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Introduction

THE LAST FEW years have been quite the ride. Navigating the ups and downs
of the COVID-19 pandemic, government support, and the cost of living has
been a social and economic rollercoaster in many respects, leaving many
wondering if things will ever settle down. Despite the push to move on, the
effects of COVID-19 are still with us: lost loved ones, long-term disability,
delayed surgeries, amplified mental health challenges, homelessness, and
students trying to catch up. In Manitoba, the pandemic layered hardship on
health and education systems already vulnerable due to provincial govern-
ment austerity, with the Progressive Conservative (PC) government, at least
initially, doubling down on an agenda of cuts in already hard times.! Just
as things seemed to be getting back to normal, high inflation and interest
rate hikes raised serious concerns around affordability, with governments
being called on to provide support.?

In response to affordability challenges facing Manitobans, the Manitoba
government has implemented one-time cash payments and tax cuts/rebates.
Both models of getting cash to Manitobans are controversial in terms of how
benefits are distributed, if this is an appropriate use of funds, and what the
impact on the fiscal sustainability of public services will be. The tax cuts
and rebates, in particular, have been criticized due to the large amounts of
cash given back to high income and wealthy individuals; money that could
be better targeted to those more in need, or invested in repairing the damage
to health, education and social services done by austerity, the pandemic
and rising costs. The scale of this giveaway is massive: since 2016, the PC
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government has announced tax cuts that add up to over $1.4 Billion in annual
giveaways. When adjusted for the growth of the economy, this adds up to
nearly $1.6 Billion in annual revenues lost to date that could be otherwise
supporting public services or other affordability measures for Manitobans
on a more targeted basis. This is a staggering amount of money —about
equal to Manitoba’s annual expenditure on postsecondary education and
training in the province, for example, or more revenue than was brought in
last year by corporate taxes, fuel taxes, land transfer taxes, the health and
education payroll tax, and tobacco taxes combined.? The new NDP govern-
ment has mostly committed to keeping the PC tax cuts, while promising to
temporarily suspend the gas tax, costing $323 million on an annual basis.

This report examines the impact of this tax-cutting trajectory and puts
forward policy alternatives that deliver support to Manitobans to address
cost of living challenges on a more targeted basis. More equitable support
and protecting revenues to support public investment is justified for mul-
tiple reasons. First, economically marginalized working- and middle-class
households who disproportionately bore the burden of the pandemic are still
struggling, with the pandemic exacerbating pre-existing social and health
inequities.* Stubbornly high levels of income and wealth inequality and the
associated challenges are becoming increasingly visible to all Manitobans.
The growing poverty on display in our communities is not only adding pres-
sure on government services weakened by austerity, it is hindering labour
supply and our productive capacity as a province.> Secondly, the wealthy
have done very well since 2019, with booming stock markets and record
corporate profits fueling high returns to investors. Rather than cutting taxes
and giving handouts to the already well off, the province should be targeting
revenue windfalls to facilitate an inclusive, and equitable social recovery,
laying the foundation for future prosperity.®

This report argues that such solutions are a better response to the pres-
sures Manitoba households are facing due to inflation and focuses on the
ability of the Manitoba government to raise and retain revenues to support
high quality public services that are foundational for both a fair and pros-
perous society and economy. Reviewing the relative position of Manitoba
compared to other provinces, this report contests the claims being made
by the previous PC government that our province is uncompetitive when it
comes to taxation levels, suggesting instead that recent tax cuts are unneces-
sary, and that there is room for modest targeted increases in taxes on the
well-off to fund equity promoting public services and programs. Proposals

are put forward for reforming our provincial suite of tax credits and income
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support programs and creating a Manitoba affordability credit that makes
our tax system more progressive while providing a baseline level of support
for those most in need.

This report proceeds as follows. Section 1 outlines the revenue lost due
to tax cuts since 2016, summarizes some ideas about tax fairness, and argues
that tax cuts are a highly inequitable way to distribute cost of living support
to households. Section 2 provides some background on Manitoba’s fiscal
context, examining the pre-pandemic context of austerity, rapid economic
recovery from COVID-19 and how Manitoba was on a trajectory toward a
large budget surplus. Tax cuts have eaten away at this surplus and brought
Manitoba’s own source revenues to a modern low relative to the size of
the economy. This section also undertakes an interprovincial comparison,
demonstrating that Manitoba is not an outlier with respect to tax revenues
relative to the size of its economy, and has room to increase taxes while
remaining competitive among provinces. Section 3 briefly summarizes the
case for public investment, reviewing the dire state of health, education
and other public services, the continuing social challenges intensified by
the pandemic, opportunities of a green transition, and how tight labour
markets are an increased motivator to support investments in mobilizing
marginalized populations for successful integration into good jobs. Section
4 presents some fiscal policy alternatives for revenue increases and options
for modifying our income tax system to make it more progressive, helping
working- and middle-class families with ongoing, reliable support for the

rising cost of living.
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Section 1

If We Had 1.6 Billion
Dollars?

The Opportunity
Cost of Manitobha Tax
Cuts Since 2016

THE STORY OF tax policy change in Manitoba under the PC government
has been, after a brief stint of revenue increases, primarily one of cuts and
lost revenue, with the largest benefits going to those with high incomes
and the wealthy. The first two PC budgets implemented tax changes that on
net, modestly increased revenues. Both budgets saw reductions in revenue
due to income tax cuts by increasing tax bracket levels and the basic per-
sonal exemption by the rate of inflation, but some tax credit programs were
eliminated or changed to make them less generous. The two main revenue
generating changes included reducing and income-testing the Seniors School
Tax Rebate and eliminating tuition fee rebates for students and graduates.
The net effect by 2017/18 was an estimated increase in revenues of just over
$66 million. The next 6 years saw a change in direction, with changing tax
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FIGURE 1 Cumulative Estimated Revenue Loss Due to Tax Cuts, 2016/17 to 2023/24 (in millions)
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TABLE 1 Estimated Per Year Revenues Losses Due To Tax Cuts 2016/17 — 2023/24 (in millions)

Net (of tax increases) Unadjusted Gross (Cuts only) Unadjusted Adjusted

for Growth of the Economy  Adjusted for growth of Economy (cuts only)

Income Tax Reductions -$673.1 -$747.1 -$808.5

Sales Tax Reductions -$312.1 -$340.0 -$408.3

Education Property Tax Reductions -$255.6 -$292.6 -$314.5*

Business Tax Cuts -$13.7 -$57.1 -$64.8
Tobacco Tax $10.0

Other tax changes -$0.6 -$0.6 -$0.7

Total -$1,245.1 -$1,437.4 -$1,596.8

* $453.2 million is the gross cost of education property tax rebates listed in Budget 2022/23, reflecting a 50% rebate. $292.6 million is a net amount that considers reductions
to the pre-existing education property tax credit.

policy leading to new, large reductions in the hundreds of millions of dollars
on a near-annual basis.

