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Abs t r ac t  

Th i s  paper reviews f e d e r a l  Canadian family tax p o l i c i e s  and d i scusses  

t h e i r  impl ica t ions  f o r  household time a l l o c a t i o n  decis ions.  I t  f i n d s  

t h a t  t he  p re sen t  tax code has few cons is  t e n t  e f f e c t s  on those dec is ions .  

Proposa ls  f o r  change t h a t  a r e  recommended include review of (1) the 

t rea tment  of government c h i l d  suppor t  subs id i e s ,  ( 2 )  t he  t reatment  of 

fu l l - t ime homemakers, and (3) g e n d e r s p e c i f i c  b i a ses  under p re sen t  provi- 

s ions. 



Canadian Family Tax Law and Its Implicat ions f o r  
Household Time Al loca t ion  

The observa t ion  by Aaron and Galper (1985) t h a t  United S t a t e s  tax 

p o l i c i e s  before the  1986 reform had "become a swamp of unfa i rness ,  

complexity and ine f f i c i ency"  (p. 1 )  seems equal ly appropr ia te  when 

a p p l i e d  to  Canadian tax  pol icy.  The p re sen t  tax system i n  Canada r e f l e c t s  

a s e r i e s  of concessions d i r e c t e d  l a r g e l y  a t  spec i a l  i n t e r e s t  groups 

( i n c l u d i n g  f a m i l i e s ) ,  wi th  l i t t l e  thought concerning the  r e l a t i o n s h i p  of 

such concessions to  e i t h e r  a n  underlying s o c i a l  wel fa re  func t ion  o r  t he  

o v e r a l l  d i s t r i b u t i o n  of income. 

Tax incen t ives  by t h e i r  very na tu re  a r e  designed to inf luence  human 

behavior.  The premise of t h i s  paper is  t h a t  we must e i t h e r  (1)  g ive  care- 

f u l  cons idera t ion  t o  what common purposes we a s  a s o c i e t y  wish to reward 

o r  discourage monetar i ly ,  and r e v i s e  family tax law accordingly;  o r  ( 2 )  

a b o l i s h  a l l  s p e c i a l  t ax  cons ide ra t ions  and i n s t i t u t e  a t ax  system t h a t  

s e r v e s  s t r i c t l y  t o  r a i s e  needed government revenues and does n o t  a t tempt  

t o  manipulate behavior through la rge-sca le  s o c i a l  i n t e rven t ion  l i k e  t h a t  

s imulated under our  c u r r e n t  tax  system. 

T h i s  paper focuses on the  r e l a t i o n s h i p  between tax p o l i c i e s  and 

family t i m e  a l l o c a t i o n  pa t t e rns .  I t  a s ses ses  c u r r e n t  impacts and 

sugges t s  the d i r e c t i o n  t h a t  family tax reform might take. F i r s t ,  a 

review of t he  p re sen t  tax code is i n  order.  



THE CANADIAN TAX SYSTEM 

Canadian personal income tax  po l i c i e s  a r e  based on two major philo- 

sophica l  premises: t h a t  income be taxed progressively,  and t h a t  the u n i t  

o f  taxat ion  be an individual  ( r a t h e r  a household). 

The underlying p r inc ip le  of a progressive tax system is  t h a t  taxes 

assessed on the l a s t  d o l l a r  of ( taxable)  income a r e  levied a t  a r a t e  t h a t  

i s  pos i t ive ly  r e l a t ed  to  income. More simply s t a t e d ,  the higher an indi- 

v i d u a l ' s  income, the higher the  proportion of income he o r  she w i l l  pay 

i n  taxes. A progressive tax system promotes v e r t i c a l  equity among tax- 

payers. Ver t i ca l  equi ty  requi res  t h a t  s p e c i f i c  account be taken of the 

taxpayer 's  a b i l i t y  to  pay when assess ing  what proportion of the tax  b u r  

den each should bear. Horizontal equity requi res  t h a t  taxpayers with 

s i m i l a r  incomes bear s imi la r  tax burdens. In t h i s  respect ,  our 

progressive system taxes equal amounts of income equally,  but  a t  a 

progressive ra te .  For example, a taxpayer who repor ts  $100,000 of 

taxable income pays the same amount of tax on the f i r s t  $10,000 of t h a t  

income a s  does the taxpayer who repor ts  a t o t a l  annual income of $10,000. 

However, n o t  only w i l l  taxes be levied  a g a i n s t  addi t ional  income of an 

earner ,  bu t  a g r e a t e r  proportion of those moneys w i l l  be sub jec t  to taxa- 

t ion. 

The premise of using individuals  a s  the u n i t  of taxat ion e n t a i l s  

levying taxes on the income of each taxpayer without regard f o r  income of 

o t h e r  family members.l I n  t h i s  respect  each Canadian income earner  is 

required t o  f i l e  an individual  income tax return. Theore t ica l ly ,  each 

person's  tax r a t e  is determined independently of income earned by o the r  



household members. An example of using the family a s  the u n i t  of taxa- 

t i o n  can  be found i n  the United S t a t e s ,  where f ami l i e s  may f i l e  j o i n t  

income t a x  r e t u r n s  on which t o t a l  household income is  reported and then 

taxed a t  a  s i n g l e  r a t e .  P r a c t i c a l  d i f f e r ences  which emerge i n  choice of 

t a x  u n i t  r e l a t e  t o  v e r t i c a l  and ho r i zon ta l  equi ty .  

I n  the absence of coun te rva i l i ng  t ax  p o l i c i e s ,  choosing the ind iv i -  

d u a l  a s  the t ax  u n i t  means t h a t  a l l  taxpayers wi th  s i m i l a r  incomes a r e  

t r e a t e d  equal ly  under the  tax  system (ho r i zon ta l  equ i ty ) :  a  married 

woman earn ing  $20,000 per  year  would pay the same amount of taxes a s  a  

marr ied man earning $20,000 o r  a  s i n g l e  woman earn ing  $20,000. This  

po l i cy  is  consonant wi th  v e r t i c a l  equ i ty  among ind iv idua l s  : those wi th  

h ighe r  incomes pay higher  propor t ions  of t h e i r  income i n  taxes.  However, 

t o  the  e x t e n t  t h a t  the married working couple wi th  a  t o t a l  annual income 

o f  $40,000, who a r e  presumably more a b l e  t o  bear  a  higher  marginal tax  

burden, do no t  pay propor t iona te ly  more i n  taxes than the s i n g l e  woman 

ea rn ing  $20,000 pe r  year ,  the  system is no t  v e r t i c a l l y  equi tab le .  That  

i s ,  al though the married couple w i l l  pay more taxes i n  abso lu t e  terms, 

t h e  system is v e r t i c a l l y  i nequ i t ab l e  s i n c e  the  couple w i l l  n o t  pay a  

h ighe r  percentage of t h e i r  income i n  taxes than the s i n g l e  woman wi th  

h a l f  the  income. 

I n  p rac t i ce ,  many t ax  provis ions  undermine the two bas i c  premises of 

p r o g r e s s i v i t y  and ind iv idua l  taxa t ion .  One may even argue t h a t  the pre- 

mise of i nd iv idua l  t axa t ion  is  a  p r i o r i  a t  odds wi th  the o b j e c t  of a  

progress ive  t ax  system.2 However, f o r  purposes of t h i s  paper, t ax  pol i -  

c i e s  t h a t  undermine the  premise of progressive taxa t ion  a r e  def ined to  

i nc lude  those which se rve  d i f f e r e n t l y  t o  reduce the  marginal t ax  r a t e  



faced by any income group t o  a r a t e  l e s s  than o r  equal  t o  t h a t  l ev i ed  on 

i n d i v i d u a l s  r epo r t ing  ( r e l a t i v e l y )  lower incomes. Tax p o l i c i e s  that  

undermine the  premise of i nd iv idua l  t axa t ion  inc lude  those which r equ i r e  

r e p o r t i n g  of  o t h e r  household members' income t o  determine taxable  income 

and thus ind iv idua l  tax  r a t e s .  Any tax b e n e f i t s  t h a t  a r e  family means 

t e s t e d  would f a l l  i n t o  t h i s  category.  Descript ions of s p e c i f i c  family t ax  

p o l i c i e s  a r e  presented below followed,by a d iscuss ion  of t h e i r  implica- 

t i o n s  f o r  family time a l loca t ion .  

