Employees:
Alternative Service Delivery Plan in Practice. The Canadian Centre of Policy Alternatives: Vancouver.

14



3.BCds PUBLI Cd FitcaT OR

ike most large commercial or other entities, the British Columbia government

Loperates on a fiscal year different from the calendaryear. Vi ct ori adés f i sca
starts on April 1, and ends on March 31.

The financial numbers examined in this section (unless specifically mentioned

otherwise) are from the most-recent full fiscal year, which ended eight months ago,

onMarch31l. The year ran from April 2008 to March

2008/09".

*k%k

over all revenues an

Before lookingatthe BC gover nment 6
ads main spending acco

briefly review Victori
(CREF).

S
0

Through much of history, until about 200 years ago, governments usually had a
myriad of accounts or funds, each of which had different sources of revenues and
distinct areas of outlay. There was no single, central fund into which all revenues
were deposited, and from which all spending flowed.

For example, a state or city might have a specific tax to build a warship, another levy
to stage a festival, and still another to provide maintenance for protective walls and
gates.

However, if at any given time a specific source of revenue experienced a shortfall,
work on the item it was supposed to finance would be either reduced or cancelled.
Consequently, the warship might not be built, the festival postponed, or the walls
and gates fall into disrepair. This practice continued from Antiquity through the
Middle Ages to the Early Modern Period.

In 1783, 24-year old William Pitt became Prime Minister of Great Britain. He was
named for his father who, almost two decades earlier, had served in the same post.

In addition to being the Prime Minister, Pitt the Younger was Chancellor of the

Exchequer, and widely regarded as brilliant in the field of public finance. In 1787, he
decided to consolidate all of the government
fund, which became d naturally 8 the Consolidated Fund.

Nearly a century later, in 1872, just months after we entered Confederation, British

Columbia established a Consolidated Revenue Fund. All of the monies the province

collected 8 taxes, duties, royalties, transfers from Ottawa, fees and licenses, and so

on & were to be deposited in the CRF, and al l of Victoriabds exp
flow out of that account.

15



To this day, the CRF remains the provincial
fund.

I n the 1990s, however, BCO6s Auditor General
encouraged the government to use a form of accounting that would capture all
public sector spending, both within and outside the CRF.

Il n 2004, BC formally adopted GAAP, or
Whereas the CRF captur es |anddsbukemeritsoGAAR
covers the CRF plus schools, universities, colleges and hospitals, in addition to the
net financial results of BC6 s C r orporations.

gener
s ann

o

*kk

There are three distinct stepsto prepareBC6s books under GAAP.

First, the ConsolidatedRevenue Fundds revenues and expend
a net basis.

Second, the CRF numbers are converted to provide gross revenues and
expenditures, and those numbers then are ama
sector 8 schools, universities, colleges and hospitals 8 as well as various service

delivery agencies (such as the health authorities, the BC Transportation Financing

Authority, and Community Living BC.)

Finally, when the preceding calculations are complete, the net financial results for
each Crown Corporation d just the profit or loss, not the actual revenues and
expenditures d are added to the mix.

*kk

With GAAP, the provinceds revenues and expen
of the CRF alone.

GAAP & CRF expenditures, 2008/09, compared to BC's GDP ($billions)
$200,000

$150,000

$100,000

$50,000

" , .

B.C.'s GDP, 2008 GAAP expenditures CRF expenditures

(SOURCE: British Columbia Financial and Economic Review, 2009.)
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That 6s because GAAP adds in the receipts and
SUCH sector and other agencies.

For example, the CRF would not include as government revenues the tuition fees
that Simon Fraser University (SFU) students pay to the university, but GAAP counts
them as government income.

Nor would the CRF count the salaries paid to
expense. But GAAP includes them itatemdnits.e pr ovi nceo:

As a result, the numbers that British Columbians hear or see reported in the news
media 8 such as the annual Budget or the year-end Public Accounts & are
presented on a GAAP basis.

*kk

In fiscal 2008/09, under GAAP, the BC government had revenues of $38.328 billion
and expenditures of $38.250 billion.*”

The final accounting showed that revenues were slightly larger than expenditures,
so the result was a small 8 $78 million d surplus. Some would say, because the
year did not finishwithadefi ci t or shortfall, that the budc
|l t 6s hel pful ut Victori ads Inthe caeemdares and
year 2008, Bri h Col umbiads gross domestic

The provi nce 6 sal 2p0Ntdtdled $38.250 billforn, which is 19.2
percent of GDP. From that perspective, the provincial public sector can be seen to
represent just under one-fifth of the BC economy.

*kk

The provinceds revenues are categorized wunde

17AIIofthenumber s and calculations in this secti on PabliceAccouotssnd i n, or deri
2008/09, or the Financial and Economic Review, 2009.
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{BC'S GAAP revenues, 2008/09 }

Crown corps - $2.9 billio

Federal govt - $6 billio

"Other" - $7.4 billior]

Natural resources - $3.8 biIIioh

Taxation - $18.2 billio

(SOURCE: British Columbia Financial and Economic Review, 2009.)

*Taxationd generated $18.2 billion ofThatwast ori ads
nearly half, 47.4 percent, of all the monies the government took in last year.

* Federal transfers 8 added up to almost $6 billion, or 15.6 percent of the total.
Most of that amount was earmarked for health, post-secondary education and social
services.

* Natural resources d provided $3.8 billion, or 10.0 percent of all revenues, for the
provincial treasury last year.

* Crown Corporations 8 produced $2.9 billion in revenues for Victoria, which was

78percentof t he gover nhesrigui s nat grossosales or total

revenues; it Themdstpmfttablea fn cB@®s Cr owns were t h
Lottery Corp. ($1.1 billion); the Liquor Distribution Branch ($891 million); ICBC ($512

million); and BC Hydro ($366 million).

* A0t her 00 coetwbated 25 billion last year, or 19.3 percent of total

revenues. Themainsour ces of Aotherdo revenue were Mec
premiums and post-secondary tuition, each of which generated more than $1.5

billion. Investment earnings & which is the interest Victoria earns on the monies it

invests 0 added up to $800 million. The remaining sources were primarily fees,

licenses and fines.

*k%k
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There are nine major categories on the expenditure side of the fiscal equation, but
75 percent of the total is accounted by just three 8 Health, Education and Social
Services.

BC's GAAP expenditures, 2008/09 J

Health - $15.1 biIIion‘

Education - $10.5 billion
"Other" - $5.8 billion

Interest - $2.1 billion

Social services - $3.2 billion

Transportation - $1.4 biIIion‘

(SOURCE: British Columbia Financial and Economic Review, 2009.)

* Health 8 $15.1 billion (39.5 percent of total expenditures). The bulk of the monies
go to the provincedbds regional heal th authori
Medical Services Plan, $3.4 billion; and Pharmacare, $1.0 billion.

* Education 8 $10.5 billion (27.4 percent). A little more than half wentto BC 6 s
K-12 public schools, $5.7 billion; and the remainder to post-secondary institutions,
$4.6 billion.

* Social services 8 $3.2 billion (8.5 percent). Income assistance was the largest
expenditure, $1.4 billion; followed by child welfare, $1.1 billion; and community
living, $700 million.

* Transportation 8 $1.4 billion (3.7 percent). Highway maintenance, infrastructure
planning, and some construction.

* Debt servicing costs 8 $2.1 billion (5.6 percent). Interest on the provincial debt.

* A Ot ch 817 billion (4.6 percent). Miscellaneous expenditures.
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* Protection of persons and property 0 $1.6 billion (4.2 percent). Primarily for
policing services, the judicial system and corrections.

* Transportation 8 $1.4 billion (3.7 percent). Highway maintenance, infrastructure
planning, and some construction.

* General government & $842 million (2.2 percent). Management and
administrative services in the bureaucracy.

*k%k

Let us look briefly at the Consolidated Revenue Fund. In 2008/09, CRF revenues
were $30.533 billion, and expenditures came in at $31.366 billion.

So, whereas Victoria last year had a very small, $78 million surplus under GAAP
accounting, the CRF actually had a deficit of $833 million.

As a point of comparison, CRF revenues last year were $30.5 billion, but GAAP
revenues came in at $38.3 billion 8 a $7.8 billion difference.

CRF expenditures totalled $31.4 billion; GAAP expenditures hit $38.3 billion. That 6 s
a $6.9 billion difference.

*kk

As mentioned earlier, Victoriads GAAP expend
percentof British Col umbiads gross domestic pr o

Unfortunately, because Victor i a adopted GAAP only five year
any sense of long-term trends. That problem does not exist with the Consolidate

Revenue Fund, however, which has been in operation for the past 137 years o

since 1872.

But since GAAP includes many more items of expenditure than the CRF & such as
uni versity pr oof @A\R represedts alardergoroporian of the
provincial economy than does the CRF.

So, in 2008/09, CRF expenditures were 15.7 percentof GDP. That 6 s up sl ight
from the two previous years, when the comparable figures were 15.7 percent and
15.4 percent.

The long-term trend & that is, over the last two or three decades d shows a distinct
downward trend to CRF spending.
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[Consolidated Revenue Fund expenditures, as % of GDP J

25%

20% e \—/\/\

15%

10%

5%

0% T T T 1
1990/91 2000/01 2008/09

(SOURCE: British Columbia Financial and Economic Review, 2009.)

I n the first half of the 1980s, Vipademri ads C
and 20 percent of GDP. After dipping briefly, the comparable figures rose again in
the early 1990s, exceeding the 20 percent mark.

Examined in this light, it is evident that B
past two or three decades from about 20 percent, down to the 15 percent range.
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4. FIRECRACKERS & ROMAN CANDLES & An impoverished Colony enters
Confederation.

M expectedt o find a thriving enterprising city,?o

rshortly after he arrived in Victoria during the summer of 1871. iBut | was gri e
to find everything the reverse of prosperity. Some streets are nearly entirely

deserted, and there is not a street but what has many, very many, houses 6 both

dwellings and stores 8 deserted. Ever yt hing | ooks 1% feless ano

The gold rushes 6 the first in 1858 on the lower Fraser River, and the second in
1862 high up in the Cariboo Mountains & were over. The massive influx of gold-
seekers, an invasion which had sparked the founding of the Colony of British
Columbia, had subsided. Then it reversed.

A decade earlier, Barkerville and the Cariboo gold fields could boast of 10,000 or so
residents. Now, at most, they perhaps had one thousand. The population of the
colonial capital, Victoria, once well in excess of 5,000, had fallen to fewer than
3,500. To locals and visitors from Montreal alike, it was plain to see that the once-
prosperous colony had fallen into a severe economic recession.

Not surprisingly, the weak economy meant that the colonial government recorded
sizeable deficits. The debt had soared to $1.5 million, a staggering size for such a
small population. Loud were the complaints of sky-high taxes and declining
services.®

Yet, British Columbians were wildly optimistic about their future, as the Montrealer

discovered late one evening after he had gonetobed. A About mi dni ght k6 0

was awakened from a sound sleep by the ringing of bells, exploding of firecrackers,

Roman candles, burstingofsky-r oc ket s, hurrahs, and shout.i

The celebration by Victoriads enthusiast:.

mar ked t heir c¢ ossomintcdConfedaratiom.aldn thatdatei British
Columbia officially bec aThefullCeaohtledesiiitde s i
colony was beginning to brighten.

*kk

How to explain the jubilation felt by British Columbians at joining Confederation?
More to the point, why would British Columbians 8 more than 3,000 miles from their
new, national capital, and separated from their compatriots by the towering Rocky
Mountains, the vast barrenness of the sprawling prairies and the swampy muskeg of
the Canadian Shield 8 hope for economic salvation from Canada?

8
Andrew Birrell. Benjamin Baltzly: Photographs and Journal of an Expedition through British Columbia: 1871 (Toronto: The
Coach House Press, 1978) p. 114.

Paul Phillips, AfConfederation and the Economy of British

George Shelton (Victoria: University of Victoria, 1967), p. 62.
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The19™"Cent ury, after al |l f avarse ,tohet haeg ea goef 06fl anisn
limited government. What possible benefits could a remote province expect from its

political connection to a distant Canadian administration that believed in doing as

little as possible?

Moreover, nearly all of the | eadlkatgevasen of C
majority of English-speaking Canadians thousands of miles to the east 8 were of

British origin. They reveled in their connection to the British Empire. They revered

the monarchy, and especially Victoria, their Queen (and namesake of their

provincebs capital city).

And not only did they admire British institutions, they wanted to emulate them.

AWhenBtihei sh governed a country, @mpre:st ori an
How Britain Made the Modern World, @At her e were certain distin
own society that t heyThoesned eddd itsot idn cstsievrei nfaet aet. |
Ferguson included the English language, the idea of liberty, representative

assemblies, the Common Law, and fhe | imited

The concept of the state as a mere 6night wa
two primary functions: first, to defend the country from foreign aggression; and,

second, to protect its citizens from crime. The military would fulfill the former

responsibility; the police, a judiciary and a penal system would perform the latter.

Yet, few who argued for a limited or minimal state actually thought that the

government ought to be restricted to just those two duties. Certainly Adam Smith,

the famed economist whose seminal work, The Wealth of Nations, published in

1776, did much to influence Cenvisork@dddlagerrat her s
role for the state.

As he saw it, the sovereign (that is, the government) had three major duties. The

first two were in accord with the night-watchman state: i pr ot ecti ng t he soci
the violence and invasion of other independent s oci eti eso; and fAprot e
member of the society from the injustice or oppression of every other member of

i .0

The third obligation is somewhat surprising,
maintaining those public institutions and public works which ... could never repay the
expense to any individual T©hesemaudddinitiatvasmber o f
for fAfacilitating the commerce of the societ

peopfe.o

How to facilitate commerce? Smith believed that the government should oversee &
and could probably make a profiifromd currency operations [QAthe

20 Njall Ferguson. Empire: How Britain Made the Modern World. (London: Penguin Books Ltd., 2004.) p. xxiii.

Adam Smith. An Inquiry into the Nature and Causes of The Wealth of Nations. Edited by Edwin Cannan. (Chicago: The
University of Chicago Press, 1976.) Book V, p. 213 and p. 231.

Op cit., Book V, p. 244.
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post-office. He ar gued that the government should bt
bridges, navigable ®anals, harbours, etc.od

And he argued for government-funded public schools to educate girls and boys, as

wellasadults. (iFor a very small expense the public
and can even impose upon almost the whole body of the people the necessity of

acquiringthos e most essenti al parts®of education, o

Far from being restricted to a mere o6night w
Smithd and, | ater, Canadads & eaughhtecosstruotf Conf eder
transportation infrastructure and ensure that children and adults received at least a

basic education.

*kk

Two documents 8 the British North America Act, and the Terms of Union &

spelled out what British Columbians could expect in 1871 from their new federal and

provincial governments. Togetherthey expl ain the colonistsd ex
Confederation.

That 0s because, f ar -fairemoight-wasdchman stage,bdtlor a | ai s s
documents called for both Ottawa and Victoria to take a clearly activist role in
developing British Columbia.

The British North America Act, 1867 0 a statute passed by the British Parliament
denumerated the responsibilities to be under
provincial governments.

Ottawa was to assume responsibility for military and naval service; navigation and
shipping; currency and coinage; the regulation of trade and commerce; and a myriad
of other things.