By 2018/19, increases to the basic personal exemption led to $156 million
in additional losses. In 2019/20, the reduction in the PST led to a further $325
million decrease in annual revenues.” Initiated in 2021/22 and profiled as an
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affordability measure in response to inflation, an Education Property Tax
Rebate, paid by cheque and mailed to property owners, reduced revenue by
an estimated net loss of $292.5 million in 2022/23. The election year budget
of 2023/24 announced the largest annual decrease to date, with income tax
cuts totaling $486.1 million in lost annual revenue. Figure 1 summarizes the
cumulative estimated annual revenue impact of all tax cuts, adjusted for
growth of the economy, while Table 1 breaks down the lost revenue cuts by
policy area.® The estimated revenue lost per year due to these tax cuts add
up to nearly $1.6 billion.

Equity Impacts of the Tax Policy Changes Implemented

In discussions of tax policy, economists emphasize both efficiency and equity.
Efficiency concerns the impact that tax changes can have on behaviour
and seek to minimize incentives that reduce productive activity considered
beneficial to society. Some economists, for example, claim that higher income
taxes will reduce the hours people choose to work, or that higher corporate
taxes will reduce business investment. By driving a wedge between what the
price sellers get and what the price buyers pay, some economists suggest that
taxes lead to a loss in social welfare greater than that raised in revenue both
by preventing private exchanges that would otherwise have taken place and
through the costs of administering the tax system. Conservative economists
lean on these ideas to argue for lower taxes and smaller government.
There are many problems with this logic. There is little empirical evidence
to support the claim that modest increases to income tax reduce labour supply,
and the opposite can easily be true: people may actually work more to try
to maintain a given standard of living.® On the corporate income tax front,
there is similar debate and mixed results depending on the methodology
used, with little support for the argument when looking at economy-wide
impacts.*® The focus on the costs of taxation also neglect the fact that taxes
fund public services that allow the private sector and markets to function."
Government support for economic development through the provision of basic
infrastructure, education, law enforcement and other foundational supports
and services allow businesses and society more broadly to be economically
successful and wealth accumulation to take place. In lower tax countries with
weaker welfare states, such as Canada and the United States, using taxes

to invest in improving government services is likely efficiency enhancing,
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particularly in the post-pandemic environment of record corporate profits,
high inequality and devastated public services.

In 2010, a group of tax specialists assembled by the UK government
concluded that tax systems should be progressive and “raise the revenue
that government needs to achieve its spending and distributional ambitions
whilst minimizing economic and administrative inefficiency, keeping the
system as simple and transparent as possible, and avoiding arbitrary tax
differentiation across people and forms of economic activity.”? Although
these principles of a good tax system are broadly accepted in the literature,
there is still active debate in the economics and law literature on how to best
operationalize them through public policy.2

In Canada, on the surface at least, we have a progressive tax system,
such that higher income earners pay a higher percentage of their income in
taxes. As personal incomes rise, people face higher tax brackets. The very
unequal distribution of tax credit dollars however undermines the progres-
siveness of this system. Sales taxes in their simple form are regressive, as
low-income individuals spend more of their income on goods and services
and save less, but this is blunted by necessities being exempt and/or credits
or rebates for low-income earners. Property taxes are similar: before con-
sidering targeted rebates, they are normally classified as regressive, since
lower income households spend proportionally more of their income on
housing. This claim regarding property taxes however ignores that property
ownership itself is unequally distributed, that businesses also pay property
taxes, and makes strong assumptions about landlords being able to fully
pass on the tax to renters, with many having raised questions regarding the
regressiveness of property tax.”

Looking just at the tax rate relative to income only captures part of the
fairness or equity impact of any particular tax change, which cannot be fully
understood without examining how the change impacts access to public
services. Working- and middle-class households are generally much more
reliant on public services and transfers, due to lower incomes and an inability
to access expensive private alternatives such as out-of-province medical
procedures, in-home caregivers and tutors for their children, or country
clubs instead of community centres. Aggressive tax cutting agendas are often
paid for by cuts to universal public services that most households depend
on. This has been the case with the tax cutting plus austerity agenda of the
Manitoba government since 2016, with aggressive expenditure restraint and
reductions funding large tax cuts.*

Funding Our Way: Rebalancing Revenues and Spending for a Fair and Prosperous Manitoba
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Another, arguably more straightforward, way to examine the equity impact
of tax cuts is to look at the dollar value of the benefits that go to different
groups. Analyses of the major tax cuts implemented by the PC government have
shown much larger benefits going to high income and wealthy households. For
example, CBC News examined records and determined in 2021 that the value
of the Education Property Tax Rebate for homeowners ranged from $8 for a
small North End condo to $6,023 for a mansion in the Tuxedo neighborhood,
all from the same 25 percent rebate, a rebate that has since been increased to
50 percent.”” The CBC analysis also found that corporations owned by some
of Canada’s wealthiest individuals benefited handsomely. Cadillac Fairview
corporation, the owners of Polo Park Shopping Centre, received the largest
rebate at over a million dollars, and the True North Corporation, partially
owned by David Thompson, from one of Canada’s wealthiest families, was the
third highest beneficiary with a rebate of nearly $260,000.% A 2013 analysis by
the Department of Finance also showed that a majority of increases to the PST
are paid by higher income earners, with 58 percent being paid by households
with incomes over $75,000 ($93,415 in 2022 dollars). The Canadian Centre for
Policy Alternatives likewise did an analysis of the income tax cuts proposed
in Manitoba’s Budget 2023, including increasing tax bracket levels and the
increase to the Basic Personal Amount (BPA).” They found that the top 10
percent of income earners got more money back from the tax cuts then the
bottom 50 percent of tax filers combined, and that the poorest 10 percent of
income earners saw zero benefit from the changes, while the top 10 percent
of income earners got over $1,300 each on average. This is because the BPA is
not refundable (you must owe tax to benefit) and the income bracket change
by definition only benefits higher income earners.