FAMILY TAX POLICIES 

I n  Canada a t  p re sen t  t he re  a r e  s eve ra l  s p e c i f i c  tax p o l i c i e s  t h a t  

provide  economic incen t ives  f o r  f a m i l i e s  t o  a d j u s t  n o t  only the way i n  

which t o t a l  family time is a l l o c a t e d  between home, market, and l e i s u r e  

a c t i v i t i e s ,  b u t  a l s o  in t r a f ami ly  time a l l o c a t i o n  pa t te rns .3  They inc lude  

( 1 ) family allowance payments , (2)  dependent c h i l d  exemptions , (3)  c h i l d  

c a r e  deduct ions,  ( 4 )  c h i l d  t ax  c r e d i t s ,  ( 5 )  c h i l d  exemptions equ iva l en t  

t o  a d u l t  exemptions, and (6 )  spousa l  exemptions. A b r i e f  desc r ip t ion  of 

each  follows.4 

1. Family allowance payments a r e  monthly cash t r a n s f e r s  paid to 

f a m i l i e s  w i th  ch i ld ren  under the  age of 18. They a r e  a un ive r sa l ,  

t axable  b e n e f i t  payable t o  the mother of a ch i ld .5  A 1  though the revenues 

used t o  fund t h i s  program a l l  come from f e d e r a l  sources,  provinces admin- 

i s t e r  the funds and s e t  the e x a c t  payment l eve l s .  

2. Annually the government a l lows  ind iv idua l s  to  exempt p a r t  of 

t h e i r  income from taxes i f  they have dependent ch i ld ren  under the  age of 

18  i n  t h e i r  household ( h e r e a f t e r  r e f e r r e d  to  a s  c h i l d  exemptions). The 



exemption may be claimed by e i t h e r  parent ,  bu t  the  parent  who e l e c t s  to  

t ake  the  exemption must a l s o  claim as taxable  income the  family allowance 

payment. I n  p r a c t i c e  i t  is  t o  t h e  economic advantage of the family i f  the  

i n d i v i d u a l  with the h i g h e s t  taxable  income claims t h i s  exemption. A s  a 

r e s u l t ,  i n  most ca ses ,  a l though family allowance b e n e f i t s  a r e  paid to  

mothers,  t he  b e n e f i t s  a r e  claimed a s  taxable  income by f a t h e r s .  

3. Child c a r e  deduct ions may be n e t t e d  from taxable  income by 

mothers ( f a t h e r s  a r e  n o t  e l i g i b l e )  who incur  c h i l d  c a r e  expenses i n  o rde r  

t o  p a r t i c i p a t e  i n  the paid l a b o r  force.  Bene f i t s  a r e  ca l cu la t ed  on a 

formula which i n  p a r t  takes i n t o  account t he  number of c h i l d r e n  under t he  

age  of 14. 

4.  The f e d e r a l  c h i l d  t ax  c r e d i t  is a family income-tested b e n e f i t  

payable t o  the  pa ren t  who rece ives  family allowance payments. It i s  a 

f l a t  amount payable f o r  each c h i l d  e l i g i b l e  f o r  a family allowance and 

may e i t h e r  be deducted from the i n d i v i d u a l ' s  tax b i l l  o r  claimed a s  a 

nega t ive  tax  i n  t he  event  t he  pa ren t  has  no taxable  income. Bene f i t s  a r e  

means t e s t e d ,  and the  break-even po in t  f o r  a family wi th  th ree  c h i l d r e n  

i s  about  $50,000. 

5. The f e d e r a l  government a f f o r d s  s ing le ,  divorced,  o r  widowed 

pa ren t s  the  oppor tuni ty  to exempt from taxable  income, a t  the l e v e l  of a n  

a d u l t  exemption, the  expenses of r a i s i n g  one ch i ld .  Dependent a d u l t  

exemptions a r e  approximately f i v e  times the  va lue  of dependent c h i l d  

exemp t ions .  

6 .  Ind iv idua l s  whose spouse 's  annual n e t  income i s  less than $500 

are af forded  a spouse exemption. A s  spouse n e t  income inc reases ,  the 

exemption is taxed away d o l l a r  f o r  d o l l a r .  



IMPACT OF TAX POLICIES ON FAMILY TIME ALLOCATION 

A p re fe r r ed  approach to  examining the  e f f e c t  of our  tax  sys tem on 

time a l l o c a t i o n  might be t o  d i scuss  i t s  o v e r a l l  impacts i n  terms of 

government revenue o r  po l icy  objec t ives .  Unfortunately,  a s  w i l l  soon 

become apparent ,  i t  is  impossible to  p u l l  any such common thread from the 

a n a l y s i s ,  and the  a c t u a l  impact of each underlying premise and pol icy 

w i l l  t he re fo re  be discussed separa te ly .  Assumptions which unde r l i e  t he  

economic p red ic t ions  made with regard to family time a l l o c a t i o n  i n  t h i s  

paper a r e  not  discussed i n  d e t a i l .  One poin t ,  however, does mer i t  

review. Analysis  of tax p o l i c i e s  t h a t  in f luence  a f t e r  tax wage r a t e s  a r e  

eva lua ted  with r e spec t  t o  changes i n  t he  taxpayer 's  marginal ( r a t h e r  than 

average)  t ax  r a t e .  The reader  i n t e r e s t e d  i n  a more thorough t reatment  of 

t h i s  assumption and remaining t h e o r e t i c a l  underpinnings is  r e fe r r ed  to 

Dou t h i  t t  and Zick ( i n  press ) .  

Because family allowance payments and dependent c h i l d  exemptions a r e  

t r e a t e d  j o i n t l y  f o r  purposes of taxat ion,6 t h e i r  impacts on time a l loca -  

t i o n  a r e  examined concurrent ly.  

S ince  a l l  parents  a r e  paid the  same pe r  c a p i t a  family allowance bene- 

f i t  r ega rd l e s s  of income, a l l  e l s e  equal,  one would expect  them to 

respond t o  this b e n e f i t  by increas ing  the amount of time spent  i n  l e i s u r e  

a c t i v i t i e s .  However, a s  many p o l i t i c i a n s  argued i n  the r e c e n t  debate  over 

u n i v e r s a l i t y  of family allowance payments, t h e i r  middle- and upperincome 

c o n s t i t u e n t s  a l ready  e f f e c t i v e l y  "repaid" t h e i r  b e n e f i t s  t o  t he  govern- 

ment by v i r t u e  of the  progress ive  tax scheme under which they were taxed. 



I n  o t h e r  words i t  was charged t h a t  t he  family allowance is a l ready  effec- 

t i v e l y  income t e s t ed  through e x i s  t i ng  t ax  policy. This  would imply t h a t  

t h e  time a l l o c a t i o n  p a t t e r n s  of h igher  income f ami l i e s  a r e  l e s s  

in f luenced  than o r i g i n a l l y  thought. 

Yet  when the  c h i l d  exemption and family allowance b e n e f i t s  a r e  exa- 

mined j o i n t l y ,  i t  becomes apparent  t h a t  t h i s  e f f e c t  is i l l u s iona ry .  I n  

f a c t ,  a f t e r  taxes,  high-income ind iv idua l s  w i l l  enjoy a l a r g e r  (absolu te)  

economic advantage. The po in t  i s  perhaps b e s t  made by example. Consider 

two taxpayers  who both have one c h i l d ,  c o l l e c t  an annual family allowance 

b e n e f i t  amounting to  $360, and a r e  e n t i t l e d  to  c h i l d  exemptions amounting 

t o  $710. For tax purposes the  only d i f f e r e n c e  between the  two i s  t h a t  

t h e  taxable  income of one f a l l s  i n t o  the  15 percent  marginal tax bracket  

wh i l e  the  o t h e r  is i n  a 45 percent  marginal t ax  bracket.  The ques t ion  

becomes, what is the d i f f e r e n c e  i n  a f t e r t a x  b e n e f i t s  t h a t  each a r e  

e n t i t l e d  t o  receive? F i r s t ,  cons ider  the  ind iv idua l  whose taxable  income 

f a l l s  i n  the  15 percent  marginal tax  bracket.  

