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 Economic arguments for tax cuts for competitiveness are suspect since foregone 
public expenditures have positive impacts on productivity.  Further, Canada-US corporate 
tax differences in the mid-1990s were small, and were offset by other cost factors, such 
as lower energy prices and lower health costs for workers.  On the personal income tax 
side, high income earners did tend to pay somewhat more than in the US, but the gap was 
modest in the aftermath of the Clinton Administration’s tax hikes, and the alleged ‘brain 
drain’ was hugely exaggerated.  Nonetheless, the ideological and self-serving argument 
for tax cuts largely won the day after deficits were eliminated.   
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 It is important to spend money wisely and efficiently, but the scale of public 
spending clearly matters as well.  The Canada-US difference has shrunk dramatically in 
the 1990s because of deep cuts to Canadian spending on social programs and public 
services, and this was clearly driven in significant part by the campaign of the right for 
downward harmonization of taxes, financed through social spending cuts.  Competitive 
pressures trumped the desire of most Canadians to renew social spending once deficits 
had been eliminated.  An EKOS survey (“Reinventing Government”) which regularly 
charts differences between elite and non-elite opinion has found that the former very 
strongly favoured corporate and personal tax cuts as the best use of the emerging federal 
surplus. Corporate elite views were clearly the most influential in policy terms, and the 
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pronounced erosion and downward harmonization of the Canadian social model in the 
1990s, and will only increase in importance if economic integration continues and 
deepens. 
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