Why Not Tax Cuts?

The fact that high income and wealthy households are benefiting more from
the Manitoba government’s recent tax cuts are not due to anything unique
about these particular tax cuts; it is a general feature of using tax cuts to
distribute income support to the population. Since taxes are based on how
much money you are paid or spend, or the value of your property, those who
have more will get more when taxes are cut. Using tax cuts to deliver support
with the rising cost of living is particularly unjust given the record increase
in wealth during the pandemic, driven initially by asset price inflation and
more recently by record corporate profits and dividends paid to owners.
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A better way to benefit people with lower incomes is to give everyone the
same amount of money, with these payments limited to low- and middle-
income households. They can also be administered quickly, when trying
to help people to deal with temporary loss of income or cost pressures in
unusual times. This was the form that most of the Federal COVID-19 sup-
ports to households took, including the Canada Economic Recovery Benefit
(CERB), and tops-ups to the GST Credit, Old Age Security (OAS), Guaranteed
Income Supplement (GIS) for seniors and the Canada Child Benefit (CCB).
Manitoba also implemented a one-time $200 COVID-19 cash benefit program
for seniors and social assistance recipients in the disability category, at a cost
of $50 million.>° Manitoba more recently implemented additional one-time
benefit programs. In 2022, an affordability package worth $87 million was
announced including: payment of $250 for the first child plus an additional
$200 for each additional child under 18 for every Manitoba family with a
household net income of under $175,000; $300 payments for seniors with
incomes under $40,000; and a monthly increase in basic social assistance
rates ($50 for general recipients, and $25 for those in disability category).”
In early 2023, a $200-million Carbon Tax Relief Fund was announced with
payments of $225 per single person and $375 per couple whose family net
income was less than $175,000.%

The one-time payments implemented however are a blunt tool and some
did not adjust for income. Due to the relatively low amount of the payments
(when compared to household costs) and their one-time nature, these
payments clearly only offer short-term support. This may be appropriate in
the case of the Federal benefits discussed since these benefit programs are
indexed to inflation, and the one-time benefit top-ups provide some relief
until the indexing catches up. In the case of Manitoba, however, some of the
key income support programs, such as the food and non-housing portion
of social assistance, are not indexed to inflation. These one-time payments
leave the underlying structural erosion of benefits in place. Cash support
benefits also do not address exploitation by for-profit corporations with market
power in commodities such as housing, telecommunications and groceries.

In general, the use of tax cuts and rebates tied to spending, income or
property values are a relatively regressive approach to addressing systemic
inequities. While flat-rate benefits are somewhat better, those that are not
targeted to low- and middle-class families are particularly expensive, and
in general they often still lead to wasted resources and inferior outcomes,
compared to investing in universal public services and more targeted income
supports. These tax cuts and credits deplete the revenues of the government

Funding Our Way: Rebalancing Revenues and Spending for a Fair and Prosperous Manitoba
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that could be used to fund targeted investments in equity-promoting public
goods and services, social programs and infrastructure that help increase
our productive capacity as a province. This report puts forward detailed
alternatives for Manitoba’s tax system to help provide more targeted cash
support while also raising revenues for public services.
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Section 2

Manitoba’s Fiscal Context

The Long Term Decline in the Revenue-to-GDP Ratio

From the mid-2000s, Manitoba has seen a downward trend in the amount of
government revenues as a proportion of economic output, measured by Gross
Domestic Product (GDP). In 2007/08, prior to the Great Recession, govern-
ment revenues were equal to 25.6 percent of GDP. As shown in Figure 2, over
the following 6 years, that amount fell continuously and ended up below
23 percent, where it fluctuated around that level until 2018/19. Revenues as
a proportion of GDP increased during the pandemic period to around 23.5
percent and 24 percent, where it is forecasted to be in 2023/24. This partial
pandemic recovery however has been driven by increased federal revenues.
As shown in Figure 3, provincial own-source revenues (total revenues minus
Federal transfers) have and are projected to continue falling, from 25.3 percent
in 2007/08 to a projected new low of 15.9 percent in 2023/24. Federal funding
meant to expand provision of social services is instead partially replacing
declining provincial revenues. This has materialized in areas such as child
care: while federal dollars have increased drastically to support long overdue
improvements to quality and access, provincial money going to child care
has actually been cut.* Indirectly then, federal funding for programming
is financing provincial tax cuts.

Funding Our Way: Rebalancing Revenues and Spending for a Fair and Prosperous Manitoba
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FIGURE 2 Manitoba Government Revenues as % GDP
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FIGURE 3 MB Own-source Revenue as % of GDP
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FIGURE &4 Federal Transfers as % of GDP
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Source: Author’s calculations based on Manitoba provincial government Budget data, Budgets 2011-2023.

Manitoba’s Relative Position On Taxes

Provincial government revenues can be broken down into own-source
revenues and federal transfers. Own-source revenues are composed of taxes,
fees and net income from government-owned enterprises and other assets.
Federal transfers represent the revenues received from the federal government
in the form of equalization payments, and health and social transfers. In
Canada, recurring federal health and social transfers help provinces fund
core services like health care and education, standardizing funding levels
between provinces. As a so-called “have-not province,” Manitoba also
receives income from equalization payments.