S ince  family allowance b e n e f i t s  a r e  taxable  income, t h e  low-income 

taxpayer w i l l  have t o  pay $54 (15 percent  of $360) i n  a d d i t i o n a l  taxes  on 

t h e  family allowance benef i t s .  Fur ther ,  i n  our  example the ind iv idua l  

a l s o  claims the dependent c h i l d  exemption. This  b e n e f i t  amounts t o  

approximately $107 (15 percent  of $710). Thus the low-income taxpayer 

r ece ives  a n e t  b e n e f i t  i n  suppor t  of meeting ch i ld- rear ing  c o s t s  of $413. 

The h igher income indiv idua l  w i l l  pay $162 (45 percent  of $360) i n  

a d d i t i o n a l  taxes on family allowance bene f i t s ,  and the  dependent c h i l d  

exemption b e n e f i t  i s  worth approximately $320 (45 percent  of $710). Thus 

the  high-income taxpayer rece ives  a n e t  b e n e f i t  of $518 t o  a s s i s t  i n  



meeting ch i ld- rear ing  c o s t s ,  over  $100 more i n  a f t e r  tax  income than the  

low-income indiv idua l .  I t  a l s o  bears  not ing t h a t  the  person who i s  the 

b i g g e s t  l o s e r  i n  t h i s  a n a l y s i s  is the  poor parent  w i th  no taxable  income 

who w i l l  r e ce ive  no b e n e f i t  from the  dependent ch i ld  exemption. I n  f a c t  

some provinces may include those b e n e f i t s  i n  means t e s t i n g  f o r  s o c i a l  

a s s i s t a n c e  e l i g i b i l i t y .  

The impl ica t ions  f o r  family time use a r e  t h a t  a l l  f ami l i e s  would be 

encouraged t o  spend more time i n  l e i s u r e  a c t i v i t i e s .  Fur ther ,  i f  one 

assumes t h a t  a l l  f ami l i e s  respond to  an  increase  i n  a  d o l l a r  of income i n  

t h e  same way, then one may a l s o  conclude t h a t  h igher income ind iv idua l s  

w i l l  be induced by these p o l i c i e s  to  spend more ( add i t i ona l )  time i n  

l e i s u r e  a c t i v i t i e s  than t h e i r  poorer counterparts .  

I f  one were t o  s top  a t  t h i s  p o i n t  and t r y  to  cons t ruc t  a n  underlying 

premise t o  these p o l i c i e s ,  i t  might be a s  follows. The Canadian govern- 

ment is committed t o  providing a s s i s t a n c e  to  f ami l i e s  i n  meeting d i r e c t  

ch i ld - r ea r ing  cos ts .  The tax system acknowledges t h a t  ch i ld- rear ing  

c o s t s  a r e  d i r e c t l y  r e l a t e d  to  s tandard  of l i v i n g  (proxied here  by taxable  

income) , and thus l a r g e r  b e n e f i t s  a r e  a f forded  those ind iv idua l s  w i th  

h ighe r  incomes.' However, examination of t he  next  tax  pol icy ,  t he  c h i l d  

t a x  c r e d i t ,  w i l l  c o n t r a d i c t  t h i s  conclusion. 

I n  economic terms the  c h i l d  tax c r e d i t  would a l s o  induce f a m i l i e s  t o  

spend more time i n  l e i s u r e  a c t i v i t i e s .  However, s i n c e  the  b e n e f i t  is 

independent of the claimant '  s marginal tax  bracket ,  upperincome indivi-  

dua l s  would n o t  d i f f e r e n t i a l l y  b e n e f i t  from the  policy. I n  f a c t ,  t he  

c r e d i t  i s  family income t e s t ed  and e f f e c t i v e l y  b e n e f i t s  low- t o  upper- 



middle-income fami l i e s  more than i t  does upper-income fami l ies .  Such a 

po l i cy  of course v i o l a t e s  the bas ic  premise of using ind iv idua l s  a s  the 

u n i t  of taxa t ion ,  bu t  a t  the upperincome l e v e l s  serves  to  s t rengthen  

v e r t i c a l  tax equity.  

I n  a d d i t i o n  to  i t s  e f f e c t  on dec i s ions  regarding time a l l o c a t i o n  

among home, market, and l e i s u r e  a c t i v i t i e s ,  the c h i l d  tax  c r e d i t  a l s o  

s e r v e s  t o  inf luence  in t ra fami ly  time a l loca t ion .  To the e x t e n t  t h a t  tax- 

payers  respond a s  indiv iduals  ( a s  ou r  u n i t  of taxa t ion  would imply) to 

government tax incent ives ,  then any policy t h a t  con£ e r s  e i t h e r  b e n e f i t s  

o r  l o s s e s  based on an  i n a l t e r a b l e  c h a r a c t e r i s t i c  such a s  gender w i l l  

s e r v e  to  d i s t o r t  dec i s ions  regarding household d iv i s ion  of l abor  based on 

economic considerat ions.  Thus, to the e x t e n t  t h a t  mothers w i l l  usua l ly  

be the taxpayers claiming these bene f i t s ,  there  is a n  incent ive  f o r  t h e i r  

l a b o r  t o  be assoc ia ted  with c h i l d  rearing.8 I am of course n o t  the f i r s t  

r e sea rche r  to make t h i s  assoc ia  tion. A 1  though n e i t h e r  au thor  cons iders  

t h i s  tax policy e x p l i c i t l y ,  both J u l i e  White (1983) and P a t  Armstrong 

(1984) d i scuss  the impl ica t ions  of i n s t i t u t i o n a l  p o l i c i e s  t h a t  encourage 

women's part-time employment. The c h i l d  tax c r e d i t  can be c l a s s i f i e d  a s  

f a l l i n g  wi th in  t h i s  genre of p o l i c i e s  a s  i t  encourages mothers who a r e  

a l r eady  l a b o r  fo rce  p a r t i c i p a n t s  to reduce t h e i r  con t r ibu t ions  to  market 

work. 

Armstrong (1984, p. 134) supports  the conclusion t h a t  would follow 

from economic cons idera t ions  alone--that such a gender-specif ic  tax 

pol icy  "perpe tua tes  the d i f f e r e n c e s  between women and men i n  and o u t  of 

t h e  labour  fo rce  [and supports]  t he  continua t i o n  of segregat ion,  of 

unemployment, of unequal incomes and of a  double day f o r  women." White 



(1983, p. 22) ,  however, argues t h a t  "changes i n  the  l abo r  market 

[ a c t i v i t y  of women] have no r e l a t i o n s h i p  to  the socially-determined r o l e  

of  women, " and t h a t  i n  the  absence of such gender-biased tax p o l i c i e s  

t h e r e  is no reason t o  suppose t h a t  men w i l l  spend any a d d i t i o n a l  time i n  

domestic work. Although c l e a r l y  my sympathies from a d i s c i p l i n a r y  p o i n t  

o f  view l i e  with Armstrong, deba te  on the sub jec t  i s  defer red  f o r  l a t e r  

d i s c u s s i o n  i n  the  paper. 