The provinces would deliver education, the administration of justice (within provincial
boundaries), and At he est abl emrentoibospitals, mai nt en
asylums ... and el eemonsynary [that is, <char
wor ks and undertakings. o

| mportantly, the federal government was all o
System of Taxat i on, @&enuel weregestticte@to thersalevof nces 6 r
public | ands and other natur al resources; [
Taxation. o

For British Columbians, admission to Confederation meant that a new level of
government would now provide a wide variety of services 8 a Canadian currency,
military protection, the encouragement of trade, and the facilitation of shipping in

2
309 cit., Book V, pp. 245, 246

24 Op cit., Book V, p. 305
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Pacific coastal waters. Their new provincial government, meanwhile, could focus on

public education, public health and welfare,andth e constructi on of sucl
wor kso as r oads, THiswasiah excegmtiondlly gositiveddgvelgment

for the destitute colony.

Yet, the Terms of Union & negotiated between representatives of Canada and the

Pacific Colony, and later ratified by the Canadian Parliament and the colonial

legislature 8 promisedevenmore. The Terms required Ottawa
efficient mail serviced and a telegraphic
world.

O ~
O o

The federal government also assumed responsibility for protecting the coastal
fisheries, paying for the militia, undertaking an extensive geological survey of BC 0 s
natural resources, and caring for Indians resident in the new province. And they
would operate the major means by which 19™ century governments raised revenues
0 the Customs.

| mportantly, Ottawa al so agreed todotth ke over
million & and give Victoria an annual operating subsidy in excess of $200,000 &
almost half of the yearly budget of the old colonial administration.

And, finally, Canada promised to either undertake or fund numerous capital projects,
including a new penitentiary in New Westmins
Victoria and a new drydock in Esquimalt, as well as the installation of lighthouses,

buoys and beacons along the coast. The biggest project of all, construction of a

transcontinental railroad d the Canadian Pacific 8 was to commence by 1873, and

be completed no later than 1881.

It may have been the age of laissez-faire, but as is clearly illustrated by the British
North America Act and the Terms of Union, both British Columbians and
Canadians looked to public sector T the government, or state i to perform a
surprisingly wide range of expensive activities.

Before Confederation,ABi t i sh Col umbi a was depressed and
Afexamine all possible solutions by which the
burdens faMhieeveBdC. ecame CanadBepwspectiokt h provi
massive public-sector expenditures & by both Ottawa and Victoria 8 gave British

Columbians cause for celebration.

The depression had been lifted, and the future looked very bright, indeed.

25
Donald Creighton, British North America at Confederation (Ottawa, 1939), p. 35
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5. BC6s FIRST dBMNIIORY :

who described the Colony as Il ittle more tha
road [and] a seaport town ... at the opposi
Confederation.?® It was a harsh assessment, but 8 and especially for non-
Aboriginal residents d largely true.

It was one of Br it i-appoint€lgovermots,iFeedesck Sepmour,0 n

Victoria was the seaport town at one end of the Colony. A tourist who arrived in the

colonial capital and wanted to see the rest of the Colony would take a steam-

powered paddle-wheeler across the Strait of Georgia to New Westminster. There

she would board another steamer for the 145-kilometre (90-mile) trip up the Fraser

RivertoYale. Thi s was as far as steamboats coul d g«
current, making Yaletheso-c al | ed O6head of navigationd on t

Our tourist then would clamber onboard a Barnard Express Co. stagecoach for the

645-km (400-mile) journey to Barkerville and the Cariboo gold fields. Dotting the

highway 6 officially known as the Grand Trunk Road, but colloquially as the Cariboo

Wagon Road 0 every16-20 ki |l ometres -lwusessdé6 wens ODhatdwol
provide overnight accommodation and, often, a surprisingly good meal.

After near-continuous bouncing and jolting in her horse-drawn carriage, our tourist

would arrive at Barkerville, the major metropolis of the Cariboo gold-mining region.

Af ter visiting some -mines{whaseshaftggcoudexead | ar ger g
underground as deep as 30-45 metres) it would be time to embark on her return

journey. A week or so later, she would be back in Victoria.

*kk

In the space of two weeks or so, our visitor would have travelled more than one
thousand miles on a journey that tod&dk her th
Victoria, New Westminster, Yale and Barkerville 8 and back.

True, she might go on some side journeys; perhaps a short westward jaunt off the

Cari boo Wagon Road to Lillooet, or a | onger
Hudsonbds Bay Compan Yr, shemight take theKugged Dewdney .

Trail, east from New Westminster along the US border to the sparsely-populated

Kootenays. Or, perhaps she might opt for a steamer trip up the east coast of

Vancouver Island to visit the coal-mining town of Nanaimo, and a handful of tiny

agricultural settlements in the Cowichan and Comox Valleys.

The bulk of the Co | o n y éAboriginal population, however, lived along the route
taken by our visitor. Officially, that population was counted at 10,586 & or
somewhat less than any of modern-day Dawson Creek, Williams Lake or Sooke.

26
G.P.V. Akrigg and Helen B. Akrigg, British Columbia Chronicle, 1847-1871: Gold and Colonists, (Victoria: Discovery Press,

1977), p. 336

26



And of t hat number , OWhitesd were counted at
at 462.%7

The native I ndian population could only be g
40,000 or even 5@ingto@eepost bywnlCanadian @GabireMinister
who travelled to BC in 1870.28 But no one knew for certain.

For official purposes, BCods popul ati on at Co

*k%k

It would not stay long at that number, for almost immediately, Ottawa and Victoria
begantospendvastsums of money to develop Canadabds si
province. B C6 s -mariltued economy turned around sharply, the population

boomed, and new cities and towns grew up to over-shadow those that our tourist

visited in 1871.

Freed of its $1.5 million colonial debt and blessed with an annual subsidy from
Ottawa, BC 6 s nedewtdd provincial government quickly embraced an ambitious
program of spending.

From 1866 to 1870, its last five fiscal years as a colony, BC spent an average of

$443,000 annually. In 1872, its first full-fiscal year in Confederation, the new

provincial governmentds expendituWigh:m t otall e
four short years, however, in 1876, that figure had soared to $796,710.%°

Public works represented a sizeable portionoft he pr ovi nceds expendit
ARoads, Streets and Bridgeso belttotaledt he si ngl
$153,871 in 1872, and grew to $289,980 four years later. Spendi ng on AWor ks
Buildingso increased from $2pdripdl 26, to $46, 17

Public education was arguably the biggest beneficiary of Confederation. Previously,
colonial expenditures on schools and teachers were as little as $5,000 per annum,
but in 1872, education spending leaped to $25,436. In 1876, the expense came in
even higher, at $44,506.

*k%k

The federal government, too, was expending large sums in the province to promote

economic development. As required by the Terms of Union, Canada constructed a

new seamands hospital in Vict minsiea(complettd a peni
in 1874 and 1877, respectively), and provided funding for the new drydock in

27
Hon. H.L. Langevin, C.B., Minister of Public Works, British Columbia. Report, (Ottawa, March, 1872), p. 22 and p. 152.

28 Op. cit., p. 23.
2
o The Canada Year Book, 1934-35, p. 99.

30
BC Public Accounts, Sessional Papers, 1898, Table No. 1, pp. 18A and 18B.
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Esquimalt (the construction of which was badly bungled by the province, and finally
completed & hugely over-budget 8 in 1887).

Ottawa also contributed ongoing monies for the construction of lighthouses, buoys
and other coastal work, plus operations of the Customs.

The single biggest item of expenditure, of course, was the building of the Canadian

Pacific Railway (CPR), Canadads first t rConstsuctionnas nent al
delayed until 1880 8 and the project was not completed until 1886, five years after

the Terms of Union deadline d but, in the interim, Ottawa spent millions of dollars in

BC on railroad surveys.*

Port Moody was selected initiallyasthe CP R0 s west eBdrthefirgr mi nus
passenger train from Montreal arrived there on July 4, 1886 0 but the province and
railway agreed that it would be better to extend the line some 12 miles to the west,

to Coal Harbour in Burrard Inlet. In May, 1887, the year-old City of Vancouver saw

its first train, and six months later a second spur line was pushed through to New
Westminster.

As all that was happening, a federally- and provincially-sponsored railway was being
built on Vancouver Island. The last spike on the E&N (Esquimalt and Nanaimo) line
was driven by the then Prime Minister, Sir John A. Macdonald, near Shawnigan
Lake on August 13, 1886.

The total cost to the Canadian government of building the Canadian Pacific Railway
8 which was soon turned over to its private contractors 8 was $62,751,795.3 The
benefits for British Columbia were huge.

*k%k

I n 1881, when BC participated for the first
population was pegged at 49,459 8 a 36 percent increase over the Confederation

estimate. Three factors may explain the increase: an actual rise in population

through immigration and natural increase; a more-accurate count of the aboriginal

population; and construction of the CPR, which attracted thousands of labourers to

the province.®

In 1886, when the CPR arrived at tidewater, BC6s popul ati on had gr own
ater 0 t !

estimated 74,000. And five years | , I n Canadabos
98,967.
31AI |l en Seager, AThe Rels9RulrTiePadific Proviacer\A HistdnBof Brritish Columbia, Edited by Hugh

J.M. Johnston (Vancouver: Douglas & Mclintyre, 1996), pp. 209, 210. Frederick Howay, British Columbia: From the Earliest
Times to the Present, Vol. ll, (Vancouver: The S.J. Clarke Publishing Company, 1914), p. 417.

32Howay, op. cit., p. 427. Seager observed -reldtetpre-Condtrectioa s pent HAover
activities in the 1870s, with fAthe |ionbds shareo earmarked for sur
$10,000,0000 between 1871 and 1878 fiin surveys and conightruction 0

Col umbi a. o
3 Population figures in this section are from The Canada Year Book, 1934-35, p. 99; p. 164; and pp. 151, 152.
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A decade after that, at the dawn of the 20™ Century, the 1901 national census found
that British ColduwmthiattCordedepatiop was a thaie 86000 o
was now five-times larger at an astounding 178,657.

Just 15 years old, Vancouver already had surpassed Victoria (29,432 residents
compared to 20,919) to becomethep r ovi nc e 6 s OtharB@Q muwitipaldiest y .
with sizeable populations included New Westminster (6,499), Nanaimo (6,130),

Nelson (5,273) and Trail (1,360).

*kk

The fast-growing population was, in part, due to significant public-sector spending,
by both the federal and provincial governments, on transportation infrastructure and
other public works. In turn, the growing number of British Columbians required an
ever-increasing level of public services, most of which were provided by Victoria.

In fiscal 1886/87, the year that the first CPR transcontinental train arrived in Port

Moody and the | ine was extended to Vancouver
totalled $713,152.3* As always was the caseinBCds ear |l i est decades,
item of expenditur e was fARoads, Streets, Bridges, and

AWor ks and Buildingso adding another $47,897

AEducationd spending continued atincreaseaof e and n

350 percentin15years. Ot her | ar ge e x p e nrdinistrationefs wer e f or
Justiceo (salaries were $68,556, other expen
Government o salaries ($61,753), and fAHospita

Five years later, in 1891/92, for the first time ever, net provincial spending topped
the million-dollar mark, with outlays adding up to $1,370,432. i Educati on, 0 whi |
the largest single item of expense, was nonetheless a stunning $190,558.

Capital projects continued to represent a significant portion of provincial government
expenditures. Two of the largest undertaken around the turn of the century were the
construction of new Parliament Buildings in Victoria, and a combined railway and
traffic bridge to cross the Fraser River between New Westminster and Surrey.

The former was started in 1892/93 with a budget of about $600,000. By the time the
new Legislative Assembly was opened in 1898, the cost had skyrocketed to
$981,359 i nearly 65 percent higher than the initial budget.*

34 . .
BC Public Accounts, Sessional Papers, 1898, Table No. 1, pp. 18A and 18B.

35 Howay, op. cit., pp. 491, 492.
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Construction of the latter, a 2,400-long steel structure, was much better-managed. It
opened in 1904, at a cost of just over one million dollars.*®

*kk

Not surprisingly, most British Columbiansi and especi ally the provin
Twere enthusiastically pr o Ndtatgpical wabdhnH. pr ovi n
Turner, BC6s Premier and Finance Minister, w

annual budget address and offered a long recitation of the wonderful things his
government had done over the previous seven years.

AThere have beébémnalpgieldt, a1 T0Or sehool houses at
10 jails and lockups, $26,985; [and] 12 courtth ouses, $190, 692. 0o

Hi s administration, moreover, had Akept in r
trail, 600 bridges, and 5,000 miles of roadsandbridges fat a cost of $1,
Not to mention 595,000 acres of | and had bee

Total expenditure on public works under his firm and wise guidance, the Premier
boasted, was $2,007,225.

*kk

Laissez-faire, to repeatapointmade ear |l i er, was the industri:é
economic philosophy when British Columbia joined Confederation. Nonetheless, it

is manifestly evident that BC (and Canadian) politicians and citizens believed that

the public sector should playavitalr ol e i n the provinceds devel
public works and promoting education.

Surprisingly, perhaps, Canadians and British Columbians were not much different

than their counterparts elsewhere in the world. For in 1870, according to

calculations by modern-day economists, public expendituresinso-c al | ed fAdevel or
nationso wer e apercenvoéthel grass dorhestit prodéct.>®

The items of expenditure in most countries also was roughly similar: the largest
proportion of public spending (perhaps one-third) went to the military, with the
remainder earmarked for law enforcement and the judiciary, public works, general
government and education.

38 op. cit., pp. 528, 529.

37 Alexander Begg, History of British Columbia: From its Earliest Discovery to the Present Time (Toronto: McGraw-Hill
R8yerson, 1972), p. 561.

38 vito Tanzi and Ludger Schuknecht, Public Spending in the 20" Century, (Cambridge: Cambridge University Press, 2000), p.

6. (The average is for 11 western countries: Australia, Austria, France, Germany, Italy, Japan, Norway, Sweden, Switzerland,
United Kingdom and United States.)
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But the times t héyabeitslowty. laGernatyanrigss, n g

Chancellor OttovonBismar c k i ntroduced health insurance,
security system. Five other countries soon followed: France (in 1895), Italy (1898),

Belgium (1900), and the United Kingdom and Ireland (1908). Around the same time,

limited old-age pensions were unveiled in several European countries.

In 1908, Britain enacted both health insurance and old-age pensions. Then, in the
following year, in 1909 8 exactly 100 years ago 0 the government unveiled a
| andmar k fiscal plan knowmnrgted .i story as the

In order to pay for expanded government programs, the Budget entrenched the
countrybés graduated income tax system, raise
incomes, and introduced a fisurtaxo (a supert

The 1909 budget was passed by the House of Commons, but rejected in the House
of Lords. A general election was called to straighten out the mess, British voters
gave the government a strengthened mandate, and the power of the House of Lords
was diminished forever.

*kk

Still, as late as 1913, on the eve of the First World War, public expenditures counted
for 13.1 percent of GDP in the average western country.*

In 1926, a book with a provocative title, The End of Laissez-Faire, was published by
John Maynard Keynes, then a somewhat-obscure English economist. The book
offered a heretical view of the role of governments, at least in comparison to
attitudes prevalent at the time.

he i mportant thing
reaelyne®s Kwr ote, fbu
‘.o

for gover nment S not t
t

T [
I to do those things wh
I

D Y

The stage was being set for governments to become increasingly active in the lives
of their citizens.