Several economic indicators based on data published by Statistics Canada,
show Manitoba, relative to its peers, was either in the middle of the pack
or below average in 2021 (most recent data at time of publication) in terms
of how much the province collects in tax revenue relative to the size of its
economy.? Figure 5 shows that Manitoba is the median province when it
comes to provincial government revenues relative to the size of the economy.
When looking just at provincial taxes and fees, Figure 6 shows that Manitoba
is well below average, ranked 7th and well below the Canadian average.?
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FIGURE 5 Provincial Government Revenue as % of GDP
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FIGURE 6 Provincial Taxes and Fees as a % of GDP
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FIGURE 7 Provincial Government Income Tax Revenue from Households, as % of GDP
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FIGURE 8 Corporate Income Tax Revenue as % of GDP
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TABLE 2 Provincial Income Inequality Rankings Before and After Taxes and Transfers,

Using the Gini Coefficient, 2021

Inequality Rank Percent Reduction in Inequality Inequality Rank

Before Tax and Transfers form Taxes and Transfers After Tax and Transfers

Prince Edward Island 1 -36% 1
Saskatchewan 2 -31% 5
British Columbia 3 -30% 8
Nova Scotia 4 -37% 2
Manitoba 5 -34% 6
Alberta 6 -30% 9
New Brunswick 7 -37% 4
Quebec 8 -38% 2
Ontario 9 -33% 10
Newfoundland and Labrador 10 -39% 7

Source: Author’s calculations based on: Statistics Canada. “Table 11-10-0134-01: Gini Coefficients of Adjusted Market, Total and after-Tax Income,” May 2, 2023. https://
www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=1110013401.
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Figure 7 shows that with respect to income tax revenue from households,
Manitoba is ranked 5th among provinces, with exactly the Canadian average
rate of 5.1 percent in 2021. In terms of corporate income tax relative to the
size of the economy, as shown in Figure 8, Manitoba is currently ranked the
lowest in terms of its tax revenue from corporations. Manitoba is also the only
province not to tax the income of small businesses. The fact that Manitoba
ranges from the lowest-to-median among provinces with respect to its tax
revenue relative to the size of its economy, shows that Manitoba is not out
of step with respect to having high taxes, and suggests that Manitoba has
the fiscal space to modestly increase taxes.

Manitoba could also improve the degree to which our tax and transfer
system in Manitoba addresses income inequality. In 2016, Manitoba was
the fourth lowest in terms of income inequality, as measured by the Gini
coefficient, both before and after taxes and transfers. By 2021, Manitoba
had worsened to the fifth-most equal province before taxes and transfers,
and dropped two spots to sixth place after taxes and transfers.?” In 2021,
inequality in Manitoba was reduced by 34 percent by taxes and transfers,
less than most other provinces. This is partially due to Manitoba having a
below-average top marginal income tax rate.?® Manitoba’s tax and transfer
system then has room to be more progressive relative to other provinces
with respect to redistributing income and reducing inequality in Manitoba.
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Federal Transfers Backfilling Provincial Tax Cuts

Manitoba’s fiscal outlook has improved considerably since the lows of the
Covid-19 recession in 2020-21 cumulating with a realized surplus in the
2022/23 fiscal year, as reported in the recently released public accounts..
Rapid economic growth and price inflation throughout late 2021 and 2022 have
grown income and sales tax revenue at a strong clip. High water levels in 2022
sent an extra $625 million in water rentals and fees from Manitoba Hydro to
the provincial treasury.® This sum is reduced by water rental rate decreases
granted by the provincial government, however 2022/23 public accounts will
see a net revenue from Hydro in the sum of a few hundred million dollars.
Further, federal transfer payments to Manitoba are set to increase by $1.04
billion in 2023/24.3° The province is looking at a changed fiscal landscape
to that of previous economic recoveries with considerable room to invest in
ailing public services. Budget 2023 reflects these rosy revenue forecasts. After
increasing 7.7 percent in both 2021/22 and 2022/23, revenues were on track
to increase by 7.9 percent in 2023/24 before the new income tax cuts.>* With
the new tax cuts, revenue is now forecast only to increase by 4.5 percent.
Figure 9 categorizes Manitoba’s forecasted revenue for 2022/23 (by source)
in Budget 2023 and Figure 10 shows the change in revenue (by source)
compared to the forecast in Budget 2023 for 2023/24. Federal government
transfers represented the biggest source of revenue for the province at 33.9

FIGURE 9 Government of Manitoba 2022/23 Revenue Forcast (in millions)

Individual Income Taxes $4,512

Sinking Funds and
Other Earnings $349

Net Income of Government
Business Enterprises $1,383

Source: Manitoba Budget 2023

Federal Transfers $6,257

Corporation
Income Taxes $1,069

Retail Sales Tax (PST) $2,549

Education Property Tax $667

Corporation Taxes $667

Land transfer Tax $390
Tobacco Tax $139

Tuition Fees $435
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FIGURE 10 Government of Manitoba Revenue Forcast, Budget 2023
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percent of total revenues. From 2013 to 2019, this figure hovered around 25 to
27 percent. Relying too much on government transfers for revenue can put
provinces in a vulnerable position, as they vary with economic fluctuations.
Manitoba, given its more stable economic growth, tends to benefit more in
good times than bad, when it comes to equalization.

The second largest forcast component of provincial revenue in 2022/23
was individual income tax, at 21.9 percent of revenues. In 2023/24, income
tax is forecast to decrease to 21.6 percent of revenues. The third largest source
of revenue is retail sales tax, otherwise known as provincial sales tax (PST),
making up 12.4 percent of revenue in 2022/23. The retail sales tax is a tax
applied to retail sales or rental of most goods and services in Manitoba and
is projected to fall to 12.1 percent of revenues in 2023/24. Overall, we can
summarize the recent changes in revenue composition as a large increase
in federal transfers displacing provincial revenues, in particular less income

tax and government business revenues.
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Section 3

The Case for Public
Investment

TAX CUTS AND the associated loss of government revenues have come at the
expense of deteriorating public investment. There are four main reasons why
we suggest this policy approach is misguided in Manitoba. First, provincially
funded public services have been decimated by an austerity agenda dating
back to 2017 and are in desperate need of rehabilitation. Second, the ongoing
impacts of the pandemic require public investments, including the subsequent
rising cost of living and the devastating impact this is having on those of
lesser means. Third, and related, tight labour markets in the aftermath of
the pandemic require public investment to prepare and mobilize potential
workers that due to socioeconomic marginalization are not meeting their full
potential to contribute and are less likely to be successful in paid employment
without public support. Finally, there is an urgent need to support a Green
Transition and projects that mitigate the negative impacts of climate change.