The c h i l d  c a r e  deduction inf luences  n o t  only the r e a l  hourly market 

wage r a t e  earned by the mother bu t  a l s o  p o t e n t i a l l y  reduces the marginal 

t a x  r a t e  she faces.  Both inf luences  have the economic e f f e c t  of 

encouraging (1) homemakers to  e n t e r  the l a b o r  f o r c e  and (2)  c u r r e n t  l abo r  

f o r c e  p a r t i c i p a n t s  to  i nc rease  t h e i r  market con t r ibu t ions  a t  the expense 

o f  time spen t  i n  home production. I t  does n o t  encourage f a t h e r s  o r  o t h e r  

r e spons ib l e  a d u l t s  t o  i nc rease  t h e i r  con t r ibu t ions  to  work i n  the home, 

b u t  r a t h e r  causes a  s u b s t i t u t i o n  of market-purchased goods and se rv i ces  

( f a s t  food and day ca re ,  f o r  example) f o r  l o s t  home product ion 

(home-cooked meals and mother's c h i l d  superv is ion) .  By v i r t u e  of the 

f a c t  t h a t  t h i s  b e n e f i t  i s  a l s o  g e n d e r s p e c i f i c  i n  na ture ,  i t  w i l l  reduce 

t h e  burden of women's work i n  the home, bu t  w i l l  n o t  con t r ibu te  to  a  more 

equa l  d i v i s i o n  of l a b o r  i n  two-parent households. Note a l s o  t h a t  the n e t  

e f f e c t  of such a  pol icy i s  n o t  neces sa r i l y  to  reduce the  t o t a l  work b u r  

den of the mother. S tud ie s  have i n  f a c t  shown t h a t  there  is  l i t t l e  d i f -  

f  erence between the  t o t a l  time spent  i n  a l l  work a c t i v i t i e s  (bo th  home 

and market) by employed and nonemployed married women (Adler and 

Hawrylyshyn, 1977). 



A f t e r  considering the e f f e c t i v e  impact of such sex s p e c i f i c i t y  , one 

i s  l e f t  wondering about  i t s  purpose o r  l e g i s l a t i v e  in t en t .  The impact of 

t h i s  po l icy  on two-parent households is  t o  encourage mothers t o  e n t e r  the 

l a b o r  f o r c e  and t o  provide some economic r e l i e f  f o r  dual-earner house- 

ho lds  to  meet increased d i r e c t  c h i l d  c a r e  cos ts .  Yet i t  a l s o  provides a  

subs idy  t o  f a m i l i e s  who p r a c t i c e  a  n o n t r a d i t i o n a l  d i v i s i o n  of labor .  For 

example, the two-parent family wi th  a  s i n g l e  female ea rne r  can s t i l l  

deduct  from he r  taxable  income babys i t t i ng  expenses even though the male 

i s  providing f u l l -  time homemaking serv ices .  Fur ther ,  the deduct ion would 

n o t  be a v a i l a b l e  t o  s i n g l e  male parents.  I n  sum, while discouraging t ra-  

d i t i o n a l  pa ren ta l  r o l e s  wi th  regard to  time a l l o c a t i o n ,  the  c h i l d  c a r e  

deduct ion  does provide some economic advantage f o r  mothers ( r e l a t i v e  t o  

f a t h e r s )  who have s o l e  custody of ch i ldren .  

The spousal  exemption exempl i f ies  another  tax pol icy  t h a t  v i o l a t e s  

t h e  bas i c  premise of using ind iv idua l s  a s  the u n i t  of taxat ion.  

En t i t l emen t  t o  the b e n e f i t  is dependent on spousal  income. Further ,  

s ince  the  exemp t ion se rves  to reduce the  wage earner '  s taxable  income, i t  

provides  a  tax b e n e f i t  t o  e l i g i b l e  r e c i p i e n t s  propor t iona l  t o  h i s  o r  her  

marginal  tax  bracket.  This  implies  t h a t  h igher income taxpayers r e a l i z e  

a  grea t e r  absolu t e  tax  advantage than t h e i r  l o w e r  income counterpar t s .  

A t  minimum the b e n e f i t  i nc reases  the  unearned income of both spouses and 

encourages the wage ea rne r  t o  s u b s t i t u t e  o u t  of market work and i n t o  

l e i s u r e  a c t i v i t i e s ,  while  inducing a  s i m i l a r  s u b s t i t u t i o n  o u t  of home 

product ion by the homemaker. The exemption is l a r g e  enough a l s o  t o  cause 

a  reduct ion  i n  the marginal tax  faced by the  wage earner.  I n  t h i s  



circumstance the wage earner  would respond by increas ing  h i s  or  her 

con t r ibu t ions  to the paid labor  market, and the n e t  e f f e c t  on time a l lo -  

c a t i o n  would be indeterminate.  The s i m i l a r i t i e s  i n  impact of t h i s  and 

t h e  ch i ld  exemption bears noting, i n  t h a t  ind iv idua ls  who, l i k e  t h e i r  

spouses,  have l i t t l e  or  no taxable income w i l l  r ece ive  no b e n e f i t  from 

t h i s  exemption, 

I n  the pas t ,  proposals to amend the spousal  exemption have s t imulated 

some of the most heated tax pol icy debates e i t h e r  on o r  off the f l o o r  of 

Parliament.  The f e rvo r  which p o l i t i c i a n s  and o the r s  br ing to  these de- 

ba t e s  ranks second only to t h a t  generated by proposed amendments to the 

Crow' s Nes t Pass F re igh t  Agreement (crow r a t e )  and family allowance 

payments. I n  the absence of a firm idea of i t s  l e g i s l a t i v e  i n t e n t ,  

reasonable a l t e r n a t i v e s  to the exemption a r e  d i f f i c u l t  to assess .  

However, given the demonstrable concern expressed over t h i s  pol icy,  I 

w i l l  b r i e f l y  review the pol icy and i s sues  surrounding i t s  debate. 

For near ly  a s  long a s  there has been an income tax, the government 

has  afforded taxpayers with a spouse exemption. An except ion occurred i n  

t he  period between J u l y  1942 and January 1947, when the Canadian govern- 

ment withdrew the exemption to encourage married women to e n t e r  the paid 

l abo r  force  during World War 11. Considering i t s  suspension a wartime 

measure " j u s t i f i e d  only by the extreme state of emergency," the govern- 

ment r e i n s t a t e d  the  exemption (Pierson,  1977, p. 135) a f t e r  the war, 

inducing an exodus of married women from the paid labor  market. 

More r ecen t ly  the Royal Commission on the S t a t u s  of Women (1970) 

recommended abol i sh ing  the exemption, a s  did Judy Erola ( see  Hay and 



Baer,  1983),  then t h e  m i n i s t e r  respons ib le  f o r  the  s t a t u s  of women. 

These c r i t i c s  claimed t h a t  the exemption u n f a i r l y  favored the middle- t o  

upper-income fami l i e s  who could a f f o r d  f o r  one spouse t o  remain o u t  of 

t h e  paid l abo r  force.  The pol icy was a l s o  accused of discouraging market 

work by poor f a m i l i e s  who needed two incomes t o  meet bas i c  needs. Ms. 

Erola  f u r t h e r  proposed t h a t  the  a d d i t i o n a l  revenues generated by abo- 

l i s h i n g  the  exemption ($1.3 b i l l i o n  i n  1983) be re inves ted  i n  c h i l d  c a r e  

(Hay and Baer, p. 13).  

Opponents t o  abo l i sh ing  the  spousal  exemption argued t h a t  it mone- 

t i z e d  women's s o c i e t a l  con t r ibu t ion  a s  n u r t u r e r s  of ch i ld ren  and t h a t  i t s  

r e p e a l  would be paramount to devaluing such e f f o r t s .  While i t  is t r u e  

t h a t  many claimants  of t h i s  b e n e f i t  a r e  husbands whose wives work f u l l  

time i n  the  home ca r ing  f o r  dependent ch i ld ren ,  t h e  exemption can be 

claimed by a taxpayer r ega rd l e s s  of whether dependent ch i ld ren  a r e  pre- 

s en t .  Fur ther ,  most women, r ega rd l e s s  of whether t h e i r  spouses q u a l i f y  

f o r  the spouse exemption, a r e  l i k e l y  to  be the  primary care-giver  whose 

c o n t r i b u t i o n s  should a l s o  be recognized i f  "motherhood" is what the tax 

break is designed t o  reward. 

NET IMPACT OF TAX POLICIES ON TIME ALLOCATION 

Assessing t h e  n e t  e f f e c t s  of t he  var ious  Canadian family tax p o l i c i e s  

on family time a l l o c a t i o n  i s  a d i f f i c u l t  task. Benef i t s  ( fami ly  

al lowance payments, f o r  example) a r e  given wi th  one hand and taken away 

w i t h  another  , s i n c e  b e n e f i t s  a r e  taxable.  Economic incent ives  a r e  

o f f e r e d  mothers to e n t e r  t he  l abo r  f o r c e  ( c h i l d  c a r e  deduct ion) ,  whi le  



p e n a l t i e s  a r e  l ev ied  a g a i n s t  married women who do (spousal  exemption). 