*k%k

In1921,ahalfcent ury after becoming Clan@dladmbisa&s h
population was counted at 542,582 & about 15-times larger than it had been at
Confederation** Wi t h more than 163,000 residents, Va
fourth-largest city (behind Montreal, Toronto, and Winnipeg), and according to a tally

39 Op. cit., pp. 35, 36.
40 .
Op. cit., pp. 6.

Quoted in op. cit., p. 9.
42 4. The Canada Year Book, 1934-35, p. 99.
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by the Vancouver Sun newspaper, there were 34 BC towns and cities with a
population in excess of 1,000.%*

Proudly boastful of the praenturgafterés i ndustri a
Confederation, the Sun counted 390 sawmills, four pulp mills, two pulp-and-paper

mills, the Atwo | argest copper mines in the
Anyox), and dtléeez il mec gmisne siith vielme worl do (the
Kimberly).

Just as noteworthy, although unmentioned by the newspaper, was the growth of
BC6s publFromeanot872 total of just $429,000
expenditures had grown to easily surpass $20 million annually.**

The provincebs public sector was also expand
of services to BC residents. In 1917, for example, British Columbia became the first

province in the country to set up a Department of Labour, and three years later, in

1920, established a stand-alone Department of Education.*®

BC either led the country or was among the first in many social policy areas. The
province introduced the first workersé compe
inaugural minimum-wage law (in 1906), an eight-hour workday (also in 1906), and a

factories act (1908).%°

In 1920, British Columbia i which a year earlier had become the first jurisdiction in

the British Empire to elect a woman MLA (Mary Ellen Smith)ii nt r oduced a mot |
allowance. Seven years | ater, in 1927, the provinc
with the federal government in adopting a cost-shared old-age pension scheme.

*k%k

The Great War and its aftermath already had caused a sharp increase in
government spending, and by 1920, public-sector expenditures in industrialized
nations averaged 19.6 percent of GDP i or about 50 percent higher than their pre-
war level.*’

Then, near the end of the decade, came the Great Crash of the US stock market,
followed by the decade-long Great Depression. In Canada, since before
Confederation and through the early days of the Great Depression, public welfare
services were usually delivered by local governments or private agencies, such as

43 The Vancouver Sun, British Columbia: A Complete Guide to the Province, 1919.

4 B Public Accounts, Sessional Papers, 1926-27, Vol. One, N310-312.
Organization of the BC Public Service (Victoria, Public Service Commission, 1982), p. 4.
A Corry, The Growth of Government Activities Since Confederation (Ottawa, 1939), pp. 51-62.

4" Tanzi and Schuknecht, op. cit., p. 6. (The average is for 14 western countries: the 11 mentioned earlier, plus Canada,
Ireland and New Zealand.)
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religious or fraternal organizations. The same was true in most other countries
around the world.

But the Great Depression and its skyrocketing unemployment overwhelmed existing
social assistance programs. In 1933, for example, nearly one in four British
Columbians was unemployed, on relief, or participating in a public work project.
Local governments, charities and other aid groups were unable to meet the rising
demand for food, clothing, shelter and work.*®

A few governments & notably that of US President Franklin Delano Roosevelt, who
unveiled his New Deal with its emphasis on public works shortly after his election in
1932 0 tried to implement nation-wide social assistance. Generally, however, most
responded to the Great Depression was tepid; the grip of laissez-faire on political
and economic thought proved hard to break.

Still, partly because many governments had introduced policies to combat the
Depression, partly because of a build-up in armaments prior to the Second World
War, and partly because of widespread economic weakness, the average level of
public4§pending in the industrialized world had risen to 23.8 percent of GDP in
1937.

That was almost double its level before the First World War.

[Public sector expenditures as % of GDP in developed nations J
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(SOURCE: Public Spending in the 20" Century, Vito Tanzi and Ludger Schuknecht)

*k%k

48 Mi chael J. Prince, AAt t he irERbliics, Poli€y, aGdbGowemraedtdn Biitiehl Chblumbia, edBedat e, 0

by R.K. Carty (Vancouver: UBC Press, 1998), pp. 248, 249.
9 Tanzi and Schuknecht, op. cit., p. 6.

33



In 1936, John Maynard Keynes published another book, The General Theory of
Employment, Interest and Money, which had an enormous impact on economists,
politicians and policy-makers.

Hitherto most people had believed that the economic system was self-correcting; the
marketplace was in constant motion, always attempting to find an equilibrium
between supply and demand. The twin evils of inflation (too much demand) and
gluts (too much supply) would, it was thought, in time, cure each other, and the
economic market-place would be restored to health.

Keynes, however, argued that equilibrium between supply and demand might be

attained at a point well b ¥rneraployntert eoule c o n o my 6 s
remain unacceptably high, capital assets would be under-utilized and perhaps

abandoned. What then?

Should the private sector fail to make the capital investment necessary to lift an
economy out of the doldrums, what could be done to stimulate economic growth?

Keynesd thepsibhaesector. Only government had the resources 8 and the
social, economic and political interest 8 to ensure that the market did not under-
perform for extended periods of time. Governments, therefore, had a critical role to
play in lifting or stimulating the general demand for goods and services.

*kk

The Second World War ended in 1945, and it seemed like the entire world was
quickly launched on an extended i and unprecedented i period of economic growth.

And not only did the gross domestic product (and GDP per capita) of developed
countries expand at a rate unseen since the Industrial Revolution, but there was a
new-found stability to economic growth.

Perhaps the central reason for the dramatic economic explosion in the second-half
of the century was the pent-up demand of investors and consumers, many of whom
had been figuratively sitting on the economic sidelines since the beginning of the
Great Depression.*

The post-war period, as a consequence of the unleashing of that pent-up demand,
saw an extraordinary boomin private-s e ct or capi t al i nvest ment ,
unparalleled in the history of advanced capi

That capital-investment explosion, coupled with soaring worker productivity, sparked

a dramatic rise in worHRushwighicasiw@& gnel withaberdl i nc o me
access to credit 8 workers went on a spending spree, buying new homes, cars,

appliances and countless other consumer items.

50
Stephen A. Marglin and Juliet B. Schor, editors, The Golden Age of Capitalism: Reinterpreting the Postwar Experience,
(Oxford: Clarendon Press, 1990), pp. 41-62.
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In turn, that jJump in consumer spending generated even more private-sector capital
investment. It seemed a near-virtuous cycle.

*k%k

But there was a second factor, often overlooked (or, at least, unmentioned), behind
the post-war economic boom. And that was the dramatic increase in the size and
activities of the public sector. We know it today as fithe rise ¢

Just as the post-war boom meant that workers enjoyed the benefits of rising

incomes, the appearance of the welfare state meant that those without employment

now had access to government transfers. Those who coul dnodot find |
and expanded unemployment benefits, the elderly had improved (and indexed)

pensions, and many (if not most) families were provided with such programs as

Ababy bonusesd and Afamily all owances. 0

Consequently, not only did employed workers have increased spending or
purchasing power, so too did those without work, and even those who were not in
the labour force.

Society, as a whole, benefited with both employed workers and those without work
or wages participating in the market place, because there was greater demand for
the goods and services society produced.

The fast growth of consumer spending in the post-war years was, to a large extent,

a direct result of the expansion in the public sector. As historians of the period have

put it, fApublic expenditures directly foster
stable demand. o

The phenomenon was not exclusive to any one nation. Indeed, the post-war period
saw nearly every country across the western, industrialized world embark on a
dramatic expansion of their public sectors.

Public expenditures in Canada and other developed countries }

0% \ \ \ I I I \ I
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] Public spending as % of GDP in developed countries
""""""" Public spending as % of GDP in Canada

(SOURCE: Public Spending in the 20" Century, Vito Tanzi and Ludger Schuknecht)

>L op.cit., pp. 61, 62.
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Typical of the new attitude was the Employment Act of 1946, passed by the
American Congress more than a decade after Roosev e | t 6 s NEamfro® e a |
being laisser-faire, the new (and shocking) role of the US federal government was to

promote fAmaxi mum empl oyment, production, and

*kk

Still, public expenditures as a proportion of the economy rose slowly until 1960. In
that year, government expenditures in the western, industrialized world averaged
just 28 percent of GDP.>?

The real explosion in government spending came over the next two decades, and by
1980 the average developed nation was allocating 43 percent of its GDP to the
public sector. That figure was much higher in some countries -- Sweden, the
Netherlands and Belgium all exceeded the 50 percent mark.

Moreover, no industrial country kept public spending below 30 percent of GDP. And
just four countries & Japan, Spain, Switzerland, and the United States 8 were
anywhere near that level.

By the mid-1970s, on average, one-sixth of the labour force in industrialized
countries was employed by the public sector.>®

[Government spending and employment in the 20th Century J
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*k%k

®2 Tanzi and Schuknecht, op. cit., p. 6.
%3 Tanzi and Schuknecht, op. cit., p. 26.
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Much of the development of British Col umbi abd
elsewhere in the industrialized world, in the years following the Second World War.

Previously left to local governments, healthcare was on its way to becoming an

integral part of the provincial public sector, and in 1946 BC set up a stand-alone

Department of Health and Welfare.>® Two years later, in 1948, BC became the

second province to enact a hospital insurance plan (after Saskatchewan).>®

W. A.C, Bennett, British Col umbsenang)®rermierr st Soc
has been credited with transforming BC into a modern welfare state. Under his

stewardship in the 1950s, BC joined with Ottawa in several shared-cost social

programs for the elderly, disabled and unemployed.*®

Bennett also oversaw an explosion in the pro
He pushed the Pacific Great Eastern Railway (later renamed, BC Rail), northward

past Prince George into the Peace River country, and embarked on a dramatic
expansion of BCbds road network into the Inte

Most shockingeeht al pbrenid)eBenndt alfofengmeered the
government 6s t akeoveriesdirl958ytafamatheeBCFeary r y c omp a
Corporation, and then the stunning nationalization of BC Electric (in 1961), which

became the BC Hydro and Power Authority.

Over his 20 years as Premier, Bennett was responsible for a massive increase in the
sizeandscope of British Col Hmbrstlaudgst, iplda3icalled sect or .
for spending of $145.3 million; his last was 10-times as big, at $1.4 billion.

Of course, much of the growth of public expe
rising population. In 1971, a century after joining Canada, BC was home to
2,240,470 residents & more than 60-times its pre-Confederation population.

4 Organization of the BC Public Service (Victoria, Public Service Commission, 1982), pp. 145, 146.
5 Prince, op. cit., p. 250.

56 Op. cit., p. 250.
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6. THE LAST THREE DECADES OF THE 20™ CENTURY &8 1971-2001

British Columbia started with a continuation of the economic and fiscal trends

that had dominated the post-war period. But a severe economic recession in
the early 1980s, followed by enduring weakness in global commodity prices that
lasted through the 1990s, delivered a succession of fiscal deficits.

The last three decades of the 20" Century 8 the 1970s, 1980s and 1990s & in

Political upheaval and fiscal uncertainty seemed to go hand-in-hand. After having
just three Premiers in the 30 years between 1941 and 1971, British Columbia had 10
Premiers in the three decades between 1971 to 2001.°’

As well, the two parties that had dominated provincial politics in the second-half of
the 20™ Century, Social Credit and the New Democratic Party (NDP), were
unceremoniously rejected at the end of the period. The Socreds, after governing BC
for 35 of 38 years, were obliterated in the 1990s, while the NDP, which in the 1990s
had won successive electoral majorities, were reduced to just two seats in the
Legislative Assembly in 2001.

Surprisingly, when in power, Social Credit and the NDP utilized similar policies to lift
revenues, tamp down expendituresTaxeaand gener a
other levies were raised; spending programs were slashed or suppressed; the fiscal

books were Afudgedo; a ratibnwabendceddc esdbythe dget o |
Socreds in 1991, and a decade later by the NDP in 2000. But none of it seemed to

work: def i cits continued to outnumber dAbal anced
grew ever higher.

*kk

British Col umbi @dedtoexplgieih thetldtter part of the 20"

Century. After skyrocketing from about 36,000 at Confederation to a stunning 2.2

million in 1971, BC residents eclipsed the three million mark in 1986, and then

roared past four million just 13 years later, in 1999.>® Home to barely one percent of
Canadab6s population in 1871 perddtofalloul d cl ai m
Canadians in 1971. Thirty years later, in 2001, that figure had climbed to 13.2

percent.

The provincial economy, however, showed uneven and even lagging growth over
the 1971-2001 period. With the exception of a single year, 1975, the 1970s saw a
dramatic expansion in economic activity. But a severe downturn in 1981-83
signalled a long-term weakening of global commodity prices. As a consequence,
the 1980s and 1990s brought a rather uneven economic performance.

57 BC Premiers between 1941 and 1971: John Hart (1941-1947), Byron Johnson (1947-1952) and W.A.C. Bennett (1952-
1972). BC Premiers between 1971 and 2001: W.A.C. Bennett (1952-72), Dave Barrett (1972-1975), Bill Bennett (1975-1986),
Bill Vander Zalm (1986-1991), Rita Johnston (1991), Mike Harcourt (1991-1996), Glen Clark (1996-1999), Dan Miller (1999),
Ujjal Dosanjh (1999-2001) and Gordon Campbell (2001-present).

*®Bc stats, ABC AnnuadOo®opul ation, 1931
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To be sure, BCb6s economy continued its wupwar
product measured at $10.4 billion in 1971; $44.7 billion in 1981; $83.4 billion in

1991; and $133.5 billion in 2001.>° But the rate of growth slowed markedly over the

period. After expanding by 329 percent in the 1970s,BC6s nomi n al GDP incr
by just 87 percent in the 1980s; and a disappointing 60 percent in the 1990s.

[BC'S real aross domestic nroduct (in $hillions) ]
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(SOURCE: British Columbia Financial and Economic Review, various years; BC Stats.)

At the same time, BCO0Os share of the overall
plateau. | n 1971, BCOs pe@bnPo fwaBGanadda®Oés as a whol e,
decade later the comparable figure was 12.4 percent. But by 1991, that number had

dropped to just 11.9 percent, and in 2001 it remained at an even 12.0 percent.

[BC'S population & GDP as % of Canada's ]
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*k%k

59 Einancial and Economic Review, various editions from 1987 to 2001.
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As elsewhere in the world, government spending rose steadily in BC during the latter
part of the 20" Century. In 1970/71, for the first time in provincial history, budgetary
expenditures surpassed the one-billion dollar mark, coming in at $1.2 billion.

Revenues, too, exceeded $1.2 billion, and the year-end result was a small surplus.®

Within four short years, in 1974/75, annual expenditures had more than doubled to
$2.8 billion. And two years after that, in 1976/77, spending was up by a factor of
three from the beginning of the decade, to $3.7 billion.

At the beginning of the next decade, in 1981
billion. Ten years later, they hit $17.1 billion, and at the end of the century, in
2000/ 01, Victoriabs annualSbdonpendi tures adde

These sound like phenomenal 8 unsustainable & increases, but when measured
against the growth of BCbds GDP, public secto
modest.

Il n 1952, when W. A.C. Bennett was el ected Pre
represented about 6.5 percentof BC6s gr oss pr o Whembeilet bfficgr oduct .
two decades later, that figure had doubled to over 13 percent, fidespi t e mani pu
€ of provincial debt | oads i nelatet8 55 by transf
expenditures to variousc r own c or p‘olrthetriecarfs.edr , the governm
outlays continued to rise, but at a much slower pace than before.

BC's GDP & CRF spending (in $billions) J
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%0 Einancial and Economic Review, 2001, p. 207.