Austerity and Dire State of Health,
Education and Other Public Services

The negative effects of austerity on core public services across Manitoba is
visible and well-documented across health, education and other provincially
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funded public services. Health care is a central case and has experienced a
series of cuts to staff and programs since 2016, as documented by the Manitoba
Health Coalition.>* Initial early cuts to the system including cancelled capital
investments, programs supporting women’s and newborn health, the closing
of quick care clinics, the closure of three emergency rooms in Winnipeg,
the elimination of 300 nursing positions and across the board rounds of
management cuts. Manitoba’s Healthcare Transformation Strategy, prepared
by an out of province consultant was imposed on healthcare staff without
meaningful consultation. The transformation strategy closed emergency
rooms and urgent care centres, alienating healthcare professionals, lead-
ing to significant vacancies and worsening services levels.3 The author of
the original strategy, in a follow-up report noted that implementation had
led to “workload and staffing instability...[which] are significant and not
sustainable” (p.3) and “deep-seated unhappiness in emergency department
nurses and physicians.”3* The well-known burden of the COVID-19 pandemic
compounded the effects of previous staff and program cuts, leading to
continuing backlogs and staffing shortages.

Manitoba health care, especially in rural regions, is being pushed to the
brink of collapse. Of the current 68 hospitals in rural and northern parts
of the province, 26 emergency departments were open over the 2023 July
long-weekend, while 20 were partially closed, and 22 were closed full time
due to staffing shortages.> Nursing shortages in the province reached an
unprecedented all-time high during the pandemic and is a key contributor to
the health crisis in Manitoba. In January 2021, 1,283 empty nursing positions
equated to a 17 percent vacancy rate, while in the Northern Health Region,
the rate was 47.4 percent.2® High vacancy rates and staff burnout have also
been documented across long-term care and home care systems.>’

While health care spending has increased in Budget 2023, this funding
appears to be advancing a privatization agenda, as opposed to rebuilding the
public system. Spending on nursing and physician recruitment and retention
remained flat in the budget, while the province continues to rely on more
expensive private nurses and out of province procedures, as opposed to
building capacity in Manitoba.?® A recent examination of health care spending
by University of Manitoba economists showed that Manitoba fell from one
of the highest spending provinces on health under the Selinger NDP to one
of the lowest under the PCs, with inflation adjusted per-person spending
falling by 3.5 percent between 2015 and 2019.2° Based on surveys with health
care workers, they also found that retention and worker morale continues

to decline, as a vicious cycle of increasingly toxic work environments and
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the hemorrhaging of workers continues, alongside falling quality of care,
according to a number of indicators.

The experience in health care is typical of the challenges faced across
provincial public services due to provincial government austerity, both before
and after the pandemic. Chronic underfunding for public education has led
to larger class sizes, cuts to special needs programming, increased workload,
and educator burn out.“° Workers maintaining our provincial infrastructure
speak of debilitating staffing cuts undermining public safety and value for
money.“ Manitoba parks are staffed with a skeleton crew as environmental
site inspections are left undone and drinking water monitoring is being
neglected.# In Justice, corrections workers are left without the resources
needed to support rehabilitation, leading to toxic and dangerous working
conditions, while an underfunded courts system delays access to justice,
leaving the accused and victims languishing in unacceptable delays.* Crown
corporations have been forced to implement large staffing cuts, leading to
reduced quality of service and system vulnerabilities at Manitoba Hydro, and
massive cost overruns on major projects at Manitoba Public Insurance.* Cuts
in provincial funding for child care has resulted in deteriorating quality of
care and an exodus of child care professionals from the sector.®> Examples
exist across all areas of government, with the overall impact being a weakened
public service unable to lead and support economic development or meet
the basic social service needs of Manitobans.®

Pandemic Recovery: Continuing Social Challenges

Many Manitobans have tried their best to put the COVID-19 pandemic behind
them: a period of disruption and trauma they would rather forget and move
on from, rather than dwell on. Unfortunately, the legacy of the pandemic
lingers. In addition to the virus continuing as endemic and lasting impacts of
long-term disability from acute infection, post-COVID-19 condition or “long-
COVID” has affected 15 percent of those who were infected with COVID-19,
leaving many unable to work or impaired chronically.#” COVID-19 has also
increased the proportion of the population with a disability, both for those
inside and outside of the labour force. While Canadian data is lacking, studies
in the United States show an additional 1.2 million people were disabled in
2021 compared to 2020, and the cost of long-COVID to the economy has been
estimated at $3.7 Trillion dollars.“® Mental health and addictions challenges

Funding Our Way: Rebalancing Revenues and Spending for a Fair and Prosperous Manitoba

23



24

were also inflamed by the pandemic, with the affordability crisis layering
additional burden and contribution to further deterioration in wellbeing.4

School-aged children are still being impacted by school closures and the
associated learning loss, with Canada being one of the countries with the
highest number of school days lost to the pandemic, with highly inequitable
impacts across the socioeconomic spectrum.>® The affordability crisis has
increased homelessness rapidly across Canada, with over two-thirds of com-
munities facing skyrocketing chronic homelessness and a growing number
of deaths of unsheltered people.5* Overall, the costs of allowing poverty and
inequality to fester hinders growth, reduces labour market attachment, and
imposes costs on other social services including health, criminal justice,
and education systems.>

Tight Labour Markets and the Need to
Invest in our Potential to Work

Long-term demographic trends are also squeezing labour markets, with
the pandemic having aggravated these effects.53 Figure 11 shows how the
proportion of the population participating in the labour market has been
declining in Manitoba since peaking in 2009 at around 69.5 percent, and
in 2022, sat between 66 percent and 67 percent.>* Unemployment rates
in Manitoba over the last year and a half have also stayed well below
pre-pandemic norms, with rates at their lowest in 15 years.? A continuing
strong demand for labour and very low unemployment rates provide an
opportunity to increase economic growth and reduce poverty through
investment in jobs, training and employment programs targeted to those
who face barriers to entering the labour market, but this requires public
investment in culturally appropriate intensive supports. Community-based
organizations and social enterprises have demonstrated capacity to move
people into good jobs with the right supports, but this requires public
investments.> Further, changes to Manitoba’s income support system are
required to eliminate the “welfare wall,” which refers to the high rate of
social assistance income claw back which presently dissuades recipients

from moving into employment.5”
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FIGURE 11 Proportion of the Population Participating in the Labour Market, Manitoba
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Source: Statistics Canada, “Table 14-10-0020-01: Unemployment Rate, Participation Rate and Employment Rate by Educational Attainment, Annual,” January 6, 2023, https://
www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=1410002001.