Nonetheless,  I w i l l  a t tempt to summarize what is known. 

I n  1982 the  National Council on Welfare ca l cu la t ed  the n e t  value of 

government t r a n s f e r s  made on behalf of dependent ch i ld ren  to  f ami l i e s  

w i t h  d i f f e r e n t  l e v e l s  of income. Included i n  i t s  assessment were family 

allowance payments, dependent c h i l d  exemptions, and the c h i l d  tax 

c r e d i  t.9 Its ca lcu la t ions  showed t h a t  i n  absolu te  d o l l a r  amounts such 

t a x  p o l i c i e s  c l e a r l y  favored the middle- to  upper-income family. To the 

e x t e n t  t h a t  these p o l i c i e s  pr imari ly amount to grant ing  unearned income, 

they imply t h a t  (compared to behavior i n  the  absence of tax  allowances) 

ch i ld - r e l a t ed  tax  bene f i t s  serve  to discourage middle-income women 

( r e l a t i v e  t o  t h e i r  l o w e r  and upper-income counterpar t s )  from market work 

i n  favor  of l e i s u r e  a c t i v i t i e s . l O  The Council ' s  a n a l y s i s  does no t  allow 

one t o  examine what, i f  any, e f f e c t s  these p o l i c i e s  have on income 

d i s t r i b u t i o n ,  b u t  i t  does exemplify one way i n  which the progressive 

n a t u r e  of the Canadian tax system is undermined.11 

I n  a recent  a r t i c l e  Blomqvist and McKee (1986) est imated the impact 

of the Erola proposal on time spen t  by married couples i n  l abor  market 

a c t i v i t i e s .  They a l s o  examined (1)  t he  e f f e c t  of applying generated 

revenue savings t o  increas ing  the c h i l d  tax c r e d i t ,  and ( 2 )  whether any 

economic e f f i c i e n c i e s  could be gained by such ac t ions .  From pred ic t ions  

based on empir ica l  work o r i g i n a l l y  done by Nakamura and Nakamura (1981) 

t h e  au thors  concluded t h a t  abol i sh ing  the spousal  exemption would cause a 

s i g n i f i c a n t  increase  i n  the propor t i o n  of married women working ou t s ide  

the  home. Especial ly a f f e c t e d  by the change would be wives aged 25-29 



and over 45. They were predicted to increase t h e i r  labor  fo rce  par- 

t i c i p a t i o n  r a t e s  by a s  much a s  6 percent. 12 

I n  sum it appears t h a t  the time a l l o c a t i o n  of low-income fami l ies  is 

inf luenced very l i t t l e  by the family tax p o l i c i e s  discussed i n  t h i s  

paper. Middle-income fami l i e s  a r e  afforded the g r e a t e s t  incent ive  of a l l  

f ami l i e s  to r e a l l o c a t e  t h e i r  time along t r a d i t i o n a l  division-of-labor 

l i n e s .  Net impacts on upper-income fami l ies  a r e  indeterminate.  

To t h i s  poin t  d iscuss ion  has focused on the impact of tax p o l i c i e s  on 

time a l l o c a t i o n  of married-couple households. However, given t h a t  40 

percent  of a l l  Canadian marriages now end i n  divorce ( S t a t i s t i c s  Canada, 

1983), no contemporary work on the Canadian family can be considered 

complete without  a t  l e a s t  some discussion of s ingle-parent  famil ies .  

This  ana lys i s  w i l l  focus on two major tax p o l i c i e s  t h a t  p e r t a i n  to custo- 

d i a l  parents  of dependent ch i ldren;  taxat ion of ch i ld  support payments 

and the ch i ld  exemption a s  equiva lent  to the a d u l t  exemption. 

Under cu r ren t  Canadian tax l a w  ch i ld  support payments made by non- 

c u s t o d i a l  parents  a re  exempt from income taxes. The payments a r e ,  

however, considered a s  taxable income of the cus todia l  parent.  A t  f i r s t  

blush it appears t h a t  the impact of t h i s  tax policy w i l l  be to provide a 

d i s incen t ive  f o r  the cus tod ia l  parent  to a l l o c a t e  time to labor market 

a c t i v i t i e s .  Such a conclusion could be drawn from two fac t s .  F i r s t ,  it 

i s  poss ib le  t h a t  these payments place the cus tod ia l  parent  i n  a higher  

tax  bracket ,  thus e f f e c t i v e l y  reducing h i s  o r  her a f t e r - t ax  wage rate .  

This  would af ford  an incent ive  to s u b s t i t u t e  home production f o r  labor  

market a c t i v i t i e s .  Second, regard less  of whether the cus tod ia l  pa ren t ' s  



marginal tax bracket  is in£ luenced, an unearned income e f f e c t  provides a 

f u r t h e r  employment d is incent ive .  Closer examination of the impact on 

cus tod ia l  parents  revea ls ,  however, t ha t  the long-run consequences of 

taxing support payments a r e  not  a s  s t raightforward as  one might expect. 

Because ch i ld  support payments a r e  t ied  to  cus tod ia l  parents '  income, 

the long-run a b i l i t y  of t h a t  parent  to provide f o r  h i s  o r  her ch i ld ren  

w i l l  depend on whether those bene f i t s  a r e  keyed not  only to  the r a t e  of 

i n f l a t i o n ,  but  a l s o  to  h i s  or  her  earnings capaci ty (marginal tax 

bracket) .  The poin t  is b e s t  made by example. Suppose t h a t  a non- 

c u s t o d i a l  parent  is ordered by the cour t  to provide $1,000 per month i n  

c h i l d  support payments to  the cus tod ia l  parent. Since custody is usual ly 

given to the mother, who is l i k e l y  to be the parent  l e s s  economically 

a b l e  to provide f o r  the ch i ld ,  f u r t h e r  assume t h a t  the parent  making 

these  payments faces a 35 percent  marginal tax bracket  while the custo- 

d i a l  parent  works p a r t  time in  the paid labor  force  and faces  a 10 per- 

c e n t  marginal tax bracket. E f fec t ive ly ,  the monthly a f t e r - t ax  c o s t  to 

the noncustodial  parent  would be $650, while the a f t e r - t ax  b e n e f i t  to  the 

c h i l d  would be $900. Unless some mechanism is incorporated i n  the cour t  

order  to  a d j u s t  fu tu re  payments i n  accord with changes in  both the c o s t  

of l iving13 and the marginal tax bracket  of the cus tod ia l  parent ,  long- 

run consequences of tying ch i ld  support payments to  the income of cus to- 

d i a l  parents  w i l l  f u r t h e r  de t e r  p a r t i c i p a t i o n  in  the paid labor  force  

while  reducing af  te r -  tax bene f i t s  to the chi ld.  

To focus on e f f e c t s  of changes in  the cus tod ia l  pa ren t ' s  marginal tax 

bracket ,  assume t h a t  ch i ld  support payments a r e  indexed to in£  l a  t ion. 



Next, suppose t h a t  once a c h i l d  reaches school  age t h e  c u s t o d i a l  parent  

cons ide r s  increas ing  to  f u l l  t i m e  h i s  o r  her  l a b o r  market a c t i v i t i e s .  