81 Michael Howlett and Keith Brownsey, AFrom Timber to Tourism: The Political Economy of British Columbia@, in Palitics,
Policy, and Government, edited by R.K. Carty, p. 23
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Between 1970 and 1980, provi nci al spending as a proportion
increased from 14.1 percent to 16.3 percent.®® In the decade that followed,

government expenditures rose as high as 19.7 percent of GDP, but by the end of the

1980s had slipped back to the 18-19 percent range.

In the early part of the 1990s, Victoriads an
as 20.5 percent of the provincial economy, before ending the decade at about 18
percent.

[Consolidated Revenue Fund expenditures, as % of GDP J
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(SOURCE: British Columbia Financial and Economic Review, various years; BC Stats.)

*kk

Il n addi i o t
1 r

g the centenary of Britis
year [ i si

0 n
ks a diwv on of sobeinggs i n terms
In the three decades preceding 1971, BC had 26 budgetary surpluses and just four

deficits. (The latter occurred in the three years from 1947/48 to 1949/50, and then

againin 1957/58)* But in the 30 years directly follow
1971/72 to 2000/01, the province saw just 11 fiscal surpluses and a stunning 19

fiscal shortfalls.®*

Three of those budgetary deficits were recorded in the 1970s, eight were in the
1980s, and eight in the 1990s.

2Authorsé calcul ations.

83 W. Iwin Gillespie. ABritish Columbia: Government Expenditure, Revenue, and Budget Deficit, 1871-1968,@ in the
Canadian Tax Journal. July/August 1988. Vol. 36, No 4, p. 936.

% Einancial and Economic Review, 2009, p. 110.
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[BC'S CRF surpluses & deficits ($millions) )
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Inpartbecaus e of that | engthy series of
between 1970/71 and 2000/01 rose from $2.5 billion to $33.8 billion.®

Yet this increase does not look so dramatic when viewed as a proportion of the
provincial economy. | n 1 9 7 0/ "2l (actuBllg, desorddd at the time as
Acontingent | iabil i & 2%6gpeérgentsfprovindal GDP. |
2000/01, the debt was $33.8 billion & a near-identical 25.7 percent of GDP.
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[BC'S total provincial debt & direct operating debt (in $billions)
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*kk

% Financial and Economic Review, 2001, p. 210.
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Around the world government budgets grew quickly in the 1970s, but deficits were
relativelyrare. Then came t wo o0 i tganizatidnof®étrel@umwh e n
Exporting Countries (OPEC) cut production in 1974 and 1979, thereby driving up
prices. Global recessions soon followed: a sharp, short downturn in 1975, and then
a dramatic economic collapse in the early 1980s.

In part because of skyrocketing prices, the 1970s gave rise to a new economic
phenomenon d stagflation. Economists had hitherto believed that unemployment
and inflation enjoyed an inverse relationship; if one was high, the other would be
low, and vice versa. That pleasant theory was rudely disproved in the decade as
both prices and unemployment rose steadily.

By the end of the 1970s and the start of the 1980s, interest rates were soaring to
incredible levels. For a time, mortgages 8 new and renewed & could be had only
at 18 percent or 19 percent, or even higher. Economic activity slowed further.

Public-sector budgets came under severe pressure from stagflation. Rising
joblessness had the twin effect of driving down tax revenues, and increasing
demand for unemployment benefits. Small at first, deficits were soon forced
skyward by soaring interest charges.

[Federal transfers as % of BC CRF revenues, 1983/84 - 2000/01 J
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*kk

By the late 1970s, questions started to arise about the desirability and affordability of
an expanded public sector. Such questions were, in part, prompted by rising taxes,
a succession of fiscal deficits, and growing government debt.

In Britain, Margaret Thatcher and her Conservatives won election to government in

1979, and the United States followed in 1980 by Republican President, Ronald
43
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Reagan. Bot h wer e opponents of what thlay describ
1984, Canada followed Britain and the US by election to government Brian Mulroney
and his Progressive Conservatives.

Still, even after winning power, fiscal conservatives enjoyed minimal success in
rolling back the welfare state. To be sure, they slowed down the rate of growth in
government spending, but few were able to reverse it.

From an average of 27.9 percent of GDP in 1960, government spending in
developed countries was 43.1 percent in 1980. A decade later, in 1990, the average
had inched upward to 44.8 percent, and in 1996 hit 45.6 percent.®

Between 1980 and 1996, just five developed countries were able to reduce
government spending as a proportion of GDP, and often by minimal amounts &
|l rel and, New Zeal and, Bel gium, the Netherl an

Over the same period expenditures measured by GDP increased by at least five
percent of GDP or more in seven countries 8 Canada, France, Italy, Norway, Spain,
Sweden, and Switzerland.

Notwithstanding much over-heated rhetoric 8 and the public perception d public
sector spending remained nearly static in both Britain and the US.

In the former, public expenditures as a proportion of GDP were 43.0 percent in
1980, 39.9 percent in 1990, and 43.0 percent in 1996. In the latter, the comparable
figures were 31.4 percent, 32.8 percent and 32.4 percent.®’

*kk

Whateverthereasoni per haps the incessant rhetoric froc
Thatcher, Reagan and others), or perhaps US independent Presidential-Candidate
Ross Perot (who garnered 19 miplelniddmgwot es i n

Washington), or perhaps the election of a massive rump of Reform MPs to the
Canadian Parliament in 1993 1 the public view of government spending changed
sometime in the early to mid-1990s.

At approximately the same time, many leading politicians began singing the praises

of balanced budgets and smaller government. In Canada in 1995, Finance Minister

Paul Martin famously vowed to eliminatet he f eder al def i cit, fAcome
water, 0 and unveiled a budget with deep cuts
spending. In the United States in 1996, President Bill Clinton stood before Congress

to give his State of the Union address and declared: 1 The era of Dbi g gover
over . o

%8 Viito Tanzi and Ludger Schuknecht, Public Spending in the 20" Century, (Cambridge: Cambridge University Press, 2000), p.
6. (The average is for 17 western countries: Australia, Austria, Belgium, Canada, France, Germany, Ireland, Italy, Japan,
Netherlands, New Zealand, Norway, Spain, Sweden, Switzerland, United Kingdom and United States.)

67 Op. cit.,, p. 6
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The results of such rhetoric were mixed across the leading industrial countries.
Among the so-called G7 countries 8 Canada, France, Germany, Italy, Japan, the
United Kingdom and the United States 8 general government outlays averaged
42.3 percent of GDP in 1995. Five years later in the same countries, that figure had
dropped down to just 38.7 percent.®®

*kk

The most recent calculations show that general government spending in the G7
countries has crept up back to nearly the same levels as in the mid-1990s. But,
surprisingly, not in Canada.

In 1995, general government outlays by all levels of Canadian government (federal,
provincial and local) were 48.5 percent of national GDP, or more than six
percentage points higher than the G7 average.®®

By 2000, following the example of other indu
expenditures were down to 41.1 percent of GDP.

But whereas the other G7 countries began to inch-back up in terms of general
government spending, Canada continued to reduce expenditures relative to GDP.

In 2004, for the first time in at least three-and-a-half decades, Canadian government
outlays as a proportion of the national economy slipped below the G7 average: 39.9
percent in Canada; 40.3 percent for the G7.

The trend has continued in recent years: the relevant figures for 2008 show that
Canada spent 39.7 percent of GDP on general government outlays; for the G7, the
comparable number was 41.6 percent.

*kk

The desire to slow down the growth of government spending and reduce the size of
the public sector was so great -wduwrgiong the 19
administrations found themselves adopting unusual policies. Such was the case in
British Columbia, governed from 1991 to 2001 by the New Democratic Party (NDP).

For example, Premier Mike Harcourtoés NDP adm
a hard-hitting campaign to fight purported welfare fraud in 1994. Then, the following

year, Harcourt implemented BC Benefits, an even more onerous change to social-

assistance policy. | nt ended to sl ash the provinceds wel
words of one anal yst ,paidwokmorgattraativethan ma ke Al ow
wel fare Benefits. o

68Canada, Department of Finance, AFi scal Reference Tables, 2009, 0 1
69 .
Op. cit., Table 54.

70Mi chael J. Prince, iAAt t he ERbliies, Polify, aGdbGowerhraedtsn Bitiehl Cblumbia, edBedat e, 6 i n
by R.K. Carty (Vancouver: UBC Press, 1998), p. 265.
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By 2001, as the New Democr aeditsendRreCangd@as t er m
Centre for Policy Alternatives (CCPA)e x ami ned t he provincebs eco
performance over the previous decade and concluded that the NDP had been

unnecessarily thrifty at a time when fiscal stimulus was required. i T h embersu

indicate that NDP provincial government spending has been overly restrained
throughout most of iIits mandate, 06 the CCPA pa
a low real rate of provincial etonomic growt

One of the most telling indicators of lagging government spending was found in
constant Consolidated Revenue Fund expenditures. They showed that from 1992
through 2000, the average annual change in real per capita government outlays was
minus 0.8 percent.

AThe f atdNDP prosincial government spending in real terms has been very
restrained and has declined relative to the
concluded.

Shockingly, in their final year in power, the New Democratic Party government saw
the provincial economy boom and energy exports soar. As they prepared to leave
office, the NDP recorded the biggest surplus ever seen in the Consolidated Revenue
Fund: $1.6 billion.”

“bavi d Fairey, Canadian Centre for Policy Alternatives, AiBCdbs NDP
2001).

"2 Einancial and Economic Review, 2001, p. 207.
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7.

THE LAST EIGHT YEARS 6 2001-2009

A

tos been
I surplus from its defeated predecessor. In the 20™ Century such an event first

rar e

i n Br i-dected lgoveCronent tanibhierd a fiscalr  a

occurred in 1952, and was only repeated in 1972. It happened again in 2001.
That 6s [

On the first two occasions, BCO s

]

ust three ti mes

I n mor e

t han a

Dave Barrett in the latter 8 each carefully preserved his new-found windfall,
enacting policies designed to maintain balanced or surplus budgets.

n remier ® W.A.C. Bennett in the former event,

On the third occasion, in 2001, Gordon Campbell and his BC Liberals immediately
squandered their inherited windfall, and thereby transformed a Consolidated
Revenue Fund (CRF) surplus of $1.3 billion in 2000/01 into three successive years

of enormous deficits. | n

2001/ 02,

billion; in 2002/03, the deficit hit a record-breaking $2.9 billion; and in 2003/04, the
shortfall was $2.1 billion.”
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Finally, in 2004/05, four years after first taking office d and thanks to an explosion in

federal transfer payments and skyrocketing commodity prices 8 the Campbell

Liberals obtained their first fiscal surplus.

Three surpluses followed the first, but by 2008/09 the BC Liberals were back in
deficit territory with a CRF shortfall of $851 million.”™

In February 2009, Premier Campbell and his Finance Minister, Colin Hansen

admitted that they needed to amend their much-touted balanced budget law to allow

7
3 Financial and Economic Review, 2009, p. 110.

4 Op cit., p. 110
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deficits in each of the next two years. On February 17, Hansen brought down a
2009/195budget with a CRF deficit of $1.6 billion, and a GAAP shortfall of just $495
million.

[Federal transfers as % of BC CRF revenues. 1995/96 - 2009/10e

20%

15% I

10% 7
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0% \ \ \
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(SOURCE: British Columbia Financial and Economic Review, various years)

Those were the pre-election budgetary numbers. A few months later, the re-elected
Campbell government provided updated budgetary estimates which painted a very
different picture of the provincial finances. Between February and September, the
CRF had morphed from a deficiency of $1.6 billion in the current fiscal year, to a
shortfall of more than $3.6 billion. The balanced budget law had to be amended
again in August 2009 to clear the way for four years of deficits.

At the same time, the pre-election GAAP deficit of $495 million had been altered into
a post-election GAAP shortfall of $2.8 billion.

After eight years in government, the Campbell Liberals have recorded or introduced
five budgetary deficits, and just four surpluses.

S Note that the balanced budget law pertains to deficits as measured by the GAAP, not the CRF.
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(SOURCE: British Columbia Financial and Economic Review, various years; BC Stats.)

The provincial debt, which stood at $33.9 billion when Gordon Campbell became
Premier, is now expected to total $52.8 billion in 2011/12.7

*kk

How could a newly-elected government assume the biggest surplus in BC history,
and immediately transform that budgetary windfall into a series of gigantic deficits?
And how could a short series of surpluses end so quickly and tip British Columbia
back into red ink?

Two words will suffice to tell most of the story: tax cuts.’’

On June 6, 2001, just three weeks after winning the biggest legislative majority the
province had ever seen, Gordon Campbell and his BC Liberals announced a
massive $1.5 billion-a-year cut to personal income taxes. Although the tax rate for
each income bracket was cut by 25 percent, this round of tax cuts disproportionately
benefitted high-income earners. A CCPA study of the distributional impact of the tax
cuts estimated that 35 percent of the savings went to individuals with incomes above
$80,000, who made up only about 5 percent of the taxpayers in 2001/02."®

76
Budget and Fiscal Plan, 2009/10 - 2011/12, September Update, p. 160.

v Other factors in addition to tax cuts may have caused BC to incur a deficit in fiscal 2001/02. As early as January 2001,

David Bond, an economist with HSBC Bank Canada-argéstegportivar ned of a
mar kets, the United States and Japan. H e avelittle effectibecassetpeb el | t hat
negative impact of decreasing demand from the US and Japan. Bond lost his job, the Campbell Liberals won election to

government and brought in massive tax cuts, the United States went into recession and then was hit by terrorists on

September 11, 2001, and BC experienced its largest deficits in history.

As calculated by Stuart Murray in Who Gets What from the 2007 BC Tax Cut? (Vancouver: Canadian Centre for Policy
Alternatives, 2007), p. 3.

j 1 e }
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On July 30, 2001 C a mp b dihdnae $inister, Gary Collins, unveiled another series

of tax cuts, this time t ar gladcerporatemcoBeC6s busi
tax rate for large businesses was slashed from 16.5 percent to 13.5 percent; the

corporation capital tax for non-financial businesses was abolished, and

manufacturers won an exemption from the retail sales tax. The total annual cost to

the provincial treasury: more than $600 million.

When the business tax cuts were added to the previous personal income tax
reductions, the total cost was estimated at $2.133 billion 8 each and every year.

Yet, Campbell, Collins and their BC Liberal colleagues professed not to be worried

about the massive hole they were blTowitdg i n
because, as British Columbians were told repeatedly in 20010 At ax cuts pay fc
themsePves. o

Indeed, so certain were the Campbell Liberals that their tax cuts would generate
additional tax revenues, that in the fall of
balanced budget law 8 the Balanced Budget and Ministerial Accountability Act.

A careful reading of the Act, however, revealed that the BC Liberals were hedging
their bets. The requirement for a balanced budget did not take effect for another
three years 0 that is, not until the conclusion of fiscal 2004/05 & or the eve of the
next provincial general election.

*kk

By the fall of 2001, mere months after winning the biggest legislative majority in
provincial history, inheriting the biggest surplus in history, and introducing the
biggest tax cuts ever seen in BC, Campbell and his Liberals had to confess that BC
was on the precipice of a massive fiscal shortfall.

Were the tax cuts to blame? Nope; at least not as the BC Liberals explained it.
According to them, the problem was that provincial expenditures were too high.

Spending cuts were needed 8 again, this is mere months after BC had recorded a
CRF surplus of $1.3 billion 8 and all ministries outside of health and education were
ordered to find apercent35 pdicerd or evangpB percentt In2 0
addition, the Campbell government declared that as many as 11,550 public-sector
jobs might be eliminated.