Low-hanging Fruit of a Green Transition

Transitioning from fossil fuels toward electrification in Manitoba supports
goals for greenhouse gas reductions and local economic development in-
stead of paying for oil and gas produced out of province. Redirecting power
produced by Manitoba Hydro currently sold in low-value export markets
towards domestic consumption is a win-win: the public utility gets a higher
price for its electricity produced, while electrification, when paired with other
green energy investments such as electrification of buses, cars, geothermal
heating and cooling etc., reduces the cost of living for Manitobans.>® Several
social enterprises already specialize in this work in Manitoba, leveraging
training opportunities for hard-to-employ populations while advancing
this important work.
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Section 4

Fiscal Policy Alternatives
for Manitoba:

A More Progressive
Income Tax System

MAKING OUR TAX and government transfer system more equitable and
raising additional revenues is necessary to meet the challenges Manitobans
face collectively as a province, ranging from the rising cost of living, climate
change, deteriorating health and education systems, and finding workers to
meet our growing demand for labour. This section puts forward tax policy
options that Manitoba can pursue to raise revenues, while also proposing
changing tax credits, specifically the Basic Personal Amount, to make our
tax system more progressive.®
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TABLE 3 Enhance Basic Personal Amount Benefit Levels

Household Type

Maximum Amounts Income Threshold at Which No Benefit Received

Single adult
Couple
Single Parent

Two Parent Two Child

$16,800
$19,800
$17,000
$22,200

$67,200
$79,200
$68,000
$88,800

Income and Sales Tax Measures

Turning the basic personal amount into an
income-tested refundable tax credit

The Manitoba government’s changes to the basic personal amount have added
up to over $500 million in lost annual revenues since 2016. As discussed in
Section 2.1, this tax break is actually a well-disguised tax cut for the well-off,
benefiting higher-income earners the most while providing the lowest-income
earners no relief at all (since the credit is non-refundable). We propose to
enhance benefit levels by increasing the maximum amounts, making the
benefit refundable, and paying the benefit monthly.®* We propose reducing
the benefit at a rate of 25 percent of net income, to ensure that higher income
earners do not benefit. The benefit would act as a basic income, and would
replace most other tax credits and income support programs provided by
the province, including the Employment and Income Assistance and Rent
Assist programs. We propose that such benefits be paid out monthly similar
to these programs.

Table 3 summarizes a sample set of benefit amounts that increase benefit
levels to just above two-thirds of the poverty line. Appendix 1 has more
detailed information on the impact of the enhanced BPA relative to existing
benefit levels. The maximum amounts for low-income earners bring all four
of our family types up to at least two-thirds of the poverty line.

Return taxes rates to 2016 levels and introduce
a new high-income tax bracket

The Manitoba government has introduced a series of income and sales tax
cuts since 2016. We propose restoring those tax rates to 2016 levels including
the PST. We also propose a new higher income tax rate on income earned
above $100,000. The addition of one or more high-income tax brackets would
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improve tax fairness while also generating Manitoba a significant amount

of revenue. Manitoba has seen no change in the top marginal tax rate over

the past 18 years. Our proposed changes result in the following tax brackets:

* 10.8 percent rate on income between $o and $31,000

e 12,75 percent rate on income between $31,001 and $67,000

e 17.4, percent rate on income between $67,000 and $100,000

* 24 percent on income over $100,000

Eliminate a number of small tax credits:

We propose eliminating the following small tax credits, consolidating all

credits in the new enhanced BPA.

1.

8.

9.

Age amount

Family Tax Benefit

Fitness amount

Children’s Arts Credit
Personal Tax Credit
Education Property Tax Credit
Renters Tax Credit

Seniors school tax rebate

School Tax Credit for Homeowners

Most of these credits are non-refundable and therefore of greater benefit to

higher-income families who have the income to claim these credits, while the

refundable ones are more than compensated for by the new enhanced basic

personal amounts proposed above for approximately half of income earners.

Summary impact of personal tax changes

The above proposed personal tax changes are not revenue neutral. The net

cost of the changes is $256.7 million, which we propose to pay for by increased

taxes and the elimination of credits for corporations. These enhancements

will lead to an average change in disposable income of $491 per family,
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TABLE 4 Impact of Proposed Income and Sales Tax Changes Across Household Income Spectrum

Decile Disposable Income % Loss Neutral % Gain Average Change in Disposable Income
1 Up to $23,789 0.0% 0.0% 100.0% $12,601
2 $23,790 to $30,999 0.5% 0.0% 99.5% $8,951
3 $31,000 to $42,157 1.3% 0.0% 98.6% $6,267
4 $42,158 to $51,703 5.6% 1.0% 93.5% $3,788
5 $51,704 to $62,896 48.2% 1.4% 50.6% $1,877
6 $62,897 to $77,058 69.9% 2.1% 28.0% -$902
7 $77,059 to $92,803 83.9% 0.0% 16.1% -$2,985
8 $92,804 to $113,417 93.7% 0.5% 5.8% -$4,374
9 $113,418 to $148,995 96.2% 0.0% 3.7% -$5,931
10 Above $148,996 98.2% 0.0% 1.8% -$14,419
All 49.7% 0.5% 49.8% $491

Source: Authors simulation based on Statistics Canada. “Social Policy Simulation Database and Model (SPSD/M),” 2023. https://www.statcan.gc.ca/en/microsimulation/

spsdm/spsdm.

Notes: Disposable Income is income after taxes and transfers but before consumption taxes. The household gain and loss percentages are based on consumable income
(disposable income less consumption taxes). The Neutral category accounts for those experiencing less than a $100 change.

providing extra support with the rising cost of living. Unlike the measures
currently being implemented by the Government of Manitoba, the vast
majority of those who have lower incomes would meaningfully benefit.*
Table 4 shows the impact of our proposed income and sales tax changes
across the household disposable income spectrum. By increasing taxes on
high-income earners and redistributing credits, much higher benefit levels
can be made available for the bottom half of income earners. For example,
a family with disposable income in the range of $51,704 to $62,896 receives
on average $1,877 more in benefits than under the government current ap-
proach outlined in Budget 2023.