Although working f u l l  t i m e  would r e s u l t  i n  a n e t  i nc rease  i n  income, t h e  

a f  t e r t a x  c h i l d  suppor t  payment would amount t o  less. For example, i f  

fu l l - t ime  earn ings  inc rease  the  marginal tax  r a t e  of t he  pa ren t  t o  25 

percent ,  a f t e r - t ax  c h i l d  support  payments w i l l  only amount t o  $750 p e r  

month. I f  t h e  parent  were earn ing  $10 per  hour, t h i s  would mean t h a t  he 

o r  she  would have to  work 20 a d d i t i o n a l  hours each month j u s t  to  make up 

f o r  t he  $150 l o s t  i n  a f  t e r t a x  c h i l d  support  payments. While the  example 

of  i nc reas ing  hours of paid work more pointedly demonstrates t he  t ax  

po l i cy  impact, long-run inc reases  i n  r e a l  wages w i l l  have the  same 

e f f e c t .  Ult imately,  however, t h i s  e ros ion  of r e a l  income r e s u l t s  i n  an 

i n d i r e c t  i nc rease  i n  ch i ld- rear ing  c o s t s  to  the  c u s t o d i a l  parent  and w i l l  

c ause  him o r  her  to  i nc rease  l a b o r  supply i n  order  t o  maintain the  

c h i l d '  s s tandard of l i v ing .  I f  w e  r e l a x  the  assump t i o n  t h a t  c h i l d  sup- 

p o r t  payments a r e  t i e d  to  the c o s t  of l i v i n g ,  t h e  l a t t e r  e f f e c t  w i l l  be 

even s t ronger  . 
One t ax  pol icy which w i l l  i n  p a r t  m i t i g a t e  t he  e f f e c t  of c u s t o d i a l  

p a r e n t  "bracket  creep" is  the  c h i l d  equiva len t  of t h e  a d u l t  exemption. By 

i ts very na ture ,  t he  b e n e f i t  of t h i s  tax  pol icy w i l l  be pos i t i ve ly  

r e l a t e d  to t he  c u s t o d i a l  pa ren t ' s  marginal tax  bracket.  Assuming t h a t  

t h e  exemption amounts to  $3,000 annual ly ,  t he  inc rease  i n  tax r a t e  from 

15  t o  25 percent  would amount t o  a $25 monthly tax savings. 

Unfortunately , t he re  have been no Canadian s t u d i e s  t h a t  examine the  

impact of these  p o l i c i e s  on time a l l o c a t i o n  of s ingle-parent  f ami l i e s .  It 

i s  c l e a r l y  a d i r e c t i o n  of f u t u r e  research  t h a t  would have impl ica t ions  



no t  only f o r  b e t t e r  understanding family organizat ion,  but  a l s o  f o r  

e s t a b l i s h i n g  government tax pol ic ies .  

FAMILY TAX LAW REFORM: WHERE DO WE GO FROM HERE? 

Present  Canadian family tax po l i c i e s  r e f l e c t  no c l e a r  underlying phi- 

losophy with regard to family organization. Perhaps the bes t  charac- 

t e r i z a t i o n  of the  n e t  benef i t s  would be a " l i t t l e  something f o r  

everybody." Although s p e c i f i c  p o l i c i e s  o f f e r  d i s t i n c t  behavioral incen- 

t i v e s  f o r  fami l ies ,  one can o f t e n  point  to another  policy with a c o u n t e r  

balancing e f fec t .  A pessimist  might view the p o l i c i e s  a s  simply ways i n  

which l e g i s l a t o r s  have red i s t r ibu ted  the  progressive impact of our tax 

s y s  tem to  benef i t  t h e i r  middle-class cons t i tuents .  An opt imis t  might 

view the d i v e r s i t y  of po l i c i e s  a s  necessary to  avoid po ten t i a l  i n t e r  

ference  by "big brother" i n  the na tu ra l  order  of human behavior. 

I n  my opinion, the time f o r  tax reform is  now. E i the r  we move toward 

a f l a t  tax system and e l iminate  tax incentives which serve to  d i s t o r t  

human behavior, o r  we s t e p  back and ca re fu l ly  review the purpose and 

impact of every tax policy with an eye to reformation which w i l l  r e f l e c t  

our  underlying philosophies regarding the economic organizat ion of 

Canadian famil ies .  

I n  h i s  February 1986 Budget Papers, Michael Wilson iden t i f i ed  the  

p resen t  government's e f f o r t s  to  reform s o c i a l  and tax po l i c i e s  a s  being 

"based on the twin tests of soc ia l  and f i s c a l  responsib i l i ty ."  Although 

noble goals ,  n e i t h e r  t e s t  a s  expressed provides s u f f i c i e n t  foundation 

upon which consis  t e n t  and f a i r  tax p o l i c i e s  can be bu i l t .  In  the same 

document the  minis ter  announced t h a t  y e t  another  tax c r e d i t ,  the 



refundable f ede ra l  s a l e s  tax c r e d i t ,  was being added to  the myriad of 

e x i s t i n g  tax po l i c i e s ,  a t  an annual c o s t  to the government of $330 

mil l ion.  While incorporat ion of the new c r e d i t  can be applauded because 

i t  is d i r ec t ed  a t  low-income fami l i e s  and w i l l  thus serve to  s t rengthen  

v e r t i c a l  equi ty  i n  our tax system, the o f f s e t t i n g  f a c t o r  is t h a t  r a the r  

than g e t t i n g  a t  the cause of inequal i ty  it represents  ye t  another  reac- 

t i v e  r a t h e r  than proact ive so lu t ion  to  r ec t i fy ing  d i s t o r t i o n s  i n  the tax 

sys  tern. 

I f  the present  sys tem, which uses tax l a w  to inf luence human behav- 

i o r ,  is to be re ta ined ,  there c l e a r l y  e x i s t s  a  need f o r  tax reform. 

S p e c i f i c  underlying statements of philosophy and i n t e n t  a r e  needed to  

guide the reformation. With regard to family tax law, there a r e  a t  l e a s t  

t h ree  major phi losophical  a r eas  of concern to  the home economist: con- 

s i d e r a t i o n s  f o r  the provision of care  and se rv ices  fo r  our na t ion ' s  

ch i ld ren ,  the treatment of c i t i z e n s  with i n t e r m i t t e n t  attachment to  the 

labor  force,  and the impact of gender-specific pol ic ies .  

With regard to provision of care and serv ices  f o r  ch i ldren ,  present  

t ax  p o l i c i e s  r e f l e c t  a t  l e a s t  two d i s t i n c t  philosophies.  The f i r s t  is 

t h a t  a l l  of soc ie ty  should be i n  p a r t  responsible  f o r  a s s i s t i n g  parents  

i n  meeting d i r e c t  cos t s  assoc ia ted  with child-rearing. The second is 

t h a t  a s s i s t a n c e  to parents  should bear some r e l a t i o n  to t h e i r  standard of 

living--i. e. , high-income parents  a re  e n t i t l e d  to l a r g e r  subs id i e s  f o r  

r a i s i n g  t h e i r  ch i ld ren  than a r e  low-income fami l ies ,  s ince  t h e i r  a c t u a l  

expenses w i l l  be grea ter .  

E i c h l e r  (1983, p. 131) i d e n t i f i e s  the "pr inc ip le  of shared s o c i a l  

r e s p o n s i b i l i t y "  i n  the r ea r ing  of chi ldren.  She maintains t h a t  soc ie ty  

should bear a t  l e a s t  some re spons ib i l i t y  f o r  a s s i s t i n g  a l l  f ami l i e s  i n  



meeting these  cos t s .  However, a s c e r t a i n i n g  the  e x t e n t  to  which s o c i e t y  

should con t r ibu te  toward those c o s t s  is a  f a r  more d i f f i c u l t  task. I n  

a d d i t i o n  t o  t he  d i r e c t  t ax  subs id i e s  t h a t  have a l ready  been ou t l i ned ,  

s o c i e t y  present ly  shares  i n  the  c o s t  of educat ion and hea l th  c a r e  a s  wel l  

a s  many o t h e r  community s e r v i c e s  f o r  ch i ldren .  Thus the  r e a l  ques t ion  is  

where t o  draw t h e  l i n e .  That is, t o  what e x t e n t  a r e  c h i l d r e n  publ ic  

goods i n  whose f u t u r e  every c i t i z e n  has an i n t e r e s t ,  and to  what e x t e n t  

a r e  they p r i v a t e  goods whose b e n e f i t s  accrue pr imar i ly  t o  the family? 

The answer t o  t h i s  double ques t ion  is  c r u c i a l  i n  a s se s s ing  the  need f o r  

c h i l d  c a r e  a s  i t  is r e l a t e d  to  t ax  reform. Once answered, the nex t  s t e p  

i s  to  ensure,  a s  E ich le r  maintains ,  t h a t  such b e n e f i t s  a r e  equi tab ly  

d i s t r i b u t e d  without  regard f o r  family s t r u c t u r e .  For example, s i m i l a r  

suppor t  should be provided f o r  meeting the  c o s t s  of ch i ld ren  r a i s e d  i n  

s ingle-parent  a s  wel l  a s  two-parent, two-earner households. 