These cuts to public spending resulted in scaling back or dismantling a number of

social programs and imposed an enormous social cost to British Columbians. The

cutshadfarrr eachi ng I mpacts on seniorsa@recare, hosj
services to children and families, |l egal aid
program areas, which have been documented in a number of CCPA reports.®°

79
AFi scal Fliberalized, adited by David Beers (Vancouver: New Star Books, 2005), p. 141.

8 See, for example: Cohen Marcy, Jeremy Tate and Jennifer Baumbusch. 2009. An Uncer t ain Future for Senior
Restructuring of Home and Community Care, 2001-2008; Klein, Seth and Jane Pulkingham. 2008. Living on Welfare in BC:
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Despite five consecutive surpluses since 2004/05, (which reached $4.1 billion in
2006/07), funding outside the health and education ministries only recently
recovered to its 2001/02 levels and many of the programs cut between 2001 and
2004 were never restored.

And t hat theGampgbell Libelals also announced that spending cuts alone
were insufficient to make up for the shortfall in revenues coming from previously
announced tax cuts. Now, new revenue measures were required, and in February
2002, the Campbell government revealed who was going to be whacked by their
revenue enhancements.

Medical service plan premiums were increased by 50 percent to generate an
additional $392 million over a full fiscal year. The provincial sales tax went up to 7.5
percent so as to raise an extra $250 million each year. Tobacco taxes were raised
to bring in an additional $150 million per year.®

British Columbians had never seen anything like it. One year after they had slashed
taxes by $2.1 billion, the Campbell Liberals did a U-turn of historic proportions and
raised taxes by at least $778 million annually.

(In fact, the tax grab was even bigger than the reported figures, because the
Campbell government also lifted a long-standing freeze on post-secondary tuition.
As a result, total tuition revenues climbed from just $440 million 2000/01, to $1.03
billion in the current fiscal year.)

Still, the overall trend of government revenues was downward under the Campbell

government. I n 2000/ 01, the Consolidated Revenue F
10.6 percentof BCO0s GDP; by 2008/ 09, stt8petcent.i gur e h
Over the same period, all of the provinceobs

percent to only 15.3 percent of GDP.?

Experiencesof Longer-Ter m fiExpect ed t oWaloe BKrure, RethKleipaneMatge Reitsma-Street. 2006.
Denied Assistance: Closing the Front Door on Welfare in BC; Lee, Marc, Stuart Murray and Ben Parfitt. 20056.BC6s Regi onal
Divide: How Tax and Spending Policies Affect BC Communities.

81 Einancial and Economic Review, 2009, p. 105.

2
Financial and Economic Review, 2009, p. 107.
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[Taxation as a source of B.C. government revenue (as % of GDP) ]
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*kk

Government spending as a proportion of the provincial economy also fell
precipitously under the Campbell Liberals. Fr om 2000/ 01 ¢t o
outlays dropped from 18.3 percent to just 15.7 percent.®

2008/ 09,

During that time, our provincial public expenditures on healthcare declined relative to
the rest of Canada. In 2001, BC had the third-highest per-capita public sector health
spending in Canada. Eight years later, BC has fallen all the way to eighth 6 behind
Newfoundland, Manitoba, Alberta, Saskatchewan, Nova Scotia, New Brunswick and
Prince Edward Island.®*

Data for 2008 shows that our province spent 2.3 percent less on health than the

n 2001, caBitapublic gxeenditures on health were 9.7 percent higher than

the national average 8 $2,653.08 compared to $2,418.31. Seven years later, BC6 s
per capita public health expenditures were below the Canadian average for the
second year in a row.

average among all provinces d just $3,532.50 compared to $3,617.14.

After a considerable b oost

83

i n 200 dare@denditBes franthe €RH t h
declined relative to GDP over the next eight years, from 7.3 percent in 2001/02 to 7
percent in 2008/09.%°

*kk

Canadian Institute for Health Information, National Health Expenditure Trends, 1975-2008, p. 132.

4
8 Financial and Economic Review, 2009, p. 107.

5
Financial and Economic Review, 2005, p. 96.
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In part due to their spending cutbacks, and in part because of soaring global
commaodity prices, the Campbell government was able to introduce a balanced
budget for fiscal 2004/05. Yet the real, often unstated cause of the budgetary
surplus was a massive explosion in federal transfer payments.

During the Campbell gover ndronifiscal 2600/0L0t f our
fiscal 2004/056 Vi ct ori ads CRF r ev e illiores$273rbitiom. f r om $ 2
Thato6s an increase of pereerti®ly $3.6 billion, o

Taxation receipts over the same period, however, went up by just $403 million,
natural resource revenues increased by $187 million, and Crown Corporations
contributed an additional $600 million. Meanwhile, the biggest source of new
monies was Ottawa, whose annual contributions skyrocketed by more than $1.8
billion.

I n fact, between the Campbell Liberalsd init
their re-election in 2005, more than 50 percentof Vi ct ori ad6s new reven
derived from Ottawa. Themuch-vaunt ed Atax cuts, 0 which wer
for themsel ves, 0 pecentttorevinuetg®wth oventhe Carhpbell 3
government 6s first term.

*kk

Buoyed by federal transfers, which helped to produce GAAP surpluses over the
four-year period from 2004/05 until 2008/09, the Campbell government continued
their policy of introducing new tax cuts.

In their post-election, September 2005 budget, the government further cut the
corporation income tax rate from 13.5 percent to 12.0 percent, and raised the
payment threshold for small businesses to $400,000. The two measures were
expected to cost the provincial treasury more than $150 over a full fiscal year.

The 2007 provincial budget offered another substantial cut to personal income
taxes, to be phased over two fiscal years. This time the government reduced
income tax rates by 10 percent up to the top tax bracket ($96,000 at the time),
beyond which there were no further reductions. This translated into an annual
benefit of zero for those earning $15,000 or less (as they paid no tax to begin with),
to $134 for those earning $30,000, $415 for those earning $60,000 and a maximum
benefit of $864 for those earning $100,000 or more.?’

While it was worth little to most people, this income tax cut was cumulatively
expensive to the public purse i the 2007 budget estimated its value at $515
annually when fully implemented.

86 Budget and Fiscal Plan, 2007/08 i 2009/10, p. 76.

7 . . .
BC Government News Release , AHar moni zed sales tax t dlulpaBd®B80Y). i nvest ment, job c
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In 2008, the corporation income tax rate was slashed again, this time to 11.0
percent, and the small-business income tax rate was cut to 3.5 percent. The full-
year cost of the two tax-reductions was pegged at $207 million. Plus, at a cost of
another $24 million annually, the government slashed the non-residential school tax
rate for major industries.

The same budget announced a stunning decision: the Campbell government was

abolishing the corporation capital tax for banks and other large financial institutions.

In previous years, the capital tax had been a dependable source of about $100

million annually for the provincial treasury. (The BC Liberals promised to introduce a

new Aminimum taxo for financi al Il nstitutions
provided no estimate of how much the tax will generate.)

More recently, in both its pre-election February budget and post-election September
budget update 8 and having told British Columbians to anticipate deficits for the
next four years 8 the Campbell government again slashed corporate taxes.

The corporation income tax rate, which was 16.5 percent when the BC Liberals won
election to government in 2001, was going to be cut to 10.5 percent in 2010, and
then 10.0 percent in 2011. The small business rate also was to be cut again, this
time to 2.5 percent, while the threshold for payment was boosted once more, to
$500,000. The full-year cost of these measures: $166 million per year.

Plus, BC businesses got a further $52 million in tax cuts, as the BC Liberals unveiled
a post-election Industrial Property Tax Credit for major and light industries.

*kk

The cumulative total of corporate tax cuts made by the Campbell government from
2001 to 2009 & not including tax credits for film, mining exploration, small-business
venture capital, and other activities, plus motor fuel tax exemptions and refunds 8 is
in excess of $1.5 billion.

That is an annual figure; it represents the
corporations pay to Victoria each and every year.

It is a stunning number & and yet, according to the Campbell government 8
insufficient to the needs of BCO6s private se

Because on July 23 8 just nine weeks after winning re-election to government with
a campaign promise to not harmonize the prov
goods and sales tax 8 the BC Liberals announced plans to do just that.

The BC Liberalsd HST (harmonized sales tax)
percent sales tax with the 5.0 percent federal tax, thereby creating a new, single

sales tax rate of 12 percent, which will apply to a much broader range of products

and services than hitherto covered by the provincial levy.
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Why make the post-election tax change, and one that breaks a campaign pledge? A
government news release explains BC Liberal thinking:

I t 6s esti mat rerdovetohee$2 bilkom in eostd for BC businesses.
That includes an estimated $1.9 billion of sales tax removed from business
inputs ... For example, some savings would include about $880 million for the
construction industry, $140 million for manufacturing, $210 million for the
transportation industry, $140 million for the forestry sector, and $80 million for
mining and oil and gas. In addition, BC businesses will also save an
estimated $150 million annually in compliance costs. [15]

There it is: on top of the more-than $1.5 billion in tax cuts already made in their first

eight years in power, the BC Liberals have decided to provide corporations with a

$2.0billion-pl us exempti on fr om tThetotghtaxsavings,c e ds sal e
annually, for BC businesses as a result of Campbell government policies? More

than $3.5 billion, each and every year.

*kk

Personal income taxes were also cut substantially over this period, at an estimated
cost to the provincial treasury of over $2 billion annually. This figure is based on the
estimates reported in provincial budgets announcing the tax cuts in 2001/02 and
2007/08, and is likely higher now as a result of population growth and inflation over
the past eight years.

The combination of corporate and personal tax cuts have been cumulatively very
expensive to the public purse and have contributed to the substantial decline in
taxation revenues as percent of GDP over the last decade. Personal income tax
cuts have led the way of this decline, falling from 4.5 percent of GDP in 2000/01 to
3.1 percent in 2008/09.

Breakdown of BC Taxation Revenues by Majo
Component, as % of GDP

5.0%
0%
3.0% \/\/\
2.0%
1.0% ﬁ_
0.0% . . . . . . . . .

2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09

—Personal income tay == Corporate income tax Sales tax
Source: Aut horso6 cal cul at i onBEnanbia and iconomic RBViEwMi ni st ry o

2009, Table A2.5, p. 105.
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A closer look at the distributional impact of the various personal income tax cuts
reveals that the savings have been worth very little to all but the highest income
British Columbians.

The combined effect of the tax cuts over the last nine years, including tax cuts
announced in 2008 in order to ensure that the carbon tax is revenue neutral (scaled
up in the 2009 Budget), is that the wealthy have benefited disproportionately. The
combined tax cuts between 2000 and 2009 as a percentage of income ranges from
2 percent to 3 percent at income levels below $50,000, but goes up as incomes
increase to well over 4 percent for those earning $150,000.

Savings from Personal Income Tax Cuts by Income Level, 2001 to 2009

BC Income Tax BC Income Tax
($ Nominal) (% of Income) Reduction in BC Tax
Before Before

Taxable 2001 Tax After 2009 2001 Tax After 2009 % of
Income Cuts Tax Cuts Cuts Tax Cuts $ Nominal Income
$15,000 $419 $0 2.79% 0.00% $419 2.79%
$20,000 $810 $205 4.05% 1.03% $605 3.03%
$30,000 $1,594 $960 5.31% 3.20% $634 2.11%
$40,000 $2,553 $1,564 6.38% 3.91% $989 2.47%
$50,000 $3,721 $2,321 7.44% 4.64% $1,400 2.80%
$60,000 $4,911 $2,091 8.19% 3.49% $2,820 4.70%
$70,000 $6,101 $3,861 8.72% 5.52% $2,240 3.20%
$80,000 $7,769 $4,910 9.71% 6.14% $2,859 3.57%
$100,000 $11,525 $7,418 11.53% 7.42% $4,107 4.11%
$120,000 $15,465 $10,358 12.89% 8.63% $5,107 4.26%
$150,000 $21,375 $14,768 14.25% 9.85% $6,607 4.40%

Source: Aut hor s 6 ocBClBudgdt 2009 Tables 3.3aads3etd

A number of tax increases were brought in during that period which fell more heavily
on people with modest incomes, such as increases in MSP premiums and increases
in the BC provincial sales tax. In addition, there were substantial cuts in a number of
public service areas and a shifting of costs through delisting of services and
increases in user fees from the public purse onto individuals and employers.

As a result, most low- and medium- income households are likely to have been

worse off at the end of the decade, despite paying somewhat smaller income taxes
that they did at the turn of the 21°' Century.
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8. TRI GHTZI NG0o BRI MBSAOGSOPWBLI C SECTOR

millennium? Our provincial economy, like every other in the western world,

has been rocked over the last year or so by the global recession that
began in 2008. Businesses have closed, unemployment is up sharply, and social-
assistance caseloads have increased significantly.

Where does British Columbia stand today, nine years into the third

Yet, British Columbia has many enduring strengths. As outlined earlier in this paper,
our residents generally enjoy good health and have a long life expectancy. For the
last half-century or so, our provincial economy has been competitive globally, and
given hard-working British Columbians a living standard higher than most other
nations in the world. Best of all, our young people consistently prove themselves to
be among the best-educated anywhere on earth.

Empirical data from the last decade, however, increasingly suggests that British

Col umbiads public sector has been fundament a
resulted in lower economic security and increased hardship for the most vulnerable

among us. We seem to be going in the wrong direction.

Despite several years of strong economic growth and record low unemployment,
almost half a million British Columbians 8 11 percent of the population & lived in
poverty in 2007.%% By any measure, BC has had the highest poverty rate of all
Canadian provinces during the recent boom.

Moreover, for six straight years 8 from 2002 to 2007 & our wealthy province has
recorded the worst child-poverty rates among all Canadian provinces. The most-
recent data (for 2007) reveals that 13.0 percent of BC children d approximately
108,000, or more than one child in every eight 8 live in poverty. By comparison,
Canadads nationalpementé age is just 9.5

Homelessness rose during the recent boom as access to welfare was significantly
restricted and support for people struggling with mental health and addiction issues
remained woefully inadequate.

But it is not only low-income people who were left behind during the good economic

times; the middle class was struggling too. A recent CCPA study revealed that even

during the boom most BC families were falling behind, with 60 percent of families

with children taking home lower aftert ax i ncomes t han tion®ir parert
This is hardly surprising given that almost the entire growth in average wages in BC

between 1997 and 2007 was due to increased earnings for managers (managers

saw a 15 per cent pay raise, compared to virtually zero earnings growth for all other

88 statistics Canada, 2009. Income in Canada 2007. Catalogue no. 75-202-XWE. Table 11-1 1 : APersons in | ow income
tax (92 LI COwwwstatcedc.ca/pBls 202-x/2007000/t201-eng.htm

First Call: BC Child and Youth Advocacy Coalition, news release (June 3, 2009).

90 . . . . L
Ivanova, Iglika. 2009.BC6s Gr owi ng Gap: F a mi {2006. CanadmmCentre forPglicyalteinatives: 1 9 7 6
Vancouver.
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employees).”* To make matters worse, BC families have record-high levels of
household debt, which was increasingly used to cover household expenses rather
than to purchase assets.*?