Revenue impact: —$256.7 Million

Business Tax Measures

Increase the corporate income tax rate by
1 percent, point to 13 percent

In Manitoba, corporate income tax generates a significant amount of tax
revenue for the provincial treasury. In 2022/23, revenue from corporate
income tax is forecasted to come in at just over one billion dollars, compris-
ing 5.2 percent of total provincial revenues.® With that said, the share of
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corporate contributions to provincial revenue has declined over the last
two decades, reflecting successive corporate tax rate cuts and business tax
reductions. As outlined in Figure 8, Manitoba’s corporate tax revenue as a
percentage of GDP is the lowest of any Canadian province. We propose a 1
percent increase to corporate income tax, while keeping the tax exemption

on small businesses.

Revenue impact: +$82 Million

Reverse business tax cuts to health and education levy

The Manitoba Government has made a number of changes to the health and
education levy that reduces the revenues generated by this payroll tax on
larger businesses. We propose reversing those measures.

Revenue impact: +$39.7 Million

Additional revenue from PST on businesses:

Businesses pay an estimated 41 percent of the PST. The PST brings in ap-
proximately $364.1 million dollars of revenue per percentage point.

Revenue impact: +$149.3 Million

Eliminate the School Tax Rebate for Corporations:

Businesses receive a 10 percent rebate on their education property taxes. We
propose eliminating the credit, including the business portion.

Revenue impact: +$39.8 Millions

Eliminate the Child Care Development Tax Credit

The Child care development tax credit is designed to promote private for-profit
child care development. Evidence shows that this form of child care provi-
sion results in a lower quality of care and poor outcomes for children.® We
propose eliminating this tax credit and investing the resources in restoring
provincial funding cuts to child care.

Revenue impact: +$1.7 Million
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Other Measures

Introduce a Mansions Tax and make the
Land Transfer Tax more progressive

Over 72 percent of Manitobans support a tax on homes worth a million
dollars.®® We suggest an annual “mansions tax” on homes worth a million
dollars or more. The current land transfer tax is only mildly progressive in
that the rate increases only up to property values of $200,000. We recommend
introducing a higher rate on higher valued homes, building upon research on
this topic in British Columbia. These measures together will target a revenue
increase equal to 50 percent of the current land transfer tax.

Revenue impact: +$67 Million

Summary Impact of Tax and Revenue Measures

Table 5 summarizes the net impact on revenues of our proposed policy
changes to Manitoba’s tax and transfer system aimed at making it more
progressive. Together, the combined changes are projected to increase
revenues by $122.8 Million.

TABLE 5 Summary Total Revenue Change

Income and Sales Tax Measures -$256.7
Business Tax measures +$312.5
Other Measures +$67.0
Net Revenue Increase +$122.8
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Conclusion

GOVERNMENTS REQUIRE REVENUE to ensure a safe, stable society for
communities and individuals to thrive. The revenues secured by govern-
ment pay for setting up and enforcing regulations that ensure food is safe,
water and air are clean, and our human rights are respected. Taxes allow us
to provide universal supports and services when facing illness, disability,
unemployment, crime, natural disasters, poverty, or old age. They provide
the basic infrastructure and coordination required for a modern economy and
society to function. The COVID-19 pandemic served as a painful reminder that
private markets have their limits, and we are fundamentally dependent on
governments to ensure our health and well-being. Governments, like many
working- and middle-class households, are navigating and often struggling
with the ups and downs of the post-pandemic context. We need to ensure
our public services are functioning, resilient and well-resourced to rebuild
and support a fair and prosperous province in these challenging times.
Unfortunately, the Government of Manitoba has been going in the opposite
direction since 2016, raiding the treasury and running up deficits to provide
tax cuts for the rich, while allowing public services to fall into crisis and
disarray. While support was required for many working- and middle-class
households to address the cost of living crisis, the PC government used it
as an opportunity to advance a regressive agenda, smuggling in tax cuts
for the wealthy, while providing little-to-no support to those most in need.
This report presents a series of policy alternatives that does not hand
out scarce public money to the wealthy, but instead targets benefits to those
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who need it most, while increasing revenues to help rebuild and reverse the
damage to public services done by years of austerity. In addition to reversing
the PC government’s tax cuts for the wealthy and corporations, we propose
modest increases in taxes on corporations and high-income earners who
have done very well during the pandemic with record profits, dividends and
increases in asset values. We also proposed a significant change to the Basic
Personal Amount (BPA), clawing it back from higher income earners while
making sure lower income earners get the highest benefit. Our proposed
changes, as a whole, generate $124 million more dollars to invest in rebuilding
our health, education and other social services that have been damaged by
provincial government austerity.

Our overall package of policy reforms also supports moving people
marginalized from paid work into the labour force. It does so indirectly by
generating additional revenue that could support evidence-based training
programs focused on those facing barriers to employment, but also by
reducing the “welfare wall” in Manitoba’s income support system. The
“welfare wall” refers to the idea that clawbacks on social assistance income
dissuades recipients from seeking employment. Our proposal moves these
income supports out of welfare, into a benefit that declines slowly as people
earn income. This encourages risk taking and employment as people get to
keep their benefits as they transition to paid work. This was the motivation
behind the Rent Assist program increasing benefits substantially for those not
on social assistance and is part of the broader rationale for a basic income.

We have attempted to show how significant the loss of $1.6 billion dollars
in revenue has been by contrasting it with a more progressive alternative: that
with some modest additional tax increases on the top half of income earners,
these tax cuts could have easily funded a basic income for all Manitobans
at two-thirds of the poverty line. This alternative is partially just for illustra-
tive purposes: This money could alternatively have gone towards creating
thousands of new child care spaces, creating 24 hours drop-in centres and
jobs for our most at-risk youth, restoring healthcare services, or ensuring
all children’s learning needs were being met in our schools; Or these funds
could have funded a monthly affordability benefit of $350 per month for all
households with incomes below $75,000. The key point is that the loss of
$1.6 hillion dollars is a lost opportunity to restore public services, reduce
inequality and promote social inclusion.