A major c o s t  a s soc i a t ed  wi th  r a i s i n g  c h i l d r e n  is time. The c a r e  of 

young c h i l d r e n  is p a r t i c u l a r l y  time in tens ive .  This  c o s t  i s  usua l ly  

borne e i t h e r  i n d i r e c t l y  by the  parent  o r  d i r e c t l y  through the purchase of 

day c a r e  serv ices .  Given t h a t  t h e r e  w i l l  always be a  need f o r  both types 

o f  ca re ,  t h e  ques t ion  f o r  t ax  reform becomes: How can we design a  tax 

pol icy  t h a t  w i l l  n o t  economically favor  e i t h e r  choice  (un le s s  of course 

we determine t h a t  one type of c a r e  is p re fe rab le  t o  another) ? We need to  

des ign  a  c h i l d  suppor t  pol icy t h a t  d e t e r s  a  pa ren t  n e i t h e r  from remaining 

home t o  c a r e  f o r  a  c h i l d  nor  from p a r t i c i p a t i n g  i n  t he  paid l abo r  fo rce  

i f  he o r  she so  des i r e s .  While the  spousal  exemption and c h i l d  c a r e  

exemption could be viewed a s  such counterbalancing p o l i c i e s ,  the  spousal  

exemption is  no t  l inked  to  t h e  presence of dependent ch i ld ren  and se rves  



t o  levy a  more s u b s t a n t i a l  penalty for  labor  force  p a r t i c i p a t i o n  on fami- 

l i e s  who face  higher  marginal tax ra tes .  

The f i n a l  phi losophica l  quest ion with regard to  tax p o l i c i e s  that 

inf luence  the provision of care  and serv ices  f o r  ch i ld ren  concerns 

whether higher-income fami l i e s  should be provided more support  ( i n  abso- 

l u t e  d o l l a r  t e rns )  than low-income famil ies .  Essen t i a l ly ,  i t  amounts to 

what s o c i e t y ' s  r e s p o n s i b i l i t y  is i n  providing ch i ld  support beyond bas ic  

needs and to whom such support should be provided. A s  discussed e a r l i e r  

and a s  reported by the National Council on Welfare (1983), chi ld- re la ted  

tax  bene f i t s  accrue primari ly to fami l ies  of middle to upper incomes. 

Child care  deductions provide g rea t e r  economic bene f i t s  to  higher-income 

mothers than to lower-income mothers. Child exemptions provide a  g r e a t e r  

b e n e f i t  to high-income (usual ly)  fa thers .  Even family allowance 

payments, which on t h e i r  face  appear to  provide "equitable" support  to 

a l l  fami l ies ,  turn out  upon c lose r  inspect ion not  to do so. I f  ch i ld  

wel fare  is what is a t  issue,  one would c e r t a i n l y  not  envy the policymaker 

required to  explain to  the ch i ld  from a low-income family why h i s  or  her 

parents  g e t  fewer ch i ld  support moneys from the government than does the 

c h i l d  from an upper-income family. This is exac t ly  the quest ion t h a t  

needs an answer be£ o re  meaningful tax reform can be i n i t i a t e d .  

F ina l ly ,  it is necessary to consider treatment under the tax code of 

f ami l i e s  who by choice decide to r e f r a i n  from engaging i n  labor  force  

a c t i v i t i e s  a t  some poin t  i n  t h e i r  lives.14 A t  present ,  the Canadian tax 

code a f fo rds  tax subs id ies  to households in  which one spouse has l i t t l e  

o r  no income. This  provides incent ives ,  p a r t i c u l a r l y  to  upper-income 

fami l i e s ,  f o r  one member to engage so le ly  i n  home production a c t i v i t i e s .  



Phi losophica l ly ,  soc ie ty  must decide on what bas i s  t h a t  provision 

should be made. I f  the i n t e n t  of the  exemption is  to  consider  such home- 

makers dependents who use r a t h e r  than provide se rv ices ,  then policymakers 

should review work by Adler and Hawrylyshyn (1977) and o the r s  regarding 

t h e  va lue  of home production. Those s t u d i e s  would i n d i c a t e  t h a t  f a m i l i e s  

w i t h  ful l - t ime homemakers enjoy a considerably enhanced standard of 

l i v i n g  a s  compared t o  f ami l i e s  with a s i m i l a r  amount of income and no 

f u l l -  time homemaker. 

I f  the i n t e n t  of the spouse exemption is to "recognize" the contribu- 

t i o n s  of those homemakers, we r e tu rn  t o  the quest ion of whether the ser- 

v i c e s  provided by homemakers a r e  of a public  o r  p r iva t e  nature.  That is, 

t o  what degree does soc ie ty  and to  what degree does the family b e n e f i t  

from t h e i r  cont r ibut ions?  A s  suggested e a r l i e r ,  soc ie ty  could decide 

t h a t  homemakers car ing  f o r  young ch i ld ren  a r e  deserving of f i n a n c i a l  com- 

pensa t i o n  t o  help defray the opportuni ty cos ts of chi ld-rearing.  

However, i f  the spousal  exemption is  to be the  pol icy too l  through 

which compensation is  made, a t  l e a s t  two po in t s  with regard t o  i ts  impact 

need t o  be considered i n  tax reform. F i r s t ,  the present  pol icy provides 

a n  incen t ive  f o r  any spouse, regard less  of whether the re  a r e  dependent 

c h i l d r e n  i n  the household, t o  reduce time spen t  i n  l abor  market a c t i v i -  

t i e s .  Considerat ion should be given to r e s t r i c t i n g  t h a t  exemption to 

only those households i n  which young ch i ld ren  a r e  present.  Second, care- 

f u l  cons ide ra t ion  should be paid a s  to  whether high-income fami l i e s  

should rece ive  g r e a t e r  ( i n  abso lu te  d o l l a r s )  compensation than low-income 

f a m i l i e s  f o r  the con t r ibu t ions  of the homemaker. 



A 1  though a homemaker does i n d i r e c t l y  enjoy economic bene f i t s  when h i s  

o r  her  spouse rece ives  a  tax break, one should quest ion whether the 

spousa l  exemption is the b e s t  pol icy  too l  f o r  the job. I f  the i n t e n t  of 

t he  pol icy  is  t o  def ray  the opportuni ty cos t s  assoc ia ted  with chi ld-  

r e a r i n g ,  then a l t e r n a t i v e s  such a s  con t r ibu t ions  t o  Canada Pension on 

behalf  of the  homemaker would be a  more appropr i a t e  means of compen- 

s a t i o n .  Such a policy would n o t  only be a  more equ i t ab le  ( ac ross  indivi-  

dua l s )  arrangement, but  would a l s o  begin t o  g e t  a t  the roo t  cause of 

poverty among o lde r  women. 

F i n a l l y ,  i t  is my view t h a t  a l l  tax law should be gender neu t r a l .  

That  is, without sound phi losophical  reason f o r  doing so, no pol icy  

should have the e f f e c t  of d i s t o r t i n g  in t ra fami ly  time a l l o c a t i o n  pa t- 

te rns .  P resen t  p o l i c i e s  t h a t  a r e  d i r ec t ed  only a t  women, such a s  family 

allowance payments, c h i l d  ca re  deductions, and c h i l d  tax c r e d i t s ,  se rve  

no purpose except  to  r e in fo rce  a  t r a d i t i o n a l  d i v i s i o n  of l abor  wi th in  the 

household. E a r l i e r ,  o t h e r  w r i t e r s '  views on t h i s  s u b j e c t  were discussed. 