Seniors and people with disabilitiese who rel
system have been hurt particularly hard by underfunding of community health

programs over the last decade. While the dollar amount spent on healthcare has
increased, the increases have not Akeeemtt up wi
CCPAstudydocument s attributed the decline of seni
restructuring and a failure to maintain (let alone enhance) access to key services as

BCods popul 3 TddayBC hag theslowest access to residential care of any

province other than New Brunswick (access means beds per 1,000 seniors, 75

years and older). Access to home support has dropped since 2001 -- by a

substantial 30 percent (these are personal care services provided in seniors' homes,

such as help with bathing and medications). Access to home nursing also dropped

by 11 percent. Only access to community rehabilitation has seen an increase, up 24

percent.

Despite the strong economic boom in the mid 2000s,BC6s economy |-0st gr o
a-vis other Canadian provinces. Our provincial GDP per capita fell from fourth to

fifth highest in Canada in the space of eight years (2001 to 2008).** In 2008, the BC

Progress Board placed British Columbia a dismal 9" out of the 10 provinces in terms

of fi Ec on o miJoste@htyears dadier, in 2000, we had a 4™ place ranking.

This was not simply a result of the recession i even during the height of the boom in

2007, we were ranked 8™ among the provinces.®

*kk

As the first decade of the 21Ce nt ury draws to a cl stibe, how t
strong, but deteriorating condition? The most obvious explanation is: our shrinking
and weakened public sector.

For the past eight-plus years, British Columbia has had a provincial government
more focussed on cutting taxes than ensuring the well-being of our citizens. There
have been more than 120 different tax cuts introduced since 2001. BC now boasts
the lowest personal income tax for people earning up to $111,000 and one of the
lowest corporate income tax rates in the country, but the flip side of low taxes is
reduced fiscal capacity as foregone revenue is no longer available to meet the
needs of the population.

91 " . - N
SeeRenee Morissette. 2008. fi Beaspentives gnd_abounand liceme LStatstics @Taradaa \dbke 9, 0

no. 2: 12-24.

9 see for example, Chartered General Accountants of Canada, 2009, Where Has the Money Gone: The State of Canadian

Household Debt in a Stumbling Economy. www.cga-canada.org/en-ca/ResearchReports/ca_rep 2009-05_debt-

consumption.pdf

3 Cohen Marcy, Jeremy Tate and Jennifer Baumbusch. 2009. An Uncer tain Future for Seniors: BCo6s
and Community Care, 2001-2008. Canadian Centre for Policy Alternatives: Vancouver.

BC Progress Board, 2008 Benchmark Report.
Op. cit.

58


http://www.cga-canada.org/en-ca/ResearchReports/ca_rep_2009-05_debt-consumption.pdf
http://www.cga-canada.org/en-ca/ResearchReports/ca_rep_2009-05_debt-consumption.pdf

The impact of tax cuts on the provincial treasury has been large. While in 2000/01,
B C 0 s -sounce revenues were 20.1 percent of provincial GDP that figure had
plummeted all the way down to 16.2 percent by 2008/09.%

Fortunately, federal government transfers ha
Amaskedo BCOs -sdueceredeipte | inn20@l®/ 01, Ottawads tr
British Columbia were just 11.1 percentof t he provinceds revenues
figure had skyrocketed to 16.6 percent, and in 2008/09 remained at still-high 15.6

percent.®”’

This is not a sign of fiscal or economic strength. | n December 2006, BCOGSs
General felt compelled to raise an alarm ove
beneficence:

ADoes government rely too much on reve
government d revenue that it is unable to control from year to year?

Generally, a province can control its taxation policies, but it cannot

directly control the annual transfer of funds from the federal

governtent . o

And yet, even with massive transfers from Ot
continues to reduce the resources it invests in its own citizens.

Consider an analysis recently prepared and released by the province itself. In
2001/02, government expenditures (including capital spending, but excluding non-
cash and one-time items) totaled 23.2 percento f B C 6 sBy 2DGAR7, the
comparable figure had plummeted all the way to just 19.7 percent, and in the latest
fiscal period, 2008/09, was only 20.2 percent.®

The lost public spending may not seem so large when presented as a proportion of
the provinceds gr oBusscondidemtess 3.0 perceptod d BEHs $200
billion-per-year GDP is $6.0 billion!

Put another way, were the BC government to spend the same proportion of GDP as
it did at the beginning of the decade, yearly expenditures would be $6.0 billion
higher than they are today. This amount is more than double the current budget
deficit.

*kk

BC6s public sector, after mor é andisdbeingd cent ur
sharply reduced in size and scope. While there can be no question that the public

9 Financial & Economic Review, 2009, p. 39.

97
Financial & Economic Review, 2009, p. 40.

98 . . . -
BC Auditor GeneralL, Moni t oring Governmentds , fF36nances, December 2006

9 Financial & Economic Review, 2009, p. 39.
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sector has grown significantly in size over the last 100 or so years, it also is
indisputable that our economic progress never has been greater.

Clearly, the growth of BCb6s economy and the
hand-in-hand. Far from being adversaries, it may truthfully be said that the two
enjoy a positive, symbiotic relationship.

In fact, instead of freeingpent-up demand i n British Col umbi abo:
setting-loose the forces of free enterprise, a crippled public sector would be

manifestly unable to provide the private sector with the same level of resources,

infrastructure and assistance that have enabled the latter to thrive in the last half-

century.

This reversal and decline in the size of government raises many questions for British
Columbians. Such as, will this trend continue in the future? If it does, how small
will, or should the public sector become?

Moreover, if the shrinkage of the public sector continues, how will society obtain
much-needed social programs & education, healthcare, environmental protection,
justice and public safety, social assistance & not to mention economic and
transportation infrastructure?

*kk

One of the best ways to measure the size of
examine Consolidated Revenue Fund (CRF) expenditures as a proportion of the
provincial economy.

In the 1980s, CRF spending was an average of 18 percentof BC&6s annual gro
domestic product (GDP). In the following decade, the 1990s, CRF expenditures
grew slightly to an average of 19 percent of GDP.

In the early years of the 21" Ce nt ury, however, BCo6s public se
diminishing in size. From 2000/01 to 2008/09, CRF expenditures fell to an average
of 16.5 percent of provincial GDP.

The decline, moreover, appears to be accelerating. Over the last five years, CRF
spending was just 15.8 percent of GDP, and over the last three, a mere 15.6
percent.

*k%k

The B.C. Federation of Labour believes that British Columbia would be well-served

by reversing the dec landrestorethe pBbcissctompaiite | i ¢ s ect
former vibrancy and dynamism. This can be done by annually allocating a

Ami ni mum acceptableo | evel of the provinceds
sector.
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What might that fAmini mAganaetéptabhsodeeveéeheb

from the point of view of Consolidated Revenue Fund expenditures as a proportion
of provincial GDP.

[Consolidated Revenue Fund expenditures, as % of GDP J
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. BC Fed proposed "minimum acceptable” level of expenditure
--------- Actual CRF expenditure

(SOURCE: British Columbia Financial and Economic Review, 2009; BC Federation of Labour)

To repeat a point made earlier, CRF spending over the last three years § fiscal
2006/07, 2007/08 and 2008/09 6 averaged 15.6 percentof GDP. That 6 s a CRF
average of $29.960 billion per year, out of a GDP average of $191,495 billion.

We propose that t he |dvahof GRFpemlingas & propdrtiarbof e o
GDP should be 18 percent per year.

Consequently, instead of annual CRF spending averaging just $29.960 billion over

the past three years, we suggest it ought to have been an average of $34.469 billion
0 or $4.509 billion higher annually.
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9. CONCLUSION

wealth and education, British Columbians rank near the top in comparison to
other countries around the world. We offered a keyreasonfor B CO6s heal t h,
prosperity and intelligence 8 our strong public sector.

This Paper began with a dramatic observation: in terms of life expectancy,

Over the past century or so d actually, since Confederation d British Columbians

have made significantandongoi ng i nvestments in the provin
we have reaped the rewards fordoingso. For t he past 138 year s, B
sector has made an invaluable contribution to the economic and social well-being of

our province.

Yet, in recent decades, many British Columbians have overlooked or forgotten the
importance of our public sector. Governments have deliberately slashed provincial
expenditures, and today BC6s annual i nvest me
fallen from 18 percent, 19 percent and even more of GDP, to just 15 percent or so.

The B.C. Federation of Labour has a bold proposal: let us put an end to the

downward spiral in public spending, and rest
former vigour and dynamism. Let us commit to provide our public sector with the

resources it needs to make a better life for all of us.

Let us dedicate a specific mini mumoedy, the pr
18 percentannuallyd t o bui l ding and operating BCO&s soc
environmental and transportation infrastructure.

Let us start, again, to re-invest in ourselves.
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APPENDI X PRGPOSALS FOR SETTING NEW FUNDING PRIORITIES

BCO6s public sect oriahdamslisppnsablai component of eug r a |
provincebdbs economic and social devel opment s
1871. From a mere 36,000 or so residents 138 years ago, we have grown to a

population of 4.4 million today, and our economy has become larger than that of

many sovereign nations, such as Ireland and New Zealand.

In recent years, however, our public sector has been under attack. Our provincial

economy, too, has not been as robust, balanced or sustainable as once it was.

Indeed, a paper prepared recently for the Business Council of British Columbia

observed that BCG6s econond7pericdlwasevertyp ment i n t
dependent on historically-low interest rates (which bolstered the construction and

selling of residential homes) and retail sales.

AWhet her viewed from production or empl oymen
hard not to conclude that the sources of %)rovvth In recent years can be simply
described as real "™®state and shopping. o

Simply, public policies adopted over the last decade or so placed BC in a precarious
position in advance of the recent, global economic downturn. And, inexplicably,
since the May 2009 general election, the provincial government has deliberately
opted to exacerbate our economic challenges by cutting expenditures for programs
and services used by countless British Columbians.

We believe that t he -ctpraodwouriprovin€ial 8dahdng sincel bl i ¢ s e
Confederation have gone hand-in-hand. In fact, far from being adversaries, the two

have enjoyed a positive, symbiotic relationship. The private sector has benefited

from the provinceods r elinfrasbructare, somdhe beglthye nsi ve p
and well-educated/trained workforce available thanks to public investment in

healthcare, education and training, as well as from direct assistance from public

sector tourism and trade boards. The public sector, on the other hand, has

benefited from the private sectordos job and
revenues.

*kk

Since 2001, and possibly even before, public policy in BC seems to have been
based on the idea that the primary role of government is to put in place policies to
accelerate economic growth and that the benefits of growth would then trickle down
to everyone.

Taxes on the wealthy were lowered to make them work harder and invest more.
The labour market was restructured to make it more flexible and competitive in a
global environment. This worked well for the top 10 percent of British Columbians,

100
Baggs, J., D. Scoones and G. Voss. 2 OWwleok 2020Paperberiesi BuginesBC i n t he Gl

Council of British Columbia. (p. 4)
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but for most others it resulted in lower wages and lower living standards. As a
consequence, we have seen a widening income inequality among provincial
residents and increased hardship for the most vulnerable groups in our society.*®*
The B.C. Federation of Labour believes we need to transform our economic system
to serve people better by being more socially and environmentally sustainable. This
involves a shift in the mindset that sees the public sector (or, the government) as the
problem and unregulated markets as the solution.

The B.C. Federation of Labour believes that we must rebuild our public sector and
increase the levels of public investment in the economy. We should not lose sight of
the fact that economic growth is not an end in itself, but rather a means to an end 1
a decent quality of life for all of us.

We can share prosperity more broadly, we must take better care of our environment,
and we have to look after one another. It is eminently doable and it starts with
having a fair discussion about the type of public services British Columbians need
and the best way to pay for them.

*kk

British Columbians are concerned about the persistent social problems of poverty,
homelessness and growing income inequality in our province. Most of us know that
solutions are available, that well-designed, adequately-funded, public-sector policies
can reduce poverty, eliminate homelessness and improve the quality of life of all.

Yet, for the past several years we have been told repeatedly by our provincial
government and various media pundits that we cannot afford to adopt or implement
these solutions.

This is simply not the case. Social programs and public services are not a dividend
that we can only afford during good economic times. Quite the opposite: policies
like reducing poverty and providing access to high-quality early childhood education
and care for all children can serve as effective stimulus measures during a recession
and will lead to higher levels of economic performance in the future.

Indeed, what British Columbia cannot afford to do is continue ignoring our social
problems, because inaction is extremely costly T not just in terms of human suffering
but in economic terms as well. A 2008 study published by the Ontario Association of
Food Banks estimated that poverty costs Ontario about 6 percent of its GDP in

101 The 2009 cCPA reportBC6 s Gr o winds gvidébee pf increasing income inequality among families with children in

BC since the late 1970s. The links between social policy changes and the economic well-being of British Columbians, in

particular vulnerable populations, were the focus of afive.y ear r esearch partnership between the CC
Fraser University (2005-2009). The Economic Security Project produced a number of research papers and reports that

documented that changes in social assistance, employment standards and community-based health made in the early 2000s

have negatively impacted many of the most vulnerable British Columbians.
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higher health, social service and justice system costs, and lower economic
productivity.

If the cost of poverty in BC is in the same ballpark, it would amount to just under $12
billion dollars per year. That figure is considerably greater than the costs needed to
implement a comprehensive poverty-reduction strategy such as the one outlined in
the 2008 CCPA report A Poverty Reduction Plan for BC.1%

Many of the policies that would improve the quality of life for British Columbians do
not come with a high price tag for the provincial government. For example, an
increase in the minimum wage to a level (currently $11 per hour) that ensures that
no full-time worker lives in poverty, and indexing it to inflation would be a good start
on addressing the problems of the working poor.

Moreover, we could enhance labour legislation around collective bargaining,
proactively enforce labour standards, and implement a broad agenda of education
and advocacy on workplace rights. Those are just a few policies that would improve
the earnings and working conditions of those at the lower tiers of the labour market
and thus enhance their quality of life.

That said, many of the social programs British Columbians need and want will likely
require a substantial public investment up front, which may seem daunting. The
advantage of rolling these programs out during a recession is that the public
spending involved will provide an economic stimulus by creating jobs and boosting
economic activity.

Investments in early childcare and education and in a more accessible post-

secondary education system are just two examples of high-return public investments

that will have immediate stimulative effects, while also positioning BC as a leader in

the knowledge-b ased fAgreeno economy of the future.

The B.C. Federation of Labour is pleased to present the following options to end and
reverse the decline of BC&6s public sector, a
former vibrancy and dynamism. What follows is not meant to be a comprehensive

list, but rather a reflection of some of our priorities to point at the direction that we

think British Columbia should be taking as we enter the second decade of the 21

Century.

*k%k

102 Klein, Seth, Marjorie Cohen, T Garner, Iglika Ivanova, Marc Lee, Bruce Wallace and Margot Young. 2008. A Poverty
Reduction Plan for BC. Vancouver: Canadian Centre for Policy Alternatives.
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British Col seutbriexpénditurgsindvé dedined precipitously in recent
years. Inthe 1980s, Consolidated Revenue Fund (CRF) spending averaged 18
percentof BCO&s gr oss dlotheel890g, that flgureoirtreased slightly
to 19 percent.

In the 2000s, however, CRF expenditures fell to an average of just 16.5 percent of
GDP annually. The pace of the decline, moreover, appears to be accelerating: the
comparable figures for the last five and three years are 15.9 percent and 15.6
percent, respectively.

The B.C. Federation of Labour strongly asserts that it is time to stop 8 and reverse

0 the steep fallin BC6 s p sebtdr $pending. It is time for our provincial
government to start re-investing in British Columbians.

s dome

British GOPhasdvaraged searly $191.5 billion annually over the last
threeyears. At the same time, the provincial gover
from the CRF have averaged $29.96 billion, or just 15.6 percent of GDP.