During the 2023 election campaign period, both major parties doubled
down on these tax cuts. The NDP committed to maintain the $1.6 billion
cumulative tax cuts implemented since 2016, including those in Budget
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2023. They also promised no tax increases except clawing back the School
Tax Rebate on large out-of-province corporations, as well as temporarily
suspending the gas tax. From a revenue perspective, this is better than the
PC’s election proposal, which was over $1.2 billion in additional cuts if re-
elected. However, the NDP’s position to move forward with the PC budget is
effectively a maintenance of the problematic status quo. Only the Manitoba
Liberals made any serious proposals to generate revenues and make the tax
system more progressive.

The NDP gas tax suspension is another example of how tax cuts are
skewed to benefit the already well off, while leaving those most in need with
little or no support. Based on average distance traveled and average fuel
economy, the typical driver can be expected to save approximately $178 per
year from the gas tax cut.® The gas tax however brings in $323 million dollars
in revenue per year or $282 dollars per person 15 years or older. Sending out
$282 cheques or refunding that amount on each person’s annual taxes could
have benefited all Manitobans, including those that will get zero benefit from
the tax cut, including those who can’t afford private vehicles and rely on
alternative such as public transportation. Alternatively, the government could
have made public transit free for all existing users and still had hundreds
of millions of dollars left to improve and expand service, including to rural
and northern communities.® Instead, the NDP gas tax cuts give nothing to
the poorest while rewarding those driving low efficiency luxury vehicles.

The election commitments of the new NDP government place serious
constraints on Manitoba’s ability to repair the damage of seven years of
austerity in health, education and other public services. This risks four more
years of austerity, although less severe than would have been required under
the PC election commitments.” It is possible that strong economic growth
could continue to generate some room to maneuver, and the NDP also has
additional health transfers that it did not account for in its fiscal blueprint.”
However, the NDP’s commitment to balance the budget within four years
means that a recession or change in direction at the Federal government level
could necessitate massive cuts to public services if unwilling to reconsider
increasing taxes.

Regardless of the short-term economic outcomes, the long-term trajectory
necessitates a fresh look at generating additional revenue for public services
in Manitoba through progressive tax increases if our public services are to be
sustained and we are to meaningfully tackle Manitoba’s climate, inequality
and labour force challenges. Given the size of the NDP victory, the collapse
of the Manitoba Liberals, the disarray of the PCs, and Manitoba’s history
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of giving governments at least two terms in power, the path forward for
increasing revenues and making the Manitoba tax system more progressive
appears to require convincing the new NDP government to examine options
over the coming four years in the lead up to a second mandate. Given the
scale and urgency of the challenges ahead, after four years of governing
under self-imposed fiscal constraints, Manitobans, the majority of who
currently value investments in public services over tax cuts, may find a
more receptive audience.
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Appendix: Impact
of Changes to Basic
Personal Amount

TABLE A1 Basic Personal Amount Maximum Benefit Levels After Proposed Reforms
Relative to Poverty Line

Reformed Basic Personal Amount

e e senents o hecpent %01 MM
Single individual considered employable 1,400 $499 67.8%
Single person with a disability 1,400 $204 67.8%
Single parent, one child 1,500 $51 68.1%
Couple with 2 children 1,850 $50 68.6%

TABLE A2 Basic Personal Amount Maximum Benefit Levels After Proposed Reforms
Across Income Levels

P S CeRd
Net Annual Income Monthly Annual Monthly Annual Monthly Annual
$- $1,400 $16,800 $1,500 $18,000 $1,850 $22,200
$10,000 $1,192 $ 4,300 $1,292 $15,500 $1,642 $19,700
$20,000 $983 $11,800 $1,083 $13,000 $1,433 $17,200
$30,000 $775 $9,300 $875 $10,500 $1,225 $14,700
$40,000 $567 $6,800 $667 $8,000 $1,017 $12,200
$50,000 $358 $4,300 $458 $5,500 $808 $9,700
$60,000 $150 $1,800 $250 $3,000 $600 $7,200
$70,000 $- $- $42 $500 $392 $4,700
$80,000 $ - $- $- $ - $183 $2,200
$90,000 $- $- $- $- $- $-
$100,000 $- $- $- $- $- $-
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TABLE A3 Total Income With Proposed Changes to Basic Personal Amount for
Those Without Work Income

Monthly Annual
Single Individual  Basic Social Assistance $245 $2,940
Considered .
Employable Rent Assist $612 $7,344
Federal GST Rebate $39 $467
Canada Workers Benefit $- $ -
Renter Tax Credit $44 $525
Sub Total (Current Total Income) $940 $11,276
MBM $2,123 $25,471
% of MBM 44%
Reformed Basic Personal Amount $1,400 $16,800
Increase in Benefits to Recipients $499 $5,991
% of MBM with Reformed Basic Personal Amount 68%
Single Individual  Basic Social Assistance $461 $5,537
With a Disability .
Rent Assist $691 $8,292
Federal GST Rebate $39 $467
Canada Workers Benefit $- $-
Federal Disability Amount $ - $ -
Renter Tax Credit $ 44 $525
Sub Total (Current Total Income) $1,235 $14,821
MBM $2,123 $25,471
% of MBM 58%
Reformed Basic Personal Amount $1,400 $16,800
Increase in Benefits to Recipients $204 $2,446
% of MBM with Reformed Basic Personal Amount 68%
Single Parent, Basic Social Assistance $409 $4,908
One Child .
Rent Assist $996 $11,952
Federal GST Rebate $52 $628
Canada Workers Benefit $- $—-
Renter Tax Credit $ 44 $525
Canada Child Benefit $492 $5,903
Sub Total (Current Total Income) $1,993 $23,916
MBM $3,002 $36,021
% of MBM 66%
Reformed Basic Personal Amount $1,497 $18,000
Increase in Benefits to Recipients $51 $615
% of MBM with Reformed Basic Personal Amount 68%
Couple with Basic Social Assistance $761 $9,127
2 Children .
Rent Assist $996 $11,952
Federal GST Rebate $78 $934
Canada Workers Benefit $- $-
Renter Tax Credit $44 $525
Canada Child Benefit $984 $11,806
Sub Total (Current Total Income) $2,862 $34,344
MBM $4,245 $50,942
% of MBM 67%
Reformed Basic Personal Amount $1,850 $22,200
Increase in Benefits to Recipients $50 $596
% of MBM with Reformed Basic Personal Amount 69%
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