P a t  Armstrong takes a  s tand s i m i l a r  to mine, while  J u l i e  White would 

d i s s e n t .  I f  White's a s s e r t i o n  that changes i n  l a b o r  market a c t i v i t i e s  of 

women have no r e l a t i o n s h i p  t o  the  s o c i a l l y  determined r o l e  of women, then 

one would expect  t h a t  a  man's con t r ibu t ion  to  home production should be 

i n v a r i a n t  to  whether h i s  spouse is employed. However, simple t abu la t ions  

from the  1971 Halifax study of family time use indica ted  t h a t  men did 

spend more time i n  home production when t h e i r  spouses were employed 

( ~ d l e r  and Hawrylyshyn, 1977). Fur ther ,  i t  i s  impossible to  es t imate  

from any s t u d i e s  to  w h a t  e x t e n t  our gender-specific tax  p o l i c i e s  a r e  

d i s t o r t i n g  present  time a l l o c a t i o n  pa t te rns .  



CONCLUSIONS 

Th i s  paper has put f o r t h  arguments to  support  the  premise t h a t  

Canadian family t ax  pol icy is  i n  need of reform. It demonstrates t h a t  

many of our c u r r e n t  t a x  p o l i c i e s  a r e  i n e f f i c i e n t  and convey no c o n s i s t e n t  

ph i losoph ica l  pos i t ions .  Unless t ax  code is r ewr i t t en  to  e l imina te  the 

element of s o c i a l  in te rvent ion ,  the  publ ic  pol icy  a r e a s  of f inance and 

t a x a t i o n  a r e  ones i n  g r e a t  need of input  from home economists with 

t r a i n i n g  i n  family resource management. I t  is  only with a c a r e f u l  analy- 

sis of tax  p o l i c i e s  taking i n t o  account a l l  a spec t s  of family resource 

a l l o c a t i o n  t h a t  equ i t ab le  and f a i r  t a x  laws can be draf ted.  



Notes 

l s e e  E ich le r  (1983, p. 124) f o r  a  more complete t reatment  of t h i s  

sub jec t .  

2 ~ e e  E ich le r  (1983, p. 127) f o r  a n a l y s i s  of v e r t i c a l  equ i ty  and the 

r e s u l t i n g  e f f e c t  on family income d i s t r i b u t i o n .  

31t can be argued t h a t  the  whole s o c i a l  wel fa re  system opera tes  to  

d i s t o r t  the  time a l l o c a t i o n  p a t t e r n s  of f ami l i e s ,  bu t  those p o l i c i e s  w i l l  

n o t  be discussed here. For a  genera l  d i scuss ion  of the  impacts of 

government wel fare  programs on time a l l o c a t i o n  see  Ki l l ingswor th  (1983, 

p. 392). 

4 ~ o r e  d e t a i l e d  informa t i o n  on any of these p o l i c i e s  would be 

a v a i l a b l e  from a reg ional  Revenue Canada o f f i ce .  

5 ~ e n e f i t s  a r e  payable t o  a  f a t h e r  only i f  he is  the  c u s t o d i a l  

p a r e n t  i n  a  household where the n a t u r a l  mother i s  e i t h e r  n o t  p re sen t  

o r  n o t  l e g a l l y  competent to  manage her  own f i n a n c i a l  a f f a i r s .  

6 ~ e c a l l  t h a t  t he  parent  claiming the dependent c h i l d  exemption 

must a l s o  claim family allowance payments a s  taxable  income. 

7~ t should be noted here t h a t  because the  ind iv idua l  is  the u n i t  of 

t axa t ion ,  two-earner f ami l i e s  who ea rn  the  same t o t a l  amount of income a s  

a  s ingle-earner  family w i l l  r ece ive  a  smal le r  tax  b e n e f i t  f o r  t h e i r  

c h i l d ,  s i n c e  only one pa ren t  can claim the  c h i l d  exemption. This w i l l  be 

t r u e  d e s p i t e  the  f a c t  t h a t  t he  two-parent family wi th  a  s i n g l e  ea rne r  

probably enjoys a  higher  f u l l  income by v i r t u e  of the l i ke l ihood  t h a t  one 

person engages i n  f u l l -  time home production. 



8~emember t h a t  the  c h i l d  tax c r e d i t  is payable t o  the  parent  who is  

e l i g i b l e  t o  r ece ive  family allowance payments ( u s u a l l y  the  mother), n o t  

t h e  p a r e n t  who claims them a s  taxable  income (usua l ly  t h e  f a t h e r ) .  

9 ~ x c l u d e d  from the  a n a l y s i s  was the  c h i l d  c a r e  deduction. 

l0l?or s i m p l i c i t y  i n  i n t e r p r e t a t i o n ,  t h e  reader  may wish to s u b s t i t u t e  

t h e  economic term " l e i su re"  w i th  the  word "consumption." That  is t o  say, 

i n  t h i s  example middle-income women a r e  l e s s  l i k e l y  t o  be l a b o r  fo rce  

p a r t i c i p a n t s  and more l i k e l y  t o  spend more ( l e i s u r e )  time "consuming" 

c h i l d  s e r v i c e s  ( l i k e  t a lk ing  o r  playing wi th  ch i ld ren )  from which they 

d e r i v e  s a t i s f a c t i o n .  

l l ~ h i s  paper does n o t  incorpora te  an  a n a l y s i s  of t he  impact of taxes  

c o l l e c t e d  and d i s t r i b u t e d  f o r  s o c i a l  a s s i s t a n c e  programs. I f  t hese  

moneys were included i n  an  o v e r a l l  assessment of taxa t ion  and income 

d i s t r i b u t i o n ,  a  lesser degree of v e r t i c a l  i n e q u a l i t y  would l i k e l y  be 

observed. 

2 ~ u r  t h e r  r e s u l  ts of t he  s tudy indica  ted t h a t  only small  p o t e n t i a l  

g a i n s  i n  economic e f f i c i e n c y  to  s o c i e t y  a r e  poss ib l e  when the  spouse 

exemption is replaced by an  increased c h i l d  tax c r e d i t .  Unfortunately,  

t h e  a n a l y s i s  by Blomqvist and McKee i s  based on an  assumption t h a t  

r e s u l t s  i n  t h e i r  e s t ima te s  of economic e f f i c i e n c y  e r r i n g  on the  

conse rva t ive  s ide.  

The au tho r s  measure e f f i c i e n c y  of pol icy enactment a s  the d i f f e r e n c e  

between t h e  va lue  of a d d i t i o n a l  l abo r  suppl ied t h e  market by husbands and 

wives and the oppor tuni ty  c o s t  t o  s o c i e t y  of g iv ing  up home production. 

The former is measured i n  terms of before-tax l a b o r  earn ings  and the  
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l a t t e r  a s  a f te r - tax  earnings. While t h i s  measure i s  both simple and 

i n t u i t i v e ,  i t  f a i l s  t o  cap tu re  one of the major c o s t s  to women and 

s o c i e t y  of t h e i r  nonpa r t i c ipa t ion  i n  the l abo r  fo rce - fo regone  pension 

b e n e f i t s .  P re sen t ly  i n  Canada, o l d e r  women a s  a group face  one of the 

h i g h e s t  r i s k s  of being poor. Among women 65 and over who do n o t  l i v e  

w i t h  a spouse, two-thirds f a c e  f i n a n c i a l  hardship and a r e  l i k e l y  t o  be i n  

p a r t  supported by s o c i a l  a s s i s t a n c e  (Nat iona l  Action Committee, 1983, p. 

1 ) .  Thus, i n  l i g h t  of the f a c t  t h a t  pension and o t h e r  f r i n g e  b e n e f i t s  

have been est imated to  c o s t  employers a s  much a s  31 pe rcen t  of employee 

wages (Ostry and Zaidi ,  1979, p. 202-203) omission of t h e i r  va lue  i n  

Blomqvis t and McGee' s c a l c u l a t i o n s  cons ti t u t e s  a major overs ight .  

13~ssuming t h a t  the i n i t i a l  judgment did account  f o r  a c t u a l  a f t e r -  

t a x  c o s t s  of r a i s i n g  the ch i ld .  

1 4 ~ h e  word "choice" is  key here  and i s  used e x p l i c i t l y  t o  exclude 

those  persons who do n o t  p a r t i c i p a t e  i n  the l a b o r  fo rce  because of mental 

o r  phys ica l  d i s a b i l i t y .  
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