As mentioned earlier, this latter figure is considerably below the level of provincial
government expenditures in the 1980s and 1990s.

We believe that the provincial government should set 18 percentas a A mi ni mum
acceptableo | evel of annual CRF spending in

That level would require an increase in yearly CRF expenditures of $4.5 billion, to a
new annual average of nearly $34.5 billion.



*** PROPOSAL #3

That British Columbia enhance its investment in the public healthcare system
to ensure the public provision of all medically necessary services through
Medicare as provided under the Canada Health Act. A focus on prevention
and community-based treatment would reduce pressures on the more
expensive in-hospital and emergency services over the long term, while
improving the health and quality of life of British Columbians.

Historically, BC has been dedicated to a well-funded, public healthcare system. For
exampl e, i n 1980, ocapita, publioheadltmspeading was 8.9 percent
above the national average ($755.33 compared to $686.97). In 1995, we were 10.9
percent higher than the per capita average of all provinces ($1,995.86 versus
$1,799.15).1%3

[Per capita public health spending in Canada and BC }
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(SOURCE: Canadian Institute for Health Information, National Health Expenditure Trends, 1975-
2008)

Inexplicably, the provincial government since 2001 has enacted policies that have
seenBCOs per c api tcare spemding falkcheldweha hatidmal average, in

2006, and stay there. (In 2008, $3,532.50, which is $44.17lesst han Canadad s
average of $3,617.14). At that point we were spending less per capita than

Newfoundland, Manitoba, Alberta, Saskatchewan, Nova Scotia, New Brunswick and

Prince Edward Island.**

03 ' . . . . .
All figures in current dollars, from National Health Expenditure Trends, 1975-2008, Canadian Institute for Health
Information (p. 132).
Op. cit.
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B C 6 sblicfhealthcare system is constantly changing in response to the changing
healthcare needs of British Columbians. In the 1950s and 1960s when Medicare
was first established, its primary objective was to reduce the burden of acute iliness
on individual families. At the start of the 21 Century, however, the data shows that
the majority of health services and health expenditures are directed at people with
chronic conditions. About two-thirds of medical admissions via emergency
departments in Canada are estimated to be due to complications from chronic
diseases, while 80 percent of primary care physician visits are related to chronic
conditions.*®

To ensure that our healthcare system meets the needs of British Columbians, reform
must focus on strengthening prevention initiatives and integrating the community
health system with primary physician care. A number of successful small-scale
initiatives in community care have been developed throughout BC to better support
people with chronic conditions to live in their communities. These should be scaled
up and made part of the mainstream of service delivery in the province.

However, recent research on community health innovations in BC has found that
Afef fecti ve c heanwithoutduading that is long-fenm, consistent, and

i mpervious to shifts ' Rundingiecrepsed for healtbcare |
in BC since 2001 have lagged behind other provinces for a number of years, which
has limited our capacity to invest in innovations that would create efficiencies and
generate long-term savings.

One way to ensure adequate funding for the public healthcare system is for our
provincial government to set as the minimum acceptable level of annual, per capita,
public healthcare spending, 10 percent above the national average.

That commitment would require an additional $446.35 (in 2008 dollars) in per capita
public healthcare spending, or approximately $1.96 billion annually in provincial
government expenditure.

As a start, the BC government should immediately reverse the $320 million in
budget cuts that the health authorities have been forced to make this fiscal year.
These budget shortfalls have resulted in a number of cuts to important community
mental health services and outreach programs across the province, thus reducing
the provincial investment in preventative care. These cuts are exactly the opposite
to what research tells us that we should be doing with the healthcare system and are
likely to prove penny-wise but pound foolish, resulting in higher health system costs
over the longer run.

105
Mor gan, M. W. , N. E. Zamora and N. F. Hi ndmar s h. 2007. AAnN

andsc

Il nconve

Requires Chronic Disease Prevent i dealthcame Bapavka?{4dd p.&ment Transfor mati on.

See Cohen, Marcy, Nancy Hall, Janice Murphy and Alicia Priest. 2009. Innovations in Community Care: From Pilot Project
to System Change. Vancouver: Canadian Centre for Policy Alternatives.
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*** PROPOSAL #4

That British Columbia launch a publicly-funded, universal early learning and
childcare program.

The benefits of high-quality early learning and childcare programs have been clearly
established by numerous research studies.

First, there are important benefits to children in terms of their long-term brain
development. Research suggests that the establishment of a high-quality, publicly-
funded system for preschoolers would have immense benefits for their development
prospects in key areas such as social interaction with other children, language and
cognitive development, physical development, and establishing relationships with
adults that are not immediate family.’

A second benefit relates to the well-being of mothers. Adequate public childcare is
essential to women who tend to be the primary unpaid caregivers for children, and
as such, their access to labour market participation is dependent on the availability
of safe, affordable, high-quality, stable childcare.

On a macro-economic level, more people working in the paid labour force will result

in more tax revenue for the government and an expanded pool of workers for the

private sector (letds not f ourshatagestbéfmee we wer
the recession hit). The benefits of providing universal early learning and childcare

programs can already be seen in Quebec, which introduced its system in 1997. Ina

study on the benefits and costs of good childcare, Cleveland and Krashinsky

estimate that society gains two dollars for every dollar spent on a publicly-provided,

quality childcare program.'®

C C P APoserty Reducation Plan for BC estimated that a full system would
ultimately cost $2 billion per year in new public funding. The Coalition of Child Care
Advocates of BC, however, has emphasized that some of the benefits would be
seen immediately and calculated the net cost of a full, universal, publicly-funded
childcare program (including after school care for children up to 12) to be $1.2 billion
per year once increases in income taxes resulting from such a program are taken
into account.*®®

Given the size of the undertaking, it would be wise to use a phase-in approach and
roll out the system over a number of years.

o7 Hertzman, Clyde. 2004. Making Childhood Development a Priority: Lessons from Vancouver. Vancouver: Canadian Centre
for Policy Alternatives.
Cleveland, Gordon, and Michael Krashinsky. 1998. The Benefits and Costs of Good Child Care: The Economic Rationale
for Public Investment in Young Children 8 A Policy Study. Toronto: University of Toronto.
109 oalition of Child Care Advocates of BC, 2007. (November). A Costing and Accountability Model for a BC Child Care
System.
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*** PROPOSAL #5

That British Columbia improve its social assistance programs. Social
assistance rates must be ties to a realistic estimate of the actual cost of living
in this province, and arbitrary barriers that compromise the accessibility of
financial help for people in need must be removed.

Cuts to BCbOs wel f a-1990s pnd eagyr2800s seriously resticteni d
accessibility, and diverted many vulnerable British Columbians into great hardship,
including homelessness.*'® Barriers that deny, discourage and delay financial help

for those who need it must be removed. T h e C CA&RRPodesgy Reduction Plan for

BC proposes a set of simple measures that would improve access to income
assistance and estimates their cost to about $200 million per year.

In addition, current social assistance benefit rates are inadequate to cover basic
costs of living in this province and inflation is eroding their value year by year.
Welfare benefit rates should be immediately increased by 50 percent (at a cost of
approximately $500 million)***, then indexed to inflation. Ultimately, benefit rates
should not be set arbitrarily, but should be tied to a reasonable estimate to the basic
cost of living. Market-basket measures developed by the Social Planning and
Research Council of BC and by Human Resources and Social Development Canada
both suggest that current social assistance rates must be doubled if they were to
cover the cost of (very basic) living in BC.**?

The provincial government should also work with the federal government to
strengthen employment insurance, another key income support program. Many
British Columbians would have nowhere to turn if they lost their job, as only about
half of the unemployed qualify for employment insurance and the benefit rates for
those who do (55 percent of previous earnings) are too low, particularly for low-wage
earners with dependents.

110 ) . ) - . R
CCPAGs 20 OLBingroe\Wetfaretin BC: Experiences of Longer-Ter m fiExpected t dyWhKI&im Reci pi ent

and Jane Pulkingham documented the hardship of long-term welfare recipients and those who were kicked out of welfare as a
result of the policy changes and found that most of the recipients resorted to charities or other desperate measures, such as
ilir]\_/ival sex or crime, to make ends meet.

Klein, Seth, Marjorie Cohen, T Garner, Iglika Ivanova, Marc Lee, Bruce Wallace and Margot Young. 2008. A Poverty
Reduction Plan for BC. Vancouver: Canadian Centre for Policy Alternatives.

For more on an alternate method of setting welfare benefit rates, see Kerstetter, Steve. 2006. A Better Way to Set Welfare
Rates. Vancouver: Canadian Centre for Policy Alternatives.
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*** PROPOSAL #6

That British Columbia adopt a comprehensive poverty reduction plan with
concrete and legislated targets and timelines to dramatically reduce and
ultimately eliminate homelessness and poverty in the province.

Despite having the highest poverty rate in Canada, BC is now one of only four
provinces that are not planning or implementing a poverty-reduction plan (the other
three are Alberta, Saskatchewan and Prince Edward Island). The majority of British
Columbians agree: an Environics poll conducted when the downturn started
showed that 77 percent of British Columbians think helping the poor should be made
a priority even during a recession.

The 2008 CCPA report A Poverty Reduction Plan for BC outlines the core features
of such a plan and puts forward a comprehensive set of recommendations that
policy-makers can draw on.

Many of these recommendations would boost the incomes of those at the bottom of
the income spectrum, and thus provide a much stronger stimulus than tax cuts for
individuals or corporations during the recession. This is because low and modest
income people spend all they have in their local communities (because they do n 6 t
have the luxury of saving), while wealthier individuals or corporations save a fraction
of their tax cut and/or spend some of it on imports from other countries or provinces,
thus removing the money from the local economy and benefitting those outside of
BC instead.

*** PROPOSAL #7

That British Columbia invest in green infrastructure and green jobs to address
the challenge of climate change and move towards becoming a sustainable
and carbon-neutral province.

The BC government has already committed to reduce greenhouse gas (GHG)
emissions by at least one-third by 2020 and by 80 percent by 2050. Meeting these
ambitious targets, however, will not be possible without significant public investment
in green infrastructure, ranging from large scale public transportation projects and
the expansion of urban cycling infrastructure to home retrofits, carbon sequestration
projects and renewable energy generation.

Public spending targeted to greening the provincial infrastructure has the potential to

bridgeBC6s economic, soci al atrcah createsacurevandne nt a | g cC
well-paying jobs for British Columbians in the short-term, while moving us toward

becoming a sustainable and carbon-neutral province in the long run.

Alongside sustainable transportation infrastructure and affordable, energy efficient
homes, British Columbia needs a new forestry action plan that will explicitly tackle
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the massive beetle-kill lands. An aggressive reforestation program, for example,
would be an investment that would create much-needed jobs in the Interior and
restore the land base for future economic activity (and CO, capture).

Finally, it is very important for the BC government to ensure that its economic
priorities do not undermine its Climate Action Plan, which currently seems to be the
case. Major investment in highway expansion in Metro Vancouver through the
Pacific Gateway strategy are in direct contradiction of our goals to reduce GHG
emissions and should be reconsidered. Similarly, the BC government has been
active promoting increased oil and gas extraction (through temporary royalty
reductions and other government subsidies) despite the fact that the oil and gas

sector accounts for more than 20 percentof BC6és GHG emi ssi ons.

*** PROPOSAL #8

That British Columbia address homelessness and the lack of affordable
housing.

BC is home of the most expensive real estate in Canada, so it is hardly surprising
that our province has the worst record of housing accountability in the country. In
light of the growing unmet demand for publicly-subsidized housing and the
increasing levels of homelessness across the province, BC needs a large-scale,
low-income housing strategy.

C C P AA Roverty Reduction Plan for BC estimates that in order to address
homelessness and the lack of affordable housing in a meaningful way, the province
needs to create over 2,000 new units (not conversions or subsidized units) of social
housing per year. This will require cooperation between the provincial government,
municipalities and the federal government. The estimated capital cost of this
investment is approximately $400 million per year, but expanding the stock of
affordable housing will save money over the medium-term as it reduces costly
pressures in other parts of the social services system.

Beyond building social housing, there are other measures that the provincial
government can take to increase the broader supply of affordable housing, including
allowing secondary suite renting in all zones, and requiring property developers to
build a certain number of affordable housing units in every new development.**3

13 . . ) . . .
For more ideas see Lee, Marc, Erick Villagomez, Penny Gurstein, David Eby, and Elvin Wyly. 2008. Affordable
EcoDensity: Making Affordabl e Housing a C.oSulemis§lan byrthe Cagndden o f
Centre for Policy Alternatives to Vancouver City Council.
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Over the past decade there has been a shift away from public investment in
advanced education to greater reliance on funding by students and their families.
Post-secondary tuition fees in BC have more than doubled since 2001, rising
considerably faster than the rate of inflation (about 15 percent), while the provincial
student aid budgets have been reduced.

The provincial government should reduce student fees and increase its financial
assistance programs for low-income British Columbians in order to eliminate the
financial barriers to further education and training for young British Columbians, as
well as for adults who are looking to retrain later in life.

A progressive education policy would require the government to increase its direct

funding for public educational institutions in order to reduce the reliance of

educational institutions on tuition feels or private sector funding, which can greatly

fluctuate with the swings of the economiccycle. Adequately funding BCO:
education institutions is the first step towards positioning BC as a leader in research

and innovation in the knowledge based and dg

The B.C. Federation of Labour believes in a vibrant and well-funded public sector.
And, as option/proposal #2 makes clear, we propose that the provincial government
set annual CRF expenditures at 18.0 percent of provincial GDP. That represents a
yearly increase over current spending of about $4.5 billion.

From our desire to see a strong public sector flows our belief that the British

Columbia government must spend its fiscal resources wisely, prudently and with

greatcare. Consequent | y, -fommo rseeyeo fiaswad iutes conduct ed
of the Auditor General as a vital means by which British Columbians can have

ongoing assurance that their fiscal resources are being utilized in the best interest of

all residents.



In the current fiscal year, 2009/10, the Province of British Columbia, through its
Consolidated Revenue Fund (CRF), proposes to spend $32.863 billion. Yet, over
the same period, the Office of the Auditor General 8 which is responsible for
auditing most of government, including its ministries, Crown Corporations, and other
organizations d has an operating budget of just $15.5 million.

We propose that the Office of the Auditor General receive a guaranteed annual

operating budget that is equal to 0.1 percent of the CRF, or approximately $32.8

million in the current fiscal period. That represents a doubling of
budget, and provides steady funding so the Auditor General may undertake multi-

year projects, value-for-money audits and other tasks curr e
limited resources.

*** PROPOSAL #11

That the Province of British Columbia be required to present its annual Public
Accounts in a manner that compl i estiowoft h t he
Generally Accepted Accounting Principles (GAAP).

Unfortunately, on too many occasions in recent years the current provincial

government has demonstrated that it holds the Office of the Auditor General in near-

contempt. In September 2003, BC Liberal MLAs voted-down two legislative-

commi ttee motions that would have made BCOS
for the 2010 Olympics, and expanded his purview to include such projects as the

Vancouver Trade and Convention Centre, and the RAV rapid transit line.

As | ate as December 2008, BCo6s Auditor Gene
and noted that, with regards to the Ol ympi
bet ween government and my Spdcificallg, be reiteratedi n un
concerns raised by two of his predecessors
should include a umber of items that are
Consequently, Ar ks associated with some
adequately disclo s e d . 0
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don Campbell s BC Liberal go
e Auditor General 6s comment s
i c Account s.

In June 2008, the Auditor General noted several reservations regarding the
government 6s GAAP presentation on such matte
Program, a First Nation Settlement, deep-well oil and gas credits, and the

inappropriate accounting of oil and natural gas producer royalty credits, as well as
Ainappi ate disclosure or failure to disclose

The Campbell government immediately launched a full-out assault on the Auditor
General 6s integrity, and refused to alter th
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In June 2009, the Auditor General again reiterated his concerns regarding the

Campbell government 6s S$pechfigly,hafounckthanthet h GAAP.
government had overstated the year-end fiscal surplus by $70 million. Instead of

being $78 million, the actual excess was a mere $8 million. This finding was ignored

by the Campbell government.

*** PROPOSAL #12

That the Legislative Assembly of British Columbia immediately enact
legislation to create and adequately fund a Legislative Budget Officer as an
Independent Officer of the Legislature. The proposed funding would be the
equivalent of 0.005 percent of annual Consolidated Revenue Fund
expenditures.

Thirty-five years ago, in 1974, the United States Congress established the
Congressional Budget Office (CBO). The CBO analyzes economic and budgetary
information, examines financial programs administered by the federal government,
provides estimates for the Congressional budget process, and testifies before
Congress on a variety of economic issues

Three years ago, in 2006, the Parliament of Canada passed legislation to create a
Parliamentary Budget Officer to provide independent analysis on the nation's
finances, the government's estimates, and trends in the Canadian economy.

The B.C. Federation of Labour believes it is time BC created a new Independent
Office of the Legislature: the Legislative Budget Office. As the title suggests, the

new Officer wild.l revi ew, as necessary, the p
whet her each fiscal planés underl ying fiscal
accurate.

Moreover, the Officer will review and monitor the spending and revenue plans of

|l arge entities included by GAAP in the provi
including the health authorities, school districts, universities and colleges, and

others.

We propose that the Legislative Budget Office receive a guaranteed annual

operating budget equal to 0.005 percent of the CRF, or approximately $1.64 million
in the current fiscal period.
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APPENDI X PREBPOSALS: FINDING NEW REVENUES

As discussed earlier in this Paper, the B.C. Federation of Labour believes that
British Columbia should allocate annually a
pr ov i @GDhPdodsr public sector.

Moreover, we propose that the inGi@hi ni mum accep
expenditures, as measured by Consolidated Revenue Fund outlays, should be not
less than 18 percentof BCO0s annual GDP.

Over the last three years & fiscal 2006/07, 2007/08 and 2008/09 8 CRF
expenditures averaged $29.960 billion, whereas BC 6 s G D Rn aveaage of
$191.495 billion. That means CRF outlays were only 15.6 percent of GDP, whereas
over recent decades the comparable figures have ranged between 18 percent and
20.5 percent.

At 18 percentof GDP, BCOs CRF expendi tnswoeldhacever t he
averaged $34.469 billion annually 7 or $4.509 billion higher than what actually was
spent on a yearly average.

We recognize that British Columbia must generate additional revenues to ensure
that our public sector has the resources to fulfill the responsibilities it must
undertake. To that end, we propose the following options with regards to raising
sufficient revenues to provide the programs and services British Columbians need
and want.

*** PROPOSAL #1

That the Province of British Columbia immediately appoint a Royal

Commission (or, at least, a Commission of Inquiry) to obtain professional
analysis of, and solicit public opinion on,
resources and requirements, and economic growth. Our suggested title: The
Commission on Tax Fairness, Fiscal Affairs, and Economic Development.

From time to time over the past 140 years, various studies have been undertaken by
federal and provincial governments to examine and make recommendations with
regards to the level and mix of taxes and the appropriate direction of economic
development.

Among others, Ottawa initiated the famed Rowell-Sirois Commission of 1937/40 (the
Royal Commission on Dominion-Provincial Relations) and the Macdonald
Commission of 1982/85 (the Royal Commission on the Economic Union and
Development Prospects for Canada).

At the provincial level, Ontario established the Fair Tax Commission (1990/03), while
Newfoundland set up a Royal Commission on Renewing and Strengthening Our
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Place in Canada (2002/03). Several useful papers were prepared for the latter
study, including one entitled, AThe Fiscal P

More recently and closer to home, Alberta appointed a Royalty Review Panel (2007)
to study whether that province wasreceiving a @Af air sharedo of rever
the development of its natural resources.

British Columbia, too, has had a number of high-profile and important royal

commissions and commissions of inquiry. In the former category are studies into

Education (Sullivan, 1987), Health Care and Costs (Seaton, 1990/91), Electoral
Boundaries (Fisher, 1988), and Workerso6 Comp

In the latter category: the Public Service and Public Sector (Korbin, 1991/93);
Policing in BC (Oppal, 1992/94); and Forest Resources (Peel, 1989).

BC, however, has not held a major study of provincial taxation or fiscal policies in
nearly a century (the last one was Ellison, 1911/12). We believe it is well past time
to correct that oversight.

*** PROPOSAL #2

ThatthePr ovi nce of British Columbia i mmediately
General conduct an independent audit of Partnerships BC, with a view to

ascertaining the full cost of Public Private Partnerships (P3s) to provincial

taxpayers, determining whether Partnerships BC has used an appropriate

discount rate to evaluate P3 projects, and investigate recent revelations of
considerably-higher borrowing costs incurred by P3 developers and passed

on to ordinary British Columbians.

British Columbians were shocked by the recent revelation, made by Larry Blain,
CEO of the provincially-owned Partnerships BC, that switching from private-sector to
public-sector borrowing for the Port Mann Bridge project would save the province as
much as $200 million.

This confession follows many years of adamant assertions by Partnerships BC and
BC Liberal MLAs and Cabinet Ministers that private-sector borrowing was obtained
for P3 projects at rates comparable to those available to the Province of BC. We
know now that that assertion was false.

Moreover, in January of this year the forensic accounting firm of Blair Mackay
Mynett Valuations Inc. 8 commissioned by the Canadian Union of Public
Employees (CUPE) & issued a report evaluating four Partnerships BC projects.
Their analysis found that P3s cost more than comparable projects procured by the
public sector; that Partnerships BC had adopted a process for assessing P3s that
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was and remains biased; and that Partnerships BC has fostered a lack of public
accountability and transparency.*'*

Int he event that the Auditor General confirms
confirm the findings of Blair Mackay Mynett Valuations Inc., we further propose that
Partnerships BC be immediately dismantled.

[Corporation profits and taxes in BC ($ billions) ]
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(SOURCE: Statistics Canada; British Columbia Financial and Economic Review, 2009.)

Canadian businesses enjoyed sky-high corporate profits over much of the past
decade, primarily the result of soaring global commodity prices. British Columbia
companies have been full participants in this profitability: between 2002 and 2008,
annual BC corporation profits nearly doubled, skyrocketing from $11.4 billion to
$21.9 billion.

At the same time, Gordon Campbell s BLC Liber
cutting frenzy through which provincial businesses received an annual $1.5 billion
windfall in lowered taxes.

114 .. . - .
CUPE news release, fAEval ua tipsoCostigfnd Pvalbation bethBdology & Roa Pafksand ner s h
Rosanne Terhart of Blair Mackay Mynett Valwuations Inco, January 20
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The mania is expected to continue next year, once the Campbell government enacts
the Harmonized Sales Tax (HST). The HST will shift more than $2.0 billion in
annual sales taxes off BCOs business communi

Consequently, BC business interests will see total tax savings in excess of $3.5
billion ($1.5 billion + $2.0 billion) 8 each and every year.

We propose the adoption of a series of new or higher business taxes based on
corporate annual income. Specifically, the three measures are (1) a Corporate
Income Tax (CIT) rate of between 15 percent and 20 percent of pre-tax profits; (2) a
new Minimum Corporate Tax; and (3) a new Business Services Tax, by which
corporations will pay for the publicly-provided services 8 policing, justice and
corrections; environmental protection; transportation infrastructure, and so on &
they consume whilst engaged in business.

The intent of these tax measures is to recapture a portion 8 approximately $2.5
billion annually 8 of the corporate tax revenues lost (in excess of $3.5 billion
annually) during the tax-cutting mania of the last nine years.

By focusing on income-sensitive taxes, we are mindful that BC businesses must be
rewarded for productivity, innovation, and competitiveness.

Over the last seven years (2002 to 2008), corporation profits in BC were an average

of 10.57 percentof t h e pr o VAt thesaniesimeGRemprovincial

government 6s corporate i ncome pereetofGOR. T) reve
We propose to raise that latter figure to 2.11 percent d thereby leaving BC business

with a minimum of at least 80 percent of their annual profits when measured as a

proportion of GDP.

Letds | ook at t@ver at lde flf @estensewary.years, Vi
have averaged 7.9 percent of annual corporate profits. With annual corporate profits
averaging $17.894 billion, average after-CIT profits were $16.481 billion.
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Our Proposal, whichwouldseeBC compani es pay a fAfair share
profits in provincial income taxes, would see those same companies enjoy after-CIT
profits of approximately $14.315 billion annually.

[Corporation profits and taxes in BC ($ billions) ]
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(SOURCE: Statistics Canada; British Columbia Financial and Economic Review, 2009; and B.C.
Federation of Labour.)

We expect the new CIT rates to raise an additional $2.165 billion annually, and that
the combined revenue from the new minimum corporate tax and the new business
services tax will be $335 million annually, for a total of $2.5 billion.

*** PROPOSAL #4

That the Province of British Columbia initiate a thorough review of its natural
resource revenues by appointing a BC Natural Resources and Royalty Review
Panel, with the intent of enhancing annual provincial revenues from a five-year
annual average of $4.03 billion to a minimum of $5.0 billion annually.

Two Canadian provinces have distinguished themselves in recent years by fighting
to ensure that their citizens share in the development of provincially-owned natural
resources. Sadly, British Columbia is not one of them.

In Newfoundland, Premier Danny Williams 8 a Conservative 8 stood firm when a
consortium of global oil companies refused to sell him a 4.9 percent equity stake in
the offshore Hebron field. In the end, big oil blinked, and in August 2008, Williams
was rewarded with a deal.

Over Hebwyemdsl2%5espan, thanks to Williamsodo t
to receive $16 billion.**

15TorontoStar, iDeal on Hebron Oilfield, o August 22, 2007.
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In Alberta, Premier Ed Stelmach & also a Conservative 8 appointed a Royalty

Review Panel in 2007 to examine whether that provinc e was recei ving a A
of royalties on conventional oil, the oil sands and naturalgas. The panel 06s
conclusionwas that: A Al bertans do not receive their fai
devel oplfhent . o

The panel issued several proposals, with the objectiv e t hat ATotal govern
once all the recommendations are implemented, will increase by about two billion

dollars per year at current price and production levels. This is an increase of 20

percentover current revenues. 0

We further note an under-reported 2007 paper prepared by economist Marvin

Shaffer for the Canadian Office and Technical Employees Union Local 378.

Shafferods study, HAAGomprehensive GritigaenostineiBE Energyn

Pl an, 0 contained the fos$ddaedli ng observation |

Al f the government wer ecledtrioassetsbkat BC Hy
the provinceds natural resources, and
market value or current marginal cost of electricity consumption, it

could have captured $1.8 to $2 billion each year, or more, in

additional water rentals or other resource rent collection

measures. 't/

British Columbia is long past due in following the lead of Newfoundland and Alberta
toensurethatBC r esi dents receive the maki mum and i
resource development.

Over the | ast five years, the provincial gov
totaled $20.2 billion d or an annual average of $4.03 billion. A 20 percent increase,

as was proposed in Alberta, would generate an additional $806 million in BC

annually. The other route, the one favoured by Newfoundland, would see British

Columbia take an equity position in the development of selected natural resources.

We believe that an independent natural-resource/royalty review panel would bring
BCbs resour ces an d-tordatey and geneate anmdditional $1ds u p
billion annually for the provincial treasury.

116 . ;
Our Fair Share: Report of the Alberta Royalty Review Panel, p. 4.

7
Marvin Shaffer, Lost in Transmission: A Comprehensive Critique of the BC Energy Plan, p. 13.
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*** PROPOSAL #5

That the Province of British Columbia look to its government-owned
enterprises to generate an additional $1 billion annually for the provincial
treasury.

Over the past five -Yywnadesterpris dso kngwnaseGrowme n t
Corporﬁtgions, generated profits totaling $13.35 billion, or an annual average of $2.67
billion.

We propose that BC initiate policies to provide an additional $1.0 billion in Crown
Corporation profits 8 for a new annual average of $3.67 billion.

We offer two specific proposals.

(A)Victoria must immediately introduce measures to signal that we are
capturing the value of our hydro resources. This includes adjusting the
water rental rates and industrial pricing structures to reflect that value,
similar to the royalty practices in the oil and gas industry.

The focus for adjustments to water rentals should be twofold. First, with industries

that are profiting from power sales intended for production under terms of their water

rentals. Second, for new industries that require electrical intensive loads (such as

mines) that would be unprofitable except for artificially low electricity prices and

water rentals.

The average annual | oss to the BC government
electric assets has been estimated®at #A$1.8

Whether that lost revenue is captured by Victoria through higher water rental rates,
or by BC Hydro providing an larger annual dividend to the provincial treasury d or a
combination of both § it is imperative that the BC government make immediate
changes to staunch the loss of natural resource revenues.

(B)I n 2 0 0 8ProviBctabHealth Officer and the Centre for Addictions
Research of BC teamed up to deliver a paper to the Select Standing
Committee on Finance and Government Services. The title of their
paper: iA proposal for changes to BGceliquor |
harm from alcohol consumption. 0O

We endorse that effort to reduce the social harm from alcohol consumption, and
especially the pr opos a-upsandtaxes bé adjusted to o | prices
creative incentives for production and consumption of lower-st r engt h *yroduct s

11
8 British Columbia Financial and Economic Review, 2009, p. 92.

119 Shaffer, op. cit., p. 13.
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Over the |l ast five year s, (LBB}lias geheratgdipoofits Di st r i

totaling $4.2 billion 8 or an annual average of $834 million.

The operations of the LDB are a prime example of government not using all of the
available tools to generate additional revenue. Government maximizes revenue
when purchases are made at public stores. We propose that simple measures like
expanding hours of operation of public stores, Sunday openings, and enhanced
customer service measures like cold beer sales would generate tens of millions of
dollars of additional revenue to support services and jobs.

In many small operational ways, the Campbell government is turning its back on
additional revenue sources. For example, provincial weigh scales on major
transportation routes are charged with collecting permits and other fees for
commercial vehicles. But they are frequently closed, which means revenue goes
uncollected. Expanding staff and hours of operation at weigh scales is another way
for the government to boost revenue.

Another measure that would net more revenue for the province is tougher
enforcement of stumpage payments and timber theft. Hiring more compliance and
enforcement staff in forests would be the way to achieve this. Unfortunately, these
are the very staff the government has targeted for significant cuts.

WM/II/mp
.";:npc

0170-09rep-public sector discussion paper

120 . L . . .

Office of the Provincial Health Officer and the Centre for Addictions Research of BC, A proposal for changes to BC liquor
prices in order to reduce harm from alcohol consumption: A submission to the Select Standing Committee on Finance and
Government Services, p. 1.
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